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Most financial statements report financial activity according to the company's activities. For example, if the company performs a service, the company reports revenue earned regardless of when it receives the money. Intangible assets refer to items owned by the company that do not have physical form.
These include patents or copyrights. A company acquires intangible assets by transferring cash to the seller. The cash flow statement communicates the company's cash transactions. Each cash transaction is in one of the three categories. These categories include cash flow from operating activities, cash
flow from investment activities, or cash flow from financing activities. The purchase of intangible assets and the transfer of cash appears in the cash flow from the investment activities section of the cash flow statement. Locate the balance of intangible assets from the assets section of the balance sheet
for the current year. The assets section of the balance sheet includes current assets, tangible fixed assets and other non-current assets. Intangible assets are considered other non-current assets. Review all other non-current assets on the balance sheet for the current year and identify intangible assets.
Locate the balance of intangible assets from the assets section of the previous year's balance sheet. This appears in the section of other non-current assets, in the same place as in the balance sheet for the current year. Calculate the increase in the intangible balance. Subtract the intangible balance of
the previous year from the intangible balance for the current year. This determines the amount that has increased the balance of intangible assets. Lists the increase in intangibles in the cash flow of the investment section. Type the description, such as the purchase of intangible assets, and the amount in
dollars of the increase. This amount increases the total cash flow of investment activities reported in the cash flow state. Tips Companies that buy and sell intangible assets experience increases and decreases in the balance of intangible assets. The declines in intangible assets appear in the same way in
the state of cash flows as the increases. However, this amount reduces the total cash flow of investment activities. If the company asked for money to buy the intangible asset, the increase still appears in the cash flow of the investment section. The money lent by the company appears in the cash flow of
the financing section. The cash flow status considers them two separate transactions. A company's cash flow statement is broken down into three parts: operating, investor and financing. Depending on how a merger is financed, the three sections of the cash flow status can be viewed If a company uses
the income from a loan or sale of shares to make a merger effective, the amounts initially raised by financing activities are recorded as cash increases in the Section. In general, this is recorded as debt gains or the issuance of shares and may also include revenue from the warrant exercise. As the
different sources of financing are reimbursed, it is reflected in the financing section of the statement of cash flows during the accounting period in which it occurs. Cash flows related to acquisitions and withdrawals of business units are reflected in the investment section of the cash flow statements. If the
merger occurred through a share sale, the entry generally appears as a target company investment. If the merger involves the purchase of the assets of the target company, the assets considered long-term assets are accounted for in the investment section. Purchases of fixed assets -- such as real estate
or machinery -- are also reflected as cash outflows in the investment section. However, these only break down the rest of the target company's assets if the purchase of the target company was structured as an asset sale. Operating cash flows reconcile net profits with actual operating cash flow by adding
non-cash expenses again and accounting for changes in asset or liabilities balances. Changes in asset and liabilities balances reflect cash inflows and outflows not accounted for in the income statement. Acquisition-related expenses are costed, excluding share and debt issuance expenses, which means
they flow through operating cash flows through net profits. (No reviews yet) Write a Price Amount Review Applied (No Reviews Yet) Write a Review Item: #87211 Weight: 1.00 LBS Author: James McNeill Stancill Best Seller: FALSE Classic: FALSE Copyright Perm Flag: TRUE Educator Message Flag:
FALSE Exclusive: FALSE Pages: 7 Primary Category: HBR Article Publication date: March 01, 1987 Publish Date range: Over 24 months Related topics: Financial management Related topics: Cash flow Related topics: Accounting procedures Special value: FALSE Subcategory: Finance and accounting
Subject: Finance and accounting Subject List: Financial management,Cash flow,Accounting procedures Filter format type: PDF Format Type Filter: Hardcover / hardcover (B&amp;&amp; Hardcover W) Item: #87211 Pages: 7 Publication date: March 01, Publication date 1987: March 01, 1987 No matter
what your business, managers need to know how much money their obligations have to pay. Unfortunately, some of the cash flow measures that are usually used to check your cash position -- including net income and depreciation (NIPD) and earnings before interest and tax (EBIT)--only work when sales
are constant. When the are triggered, the measures overestimae the cash; when sales fell, they underestimate the cash. A new concept, net operating cash flow-double prime, more clearly indicates the position of a company's cash fund line. Related topics: Promo Newsletter summaries and excerpts from
the latest books, special offers, and more from Harvard Business Review Press. Free cash flow can a tremendously useful measure to understand the true profitability of a business. It's harder to manipulate and can tell a much better story of a company than the most commonly used metrics like net
income. Why use free cash flow? You may have heard someone say you can't pay your accounts with net income. If we are talking about wages, utility bills, construction in a new factory, or dividends, everything is paid in cash. So it's the ability of the business to generate cash that really matters. One of
the weaknesses of the income statement is that it spreads the money spent on long-term investments over time. For example, if Microsoft buys $1 billion in computer equipment, the spending will be distributed over 2-3 years in its profit and loss account in the form of depreciation. However, Microsoft
does not disclose the actual cash payment for computer equipment for 2-3 years. Pay for computer equipment ahead, and in cash. Put simply, the profit and service account is designed to soften the uses of a cash company over time. The state of cash flow, of which free cash flow is calculated, does not
offer this softening benefit. It's about the here and now. Free cash flow calculationThere are several methods for calculating free cash flow, but reporting requirements make it really easy to calculate for publicly traded companies. To calculate this, just look at the status of a company's cash flows and use
the following formula: Cash flow from operations-capital expenses = free cash flow. Normally, due to the volatility of free cash flow, you will find that it is best to observe free cash flow over a period of a few years instead of a single year or quarter. What free cash flow can tell companies that are capital
light, which means they don't have to make long-term investments as part of their business, will have very constant free cash flow over time. Free cash flow for a capital light business usually approaches net income. Companies that do have to make big long-term investments -- building factories or buying
bulldozers, for example -- will have more volatile free cash flows. Look at Moody's, a company for which the brain power of its employees is its main product. You will notice that it produces very stable free cash flow over time, and that your free cash flow approximately approaches your net income from
year to year. This is because it is a very light capital business. To grow, Moody's doesn't have to build billion-dollar factories. Rather, it hires more employees whose salaries are paid as they are and services are sold. By contrast, Chevron has historically generated volatile free cash flows because it has to
make large investments of billions of dollars in machinery and equipment to bring oil and gas to the ground. (The fact that oil prices rise and fall certainly doesn't help reduce the volatility of your free cash flow, either!) nor!) maturity of a business will also affect free cash flow. Mature companies generally
produce more consistent free cash flow because they are not making continuously large investments to grow. Younger companies usually produce little in the way of free cash flow, because the cash they generate from operations is put back into the business. (For example, view Wal-Mart's cash flow
statements from 1998 to 2000 and compare them to statements from 2013 to 2015. You will see that its slowdown in growth has resulted in significantly freer cash flow as a percentage of cash flow from operations.) For banks, insurers and other financial companies, you can essentially launch free cash
flow altogether. It simply isn't useful in the same way it is for non-financial companies. Free cash flow in valuationManes people use free cash flow as a substitute for earnings when evaluating companies that are mature, capital light, or both. Like price-to-earnings ratios, price-to-free cash flow ratios can

be useful for valuing a business. To calculate a priceless cash flow ratio, you can only split the price of one share by free cash flow per share, or the market cap of a company divided by its total free cash flow. Ultimately, free cash flow is just another metric, and it doesn't tell you everything, nor will it be
useful for all kinds of companies. But the observation that there is a very big difference between income and free cash flow will almost certainly make you a better investor. Invest now with our broker offers! This article is part of the Motley Fool Knowledge Center, which was created from the collected
wisdom of a fantastic community of investors. We would love to hear your questions, thoughts and opinions about the Knowledge Center in general or this particular page. Your contribution will help us invest the world, the better! Send us a knowledgecenter@fool.com. Thank you.and silly! In!
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