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Accounting is the language of business.
If you buy stocks, you MUST learn how to read a Cash Flow Statement.

Here’s everything you need to know:

The cash flow statement shows how cash moves in and out of a company over a period of time.

The most common time periods are:
mm 1 Quarter

mml Year

m m Year-to-date (usually 6 or 9 months)

The time period is at the top. Here's $NFLX recent cash flow statement time period.

Metflix, Inc.
Consolidated Statements of Cash Flows
(unavdited)
(in thousands)
Three Months Ended Nine Maonths Ended
September30,  June30,  Sepember3D,  Sepember 30,  Septemiber 30,
2021 2021 2020 2011 2030
‘Cash fiows from operating activities:
Net income 5 LME0TL § L3S0 5 TERSTG 5 45087 % 2215239
‘to recancile net | h provided by
{used in) operating activities:
Additions to content assets 14,566.237) (4096.750)  (2ESIASH) (12047563 (Rasagul)
Change in content liskilities (29.228) [312.208) (373.458) (607, 494) (228.345)
Amortization of content assets 2,963,051 2,506,603 2733783 8,489,050 7.824,287
Depreciation and amortization of property, equipment
and intangibles 0.253 38434 8589 144,428 83,767
Stock-based compensation expense 5078 101,583 106,357 303,801 307,586
Foreign currency remeasurement ks (gain) on debt (136,288 63,078 243,194 (326,784) 275,295
Other non-cash items 102211 108,103 53851 w971 219,600
Deferred income taxes. 50,967 51127 140277 281827 225,650
Changes in operating assets and labilities:
‘Other current assets (95,145) 523730 {22978 (383,073} 147,261}
Accounts payable 24836 713 11,677 40,164} {143,503
Accrued expenses and other liabilities 269,774 (171,230} 266,027 276241 374,268
Deferred revenue (4,732 47083 10841 B4680 115,457
Other non-current assets and liabiities P £ 57T —c/ ] [19.939) (1445250 800,248}
et cash provided by [used in] operating
activities 82379 [E3.761) 1,263,761 795,884 2,564,749
(Cash flows from Investing activities:
Purchases of property and equiprment (167.327) (10.278) (109811 1358,606) 1349567}
Change in other assets (21.304) (1,000 (88500 (26.919) 19.388)
MNet cash used in investing activities [188,631) [111.278) (118,651 1385,525) 1358,955)
Cash flows from financing activities:
Procseds from issuance of debt - - - - 1005, 464
Debt ssuance costs = - = - 7.559)
Repayments of debt e - - 1500,000) -
Proceeds from issuance of comman stodk 1445 19,749 68,605 86,265 200419
Repurchases of comman stock [100.0000 1500.022) = (600022} -
et cash provided by (used in] financing
Rcxy e S LR R T ey S MR AT
Effect of exchange rate changes on cash, cash equivalents, and
restricted cash (63,843 2477 18459 (82504 130,624)
Net increase (decrease) in cash, cash equivalints, and
restricted cash (251.650) (631,835 L242238 1885,502) 3378454
{Cash, cash equivalents and restricted cash at beginning of
period 7804618 436,453 7,480,046 8238870 5,043,786

Cash, cash equivalents and restricted cashatend of peripd. § 7552068 § 7804618 5 BAJIIS0 § 7352968 { 431380
RS S  SS S 1
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Some companies show the cash flow statement in their earnings press release, but many don't.

You can find the cash flow statement by looking at:

m m 10-Q (Quarterly Report)
m m 10-K (Annual Report)

m m Fnancial aggregators such as @theTIKR,
@CMLviz, @themotleyfool, @YahooFinance

SEC Forms

Filling What it tells you
10-K Annual Report
Key Re po r'tS 10-Q Quarterly Report
8-K Current Report - Disclose "material" event
U S I P O $-1, S-1A Registration before/after IPO
NS Form 424B7, Form 424B4 Prospectus
M & A S-4 Merger or Acquisitions
Form 425 Merger or Acquisitions
DEF 14A Proxy - Insider Ownership
Own e rSh i p SC-13G, SC-13D Some investor now own >5% of the stock
Form 3, Form 4, Form 5 Someone owns more than 10% of the stock
F-1, F-1A Registration before IPO for Foriegn Company
Fore |g n 20-F Annual report for Forign Company
6-K Interm reports for foriegn companies
sS4 Acquisition Details & Financial Information
SPAC Form 425 Tweets / Interviews

SC-13G, SC-13D

Some investor now own >5% of the stock

There are three main segments to a cash flow statement.

1. Operating Activities
2. Investing Activities
3. Financing Activities

Companies get some leeway with how they breakout each segment, but they all follow this basic structure.
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Let’s start with Operating Activities.

Net Income

Non-cash charges

1+ +

Changes in working capital

Operating Cash Flow

Capital Expenditure for
property, plant, equipment

Acquisitions

Proceeds from

+

sale of investments

Net

cash used in investing activities

Borrow / repay debt

14| 4

Issue / repurchase stock

- Pay dividends

Net cash used in financiaing activities

|4k | Financing Activities | Investing Activities | Operating Activities

Changes in cash during period

Cash start of period

Cash end of period

This segment STARTS with net income (the bottom number of the Income Statement).

It shows cash movements from all normal operational business activities.

Income Statement

Cash Flow Statement

Revenue
- Cost of Goods Sold

Gross Profit
- Operating Expenses

Qperating Income

Interest Expense

Pre-Tax Income

Income Tax

Net Income

/

‘Gross Profit | Revenue =
Gross Profit Margin

Opaerating Income / Revenue =

Net Income | Revenue =

% of Revenue

Net Income

From bottom of
Income Statement
Depreciation, Amertization,
Stock-based Compensation
Accounts Recievable |

Payable /

Operating Margin

Net Margin

Non-cash expenses are ADDED back as a source of cash.

Common categories:

m m Depreciation: Value of asset decreasing over time

m m Amortization: Expensing a pre-paid cost over time

Pay dividends

Net cash used in financiaing activities

},.f : Non-cash charges
-g = | Changes in working capital
§ Operating Cash Flow
] _ Capilal Expenditure for
2 Acquisitions
i
g + sale Mmemms
£ | Net cash used in investing activities
E + Borrow / repay debt
2 | ¥ | Issue /repurchase stock
+

Changes in cash during period

Cash start of period

Cash end of period

OCF - CapEx =
Free Cash Flow!




m m Stock-Based Comp: Paying employees with equity

Operating Activities

Net Income

Non-cash charges

1++

Changes in working capital

Operating Activities

Operating Cash Flow

Next is Working Capital, which can ADD or SUBTRACT from cash flow:

Categories:

m m Accounts Receivable: Sales that haven't been collected yet
m m Accounts Payable: Bills that haven't been paid yet

m m Inventory: Value of product you haven't sold yet



Operating Activities

Net Income
Non-cash charges

Changes in working capital _
Operating Cash Flow

1++

Operating Activities

Once all cash adjustments are made, the net is a company’s Operating Cash Flow.

Think of this number like a company’s Net Income, but in actual cash.

Operating Activities

Net Income
Non-cash charges
Changes in working capital

Operating Cash Flow {7

1++

Operating Activities

The next section is called Cash Flows from Investing Activities.

The shows the cash gains and losses from investments the business has made.



Net Income
e Non-cash charges
= Changes in working capital

perating Activities

property, plant, equipment

Acquisitions

P asle of brveimanits
cash used in investing activities

Investing Activities

s | = Borrow / repay debt
2 | 4 | Issue / repurchase stock
% - Pay dividends
% Net cash used in financiaing activities
#+ Changes in cash during period
Cash start of period
Cash end of period
Categories:
m m Capital Expenditure (CAPEX): Money spent to acquire/maintain physical assets such as property, plants, buildings, or
equipment.

m m Acquisitions: buying another company
m m Proceeds from sale of investments: Cash recieved from selling CAPEX or acquisitions

We can now calculate Free Cash Flow (FCF)!
FCF is the cash that is left after a company has paid for its Operating Expenses and CAPEX.

Many investors (myself included) consider this to be a superior way to calculate a company’s actual profitability.



Operating Investing

Ry Activities
Activities
7] 7] Capital Expenditure for
:_g Net Income i - property, plant, equipment
2 2
&; =+ Non-cash charges &| Acquisitions
. . . o

£ | &= | Changes in working capital g er—
E_ g_: sale of investments
o £

Operating Cash Flow

N

Free Cash Flow: Operating Cash Flow - Capex

Net cash used in investing activities

Section 3 is Cash Flows From Financing Activities.

This measures the cash movements between a company and its owners (shareholders) and its creditors (bondholders).

Net Income
Non-cash charges
Changes in working capital

I++

Operating Cash Flow

Capital Expenditure for
property, plant, equipment

Acquisitions

Proceeds from

+ sale of investments

Net cash used in investing activities

+ Borrow / repay debt

4+ | Issue / repurchase stock
3 - ] Pay dividends

Net cash used in financiaing activities

|4k | Financing Activities | Investing Activities | Operating Activities

Changes in cash during period
Cash start of period

Cash end of period

Common categories:

m m Debt: Cash gained/lost from borrowing/repaying debt



m m Stock: Cash gained/lost from issuing/repurchasing stock
m m Dividends: Cash payments to shareholders

The final section shows the total changes in cash balance during the period.

Its shows:

1m Sum of Operating Activities + Investing Activities + Financing Activities
2m Starting Cash Balance

3m Ending Cash Balance

Net Income
Non-cash charges
Changes in working capital

Operating Cash Flow

Capital Expenditure for
property, plant, equipment

I++

Acquisitions

Proceeds from
sale of investments

Net cash used in investing activities

+

Borrow / repay debt
Issue / repurchase stock

- Pay dividends

14| |4

nancing Activities | Investing Activities | Operating Activities

+

Changes in cash during period

- Cash start of period

Cash end of period

The cash flow statement is complex.

Watching an example is VERY helpful

@brian_stoffel and | made a YouTube video about the cash flow statement that uses $NFLX as an example

Watch it here: https://t.co/VdpwQq7SYu

Enjoy this thread?

Follow me @BrianFeroldi

| regularly tweet about money, investing, and personal growth

Want to learn how to invest?

Subscribe to my YouTube channel.


https://twitter.com/brian_stoffel_
https://t.co/VdpwQq7SYu
https://twitter.com/BrianFeroldi

We teach investors how to research stocks & the most important investing lessons we've ever learned.

https://t.co/IWwcb1JdD1

If this thread was helpful, you'll also enjoy my thread on how to read an income statement

https://t.co/75PRbOEenB

Accounting is the language of business.

If you buy stocks, you MUST learn how to read an income statement

Here\u2019s everything you need to know:

— Brian Feroldi (@BrianFeroldi) July 28, 2021

Finally, here’s my thread on how to read a balance sheet
Happy investing!

https://t.co/Fdgn8gPkXr

Accounting is the language of business.

If you buy stocks, you MUST learn how to read a balance sheet.

Here\u2019s everything you need to know:

— Brian Feroldi (@BrianFeroldi) September 30, 2021
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