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COMMERCIALIZING YOUR RESEARCH

by Simon Moss
	
	   Introduction



	Many commercial opportunities can be derived from research projects.  Because research candidates generally own the intellectual property of their research, these commercial opportunities could be very lucrative for you. 
	Yet, many research candidates, and indeed many academics, are not familiar with the commercial sphere.  They feel they might not have acquired the business skills they need to flourish in this realm.  But, actually, you do not need to have developed extensive business knowledge or vast commercial skills to translate your academic research into commercial ventures.  You merely need to learn the right skills, develop the right mindset, and receive the right guidance from the right people.  This document helps you achieve these goals.     

	   1 Clarify the problem



	Before you seek guidance, you should develop a preliminary pitch. To achieve this objective, you first need to clarify the key problem or problems you want to solve.  Many researchers do not complete this activity.  Consequently, they often develop products and services they can sell—products and services that do not quite fulfill the needs of clients.  
	To clarify the problems you want to solve, in the first column in the following table, describe times in which you could not purchase or locate a product or service you wanted.  In the second column, specify the problem this product or service could have solved. You can then extend your answers over time.  

	Times in which I could not purchase 
or locate what I wanted   
	Problem this problem could have solved

	Software that grades student assignments using artificial intelligence
	Assignments are not marked for several weeks

	An inventory of all the mnemonics that help students memorize information
	Hard to memorize information for exams

	An app that summarizes my interests from all the websites I have visited in the past
	Cannot decide which careers to pursue

	An app that identifies the person with whom I should collaborate to receive a grant
	Cannot secure grants






	In addition, recall situations in which you did not receive the outcomes you wanted.  For example, perhaps you did not receive the research supervisors I wanted, could not sleep on a plane, or felt isolated while completing a PhD.  Finally, ask other people to answer the same questions about products or service they could not purchase or situations in which they did not receive the outcome they wanted. After a few weeks, you will be able to collect many problems.  You should now ask several questions about each problem such as, on a scale of 1 to 5,

· to what extent do you intuitively feel your research or skills could help resolve the problem   
· to whom does this problem cause pain, and
· to what extent does this problem cause pain or unease in these people?

	The following table illustrates some answers to these questions.   
 
	Sample problems   
	Overlap with research or skills
	To whom
	Extent of pain

	Assignments are not marked for several weeks
	3
	Students 
Lecturers
	4

	Hard to memorize information for exams
	4
	Students
	2

	Cannot decide which careers to pursue
	4
	People who want to achieve their goals
	2

	Cannot secure grants
	2
	Researchers
	3

	Did not receive the research supervisors wanted
	2
	Research candidates
	3

	Could not sleep on the plane
	3
	Airline passengers
	3

	Felt isolated while completing a PhD
	4
	External research candidates
	4



Using this table, choose the top two to three problems you would like to solve. That is, choose problems that overlap with your research or skills and elicit significant pain in the relevant people.  For each of these problems, attempt to characterize the three main feelings of pain or unease these problems elicit, called pain points.  The following table illustrates some examples.     
 

	Top two problems   
	Three key pain points 

	Assignments are not marked for several weeks
	Frustration; boredom; workload

	Felt isolated while completing a PhD
	Uncertainty; loneliness; aggrieved




	   2 Test your assumptions about these problems



	Often, researchers erroneously assume that other people share their concerns, called the false consensus effect.  They presume that other individuals also experience these pain points. 
	To assess these assumptions, you should speak to potential customers.  Avoid leading questions that merely reinforce your assumptions.  For example, to ascertain whether lecturers are frustrated with marking, you could ask

· Do you ever feel stressed work? If so, when?
· How do you feel about marking?


	   3 Clarify your key advantages



	Before you attempt to solve these problems, you should collate your key advantages—capabilities, networks, and other resources.  To collate these advantages, the first column in the following table specifies the categories of advantages you should consider.  The second column illustrates some possible answers, designed to solve the problem that assignments at universities are not often marked within several weeks.



	Category of advantages
	Sample answers 

	How could you adapt your key advantages to help solve the problem
	· Software or technologies you developed
· Techniques or programs you validated

	The knowledge and skills you derived from your research or other experiences
	· Capacity to apply machine learning
· Capacity to administer surveys to workplaces

	Your inherent strengths and qualities 
	· Leadership, acumen, and creativity
· Honesty, kindness, humour, teamwork
· Motivation, zest, resilience

	The knowledge and skills of people to whom you have developed a solid relationship
	· John Smith: Access to public health records
· Betty Brown: Political advisor

	Other resources you can access that few other people can use
	· Access to an electron microscope
· Access to a supercomputer




	   4 Identify and integrate fragments of solutions 



	You are almost ready to develop provisional solutions to solve the key problems you identified.  Before you attempt to unearth these solutions, you might first want to collect fragments of solutions—insights that could integrated to generate a product or service.  The first column in the following table presents some questions you could ask yourself to generate these fragments.  The second column illustrates some answers.

	Questions to elicit 
fragments of solutions     
	Sample answers to overcome 
the delays in marking

	The insights you gleaned from your research
	· The software I developed could be used to summarize assignments   
· Machine learning could then match these summaries to the rubric
· I could use my leadership skills to promote this possibility to my college
· I could utilize my contacts to seek funding
· The supercomputer could expedite the analysis

	Other product or service ideas you have identified in the past
	· A system of peer marking in which individuals who mark accurately receive extra marks 
· An app that connects researchers with complementary skills  

	20 implausible, but interesting, solutions to these problems
	· Ask lecturers to read only the first and last paragraph
· Teach speed reading
· Ask lecturers to skim and guess
· Invite students to grade themselves …  





	Then, integrate as many of these solutions as possible into a cohesive product or service.  As you attempt this task, a few interesting possibilities might surface.  Over time, you might gradually develop a provisional solution.  If you like, you could repeat this process for other key problems you identified.  Here is an example.

	This app can grade assignments and deliver feedback automatically, using artificial intelligence.  To develop this app, we identified machine learning algorithms that can convert written text on specific topics to a few ratings scales.  We then developed a suite of assignments that are derived from these algorithms.  Thus, rather than develop software that can assess every possible assignment, we derived assignments in which AI can be used to generate marks and feedback.   




	   5 Specify three key features of this solution 



	If possible, derive the three key features of this solution.  In this example, the three features may be

· the app can grade assignments automatically
· the app presents feedback automatically
· lecturers can generate assignments from this app rather than need to formulate these assignments themselves


	   6 Generate a minimum viable product or MVP 



	Rather than construct the final product or service, you should first develop a provisional variant that you can test.  This variant should be as inexpensive as possible to construct—but developed enough to enable you or your collaborators to test this solution to some extent.  This variant is called the minimum viable product or MVP.  For example, in this instance, the app might grade only large essays about a specific array of topics.









	   7 Construct a lean canvass 



	The following table illustrates a lean canvass.  A lean canvass merely displays key information about your commercial venture efficiently.  You have already uncovered some of this information, such as the problem, solution, unfair advantage, and customer segments.  You might need to contemplate the other information in more detail. 


	Lean canvass

	Problem

3 key pain points
	Solution

Top 3 features
	Unique value proposition

A simple message that states why this product is distinct and worth buying


Competitors
	Unfair advantage

Knowledge
Skills
Networks
Resources
	Customer segments

The people who can purchase the product to alleviate the pain

	
	Key metrics

Key activities you measure to evaluate your product 
	
	Channels

Pathways and opportunities to promote or distribute your products
	

	Cost structure

Costs to acquire customers
Costs to distribute the product 
Costs to host the product 
Human and material costs to create the product
	Revenue streams

Who will pay 
What will they receive




	Merely enter preliminary information into each box.  Over time, you could extend your answers.  But you do not need to complete these boxes comprehensively.  

   








	   8 Seek advice 



	This lean canvass might not be sufficient to commercialize your research—but is definitely sufficient to seek advice from a potential advisor or entrepreneur.  So, once you have developed a lean canvass, you should seek advice on how to proceed.  You could 

· Google “Entrepreneur in residence Darwin” but swap Darwin with the city or town in which you live.  This search term might identify local entrepreneurs who help individuals commercialize their research.
· Or Google “Start-ups Northern Territory Government” except refer to the government that is relevant to the state or territory in which you live.  Most state and territory governments offer assistance to people who want to commercialize their solutions 
· Google “Hackathons Northern Territory” except refer to the state or territory in which you live.  
· Email RGBD@cdu.edu.au.  In this email, indicate that you would like to seek advice on how to commercialize your research. 

	Finally, follow their advice!
 



	  9 Start the business 



Determine whether you are ready to start a business

	Before you start a business, you need to consider whether you are ready.  To decide, the following table outlines some questions you should contemplate.  If you are not ready now, you might need to delay the business until you develop the resources and qualities you need, such as resilience or savings 

	Questions to contemplate     
	Possible considerations

	Whenever you reach inevitable obstacles or challenges, what motivations will sustain you and enable you to persist?
	· Why is this business important to you?
· Have you developed the resilience that is needed to manage rejections and setbacks

	Are you financially ready now?
	· How would you or your family survive if the business failed?
· Can you work part time? 
· Can you change your living arrangements to diminish your expenses?

	Are the people who are close to you ready?
	· Are your family or closest friends supportive of this endeavour? 
· Do they accept that you might not fulfil all family responsibilities—such as attend every family event—while you start this business?

	Have you collected evidence that your business idea could be successful? That is, have you piloted your solution?
	· If you want to develop a service, instead of a product, you could initially apply this service at no charge. These experiences might contribute to subsequent testimonials as well as attract feedback
· If you want to develop a product, consider actual markets or online markets that are relatively inexpensive—such as etsy.com—and attempt to sell a few preliminary items

	Have you developed a company name and a provisional business website?  
	To develop a business name

· list all the words that your business epitomizes 
· ask other people to complete this task as well
· search historical figures or characters that might represent your company as well. For example, Nike was the goddess of victory

To guarantee the name is unique

· check trademark websites—discussed in the article on intellectual property
· search this name in Facebook, LinkedIn, Instagram, or other social media sites you might use

Once you decide the name

· register your business name.  Google “register a business name ASIC” if in Australia
· develop social media accounts with this name—to prevent anyone from using this name
· apply for a trademark



Finance your business

	To begin your business, you need to organize sufficient finances.  To arrange finances, you should first seek advice from businesses that resemble your venture.  You could ask these individuals to clarify how they organized finances, such as crowdfunding, pitches to local small business bureaus, and so forth.  During this time, you may need to live frugally and even use your savings.  The following table outlines some of the sources of these finances.  
	
	Source of finance     
	Considerations

	Charge cards
	· Charge cards are similar to, but distinct from, credit cards
· In general, when you borrow money with charge cards, you do not need to pay interest provided you pay the balance on time
· These charge cards are helpful if you have not accrued enough money to service clients now—and know the clients will pay later.  Hence, these charge cards are useful if you cannot access enough cash now

	Venture capital
	· You could also seek funding from venture capitals—usually people who are entrepreneurs themselves. 
· These individuals may not only offer funding but can also offer advice
· These individuals are motivated to accrue money; they do not always need to be interested in your vision or sector

Nevertheless, you need to manage a few complications.  For example

· venture deals are complex; you will need to consult a lawyer who specialises in start-ups to decide the proportion of equity and control to sell as well as decide between various structures
· you might feel inundated with meetings and accountabilities—a feeling you may or may not appreciate 

	Contacts
	· You could organize seed funding from your contacts—family, friends, or associates of family and friends
· But, even in these circumstances, construct legal documents that stipulate the money and resources invested, lent, and donated. 
· When constructing these legal documents, discuss how you will manage worst case scenarios.  
· Update these investors regularly; frequent interactions will help these investors offer advice and contacts



Organize assistance

	You will need to arrange some assistance to facilitate production, distribution, marketing, and operations as well as to seek advice and guidance.  The following table outlines some insights on how to organize these collaborators most effectively. 


	Source of assistance     
	Details

	Organize some mentors and advisors
	· You might contact a range of people—from peers and friends to senior business leaders
· Meetings can range from short texts or face time to longer interactions in person
· Which mentors you seek could change as the business matures
· Regardless, prepare a specific agenda and set of questions to expedite meetings 

	Utilise family, friends, and acquaintances
	· Do not be too proud to seek assistance from existing contacts to, for example, help you construct a website
· Seek assistance on social media, with questions like “Does anyone know of a student who is interested in an internship…”

	Identify co-founders and team members
	· During the initial period, co-founders or team members will typically be existing contacts 
· Choose someone who shares your vision and values but offers skills and capabilities that complement your shortcomings

	Maintain early adopters
	· Develop a band of initial clients who can help you promote the business 
· For example, offer special support to these clients—such as discounts they can share with family and friends
· These customers often like to share their special privileges and  knowledge about your business

	Synergistic partnerships
	· Identify other businesses in which you can mutually support each other—especially businesses with similar audiences but different product or service lines
· You might be able to arrange better credit terms together than apart, for example



Marketing

	Finally, you need to develop the capacity to market and to promote your business effectively.  The following table outlines some possibilities to consider. 

	Marketing phase     
	Details

	Develop a preliminary market strategy. Clarify your who, where, and when in this order
	· First, determine who is the primary consumer—who are the people who decide what to purchase.  For example, if you sell children’s clothes, the parents, and not the children, are your primary consumer
· Second, determine how to access these consumers. For instance, if your consumers are young adults, you might be able to access these individuals at universities 
· Third, determine when you should promote your business.  Are your products or services most suitable at a particular time?

	Modify your marketing plan regularly
	· Analyse data, conduct interviews, and apply other procedures to evaluate the success of your marketing and promotion frequently
· Pay a premium to ensure your plans are as flexible as possible.  That is, do not confine yourself to plans—such as advertising campaigns—that you cannot change frequently.   As soon as problems arise, you want to respond as promptly as possible

	Consider personal branding, public relations, and social media
	· Seek smaller, uncompetitive awards or competitions initially 
· Nevertheless, recognize that some entrepreneurs dedicate undue time to competitions, media, and similar opportunities without contemplating whether these events are contributing to business outcomes
· Focus on social media that is most relevant to your clients; if your consumers are primarily managers, you might consider LinkedIn rather than Facebook, Instagram, or TicTok.  Quality of these social media sites is more important than quantity







Developing a case for support

	To enhance your business, you could seek philanthropic funding, volunteering, and other support.  To attract philanthropic support, you should probably develop a brochure—between 1 and 10 pages—that presents a case to potential philanthropists.  This case should combine powerful stories that epitomize your vision as well as rational arguments, coupled with tangible evidence.  The following table outlines the questions you should consider while you develop this brochure.  

	Question     
	Examples
	Notes

	How does your venture improve the world?
	· A research program that helps people in power to appreciate the challenges of people without power”
	· 

	How would this improvement align to the interests of donors? 
	· This research program could diminish the effects of social injustice, such as crime and mental illness” 
	· 

	Why are you the right, or even only, person or team to promote these improvements?
	· Our researchers apply methodologies, such as ethnodrama, that increase the voice of communities who are sometimes dismissed”
	· Include endorsements and other evidence of these capabilities

	What do you need to achieve this goal to improve the world
	· With additional funding, we can develop a database of needs and issues of many remote communities—facilitating future work in this field”
	· 

	How can support from this philanthropist help?
	· Funding or collation of information from remote communities
	· 

	How can you show the need is urgent?
	· 
	· Relate your venture to a forthcoming event, upcoming deadline, or recent shift



In practice, to develop this brochure—or case for support—you should

· begin with a 1 to 2 page version; then conduct surveys, interviews, and focus groups to gradually improve this brochure
· if you receive support from philanthropists, continue to maintain and nurture the relationship. Present regular updates or other helpful resources, for example.


	Other information to consider 



	To develop your entrepreneurial skills, consider these avenues:

· Read about other start-ups and innovations.  You could visit https://angel.co for general start-ups or https://www.smartsparrow.com for an innovation in education.
· Networking is helpful.  However, within a year or so, you want these networks to act—to sign an MOU, to draft a contract, or to pay something
· Read about other approaches.  The approach described in this document is derived from Lean start-up methodology and agile design. 

Over time, to improve the extent to which investors or customers trust your product consider the six principles that Robert Cialdini delineated

· Reciprocity: Offer something exclusive to this investor or customer
· Commitment and consistency: Initially, ask them to purchase something inexpensive or simple to initiate a habit; encourage these individuals to publicly commit to your offer
· Social proof: Assemble testimonials from experts, celebrities, users, and anyone you know—such as Facebook likes
· Liking.  Ensure your product, service, or offer is physically attractive.  Support the causes of your customers. 
· Authority.  Demonstrate authority with relevant titles, accessories, and so forth
· Scarcity: Highlight how your offer is likely to end soon
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Financial literacy   

To commercialise research projects or other projects, you need to understand the industry.  And, to understand the industry, you need to feel confident, rather than reluctant, to analyse financial reports.  This section illustrates the key financial reports:

•	the profit and loss statement, also called the P&L or income statement
•	the balance sheet, and 
•	cash flow statements

Profit and loss statement

The following table illustrates a typical profit and loss statement.  The profit and loss statement merely specifies the revenue and costs, usually during the last year, ultimately to calculate profit.  

	Profit and loss account

	Item     
	Amount

	Revenue
	$5 003 253

	Costs of sales
	$1 002 242

	Gross profit
	$4 001 011 [Revenue – cost of sales]

	Overhead costs
	

	Distribution costs
	$ 8 292

	Administrative expenses
	$ 75 295

	Other operating costs
	$ 18 364

	Operating profit
	$3 889 060 [Gross profit - overheads]

	Extraordinary items
	$934 185

	Interest payments
	$19 434

	Net profit before tax
	$2 945 441

	Tax
	$95 253

	Net profit after tax
	$2 850 188

	Dividends
	$45 395

	Retained profit
	$2 804 793



At first glance, this profit and loss statement might seem to be straightforward, demanding limited discussion.  However, three features of profit and loss statements demand careful attention.  First, you need to understand the precise definition of each item.  Although the items vary across organizations, the following table presents the most common definition of these items.

	Item     
	Definition

	Above the line

	Revenue
	· All the income the organisation received

	Costs of sales
	· Direct costs of producing the goods and services of this organisation, such as labour costs and materials.  
· By definition, these costs depend on the level of production

	Gross profit
	· Equals the income after subtracting the costs of sales—and is often called the gross profit

	Overhead costs
	· Costs that do not depend on the level of production; for example, the costs of advertising, marketing, and electricity tend to be the same even during months in which fewer goods are produced  
· Overhead costs are the sum of distribution costs, administration expenses, and other operating costs

	Distribution costs
	· Includes the costs of advertising, marketing, and transport

	Administrative expenses
	· Includes administration that is not specific to particular goods or services

	Other operating costs
	· Includes other expenses that are specific to particular goods or services—such as electricity, water, and employee services, such as childcare

	Operating profit
	· Equals the income after subtracting the costs of sales and overheads—and is sometimes called the operating profit

	Below the line

	Extraordinary items
	· Expenses that were specific to this year, such as redundancies

	Interest payments
	· Equals the interest on all loans and overdrafts the organization must pay during this period

	Net profit before tax
	· Equals the operating profit minus the interest payments and extraordinary items

	Tax
	· Equals the company and other taxes the organization must pay during this period

	Net profit after tax
	· Equals the operating profit minus the interest payments, extraordinary items, and tax

	Dividends
	· Equals the money the organization decided to pay shareholders during this period

	Retained profit
	· Equals the profit after all expenses, including dividends, are deducted
· These retained earnings are reserve funds the organisation may need later



The second feature of profit and loss statements that demands careful attention is the horizontal line.  Unsurprisingly, the numbers above the line are called above the line figures.  The numbers below the line are called below the line figures.  But why do organizations differentiate these two sets of figures? What is the purpose of this line? In essence

· the figures above the line characterise the operations of this organisation
· if the operating profit—the last profit above the line—is improving, managers may conclude the operations are now more efficient and productive
· if the operating profit is declining, managers may conclude the operations are now less efficient and productive—and would thus need to address this problem
· in contrast, the figures below the line represent the effects of events that transcend the organisation, such as tax.

Interestingly, to evaluate CEOs and other managers, boards often prioritize above the line figures.  For example, whether CEOs receive bonuses might depend more on operating profit rather than retained profit.  The reason is that CEOs cannot readily control all below the line costs, such as tax.  This practice, although mandated by law, often culminates in a range of complications.  For example

· CEOs and other managers, therefore, are not always as concerned about below the line costs—such as extraordinary items
· They may, for example, dedicate excessive funds to redundancies, because redundancies do not affect operating profit. 

The third feature of profit and loss statements that demands careful attention is how to evaluate trends over time.  Some individuals may incorrectly examine whether the gross and operating profits are increasing over the years.  The problem is that

· whether an operating profit is sufficient partly depends on the level of revenue or sales
· to illustrate, if the operating profit is $100 000, and the sales is $200 000, the operations seem very efficient
· in contrast, if the operating profit is still $100 000, but the sales are increased to $2 000 000 000, the operations do not seem as efficient
· consequently, organizations will tend to divide the gross profit and the operating profit by the sales—called the gross margin and operating margin respectively
· they would then examine whether these margins change across the years.

To illustrate, if the gross margin or operating margin drop over time, the managers should be concerned. The organization is becoming inefficient over time.

Balance sheet

The following table illustrates a balance sheet.  Rather than revenue and expenses, the balance sheet considers whether the assets of this organization exceed the liabilities.  

[image: Graphical user interface

Description automatically generated with low confidence]
Retrieved from https://www.investopedia.com/ask/answers/09/does-balance-sheet-always-balance.asp


In essence, when the assets of this company are limited relative to liabilities, the organisation might be vulnerable.  Specifically, to interpret a balance sheet, you need to appreciate

· the definition of each item
· how to interpret changes in these items over time
· how to assess liquidity
· how to assess solvency

The following table presents the definition of items that often appear in balance sheets. Note these items do not coincide entirely with the previous example.  The reason is the precise items vary across organizations. 

	Item     
	Definition

	Current assets
	· Assets that are likely to be converted into cash within a year

	Cash and cash equivalents
	· Actual money, certificates of deposit, and similar instruments that represent money

	Marketable securities
	· Shares, bonds, futures, options, and other market instruments that can be readily converted to cash

	Accounts receivable
	· Money that customers owe the organization that will be paid within a year—but often adjusted because some debts may not be paid

	Inventory
	· Goods that can be sold

	Prepaid expenses
	· Product or services that have been paid but not utilised, such as insurance, rent, and advertising contracts

	Long-term assets
	· Assets that are likely to be retained rather than converted to cash within the next year—that include tangible assets, such as land, as well as long-term investments, intellectual property, and goodwill

	Long-term securities
	· Securities, such as shares, that are not likely to be converted to cash—or liquidated—in the next year

	Fixed assets
	· Tangible assets, such as land, buildings, and equipment, that are likely to be retained rather than converted to cash within the next year

	Intangible assets
	· Assets that are not tangible, but usually include intellectual property and goodwill

	Depreciation
	· An accounting convention that reflects the usual decrease in the value of assets over time.  
· Only a subset of long-term assets—called capital assets—depreciate over time.

	Current liabilities
	· Liabilities—the amount the organization owes another person or company—that are due within a year

	Accounts Payable
	· Money the company owes other suppliers or vendors—such as goods for which they have not paid

	Accrued expenses
	· Money the company will owe other suppliers or vendors—except the invoice or bill has yet to be received

	Deferred revenue
	· Amounts that customers have already paid before receiving their goods and services

	Commercial paper
	· A class of unsecured, short-term debts—often used to pay staff 

	Long-term liabilities
	· Debts payable but not due within a year

	Long-term loans and mortgages
	· Includes loans of money from banks or other institutions that are not payable within a year




Accountants and managers will often calculate the liquidity ratio.  The liquidity ratio is an index that represents the capacity of organizations to pay their debts.  In particular, the organization applies this formula

Liquidity ratio = (current assets – inventory) / current liabilities

As this formula implies, if the liquidity ratio is high, the organization can readily convert assets to cash within a year, relative to the debts that are payable this year.  In contrast, if the liquidity ratio is low, the organization cannot as readily convert assets to cash within a year, relative to the debts that are payable this year.  The organization, therefore, might 

· struggle to pay these debts this year
· thus, incur additional expenses, such as interests on credit cards

In contrast to the liquidity ratio, the solvency ratio indicates the degree to which the assets exceed the liabilities—and reflects the extent to which the organization can pay the long-term debts.  Accountants and managers can utilise a variety of formulas to compute the solvency ratio.    For example, some individuals will utilise the formula

Debt-to-assets ratio = total liabilities divided by total assets

Typically, the ratios themselves are not especially informative.  Instead, individuals will tend to ascertain how these ratios change over time.  For example, if the debt-to-assets ratio diminishes over time, managers should be concerned about the rising debt or declining assets.  Yet also, if the debt to asset ratio exceeds one, the organization may default, indicating a major concern.

Cash flow statements

The cash flow statement reflects the capacity of an organization to generate the cash that is needed to pay debts and fund operations.  The cash flow statement, for example, outlines the cash the organization receives and relinquishes.  This information helps organizations determine whether they can access the cash they need to purchase goods and services.  The following chart is a simple example.  
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The following table presents the definition of items that often appear in many cash flow statements. Note these items do vary across organizations

	Item     
	Definition

	Cash flow from operations
	· Cash flow statements often comprise three main sections: cash flow from operations, investing, and financing
· Cash flow from operations refers to transactions that revolve around the everyday goods and services of this organisation

	Net income
	· Total income, after deducting expenses, this month
· This information is often derived from the P&L

	Depreciation
	· This item is included because the P&L indicated that one expense, called depreciation, was $20 000
· But, in practice, no cash was actually transferred
· So, to compensate, we add $20 000 to this cash flow statement

	Increase in accounts payable
	· Similarly, this item is included because the P&L indicated that one expense, called accounts payable, was $10 000
· But, in practice, no cash was actually transferred, because we still owe this amount
· So, to compensate, we add $10 000 to this cash flow statement

	Increases in accounts receivable
	· This item is included because the organisation has invoiced customer $20 000
· This $20 000 appears as income in the P&L but the organisation has not received the cash yet
· Therefore, they have received $20 000 less than implied by the P&L
· Consequently, $20 000 must be subtracted from the cash flow—as implied by the brackets

	Increase in inventory
	· This item is included because the organisation has purchased $30 000 inventory
· The balance sheet deems this item as an asset—but this asset is not cash and thus must be deducted 

	Net cash from operations
	· Positive values outside brackets minus the negative values inside brackets

	Cash flow from investing
	· Cash flow from investing refers to transactions that revolve around investments, such as purchases of equipment or land

	Purchase of equipment
	· This item is included because the organisation has purchased $5 000 of equipment this month and this value appears on the P&L
· So, this item would be deemed as income
· But, because this income is not cash, the $5000 must be deducted.

	Cash flow from financing
	· Cash flow from financing refers to transactions that revolve loans, credit, and other banking instruments

	Notes payable
	

	Cash flow for month ending Sept 30, 2022
	· Sum of the cash flow this month across the three sections
· In this example, the $42 500 indicates the organisation received $42 500 more in cash than was paid




Why are cash flow statements necessary?

For various reasons, the profit and loss statement does not always present enough information into whether the organisation can access the cash they need at a specific time.  To illustrate

· if accountants adopt the method called the accrual basis, they record whenever income is earned or expenses are incurred—and not whenever the money actually is deposited or withdrawn from the bank
· consequently, some of the income an organization earns cannot be yet converted to cash
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Total assets. 7531
LIABILITIES AND SHAREHOLDERS' EQUITY:
Curront labiltes:
Accounts payable s 400
Accrued expenses 2570
Deferred revenue 754
Commercial paper 1977
Current portion of long-term debt 649
“Total current lablties 00814

Defarred rovenue, non-current

Long-term debt

Other non-current iabiltes.
Total labiltes

‘Commitments and contingencies.

‘Shareholders’ equity:
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Cash Flow Statement
Diana’s Goat Grooming

Month Ended January 31, 2019

Cash Flow from Operations
Net income

Additions to Cash
Depreciation

Increase in Accounts Payable
Subtractions from Cash
Increase in Accounts Receivable
Increase in inventory

Net Cash from Operations
Cash Flow from Investing
Purchase of equipment

Cash Flow from Financing

Notes payable

Cash Flow for Month Ended December 31, 2018

$60,000

$20,000

$10,000

($20,000)

($30,000)

$40,000

($5,000)

$7,500

$42,500
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