








❑ A statement of cash flow is a financial statement that summarizes the cash inflows and 
outflows of a company for a period.

❑ The cash flow statement provides  information about:
▪ Cash Receipts (cash inflows)
▪ Uses of Cash (cash outflows)

▪ During a Period of Time

❑ The Cash Flow Statement should report cash flows during  the period classified by

▪ Operating activities,

▪ Investing activities and

▪ Financing activities.





These are principal revenue producing activities of the  enterprise.

These are results of those transactions and events that enter
into determines of net profit or loss.

Examples:

▪ Cash receipt from sale of goods and the rendering of services.

▪ Cash receipt from royalties, fees, commissions and other revenue.

▪ Cash payment to and on behalf of employees.

▪ Cash payments or refund of income taxes unless they can be  specifically 
identified with financing and investing activities.



Operating Activities

Cash Inflow

1) Cash Sales
2) Received from Debtor

3) Commission & Fees
4) Royalty

Cash Outflow

1) Cash Purchases

2) Payment to Creditors
3) Cash Operating Expenses

4) Payment of Wages
5) Income Tax

6) Manufacturing Expenses

Cash effects the transaction on Net Income



❑ Investing activities are acquisition and disposal of long termassets
and other investments not included in cash equivalent.

❑ The separate disclosure of cash flows from investing activities are  important because;

▪ It represents the extent to which expenditure have been made.

▪ For resources intended to generate future income and cash flows.

▪ Examples:

▪ Cash payment to acquire fixed asset.

▪ Cash receipts from disposal of fixed assets.

▪ Cash payment to acquire share, debt instruments of other enterprises  and interest in joint
venture.

▪ Cash receipt from disposal of share, debt instruments of other  enterprises and interest 
in joint venture.



Investing Activities

Cash Inflow

1) Sale of Fixed Assets
2) Sale of investments

3) Interest Received
4) Dividend Received

5) Working Capital Recovery

Cash Outflow

1) Purchase of Fixed Assets

2) Purchase of Investments
3) Working Capital



❑ Those activities that results in changes in size and composition of
owners capital and borrowings of the enterprise.

❑ it is useful in predicting claims on future cash flows by providers of  funds to 
the enterprise.

❑ Examples:

▪ Cash proceeds from issue of shares or other similar instruments.

▪ Cash proceeds from issuing bonds, debentures, loans and other short  or 
long term borrowings.

▪ Cash repayments of borrowed funds.



Financing Activities

Cash Inflow

1) Issue of Shares in Cash

2) Issue of Debentures in  
Cash

3) Proceeds from long-term  

borrowings

Cash Outflow

1) Payment of Loans

2) Redemption of Preference  
Shares

3) Payment of Dividends
4) Interest Paid

5) Repayment of Finance/  
Lease Liability



Order of Presentation:

1. Operating activities.

2. Investing activities.

3. Financingactivities.

Direct Method

Indirect Method



❑ Use net operating income as the starting  point to get net operating cash

flow

❑ Add back any non-cash expense  (Example - Depreciation)

Net Cash Flow = Cash Inflow - CashOutflow

Net Operating Cash Flow = Income afterTaxes + Depreciation



Cash Flow from Operating Activities Amount  

(Rs.)

Amount  

(Rs.)

Cash Receipts from :

Sales

Commission & 

Fees  Interest

Received

XXX

XXX

XXX

XXX

Cash Payment for :

Purchases

Payments to and for 

employees  Operating

Expenses

Interest 

Payments  Direct 

Taxes Paid

XXX

XXX

XXX

XXX

XXX

XXX

Net Cash Flow from Operating Activities
XXX



Cash Flow from Operating Activities Amount  

(Rs.)

Amount  

(Rs.)

Net Profit before Tax

Adjustment for :  

Depreciation

Loss on Sale of Fixed Assets  Loss on

revaluation

Operating Profit before Working Capital Changes

Adjustment* for :

Trade and other Receivables  

Inventories or Stocks

Trade Payments or (Creditors and B/P)

Cash Generated from Operations

InterestPaid  TaxesPaid

Net Cash Flow from Operating Activities

xxx

xxx

xxx

xxx

xxx

xxx  

xxx

xxx  

xxx

xxx

xxx

xxx

xxx

XXX



Cash flows from operating activities

Net income XXX

Adjustments for:

Depreciation on machinery XXX

Provision for loss on account receivables XXX

Gain on sale of fixed asset (XXX)

XXX

Increase in trade receivables (XXX)

Foreign exchange XXX

Dividend received (XXX)

XXX

Cash generated from operating activities(A) XXX

Cash flows from investing activities

Purchase of fixed asset (XXX)

Sale of investment XXX

Net cash from investing activities(B) (XXX)

Cash flows from financing activities

Proceeds from issue of sharecapital XXX

Proceeds from long term borrowings XXX

Interest paid (XXX)

Net cash from financing activities(C) XXX

Net increase in cash and cash equivalents(A+B+C) XXX

Cash and cash equivalents at beginning of the period XXX

Cash and cash equivalents at end of the period XXX



❑ Highlighting cash flow fromdifferent  activities

❑ Short-termPlanning

❑ Cash Flow information helps to understand liquidity

❑ Efficient cash management

❑ Prediction of sickness

❑ Comparison with budget

❑ Cash position



Causes of

Variation

It studies only the  
Causes of cash  
variation

It studies causes of Ch-
ange in working capital

Basis Of Difference Cash Flow Funds Flow

Basis of  
Accounting

It recognizes Cash basis  
Of accounting

It is based upon accrual  
Basis of accounting I.e  
Working capital

Schedule of  
Changes in  

Working Capital

Such a schedule is not  
Prepared for preparing  
Cash flow statement

Schedule of changes in  
Working capital is  
Prepared separately

Significance It is useful for short-
Term financial planning

It is useful for long-term  
Financial planning



❑ Does not show the liquidity position of the  firm

❑ It is not a substitute of incomestatement

❑ Does not show the financial position of the  firm in totality


