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SEM:VI
Chapter:CASHFLOW STATEMENT

Teacher:S.BHATTACHARYYA

DefinitionofCashFlowStatement:

CashFlowsareinflowsandoutflowsofcashandcashequivalents.Information
aboutthecashflowsofanentityisusefulinprovidingusersoffinancialstatements
withabasistoassesstheabilityoftheentitytogeneratecashandcashequivalents
andtheneedsoftheentitytoutilizethosecashflows.Theeconomicdecisionsthatare
takenbyusersrequireanevaluationoftheabilityofanentitytogeneratecashandcash
equivalentsandthetimingandcertaintyoftheirgeneration.Cashcomprisescashon
handanddemanddeposits.Cashequivalentsareshort-term,highlyliquidinvestments
thatarereadilyconvertibletoknownamountsofcashandwhicharesubjecttoan
insignificantriskofchangesinvalue.Thestatementofcashflowsshallreportcash
flowsduringtheperiodclassifiedbyoperating,investingandfinancingactivities.

Operatingactivitiesaretheprincipalrevenue-producingactivitiesoftheentity
andotheractivitiesthatarenotinvestingorfinancingactivities.

Investingactivitiesaretheacquisitionanddisposaloflong-term assetsandother
investmentsnotincludedincashequivalents.

Financing activities are activities thatresultin changes in the size and
compositionofthecontributedequityandborrowingsoftheentity.

ThecashflowstatementisastatementwhichrevealstheImpactofallbusiness
transactionoveraperiodoftimeoncashpositionofthefirm.Itsummarizesthecost
leadingtochangeincashbalancesbetweendatesoftwobalancesheets.Itgives
Information regarding amountofthe cash generated from various sources,their
differentusesandultimatelynetimpactoncashbalanceduringtheperiod.Thus,itis
theStatementwherecashcamefrom duringaperiodandwhereitwasspentand
therebyshowschangesincashbalance.

CashFlowStatementasperAS-3andIndAS-7

Accounting Standard AS-3 Cash Flow StatementIssued byInstitute ofChartered
AccountantsofIndia(ICAI)hasnotspecifiedanyspecificformatforthepreparationof
CashFlowStatement.Thestatementofcashflowsshallreportcashflowsduringthe
periodclassifiedbyoperating,investingandfinancingactivities.
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CASHFROM OPERATINGACTIVITES

Itgenerallyincludes,theoperatingactivitieswhichprimarilyarisefrom theprinciplesof
revenueproducingactivitiesoftheenterprise.Theamountofcashflowsarisingfrom
operatingactivitiesisakeyindicatoroftheextenttowhichtheoperationsoftheentity
havegeneratedsufficientcashflowstorepayloans,maintaintheoperatingcapabilityof
theentity,paydividendsand makenew investmentswithoutrecourseto external
sourcesoffinancing.Informationaboutthespecificcomponentsofhistoricaloperating
cash flows is useful,in conjunction with otherinformation,in forecasting future
operatingcashflows.

Cashflowsfrom operatingactivitiesareprimarilyderivedfrom theprincipalrevenue
producingactivitiesoftheentity.Therefore,theygenerallyresultfrom thetransactions
andothereventsthatenterintothedeterminationofprofitorloss.

ExamplesofOperatingActivitiesare:

 Cashreceiptsfrom saleofgoodsorrenderingofservice.
 Cashreceiptsfrom royalty,feesandotherrevenue.
 Cashpaidtosuppliersforgoodsandservices.
 CashpaidtoIncomeTaxdept.

CASHFROM INVESTINGACTIVITES

Theseparatedisclosureofcashflowsarisingfrom investingactivitiesisimportant
becausethecashflowsrepresenttheextenttowhichexpenditureshavebeenmadefor
resourcesintendedtogeneratefutureincomeandcashflows.Onlyexpendituresthat
resultinarecognizedassetinthebalancesheetareeligibleforclassificationas
investingactivities.CashFlow ArisingoutAcquisitionandDisposalofthelongterm
AssetsandInvestmentareclassifiedundertheInvestingactivities.

ExamplesofInvestingActivitiesare:

 Cashreceiptsfrom thedisposaloftheFixedAssetsincludingintangible.
 Cash paid to purchaseFixed Assets,to acquireshares,debentureofany

companies
 Cashreceivedfrom dividendandInterestfrom theothersources.
 Cashpaidforpurchaseofinvestmentstoothercompanies.
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CASHFROM FINANCINGACTIVITES

Theseparatedisclosureofcashflowsarisingfrom financingactivitiesisimportant
becauseitisusefulinpredictingclaimsonfuturecashflowsbyprovidersofcapitalto
theentity.ItincludesInflowandOutflowofthecapitalfunds.

ExamplesofOperatingActivitiesare:

 Issueofshare
 Buybackofshare
 Redemptionofpreferenceshare
 Issue/RedemptionofDebenture
 Paidtointerestanddividend
 Paidlongterm loan

ApplicabilityofIndAS:

IndianAccountingStandards,(IndAS)areasetofAccountingStandardsnotifiedbythe
MinistryOfCorporateAffairswhichareconvergedwithInternationalFinancialReporting
standards(IFRS).TheseAccountingStandardsareformulatedbyAccountingStandard
BoardofInstituteofCharteredAccountantsofIndia.NowIndiawillreceivetwoSetsof
AccountingStandards.

1. ExistingAccountingStandardsundercompanies(AccountingStandards)Rules,
2006

2. IFRSconvergedwithIndianAccountingStandards(IndAS).

TheIndASnamedandnumberedinthesamewayasthecorrespondingIFRS.Asonthe

dateofMinistryOfCorporateAffairsnotifies35IndianAccountingStandards(IndAS).

ConvergencewithIFRS:

TheInceptionoftheIdeaofConvergenceofIndianGAAPwithIFRSwasmadeby
India’scommitmentinG20toalignIndianAccountingStandardswithIFRS.Thereafter
ICAIhasdecidedtoconvergeitsAccountingStandardswithIFRS.
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AsperIndAS-7,thereissomeAccountingtreatmentdifferentfrom AS-3.

IndAs-7 AS-3

Bank borrowings are generally
consideredtobefinancingactivities.
However, where bank overdrafts
which are repayable on demand
form anintegralpartofanentity's
cashManagement,bankoverdrafts
areincludedasacomponentofcash
andcashequivalents.

NotMentiononthisAspect.

Treatment of Cash Payments to
ManufactureorAcquireAssetsheld
for Rental to others and
Subsequently held for sale to
ordinary Course of business is
treated as Cash Inflow from
OperatingActivities.

DoesnotcontainSuchRequirements.

SignificanceCashFlowStatement:

1.IndicationofProfitabilityandLiquidity:-ThevirtueofCashFlowStatementliesin
itsabilitytorevealfirm’sliquidityaswellasprofitabilitysimultaneously.Liquidity
positionofthefirm referstoitscapacitytomeetshortterm obligationsuchas
paymentofwagesandotheroperatingExpenses,creditors’payment,repayment
ofloanmaturinginthecurrentyearetc.From cashflowstatementweareableto
understandhow wellthefirm ismeetingtheseobligations.Atthesamethe
abilityofthefirm incashEarningcanbeknownfrom cashflowstatement.Asa
matteroffact,firm’sprofitabilityisultimatelydependentuponitscashearning
capacity.

2.PlanningandCo-ordination:-Withthehelpofprojectedcashflowstatementthe
managementcanplanandco-ordinateitsfinancingactivitieseffectively.Inthe
absenceofplanningandco-ordination,situationsmightcropuptolandthefirm
inacutecashcrisis.Againsometimesthefirm mighthavesurpluscash.Neither
ofthesesituationsisdesirable.Theprojectedcashflowstatementcanprevent
thiskindofsituations.Managementcanstreamlineitsfinancingactivitiesbefore
handpreventsuchevents.

3.Performance Evaluation:-The managementcan evaluate its performance by
meansofcomparisonofactualcashflow statementwithprojectedcashflow
statement.Inthisprocessperformanceofthefirm canbeimproved.
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4.CapitalBudgetingDecision:-MostofthetechniquesoftakingcapitalBudgeting
decisionswhichhaslongrunImplicationsforthefirm arebasedonProjected
cashflowoftheproposedproject.

5.Objectivity:-CashFlow InformationismoreobjectiveandAuthentictheActual
basedAccounting.AlotofSubjectivityisinvolvedinthetechnicalAdjustments
madeinthetraditionalAccrualAccounting.

6.AnswerofIntricateQuestions:-CashFlow StatementisAbletoExplainSome
IntricateQuestionsoftensolvedbyManagementSuchas-WhytheCompany
unabletopaydividendInspiteofMakingProfit.

DIRECTMETHOD:
 The information is shown which is notshown elsewhere in the financial

statement.
 Themethodshowstruecashflowstradingoperationsintheentity.
 Theknowledgeofthespecificsourcesofcashinflowspurposeofcashpayment

inmadeinpast,whichmightbeusefultothefuturecashflows.

INDIRECTMETHOD:
 ItReconcilestheOperatingprofittoNetcashflowsfrom operatingactivities.
 Thecostinvolvedinpreparationrelativelyless.
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CASHFLOW STATEMENT(DIRECTMETHOD):-

Particulars Amount Amount Amount

CASHFROM OPERATINGACTIVITIES:-      
Collectionfrom debtors **    
Cashsale **    
    **  
(-)Cashpaidtocreditors **    

Cashpaidforoperatingexpenses ** (**)  
    **  
(-)Incometaxpaid   (**)  
(+)AnyExtraOrdinaryIncome   **  
NETCASHFLOW FROM OPERATION     **
       
CASHFROM INVESTINGACTIVITES      
Saleoffixedassets **    
Saleoflongterm investment **    
Interestcollected **    
Dividendcollected **    
    **  
(-)Purchaseoffixedasset   (**)  

purchaseoflongterm investment   (**)  
NETCASHFLOW FROM INVESTINGACTIVITIES:-     **
       
CASHFROM FINANCINGACTIVITES      
Issueofsharesdebentures **    
(-)RedemptionofPreferenceshareanddebentures (**)    
(-)Interestpaid (**)    
Dividendpaid (**)    
NETCASHFLOW FROM FINANCINGACTIVITIES:-   **  
NETINCREASEORDECREASECASHORCASH
EQUIVALENTS     **
(+)OpeningCashorcashequivalents     **

ClosingCashorcashequivalents     **
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CASHFLOW STATEMENT(INDIRECTMETHOD):-

Particulars Amount Amount Amount

CASHFROM OPERATINGACTIVITIES:-      
NetProfitasperAdjustedP/LA/C **    
(+)decreaseinCurrentAssets/IncreaseinCurrent
Liability **    
    **  
(-)IncreaseInCurrentAssets/DecreaseInCurrent
Liability (**)    

(+)AnyExtraOrdinaryReceipt **    
(-)Incometaxpaid (**)    
(+)AnyExtraOrdinaryIncome **    
    **  
NETCASHFLOW FROM OPERATION     **

CASHFROM INVESTINGACTIVITES      
Saleoffixedassets **    
Saleoflongterm investment **    
Interestcollected **    
Dividendcollected **    
    **  
(-)Purchaseoffixedasset   (**)  

purchaseoflongterm investment   (**)  
NETCASHFLOW FROM INVESTINGACTIVITIES:-     **
       
CASHFROM FINANCINGACTIVITES      
Issueofsharesdebentures **    
(-)RedemptionofPreferenceshareanddebentures (**)    
(-)Interestpaid (**)    
Dividendpaid (**)    
NETCASHFLOW FROM FINANCINGACTIVITIES:-   **  
NETINCREASEORDECREASECASHORCASH
EQUIVALENTS     **
(+)OpeningCashorcashequivalents     **

ClosingCashandcashequivalents     **

CashFrom OperationunderDirectMethod:
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CashFrom OperatingActivities:

Particulars Amount Amount

Collectionfrom Customers   **

OtheroperatingReceipt   **

    **

Less:-CashDisbursement    

CashPaymentToSuppliers **  

PaymentOfSalariesandWages **  

PaymentofOtherOperatingExpenses ** (**)

    ***

Less:-PaymentofTaxes   (***)

NetCashOperatingActivities   ***

CollectionFrom Debtors:

Particulars Amount

TotalSales **

Add:-DecreaseInDebtors/BillsReceivable **

OR

Less:-IncreaseInDebtors/BillsReceivable (**)

CollectionFrom Debtors ***

CashPaidForPurchases:

Particulars
Amoun

t
TotalPurchase **
Add:-DecreaseinCreditorsandOther
Payables **
OR  
Less:-IncreaseinCreditorsandOther
Payables (**)
  ***
Add:-Costofgoodssold **
  ***
Less:-OpeningInventory (**)
Purchase ***
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CashPaidForExpenses:

Particulars Amount

CashpaidforoutstandingExpenses **

Add:-DecreaseinoutstandingExpenses **

Add:-IncreaseinprepaidExpenses **

  ***

Less:-Depreciation (**)

Less:-IncreaseinOutstandingExpenses (**)

Less:-DecreaseinprepaidExpenses (**)

  ***

CashFrom Operation:

Particulars Amount Amount

CashCollectedfrom Debtors   ***

Less:-CashDisbursement    

CashPaymenttoSuppliers **  

CashPaymentForExpenses **  

    (***)

CASHFROM OPERATION   ***
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CashFrom OperationunderIndirectMethod:

AdjustedP/LA/C:
Dr. Cr.

Particulars Amount Particulars Amount
       

ToDepreciation *** ByBalanceb/d ***
ToLossonsaleonFixes
Assets ***

ByProfitonsaleofFixed
Assets ***

ToPreliminaryExpense *** ByInterestReceived ***

ToProvisionForBadDebt ***
ByOperatingProfit(Balancing
figure) ***

ToFinancingExpenses ***    
ToInterim Dividend ***    
ToProposedDividend ***    
ToGeneralReserve ***    
ToSinkingFund ***    
ToProvisionForTaxation ***    
  ***   ***

CashFrom Operation:

Particulars Amount Amount

OperatingProfit(AsCalculatedAbove)   ***

Add:-DecreaseinDebtors **  

DecreaseinStock **  

DecreaseinPrepaidExpenses **  

IncreaseinCreditors **  

IncreaseInoutstandingExpenses **  

    ***

    ***

Less:-IncreaseinDebtors **  

IncreaseInPrepaidExpenses **  

DecreaseinCreditors **  

DecreaseInoutstandingExpenses **  

    (***)

CASHFROM OPERATION   ***
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InterpretationsofCashFlowStatement:

InOrdertoAnalyzeandInterpretedtheCashFlowstatementtheFollowingRatio
mightbeUsed:-

 DebtServiceCoverageratio=OperatingCashFlowAfterInterest
andDividendPayment/TotalDebt

ThisRatioIndicatestheExtenttowhichexistingDebtcanberedeemedatoncebythe
NetCashGeneratedfrom Operations,soahighDebtCoverageRatioisthesignof
soundsolvencyposition.HoweverthetoohighDebtCoverageRatioindicatesthatthe
firm isconservativeinusingcheaperDebtCapital.

 InterestCoverageRatio=CashFlowFrom OperatingActivities/
InterestPayment

ThisRatioIndicatesfirm’sabilitytomeetitsInterestobligation.Itshowshow many
timesInterestpaymentiscoveredbytheCashGeneratedfrom Operation.Soahigh
coverageRatioisgenerallydesirable.However,toohighInterestCoverageRatiomight
meanthatthefirm isavailingthebenefitofusingcheaperDebtCapital.

 RatioofDividendtoOperatingCashFlow=Dividend/Operating
CashFlow

Thisratioindicatestheportionofcashgeneratedthroughoperationwhichisdisbursed
intheform ofDividend.Highertheratio,higherwouldbetherateofcashofthenon
earningpurpose.

 EarningCashFlowratio=(OperatingCashFlow-Interest)/
(OperatingProfit-Interest)

ThisRatioindicatesthattheextenttowhichOperatingProfithasbeenRealizedinCash.
SoItIndicatestheQualityofEarningCashFlow ratioisalwaysdesirableforsound
QualityPosition.

 RatioofDepreciationtocashFlowofNewAssets=Depreciation/
CashFlowforNewAssets

ThisratioistheIndicatoroftherateofsettingasidefundsfortheassetsReplacement.

 RateofdependenceofCapitalInvestmentonInternalFund=OperatingCashFlow
(OCF)afterInterestandDividend/InvestingCashFlow

ThehighratioistheIndicatorofthestabilityofthefirm.
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 CashreturnonTotalAssets=OperatingCashFlow/TotalAssets

Thisratioindicateshow efficientlythefirm hasutilizeditstotalAssetsinGenerating
Cash.TheObjectiveofthefirm wouldbetoraisethisratioashighaspossible.

 CashReturnonNetWorth=(OperatingCashFlow-Interest
payment)/NetWorth

ThisratioIndicatesthedegreeofEfficiencywithwhichShareholders’Fundhasbeen
utilizedinEarningCash.

 CashFlowPerShare=(OperatingCashFlow-Interest)/Noofshares
ItgeneratesCashGeneratingcapacityperunitofshare.


