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 A Cash Flow Statement is a statement which

gives an analytical information regarding

the details of the inflows and out flows of

cash of an enterprise during a particular

period of time distinctly depicting their

sources and uses.
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Basis for 
Comparison

Cash Flow Fund Flow

Inherent 
meaning

Cash flow is based on a narrow concept 
called “cash”.

Fund flow is based on a wider concept 
called “working capital”.

Usefulness
The utility of the cash flow statement is to 
find out the net cash flow.

The utility of fund flow is to understand 
the financial position of the company.

Source
The cash flow statement starts with 
opening balance and after adjustments 
come out with net cash inflow/outflow.

The fund flow statement calculates the 
difference between sources of funds and 
the application of funds.

WC shown
Shown in the operating activities of the 
cash flow statement.

Shown in the statement of changes in 
working capital.

Type of 
accounting

Follows the cash basis of accounting. Follows the accrual basis of accounting.

Effect
Through cash flow analysis we get to 
know the net cash flow.

Through fund flow analysis we get to 
know the change in working capital.
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Basis for Comparison
Cash Flow

Fund Flow

Is it a financial 

statement?
Yes. No.

Term Short term analysis of cash flow.
Long term analysis of working 

capital.

Used for Cash budgeting. Capital budgeting.Used for Cash budgeting. Capital budgeting.
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1. Liquidity: It shows the liquidity position of the business

2. Optimum Cash: Helps to management to make a plan about the optimum 
use of cash during a predetermined period.

3. Management Assistance: Helps the management to avoid both idle or 
excess cash and shortage of cash.

4. Movement of Cash: Shows the flows in and flows out of cash.4. Movement of Cash: Shows the flows in and flows out of cash.

5. Analysis: Analyses the movement of cash during a particular period.

6. Optimum Result: Helps to utilise the excess cash for the maximum benefit 
of the business.

7. Cash Management: Helps to make the plan for the recovery of any 
shortage of cash during a particular period.
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Direct Method for the Calculation of 
Cash Flows from Operating Activities 

As the name suggests, under direct method, major heads of cash inflows and 
outflows (such as cash received from trade receivables, employee benefits 
expenses paid, etc.) are considered.
It is important to note here that items are recorded on accrual basis in 

statement of profit and loss. Hence, certain adjustments are made to convert 
them into cash basis such as the following :

1. Cash receipts from customers =  Revenue from operations + Trade 1. Cash receipts from customers =  Revenue from operations + Trade
receivables in the beginning – Trade receivables in the end.

 2. Cash payments to suppliers  = Purchases + Trade Payables in the
beginning – Trade Payables in the end.

 3. Purchases =  Cost of Revenue from Operations – Opening Inventory + 
Closing Inventory.

 4. Cash expenses = Expenses on accrual basis + Prepaid expenses in the
beginning and Outstanding expenses in the end – Prepaid expenses in the 

end and Outstanding expenses in the beginning.
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 However, the following items are not to be 
considered:

1. Non-cash items such as depreciation , discount on shares, etc., be 
written-off.

2. Items which are classified as investing or financing activities such 
as interest received, dividend paid, etc.

As per AS-3, under the direct method, information about major 
classes of gross cash receipts and cash payments may be obtained classes of gross cash receipts and cash payments may be obtained 
either

from the accounting records of the enterprise, or  by adjusting 
revenue from operation, cost of revenue from operations and other 
items in the statement of profit or loss for the following:

 changes during the period in inventories and trade receivables and 
payables;

 other non-cash items; and
 other items for which cash effects are investing or financing cash 

flows.
13



Cash flows from operating activities:
Cash receipts from customers 
(–) Cash paid to suppliers and employees 

XXX
(XXX)

= Cash generated from operations 
(–) Income tax paid 
= Cash flow before extraordinary items 
+/– Extraordinary items 
= Net cash from operating activities 

XXX
(XXX)

XXX
XXX
XXX
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Particulars Rs.

I. Cash Flow from Operative Activities:
Collection From customers
Less: Cash paid to suppliers

Cash paid to employees
Payment for other operating exp.

**
**
**

**

**

Cash generated from operation
Less: Income tax paid

Cash flow before extraordinary item 
Add: Extraordinary receipts e.g.

earthquake disaster settlement
Net cash fro operating activities
II. Cash Flow from Investing Activities
(same as will  discuss under Indirect method)
III. Cash Flow from Financing Activities
(same as will discuss under Indirect method)

**
**
**
**
**

**

**
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 Prepare a Cash Flow Statement for 2019 from the following information.

 Income Statement for 2019

Particulars Rs. Rs.

Sales
Less: Cost of Sales( Including depreciation Rs. 10,000)

1000000
(750000)

250000
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Less : Selling and Administrative Expenses
other expenses
Interest on loan
Profit

50,000
25000

5000

250000

(80,000)
1,70,000



Liabilities As at
31.03.18

Rs.

As at 
31.03.19

Rs.

Assets As at
31.03.18

Rs.

As at 
31.03.19

Rs.

Share Capital
Reserve
Loans 
Provision for 

860000
600000
75000
40000

1000000
770000
125000
50000

Pant & Equipment
Stock
Debtors
Investments

12,50,000
3,25,000
2,00,000

25,000

14,90,000
4,00,000
1,50,000

75,000Provision for 
Depreciation
Creditors
Outstanding 
expenses

40000

275000
25000

50000

225000
10000

Investments
Cash &Bank

25,000
75,000

75,000
65,000

1875000 2180000 1875000 2180000

20



Cash Flow Statement

For the year ended 31.03.2019 
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