
CASH FLOW STATEMENT(AS3)
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2
Winners aren't who Never fail, But People who Never quit...

Itisan additional infornmationprovided to the users of accounts in the form of a statement,
which reflects the varioUs sOurces from Where cash was generated (inflow of cash) by an
enterprise during the relevantaccounting year andhow these inflows were utilized (outflow

of cash) by the enterprise.

Financial statements with respecttoone person company, small company, dormant company

and private company (iísuch a priate company is a startup), may notinclude the cash flow

statement.

Cash Flow Statement helps the users of accounts:

•To identify the historicalchanges in the flow of cash & cash equivalents.

•To determine the future requirement of cash & cash equivalents.

•Toassess the ability to generate cash & cash equivalents.

•To estimate the further requirement of generating cash & cash equivalents.

•Tocompare the operational efficiencyof different enterprises.

• Tostudy the insolvency and liquidity position of an enterprise.

• As an indicatorof amount, timing and certainty of future cash flows.

•To check the accuracy of past assessments of future cash flows

•In examining relationship between profitability & net cash flow & impact of changing prices

Meaning

Examples

Meaning

Purpose

Conditions to

qualify

Examples

THE TERM 'CASH'

Cash comprises Cash in hand and Demand Deposits with banks.

Cash in hand, Cash at Bank

THE TERM 'CASH EQUIVALENTS

Cash Equivalents are short term,highly liquid investments that are

readily convertible into known amounts of cash and which are subject to

an insignificantrisk of changes in value.

Cash Equivalents are held for the purpose of meeting short-term cash

commitments rather than for Investment or other purposes.

Itmust be readily convertible to a known amount of cash.

It must be subject to an insignificant risk ofchanges in value. Therefore,

an investment normally qualifies asa cash equivalent only when it hasa
short maturityof,say, 3 monthsorlessfrom the date of acquisition.

Investments in shares are not normally taken as cash equivalent (unless

they are in substance cash equivalent),because of uncertainties
associated with them as to realisable value.

Treasury Bills, Commercial Papers, Commercial Bills, Call Money,
Certificate of Deposit



Meaning

Reason

Examples

-RANSACTIONSNOTCONSIDERED AS CASH FLOw�

Transactions which represent movements between items of Cash or

�ash Equivalentsare not considered as Cash FOWS.

esecomponents are part of the cash management of an enterprise

ratherthan part of its Operatina.Investing and Financing Activities.

a) Cash deposited into Bank;

b) Cash withdrawn from Bank;

C) Purchase/Sale of Short-term Marketable Securities(neitherheld as

Current Investments nor held as Non-current Investments).

d) It is important to note that a change in cash does not necessarilyimplv

cash flow.For example: Suppose an enterprise has a bank balance

USD 10,000, stated in books at 4,90,000 using the rate of exchano

49/USD prevailing on date of receipt of dollars. If the closing ratet

exchange is 50/USD, the bank balance will be restated at 5,00.000

the balance sheet date. The increase is, however, not a cash flou.

because neitherthere is any cash inflowW nor there is anycash outflow

'CASHFLOWS'

Cash Flows Cash Flows are inflowsand outflows of Cash and Cash equivalents.

Cash Inflows Cash Inflowariseswhen the net effect of transaction is increase in the

amount of Cash or Cash Equivalents.

Cash Outflows Cash Outflow ariseswhen the net effect of transaction is to decrease in

theamount of Cash or Cash Equivalents.

EXAMPLES OF CASH FLOWS

CASH INFLOWS
CASH OUTFLOWS

1) Cash Sales of Goods 1) Cash Purchases of Goods

2) Cash received from Trade Debtors 2) Cash paid to Trade Creditors

3) Cash receivedfrom commission & 3) Operating Expenses paid (e.g. Salaries &

Royalty
Wages, Administration Exp. Selling Exp.)

4) Sale of Fixed Assets for Cash 4) Income Tax paid

5) Sale of Investments (whetherCurrent 5) Purchase of Fixed Assets for Cash

or Non-Current) for Cash

6) Loans & Advances repayment received 6) Purchase of Investments (whether Short

(whether Short term or Long term) term or Long term) for Cash

7) Income received on Investments 7)Loans & Advances granted (whetherShort

(whether Current or Non-Current) term or Long term)

8) Issue of EquityShares forCash 8) Buy-back of Equity Shares for Cash

9) Issue of Preference Shares for Cash 9) Redemption of Preference Shares for Cash

10)lssue of Debentures for Cash 10)Redemption of Debentures for Cash

11) Loans taken (whetherShort/Long term) 11) Loans repaid (whether Short/Long term)

12) Intereston Debentures & Loans paid.

13) Final Dividend on Equity Shares paid.

14) Dividendon Preference Shares paid.

15)Interim Dividend on Equity Shares paid.



ACTIWTI ES
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OPERATING ACTIVITIES
MEANING OF OPERATING ACTIVITIES

Principal revenue-producing activities of the enterprise and other activities that are not

investing or financing activities.

Cash Inflows Cash Outflows

1) Cash Sales of Goods 1) Cash Purchases of Goods

2) Cash received from Trade Debtors 2) Cash paid to Trade Creditors

3) Cash received from Trading 3) Operating Expenses paid (e.g. Salaries &

Commission & Royalty Wages, Administration Exp. Selling Exp.)

4) Income Taxpaid (0perating Activity only).

NOTES

In case of Financial Enterprisesthe following activities are classified as Operating

Activities sincethey relate to the main revenue-producing activity of that enterprise:

Purchases andSales ofShares & Debentures of other companies for Cash

> DividendreceivedonShares of other companies

> Interest received on Debentures of other companies

> Loans &Advances granted

> Interestreceived on Loans &Advances granted

Other Examples: Cash receipts and cash payments of an insurance entity for premiums

and claims, annuities,and other policy benefits.

Cash receipts& payments relating to futures contracts,forward contracts,option

contracts & swapcontracts when the contracts are held for dealing or trading purposes.

Cash flows arising from the purchase and sale of dealing or tradingsecurities

INVESTING ACTIVITIES

MEANING OF INVESTING ACTIVITIES

Acquisition& disposal of long-term assets & other investments not included in cash

equivalents.

Cash inflows Cash outflows

1) Cash sale of fixed assets 1) Cash purchase offixed assets

2) Cash sale of investments (whether 2) Cash purchase of investments (whether

current or non-current) short term or long term)

3) Loans & advances repayment received 3) Loans & advances granted (whether short

(whether shortterm orlong term) term or long term)
4) Income received on investments 4) Brokerage paid on purchase of investments

(whether current or non-current) (whether short term or long term)



FINANCING
ACTIVITIES

MEANING OF
FINANCING

ACTIVITIES

Activities that result in changes in size and composition
of the Owners'

capital (including

Preference share capital
in case of a company)

and Borrowings
(whether

shortterm or

ong term)of the enterprise.
Cash outflows

Cash inflows Buy-back
of Equity

sharesfor
cash.

1) lssue of Equity shares forcash
1)

2)Issueof
Preference

shares forcash
2) Redemption

of Preference
shares forcash

3)Issue
of Debentures

forcash
3) Redemption

of Debentures
forcash

4) Loans
taken (whether

shortterm
or 4) Loans repaid

(whether
short term or long

long-term)

term)

5) Interest
on Debentures

and Loans paid

|6) Dividend
on Shares

Paid

7) Brokerage
& Underwriting

Commission

Paid on issue of Shares& Debentures

|8)Cash payments by
lessee forreduction

of

0/sliability relating
to a finance lease.

NON-CASH TRANSACTIONS

Meaning
Those transactions

which do not involve Cash

Issueof Equity Shares or Debentures
againstthe

purchase of an ASSet

Examples

AssetA/c Dr

(Verification
by

To Equity ShareCapital A/c/ Debentures
A/c

JournalEntry)
Issueof Equity Shares on conversionof

Convertible
Debentures

Convertible
Debentures A/c

Dr

To Equity ShareCapital A/c

Why ignoredin Non-Cash transactions are ignored while preparing Cash Flow

CFS?
Statementbecause

these do not involve Cash.

Thterst & Diidend Received

Nozmal |NonFinanuel
Finanilns isba

Ihvesiag Atin
� cth

Dividlend Paid

Finanigy Achiny(Anyg)

STEPSINVOLVED IN THE PREPARATION OF CASH FLOWSTATEMENI

Step 1: Calculate the Cash flow from Operating activities.

Step 2: Calculate the Cash flow from Investing activities

Step 3: Calculate the Cash flowfrom Financing activitites

Step 4: Calculate Net Increase/(Decrease)in cash & cash equivalents[Step (1 +2 + 3)

Step 5:Calculate the Cash and Cash Equivalents at the beginning of period

Step 6: Calculate the Cash and Cash Equivalents at theend of period [Step (4 +5)

Page
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CASH FLOW STATEMENT (AS 3)

HOW To COMPUTE NET CASH FLOW FROM OPERATINGACTIVITIES
(UNDER DIRECT METHOD)
Particulars

A. Operating Receiptsin Cash (e.g.)

Cash Sales XXX
Cash receipts from Debtors

XXX

Trading Commission received
XXX XXX

B. Operating Payments in cash (e.g.)

Cash Purchases XXX

Cash paid to Suppliers XXX

Wages& Salaries Paid XXX

Office and Administration Expenses paid XXX

Manufacturing overheads paid XXX

Selling and Distribution expensespaid XXX XXX

C. Cash Generated from Operations before taxes (A-B) XXX

D.Income tax paid (Netof refund of Tax) XXX

E. Cash flow before extraordinary item (C-D) XXX

F. Extraordinary item XXX

G. Net cash from (used in) Operating Activities
XXX

HOW TO cOMPUTE NET CASH FLOW FROM OPERATINGACTIVITIES
(UNDER INDIRECT METHOD)

Particulars

Step 1:Calculate Net Profit beforeTaxation & Extraordinary item:

Closing Balance of P &L A/c
XXX

Less: OpeningBalance of P&L A/c (or Add:Opening Bal. of P&L A/c (Dr.)
XXX

Add: Dividend declared forthe current year
XXX

Add: Interim Dividend paid during the current year XXX

Add:Transferto Reserve (or Less: Transfer from Reserve) XXX

Add:ProvisionforTax made during the Current Year

(XXx)

XXX

Less: Refund of Tax credited to P&L A/c

Less:Extraordinary Item, if any, credited to P&L A/c (e.g. Insurance (Xxx)

proceeds from earthquake disaster settlement)

Add: Extra o rdinary Debit Items (e.g. Loss due to earthquake)
XXX

Net Profit before Taxation and Extraordinary Item XXX

Step 2: Calculate Operating Profit before Working CapitalChanges:

Net Profit before Taxation and Extraordinary ltem XXX

Adjustmentsfor Non-Cash and Non-Operating Items: (For Example)

XXX
Depreciation

Interest on Debentures & Loans (whether Shortterm or Long Term) XXX

Preliminary Expenses/UnderwritingCommission/Discounton
XXX

Issue of Debentures/Shareswritten off
XXX

Goodwill/Patents/Trade Marks/Copyright amortized XXX

Loss on Sale of Investments(whether Current or Non Current)
XXX

Interest income from Investments(whethercurrent or non-current) (Xxx)

Dividend income (Xxx)

Rental income (xXxx)

Profit on sale of Investments (whether current or non-current) (XXx) XXX

Operating profit before working capital changes XXX

Page 2.5



CASH FLOW STATEMENT
(AS3)

Step 3: CalculateCash from �Operations
before tax & Extraordinary item:

A. Operating profit before working |capital changes
B. Add: Changes in Current assets(Excluding

cash
and cash equivalents) XXX

& Current Liabilities (excluding bank overdraft
and cash credit): XXX

Decrease inInventories, Trade Receivables
etc.

XXX

Increase in Trade Payables, 0/s exp. EtG

XXX

IncreaseinInventories, Trade Receivables
etc. (xxx)

Decrease in trade Payables, 0/s Exp. etc.
(xxx)

Cash Generatedfrom
Operations

XXX

Step 4: Calculate Net Cash from(usedin)
Operating

AcActivities:
XXX

A. Cash generated from Operations
XXX

B.Less:Income tax paid (Netof refund of tax�

(Note:Income tax shouldbe related to operating
activities

only)

C. Add: Extraordinary Items (e.g. Insurance
proceeds from earthquake XXX

disaster settlement,Govt. Grant)

Net Cash Flowfrom (usedin)
Operating Activities XXX

NOte:Negative items
which are to be deducted have been shOWn in brackets.

CALCULATION OF CASH FLOW FROM INVESTING ACTIVITIES

Particulars

A.Cash inflow from Investing Activities:

Sale of Tangible Fixed Assets (e.g.Machinery) for cash
XXX

Sale of lntangible Assets (e.g. Goodwill/Patents,/Trademark/Copyright)
for cash XXX

Sale of Investments (whethercurrent or non-current) for cash
XXX

Loans & Advances repayments received (whethershort term or long term) XXX

Incomesfrom Investments(whethercurrent
or non-current)

XXX

Dividend received on Shares held as investments
XXX

interest received on Debenturesheld as investments
XXX

Rent received from Immovable property held as investments
XXX

B. Cash used in Investing Activities

Purchase of Tangible Fixed Assets (e.g. Machinery) for cash

Purchase of Intangible Assets (e.g. Goodwill/Patents/Trademark/Copyright)
for cash

Purchase of Investments(whethercurrent or non-current) for cash

Loans & Advances granted (whether short term or long term)

NetCash flow from/usedin Investing Activities (�f A>B)/(If A<B)

CALCULATION OF CASHFLOW FROM FINANCING ACTIVITIES
Particulars

A. Cash inflows from financing Activities:

Issue of Equity sharecapital forcash

Issue of Preferenceshare capital forcash

Issue of debentures for cash

Loans raised (whether short term orlong term)

B. Cash used in financing activities

Buy back of Equity shares

Redemption of preference shares for cash

Redemption of debentures for cash

(Xxx)

(xxx)

(xXx)

(Xxx)

XXX

XXX

XXX

XXX

XXX

(xxx

(xxx)

(Xxx



CASH FLOW STATEMENT (AS 3)

Repavment of loans (whethershortterm or long term)
(Xxx)

Interim dividend paid on Equity shares
(Xxx)

Final dividend paid on Equity shares
(XXx)

Final dividend paid onpreference shares
(XXx)

Interest paid on debentures & loans(whether shortterm or long term)
(Xxx)

Net Cash flow from/used in Financing Activities (if A>B)/ (If A<B) XXX

REPORTING CASH FLOWS ON NET BASIS

Ae norAS 3.Cash Flow Statements,an ente��se should report separately major classes of

grosscash receipts and gross cash payments,except in the case of:

• cash receipts and payments on behalf of customers when the cash flows reflect the

activities of the customer rather than those of the enterprise and

(Eg.Acceptance& repayment ofdemand deposits by bank)

• cash receipts and payments foritems in which the turnover is quick, the amounts arelarge,
and the maturities are short. (E.g.Purchase & SaleofInvestments)

Cash flows arising from each of the following activities of a financial enterprise may be

reported on a net basis:

(a) cash receipts & payments foracceptance& repayment of deposits with fixed maturity date

(b) placement of dep0sits with and withdrawal of deposits from other financial enterprises

(c) cash advances &loans made to customers and the repayment of those advances & loans

BUSINESS PURCHASE
Aggregate cash flowsarising from acquisitions & disposals of subsidiaries or other business

units should be presented separatelyand classified as cash flow from investing activities.

(a) The cash flowsfrom disposal and acquisition should not be netted off.

(b) An enterprise shoulddisclose, in aggregate, in respect of both acquisition and disposal of

subsidiaries or other business units during the period each of the following:

() The total purchase or disposal consideration; and

(i) The portion ofthe purchase or disposal consideration discharged by means of cash

and cash equivalents.

IMPORTANT POINTS:

Loans/Advances given andInterests earnedo
For Financial enterprises Operatingcash flows
For Non-Financial enterprises Investing cash flows

Givento Subsidiaries Investing cashflows for allenterprises
Given to Employees Operating cash flows for all enterprises.
Advance Payments to Suppliers Operating cashflows for all enterprises.

Interests earnedfrom customers for late payments are operating cash flows for non
financial enterprises.

Loans/Advances taken and interests paid

For Financial enterprises
Operatingcash flowsFor Non-Financial enterprises

Financing cash flowsAdvance Taken from Customers
Operating cash flowsInterests paid to suppliers forlate payments are operating cash flows for all enterprises.Interests taken as part of inventory costsin accordance with AS 16 are operating cash flows



CASHFLOW STATEMENT (AS3)

Investments made and Dividend earned
Operating cash flows

For Financial enterprises
Investing cash flows

For Non--Financial enterprises
Given to Subsidiaries

Investing cash flowsfor all

enterprises

Tax Deducted at Source
Operating cash Outflow

Ifconcerned incomesare Operating Incomes
Investing cash Outflow

If concerned incomesare Investment Incomes
Operating cash lnflow

If concerned expensesare Operating Expenses
Financing cash Inflow

If concerned expenses are Financing Expenses

Insuranceclaims received
Extraordinary operating cash inflowsAgainst loss of stock or loss of profits

Extraordinary investing cash infloweAgainst loss of fixed assets

Exchange gains and losses
Theforeign currency monetary assets (e.g. balance with bank, debtorsetc.) and

liabilities (e.g.
creditors) are initially recognised by translating them into reporting currency by the rate ot

exchange transaction date. On the balance sheet date, these are restated using the rate t
exchange on the balance sheet date. The difference in values is exchange gain/loss, Tha
exchange gains and losses arerecognised in the statementof profit and loss.

The exchange gains/losses in respect of cash and cash equivalents in foreigncurrency (e.abalance in foreign currency bank account) are recognised by the principle aforesaid,andthese balances arerestated in the balance sheetin reporting currency at rate of exchange on
balance sheet date. Thechange in cash or cash equivalents due to exchangegains and l0sses
are however not cash flows. This being so, the net

increases/decreases in cash or cash
equivalents in the cash flow statements arestated exclusive of exchange gains and losses.

The resultant difference between cash and cash equivalents asper the cash flow statement

and that
recognised inthe balance sheet is

reconciled in the note on cash flow statementDISCLOSURES
AS 3 reguires an

enterprise to disclose the amount of
significant cash and cash

equivalent

balances held by it but not
availableforits use,

together with a
commentary by

management.

Thismay
happen forexample, in case of bank

balances held in other
countriessubiect to such

exchange control or other
regulations that thefundis

practically of no use.

AS3
encourages

disclosure of
additional

information, relevantfor
understanding the

financial

DOsition and
liquidity of the

enterprise
together with a

commentary by
management. Sucn

information may include:(a)The amountof
undrawn

borrowing
facilities that may be

availablefor
future

operatlng

activities andto
settle

capital

commitments,
indicating any

restrictions on theuse ofthese

facilities, and
(b) The

aggregate
amount of cash flows

required for
maintaining

operating
capacity,ey

purchase of

machinery to
replace the old,

separatelyfrom cash flows that
represe

increase in
operating

capacity,
e.g.

additional
machinery

purchased to
increast

production

Question
Classify

(a) Ope

a. Pu

b. Pr

C. Ca

d. Pr

e. Ch

f. Ca

g. Tr
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o. Wa

p. Pr
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y. Diy
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CASH FLOW STATEMENT(AS3)
CH

2
"Winners aren't who Never fail, But People who Never quit..."

It isan additionalinformationprovided to the users of accounts in the form ofa statement.
which reflects the various sources fromn where cash wasgenerated (inflowof cash) by an
enterpriseduring the relevant accounting year and how these inflows were utilized (outflow

ofcash) by the enterprise.

Financial statements With respect to one person company, smallcompany, dormant company

and private company (ifsuch a private company is a startup) may not include the cash flow

statement.

Cash Flow Statement helps the users of accounts:

•To identify the historical changes in the flow of cash & cash equivalents.

•Todetermine the future requirement of cash & cash equivalents.

•To assess the ability togenerate cash & cash equivalents.

+ Toestimate the furtherrequirement of generatingcash & cash equivalents.

•To compare the operational efficiency of different enterprises.

•Tostudy the insolvency and liquidity position of an enterprise.•Asan indicatorof amount, timing and certainty of future cash flows.

•To checkthe accuracy of past assessments of future cash flows

•In examining relationship between profitability & net cash flow & impact of changing prices

THE TERM 'CASH'

Meaning Cash comprises Cash in hand and Demand Deposits with banks.

Examples Cash in hand, Cash at Bank

THE TERM CASH EQUIVALENTS

Meaning Cash Equivalentsare short term,highly liquid investments that are

readilyconvertible into known amounts of cash and which are subjectto

an insignificant risk of changes in value.

Purpose Cash Equivalents are held forthe purpose of meeting short-term cash

commitments ratherthan for Investment or other purposes.

Conditions to Itmust be readily convertible to a known amount of cash.

qualify It must besubjectto an insignificant risk of changes in value. Therefore,

an investmentnormally qualifies as a cash equivalentonly when ithasa

short maturity of, say, 3 monthsorlessfrom the date of acquisition.

Investments in shares are not normally taken as cash equivalent(unless

they are in substancecash equivalent), because of uncertainties

associatedwith them asto realisable value.

Examples Treasury Bills, Commercial Papers,Commercial Bills,Call Money,

Certificate of Deposit
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Meaning

Reason

Examples

TRANSACTIONS NOT CONSIDERED
AS CASH FLOWS

Transactions which represent
movenments

between
items of Cash or

Cash Equivalents are not considered
as Cash Flows.

These components are part ofthe cash
management

of an enterprise

rather than part of its Operating,
Investing

and Financing
Activities.

a) Cash deposited into Bank;

b) Cash withdrawn from
Bank;

c) Purchase/Sale
of Short-term

Marketable
Securities (neither

held as

CurrentInvestments
nor held as Non-current

Investments).

d) It is important
to note that a change in cash does not necessarily

imnl..

cash flow. For example:
Suppose an enterprise

has abank balance

USD 10,000,
stated in books at 4,90,000 using the rate of exchange

49/USD prevailing
on date of receipt

of dollars.
If the closing

rato

exchange is 50/USD,the
bank balance

will be restated
at 5,00.000

the balance sheet date. The increase is, however,
not a cash flo,.

because neither there is any cash infloW northere isany cash outflo,.

Cash Flows

Cash Inflows

Cash Outflows

'CASHFLOWS'snl

Cash Flows are inflows and outflowsof Cash
and Cash equivalents.

Cash Inflow arises when the net effect of transaction
is increase

in the

amountof Cash or Cash Equivalents.

Cash 0utflowarises
when the net effect of transaction

is to decrease in

the amount ofCash or Cash Equivalents.

EXAMP�ES OF CASH FLOWS

CASH INFLOWS
CASH OUTFLOWS

1) Cash Salesof Goods
1) Cash Purchases of Goods

2) Cash received fromTrade Debtors
2) Cash paid to Trade Creditors

3) Cash received from commission
& 3) Operating Expenses paid (e.g. Salaries&

Royalty

Wages, AdministrationExp.
SellingExp.)

4) Sale of Fixed Assets forCash
4) Income Tax paid

5) Saleof Investments(whether
Current 5)Purchase of Fixed Assets for Cash

or Non-Current)for
Cash

6) Loans & Advancesrepayment received) Purchase of Investments (whetherShort

(whetherShortterm or Long term) term or Long term)for Cash

7) Income received on Investments 7) Loans&Advances granted (whetherShort

(whetherCurrent or Non-Current) term or Long term)

8) Issue of Equity Shares forCash 8) Buy-back of EquityShares for Cash

9)Issue of PreferenceShares forCash 9)Redemption of Preference Shares for Cash

10)Issue of Debentures forCash 10)Redemption of Debentures for Cash

11) Loanstaken (whetherShort/Long term) 11) Loans repaid (whetherShort/Long term)

12) Interest on Debentures & Loans paid.

13) Final Dividend on Equity Shares paid.

14) Dividend on Preference Shares paid.

15) InterimDividend on Equity Shares paid.

Page
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OPERATING ACTIVITIES
MEANING OF OPERATING ACTIVITIES

Principal revenue-producing activities of the enterprise and other activities that are not

investing or financing activities.

Cash Inflows Cash Outflows

1) Cash Sales of Goods 1) Cash Purchases of Goods

2) Cash received from Trade Debtors 2) Cash paid to Trade Creditors

3) Cash received from Trading 3) Operating Expenses paid (e.g. Salaries &

Commission & Royalty Wages, Administration Exp. Selling Exp.)

4) Income Taxpaid (0perating Activity only).

NOTES

In case of Financial Enterprisesthe following activities are classified as Operating

Activities sincethey relate to the main revenue-producing activity of that enterprise:

> Purchases andSales ofShares & Debentures of other companies for Cash

> Dividend received on Shares of other companies

Interestreceived on Debenturesof other companies

Loans & Advances granted

> Interestreceived on Loans &Advances granted

Other Examples: Cash receipts and cash payments of an insurance entity for premiums

and claims, annuities,and other policy benefits.

Cash receipts& payments relating to futures contracts,forward contracts,option

contracts & swapcontracts when the contracts are held for dealing or trading purposes.

Cash flows arising from the purchase and sale of dealing or tradingsecurities

INVESTING ACTIVITIES

MEANING OF INVESTING ACTIVITIES

Acquisition & disposalof long-term assets & other investments not included in cash

equivalents.

Cash inflows Cash outflows

1) Cash sale of fixed assets 1) Cash purchase of fixed assets

2) Cash sale of investments (whether 2) Cash purchase of investments (whether

current or non-current) short term or long term)

3) Loans & advances repayment received 3) Loans & advances granted (whether short

(whether shortterm orlong term) term or long term)
4) Income received on investments 4) Brokerage paid on purchase of investments

(whether current or non-current) (whether short term or long term)



FINANCING ACTIVITIES

MEANING OF FINANCING ACTIVITIES
Activities that resultin changes in size and composition of the Owners' capital

(includingPreference share capital in case of a company) and Borrowings (whether shortterm or
long term) of the enterprise.

Cash inflows Cash outflows

1)lssue of Equityshares for cash D Buy-back of Equity sharesfor cash.

2) Issue of Preference shares forcash 2) Redemption of Preference sharesfor cash

3) Issue of Debentures for cash 3) Redemption of Debentures forcash

4)Loans taken (whether short term or 4) Loans repaid(whether short term orlong

long-term) term)
5) Interest on Debentures and Loans paid

|6) Dividend on Shares Paid

7) Brokerage & Underwriting Commission
Paid on issue of Shares & Debentures

8) Cash payments by lessee for reduction of

0/s liability relating to a finance lease.

NON-CASHTRANSACTIONS

Meaning Those transactionswhich do not involveCash

Issue of EquitySharesor Debentures againstthe purchase of an Asset

Examples
Asset A/c Dr

(Verification by
To EquityShare Capital A/c /Debentures A/c

Journal Entry)
Issue of EquityShares on conversion of Convertible Debentures

ConvertibleDebentures A/c Dr

To EquityShare Capital A/c

Why ignored in Non-Cash transactions are ignored while preparing Cash Flow

CFS? Statement because these do not involveCash.

�ntereJ+ A DYidlend. Recevedl

Nozmal|Non Finanial

Enterpnse
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Dividend Paid

finanuy Achiy(Aewsy)

STEPSINVOLVEDIN THE PREPARATIONOF CASH FLOW STATEMENT
Step 1: Calculate the Cash flow from Operating activities.

Step 2:Calculate the Cash flow from Investingactivities

Step 3:Calculate the Cash flow from Financing activitites

Step 4:Calculate Net Increase/(Decrease) in cash & cash equivalents [Step (1 +2+ 3)]

Step 5:Calculate the Cash and Cash Equivalents at the beginning ofperiod
Step 6:Calculate the Cash and Cash Equivalents atthe end of period [Step (4 + 5))



CASH FLOW STATEMENT (AS 3)

�OW TO cOMPUTE NET CASH FLOW FROM OPERATINGACTIVITIES
(UNDER DIRECT METHOD)
Particulars

A. Operating Receipts in Cash (e.g.)

Cash Sales XXX

Cash receipts fromDebtors XXX

Trading Commission received XXX XXX

B. Operating Payments in cash (e.g)

Cash Purchases XXX

Cash paid to Suppliers
XXX

Wages& Salaries Paid XXX

Office and Administration Expenses paid XXX

Manufacturing overheads paid XXX

Selling and Distribution expenses paid XXX XXX

C. Cash Generated from Operations before taxes (A-B)
XXX

D. Income tax paid (Net of refund of Tax)
XXX

E. Cash flow before extraordinary item (C-D)
XXX

|F. Extraordinary item
XXX

G. Net cash from (used in) Operating Activities
XXX

HOWTO COMPUTE NET CASH FLOWFROM OPERATING ACTIVITIES

(UNDER INDIRECT METHOD)
Particulars

Step 1: Calculate Net Profit before Taxation & Extraordinary item:

Closing Balance of P & L A/c
XXX

Less: Opening Balance of P&L A/c (or Add: Opening Bal. of P&L A/c (Dr.) XXX

Add: Dividend declared for the current year
XXX

Add: Interim Dividend paid during the current year
XXX

Add: Transfer to Reserve (orLess: Transfer from Reserve)
XXX

Add: Provision forTax made during the Current Year
XXX

Less:Refund of Tax credited to P&L A/C (XXx)

Less: Extraordinary Item, if any,credited to P&L Ac (e.g. Insurance (xxx)

proceeds from earthquake disaster settlement)

Add: Extra ordinary Debit Items (e.g. Loss due to earthquake)
XXX

Net Profit beforeTaxation and Extraordinary ltem XXX

Step 2: Calculate Operating Profit before Working CapitalChanges:

Net Profit before Taxation and Extraordinary Item XXX

AdjustmentsforNon-Cash and Non-OperatingItems:(ForExample)

Depreciation

XXX

Interest on Debentures & Loans (whetherShortterm or Long Term) XXX

Preliminary Expenses/UnderwritingCommission/Discount
on XXX

Issue of Debentures/Shareswritten off
XXX

Goodwill/Patents/Trade Marks/Copyright amortized XXX

Loss on Sale of Investments(whetherCurrent or Non Current) XXX

Interest income from Investments(whether current or non-current) (Xxx)

Dividend income (Xxx)

Rental income (xxx)

Profit on sale of Investments(whethercurrent or non-current) (Xxx) XXX

Operating profit before working capital changes XXX
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CASH FLOW STATEMENT
(AS 3)

Step 3: Calculate Cash from Operations
before tax & Extraordinary item:

A.
Operating profit before working capital changes

B. Add: Changes in current assets (Excluding
cash and cash equivalents) XXX

& Current
Liabilities (excluding bank overdraftand cash credit): XXX

Decrease in Inventories, Trade Receivables
etc.

XXX

XXX

Increasein Trade Payables, 0/s exp. Etc
(Xxx)

Increasein Inventories. Trade Receivables etc.

(xXX)
Decrease in trade Payables, O/s Exp. etc. XXX

Cash Generated from Operations XXX

Step 4: Calculate Net Cash from(usedin) Operating
Activities:

XXX
A. Cash generated from Operations

(xXX)B. Less: Income tax paid (Net of refund of tax)

(Note: Income tax shouldbe relatedto operating
activities only)

C. Add: Extra ordinary Items(e.g.Insurance
proceedsfrom

earthquake
XXX

disaster settlement, Govt. Grant)

Net Cash Flowfrom (usedin) Operating Activities XXX

Note Negativeitems which are tobe deducted have been shown in brackets.

CALCULATIONOF CASH FLOW FROM
INVESTING ACTIVITIES

Particulars

A. Cash inflow from Investing Activities:

Sale of Tangible Fixed Assets (e.g. Machinery) for cash
XXX

Sale of Intangible Assets (e.g. Goodwill/Patents/Trademark/Copyright)
for cash XXX

Sale of Investments(whethercurrent or non-current) for cash XXX

Loans & Advances repaymentsreceived (whethershort term or long term) XXX

Incomes from Investments(whethercurrent or non-current) XXX

Dividend received on Shares held asinvestments XXX

interest received on Debentures held asinvestments XXX

Rentreceived from Immovable property held asinvestments XXX

B. Cash used in Investing Activities

Purchase of Tangible Fixed Assets (e.g. Machinery) for cash (Xxx)

Purchase of Intangible Assets(e.g.Goodwill/Patents/Trademark/Copyright) for cash (Xxx)

Purchase of Investments(whethercurrent or non-current) for cash
(Xxx)

Loans& Advances granted (whethershort term or long term)
(Xxx)

Net Cash flow from/usedin Investing Activities (if A>B)/ (Uf A<B) XXX

CALCULATION OF CASH FLOWFROM FINANCING ACTIVITIES0
Particulars

A. Cash inflows from financing Activities:

Issue of Equity share capital for cash
Issueof Preference share capital forcash XXX
lssue of debentures for cash XXX
L0ans raised (whethershort term or long term) XXX
B. Cash used in financing activities XXXBuy back of Equity shares

Redemption of

preference shares for cash
(XXX)Redemption of debentures for cash

(xxx)

(XXX



CASH FLOW STATEMENT (AS 3)

Repavment of loans (whethershortterm or long term)
(Xxx)

Interim dividend paid on Equity shares
(Xxx)

Final dividend paid on Equity shares
(XXx)

Final dividend paid onpreference shares
(XXx)

Interest paid on debentures & loans(whether shortterm or long term)
(Xxx)

Net Cash flow from/used in Financing Activities (if A>B)/ (If A<B) XXX

REPORTING CASH FLOWS ON NET BASIS

Ae norAS 3.Cash Flow Statements,an ente��se should report separately major classes of

grosscash receipts and gross cash payments,except in the case of:

• cash receipts and payments on behalf of customers when the cash flows reflect the

activities of the customer rather than those of the enterprise and

(Eg.Acceptance& repayment ofdemand deposits by bank)

• cash receipts and payments foritems in which the turnover is quick, the amounts arelarge,
and the maturities are short. (E.g.Purchase & SaleofInvestments)

Cash flows arising from each of the following activities of a financial enterprise may be

reported on a net basis:

(a) cash receipts & payments foracceptance& repayment of deposits with fixed maturity date

(b) placement of dep0sits with and withdrawal of deposits from other financial enterprises

(c) cash advances &loans made to customers and the repayment of those advances & loans

BUSINESS PURCHASE
Aggregate cash flowsarising from acquisitions & disposals of subsidiaries or other business

units should be presented separatelyand classified as cash flow from investing activities.

(a) The cash flowsfrom disposal and acquisition should not be netted off.

(b) An enterprise shoulddisclose, in aggregate, in respect of both acquisition and disposal of

subsidiaries or other business units during the period each of the following:

() The total purchase or disposal consideration; and

(i) The portion ofthe purchase or disposal consideration discharged by means of cash

and cash equivalents.

IMPORTANT POINTS:

Loans/Advances given andInterests earnedo
For Financial enterprises Operatingcash flows
For Non-Financial enterprises Investing cash flows

Givento Subsidiaries Investing cashflows for allenterprises
Given to Employees Operating cash flows for all enterprises.
Advance Payments to Suppliers Operating cashflows for all enterprises.

Interests earnedfrom customers for late payments are operating cash flows for non
financial enterprises.

Loans/Advances taken and interests paid

For Financial enterprises
Operatingcash flowsFor Non-Financial enterprises

Financing cash flowsAdvance Taken from Customers
Operating cash flowsInterests paid to suppliers forlate payments are operating cash flows for all enterprises.Interests taken as part of inventory costsin accordance with AS 16 are operating cash flows



CASH FLOW STATEMENT (AS3)

Investments made and Dividendearned

For Financial enterprises
For Non-Financial enterprises

Given to Subsidiaries

Tax Deducted at Source

lIf concerned incomes are Operating Incomes

If concerned incomes are Investment Incomes

If concerned expenses are Operating Expenses

Ifconcerned expenses are Financing Expenses

Operating cash flows

Investing cash flows

Investing cash flows for all

enterprises

Operating cash Outflow

Investing cash 0utflow

Operating cash Inflow

Financing cash Inflow

Insurance claims received

Against loss of stock or loss of profits

Against loss of fixed assets

Extraordinary operating cash inflowe

Extraordinaryinvesting cash inflowS

Exchange gains and losses

The foreign currency
monetary assets (e.g.balance with bank,debtors etc.) and liabilities (a.

creditors)are initially recognised by translating them into reporting Currency by the rate o

exchange transaction date. On the balance sheet date, these are restated using the rate of

exchange on the balance sheet date. The difference in values is exchange gain/loss. Tha

exchange gains and losses are recognised in the statement of profit and loss.

The exchange gains/losses in respect of cash and cash equivalents in foreign currency (e.a.

balance in foreign currency bank account) are recognised by the principle aforesaid, and

these balances are restatedin the balance sheet in reporting currency at rate of exchange on

balance sheet date.The change in cash or cash equivalentsdueto exchange gains and losses

are however not cash flows. This being so, the net increases/decreases in cash or cash

equivalents in the cash flow statementsare stated exclusive of exchange gains and losses.

The resultant difference between cash and cash equivalents as per the cash flow statement

and thatrecognised in the balance sheetisreconciledinthe note on cash flow statement

DISCLOSURES
AS 3requires an enterprise to disclosethe amount of significantcash and cash equivalent

balances heldby it but not availableforits use,together with a commentaryby management

This may happen for example, in case of bank balances held in other countries subject to such

exchange control or other regulationsthat the fund is practicallyof no use.
AS3 encOuragesdisclosure of additional information,relevant for understanding the financial

positionand liquidity of the enterprise together with a commentary by management.Such
information may include:

(a) The amount of undrawn borrowing facilities that may be available for future operating
activities and to settle capital commitments,indicatingany restrictionson the use of thesfacilities, and

(b) The aggregate amount of cash flows required for maintaining operating capacity, e.gpurchase of machinery to replace the old, separately from cash flows that represeniincrease in operating capacity, e.g. additional machinery purchased to increasproduction


