CHAPTER (5)
Cash Flow Analysis
g8 gdail) Jalas

% Statement of Cash Flows (Meaning)
(((sinad) ) (g adll Qdail) Cadsg
eRelevance of Cash il dla
1. A Cash flow statement deals with the inflow and outflow of cash between two
balance sheet dates.
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2. Cash flow statement aims at listing the various items which brings about changes
between two balance sheet dates and therefore any items which affects the business
cash either by increasing or decreasing it is included in this statement.
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4. Cash flow statement indicates simply cash receipts and cash payments and does
not take into consideration other current assets.
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5. Cash flow statement highlights the changes in cash and cash equivalents

during the course of the year due to various cash flows.
Aol ) Calise Cas aled)l O34 Jaxal) il g a8l 6 il e g gl daluy gafill (gasil) (ais

e Objectives of Cash Flow Statement @l gl i Gl

1. Efficient Cash Management — a&ill 3 Belis

I. To manage the cashresources in such a way that adequate cash is available for
meeting the expenses.
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ii. To plan and co-ordinate the financial operations of the business.
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2. Internal Financial Management Ala)al) ddlal) 52y
To provide a clear picture of cash flows from operations.
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3. Projected Cash Flow & gl (gaadl) gl
To help management to know the projected cash inflows and cash outflows.
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4. Tool of Analysis Jalail) 31 )
To act as an effective analysis tool for short-term decisions.
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5. Success or Failure of Cash Planning A8 Jagladil) S o) gl
To help management to know the success or failure in cash management by

comparison of actual and budgeted cash flow statements.
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% Constructing the Cash Flow Statement 3l @8.l) Ciis L)
1. The Cash Flow Statement can be prepared on the same pattern on which a

Funds Flow Statement is prepared.
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2. Sources, which generate cash are termed as "Inflows of cash" while the
applications of the same are termed as "Outflows of cash".
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3. The sources of cash inflows and cash outflows are described as follows :
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(A) Sources of Cash il s
¢ The following are the sources of cash :
a) internal Sources 1)) bl

e Cash generated from operations is the internal source of generating cash
inflows.
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e The net profit as shown by the Profit and Loss Account is the starting point for the
computation of the cash from operations.
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¢ The net profit shown by the Profit and Loss Account is not equal to the cash
from operations as several non- cash items are taken into consideration while
computing the same. Therefore, the net profit will have to be adjusted for noncash
items to find out the cash from operations.
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e Some of these items are as follows :

e Special Topics 4ald aualga

1. Depreciation &)

Depreciation is a non- cash item, which reduces the net profit but does not result in
any cash outflows. Hence, the amount of depreciation will have to be added back in
the amount of profit.

2. Loss on Sale of Fixed Assets A laga gal) g B ud

a) Sometimes, fixed assets like land and building, plant and machinery, furniture etc.
are sold out and the loss on their sale is debited to the Profit and Loss Account.

b) The amount of loss does not result into cash outflows and therefore is added back
in the amount of net profit.

3. Creation of Reserves «bhlial s

If profits for the year have been arrived at after charging transfers to reserves, such
transfers should be added back to the profits.

4. Writing off the Intangible Assets 4isirall Gligagall Glad

a) Intangible assets like goodwill, preliminary expenses etc. are normally written off
against profits.

b) Such writing off the assets reduces the net profits but do not result in cash
outflows. Therefore, this item should be added back in the amount of net profits.

5. Gains on Sale of Fixed Assets 44l cligagall au cilsa

Fixed assets may have been sold at a gain. Such item should be deducted from the
net profit, as it is a non- cash item.

(b)External Sources 4 il pladl)

1. issue of New Shares Bl agl Jlaa)

If new shares are issued for cash, the net proceeds i.e. after deducting the issue
expenses will be treated as cash inflows.

2. Raising of TermLoans  Ja¥ dsh (agp Jsas

If new term loans are raised through debentures or otherwise, such term loans are
the sources of cash inflows.




3. Purchase of Fixed Assets A laga ga 81 4l
a) If fixed assets are purchased, it will be an outflow of cash.
b) However, if they are purchased on deferred payment System, it should be
shown as a separate source of cash to the extent of deferred credit.
c) However, the cost of machinery purchased will be shown as an application of
cash.
4. Short-term Borrowings JaY) juald () s
Short-term borrowings etc. from banks increase cash available and they have to be
shown separately under this head. i
5. Sale of Fixed Assets, Investments etc.: < jtaiiul ¢ 43U Clagaga an
Such sale results in generation of cash and therefore is a source of cash generation.
(B) Application of Cash A a)addi)
The following items result in applications of cash or cash outflows :
a) Purchase of Fixed Assets Al @l g ga 5
The purchases of fixed assets will result in application of cash and will be shown as
cash outflows.
b) Payment of Long-term Loans  Ja¥) dysh yag @ ads
The payments of term loans, debentures etc. will be treated as cash outflows as the
available cash is reduced.
c) Redemption of Preference Shares and Buy Back of Equity Shares
4oSha a8 g B Jian aguily dauail)
Redemption of Preference Shares and Buy Back of Equity Shares result in reduction
in availability of cash and hence it is an outflow.
d) Payment of Income Tax dJas 4yya g
This is also an application of cash. )
e) Payment of Dividend gl <layjsl ada
This will also reduce the availability of cash and hence it is an outflow.
f) Decrease in Unsecured Loans, Deposits etc. & ailaghy gag @l A (all
MJ.AA'A.AS\
The decrease in these liabilities indicates the repayment of these liabilities and
hence it is an outflow of cash.
g) Loss from Operations Glalad) G 3l
Cash generated from operations is a source of cash while, any loss from operations
is an outflow of cash as the available cash is reduced.

Format of Cash Flow Statement:
Cash Flow Statement For The Year Ended on

Particulars Amount(IQD)

Opening Balance : Cash Bank
Add : Sourcesof Cash:

[ Issue of Shares

[ Raising of Long-term Loans
O Sale of Fixed Assets

[ Short-term Borrowings

O Cash from Operations

Total Cash Available (1)




Less : Applications of Cash:
[ Redemption of Preference Shares
Buy Back of Equity Shares

Redemption of Long-term Loans

oo o

Purchase of Fixed Assets
Decrease in Deferred Payment
Liabilities

Loss from Operations

Income Tax Paid

Dividends Paid
Decrease in Unsecured Loans,
[ Deposits etc.

[ B |

Total Applications (2)

Closing Balance : Cash Bank

e Methods of Cash Flow Statement —ill @hail) iis 5

(a) Direct Method 3 ydluall 43, Jhall

1) Under this method, major classes of gross cash receipts and gross cash
payments are obtained from the records for determination of cash flow from
operating activities.

2) Various items in the P & L Account are adjusted for changes in related items in

current assets and current liabilities in order to decide P & L Account on cash basis.
3) The balancing figure in P & L Account reveals cash from operating activities.
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Format of Direct Method

Particulars QD

Cash Sales
Add : Cash collection from Debtors
Gross Cash Receipts from Operations

Less : Cash Operating Expenses

Net Cash Generated by Operations




(b) Indirect Method 3 dluall & 43y jhal)

1) Under this method, cash from operating activities is calculated by adjusting

net profit and loss instead of individual items, disclosed in the P & L Account.
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2) Net Profit and Loss is adjusted in the light of changes during the period.

3) After ascertaining Net Operating Profit, adjustments regarding changes in

current assets and current liabilities are made as per the following table :

Adjustment of Changes in Current Assets and Liabilities :

Current Assets and Current Liabilities |JAdjustments to be made to Net Profit
Add Deduct
Trade Debtors Decrease Increase
Stock Decrease Increase
Prepaid Expenses Decrease Increase
Trade Creditors Increase Decrease
Expenses Payable Increase Decrease

s Analysis Implications of Cash Flows

e Uses of Cash Flow Statement/importance of Cash Flow Statement
i) gal) ChiS Apan] 5 cilaladil

A0 1) ALal) 3 aY) B Baska

a) Short-term Planning of Business
b) Useful in Internal Financial Management
c) Useful in Capital Budgeting Decisions — 4sllewl i1 433 gall < ) B 8 5

d) Focusing on Trend of Movement A all olad) o sl

e) Planning in Replacement of Outdated Assets 4!l &iaga gal) Jlatud Jadadsl)
f) Useful to Financial Analyst  (Alall Jaall 3044

g) Movement of Cash 4l 4s,a

Exercise No.1
Following are the summarized Balance Sheets of XYZ Co. Ltd. as on 31-3- 2018
and 31-3-20109.

31-3-2018| 31-3-2019 31-3-2018 (31-3-2019
Liabilities Assets
IQD QD IQD IQD
Share Capital 200,000 | 250,000 [Land & Building | 200,000 | 190,000
General Reserve 50,000 60,000 Machinery 150,000 | 169,000
Profit & Loss Alc 30,500 30,600 [Stock 100,000 | 74,000
Bank Loan (Long-term) | 70,000 - Debtors 80,000 64,200
Sundry Creditors 150,000 | 135,200 [Cash 500 800
Provision for Taxation 30,000 35,000 Bank - 7,800
Goodwill - 5,000
530,000 510,800 530,500 | 510,800




Additional information :

During the year ended 31 -3-2019.

1. Dividend of IQD 23,000 was paid
2. Assets of another company were purchased for a consideration of 1QD
50,000 payable in shares. The following assets were purchased : Stock IQD
20,000; Machinery IQD 25,000; Goodwill IQD 5,000.
3. Machinery was further purchased for IQD 8,000

4. Depreciation written-off on machinery IQD 12,000 income-tax provided
during the year 1IQD 33,000 loss on sale of machinery IQD 200 was written off

to general reserve.

Requirement: Prepare a Cash Flow Statement.

Solution :

Working Notes :

(1) Dr. Machinery Alc Cr.
Particulars jQD Particulars . 1QD
To Balanceb/d 150,000 By GeneralReserve(Loss on Sale) 200
To Share Capital (PurchasebylIssue | 25,000 By Cash (Sale) - (Balancing Figure) 1,800
of Share) By Depreciation 12,000
To Bank - (Purchase) 8,000 PByBalancec/d 169,000
183,000 183,000
(2) Dr. General Reserve A/c Cr.
Particulars 1QD Particulars Qb
To Machinery A/c 200 ByBalanceb/d 50,000
To Balancec/d 60,000 ByP & LA/c - (Balancing Figure) 10,200
60,200 60,200
(3) Dr. Adjusted P& L A/c Cr.
Particulars QD Particulars QD
To Dividend 23,000 By Balanceb/d 30,500
To Transferto General Reserve 10,200 By Funds from Operation 55,300
To Depreciation on Machinery 12,000 (Balancing Figure)
To Depreciation on Land and Building 10,000
To Balancec/d 30,600
85,800 85,800
(4) Dr. Land and Building A/c Cr.
Particulars 1QD Particulars 1QD
To Balanceb/d 200,000 [By Depreciation on Building 10,000
(Balancing Figure)
By Balance c/d 190,000
200,000 200,000




Cash Flow Statement

Particulars QD QD
Opening Cash and Bank Balance (1-4-2018) 500
¢ Funds from Operations 55,300
e Decrease In Stock 26,000
¢ Purchase of Stock 20,000
¢ Realization From Debtors (IQD 80,000 - IQD 64,200) 15,800
e Provision For Taxation 5,000
e Sale of Machinery 1,800 123,900
124,400
Less : Uses of Cash
Paymentof Bank Loan 70.000
" Payment of Dividend 23,000
Reduction in Sundry Creditor 14,800
|
Purchase of Machine For Cash 8,000 115,800
Closing Cash and Bank Balance (31-3-2019) 8,600

Exercise No. 2

The following are the Summarized Balance Sheet of M/S Ltd. as on 31-12-

2018 and 31-12-2019.

Liabilities 2018 1QD [2019 1QD |Assets 2018 IQD [2019 IQD
Share Capital 300,000 | 350,000 [Land & Building 250,000 | 240,000
General Reserve 50,000 60,000 Machinery 200,000 | 209,000
Profit & Loss 40,000 32,000 [Stock 100,000 | 74,000
Bank Loan (Long-
term) 70,000 ) Debtors 80,000 60,000
Sundry Creditors 150,000 | 131,000 (Cash 10.000 2,000
Provision for
Taxation 30,000 35,000 Bank - 8,000
Goodwill - 15,000
640,000 | 608,000 640,000 | 608,000

Additional Information :
During the year ended 31-12-2019.
1. Dividend of IQD 30,000 was paid.

2. Assets of another company were purchased for a consideration of IQD

50,000 payable in shares. The following Assets were purchased Stock IQD
20,000;Goodwill 1QD 15,000. Machinery 15,000.

3. Machinery was further purchased for IQD 10,000.

4. Depreciation written off of machinery IQD 2,000.

5. Income Tax provided during the year was IQD 33,000.
6. Loss on sale of Machinery |

Required :prepare the Cas

D 1,000 was written-off to General Reserve.
Flow Statement.




Solution :

Working Notes:

(1) Dr. Machinery Alc Cr.
Particulars 1QD Particulars QD
To Balanceb/d 200,000 By Depreciation 2,000
rTo Share Capital (purchase by
issue of share) 15,000 By GeneralReserve (lossonsale)| 1,000
To Bank (purchase) 10,000 By Bank (balancingfigure) 13,000
By Balancec/d 209,000
225,000 225,000
(2) Dr. Adjusted Profit & Loss Alc Cr.
Particulars 1QD Particulars QD
To Dividend 30,000 [ByBalanceb/d 40,000
To Depreciation on Building 10,000 [By FundsfromOperations 45000
To Transfer to General Reserve 11,000
To Depreciation on Machinery 2,000
To Balancec/d 32,000
85,000 85,000
(3) Dr. General Reserve A/c Cr.
Particulars [o]») Particulars 1QD
To Machinery A/c 1,000 [ByBalanceb/d 50,000
To Balancec/d 60,000 [ByP & LA/c (Balancing Figure)| 11,000
61,000 61,000
(4) Dr. Land and Building A/c Cr.
Particulars QD Particulars QD
To Balanceb/d 250,000 [ByDepreciation on Building 10,000
(Balancing Figure)
By Balancec/d 240,000
250,000 250,000




Books of M/S Ltd.
Cash Flow Statement for Year Ending 31-12-2018

| jao fao

Opening Cash Balance as on 2018 10,000

Add : Sources of Cash

¢ Sale of Machinery 13,000

¢ DecreaselIn Stock  (100000-74000) 26000

® Purchase of Stock 20000

¢ Decrease In Debtors (80000-60000) 20000

¢ Provision fortaxation (35000-30000) 5000

¢ Funds from Operations 45000 129000
139000

Less : Uses of Cash

Purchase of Machinery 10,000

Payment of Dividend 30,000

Bank - Loan Repaid 70,000

Decrease In Creditors 19,000 (129,000)

Closing Cash and Bank Balances

As on 31-12-2019 (IQD 2,000 + IQD 8,000) 10,000
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