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	What is the Statement of Cash Flows Direct Method?

The cash flow statement presented using the direct method is easy to read because it lists all of the major operating cash receipts and payments during the period by source. In other words, it lists where the cash inflows came from, usually customers, and where the cash outflows went, typically employees, vendors, etc.
After all of the sources are listed, the total cash payments are then subtracted from the cash receipts to compute the net cash flow from operating activities. Then the investing and financing activities added to arrive at the net cash increase or decrease. Let’s take a look at how this report is formatted and structured.
Here’s a list of the most common types of receipts and payments used in the direct method format:
	Receipts received from Customers
	Payments paid to Suppliers
	Payments paid to Employees
	Interest Payments
	Income Tax Payments

As you can see, listing these payments gives the financial statement user a great deal of information where receipts are coming from and where payments are going to. This is one of the main advantages of the direct method compared with the  indirect method . Investors, creditors, and management can actually see where the company is collecting funds from and whom it is paying funds to. The indirect method doesn’t list these types of details. That’s exactly why FASB recommends that all companies issue their statement of cash flows in the direct method.
The problem with this method is it’s difficult and time consuming to create. Most companies don’t record and store accounting and transactional information by customer, supplier, or vendor. Business events are recorded with income statement and balance sheet accounts like sales, materials, and inventory. It’s laborious for most companies to compile the information with this method.
For example, in order to figure out the receipts and payments from each source, you have to use a unique formula. The receipts from customers equals net sales for the period plus the beginning accounts receivable less the ending accounts receivable. Similarly the payments made to suppliers is calculated by adding the purchases, ending inventory, and beginning accounts payable then subtracting the beginning inventory and ending accounts payable.
Keep in mind that these formulas only work if accounts receivable is only used for credit sales and accounts payable is only used for credit account purchases. This is why most companies don’t issue this method. It’s difficult to gather the information.
Plus, the direct method also requires a reconciliation report be created to check the accuracy of the operating activities. The reconciliation itself is very similar to the indirect method of reporting operating activities. It stars with net income and adjusts non-cash transaction like depreciation and changes in balance sheet accounts. Since creating this reconciliation is about as much work as just preparing an indirect statement, most companies simply choose not to use the direct method.
I know what you are probably thinking. If you have to do an additional reconciliation, why is it called the direct method. It seems like a whole like more work. Well, it is. The reason why it’s called that has nothing to do with how much work is involved in preparing the report. It has to do with how the operating cash flows are derived. This method looks directly at the source of the cash flows and reports it on the statement. The indirect method, on the other hand, computes the operating cash flows by adjusting the current year’s net income for changes in balance sheet accounts.
This is the only difference between the direct and indirect methods. The investing and financing activities are reported exactly the same on both reports.
Let’s look at an example.
Here’s an example of a cash flow statement prepared using the direct method.

As you can see, all of the operating activities are clearly listed by their sources. This categorization does make it useful to read, but the costs of producing it for outweigh the benefits to the external users. This is why FASB has never made it a requirement to issue statements using this method.
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Here is a compilation of top three accounting problems on cash flow statement with its relevant solutions.
From the following summary of Cash Account of X Ltd., prepare Cash Flow Statement for the year ended 31st March 2007 in accordance with AS-3 using the direct method. The company does not have any cash equivalents.
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A cash flow statement tells you how much cash is entering and leaving your business in a given period. Along with balance sheets and income statements , it’s one of the three most important financial statements for managing your small business accounting and making sure you have enough cash to keep operating.
What's Bench?
I am the text that will be copied.
First, let’s take a closer look at what cash flow statements do for your business, and why they’re so important. Then, we’ll walk through an example cash flow statement, and show you how to create your own using a template.

What is a cash flow statement?
A cash flow statement is a regular financial statement telling you how much cash you have on hand for a specific period.
While income statements are excellent for showing you how much money you’ve spent and earned, they don’t necessarily tell you how much cash you have on hand for a specific period of time.
If you use accrual basis accounting, income and expenses are recorded when they are earned or incurred—not when the money actually leaves or enters your bank accounts. (The cash accounting method only records money once you have it on hand. Learn more about the cash vs. accrual basis systems of accounting.)
So, even if you see income reported on your income statement, you may not have the cash from that income on hand. The cash flow statement makes adjustments to the information recorded on your income statement, so you see your net cash flow—the precise amount of cash you have on hand for that time period.
For example, depreciation is recorded as a monthly expense. However, you’ve already paid cash for the asset you’re depreciating; you record it on a monthly basis in order to see how much it costs you to have the asset each month over the course of its useful life. But cash isn’t literally leaving your bank account every month.
The cash flow statement takes that monthly expense and reverses it—so you see how much cash you have on hand in reality, not how much you’ve spent in theory.
Why do you need cash flow statements?
So long as you use accrual accounting, cash flow statements are an essential part of financial analysis for three reasons:
	They show your liquidity . That means you know exactly how much operating cash flow you have in case you need to use it. So you know what you can afford, and what you can’t.
	They show you changes in assets, liabilities, and equity in the forms of cash outflows, cash inflows, and cash being held. Those three categories are the core of your business accounting. Together, they form the accounting equation that lets you measure your performance.
	They let you predict future cash flows . You can use cash flow statements to create cash flow projections , so you can plan for how much liquidity your business will have in the future. That’s important for making long-term business plans.

On top of that, if you plan on securing a loan or line of credit, you’ll need up-to-date cash flow statements to apply.
Negative cash flow vs. positive cash flow
When your cash flow statement shows a negative number at the bottom, that means you lost cash during the accounting period—you have negative cash flow. It’s important to remember that long-term, negative cash flow isn’t always a bad thing. For example, early stage businesses need to track their burn rate as they try to become profitable.
When you have a positive number at the bottom of your statement, you’ve got positive cash flow for the month. Keep in mind, positive cash flow isn’t always a good thing in the long term. While it gives you more liquidity now, there are negative reasons you may have that money—for instance, by taking on a large loan to bail out your failing business. Positive cash flow isn’t always positive overall.
Where do cash flow statements come from?
If you do your own bookkeeping in Excel , you can calculate cash flow statements each month based on the information on your income statements and balance sheets. If you use accounting software , it can create cash flow statements based on the information you’ve already entered in the general ledger .
Keep in mind, with both those methods, your cash flow statement is only accurate so long as the rest of your bookkeeping is accurate too. The most surefire way to know how much working capital you have is to hire a bookkeeper . They’ll make sure everything adds up, so your cash flow statement always gives you an accurate picture of your company’s financial health.
Statements of cash flow using the direct and indirect methods
In order to figure out your company’s cash flow, you can take one of two routes: The direct method, and the indirect method. While generally accepted accounting principles (US GAAP) approve both, the indirect method is typically preferred by small businesses.
The direct method of calculating cash flow
Using the direct method, you keep a record of cash as it enters and leaves your business, then use that information at the end of the month to prepare a statement of cash flow.
The direct method takes more legwork and organization than the indirect method—you need to produce and track cash receipts for every cash transaction. For that reason, smaller businesses typically prefer the indirect method.
Also worth mentioning: Even if you record cash flows in real time with the direct method, you’ll also need to use the indirect method to reconcile your statement of cash flows with your income statement. So, you can usually expect the direct method to take longer than the indirect method.
The indirect method of calculating cash flow
With the indirect method, you look at the transactions recorded on your income statement, then reverse some of them in order to see your working capital. You’re selectively backtracking your income statement in order to eliminate transactions that don’t show the movement of cash.
Since it’s simpler than the direct method, many small businesses prefer this approach. Also, when using the indirect method, you do not have to go back and reconcile your statements with the direct method.
In our examples below, we’ll use the indirect method of calculating cash flow.
How the cash flow statement works with the income statement and the balance sheet
You use information from your income statement and your balance sheet to create your cash flow statement. The income statement lets you know how money entered and left your business, while the balance sheet shows how those transactions affect different accounts—like accounts receivable , inventory, and accounts payable .
So, the process of producing financial statements for your business goes:
Income Statement + Balance Sheet = Cash Flow Statement
Example of a cash flow statement
Now that we’ve got a sense of what a statement of cash flows does and, broadly, how it’s created, let’s check out an example.

There’s a fair amount to unpack here. But here’s what you need to know to get a rough idea of what this cash flow statement is doing.
	Red dollar amounts decrease cash. For instance, when we see ($30,000) next to “Increase in inventory,” it means inventory increased by $30,000 on the balance sheet. We bought $30,000 worth of inventory, so our cash balance decreased by that amount.
	Black dollar amounts increase cash. For example, when we see $20,000 next to “Depreciation,” that $20,000 is an expense on the income statement, but depreciation doesn’t actually decrease cash. So we add it back to net income.

You’ll also notice that the statement of cash flows is broken down into three sections—Cash Flow from Operating Activities, Cash Flow from Investing Activities, and Cash Flow from Financing Activities. Let’s look at what each section of the cash flow statement does.
The three sections of a cash flow statement
These three activities sections of the statement of cash flows designate the different ways cash can enter and leave your business.
	Cash Flow from Operating Activities is cash earned or spent in the course of regular business activity—the main way your business makes money, by selling products or services.
	Cash Flow from Investing Activities is cash earned or spent from investments your company makes, such as purchasing equipment or investing in other companies.
	Cash Flow from Financing Activities is cash earned or spent in the course of financing your company with loans, lines of credit, or owner’s equity .

Using the cash flow statement example above, here’s a more detailed look at what each section does, and what it means for your business.
Cash Flow from Operating Activities
For most small businesses, Operating Activities will include most of your cash flow. That’s because operating activities are what you do to get revenue. If you run a pizza shop, it’s the cash you spend on ingredients and labor, and the cash you earn from selling pies. If you’re a registered massage therapist , Operating Activities is where you see your earned cash from giving massages, and the cash you spend on rent and utilities.
Cash Flow from Operating Activities in our example
Taking another look at this section, let’s break it down line by line.
Net income is the total income, after expenses, for the month. We get this from the income statement.
Depreciation is recorded as a $20,000 expense on the income statement. Here, it’s listed as income. Since no cash actually left our hands, we’re adding that $20,000 back to cash on hand.
Increase in Accounts Payable is recorded as a $10,000 expense on the income statement. That’s money we owe—in this case, let’s say it’s paying contractors to build a new goat pen. Since we owe the money, but haven’t actually paid it, we add that amount back to the cash on hand.
Increase in Accounts Receivable is recorded as a $20,000 growth in accounts receivable on the income statement. That’s money we’ve charged clients—but we haven’t actually been paid yet. Even though the money we’ve charged is an asset, it isn’t cold hard cash. So we deduct that $20,000 from cash on hand.
Increase in Inventory is recorded as a $30,000 growth in inventory on the balance sheet. That means we’ve paid $30,000 cash to get $30,000 worth of inventory. Inventory is an asset, but it isn’t cash—we can’t spend it. So we deduct the $30,000 from cash on hand.
Net Cash from Operating Activities , after we’ve made all the changes above, comes out to $40,000.
Meaning, even though our business earned $60,000 in October (as reported on our income statement), we only actually received $40,000 in cash from operating activities.
Cash Flow from Investing Activities
This section covers investments your company has made—by purchasing equipment, real estate, land, or easily liquidated financial products referred to as “cash equivalents.” When you spend cash on an investment, that cash gets converted to an asset of equal value.
If you buy a $10,000 mower for your landscaping company, you lose $10,000 cash and get a $10,000 mower. If you buy a $140,000 retail space, you lose $140,000 cash and get a $140,000 retail space.
Under Cash Flow from Investing Activities, we reverse those investments, removing the cash on hand. They have cash value, but they aren’t the same as cash—and the only asset we’re interested in, in this context, is currency.
For small businesses, Cash Flow from Investing Activities usually won’t make up the majority of cash flow for your company. But it still needs to be reconciled, since it affects your working capital.
Cash Flow from Investing Activities in our example
Purchase of Equipment is recorded as a new $5,000 asset on our income statement. It’s an asset, not cash—so, with ($5,000) on the cash flow statement, we deduct $5,000 from cash on hand.
Cash Flow from Financing Activities
This section covers revenue earned or assets spent on Financing Activities. When you pay off part of your loan or line of credit, money leaves your bank accounts. When you tap your line of credit, get a loan, or bring on a new investor, you receive cash in your accounts.
Cash Flow from Financing Activities in our example
Notes payable is recorded as a $7,500 liability on the balance sheet. Since we received proceeds from the loan, we record it as a $7,500 increase to cash on hand.
Cash flow for the month
At the bottom of our cash flow statement, we see our total cash flow for the month: $42,500.
Even though our net income listed at the top of the cash flow statement (and taken from our income statement) was $60,000, we only received $42,500.
That’s $42,500 we can spend right now, if need be. If we only looked at our net income, we might believe we had $60,000 cash on hand. In that case, we wouldn’t truly know what we had to work with—and we’d run the risk of overspending, budgeting incorrectly, or misrepresenting our liquidity to loan officers or business partners.
Using a cash flow statement template
Do your own bookkeeping using spreadsheets? In that case, using a cash flow statement template will save you time and energy.
Our Free Cash Flow Statement Template is easy to download and simple to use.
How to track cash flow using the indirect method
Four simple rules to remember as you create your cash flow statement:
	Transactions that show an increase in assets result in a decrease in cash flow.
	Transactions that show a decrease in assets result in an increase in cash flow.
	Transactions that show an increase in liabilities result in an increase in cash flow.
	Transactions that show a decrease in liabilities result in a decrease in cash flow.

If you’ve already gone through the example statement above and you feel like you have a pretty good grasp of how to create a cash flow statement, go ahead and start experimenting with our Free Income Statement Template and Free Cash Flow Template .
But if you’d like to get a clearer idea of how it all works, this quick example should help.
Creating a cash flow statement from your income statement and balance sheet
Let’s say we’re creating a cash flow statement for Greg’s Popsicle Stand for July 2019.
Our income statement looks like this:

Note: For the sake of simplicity, this example omits income tax.
And our balance sheet looks like this:

Remember the four rules for converting information from an income statement to a cash flow statement? Let’s use them to create our cash flow statement.

Our net income for the month on the income statement is $3,500 — that stays the same, since it’s a total amount, not a specific account.
Additions to Cash
	Depreciation is included in expenses for the month, but it didn’t actually impact cash, so we add that back to cash.
	Accounts payable increased by $5,500. That’s a liability on the balance sheet, but the cash wasn’t actually paid out for those expenses, so we add them back to cash as well.

Decreases to Cash
	Accounts receivable increased by $4,000. That’s an asset recorded on the balance sheet, but we didn’t actually receive the cash, so we remove it from cash on hand.

Our net cash flow from operating activities adds up to $5,500.
Greg purchased $5,000 of equipment during this accounting period, so he spent $5,000 of cash on investing activities.
Greg didn’t invest any additional money in the business, take out a new loan, or make cash payments towards any existing debt during this accounting period, so there are no cash flows from financing activities.
Cash Flow for Month Ending July 31, 2019 is $500, once we crunch all the numbers. Greg started the accounting period with $5,500 in cash. After accounting for all of the additions and subtractions to cash, he has $6,000 at the end of the period.
Cash flow statements are powerful financial reports, so long as they’re used in tandem with income statements and balance sheets. See how all three financial statements work together.
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Cash flows from operating activities
Cash flows from operating activities show the net amount of cash received or disbursed during a given period for items that normally appear on the income statement. You can calculate these cash flows using either the direct or indirect method. The direct method deducts from cash sales only those operating expenses that consumed cash. This method converts each item on the income statement directly to a cash basis. Alternatively, the indirect method starts with accrual basis net income and indirectly adjusts net income for items that affected reported net income but did not involve cash.
The Statement of Financial Accounting Standards No. 95 encourages use of the direct method but permits use of the indirect method. Whenever given a choice between the indirect and direct methods in similar situations, accountants choose the indirect method almost exclusively. The American Institute of Certified Public Accountants reports that approximately 98% of all companies choose the indirect method of cash flows.
The direct method converts each item on the income statement to a cash basis. For instance, assume that sales are stated at $100,000 on an accrual basis. If accounts receivable increased by $5,000, cash collections from customers would be $95,000, calculated as $100,000 – $5,000. The direct method also converts all remaining items on the income statement to a cash basis.
The indirect method adjusts net income (rather than adjusting individual items in the income statement) for (1) changes in current assets (other than cash) and current liabilities, and (2) items that were included in net income but did not affect cash.
The most common example of an operating expense that does not affect cash is depreciation expense. The journal entry to record depreciation debits an expense account and credits an accumulated depreciation account. This transaction has no effect on cash and, therefore, should not be included when measuring cash from operations. Because accountants deduct depreciation in computing net income, net income understates cash from operations. Under the indirect method, since net income is a starting point in measuring cash flows from operating activities, depreciation expense must be added back to net income.
Consider the following example. Company A had net income for the year of $20,000 after deducting depreciation of $10,000, yielding $30,000 of positive cash flows. Thus, Company A had $30,000 of positive cash flows from operating activities. Company B had a net loss for the year of $4,000 but after deducting $10,000 of depreciation, it had $6,000 of positive cash flows from operating activities, as shown here:
Companies may add other expenses and losses back to net income because they do not actually use company cash in addition to depreciation. The items added back include amounts of depletion that were expensed, amortization of intangible assets such as patents and goodwill, and losses from disposals of long term assets or retirement of debt.
To illustrate the add back of losses from disposals of noncurrent assets, assume that Quick Company sold a piece of equipment for $6,000. The equipment had cost $10,000 and had accumulated depreciation of $3,000. The book value of the equipment is $7,000 and we received $6,000 cash for the equipment. The cash would be reported in the investing section since equipment is a long term asset. The difference between our book value $7,000 and the cash received $6,000 is the loss of $1,000 which represents receiving less than it is worth but does not equal cash. The journal entry to record the sale is:
Although Quick deducted the loss of $1,000 in calculating net income, it recognized the total $ 6,000 effect on cash (which reflects the $1,000 loss) as resulting from an investing activity. Thus, Quick must add the loss back to net income in converting net income to cash flows from operating activities to avoid double-counting the loss.
The same process would apply to gains on sales of long term assets or retirement of debt since the cash will be accounted for in later cash flow sections we want to remove the effect from net income so any gains will be subtracted from net income.
To illustrate why we deduct the gain on the disposal of a noncurrent asset from net income, assume that Quick sold the equipment just mentioned for $9,000. The journal entry to record the sale is:
Quick shows the $9,000 inflow from the sale of the equipment on its statement of cash flows as a cash inflow from investing activities. Thus, it has already recognized the total $9,000 effect on cash (including the $2,000 gain) as resulting from an investing activity. Since the $2,000 gain is also included in calculating net income, Quick must deduct the gain in converting net income to cash flows from operating activities to avoid double-counting the gain.
As a general rule, an increase in a current asset (other than cash) decreases cash inflow or increases cash outflow. Thus, when accounts receivable increases, sales revenue on a cash basis decreases (some customers who bought merchandise have not yet paid for it). When inventory increases, cost of goods sold on a cash basis increases (increasing cash outflow). When a prepaid expense increases, the related operating expense on a cash basis increases. (For example, a company not only paid for insurance expense but also paid cash to increase prepaid insurance.) The effect on cash flows is just the opposite for decreases in these other current assets. Why do we not include cash? The purpose of our cash flow is to reconcile cash so we will use the figure later.
An increase in a current liability increases cash inflow or decreases cash outflow. Thus, when accounts payable increases, cost of goods sold on a cash basis decreases (instead of paying cash, the purchase was made on credit). When an accrued liability (such as salaries payable) increases, the related operating expense (salaries expense) on a cash basis decreases. (For example, the company incurred more salaries than it paid.) Decreases in current liabilities have just the opposite effect on cash flows. A short term notes payable from a bank would be treated as a financing activity and not an operating activity.
Watch the following video example:

A YouTube element has been excluded from this version of the text. You can view it online here: pb.libretexts.org/llfinancialaccounting/?p=296
To summarize, the indirect method for calculating the operating activities of a statement of cash flows includes:
	Accounting Principles: A Business Perspective. Authored by : James Don Edwards, University of Georgia & Roger H. Hermanson, Georgia State University. Provided by : Endeavour International Corporation. Project : The Global Text Project. License : CC BY: Attribution
	Statement of Cash Flows: Operating Activities Example - Financial Accounting . Authored by : Brian Routh TheAccountingDr. Located at : https://youtu.be/Kh1dLLKn4fU . License : All Rights Reserved . License Terms : Standard YouTube License
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Spend just a few moments reviewing the preceding balance sheet, statement of retained earnings, and income statement for Emerson Corporation. Then, examine the following statement of cash flows. Everything within this cash flow statement is derived from the data and additional comments presented for Emerson. The tan bar on the left is not part of the statement; it is to facilitate the “line by line” explanation that follows.

Operating Activities
Notice that Line 01 appears as follows:

Emerson’s customers paid $3,000,000 in cash. Emerson’s information system could be sufficiently robust that a “database query” could produce this number. On the other hand, one can infer this amount by reference to sales and receivables data found on the income statement and balance sheet:
Cash Received From Customers
Total sales minus the increase in net receivables (or, plus a decrease in net receivables), $3,250,000 – ($850,000 – $600,000).
Accounts receivable increased by $250,000 during the year ($850,000 – $600,000). This means that of the total sales of $3,250,000, a net $250,000 went uncollected. Thus, cash received from customers was $3,000,000. If net receivables had decreased, cash collected would have exceeded sales.

Emerson paid $1,050,000 of cash for inventory. Bear in mind that cost of goods sold is the dollar amount of inventory sold. But, the amount of inventory actually purchased will be less than this amount if inventory on the balance sheet decreased. This would mean that some of the cost of goods sold came from existing stock on hand rather than having all been purchased during the year. On the other hand, purchases would be greater than cost of goods sold if inventory increased.
Inventory Purchased
Cost of goods sold minus the decrease in inventory (or, plus an increase in inventory), $1,160,000 – ($220,000 – $180,000).
Inventory purchased is only the starting point for determining cash paid for inventory. Inventory purchased must be adjusted for the portion that was purchased on credit. Notice that Emerson’s accounts payable increased by $70,000 ($270,000 – $200,000). This means that cash paid for inventory purchases was $70,000 less than total inventory purchased:
Cash Paid for Inventory
Inventory purchased minus the increase in accounts payable (or, plus a decrease in accounts payable), $1,120,000 – ($270,000 – $200,000).

Emerson paid $480,000 of cash for wages during the year. Emerson’s payroll records would indicate the amount of cash paid for wages, but this number can also be determined by reference to wages expense in the income statement and wages payable on the balance sheet:
Cash Paid for Wages
Wages expense plus the decrease in wages payable (or, minus an increase in wages payable), $450,000 + ($50,000 – $20,000).
Emerson not only paid out enough cash to cover wages expense, but an additional $30,000 as reflected by the overall decrease in wages payable. If wages payable had increased, the cash paid would have been less than wages expense.

Emerson’s cash payments for these items equaled the amount of expense in the income statement. Had there been related balance sheet accounts (e.g., interest payable, taxes payable, etc.), then the expense amounts would need to be adjusted in a manner similar to that illustrated for wages.
Overall, operations generated net positive cash flows of $800,000. Notice that two items within the income statement were not listed in the operating activities section of the cash flow statement:
	Depreciation is not an operating cash flow item. It is a noncash expense. Remember that depreciation is recorded via a debit to Depreciation Expense and a credit to Accumulated Depreciation. No cash is impacted by this entry (the “investing” cash outflow occurred when the asset was purchased), and
	The gain on sale of land in the income statement does not appear in the operating cash flows section. While the land sale may have produced cash, the entire proceeds will be listed in the investing activities section; it is a “nonoperating” item.

Investing Activities
The next major section of the cash flow statement is the cash flows from investing activities. This section can include both inflows and outflows related to investment-related transactions. Emerson Corporation had one example of each; a cash inflow from sale of land, and a cash outflow for the purchase of equipment. The sale of land requires some thoughtful analysis. Notice that the statement of cash flows for Emerson reports the following line item:

This line item reports that $750,000 of cash was received from the sale of land during the year. In actuality, it would be possible to look up this transaction in the company’s journal. The journal entry would appear as follows:

But, it is not necessary to refer to the journal. Notice that land on the balance sheet decreased by $600,000 ($1,400,000 – $800,000), and that the income statement included a $150,000 gain. Applying a little “forensic” accounting allows one to deduce that $600,000 in land was sold for $750,000, to produce the $150,000 gain.

Emerson purchased equipment for $150,000 during the year. Notice that equipment on the balance sheet increased by $150,000 ($1,050,000 – $900,000). One could confirm that this was a cash purchase by reference to the journal; such is assumed in this case.
Financing Activities

This line reveals that $80,000 was received from issuing common stock. This cash inflow is suggested by the $10,000 increase in common stock ($910,000 – $900,000) and $70,000 increase in additional paid-in capital ($370,000 – $300,000).

The statement of retained earnings reveals that Emerson declared $50,000 in dividends. Since there is no dividend payable on the balance sheet, one can assume that all of the dividends were paid.

The balance sheet reveals a $900,000 decrease in long-term debt ($1,800,000 – $900,000). This represented a significant use of cash.
Cash Flow Recap

Emerson had a $530,000 increase in cash during the year ($800,000 from positive operating cash flow, $600,000 from positive investing cash flow, and $870,000 from negative financing cash flow). This change in cash is confirmed by reference to the beginning and ending cash balances.
Noncash Investing/Financing Activities

The noncash investing and financing section reports that preferred stock was issued for a building.  
Reconciliation
The statement of cash flows just presented is known as the direct approach . It is so named because the cash items entering into the determination of operating cash flow are specifically identified. In many respects, this presentation of operating cash flows resembles a cash basis income statement.
An acceptable alternative is the “indirect” approach. Before moving on to the indirect approach, be aware that companies using the direct approach must supplement the cash flow statement with a reconciliation of income to cash from operations. This reconciliation may be found in notes accompanying the financial statements:

Notice that this reconciliation starts with the net income, and adjusts to the $800,000 net cash from operations. Some explanation may prove helpful:
	Depreciation is added back to net income, because it reduced income but did not consume any cash.
	Gain on sale of land is subtracted, because it increased income, but is not related to operations (remember, it is an investing item and the “gain” is not the sales price).
	Increase in accounts receivable is subtracted, because it represents uncollected sales included in income.
	Decrease in inventory is added, because it represents cost of sales from existing inventory (not a new cash purchase).
	Increase in accounts payable is added, because it represents expenses not paid.
	Decrease in wages payable is subtracted, because it represents a cash payment for something expensed in an earlier period.

This can become rather confusing. Most can probably see why depreciation is added back. But, the gain may be fuzzy. It must be subtracted because one is trying to remove it from the operating number; it increased net income, but it is viewed as something other than operating, and that is why it is backed out. Conversely, a loss on such a transaction would be added. Remember, the full proceeds of an asset sale are reported within investing activities, regardless of whether the sale produced a gain or loss.
The following drawing is useful in simplifying consideration of how changes in current assets and current liabilities result in reconciliations of net income to operating cash flows. Begin by thinking about a reconciling item that is fairly easy to grasp. Emerson’s accounts receivable increased on the balance sheet, but the amount of the increase was subtracted in the reconciliation (again, this increase reflects sales not yet collected in cash, and thus the subtracting effect). In the drawing below, consider that accounts receivable is a current asset, and it increased. This condition relates to the upper left quadrant; hence the increase is shown as “subtracted.”

With the drawing in mind, it becomes a simple matter that all increasing current assets result in subtractions in the reconciliation. This relationship is inverse for current liabilities, as shown in the upper right quadrant of the drawing. Similarly, these relationships are inverse for account decreases as shown in the bottom half of the drawing. With the drawing in mind, it becomes a simple matter to examine changes in specific current accounts to determine whether they are generally added or subtracted in the reconciliation of net income to cash flows from operating activities. Using the Emerson example:
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These problems will help students clarify key concepts about cash flow statements and to ready themselves for their exams and interviews.
From the summarized cash book of Zenith Ltd. shown below, calculate net cash flow from operating activities .

From the following profit and loss account of Samarth Ltd., calculate net cash flows from operating activities.

From the following information extracted from the book of Max Ltd. for the year 2019-20, calculate net cash flow from investing activities .

Additional information is given as follows:
	Depreciation charged on furniture during the year was $10,000
	Depreciation on machinery charged during the year was $25,000
	Machinery, the book value of which was $80,000, sold for $75,000
	Land was sold at a profit of $90,000


Note: $190,000 indicates cash outflows are more than inflows.
Working Notes

You received the following information from Hema Enterprises Pvt. Ltd. Calculate the net cash flow from investing activities.

Information relating to assets sold during the year 2020 is given as follows:
	Furniture costing $100,000 (accumulated depreciation $20,000) was sold for $70,000
	Machinery costing $100,000 (accumulated depreciation $30,000) was sold for $80,000


Note: Cash outflows are more than cash inflows ($410,000).

From the following information acquired from Tarapoore Ltd., calculate net cash flows from financing activities for the year 2019-20.

Note: Interest on debentures paid during the year was $30,000 and on bank loan $40,000.

Base Ltd. provides the following information to you. Calculate net cash flows from financing activities for the year 2019-20.

Further information is given as follows:
	The company issued 5,000 bonus shares during 2019-20 to shareholders at face value
	Interest on debentures paid, in total, during the year was $60,000
	Interest on bank loan paid during the year was $25,000
	Dividends paid during the year amounted to $120,000


You can also check:
	Cash Flow Statement MCQs
	Cash Flow Statement Short Questions Q&A
	Cash Flow Statement: Fill In the Blanks

Cash Flow Statement: Practical Problems and Solutions FAQs
What is a cash flow statement.
The Cash Flow statement is an integral part of the Financial Statements. It shows the amount and timing of money in and outflows, i.E., Cash received and paid to suppliers, employees, investors, etc. It also shows changes in the balance sheet (other than equity). The Cash Flow statement reports how much cash was generated or used by the firm, not how much profit was made.
What are the three types of Cash Flows?
There are three Cash Flow types that companies should track and analyze to determine the liquidity and solvency of the business: Cash Flow from operating activities, Cash Flow from investing activities, and Cash Flow from financing activities.
What is the purpose of the Cash Flow statement?
The Cash Flow statement tells you how your company got its cash balance at the beginning of the period compared to the end.
What are the two ways to prepare Cash Flow statements?
There are two ways to prepare a Cash Flow statement: the direct method and the indirect method.
What is the most important part of the Cash Flow statement?
The most important part of a Cash Flow statement is net incom, because it shows how much money a company earned during a given period.
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Ask a Financial Professional Any Question
We use cookies to ensure that we give you the best experience on our website. If you continue to use this site we will assume that you are happy with it.
At Finance Strategists, we partner with financial experts to ensure the accuracy of our financial content.
Our team of reviewers are established professionals with decades of experience in areas of personal finance and hold many advanced degrees and certifications.
They regularly contribute to top tier financial publications, such as The Wall Street Journal, U.S. News & World Report, Reuters, Morning Star, Yahoo Finance, Bloomberg, Marketwatch, Investopedia, TheStreet.com, Motley Fool, CNBC, and many others.
This team of experts helps Finance Strategists maintain the highest level of accuracy and professionalism possible.
Why You Can Trust Finance Strategists
Finance Strategists is a leading financial education organization that connects people with financial professionals, priding itself on providing accurate and reliable financial information to millions of readers each year.
We follow strict ethical journalism practices, which includes presenting unbiased information and citing reliable, attributed resources.
Our goal is to deliver the most understandable and comprehensive explanations of financial topics using simple writing complemented by helpful graphics and animation videos.
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Step 1 of 3, create a free account and ask any financial question.
Ask a question about your financial situation providing as much detail as possible. Your information is kept secure and not shared unless you specify.

Step 2 of 3
Our team will connect you with a vetted, trusted professional.
Someone on our team will connect you with a financial professional in our network holding the correct designation and expertise.

Step 3 of 3
Get your questions answered and book a free call if necessary.
A financial professional will offer guidance based on the information provided and offer a no-obligation call to better understand your situation.

Ask Any Financial Question
Where should we send your answer.

Question Submitted
We need just a bit more info from you to direct your question to the right person.
Tell Us More About Yourself
Is there any other context you can provide.
Pro tip: Professionals are more likely to answer questions when background and context is given. The more details you provide, the faster and more thorough reply you'll receive.
What is your age?
Are you married, do you own your home.
	Owned outright
	Owned with a mortgage

Do you have any children under 18?
	Yes, 3 or more

What is the approximate value of your cash savings and other investments?
	$50k - $250k
	$250k - $1m

Pro tip: A portfolio often becomes more complicated when it has more investable assets. Please answer this question to help us connect you with the right professional.
Would you prefer to work with a financial professional remotely or in-person?
	I would prefer remote (video call, etc.)
	I would prefer in-person
	I don't mind, either are fine


What's your zip code?
	I'm not in the U.S.


Almost Done!
Finish your free account setup.
Your privacy is a top priority. We never sell your information or disclose it to 3rd parties.
Submit to get your retirement-readiness report.
A financial professional will be in touch to help you shortly.

Part 1: Tell Us More About Yourself
Do you own a business, which activity is most important to you during retirement.
	Giving back / charity
	Spending time with family and friends
	Pursuing hobbies

Part 2: Your Current Nest Egg
Part 3: confidence going into retirement, how comfortable are you with investing.
	Very comfortable
	Somewhat comfortable
	Not comfortable at all

How confident are you in your long term financial plan?
	Very confident
	Somewhat confident
	Not confident / I don't have a plan

What is your risk tolerance?
How much are you saving for retirement each month.
	None currently
	Minimal: $50 - $200
	Steady Saver: $200 - $500
	Serious Planner: $500 - $1,000
	Aggressive Saver: $1,000+

How much will you need each month during retirement?
	Bare Necessities: $1,500 - $2,500
	Moderate Comfort: $2,500 - $3,500
	Comfortable Lifestyle: $3,500 - $5,500
	Affluent Living: $5,500 - $8,000
	Luxury Lifestyle: $8,000+

Part 4: Getting Your Retirement Ready
What is your current financial priority.
	Getting out of debt
	Growing my wealth
	Protecting my wealth

Do you already work with a financial advisor?
Which of these is most important for your financial advisor to have.
	Tax planning expertise
	Investment management expertise
	Estate planning expertise
	None of the above

Get In Touch With
Great the financial professional will get back to you soon., where should we send the downloadable file, great your downloadable file should be in your email soon..
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Direct Method: Complexities of Cash Flow Method of Accounting
Ariel Courage is an experienced editor, researcher, and former fact-checker. She has performed editing and fact-checking work for several leading finance publications, including The Motley Fool and Passport to Wall Street.

Investopedia / Michela Buttignol
What Is the Direct Method?
The direct method is one of two accounting treatments used to generate a cash flow statement . The statement of cash flows direct method uses actual cash inflows and outflows from the company's operations, instead of modifying the operating section from accrual accounting to a cash basis. Accrual accounting recognizes revenue when it is earned versus when the payment is received from a customer.
Conversely, the cash flow direct method measures only the cash that's been received, which is typically from customers and the cash payments or outflows, such as to suppliers. The inflows and outflows are netted to arrive at the cash flow. The direct method is also known as the income statement method.
Key Takeaways
	Cash flow from operations for a time period can be determined using either the direct or indirect method.
	The cash flow direct method determines changes in cash receipts and payments, which are reported in the cash flow from the operations section.
	The indirect method takes the net income generated in a period and adds or subtracts changes in the asset and liability accounts to determine the implied cash flow.
	The direct method for the statement of cash flows provides more detail about the operating cash flow accounts, although it's time-consuming.

The cash flow statement's direct method takes the actual cash inflows and outflows to determine the changes in cash over the period.
Understanding the Direct Method
The three main financial statements are the balance sheet, income statement, and cash flow statement . The cash flow statement is divided into three categories—cash flow from operating, cash flow from financing, and cash flow from investing activities. The cash flow statement can be prepared using either the direct or indirect method. The cash flow from financing and investing activities’ sections will be identical under both the indirect and direct method.
The indirect method for calculating cash flow from operations uses accrual accounting information, and it always begins with the net income from the income statement. The net income is then adjusted for changes in the asset and liability accounts on the balance sheet by adding to or subtracting from net income to derive the cash flow from operations.
Under the direct method, the only section of the statement of cash flows that will differ in the presentation is the cash flow from the operations section. The direct method lists the cash receipts and cash payments made during the accounting period. The cash outflows are subtracted from the cash inflows to calculate the net cash flow from operating activities, before the net cash from investing and financing activities are included to get the net cash increase or decrease in the company for that period of time.
Complexities of the Direct Method
The difficulty and time required to list all the cash disbursements and receipts—required for the direct method—makes the indirect method a preferred and more commonly used practice. Since most companies use the accrual method of accounting, business activities are recorded on the balance sheet and income statement consistent with this method. 
For example, a company using accrual accounting will report sales revenue on the income statement in the current period even if the sale was made on credit and cash has not yet been received from the customer. This same amount would also appear on the balance sheet in accounts receivable. Companies that use accrual accounting do not also collect and store transactional information per customer or supplier on a cash basis.
Another complexity of the direct method is that the FASB requires a business using the direct method to disclose the reconciliation of net income to the cash flow from operating activities that would have been reported if the indirect method had been used to prepare the statement. The reconciliation report is used to check the accuracy of the operating activities, and it is similar to the indirect report. The reconciliation report begins by listing the net income and adjusting it for non-cash transactions and changes in the balance sheet accounts. This added task makes the direct method unpopular among companies.
Direct Method Example
Examples of the direct method for the statement of cash flows included in the operations section include the following:
	Salaries paid to employees
	Cash paid to vendors and suppliers
	Cash collected from customers
	Interest income and dividends received
	Income tax paid and interest paid

A straightforward presentation of the cash flow from operations section using the direct method looks somewhat like this:
Listing out information this way provides the financial statement user with a more detailed view of where a company’s cash came from and how it was disbursed. For this reason, the Financial Accounting Standards Board (FASB) recommends companies use the direct method.
Although it has its disadvantages, the statement of cash flows direct method reports the direct sources of cash receipts and payments, which can be helpful to investors and creditors.
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Cash Flow Statement

As a requisite to your company’s financial reports and  financial statements , accountants must prepare a statement of cash flow to complement other financial statements that include the balance sheet and income statement. Cash flows record any and all possible amounts coming in and out of a company’s finances.
Simply put, the cash flow statement is a summary statement containing all cash movements within the company at a given time of the statement. You will find examples of cash flow statements here, all available for download. Simply click on the download button to access the file of your choice.
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Cash Flow Statement Sample

Personal Cash Flow Statements
Simple personal cash flow statement.

Size: 24 kB
Texas National Bank Personal Financial Statement

Size: 400 kB
Cash Flow Statement Module (PDF)
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Personal Monthly Cash Flow Statement
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Monthly Cash Flow Statements
Sample monthly statement.

Small Business Projected Monthly Cash Flow

Size: 10 kB
Statement of Cash Flows
The statement of cash flows form part of the financial statements submitted by a business. It depicts how cash flows in and out of the business or organization. It may either be issued via a monthly statement or annual statement. (A sample monthly cash flow statement can be seen above.)
Cash flow statements are generally used by business analysis in understanding trends in the business that are not immediately seen in other financial statements. Usually, analysts or investors look for the differences in terms of the cash coming into the company in terms of net profits from operations and the actual reported amounts in the cash flow statements.
Making a Cash Flow Statement
In making a cash flow statement for cash flows or any business statement of cash flows, vital information pertaining to cash flow items must be collected from operating activities, investing activities, and financing activities using two distinct methods.
	Cash collected from customers
	Received interests and dividends
	Cash payments made to employees and suppliers
	Paid interests and taxes
	Indirect Method – uses the company’s net profit or loss as reflected in the income statement or profit and loss statement of the company and uses those figures as basis to reach the amount of net cash provided by the operating activities.

Understanding Cash Flow Statements
Understanding cash flow statements (pdf).

Size: 234 kB
Understanding the Cash Flow Statement Sample (PDF)

Size: 159 kB
Bank Cash Flow Statements
Bank loan cash flow sample.

Size: 130 kB
Bank Statement Example

Free Bank Cash Flow Statement

Size: 11 kB
Inflow Sources for Cash Flow Statements
Cash coming in or out of a company has three general sources, as follows:
Cash generated from operational business activities can also be reflected in your income statement . Cash flow comes from net income and follows through to the reconciliation of non-cash items to cash items involved in the business operations. Items in this source include accounts payable, amortization, depreciation, and other prepaid items booked as revenue items without actual cash flow.
	The examples Restaurant Monthly Cash Flow Sample , Basic Personal Cash Flow , Understanding the Cash Flow Statement Sample , Personal Monthly Cash Flow , and indeed most of the examples on this page all show cash flow coming from operations.

Investments
This is the cash spent on acquiring property or equipment. Normally, movements from this source are results of strategic plans  or part of a work plan and are considered “cash in items” since the company invests in a new equipment or property. However, it is considered cashing in if the company decides to divest in an asset.
	The Annual Report Cash Flow , Basic Accounting , and Group Cash Flow Statement examples show this as one of the sources.

This comes from cash being used in business financing. Cash flows from this source generally involve amounts paid out in dividends and share buybacks. Meaning: financing activities include any issuance or repurchase of a company’s bonds or stocks with the inclusion of short- and long-term borrowing and repayments.
	The Sample Group Cash Flow , Small Business Cash Flow , Annual Report Cash Flow , and  Business Case Cash Flow  statement examples show sources of this type.

Business Cash Flow Statements
Small business cash flow.
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Business Plan Cash Flow Statement

Business Case Cash Flow Example
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Retail Business Cash Flow Forecast
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Basic Cash Flow Statement
Accounting cash flow statement (pdf).

Size: 156 kB
Basic Cash Flow Analysis and Budgeting Form

Size: 27 kB
Company Cash Flow Statements
Insurance company sample statement.

Size: 58 kB
Importance of a Cash Flow Statement
A company’s statement of cash flows is of vital importance as it serves as an immediate indication of how the business is doing. Investors often refer to the cash flow statement rather than the income statement of a company since it reflects the actual activities at the time of the statement. This is considered a major factor for any following  strategic plan .
Generally, investors would be looking at favorable conditions of cash coming in rather than cash going out. This would mean that the company is earning more than it is spending on operations or material assets.
Cash Flow from Financial Activities
Cash coming in or out of financial activities mentioned to prepare an income statement consists mainly of involvements with the company’s stocks or bonds or any activity involving borrowing and repayment from company finances.
Specific examples of such involve any and all of the following:
	Notes payable
	Bonds payable
	Deferred income taxes
	Preferred stocks
	Common stocks
	Paid-in capital excess of par-preferred stock
	Paid-in capital in excess of par-common stock
	Paid-in capital from treasury stock
	Retained earnings
	Treasury stocks

In more ways than one, cash flow statements (or “statement of cash flow”) of a company certainly can reflect the state or condition that company is in. Knowing how to react to these indications would greatly help in future decisions of the company and of its investors.
Free Cash Flow Statements
Free cash flow income statement public standard (pdf).

Size: 178 kB
Restaurant Cash Flow Statements
Restaurant monthly cash flow sample.

Free Statement of Cash Flows with Restaurant Example (PDF Chapter)

Size: 338 kB
Group Cash Flow Statements
Sample group cash flow.

Size: 37 kB
Group Statement in PDF

Annual Cash Flow Statements
Annual report cash flow statement by division.

Annual Property Cash Flow Example

Positive Cash Flow
Positive cash flow happens when cash flowing into the business (“cash inflows”) are greater than the cash going out (“cash outflows”) in a particular time period as reflected on the income statement or indeed any financial statements. That would mean that the company is able to settle debts, return money to shareholders, pay operational expenses, and such.
Positive cash flows reflected on your business statements don’t necessarily mean you are profitable. It may also be, for example, that the company is having sales but has not yet accounted for future expenses on delivery and shipping charges. An important note to be taken into consideration in any strategic plan.
Negative cash flow, on the other hand, is the opposite; meaning outflow of cash is greater than what is coming in. Some companies have positive cash flows at the start resulting from outright sales of products but somehow end up having negative cash flows when costs for operation are deducted (bill payments, etc.).
In the long run, having a positive cash flow to read a income statement certainly is an indicator of a profitable business. Companies that are able to manage their cash flows properly even though they seem unprofitable would stay longer in business compared to businesses that are outright profitable at the start but are unable to pay bills and expenses when they are due.
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Short Questions for NCERT Accountancy Solutions Part 2 Class 12 Chapter 6
1. What is a cash flow statement?
A financial statement that represents the inflow and outflow of cash and cash equivalents of a company is called a cash flow statement. It shows how well a company can manage its cash position and generates enough cash to pay the obligations in the form of debt and also run the operational expenses.
2. How are the various activities classified (as per AS-3 revised) while preparing the cash flow statement?
Three types of activities are defined, and they are as follows:
1. Operating Activities
2. Financing Activities
3. Investing Activities
3. State the uses of the cash flow statement.
The following are the uses of the cash flow statement:
i. Useful for evaluating the cash position of a firm
ii. Helpful in finding deficiencies and variations in firms’ performance which helps in effective decision making
iii. It helps in the assessment of the liquidity of a company
iv. It analyses cash receipts and payments from the various activities of a company and helps in short-term planning
v. It helps in segregating cash flows obtained from the various activities of the business
vi. It helps in providing decisions about the distribution of profit.
vii. It is useful for short-term financial analysis
4. What are the objectives of preparing a cash flow statement?
The following are the objectives of preparing a cash flow statement:
i. To determine the inflow and outflow of cash and the cash equivalents obtained from different kinds of activities.
ii. To seek out various reasons responsible for the change in cash balances during the accounting period
iii. It helps in depicting the position of the company in terms of liquidity and solvency
iv. It also helps in determining the requirement and the corresponding availability of cash for business in future.
5. State the meaning of the terms: Cash Equivalents, Cash flows.
Cash equivalents are investments that are highly liquid in nature and do not change value easily. Cash equivalents are essential for managing short-term cash requirements or any such investments. For example, treasury bills.
Cash Flows: It is the inflow and outflow of cash and cash equivalents. Cash inflows boost cash balance, and cash outflow has a negative impact on cash balance
6. Prepare a format of cash flow from operating activities under the indirect method.
The format is as follows:

7. State clearly what would constitute the operating activities for each of the following enterprises:
(ii) Film production house
(iii) Financial enterprise
(iv) Media enterprise
(v) Steel manufacturing unit
(vi) Software development business unit.
1. Receipts obtained from the sale of goods to customers
2. Customer stay, payments of wages and salaries, food items, and electricity are operating activities
(ii)  Film Production House:
1. Receipts obtained from the selling of film rights to distributors
2. Payment provided to actors, actresses, directors and other employees
(iii) Financial Enterprises:
1. Receipts obtained from loan repayments and interest received from investments
2. Salary for employees, expenditure incurred for recovering loans, loan repayment etc.
( iv) Media Enterprises:
1. Receipts that are obtained from various advertisements
2. Payments made to photographers, employees and reporters
(v) Steel Manufacturing Unit:
1. Receipts obtained from the sale of steel rods, castings and sheets
2. Payments made for purchasing iron, coal and salaries to staff
(vi) Software Development Business Unit:
1. Receipts obtained for software sales and license renewal
2. Payments towards salaries of employees
8. “The nature/type of enterprise can change altogether the category into which a particular activity may be classified.” Do you agree? Illustrate your answer.
Yes, it can happen. For example, there are two firms one is engaged in real estate and the other in general business. For the firm engaged in the real estate sale of a building will be regarded as part of the operating activity, while for the firm dealing with general business, the purchase or sale of a building is regarded as an investing activity. Therefore, it can be said that nature and type of enterprise determine the type of activities.
Long Questions for NCERT Accountancy Solutions Part 2 Class 12 Chapter 6
1. Describe the procedure to prepare a cash flow statement.
The following are the steps to prepare a cash flow statement:
i. Determine cash flows obtained from operating activities
ii. Determine cash flows obtained from financing activities
iii. Determine cash flow obtained from investing activities
iv. Determine net increase or decrease, which is obtained by adding amounts from all the cash flow activities.
5. Add the opening balance of cash and the cash equivalents and deduct the same from the amount determined in the previous step.
The two methods which are used for the preparation of a cash flow statement are listed below:
1. Direct Method
2. Indirect Method

2. Describe the “Indirect” method of ascertaining cash flow from operating activities.
In the indirect method, the cash flow statement begins with net income or loss and subsequently adds or deducts non-cash expenses and revenue items, which results in cash flow from operating activities. And they include the following:
i. Items that are non-cash in nature, like goodwill and depreciation, added towards net profit
ii. Expenses that are non-operating in nature, like transfer to reserve and loss on sale of fixed assets which are added back to show the net profit earned
iii. Provisions such as discounts for debtors, doubtful debts, proposed dividends etc., should be added to net profit
iv. Any decrease in current assets and an increase in current liabilities is added to operating profit
The following items get deducted from the net profit of the P & L account
i. Incomes that are non-operating in nature, like the sale of fixed assets
ii. Non-trading incomes like the dividend received, tax refund and interest received
iii. Increase in current assets and decrease in current liabilities

3. Explain the major Cash Inflow and outflows from investing activities.
Investing activities consist of sales and purchase of fixed assets that are long-term in nature, like the building, land, furniture and plant and machinery etc. It also includes the sale and purchase of items that are not cash equivalents. If any income is received from these assets, it is regarded as a part of investing activities. The major cash inflows and outflows that are involved in investing activities are as follows:
i. Cash receipts that are obtained when fixed assets are sold off, and it includes intangible assets
ii. Acquiring fixed assets which also includes intangibles like goodwill using cash payments; the payments are for the research and development and assets that are self-constructed
iii. Acquiring shares, debt instruments or warrants using cash payments
iv. Disposal of shares and warrants that yield cash receipts
v. Loans and cash advances that are made to third parties (does not includes loans and advances made by the financial enterprise
vi. Cash receipts obtained from any insurance company for a property that is involved in an accident
vii. Cash receipts that are obtained for repayment of loans and cash advances made to third parties
viii. Any type of income that is obtained from fixed assets like interest, dividend and rent (not in the case of financial enterprises)

4. Explain the major cash inflows and outflows from financing activities.
In a firm, the financing activities are associated with capital or long-term funds of the firm, and the financing activities bring about change in capital and borrowed funds.
The following cash inflows and outflows as per AS3 can be mentioned:
i. Cash received from the issuing of shares and similar instruments causes cash inflow
ii. Cash received from issuing of debentures, obtaining loans, bonds, and similar instruments brings cash inflow.
iii. Repayments of debentures, loans and bonds in the form of cash are considered cash outflow
iv. Buying back shares and debentures which were issued is also a cash outflow
v. Interest payment for debentures, advances and loans
vi. Dividend payment to equity and preference shareholders

Numerical Questions for NCERT Solutions Accountancy Part 2 Class 12 Chapter 6
1. Anand Ltd. arrived at a net income of ₹ 5, 00,000 for the year ended March 31, 2017. Depreciation for the year was ₹ 2,00,000. There was a profit of ₹ 50,000 on assets sold, which was transferred to the statement of profit and loss account. Trade Receivables increased during the year ₹ 40,000, and trade payables also increased by ₹ 60,000. Compute the cash flow operating activities by the indirect approach.
The solution to this question is as follows:
2. From the information given below, you are required to calculate the cash paid for the inventory:
Therefore the cash paid for Inventory amounts to ₹ 1, 59,500.
3. For each of the following transactions, calculate the resulting cash flow and state the nature of cash flow, viz., operating, investing and financing.
(a) Acquired machinery for ₹ 2,50,000, paying 20% by cheque and executing a bond for the balance payable.
(b) Paid ₹ 2,50,000 to acquire shares in Informa Tech. and received a dividend of ₹ 50,000 after the acquisition.
(c) Sold machinery of original cost ₹ 2,00,000 with an accumulated depreciation of ₹ 1,60,000 for ₹
Part-payment of ₹ 50,000 for acquiring machinery and ₹ 2,50,000 is related to investing activities.
Amount paid to acquire assets and dividends received is a part of investing activities.
(c) Inflow of cash of ₹ 60,000 on the sale of machinery is a part of investing activities.
4. The following is the profit and loss account of Yamuna Limited:
Additional information:
(i) Trade receivables decrease by ₹ 30,000 during the year.
(ii) Prepaid expenses increase by ₹ 5,000 during the year.
(iii) Trade payables increase by ₹ 15,000 during the year.
(iv) Outstanding expenses payable increased by ₹ 3,000 during the year.
(v) Other expenses included depreciation of ₹ 25,000. 
Compute net cash from operations for the year ended March 31, 2017, by the indirect method .
5. Compute cash from operations from the following figures:
(i) Profit for the year 2016-17 is a sum of ₹ 10,000 after providing for depreciation of ₹ 2,000.
(ii) The current assets and current liabilities of the business for the year ended March 31, 2016, and 2015 are as follows:
6. From the following particulars of Bharat Gas Limited, calculate cash flows from investing activities. Also, show the workings clearly preparing the ledger accounts:
Additional Information :
( a) Patents were written off to the extent of ₹. 40,000, and some patents were sold at a profit of ₹. 20,000.
(b) A machine costing ₹ 1,40,000 (Depreciation provided thereon ₹ 60,000) was sold for ₹ 50,000. Depreciation charged during the year was ₹ 1,40,000.
(c) On March 31, 2016, 10% of investments were purchased for ₹ 1,80,000, and some investments were sold at a profit of ₹ 20,000. Interest on investment was received on March 31, 2017.
(d) Amartax Ltd. paid dividends @ 10% on its shares.
(e) A plot of land had been purchased for investment purposes and let out for commercial use, and rent received ₹ 30,000.
7. From the following Balance Sheet of Mohan Ltd., prepare the cash flow Statement.
Notes to accounts:
Additional Information:
Machine Costing ₹ 80,000 on which accumulated depreciation was ₹ 50,000 was sold for ₹ 20,000.
8. From the following balance sheets of Tiger Super Steel Ltd., prepare the cash flow statement:
Additional Information: Depreciation Charge on land & building ₹ 20,000, and Plant ₹ 10,000 during the year.
Working Notes :
9. From the following information, prepare a cash flow statement.
Depreciation Charge on the plant amount to ₹ 80,000.
Working Note :
10. From the following balance sheet of Yogeta Ltd., prepare the cash flow statement.
Notes to Accounts
Additional Information: Net Profit for the year after charging ₹ 50,000 as depreciation was ₹ 1,50,000. The dividend paid on shares was ₹ 50,000, Tax Provision created during the year amounted to ₹ 60,000.
Working Notes:
11. Following is the financial statement of Garima Ltd. Prepare the cash flow statement.
	Interest paid on debenture ₹ 600
	Dividend paid during the year ₹ 4,000
	Depreciation charged during the year ₹ 32,000

12. From the following balance sheet of Computer India Ltd., prepare a cash flow statement.
Interest paid on Debenture ₹ 600
The concepts covered in this chapter are listed below:
	Nature of the cash flow statement
	Benefits of cash flow statement
	Cash and cash equivalents
	Preparation of cash flow statement

NCERT Solutions for Class 12 Accountancy Chapter 6 provides a wide range of illustrative examples, which assists the students in comprehending the concepts and learning quickly. The above-mentioned are the solutions according to the Class 12 CBSE syllabus. For more solutions and study materials of NCERT solutions for Class 12 Accountancy , visit BYJU’S or download BYJU’S – The Learning App for more information.
Also, explore – 
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	PDF Chapter 6
The direct method lists the cash. Typical line items customers, cash paid to Consider E3-18 Popovich Co. had the following $20,000 of supplies were $6,000 of supplies were $60,000 of merchandise was were on credit. The merchandise $28,000. $200,000 was borrowed from Interest of $2,000 was $100,000 of equipment was note payable.




	Statement of Cash Flows Direct Method
The cash flow statement presented using the direct method is easy to read because it lists all of the major operating cash receipts and payments during the period by source. In other words, it lists where the cash inflows came from, usually customers, and where the cash outflows went, typically employees, vendors, etc.




	Cash Flow Statement: Problems and Solutions
Problem 1: From the following summary of Cash Account of X Ltd., prepare Cash Flow Statement for the year ended 31st March 2007 in accordance with AS-3 using the direct method. The company does not have any cash equivalents. Problem 2: Prepare Cash Flow Statement of Suryan Ltd. from the following: ADVERTISEMENTS: Additional Information:




	Cash flow statement direct method
Example of the Statement of Cash Flows Direct Method Lowry Locomotion constructs the following statement of cash flows using the direct method: Lowry Locomotion Statement of Cash Flows for the year ended 12/31/x1 Reconciliation of net income to net cash provided by operating activities:




	PDF Cash Flow 101: A Complete Guide to Understanding Cash Flow
cash flow statements prepared using both the indirect and direct methods using the criteria discussed above. 5.1 Building a cash flow statement: The indirect method Due to the differences in reporting operating activities, cash flow statements prepared via the direct method provide a much clearer view of how cash moves through a business.




	Cash Flow Statement: Explanation and Example
Cash Flow Statement: Explanation and Example By Bryce Warnes - Reviewed by Janet Berry-Johnson, CPA on July 28, 2021 This article is Tax Professional approved A cash flow statement tells you how much cash is entering and leaving your business in a given period.




	Statement of Cash Flows: Free Template & Examples
Start Free Written by Jeff Schmidt What is the Statement of Cash Flows? The statement of cash flows (also referred to as the cash flow statement) is one of the three key financial statements. The cash flow statement reports the cash generated and spent during a specific period of time (e.g., a month, quarter, or year).




	Illustrative examples
Direct method statement of cash flows. 20X2. Cash flows from operating activities. Cash receipts from customers. 30,150. Cash paid to suppliers and employees ( 27,600) Cash generated from operations. 2,550. Interest paid ( 270) Income taxes paid ( 900) Net cash from operating activities. 1,380. Cash flows from investing activities




	17.2: Direct and Indirect Methods for Preparing a Statement of Cash Flows
The direct method deducts from cash sales only those operating expenses that consumed cash. This method converts each item on the income statement directly to a cash basis. Alternatively, the indirect method starts with accrual basis net income and indirectly adjusts net income for items that affected reported net income but did not involve cash.




	PDF Statement of Cash Flows
IAS 7 Statement of Cash Flows In April 2001 the International Accounting Standards Board adopted IAS 7 Cash Flow Statements, which had originally been issued by the International Accounting Standards Committee in December 1992. IAS 7 Cash Flow Statements replaced IAS 7 Statement of Changes in Financial Position (issued in October 1977). As a result of the changes in terminology used throughout ...




	PDF Unit 3 MODULE Cash Flow Statement Problems Solutions)
Cash Flow Statement Practical Problems (With Solutions) Steps for solving example: According to the question prepared Adj. P & L Account and other necessary Account. Apply all adjustments on the respected items which are connected to the accounts.




	Preparing the Statement of Cash Flows Using the Direct Method
Sample Direct Reporting. The first four Exhibits show the trial balance used to develop the financial statements (statement of activities, Exhibit 2; statement of position, Exhibit 3; and statement of cash flows, Exhibit 4) for a hypothetical NFP entity using the indirect method.The NFP organization's governing board now desires a cash flow statement that better informs users where the cash ...




	PDF Cash Flow Statement
Other examples of cash flows include collection of cash from trade receivables, payment to trade payables, payment to employees, receipt of dividend, interest payments, etc. Cash management includes the investment of excess cash in cash equivalents.




	Cash Flow Statement Direct Method: Definition & Example
A direct method cash flow statement includes the company's operating, financing, and investing cash flow. Operating activities are any activities necessary to operate a business. Investing activities are any activities related to non-current assets, such as investments.¹. Financing activities display a company's financing structure.




	Direct Approach To The Statement Of Cash Flows
= $3,250,000 - ($850,000 - $600,000) = $3,000,000 Accounts receivable increased by $250,000 during the year ($850,000 - $600,000). This means that of the total sales of $3,250,000, a net $250,000 went uncollected. Thus, cash received from customers was $3,000,000. If net receivables had decreased, cash collected would have exceeded sales.




	PDF Cash Flow Statements Contents
Cash Flow Statements Contents OBJECTIVE SCOPE BENEFITS OF CASH FLOW INFORMATION DEFINITIONS Cash and Cash Equivalents Paragraphs 1-2 PRESENTATION OF A CASH FLOW STATEMENT Operating Activities Investing Activities Financing Activities 3-4 5-7 6-7 8-17 11-14 15-16 17 REPORTING CASH FLOWS FROM OPERATING ACTIVITIES 18-20




	Cash Flow Statement: Practical Problems and Solutions
Problem 1 From the summarized cash book of Zenith Ltd. shown below, calculate net cash flow from operating activities. Solution Problem 2 From the following profit and loss account of Samarth Ltd., calculate net cash flows from operating activities. Solution Problem 3




	Direct Method: Complexities of Cash Flow Method of Accounting
Direct Method: The direct method is a method of creating the cash flow statement in which actual cash flow information from the company's operations segment is used, instead of accrual accounting ...




	Statement of Cash Flows (Direct Method)
This video provides an overview of the Direct Method for preparing the Statement of Cash Flows. The Statement of Cash Flows has three sections: the operati...




	10+Cash Flow Statement
Cash Flow from Financial Activities. Cash coming in or out of financial activities mentioned to prepare an income statement consists mainly of involvements with the company's stocks or bonds or any activity involving borrowing and repayment from company finances. Specific examples of such involve any and all of the following: Notes payable.




	(PDF) Direct Method Cash Flow Statements: Their Time has Come
The misclassification of specific cash flows in the operating, financing, or investing sections can result in overstatement of operating cash flow. The direct method for reporting cash flow from ...




	Cash Flow Statement Problems and Solutions: Direct Method
Problems and solutions of cash flow statement direct method include net cash from operating activities, net cash from investing activities and net cash from financing activities. Here, best questions are solved from easy to difficult methods. After studying and solving these problems, you can solve other questions related to cash flow statement.




	NCERT Solution for Class 12 Accountancy Chapter 6 Cash Flow Statement
1. Operating Activities 2. Financing Activities 3. Investing Activities 3. State the uses of the cash flow statement. The following are the uses of the cash flow statement: i. Useful for evaluating the cash position of a firm ii. Helpful in finding deficiencies and variations in firms' performance which helps in effective decision making iii.
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