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PREPARATION OF CASH FLOW STATEMENT: 

 

Cash flow statement is not a substitute for profit and loss account and balance sheet, but 

serves as complementing information with these accounts and by giving additional 

information explains the reasons for the changes in cash and cash equivalents. 

 

Earlier under Companies Act, 1956, presentation of cash flow statement along with the 

final accounts was not mandatory, but the revised Companies Act, 2013 made cash flow 

statement a mandatory part of the financial statement. As per section 2(40) of the 

Companies Act, 2013 “financial statements” in relation to a company, includes- 

 

1) A balance sheet as at the end of the financial year. 

 

2) A profit and loss account, or in the case of a company carrying on any activity not 

for profit, an income and expenditure account for the financial year. 

 

3) Cash flow statement for the financial year. 

 

4) A statement of changes in equity, if applicable and 

 

5) Any explanatory note annexed to or forming part of, any document. 

 

 

Since the Companies Act, 2013, does not lay down any format for preparation of cash 

flow statement, companies will need to follow AS 3 in this regard. In case of the listed 

companies, the listing agreement requires the indirect method of preparing cash flow 

statement. Whereas, the non listed companies will have a choice of either applying 

direct or indirect method for preparation of cash flow statement. Cash flow statement 

can be prepared either by- 

 

1) Indirect Method 

 

2) Direct Method 

 

INDIRECT METHOD 

 

This method is also known as reconciliation method as it involve reconciliation of net 

profit or loss as given in profit and loss account and the net cash flow from operating 

activities as shown in the cash flow statement. Net profit or loss before taxation and 



dividend is adjusted for non cash and non operating items which have been debited or 

credited to profit and loss account. 

 

 

 

 

 

 

 

 

 

 

Statement of cash flows for the year ended Dec 31, 2014 (as per AS 3) 
 

 Particulars  Amount Amount 

   (Rs) (Rs) 

      

(i) Cash flows from operating Activities     

Net Profit as per Profit and Loss A/c or difference between  xxx  

closing balance and opening balance of Profit and Loss A/c     

Add :      

Transfer to general reserve  xxx  

Proposed dividend for current year  xxx  

Interim dividend paid during the year  xxx  

Provision for tax made during the current year  xxx  

Extraordinary items, if any, debited to Profit and Loss A/c  xxx  

Less :      

Extraordinary Items, if any, credited to Profit and Loss A/c  (xxx)  

Refund of Tax credited to Profit and Loss A/c  (xxx)  

Net profit before taxation, Dividend & Extra ordinary     

items     xxxx 

Adjustment for Non-Cash and Non-Operating Items:     

Add:   xxx  

Depreciatio

n   xxx  

Preliminary expenses  xxx  

Discount on issue of shares and debentures written off  xxx  

Interest on borrowings and debentures  xxx  

Loss on sale of fixed assets     

Less :   (xxx)  

Interest income/received  (xxx)  

Dividend income received  (xxx)  

Rental income received  (xxx)  



Profit on sale of fixed assets    xxxx 

Operating profits before working capital changes     

      
 

 

Adjustments related to changes in current assets and current liabilities:     

Add: xxx 

Decrease in Current Assets and Increase in Current Liabilities     

Less: (xxx) 

Increase in Current Assets and Decrease in Current Liabilities   xxxx 

Cash generated from operations     

Less:   (xxx) 

Income Tax Paid   

xx

x  

Adjusted extraordinary items (+/–)   
XXX

X 

NET CASH INFLOW / OUTFLOW FROM OPERATING 

ACTIVITIES     

 

(ii) Cash flow from Investing Activities  
  xxx   

Add :  xxx   

Proceeds from sale of fixed assets xxx   

Proceeds from sale of investments xxx   

Proceeds from sale of intangible assets     

Interest and dividend received (xxx)   

  (xxx)   

Less :  (xxx)   

Rent 

income  (xxx) xxx 

Purchase of fixed assets     

Purchase of investment   
XXX

X 

Purchase of intangible assets like goodwill     

Advanced extraordinary items (+/–)     

NET CASH INFLOW / OUTFLOW FROM INVESTING 

ACTIVITIES     

  xxx   

(iii) Cash flow from financing activities: xxx   

Add :      

Proceeds from issue of shares and debentures     

Proceeds from other long term borrowings/ loans (xxx)   

  (xxx)   



  (xxx)   

Less :  (xxx)   

Final dividend fund (xxx)   

Interim dividend fund (xxx)   

Interest on debentures and loans paid   
XXX

X 

Repayment of loans     

Redemption of debenture preference shares   
XXX

X 

Adjust extraordinary items (+/–)     

NET CASH INFLOW / OUTFLOW FROM FINANCING 

ACTIVITIES xxx   

  xxx   

(iv) Net increase/Decrease in cash and cash equivalent ( i+ ii + iii) xxx   

(v) 

Add : Cash and Cash Equivalents in the beginning of the 

year xxx   

 Cash in hand       

 Cash at bank (by bank overdraft)  (xxx)   

 Short term deposits  (xxx)   

 Marketable Securities  (xxx)   

(v) Less: Cash and Cash Equivalents at the end of the year  (xxx)   

 Cash in hand       

 Cash at bank (by bank overdraft)     
XXX

X  

 Short term deposits       

 Marketable Securities       

NET CASH INCREASE/DECREASE       

 

 

     Explanation to the Indirect method: 

 

1) The preparation is started with the amount of net profit as per profit and loss 

account or the difference between the opening and closing balance of profit and loss 

account. 

 

2) Transfer to reserve (difference between current and previous year), proposed 

dividend (for the current year), Interim dividend and extraordinary items (if debited to 

profit and loss account) are added to the net profit. 

 

3) Extraordinary items include insurance proceeds from earthquake disaster 

settlement, bad debt recovered, winning of lottery, loss due to theft or by fire etc. 

 



4) Extraordinary items (if credited to profit and loss account) and refund to tax (if 

credited to profit and loss account) are subtracted in order to get net profit before 

taxation, dividend and extra ordinary items. 

 

5) Adjustments for non cash and non operating items such as depreciation, 

preliminary expenses, loss on sale of fixed assets, interest received, dividend received etc 

are made, hence arriving at the operating profit before working capital changes. 

 

6) Adjustments related to changes in current assets and liabilities are made to the 

earlier arrived operating profit. 

 

7) Items which lead to decrease in current asset and increase in current liabilities 

(such as expenses accrued, increase in creditors, decrease in debtors) are added. 

 

8) Items which increase the current assets and decreases current liabilities are 

subtracted (such as earned income, increase in stock, increase in bills receivable and 

income received in advance). 

 

9) The net result is the cash generated from operations from which the paid income 

tax is subtracted. 

 

10) The net result is the cash inflow/outflow from operating activities. 

 

11) Next step is to find cash flows from investing activities. 

 

12) Transactions which lead to an increase in the cash balance (such as sale of fixed 

assets, sale of investments, intangible assets and interest/dividend received) are added. 

 

13) Whereas, those leading to decrease (outflow) in the cash such as purchase of fixed 

assets, investments, intangible assets are subtracted. The net result being net cash 

inflow/outflow from investing activities. 

 

14) Next involves adjusting the financing activities by adding proceeds (inflow) from 

issue of shares and debentures and other long term borrowings. And subtracting those 

which decrease the cash balance such as dividend declaration and loan repayment. 

 

15) Further, to find the net increase/decrease in cash and cash equivalents amounts of 

all the activities are summed up and to which cash and cash equivalents at the beginning 

and end are added and subtracted respectively. 

 

16) By adjusting the above items, the net proceeds (inflow/outflow) of cash for one 

specified period are determined. 

 

 

 


