
FINANCIAL ASPECT:
CASH FLOW ANALYSIS FOR ASSESSING VIABILITY



 The statement of Cash Flows is one of the main financial

statements; others are –

Balance Sheet

Income Statement

Statement of Shareholders’Equity etc.

 The statement of cash flows provides an accounting of

the cash inflows and outflows during a specific period. It

provides more details of cash flows than the funds

statement.

 Cash in the statement means cash in hand and cash

equivalents



LIMITATIONS OF TRADITIONAL FINANCIAL

STATEMENTS

 Comparative balance sheets show the increase in property,
plant and equipment during the year, but they do not show
how the additions were financed or paid for.

 The income statement shows net income, but it does not
indicate the amount of cash generated by operating
activities.

 The retained earnings statement shows cash dividends
declared but not the cash dividends paid during the year.

 Because the income statement is prepared under the
accrual basis of accounting, the revenues reported may not
have been collected. Similarly, the expense reported on the
income statement might not have been paid.

- None of these statements presents a detailed summary
of where cash came from and how it was used.



PROFITABILITY VS LIQUIDITY

 At least as important as a company’s profitability

is its liquidity – whether or not its taking enough

money to meet its obligations.

 Companies, after all, go bankrupt because they

cannot pay their bills, not because they are

unprofitable.



CLASSIFICATION OF CASH FLOWS

It is useful to classify the statement of cash flows into
operating activities, investing activities and
financing activities.

 Operating activities relate to the provision of goods
and services, such as payments to suppliers and
receipts from customers.

 Investing activities relate to transactions involving
non-current assets and financial investment
(excluding investments regarded as part of cash).

 Financing activities relate to transactions that
change the size and composition of the financial
structure and the payment of the costs of finance
(dividends, debt interest and principal payments)



TYPES OF CASH INFLOWS AND OUTFLOWS

Cash Inflows Cash Outflows

Operating Activities

From sale of goods or services To suppliers for inventory

From interest received and dividends

received

To employees for salary 

/wages

To government for taxes

To lenders for interest

To others for expenses

Investing Activities

From sale of property, plant and 

equipment

To purchase of property, plant 

and equipment

From sale of investments in debt or 

equity securities of other entities

To  purchase of investments in 

debt or equity securities of 

other entities

From collection of principal on loans to 

other entities

To make loans to other 

entities

Financing Activities

From sale of common stock To stockholders as dividends

From issuance of debt To redeem long-term debt or 

reacquire capital stock



GENERAL GUIDELINES

1. Operating activities involve income statement

items.

2. Investing activities involve cash flows resulting

from changes in investments and long-term

asset items.

3. Financing activities involve cash flows resulting

from changes in long-term liability and

stockholders’ equity items.



METHODS OF PREPARATION OF CASH FLOW

STATEMENT

 Direct method

- Thee direct method for creating a cash flow statement reports

major classes of gross cash receipts and payments.

 Indirect Method

- This method uses net-income as a starting point, makes

adjustments for all transactions for non-cash items, then

adjusts from all cash-based transactions. An increase in an

asset account is subtracted from net income, and in increase in

a liability account is added back to net income. This method

converts accrual basis net income (or loss) into cash flow by

using a series of additions and deductions.



UNDERSTANDING THE CHANGES IN CASH

 When an asset (other than cash) increases, the
cash account decreases

 When a liability increases, the cash account
increases

 When owner’s equity increases, the cash account
increases

Conversely –

➢ When an asset (other than cash) decreases, the
cash account increases

➢ When a liability decreases, the cash account
decreases

➢ When owner’s equity decreases, the cash account
decreases



USEFULNESS OF CASH FLOW STATEMENT

 The entity’s ability to generate future cash flows.

 The entity’s ability to pay dividends and meet 

obligations.

 The reasons for the difference between net 

income and net cash provided by operating 

activities.

 The cash investing and financing transactions 

during the period.



EVALUATION OF CASH FLOWS

➢ Evaluate where the major sources and uses of cash flow 

are between operating, investing and financing activities. 

➢ Evaluate the primary determinants of operating cash 

flow.

➢ Analysts should compare operating cash flow with net 

income.

➢ Major sources of cash for a company can vary with its 

stage of growth.

➢ How much is being re-invested.

➢ In case of borrowing, analysts should consider when 

repayment will be required. 



OPERATING CASH FLOW / NET SALES

This ratio, which is expressed as a percentage of a

company’s net operating cash flow to its net

sales, tells us how much money we get for every

taka of sales.

There is no exact percentage to look for but

obviously, the higher the percentage the better.


































