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INTRODUCTION, 

A cash flow statement is a statement of changes in the financial position of a firm on a cash 

basis. The financial statement being primarily inclusive of position statement and income 

statement. There is also a third important financial statement known as cash flow statement, 

which shows inflows and outflows of the cash and cash equivalents. 

One of the primary reasons cash inflows and cash outflows are observed is to compare the 

cash from operations to net income. The comparison helps company management, analysiS 

and investors to gauge how well a company is running its operations. The cash flow 
statement reflects the actual amount of money the company receive from itS operation. 

Profitability is the main objective of modern business because profits are important to the 

success of business. However, a business cannot archive or maintain profitability without 

carefully management of its cash. 

The separation of management from ownership in modern business calls for the 

use of some form of connection between the managers and the owners and other interested 

parties. Financial reporting is the most efficient and extensively used medium of commuting 

the operating result as wvell as latest financial position of a concern for the management. 
Constancy and archive of any business largely depend on its capacity to generate enough 
cash. 

As part of conveying an end result of companies operation management use 

financial statement as an important vehicles through which financial information is furnished 

to the stakeholders. But the three basic financial statement present only fragmentary 
information about a company's cash flow. 

The balance sheet is a snapshot of a firms financial resources and obligation at a 

single point in time, and the income statement summarizes a firms financial translations over 
an interval of time. These two fnancial statement reflect the accrual basis accounting used by 
firms to match revenues with the expenses associated with generating those revenue. 

Cash flow statement is useful for short - term planning and control of cash. A business entity 
needs sufficient amount of cash to meet its various obligation in the near future such as 
payments for purchase of fixed assets payment of debts operating expenses of the business 

etc. 
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