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Chapter IV
Cash Flows Statement

36. The purpose of the cash fl ow statement
a) The purpose of the Cash Flow Statement is to provide informati on on the cash 

infl ows and outf lows over a period of ti me. 

b) Cash fl ow statement should be prepared for the enti re non-profi t organizati on as 
one unit. But, depending on the nature and needs of non-profi t organizati ons, the 
cash fl ow statement can be prepared in separate columns for each unique purpose 
operati on and revenue divisions. 

37. Preparati on of cash fl ow statement
a) The cash fl ow statement has to be prepared properly disclosing the contents of the 

cash infl ows and outf lows pertaining to the period.

b) Cash fl ow statement shall disclose the cash fl ow from operati ng acti viti es, investment 
acti viti es and fi nancing acti viti es separately. Cash fl ow from these three acti viti es is 
added to the opening cash balance to derive the closing cash balance. 

38. Cash fl ow from operati ng acti viti es
a) Operati ng acti viti es include all transacti ons and events are not included in investi ng 

acti viti es or fi nancing acti viti es. 

b) Operati ng cash fl ows are not restricted donati on income, grant income, fee 
income, investments income, pati ent care income. This includes operati ng income 
and revenue.

c) Operati ng cash outf low include labor costs, facility costs, other expenses, and 
operati ng expenses.

39. Method of preparati on of cash fl ow statement
Cash Flow Statement can be prepared by applying the direct method or the indirect 
method.

a) Direct Method: Where by major classes of gross cash receipts and gross cash 
payments are disclosed; 

b) Indirect Method: Whereby Profi t or Loss/Statement of Income & Expenditure 
is adjusted for the eff ects of transacti ons of a non-cash nature, any deferrals or 
accruals of past or future operati ng cash receipts or payments, and items of income 
or expense associated with investi ng or fi nancing cash fl ows. 

c) Expenses not involving cash outf low: Depreciati on and amorti zati on cost, bad 
debts writt en off , impairment of assets, revaluati on loss etc.
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d) Income not involving cash infl ows: Reversal of impairment, revaluati on gain etc. 

40. Cash fl ow from operati ng acti viti es
The amount of cash fl ows arising from operati ng acti viti es is a key indicator of the extent 
to which the operati ons of the non-profi t organizati on have generated suffi  cient cash 
fl ows to repay loans, maintain the operati ng capability of the non-profi t organizati on and 
make new investments without recourse to external sources of fi nancing. 

Cash fl ows from operati ng acti viti es are primarily derived from the principal revenue-
producing acti viti es of the non-profi t organizati on. Therefore, they generally result from 
the transacti ons and other events that enter into the determinati on of statement of 
Income and Expenditure. Examples of cash fl ows from operati ng acti viti es are: 

a) Grant received from various donors.

b) Cash receipts from the sale of goods and the rendering of services; 

c) Cash receipts from royalti es, fees, commissions and other revenue; 

d) Cash payments to suppliers for goods and services; 

e) Cash payments to and on behalf of employees; 

f) Cash payments or refunds of income taxes; and 

g) Cash receipts and payments from contracts held for dealing or trading purposes.

41. Cash fl ow from investi ng acti viti es
The separate disclosure of cash fl ows arising from investi ng acti viti es is important because 
the cash fl ows represent the extent to which expenditures have been made for resources 
intended to generate future income and cash fl ows. Examples of cash fl ows arising from 
investi ng acti viti es are: 

a) Cash payments to acquire property, plant and equipment, intangibles and other 
long-term assets. 

b) Cash receipts from sales of property, plant and equipment, intangibles and other 
long-term assets; 

c) Cash lending and recovery acti viti es;

42. Cash fl ow from fi nancing acti viti es
The separate disclosure of cash fl ows arising from fi nancing acti viti es is important because 
it is useful in predicti ng claims on future cash fl ows by providers of capital to the enti ty. 
Examples of cash fl ows arising from fi nancing acti viti es are: 

a) Cash proceeds from issuing debentures, loans, notes, bonds, mortgages and other 
short- term or long-term borrowings; 

b) Cash repayments of amounts borrowed; and 

c) Cash payments by a lessee for the reducti on of the outstanding liability relati ng to 
a lease.


