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Discuss and Produce the Cash Flow

[bookmark: _Toc12079206]Cash Flow Statement
The cash flow is one of the most significant financial reports for investors and managers. It used to deeply analysing the past and current financial status of an organisation. The “income statement, balance sheet and cash flow” are major reports that estimate the financial situation of the company (Kasych and Tsyhan, 2017). All three reports are very significant to calculate the progress of the business. Generally “cash flow statement” is considered as the most important statement, because it analyse the flow of cash within an organisation. Cash is considered as the blood of an organisation because without cash company would not sustain in the market (Mulenga and Bhatia, 2017). Cash in hand is considered as more significant than the profit, income liabilities and assets, especially at the initial stage of an organisation. All transactions that completed within a fiscal year has an influence on the “cash flow”. “Statement of cash flow” evaluates the status of cash within a company. Cash flow is categories into three parts which are, operating activities, financing activities and investing activities (Aithal, 2017). 

[bookmark: _Toc12079207]Analysis of Cash Flow
For successfully conduct an analysis of cash flow, there are three major activates that is, “investing activities, operating activities and financing activities”. The “cash flow statement” is significant for an organisation because it assists the managers and investors to successfully analyse the financial condition of the business (Shamsudin, and Kamaluddin, 2015). Investors also used this to examine how much benefit the company is taking from the management of cash. There are lots of organisations that fail in managing the flow of cash. “Cash flow Statement” highlights the strengths and weaknesses of an organisation. The “statement of cash flow” depicts the current status financial statement (Barth, Clinch and Israeli, 2016). Successful evaluation of cash flow ensures sustain operation of an organisation. Rise in sales not increase the flow of cash. For example, if an organisation earn £2 billion profit and 60 days gap in the day of sales and payments is richer than the organisation with £5 billion profit (Foerster, Tsagarelis and Wang, 2017).

[bookmark: _Toc12079208]Operating Activates
Cash which company generated from the trades of products and goods affecting the operations of the business. This contains the production cost, cost of raw material, advertising cost and transportation cost (Andreas, 2017). In some occasions, services and goods are used and received by an organisation before the payment, such as merchandise inventory, electricity, telephone services. There cost are called payables and accrued expenses and shows as an expense in the income statement. Operating activities comprises the sales, delivery of goods to the customers, and sales (Weber, 2018).

[bookmark: _Toc12079209]Investing Activities
In “cash flow statement”, investing activates are clear items which shows the changes in the fixed assets balances such as, buildings, vehicles, equipment and land. Investing activities comprises collecting and making loans, disposing or acquiring of property, plant, equipment and investments (DeFusco, et al., 2015).


[bookmark: _Toc12079210]Financing Activities
Financing activities are an alteration of cash to owner's equity and fixed liabilities. The flow of cash rises when an organisation raised its capital and acquire a loan. Cash flow in an organisation decreases when it paid out dividends (Yaplee and Chien, eBay 2015). The financing activities are involved in the owner's equity and liabilities items. It includes procurement of capital from owners and acquiring of capital from creditors to pay the amount of loan.

[bookmark: _Toc12079211]Cash and Cash Equivalent
The concept of the “cash flow statement” is categorised into two parts. Which are outflow and inflow? The “cash inflow” is also called just cash flow and “inward cash flow.” It generated because of venturing, sales and financing (Tham and Velez-Pareja, 2019). The “cash onward flow” which is also called outflow of cash is a result of various factors, for instance, salaries, purchases, administrative expenditures and investments. The significance of cash flow was recognised in the recession of 2007. After this recession “cash flow statement” has started as a major tool to analyse the flow of cash within an organisation. Audit of the “statement of cash flow” also started to analyse the inflow and outflow of the cash (Miao, Teoh and Zhu, 2016). This analysis of cash “inflow and outflow” is considered as a major instrument and used for financial management and planning. In the business cycle, more cash flows inward than the outwards. In order to sustain in the market, organisations have to balance the flow of cash and minimise the flow gap (Lewellen and Lewellen, 2016). 



[bookmark: _Toc12079212]Requirements for Cash Flow
To categorise the cash payments and cash, receipts are an agreement with recommend format whether it begins from “investing activities”, operating activates and “financing activities” (Buchanan and Davis, 2018). The provisions provided by “FASB” on the format of cash flow is that it provides the cash flow should be established under indirect or direct methods. It also highlights how to utilise all methods when creating a “cash flow statement”. This also provides the major concept, which is known as “Cash and Cash equivalents” (Auerbach and Devereux, 2018). Cash is considered as the most “liquid assets” under the portion of the asset within a balance sheet of an organisation. Market holdings, bills, “short-term government bonds,” commercial papers and marketable securities are considered as cash equal assets (Weber, 2018).
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	Net profits 
	£245,000

	Additions:
	

	Depreciation
	£57,000

	The decrease in accounts receivable
	£65,000

	Increase in accounts payable
	£18,000

	Subtractions:
	

	Increase in inventory
	(£76,000)

	Net cash flow from operations
	£309,000

	Investing activities:
	

	Purchase of equipment
	(£193,000)

	Financing:
	

	Proceeds of loan
	£158,000

	
	£274,000
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