CHAPTER - |
INTRODUCTION

1.1 Background of the Study

The term cash flow statement is an indicator of the amount of cash receipts and the
amount of cash payments or disbursements during a specified period. Cash flow is
the net amount of money received by an individual or business in a given period.
If cash flows are budgeted correctly, enough funds should be available to meet
cash payments as they occur. Cash flow should not be confused with profits and
losses; many companies have gone out of business while making profits, ssmply
because they ran out of cash" www.cashflow.com). It is a statement which shows
the inflows and outflows of cash and equivalents during the year. It is defined as a
statement of company's ability to generate cash from various activities and their
need of cash.

Cash flow management is the process of monitoring, analyzing, and adjusting cash
flows. For small businesses, the most important aspect of cash flow management
is avoiding extended cash shortages, caused by having too great a gap between
cash inflows and outflows. Funds can be of two types they are either in the form of
working capital or in cash. If the fund is considered as working capital then we
have to prepare the funds flow statement whereas if the fund is taken as cash then

we have to prepare cash flow statement.

There are different concepts regarding fund. Some concepts insist that only cash
should be considered as fund and another concept states that fund is not only the
cash but the financial resources which can be converted into cash can aso be

included in funds.



"Cash is the lifeblood of a business enterprise. It is the fuel that keeps a business
alive. Without cash no activities can take place. So a business must have an
adequate amount of cash to operate. As such of the decision makers must pay
close attention to the firm's cash position and events and transaction that affect the
cash position of the company is termed as cash flow anayss’

(www.cashflow.com).

Cash flow analysis is the study of the cycle of the business cash inflows and
outflows, with the purpose of maintaining an adequate cash flow for the business,
and to provide the basis for cash flow management. Cash flow analysis involves
examining the components of the business that affect cash flow, such as accounts
receivable, inventory, accounts payable, and credit terms. By performing a cash
flow analysis on these separate components, the company should be able to more

easily identify cash flow problems and find ways to improve the cash flow.

A quick and easy way to perform a cash flow anaysis is to compare the total
unpaid purchases to the total sales due to the end of each month. If the total unpaid
purchases are greater than the total sales due to the company would be need to
spend more cash than receive in the next month, indicating a potential cash flow

problem.

Cash flow is calculated by making certain adjustments to net income by adding or
subtracting differences in revenue, expenses and credit transactions resulting from
transactions that occur from one period to the next. These adjustments are made
because non-cash items are calculated into net income and total assets and
liabilities. So, because not all transactions involve actual cash items, many items
have to be re-evaluated when calculating cash flow from operations. The other
method of cash flow is calculated by different adjustments of operating activities,

Investing activities and financing activities within different operations.
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Cash flows analysis is done through statement of cash flows. A cash flow
statement is a statement of company's ability to generate cash from various
activities such as operating, investing and financing and their need of cash. It isa
statement which shows the inflows and outflows of cash and cash equivalents
during the year. A cash flows statement is defined as "a statement of company's
ability to generate cash from various activities and their need of cash"
(Munakarmi, 2063: 13.9).

The cash flow analysis is an essential ingredient which has its own special
technigue. Moreover we should analyze cash flow ability of the firm to serve fixed
charges. When the company issues the securities in greater amount with short
maturity period, its fixed charges will be high. Fixed charges of any firm include
principal plus interest payment on debt, lease payment and dividend on preferred
stock. The firm should try to cover al fixed charges by analyzing expected future
cash flows before assuming any fixed charges. The inability to meet the fixed
charges may result in financia insolvency. Therefore the more stable future cash
flow means the greater debt capacity of the company. Due to this reason, an
analysis of the cash flow ability of the firm it's the best way to analyze its financial
risk. As such an enterprise should prepare a cash flow statement and should
present it as an integral part of its financial statement for each periods for which

financial statement are presented.

Cash flow is calculated by making certain adjustments to net income by adding or
subtracting differences in revenue, expenses and credit transactions (appearing on
the balance sheet and income statement) resulting from transactions that occur
from one period to the next. These adjustments are made because non-cash items
are calculated into net income (income statement) and total assets and liabilities
(balance sheet). So, because not all transactions involve actual cash items, many

items have to be re-evaluated when calculating cash flow from operations.
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1.2 A Brief Overview of Salt Trading Corporation Limited

Salt Trading corporation limited (STC) was established four decades ago through
the joint efforts of Nepal government and private sector to ensure proper supply
and distributions of essential consumer items through out the country. Its first task
was to make edible salt readily available for all. The salt trade then was disordered
and unreliable. This success in supply management led to the addition of essential
commodities such as sugar, food grains and processed eatables into its distribution

network.

STC has equity in many pioneering and leading industries in the country such as
Khadya Udyog Limited, Nepal Vegetable Ghee Udyog Limited, Butwal Spinning
Mills Limited, Gorakhkali Rubber Udyog Limited, Morang Sugar Mills Limited
and Gharelu Hsatakala Udyog Pvt. Limited and soulders management
responsibilities of many more industries. The organization has also been assigned

the responsibility of implementing the Nepal - India Goiter Project.

The group turnover exceeds NRs. 3.5 hillion and investment in fixed asset is close
to NRs. 1.5 billion. Till this day, STC has share capital of 247.78 million. It trade
Rs 2190 billion and it get a net profit Rs 498 million.

The organization was not able to meet the demand but was also able to maintain
guality and later, was able to provide iodized salt to prevent goiter- a diseases that
once plagued the Nepalese society. This success in supply management led to
addition of essential commodities such as sugar, food grains and processed
eatables into its distribution network. Profits from trading activities were invested
in the production of basic necessities to boost self sufficiency, accelerate economic

growth and gain public and private support.



From it infancy as trading house, STC has matured into diversified conglomerate
with unmatched distribution network all over the country. Its twenty branches
scattered throughout the country provide the people easy access to imported and
locally produced goods and act as major procurement outlets for goods produced

in various parts of the country.

The employment opportunities that arise through the activities of the organization
are hard to quantify as they also provide plenty of self- employment opportunities.
STC has helped develop as boost the Nepalese entrepreneurial abilities. The STC

directly employees about 400 individuals currently. (www.stcnepal.com)

1.3 Statement of the Problem
Cash is a blood for every organization which spreads every part of activities
within an organization. So, cash management in productive manner is given high
priority by every organization. To manage the cash in effective way, there need
effective controlling mechanism which provides different information to take
decision for the management of cash in STC. This study is attempt to analyze cash
flow of STC under different headings with linking each other to provide the
insight knowledge to manage cash through application of cash flow analysis. For
this, the present analysisistried to find:

What isthe situation of STC in its operation?

What do the cash flow statements of the STC indicate?

Whether the STC has managed the cash properly or not?

Whether there are any irregularities in cash flow of the STC or not?

How far they have been able to keep the sound status in terms of business

success?



1.4 Objectives of the Study
The main objective of this study is to analyze the cash flow of STC to get the in-
depth information related with cash management. This objective is associated with
following objectives.

To analyze the trend of cash flow of STC.

To examine, analyze and compare the cash flow of different headings (i.e.

operating, investing and financing).

To identify the strengths and weaknesses of cash management of STC.

To reflect ability to generate cash flow in future periods.

To provide suggestions and recommendations for future improvement on

cash flow and cash management.

1.5 Significance of the Study

No organization can exist without cash. But mishandling of cash is also a type of
disease for the organization for its failure because it is assumed that cash is blood
for every organization. Every activities performed by organization directly of
indirectly relates with cash in short run or long run. So, management is highly
prioritized to manage cash by dividing the inflow and outflow of cash with
segregating into different headings. These headings are: operating activities,
Investing activities and financing activities. These activities cover all activities of
any organization. So, the study of cash flow analysis is considered as the

integrated approach to management science.

This study is focused on analysis and explanation of cash, cash flow budget and

the cash position which are the key factors of any organization. The component of

cash flow budget shows the financial health of organization in a critical way. The

statement of cash flow revel the solvency position of a firm. The information

concerning statement of cash flow can be used to evaluate the ability to generate
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positive cash flow for the future periods, pay dividend and financial growth. On
the other hand, the decision makers know the direction is which a strategy is likely

to affect cash flow on the short term and over long term.

This study is significant for the following purpose.
Useful to the concern person like management, policy maker and
shareholders
Beneficial to other related organization
Helps to other new researchers

Library asset for common use

1.6 Limitation of the Study
No research can be done without boundary. In that sense, the present study is also
not free from limitations. These mail limitations are the cause of time and cost
which made following limitation for the study.
This study coversthe data of only last five years from 2060/061 to 2064/065.
This study based on secondary data provided by STC and other document
published on different media. So, the accuracy of the study depends on the
accuracy of the data.
This study limited only cash flow analysis of STC as part of profit planning

and control.

1.7. Organization of the Study

This research study is organized as followings chapters:

Chapter - I: Introduction

This chapter is the introductory chapter which covers general back ground,
introduction to the organization, focus of study, limitation of study, objectives of
study etc.



Chapter - 11: Review of Literature
This chapter reviews the existing literature in related area mainly it includes the
fundamental concept and brief review of previous research work i.e. book, journal,

internet and thesis.

Chapter - 111: Resear ch M ethodology
This chapter describes the methodology employed for the study. It includes

research design, data collection and method of analysis and key term.

Chapter -1V: Data Presentation and Analysis
This chapter is the main chapter of the study which applies different (financial and
statistical) tools and techniques for the data to get analysis.

Chapter-V: Summary, Conclusion and Recommendations
This is last chapter for the study which organizes summary, concluson and

recommendations.

Besides these chapters, bibliographies, appendix will also be included at the end of
the study.



CHAPTER - 11
REVIEW OF LITERATURE

The word research is derived from French word i.e. re-searcher which means to
seek again about what has in existence or both repetitions of research work in the
sense to review as per its relevancy to the subject matter. The main objective of
this chapter is to analyze the research work and clarify the study on a rational
basis. But only limited numbers of studies have been conducted in the field of cash

flow statement.

The chapter has been divided into two sections and is organized as follows.
Conceptual Framework

Review of Previous studies

2.1 Conceptual Framework

The term cash flow statement is an indicator of the amount of cash receipts and the
amount of cash payments or disbursements during a specified period. Cash flow is
the net amount of money received by an individual or business in a given period.
If cash flows are budgeted correctly, enough funds should be available to meet
cash payments as they occur. Cash flow should not be confused with profits and
losses;, many companies have gone out of business while making profits, simply
because they ran out of cash" www.cashflow.com). It is a statement which shows
the inflows and outflows of cash and equivalents during the year. It is defined as a
statement of company's ability to generate cash from various activities and their
need of cash.

Cash flow management is the process of monitoring, analyzing, and adjusting cash

flows. For small businesses, the most important aspect of cash flow management



is avoiding extended cash shortages, caused by having too great a gap between
cash inflows and outflows. Funds can be of two types they are either in the form of
working capital or in cash. If the fund is considered as working capital then we
have to prepare the funds flow statement whereas if the fund is taken as cash then

we have to prepare cash flow statement.

There are different concepts regarding fund. Some concepts insist that only cash
should be considered as fund and another concept states that fund is not only the
cash but the financial resources which can be converted into cash can also be

included in funds.

2.1.1 Funds Flow Analysis

"The funds flow statement consists of two terms ‘funds and ‘flow'. The ‘funds
refers to ass pecuniary resources that can be measured in term so money. It may be
interpreted as cash or working capital or al financial resources. 'Flow' means
change in amounts of funds between two periods. Thus, the statement designed to
highlights the change in the financial position of business is known as funds Flow
Statement” (Dangol, 20064:360).

The balance sheet and income statement of a business shows the financia position
a a given point of time and summary of revenue and expenses during the
accounting period. But for evaluating the past performances, future potential of a
business, a separate statement has to be prepared which is known as funds flow
statement. For showing the changes in assets and liabilities from the end of one
period of time to the end of another period of time a statement of changes in

financial position or afunds flow statement has to be prepared.

The comparatively study of two balance sheets of a company prepared for two

different years for knowing the financial activities of a company is known as funds
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flow statement. Form where the funds have been obtained, which is known as
sources and where the funds have been utilized, which is known as uses are shown

by afunds flow statement.

"Funds flow statement is the statement of sources and uses of fund. Funds flow
statement shows the sources from which the funds are received and the areas to
which the obtained funds have been utilized. Funds flow statement indicates
various mean by which funds were received during a particular period and the
ways in which theses funds were applied. Thus, the funds flow statement is an
essential tool for financial analysis' (Koirala and Others, 2064:310).

It explains the sources from which additional fund i.e. working has been arrived
and the uses to which the fund or working capital has been employed. Funds flow
statement is prepared on the basis of two balance sheets of subsequent dates and
highlights the changes in the financial position of a concern. The main purpose of
funds flow analysisis to get clear information about the financial transactions that
bring changes in the companies resources. The objective of funds flow statement
is to disclose the cause of changes in the assets, liabilities and equity capital
between two balance sheet dates. It highlights the changes in financial position of
a concern and indicates the various means by which funds were obtained during a
particular period and the ways to where these funds were utilized. By comparing
balance sheets of two different dates funds flow statement is prepared which
shows the inflow and outflow of the funds. It is a kind of financial tools which
answers the following questions.

From which source fund were received?

How many funds were received?

For what purpose the fund is used?' (Lucy,1998: 125)
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2.1.2. Cash Flow Analysis
"Cash is the lifeblood of a business enterprise. It is the fuel that keeps a business

alive. Without cash no activities can take place. So a business must have an
adequate amount of cash to operate. As such of the decison makers must pay
close attention to the firm's cash position and events and transaction that affect the
cash postion of the company is termed as cash flow anayss'

(www.cashflow.com).

Cash flow analysis is the study of the cycle of the business cash inflows and
outflows, with the purpose of maintaining an adequate cash flow for the business,
and to provide the basis for cash flow management. Cash flow analysis involves
examining the components of the business that affect cash flow, such as accounts
receivable, inventory, accounts payable, and credit terms. By performing a cash
flow analysis on these separate components, the company should be able to more

easily identify cash flow problems and find ways to improve the cash flow.

A quick and easy way to perform a cash flow anaysis is to compare the total
unpaid purchases to the total sales due to the end of each month. If the total unpaid
purchases are greater than the total sales due to the company would be need to
spend more cash than receive in the next month, indicating a potential cash flow

problem.

Cash flow is calculated by making certain adjustments to net income by adding or
subtracting differences in revenue, expenses and credit transactions resulting from
transactions that occur from one period to the next. These adjustments are made
because non-cash items are calculated into net income and total assets and
liabilities. So, because not all transactions involve actual cash items, many items
have to be re-evaluated when calculating cash flow from operations. The other
method of cash flow is calculated by different adjustments of operating activities,

investing activities and financing activities within different operations.
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2.1.3. Cash Flow and Profitability

Profits are accounting measures that may not reflect the economic reality of the
firm. Increasing profits will not always result in higher stock prices. Profits of the
firm depend on many factors such as method of depreciation; non operating gains;

incomes, expenses and |osses.

People often mistakenly believe that a cash flow statement will show the
profitability of a business or project. Although closely related, cash flow and
profitability are different. A cash flow statement lists cash inflows and cash
outflows while the income statement lists income and expenses. A cash flow

statement shows liquidity while an income statement shows profitability.

Many income items are also cash inflows. The sales of crops and livestock are
usually both income and cash inflows. The timing is also usually the same as long
as a check is received and deposited in to account at the time of the sale. Many
expense items are also cash outflow items. The purchase of livestock feed (cash
method of accounting) is both an expense and a cash outflow item. The timing is

also the same if acheck iswritten at the time of purchase.

All the available cash not the profit determines the firms future investment and
growth. Cash flows have earning potential and capture the economic impact of

managerial decisions. Cash flow not the profit that determines the wealth.

2.1.4. Cash Flow Statements
A cash flow statement is one of the most important financial statements for a
project or business. The statement can be as simple as a one page analysis or may

involve several schedules that feed information into a central statement.

A cash flow statement is a listing of the flows of cash into and out of the business
or project. A cash flow statement is alisting of cash flows that occurred during the
13



past accounting period. A projection of future flows of cash is called a cash flow
budget.

A cash flow statement is not only concerned with the amount of the cash flows but
also the timing of the flows. Many cash flows are constructed with multiple time
periods. For example, it may list monthly cash inflows and outflows over a year’s
time. It not only projects the cash balance remaining at the end of the year but

also the cash balance for each month.

Working capital is aso an important part of a cash flow analysis. It is defined as
the amount of money needed to facilitate business operations and transactions, and
is calculated as current assets less current liabilities. Computing the amount of
working capital gives a quick analysis of the liquidity of the business over the
future accounting period. If working capital appears to be sufficient, developing a
cash flow budget may be not critical. But if working capital appears to be
insufficient, a cash flow budget may highlight liquidity problems that may occur

during the coming year.

Cash flows analysis is done through statement of cash flows. A cash flow
statement is a statement of company's ability to generate cash from various
activities such as operating, investing and financing and their need of cash. Itisa
statement which shows the inflows and outflows of cash and cash equivalents
during the year. A cash flows statement is defined as "a statement of company's
ability to generate cash from various activities and their need of cash”
(Munakarmi, 2063: 13.9).

The cash flow analysis is an essential ingredient which has its own special
technigue. Moreover we should analyze cash flow ability of the firm to serve fixed

charges. When the company issues the securities in greater amount with short
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maturity period, its fixed charges will be high. Fixed charges of any firm include
principal plus interest payment on debt, lease payment and dividend on preferred
stock. The firm should try to cover al fixed charges by analyzing expected future
cash flows before assuming any fixed charges. The inability to meet the fixed
charges may result in financia insolvency. Therefore the more stable future cash
flow means the greater debt capacity of the company. Due to this reason, an
analysis of the cash flow ability of the firm it's the best way to analyze its financial
risk. As such an enterprise should prepare a cash flow statement and should
present it as an integral part of its financial statement for each periods for which

financial statement are presented.

2.1.5. Importance of Cash Flow Analysis

Cash flow statement is an important complement to the other major financial
statements. Cash flow statement summaries the operating, investing and financing
activities of a business organization, reports the changes in cash over a period of
time and explains the causes of changes. Enterprise needs cash to conduct their
operation, to pay their obligation and to provide returns to their investors. Users of
an enterprise financial statement are interested in how the enterprise generates and

uses cash and cash equivalents.

Cash flow statement is important to provide information about inflows and
outflows of cash and cash equivalents. It provides useful information to:
a. Assess acompany's ability to generate positive future cash flows.
b. Assess a company's ability to meet its obligation, its ability to pay dividends
and its need for external financing.
c. Assess the reason for differences between income and associated cash
receipts and payments.
d. Assess both the cash and non cash aspects of a company's investments and

financial transaction.
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€.

Assess a company's quality of earning. The quality of earning refers to how
closely income is correlated with cash flows. Higher the correlation the
higher the earning quality.

Assess a company's solvency, liquidity and financial flexibility. Solvency is
the ability of a company to pay its debt as they mature. Liquidity is the ability
to generate adequate amount of cash and also refers to assets and liabilities
nearness to cash. Financial flexibility refers to adapt during a periods of
financia adversity, to obtain financing to liquidate non operating assets for
cash.

In other words the cash flow statement may help to answer the following

a

b.

If acompany operates at a profit why isit continually short of cash?

How can a company operate at a loss and still generate huge inflows of cash
from operations?

How was the company's growth and expansion financed?

Was financing obtained during the period through issuance of debt or equity
securities? If so what were the amount of cash obtained?

Did the company use cash to retire any long term debt or equity securities
during the period?

Are the company's incomes producing activities using more cash than they
are generating?

Do operating activities consistently generate enough cash to assure prompt
payment of operating expenses maturing liabilities interest obligation and

dividends?

2.1.6. Aimsand Objective of Cash Flow Statement
The cash flow statement of an enterprise is useful in providing information to the

users of financial statements about the ability of an enterprise to generate cash and

cash equivalents and the needs of the enterprise to utilize those cash flows.
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Its aim and objective are mentioned below.

a

Cash flows statement will help the financial manager to explain the situation
of sufficient cash balance in hand despite the business incurred loss or short
of cash balance even if the business is making huge amount of profit.
Comparison between cash budget and cash flow statement may prove to be
useful for the management for preparing cash budget for the periods to come.
With the help of cash flow statement the management can find out the causes
of changesin the cash position on two dates.

Evaluation of financia policies can be done with the help cash flow
Statement.

As the cash flow statement helps the management to know and predict its
cash position, it can plan its policy and make decisions regarding the

redemption of debentures, purchase of fixed assets and so on.

2.1.7. Difference between Funds Flow Statement and Cash Flow Statement

a

Concept: Funds flow statement is based on working capital and cash flow is
based on cash.

Accounting: Funds flow statement is based on accrual basis of accounting
and cash flow statement is based on cash basis of accounting.

Preparation: Funds flow statement reveals the sources and application of
funds and any difference represents net increase or decrease of working
capital. Cash flow statement reveals the inflow and outflows of cash and
difference represents the closing cash balance.

Purpose: Funds flow statement shows the causes of changes in working
capital position of a firm between two balance sheets dates. Cash flow
statement shows the causes of changes in cash position of afirm between two
balance sheet dates.
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e. Usefulness: Funds flow statement is useful in planning intermediate and long
term financing. Cash flow statement is more useful for short term analysis
and cash planning of the business.

f. Schedule of changes in working capital: To get information about current
assets and liabilities it is necessary to prepare the schedule of changes in
working capital before preparing funds flow statement whereas in cash flow
statement it is not necessary to prepare the schedule of changes in working

capital.

2.1.8. Preparation of Cash Flow Statement

The cash flow statement is distinct from the income statement and balance sheet
because it does not include the amount of future incoming and outgoing cash that
has been recorded on credit. Therefore, cash is not the same as net income, which,
on the income statement and balance sheet, includes cash sales and sales made on
credit. The cash flow statement is prepared on the basis of cash basis of
accounting. While calculating operating profits for cash flow statement,
adjustment for prepaid and outstanding expenses and incomes are made to convert
the data from accrual basis to cash basis. The statement is prepared by taking the
opening balance of cash, adding to this all the inflows of cash and deducting all
the outflows of cash from the total. The statement is more useful for short term
analysis and cash planning of the business. Cash flows statement shows the

sources and application of cash. Following are the major sources and use of cash.

Sour ces of Cash
a. cash from operation
b. salesof fixed assets
C. issuesof shares
d. issuesof debentures
e. raising long term loan
f. decrease in working capital
18



Uses of Cash

cash loss from operation

purchase of fixed assets

redemption of redeemable preference shares
redemption of debentures

payment of dividend and income tax

- 0 Q0 T o

increase in working capital

Cash flow is determined by looking at three components by which cash enters and

leaves a company: core operations, investing and financing,

Operations

The operations component of cash flow reflects how much cash is generated from
a company's products or services. Generally, changes made in cash, accounts
receivable, depreciation, inventory and accounts payable are reflected in cash from

operations.

Cash flow is calculated by making certain adjustments to net income by adding or
subtracting differences in revenue, expenses and credit transactions (appearing on
the balance sheet and income statement) resulting from transactions that occur
from one period to the next. These adjustments are made because non-cash items
are calculated into net income (income statement) and total assets and liabilities
(balance sheet). So, because not all transactions involve actual cash items, many

items have to be re-evaluated when calculating cash flow from operations.

I nvesting
Investing activities are related with the purchase and sales of non current assets
such as plant and machinery, land and building, furniture and fixture etc. Investing

activities aso include lending money and the purchase or sale of investments in
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securities. Changes in equipment, assets or investments relate to cash from
investing. Usually cash changes from investing are a "cash out" item, because cash
IS used to buy new equipment, buildings or short-term assets such as marketable
securities. However, when a company divests of an asset, the transaction is
considered "cash in" for calculating cash from investing.

Financing

The financing activities section of the cash flow statement shows the sources of
fund generated through owner's capital and borrowed capital. Changes in debt,
loans or dividends are accounted for in cash from financing. Changes in cash from
financing are "cash in" when capital is raised, and they are "cash out" when
dividends are paid. Thus, if a company issues a bond to the public, the company
receives cash financing; however, when interest is paid to bondholders, the

company is reducing its cash.

The cash flows statement should be presented under informative approach in
activity format. Under informative approach the cash flow statement may be
presented using

1. Direct Method

2. Indirect Method

2.1.9. Indirect Approach to Cash Flow Statement

Under indirect approach net profit or loss is adjusted for the effects of transaction
of a non cash nature, any deferrals or accruals of past or future operating cash
receipts or payments and items of income or expense associated with investing or
financing cash flows. Operating activities relate to a company's primary revenue
generating activities. It is the single major continuing source of cash. Operating
activities are always within the management control and they provide base for

management estimation of funds needed to rise from available sources. Cash flows
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from operating activities are generally the cash effects of transaction and
economic events included in the determination of income.

Operating Activities
Under indirect method the net cash flow from operating activities is determined by
adjusting net profit or lossfor the effect of
Changes during the period in inventories and operating receivables and
payables.
Non cash items such as depreciation; provisions, deferred taxes and
unrealized gains or losses; and

All other for which the cash effects are investing or financing cash flows.

Alternatively the net cash flows from operating activities under indirect method
may be present showing operating revenues and expenses, excluding non cash
items disclosed in the statement of profit and loss and the changes in inventories

and operating receivable and payables during the period.

Investing Activities
It include lending money (investment) and collecting on those loan, buying and
selling productive assets that are expected to generate revenues in future periods

and buying and selling securities not classified as cash equivalents.

Investment activities are:
Cash payments to acquire the fixed assets
Cash receipts from disposal of fixed assets
Cash payments to acquire shares, warrants or debt instrument of other
companies
Cash advances and loan made to other parties
Cash receipts from the repayment of advances and loans made to third

parries.
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Financing Activities

It include borrowing money from creditors and repaying the amounts to borrower
and obtaining resources from owners, repayment of borrowed funds/amount and
payment of dividend to owners. The separate disclosures of cash flows arising
form financing activities is important, because it is useful in predicting claims on

future cash flow by providers of funds.

Financing activities are:
Cash proceeds from issuing shares or other similar instrument.
Cash proceeds from issuing debenture, loan, notes, bonds and other short or
long term borrowings and

Cash repayments of amount borrowed.
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Cash Flow Format under Indirect Approach

Net profit for the period XXX
Add: Non cash and non operating expenses and |osses

(Item wise) XXX
Less: Non cash and non operating income and gains

(Item wise) XXX
Fundsfrom operation XXX
Add: Decreasein current assets, other than cash

(Item wise) XXX

Increase in current liabilities (item wise) XXX
Less. Increasein current assets, other than cash

(Item wise) (xxx)

Decreasein current liabilities (item wise) XXX
Cash from operating activities XXX
C2: Cash from Investing Activities.

Cash Inflows:

Sales of fixed assets XXX

Cash from sale of equity or debt of other enterprises XXX

Cash from the repayment of advances and

loan made to other parties XXX

XXX

Less. Cash payment to acquire property (xxx)

Cash payment to acquire equity or debt of other companies  (xxx)
Cash payment for advances and loans made to other parties  (xxx

C2: Net Cash flowsfrom Investing Activities XXX
C3: Cash flows from Financing Activities:
Issue of shares XXX
Issue of debenture and bonds XXX
Cash collection from loan and mortgage XXX
XXX
Less. Redemptions of shares (xxx)
Redemptions of debenture and bonds (xxx)
Repayment of loan and mortgage (xxx)
Dividend payment (Xxx)
C3: Net Cash flows from Financing Activities XXX
Total Cash Flows[C1+C2+C3] XXX
Cash or Cash equivalent at the beginning XXX
Cash or cash equivalent at the end of the period XXX

(Dangol, 2064:439)
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2.1.10. Direct Approach to Cash Flow Statement

When the direct method is used the cash flow statement does not begin with net
income, rather, it shows cash collected from customer and is deducted cash used
for various expenses. That is, major class of gross receipt and gross cash payments

are disclosed.

Determination of Cash Flow from Operating Activities

Operating Activity only include transaction that relate to the calculation of net
income. It involves the production or purchase and the sales of goods and services
to customers. Cash flow from operating activities includes all cash flows form

transaction that is not defined as investing or financing activities.

The cash flow from operating activities is primarily derived from the principal
revenue producing activity of the enterprise. Examples of cash flows from
operating activities are:

Cash receipts form the sales of goods and the rendering of services.

Cash receipts form royalties, fees, commission, and other revenue.

Cash payments to suppliers of goods and services.

Cash payments to and on behalf of employees.

Cash payments or refunds of income taxes.

The direct method provides information which may be useful in estimating future
cash flows and which is not available under the indirect method. Under direct
method information about major classes of gross recelipts and gross cash payments
may be obtained either.

Changes during the period in inventories and operating receivables and

payables

Other non cash items and

Other items for which the cash effects are investing or financing cash flows
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Deter mination of Cash Flow from Investing Activity
Determination of cash flows form investing activities require to analyze the non
operating incomes and expenses in income statement relating to

Productive assets

Investment in share and debentures

Intangible assets

Short term investments other than cash equivalents

Deter mination of Cash Flow from Financing Activity
A company's transactions with its owners and long term creditors are typically
called financing activities. Financing activities also include borrowing cash on
short term basis. For determination of cash flow from financing activities items
relating to

Share capital equity

Share premium

Debenture

Dividend proposed and

Comparative balance sheets should be analyzed by preparing necessary

accounts.
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Cash Flow Format under Direct Approach

Cashinflows

A: Sales

Add: Decreasein sundry debtors
Decreasein bills receivable
Increase in provision for bad debt
Increase in provision for discount
Bad debts recovered

Less. Increasein sundry debtors
Increase in bills receivable
Bad debts
Discount allowed
Decrease in provision for bad debts
Decreasein provision for discount
(A) Collection from Costumers
B: Interest Income
Add: decreasein accrued interest

Less. increasein accrued interest

(B) Collection from Interest Income
C: Dividend Income

Add: Decreasein dividend receivable

Less. Increasein dividend receivable

(C) Caoallection from Dividend I ncome
Cash Outflows:

D: Cost of Goods Sold

Add: Increaseininventory
Decrease in sundry creditors
Decrease in bills payable

Less. Decreaseininventory
Increase in bills payable
Increase in sundry creditors
Discount received
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XXX
XXX
XXX

XXX
XXX
XXX
XXX
XXX
XXX
XXX
XXX
XXX



(D) Payment to supplier

E: Salary and Wage Expenses

Add: Decreasein salary or wage payable
Increase in prepaid salary or wage

Less. Increasein salary or wage payable
Decreasein prepaid salary or wage
(E) Payment to Employees
F: Income Tax Expenses
Add: Decrease in taxes payable
Increase in advance taxes

Less. Increasein taxes payable
Decrease in advances taxes

(F) Payment of Government for taxes

G: Interest Expenses

Add: Decreaseininterest payable

Less. increasein interest payable

(G) Payment to Creditorsfor Interest

H: Insurance Expenses

Add: Decrease in insurance payable
Increase in advance insurance

Less. increaseininsurance payable
Decrease in advance insurance

(H) Payment for Warranty Service

|: Other Expenses

Add: Decrease in expense payable
Increase in advance payable

Less. Increasein expense payable

Decrease in advance payable
(1) Payment for Expenses
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Cash from Operating Activities before Extra Ordinary Items:
(A+B+C-D-F-G-H-I)
Add: Increasein bank overdraft

Increase in short term loan

Less. Decrease in bank overdraft
Decrease in short term loan
C1: Net Cash from Operating Activities
C2: Cash from Investing Activities:
Cash Inflows:
Sales of fixed assets
Cash from sale of equity or debt of other enterprises
Cash from the repayment of advances and
loan made to other parties

Less: Cash payment to acquire property
Cash payment to acquire equity or debt of other companies
Cash payment for advances and loans made to other parties

C2: Net Cash flows from Investing Activities
C3: Cash flows from Financing Activities.
Issue of shares
I ssue of debenture and bonds
Cash collection from loan and mortgage

Less. Redemptions of shares
Redemptions of debenture and bonds
Repayment of loan and mortgage
Dividend payment

C3: Net Cash flows from Financing Activities
Total Cash Flows[C1+C2+C3]

Cash or Cash equivaent at the beginning

Cash or cash equivalent at the end of the period

XXX
XXX
XXX
XXX
XXX
XXX
XXX

(Dangol, 2064:420)
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2.2. Review of Previous Studies

Bajracharya, Subarna Lal (1990), A Study of Cash Management in Nepalese

public Enterprises, has studied the cash management practices in Nepalese public

enterprises. He has taken 18 enterprises as a sample. According to his study, he

concluded that:
Most enterprises have periodic accumulation of surplus cash and
corresponding cash shortage from time to time. However, one of the
enterprises considered the implication of holding idle cash balance and few
took on to account Cash management in public enterprises of is primarily
based on the traditional practices. Lacking in a scientific approach, more
serous aspects of cash management has been the any formalized system of
cash planning and cash budgeting in many of enterprises, athough the
executive of some enterprises do have the practices of forecasting cash
requirements on aformal basis.
Modern practices with respect to debt collection, monitoring the payment
behavior of customers and relevant banking arrangement in connection with
collection of receivables has been virtually ignored in many enterprises.
Magjority of the enterprises didn't face any serious liquidity problem.
However, this was not because of the effectiveness of cash planning and
budgeting. The problem of liquidity actualy didn't arise due to the
coincidence of delay in payment creditors.
By and large the potential benefit of investing surplus in marketable
securities. These which failed to consider the cost of administering such
Investments.
There had been wide variations overt-time in the state of financial health of
enterprises in terms of the composition of current assets to current liabilities

asreveaed by the relevant financial ratios.
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Neither interest rate nor the rate of inflation had any effect on the cash
balance. Further there was very little evidence of effect on the cash balance

holding in most case.

Further he recommended for developing appropriate strategies for cash
management. He stressed on cash planning and budgeting to cash project cash
project cash surplus and cash deficit. Firm can accelerate the inflows as far as
possible to decelerate outflows. He also stressed to maintain optimal level of cash

and at last it can be better to invest idle fund in marketable securities.

Sainju, Sabin Prakash (2003), Cash management in public manufacturing
enterprises of Nepal: a case study o f Royal drug, he has made conclusion
indicating the poor cash management practices of Royal Drugs Limited (RDL).
He concluded that

Overall cash management practices have been found disappointing.

Overall liquidity position of the firm has been found moderately

dissatisfactory.

Overall, yearly cash inflows and out flow in RDL is not properly managed.

Surplus cash hasn't been properly employed to earn return by investing in

short-term investment opportunities.

Profitable has been found in very weak position.

Overall cash budgeting practice of RDL isvery paoor.

On this study payable deferral period, inventory conversion periods and
receivable collection period and their aggregate effect as cash management has
not been identified i.e. cash conversion cycle of the company has not been
identified which helps to analysis overall status of collection of not cash in

organization.
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Neupane, Kiran (2004) has conducted a research entitled in " A study of cash
management of Nepalese Public Enterprise” (A case study of Salt Trading
Corporation Limited. He has collected the data from secondary source that are
published by the Salt Trading Corporation Limited and related information
through the direct interview and questionnaire. The period covered is F.Y.
2055/56 to 2059/60. He has set the following objective.

To study the existing cash management in STCL.

To critically review the cash management technique procedure by STCL.

To suggest appropriate cash management policy for future.

He has pointed the major findings of his research work are as follows:
Cash management in the STCL is primarily based on the traditional practice
lacking in scientific approach. A more serious aspect of cash management
has been the absence of any formalized system of cash planning and cash
budgeting is STCL.
Modern practices with respect of debt collection, monitoring the payment
behavior of customers and relevant banking arrangement in collection of
receivables have been virtually ignored in STCL.
The STCL could not make the best use of acailabel cash balance prudently.
The average cash turnover time in a year is found 40 times which is in
fluctuating trend over the study period.
The average inventory conversion period into cash is found a little more than
two month i.e. 62 days which isvery slow.
The average payable conversion period is faster than average receivable
period which is not a good single for the purpose of managing cash.
Average cash conversion cycle taken 64 days i.e. little more than two month
which is not a good single for the cash management or cash collection

efficiency of corporation isvery low.
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Management has taken liberal credit policy to sales of goods. Hence the cash
and bank balance of the study period isin minimum.

No optimum cash balance is maintained. The cash and bank balance with
respect to current assets has been fluctuating. Similarly is the cash with
respect to the total assets.

Adhikari, Niraj (2004) has submitted as dissertation in the topic "A
Comparative and Analytical Study on Cash Flow of Selected Finance
Companies’ to the faculty of management T.U. in the course of partia
fulfillment of M.B.S.

The data are collected from both primary and secondary source. The perod
covered was from F.Y. 2054/55 to 2057/58. the basis objective of this research
paper is to analysis the trend of cash flows of selected institute, to examine and
compare the cash flow statement of those financial institution, to identify the
strength and weakness of working capital management especially cash

management of those financial institution.

Major Finding
(i) National Finance Company
In case of NFS the total cash flow from operating activities is in increasing
trend in the first two year but in the final year it is decreasing.
Deposit mobilization/collection isin decreasing trend.
The amount of current liabilities and current assets are increasing trend.
The cash flow from investing activitiesis not regular.
Borrowing isin decreasing trend which in the final fiscal year has decreased

to zero.
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(i) Lumbini Finance and L easing Company
The amount of total cash flow from operating activitiesis in increasing trend
in the first two year but in the final year it is decreasing.
Deposit mobilization/collection isin increasing trend.
The amount of current assets is decreasing in the first two years of the study
period but it isincreasing in the final year.
The amount of loan is decreasing in the first two years of the study period but
itisincreasing in the final year.
Cash flow from investing activities is in decreasing trend.

Borrowing isin decreasing trend.

Dahal, Rohit Kumar (2005) has conducted a research entitled "Cash flow
budget analysis of service industry as component of profit planning and control*
(A case study of Sagarmatha Insurance Company PVT Ltd). He has set the
following objectives:

To analyze sales and expense budget with cash budget of Sagarmatha

Insurance Co.

To draw the true picture of profit planning and control of Sagarmatha

Insurance Co.

To evaluate various budget with actual result.

To find the trend of premium collection and investment and its impact of

cash budget.

To accomplish the above objectives, Rohit has made research covering the F.Y.
2055/56 to 2059/60. Research methodology is followed through secondary source
of data and other essential information from primary source. His magjor findings
areasfollows:

The company follows traditional method for planning the cash.
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The company posses large amount of fund but it is not profitability invested.
The company couldn't invest its available fund for national interest. The
company is having narrow look for its investment. Even its return on
investment is decreasing (10.4%) toward the end of study period.

The company does not follow the optimum cash balance process. There is
high idle cash (15-20%) of total cash available with it which invested
prudently would have heavy returns.

Though the total premium of company is increasing, its net profit is
continuous decreasing.

The company is under capitalized. It does not posses borrowed capital

The company does not seem applying the effective managerial tool "Profit

palling and control” for controlling its activities.

Bhandari, Suman (2006) conducted a research entitled in "A Study of Cash
Flow Analysis in Nepalese Public Enterprises (A Case Study of Salt Trading
Corporation Limited)". He has collected the data from secondary sources that are
published by salt trading corporation limited for the period from 2056/57 to
2061/62. He has set the following objectives:

To analyze cash flow statement of Salt trading corporation.
To analyze functional budget associated with cash flows.
To reflect ability to generate cash flow in future periods.
To find out the ability to meet its obligation.

To provide suggestion and recommendation for effective cash management.

He has pointed the following major findings:
The company is not adopting the definite inventory policy because the levels

of inventory were fluctuated.



The company has ability to pay short-term ability to pay short term
obligation which shows the financial strength of company.

The debt serving capacity is satisfactory as indicated by average interest
coverageratio is 1.43 times.

The long term solvency position of company is not satisfactory as it has used
more debt as compare to equity.

The average collection period is 26 days which shows the shows slow
collection from debtors.

The cash flow from operating activities was not adequate to meet the short-
term and long-term obligations. The trend of cash flow from operating
activities was fluctuated.

The company has raised funds through loan and overdraft. It has not issued
share except in the fiscal year of the study period which was aso of very
small portion. Due to such loan, the company paid more interest.

No optimum cash and bank balance were maintained. The bank and cash
balance were fluctuated than indicated no definite policy was maintained
regarding the amount of cash hold at the end of each year.

The cash flow per share was found highly fluctuated which shows the poor
ability to pay dividend and current liabilities.

The company has not adequate cash and bank balance to meet it's short-term
and long-term debts.

Khadka, Kiran Kumar (2008), conducted a research entitled on "A Comparative
Study on Cash Flow of Bottlers Nepal Limited and Unilever Nepal Limited". The

general objective of the study is to analyze the cash flow statements of the

selected manufacturing companies comparatively. The specific objectives of the

study are:

To analyze the trend of cash flow of selected manufacturing companies
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To examine, analyze and compare the cash flow statements of these
companies.
To identify the strengths and weaknesses of cash management of the
companies.
To provide recommendations to the concerned companies for future

improvement on the basis of this study.

Major Findings:

Unilever Nepal Ltd.

In the case of Unilever Nepa Ltd. the amount of the total cash from operating
activitiesisin fluctuating trend. It is decreased in FY 2059/060, FY 2061/062 and
FY 2062/063, but it isincreased in FY 2060/061.

The amount of cash flow prior to change in working capital isin increasing trend.
The amount has increased from FY 2059/060 to FY 2062/063.

The current assets amount is in fluctuating trend. The amount is decreased in FY
2058/059 and FY 2059/060, but the amount is increased in FY 2060/061 to FY
2062/063.

The current liabilities amount is in fluctuating trend. The amount is decreased in
FY 2058/059 and FY 262/063, but it isincreased in FY 2059/060 to FY 2061/062.

In the case of Unilever Nepal Ltd. the amount of investing activities is in
fluctuating trend. But there is no any investment amount in FY 2059/060. The
amount is decreased in FY 2060/061, but the amount is increased in FY 2061/062
and FY 2062/063.
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The amount of financing activitiesisin increasing trend, but it is decreased only in
second year. The amount is decreased in FY 2059/060; but it reveal increasing
trend from FY 2060/061.

Bottlers Nepal Ltd.

In the case of Bottlers Nepal Ltd. the amount of the total cash from operating
activitiesisin fluctuating trend. It is decreased in FY 2059/060 and FY 2061/062,
but it isincreased in FY 2060/061 and FY 2062/063.

The amount of cash flow prior to change in working capital is in fluctuating trend.
The amount is increased In FY 2059/060 and FY 2062/063, but it is decreased in
FY 2060/061 and FY 2061/062. So the amount is fluctuating for Bottlers Nepal
Ltd

The current assets amount is in fluctuating trend. The amount is increased in FY
2058/059, FY 2059/060 and FY 2061/062, but the amount is decreased in FY
2060/061.

The current liabilities amount is in fluctuating trend. The amount is increased in
FY 2058/059, FY 2061/062 and FY 2062/063. But the amount is decreased in FY
2059/060 and FY 2060/061.

In the case of Bottlers Nepal Ltd. the amount of investing activities is in
fluctuating trend. The amount is increased in second year but the amount is
decreased in third year. But it is increasing trend from FY 2061/062 to FY
2062/063.

The amount of financial activitiesisin fluctuating trend. The amount is constant

in first and second year. The amount of financial activities is same in both years.
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But the amount is decreased in FY 2060/061. There are no any financia
activitiesin FY 2061/062 and the amount is positive in FY 2062/063.

2.3 Research Gap

There is gap between the present research and the previous research in terms of
some objectives, tools for analysis, period of data and the organization. The main
issue of this study is to analyze the cash flow statement of STC. This study has
used financial and statistical tool for cash flow analysis. It is mainly concern with
STC and data is taken in between 2060/061 to 2064/065. This study has been
done to analyze the trend of cash flow of selected organization, to examine,
analyze and compare the cash flow, to identify the strengths and weaknesses of
cash management of STC and to provide recommendations to the concerned

organization for future improvement on the basis of this study.
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CHAPTER - 111
RESEARCH METHODOLOGY

The knowledge of human being is rising through the getting answer of different
guestions like why, how, when, where, what etc. To answer these questions, they
should gather information and analyze them to achieve their goals or satisfaction.
"The research for gaining the knowledge about method of goal achievement,
which we desire, is known as research methodology” (Joshi, 2001:12-13).
Research is to find out to gain knowledge about a phenomenon. Here re means
repeatedly or again and again, and 'search’ says to investigate or to find. Thus,
Combine researching repeatedly is called research, which includes searching new
facts, knowledge, principles and theories in scientific way Likewise; research
needs various methodologies, tools, techniques etc. A systematic research studies
needs to follow a proper methodology to achieve the pre mentioned objectives.
"Research methodology is a sequential procedure and methods to be adopted in
systematic study”. The proper analysis of the study can be meaningful only on
the right choice of research tools that help for meaningful conclusion. This
chapter is mainly associated with research design, sample design, period of
study, sources of data & data collection procedures, data processing & terms,

methods, tools techniques, theories employed in the analysis & interpretation.

3.1. Resear ch Design

"Research design is the plan, structure and strategy of investigation conceived so
as to obtain answer to research questions and to control variance”" (Wolff and Pant,
1999:50). The main objective of the study is to analyze to cash flow statements of
the public enterprise and provide suggestions on the basis of findings. In order to
fulfill objectives of the study as much as possible, an adequate attention has been

paid in the process of Research Design. The research is carried out on the basis of
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secondary sources data. In the study, the researcher has followed the descriptive
cum analytical research design to analyze the financial performance of the selected
public enterprise. Various financial parameters and an effective research technique
are employed to especidly identify the weaknesses of these institutions. On the
ground of observed infirmities and inefficiencies, an attempt will be made to

suggest the reasonable and useful recommendations to the concerned.

3.2. Population and Samples

There are 138 listed companies in Nepal. They are related with different sectors
like banking, manufacturing and processing, hotels, trading, insurance, finance and
others. It is not possible to study al of them regarding the research topic.
Therefore among these, one reputed public company STC is taken as a sample

company from population for this research study.

3.3. Sources of Data

This study is mainly based on the secondary data collected from the different
published sources. The audited Balance Sheet, profit & loss account and related
schedules of the concerned public enterprise was collected. Besides these, other
essential data and information were collected from some published and
unpublished documents. So far as the data collection procedure is concerned,
annual reports of selected organizations were collected. In addition, answers on
certain queries made to the staffs of concerned organization also assists in data
collection procedure. The researcher has also consulted the library to gather

necessary data and information during the course of study.
3.4. Data Processing and Tabulation

The necessary data from 2057/058 to 2062/063 for the study collected from

various sources are recorded systematically for analysis. All the information is
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then identified, grouped and tabulated as per the need of study in order to meet the

research objectives.

Tabulated data are presented through the easy understanding graphs.

3.5. Tools and Techniques used to analyze the Data
The data analysis is made on the basis of various financial and statistical toolsto
achieve the research objectives. The researcher has used the following tool and

techniques.

3.5.1 Statistical Tools
Statistical tool is very useful tool to analyze the available data to find the relation
between these data and to predict about the trend and hidden fact in the relation.
So, different related tools from the statistical tool are utilized in terms research
objectives. They are:

a Mean

b. Correlation

c. Standard deviation

d. Trend analysis

3.6. Research Variables
Balance sheet, Profit and loss account, Cash flow statement including cash from
operating activities, cash from investing activities and cash from financing

activities are the research variables.
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CHAPTER -1V
DATA PRESENTATION AND ANALYSIS

4.1 Cash from Operating Activities

This includes all those activities which are main activities of any company. If the
cash inflow from this activity is greater than the outflow then it is considered
satisfactory, because it shows the companies have liberal cash to operate and to

bear all the expenses and overheads occurred during the operation.

The cash from operating activities can be determined by applying any one method
from 1) direct method or 2) indirect method. This selected company is applying
indirect method to determine cash from operating activities. The difference
between direct method and indirect method is: on direct method starting is sales
and on indirect method starting is net profit. Net profit is calculated by deducting
all cash and non cash expensed that can be deducted while calculating net profit.
So, on this indirect method, there should be making some adjustment of different
non cash expenses and income to determine actual cash flow. Following table

shows the cash flow from operating activities of STC.
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Table4.1
Cash Flow from Operating Activitiesof STC

(Amount in Rs)

Particular Fiscal Y ear
2061/062 2062/63 2063/064 2064/065 2065/066
Cash Flow From Operating Activities
1. Net profit after provision of tax 49807981 29052985 (103656366) 13027201 11555081
Adjustments 144346067 162991636 310879522 200481187 251318043
a. Depreciation 3873130 4733227 4275438 5169703 7064647
b. Interest Expenses 119994903 154015233 161188663 152956369 197195114
c. Provision for loss - - 135000000 30000000 29810500
d. Profit (Loss) from sale of assets (144783) (840) (96171) (8996) (2953)
e. Adjustment of last year profit(Loss) - (8062054) - -
f. Expenses 18761 - - -
g. Provision for tax 20604056 12306070 10511592 12364110 15276583
h. Deffered Tax - - - - (829720)
i. Bonusreceived - - - - 2803872
Cash flow from change in working capital (198152908) (117863276) 14611761 (4650741) (454777279)
a. Stock (increasse/ decrease) (319218432) (86690027) 162137938 102819065 (395554405)
b. Debtors (increase/ decrease) (26814220) 7622848 (37125974) (8545426) (30422166)
c. Advance and deposit(increase/decrease) (106421685) (41525706) (136745691) (127367408) (192289816)
d. Current liabilities (increase/decrease) 37780297 (4109334) 26345488 31430221 163489108
e. Production adm (increase/decrease) 5868502 6838943 - - -
f. Director promotion (2190740) - - - -
g. Deffered tax assets - - - (2987193) -
Cash Flow Before Tax (3998860) 74181345 221834917 208857646 (197511899)
Tax paid (14807869) (11632453) (11920043) (3173113) (9414018)
Net Cash Flow From Operating Activities (18806729) 62548892 209914874 212030759 (206925917)

Sources: Annual report from 2061/062to 2065/66




The table shows that the total cash flow form operating activities for STC are Rs.
(18806729) on FY 2061/062, Rs. 62548892 on FY 2062/63, Rs. 2099148740n FY
2063/064, Rs. 212030759 on 2064/065 and Rs (206925917) on FY 2065/066
respectively. This table shows the operating cash inflow of STC is in fluctuating
trend. Thereisaso irregular cash flow on non operating income and expenses and
working capital which is also the reason for fluctuation on operating cash flow.

These cash flows from operating activities are show on the figure 4.1.

Table 4.1 shows, on F.Y. 2061/062 net profit after provision of tax is Rs
49807981 On this net profit adjustment is Rs 144346067, out of which interest
expenses is Rs 119994903, depreciation is Rs 3873130, P/L from sale of assetsis
Rs (144783), and provision for tax is Rs10511592. And in this fiscal cash flow
after change in working capital is Rs 198152908 and tax paid is Rs 14807869.cash
flow from operating activities is Rs (18806729), which is negative.

On F.Y. 2062/063 net profit after provision of tax is Rs 29052985, On this net
profit adjustment is Rs 162991636, out of which interest expenses is Rs
154015233, depreciation is Rs 4733227, P/L from sde of assets is Rs (840),
Adjustment of last year profit(Loss) is Rs (8062054) and provision for tax is
Rs12306070. And in this fiscal cash flow after change in working capital is Rs
(117863276) and tax paid is Rs 11632453.cash flow from operating activitiesis Rs
62548892, which is positive.

On F.Y. 2063/064 net profit after provision of tax isRs. (103656366), On this net
profit adjustment is Rs 310879522, out of which interest expenses is Rs
161188663, depreciation is Rs 4275438, P/L from sale of assets is Rs (96171),
Adjustment of last year profit(Loss) is Rs (8062054), Provision for loss is Rs
135000000 and provision for tax is Rs12306070. And in this fiscal year cash flow
after change in working capital is Rs 14611761 and tax paid is Rs 11920043.cash
flow from operating activitiesis Rs 209914874, which is positive.
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On F.Y. 2064/065 net profit after provision of tax is Rs 13027201, on this net
profit adjustment is Rs 200481187, out of which interest expenses is Rs
152956369, depreciation is Rs 5169703, P/L from sale of assets is Rs (96171),
Provision for loss is Rs 30000000 and provision for tax is Rs12364110. And in
this fiscal year cash flow after change in working capital is Rs (4650741) and tax
paid is Rs 3173113.cash flow from operating activities is Rs 212030759, which is
positive.

On F.Y. 2065/066 net profit after provision of tax is Rs 11555081, on this net
profit adjustment is Rs 251318043, out of which interest expenses is Rs
197195114, depreciation is Rs 7064647, P/L from sale of assets is Rs (2953),
Provision for loss is Rs 29810500, Deffered tax is Rs (829720), bonus received is
Rs 2803872, and provision for tax is Rs15276583. And in this fiscal year cash
flow after change in working capital is Rs (4650741) and tax paid is Rs
9414018.cash flow from operating activities is Rs (206925917), which is
Negative.

Figure4.l
Cash Flow from Operating Activitiesof STC

250000000

200000000
150000000
100000000
50000000 -
0 —_— . . .

-50000000 -
-100000000
-150000000
-200000000
-250000000

Amount

Fiscal Year




Before the adjustment of working capital, cash from operating activities of STC
from fiscal year 2061/062 to fiscal year 2065/066 are presented in table 4.2 and

figure 4.2 respectively.

Table4.2
Cash from Operating Activities before and After Changein WC
(Amount in Rs)

Fisca Year
Particular 2061/062 2062/63 2063/64 | 2064/065 | 2065/066
Cash flow before change in
Working Capital 216959637 |180412168 [195303113 216681500 247851362
Change in working capital (198152908)((117863276) | 14611761 |(4650741) |(454777279)
Net cash flow from operating
activities(A) (18806729) | 62548892 209914874 212030759 |(206925917)

Sources: Annual report from 2061/062 to 2065/066

On table 4.2, Second row shows cash flow before change in working capital. Third

row shows change in working capital and last row shows Net Cash from operating

activities which are shown on following figure 4.2 as follows:
Figure4.2
Cash from Oper ating Activities before and after Changein WC
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Figure 4.2 shows the cash flow from operating activity before change in working

capital with fluctuating rate in every fiscal year. Net cash flow from operating
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capital is also in fluctuating trend. It is negative in fiscal year 2061/062 1nd in
fiscal year 2065/066 and positive in remaining fiscal year.

4.1.1 Trend Analysis of Operating Cash Flow

To analyze the trend of operating cash flow, straight line trend by least square
method is going to be fitted. For this, let us assume that the fiscal year be X and
the cash from operating activities be Y. If we keep the fiscal year ranking from 1
to 5 then no. of observation would be five. Similarly, operating cash inflow Y
would be kept in four figurei.e. in Rs (0000) to make calculation easier.

So, that straight line trend Y .= a+ bx

Where,
N8 vy - & x8 v
nd x* - (& x)°
L - ay ba x
n n
. AX
X:a—
N
AY
Here, a=aT (-ax=0)
2 XY
p=31
ax
X= (X - X)



Table4.3
L east Squar e Spreadsheet Cash from Operating Activities

(Rsin 0000)
Fiscal Y ear Cash from operating activities | x= (X - X) X° Xy
Y in (0000)
2061/062 (1) -1880.67 2 4 3761.34
2062/063(2) 6254.88 -1 1 -6254.88
2063/064(3) 20991.48 0 0 0
2064/065(4) 21203.07 1 1 21203.07
2065/066 (5) -20692.59 2 4 -41385.18
_ Ax QY =25876.17 ax=0 | dx*=10 | Qxr=
TN -22675.65

Sources: Annual report from 2061/062 to 2065/066

ax _1
N

X = =3

ol

Y
oz all\l _ 2587617 _ 1oc g

AXY
- = Z - 22675

ax’

(on

Y c= 5175.23 — 2267.56x

This trend line shows the highly negative operating cash inflow for the future. The
annual rate of decrease is 2267.56x10000 = 22675600. The trend line of Net cash

from operating activities is shown below.




Figure4.3
Trend line of Net Cash Flow from Operating Activities
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On this figure the net cash flow from operating activities is in flectuating trend.
During the period, its rate of growth is negative in the beginning then in positivein
the mid period and again negative in last period which are shown by the above
trend line.

4.2. Cash from Investing Activities

Cash flows from investing activities represent inflows and outflows that occurred
within an accounting period and concern all the investments that the company has
made. Primarily, these cash flows refer to cash received or paid for the acquisition
or disposal of long term (fixed assets). Cash flows from investing activities should
be reported separately from the cash flow from operating activities and in a unified
form that does not allow the selection between a direct or indirect method. This
includes all those investment made or sold inside or the outside the company. If
the cash inflow is less than the cash outflow then it is considered satisfactory for
the company because more the company is able to invest more it is considered to

be able to expand.



The separate disclosure of cash flows arising from investing activities isimportant

because the cash flows represent the extent to which expenditure has been made

for resources intended to generate future income and cash flows. Examples of cash

flows arising from investing activities are:

a

Cash payments to acquire property plant and equipment intangible and others
long term assets. These payments include those relating to capitalized
development costs and self constructed property plant and equipment.

Cash receipts from sales of property plant and equipment intangible and other
long term assets.

Cash payments to acquire equity or debt instrument of other enterprise and
interest in joint venture.

Cash receipts from sales of equity or debt instrument of other enterprises and
interest in joint venture.

Cash advances and loans made to other parties.

Cash payments from the repayment of advances and loans made to other

parties.

Investing activities are related with the purchase and sales of noncurrent assets

such as plant and machinery, land and building, furniture and fixture etc. Investing

activities aso include lending money and the purchase or sale of investments in

securities. Changes in equipment, assets or investments relate to cash from

investing. Usually cash changes from investing are a "cash out" item, because cash

is used to buy new equipment, buildings or short-term assets such as marketable

securities. However, when a company divests of an asset, the transaction is

considered "cash in" for calculating cash from investing.



Table4.4
Cash flow from I nvesting Activities

(Amount in Rs)

Cash flow from investing Fiscal Year

activities 2061/062 2062/63 2063/64 | 2064/065 | 2065/066

1. Dividend received - - 2803872

2. Purchase of fixed assets (12050295) | (29078989) | (48063760)| (22457867)| (20890223)

3. Investment on shares of (284235000) | (5076000) | (4486656) | (14658302)| (17370400)
different companies

4. Received from sale of fixed 289552 24779 - - 23452
assets

5. Increase on other (5743242) | (6925854) - - (4733912)
investment

Net Cash flow from (301738985) | (41056064) | (52550416) | (37116169)| (40167211)

investing activities(B)

Sources: Annual report from 2061/062 to 2065/066

Above table 4.4 shows the Cash flow from investing activities for F.Y. 2061/062
to 2065/066. As mentioned above, STC has made purchase of fixed assets during
the period, which results on cash outflow. The maximum cash outflow during the
period is Rs (48063760) on F.Y 2063/064. The minimum cash outflow from
purchase of fixed assets is Rs (12050295) on F.Y. 2061/062. This means the
company has increasing rate of purchase of fixed assets. The cash outflow from
purchase of assets on 2061/062, 2062/063, 2063/064, 2064/065 and 2065/066 are
12050295), (29078989), (48063760), (22457867), (20890223) respectively.

Increase in investment is a cause for cash outflow and it increase future cash
inflow through its return the cash outflow for the period 2061/062, 2062/063,
2063/064, 2064/065 and 2065/066 are (284235000), (5076000), (4486656),
(14658302) and (17370400) respectively. Cash inflows from investing activities

are income from investment and bank deposit and sale of investment. The sales of
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investment are made during the F.Y. 2061/062, 2062/063 and 2065/066 are
289552, 24779 and 23452 respectively. Dividend received is Rs 2803872 on fiscal
year 2065/066 only.

The net cash from operating activities are obtained through the addition and
subtraction of all above statement of cash inflow and out flow. Cash out flow is
presented with () sign at the beginning of the amount. The trend of cash flow of

investing activitiesis not in fixed trend, it is fluctuating randomly.

4.2.1 Trend Analysis of Investing Cash Flow

To analyze the trend of investing cash flow, straight line trend by least square
method is going to be fitted. For this, let us assume that the fiscal year be X and
the cash from investing activities be Y. If we keep the fiscal year ranking from 1
to 5 then no. of observation would be five. Similarly, investing cash flow would be

kept infigure 4.4 i.e. in Rs (0000) to make calculation easier.

So, that straight line trend Y ;=at+bx




Table4.5

L east Square Spreadsheet Cash from I nvesting Activities

(Rsin 0000)
Fiscal Year | Cash frominvesting activities x= X XY
Y in (0000) (X -X)
2061/062(1) (30173.89) -2 4 60347.78
2062/063(2) (4105.60) -1 1 4105.60
2063/064(3) (5255.04) 0 0 0
2064/065(4) (3711.61) 1 1 -3711.61
2065/066 (5) (4016.72) 2 4 -8033.44
—_ax QY =47262.86 ax=0 axy=-
Y 10 52708.33

Sources: Annual report from 2061/062 to 2065/066

Y = Q = E: 3
N 5
a= éY
N = 2472980 gu5372
b= éxY
-ax
BF 506 _ g7 g5

Y c=-945.372-5270.83x

This trend line shows the highly fluctuating cash flow for the period. The annual
rate of increment is -5270.83x10000 = -5270830. The trend line of Net cash from

investing activities is shown below.
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Figure4.4
Trend line of Net cash flow from Investing Activities
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On the above figure 4.4, the trend of cash from investing activities is fluctuating
during the study period and its rate of outflow isincreasing that shows the STC is

expanding its business.

4.3. Cash from Financing Activities

This section shows the sources of fund generated through owner's capital and
borrowed capital. Financing activities also include the repayment of debt and
payment of cash dividend to shareholders. If the cash inflow is greater than the
cash outflow whether it is satisfactory or not, depends on the situation. But it
shows the company's ability to take risk but excess cash inflow through this
activity is considered as not much healthier for the financial condition of the

company. According to international accounting standard financing activities are:

a. Cash proceeds from issuing shares or other equity instruments.

b. Cash payments to owners to acquire or redeem the enterprise shares.
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c. Cash proceeds from issuing debentures, loans, notes, bonds mortgage and

other short or long term borrowings.

d. Cash repayments by a lessee for the reduction of the outstanding liability

relating to a finance lease.

Table 4.6

Cash Flow from Financing Activities

(Amount in Rs)

Cash flow from Fiscal Year

financing activities 2061/062 2062/63 2063/64 2064/065 2065/066
Mid and long term 120865035) | (57220527) | (86514617) | 498254420 |(53145986)
borrowings (Receipt/

Payment)

Current bank 535757179 | 216108346 - -
account(overdrawn) -
Interest payment 114790794) |(161934199) ((162074799) |(197079912) | 153153031
Secured Loan (Receipt/ - - 110863988 | (4738716)

Payment) 21092989
Dividend paid (4422634) | (5052067) | (4419493) 1660782 7048494
Net cash flow from 295678716 | (8098447) | 142144921 | 294775010

financing activities 192254521

Sources: Annual Report from 2061/062 to 2065/066

Table 4.6 presents the source and use of cash in the head of financing activities.

On this table the financing activities of STC are: Mid and long term borrowings

(Receipt/ Payment), Current bank account (overdrawn), payment of dividend,

Interest payment, Secured Loan (Receipt/ Payment). Cash inflows from financing

activities are: receipt of share capital, receipt on long term debt. Mid and long

term borrowings on 2064/065 is Rs 498254420 , on the remaining year mid and

long term borrowings has been paid.

The trend of cash flow from financing activities is show below on bar diagram

(figure: 4.5).
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4.3.1. Trend Analysis of financing Cash Flow

To analyze the trend of financing cash flow, straight line trend by least square
method is going to be fitted. For this, let us assume that the fiscal year be X and
the cash from financing activities be Y. If we keep the fiscal year ranking from 1
to 5 then no. of observation would be five. Similarly, financing cash flow would

be kept in four figurei.e. in Rs (0000) to make calculation easier.

So, that straight line trend Y ;=atbx

Where,
x=aX
N
az A’
N
A XY
p=3"
ax
x= (X = X)
Table4.7
L east Squar e Spreadsheet Cash from Financing Activities
(Rsin 0000)
Fiscal Year | Cash from Financing Activities x= X XY
Y in (0000) (X =X)
2061/062(1) 29567.87 -2 4 -59135.74
2062/063(2) (809.84) -1 1 809.84
2063/064(3) 14214.49 0 0 0
2064/065(4) 29477.50 1 1 294477.50
2065/066(5) 19225.45 2 4 38450.9
— ax QY =91675.47 ax=0 Q XY =274602.5
Y 10

Sources: Annual report from 2061/062 to 2065/066
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[o]
o QY _91675.47
N

=18335.09

L XY _ 2746025
ax
Yc= 18335.00+27460.25x

=27460.25

This trend line shows the negative cash flow for the period. The annua rate of
increment is 27460.25x 10000 = 274602500. The trend line of Net cash from
financing activities is shown below.

Figure4.5

Trend Line of Net Cash Flow from Financing Activities
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Figure 4.5 shows the trend line graph of cash flow from financing activities. On
this graph the trend of cash flow is in negative with fluctuation. This trend line
shows the cash outflow isin increasing trend at the beginning two fiscal year. The

cash outflow first to send year is 0 and at the last two yearsits flow is negative.
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4.4. Net Cash Flow Analysis

Cash flow is a result of different business activities. These activities are
categorized in different group in terms of their nature and support provided by
them. The group of activities are operating, investing and financing. Operating
activities are those activities which are the cause for the organizational existence.
Operational effectiveness is measured through the analysis of trend of cash from
operation. There should be positive cash flows on total from these activities. That
means the operating cash inflows are the source for the payment of business
expenses and trading liabilities. On the other hand, investing and financing
activities are mainly concern with bulk amount of cash that are related with
business expansion and long term source of cash. Generaly, if the cash outflows
on investing activities are increasing, organization is in continuous expansion.
Again, if the cash inflow on financing activities through issue of share and long
term loan, organization can get long term source of cash that can be used on long
term investment or business expansion. Investing and financing activities are the
activities through which long term sustainability can be measured. To be the
efficient and effective on operation of business and expansion of business there
should be balance between these activities to produce adequate cash for the

requirement.

Net cash flow is the aggregate cash flow from these three heading of activities.
The amount of net cash flow