International Journal of Creative and Open Research in Engineering and Management

o B

&

Ny

ISSN: 3108-1754 (Online)
Volume 02 Issue 03 March-2026 | Impact Factor: 3.5

Evolution of Cash Flow Statement Reporting in India: From AS 3 to Ind AS 7

Silajit Bose

Research Scholar, Department of Commerce

University of Gour Banga, Malda, West Bengal, India

Guest Faculty, Department of Commerce and Accounting

Biswa Bangla Biswabidyalay, Bolpur, Birbhum, West Bengal, India

How to Cite this Article:

Bose, S. (2026). Evolution of Cash Flow
Statement Reporting in India: From AS 3 to Ind
AS 7. International Journal of Creative and
Open Research in Engineering and
Management, <i>02</i>(03).
https://doi.org/10.55041/ijcope.v2i3.239

License:

This article is published under the terms of the
Creative Commons Attribution 4.0
International License (CC BY 4.0), which
permits unrestricted use, distribution, and
reproduction in any medium, provided the
original author(s) and the source are credited.

© The Author(s). Published by International
Journal of Creative and Open Research in
Engineering and Management.

d

https://doi.org/ 10.55041/ijcope.v2i3.239

Email 1d- silajitbose0@gmail.com

Abstract- This paper reviews the development of the cash flow
statement reporting in India and compares account standard 3 (AS 3)
and Indian Accounting Standard 7 (Ind AS 7). The financial statements
prepared according to the traditional accrual basis accounting usually do
not provide the liquidity position of a firm thus making it important to
consider the implementation of cash flow statements as an important
element of financial reporting.

The study is both descriptive and analytical based on secondary data of
accounting standards, regulatory publications, and academic literature.
It compares the conceptual framework, classification of cash flows,
disclosure requirements and reporting practices of the two standards.
Although the AS 3 offers a more simplified structure of categorizing
cash flows in terms of operating, investing, and financing activities, Ind
AS 7 presents a more detailed approach that is based on principles and
is in line with international standards (IAS 7).

The results show that Ind AS 7 increases transparency, comparability,
and reliability of financial reporting in terms of high levels of disclosure
and wide classifications of items like interest, dividends, and foreign
currency cash flows. It enhances corporate governance as well and helps
in making better decisions on behalf of the stakeholders, such as
investors, creditors and regulators. Nonetheless, the change between AS
3 and Ind AS 7 has the following implementation issues: more
complexity, use of professional judgment, and technical skills.

It finds that transition to Ind AS 7 is a major move in ensuring that Indian financial reporting is in line with the

international practice hence enhancing the quality and credibility of financial reporting. It highlights that regulatory
assistance, professional training and improvements of the system are needed in order to facilitate implementation.
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1. Introduction

Financial reporting informs investors, creditors, regulators and managers of the financial performance and position
of a company. The Balance Sheet and Profit and Loss Account are usually used by designers of the reports to
demonstrate the extent to which a company owns and the extent to which it earns. The two statements, however,
do not necessarily describe the liquidity of the company or the flow of cash. This is why Cash Flow Statement has
become an important component of the contemporary financial reporting.

The Cash Flow Statement indicates the inflow and outflow of cash and cash equivalents in and out of the business
in an accounting period. It allows the stakeholders to determine whether the company is able to generate cash, settle
its debts, pay dividends and invest in new projects. The demand to have clear and consistent reporting of cash flows
has increased as businesses become more complex and international.

The International Accounting Standards Board (IASB) has established the rules of cash flow reporting globally
through IAS 7. In India the previous framework was AS 3 of the Institute of Chartered Accountants of India (ICAI).
India is currently under Indian Accounting Standards (Ind AS), and the cash flow statements are regulated by Ind
AS 7, which is issued by the Ministry of Corporate Affairs (MCA).

Despite the numerous ideas that AS 3 and Ind AS 7 have in common, they differ in the way they are presented,
what should be disclosed and the classification of cash items. These variations influence the comparison of reports
and decision making. Thus, one should pay attention to these standards to understand how the cash flow reporting
has evolved and how effective it is in India.

1.1 Background of Cash Flow Reporting

Cash flow reporting was developed to address the issues of the older accrual accounting. Accrual accounting records
the sales and costs as they occur and not when money is received or paid. It indicates the level of profit that a
company generates, but does not indicate the amount of cash that the company possesses.

A company may record huge profits yet fail due to lack of cash. Another company may earn a small profit, yet lots
of cash due to the fact that it spends money properly.

Therefore, those who are concerned about the company must be able to see how the cash is generated and utilised
to determine whether the business will remain healthy.

The Cash Flow Statement is useful because it classifies cash flows into three categories:

Operating Activities — Cash flows from primary revenue-generating activities.

Investing Activities — Cash flows related to acquisition and disposal of long-term assets and investments.
Financing Activities — Cash flows related to changes in capital structure.

According to IAS 7, the Cash Flow Statement indicates the amount of cash that a company can produce and how it
should utilise the cash. According to AS 3, cash flow information also helps individuals to observe the flexibility
and solvency of the company.

Cash flow reporting assists individuals to analyse a company by providing them with information to determine
whether a company can pay dividends, pay its debts and maintain sufficient liquid cash. This information is used
by analysts to compute ratios like cash flow of operations, free cash flow, and adequacy of cash flow. This is why
cash flow reporting is a significant instrument of financial reporting and corporate governance.
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1.2 Evolution of Cash Flow Reporting in India

India has been slow in changing cash flow reporting because accounting rules and regulations have been modified.
Initially, firms were not required to present a cash flow statement. The Balance Sheet and the Profit and Loss
Account were the main reports.

In 1997, a large change occurred when the ICAI published AS 3. It made certain companies prepare cash flow
statements. The rule established what is considered as cash and cash equivalents and provided guidelines on how
to separate cash flows into operating, investing, and financing components.

Due to the increased globalisation of the world and the requirement of companies to have similar reports, India
aligned its rules with IFRS. In 2015 the MCA launched Ind AS. This aligned Indian rules with IASB. In Ind AS,
firms that implement it utilise Ind AS 7 as opposed to AS 3.

AS 3 and Ind AS 7 are both concerned with cash flow reporting, although Ind AS 7 has more detailed rules and
more disclosure. The conversion of AS 3 to Ind AS 7 is a significant move. It simplifies the financial reports, makes
them more understandable and reliable. It also brings Indian companies nearer to international investors and global
markets.

1.3 Significance of the Study

The importance of studying cash flow reporting standards is manifold. To begin with, cash flow statements are
reliable indicators of the health of a company since they indicate actual liquidity as opposed to accrual profits.

Second, the transition between AS 3 and Ind AS 7 is a significant shift in the accounting regulations in India. The
new rules vary in the way they present data, categorise interest and dividends, what should be disclosed, and the
treatment of foreign currency cash flows. These changes should be known to accountants, auditors and analysts.

Third, the comparison of the standards reveals what is good, what is not, and what should be improved. Such studies
contribute to the improvement of reporting and its uniformity.

Fourth, financial info is used by investors and other stakeholders to make decisions. The reporting of good cash
flow makes companies more transparent, accountable and enhances better governance.

Lastly, scholarly research on accounting standards assists in expanding accounting theory and practise. The
comparison of AS 3 and Ind AS 7 reveals the way in which the reporting of cash flow in India has evolved and the
effectiveness of the same.

1.4 Statement of the Problem

Although it is important, there are still numerous problems in the preparation of cash-flow reports as a matter of
fact. The first issue is that not all accounting systems follow the same rules of classifying and presenting
information.

AS 3 and Ind AS 7 are similar concepts, which are understood differently by people. This may cause inconsistency
in reports. An example of this is the way interest paid, interest earned and dividends are categorised can vary and
this influences the ease with which statements can be compared.

The second issue is that it is complicated to prepare cash-flow statements, particularly when dealing with large
organisations with numerous divisions and operating abroad. Cash flows are difficult to identify and categorise
appropriately.

The transition of AS 3 to Ind AS 7 has also been a challenge to practitioners, auditors, and regulators who must
ensure that all is in order. They should also determine whether the new rules are really introducing more clarity and
quality of reporting.

Thus, the cash-flow reporting under AS 3 and Ind AS 7 should be studied in a systematic and analytical manner.
This will assist in resolving the issues and determining whether the existing accounting standards are effective.
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1.5 Objectives of the Study

The primary objectives of this research are as follows:
1. To examine the conceptual framework of cash flow reporting in financial accounting.
2. To analyze the key provisions and principles of AS 3 and Ind AS 7 related to cash flow statements.

3. To identify the similarities and differences between AS 3 and Ind AS 7 in terms of presentation and
disclosure requirements.

4. To evaluate the impact of the transition from AS 3 to Ind AS 7 on financial reporting practices in India.

5. To assess the relevance and effectiveness of cash flow reporting for financial analysis and decision-
making.

Scope of the Study

This paper examines the concepts and discussion of cash flow reporting regulations in India only. It is primarily
concerned with the comparison of AS 3 and Ind AS 7, which determine the way cash flow statements are prepared
and presented.

It examines the fundamental concepts, the grouping of cash flows, what should be disclosed, and the impact of
these regulations on practise. It also examines the role of cash flow reporting in making finance more transparent
and in economic decision making.

However, the research does not examine actual company statements, just the standards. It primarily relies on
secondary sources like rules of the Institute of Chartered Accountants of India, notices of the Ministry of Corporate
Affairs and international rules of the International Accounting Standards Board.

Despite these restrictions, the research provides valuable data on the way cash flow reporting in India has evolved
and its fundamental concepts. Researchers, accountants, policymakers, and accounting and finance students find it
useful.

2. Literature Review

The literature review provides a clear overview of what is already known about cash flow reporting, accounting
rules, and how companies report their financial data. It identifies the key theories, what the data actually indicate,
and where further research is required. Previous research indicates that cash flow statement is critical in examining
the liquidity of a company, its financial performance, and its sustainability in the long run. The review is divided
into theme-based sections.

2.1 Theoretical View of Cash Flow Reporting

Financial accounting rules provide cash flow reporting to provide useful and reliable information to make business
decisions. The cash flow statement is significant as it displays actual cash receipts and payments, rather than mere
accounting entries.

International Accounting Standard 7 states that the cash flow statement must indicate the change in cash and cash-
equivalents over the years, divided into operating, investing and financing activities. That division allows readers
to observe the way a company generates and uses cash.

According to accounting theory, cash flow information supplements accrual accounting by providing a clear view
of liquidity. The balance sheet and the income statement alone may fail to capture the ability of the company to
generate cash or settle its debts. Cash flow statement seals that gap.

Research indicates that operating cash flow is quite handy in the analysis of a company, particularly in the valuation
of the company and its future performance. Cash flow reporting also relates to the agency theory and minimizes
information asymmetry between managers and investors, making reporting more transparent, easier to compare and
more credible.
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2.2 International Studies on Cash Flow Statement

Studies conducted in different parts of the world indicate that cash flow statements are significant in the verification
of liquidity, performance and sustainability. Mohammad (2024) discovered that they are essential in determining
the stability of a company and its capacity to fulfill its obligations through cash-flow ratios.

Siyanbola et al. (2022) discovered that cash flow information has a significant positive effect on the way individuals
assess the performance of banks and enables stakeholders to make more appropriate decisions.

Scholars examined both the direct and indirect methods of reporting operating cash flows. The direct method is
more understandable, whereas the indirect method is more widespread since it is easier and corresponds to net
income.

A different research direction examines the usefulness of cash flow information in capital markets. Research
indicates that investors rely on operating cash flow information to evaluate the performance of a firm and predict
profits. Across the world, researchers view the cash flow statement as a reliable indicator of health and a critical
component of reporting.

2.3 Accounting Standards and Financial Reporting Studies

The accounting rules play a vital role in ensuring consistency, clarity and comparability of reports. They provide
step-by-step instructions on how to prepare and present financial statements.

Research indicates that the international accounting standards have improved and harmonized financial reporting
across borders. Standard frameworks contribute to corporate governance, accountability and decision-making by
allowing users to compare data across firms.

Accounting rules in cash flow reports specify the way cash flows are to be classified, measured and presented in
cash flow reports to ensure that they are accurate and reliable. The move to global harmonized standards has
provided investors with increased confidence and assisted companies to access international capital markets.

2.4 Empirical Research on the Adoption of Ind AS in India

The transition of India to Indian Accounting Standards (Ind AS) that is aligned with IFRS is a significant shift in
the reporting system of India. It has been evidenced that Ind AS has rendered financial information more
transparent, comparative and more trustworthy.

Research indicates that firms that report with Ind AS report more information particularly on revenue, financial
instruments and cash flows. They also examine the impact of this on performance and quality of reports.

However, it is difficult to switch to Ind AS. New valuation techniques and disclosure regulations are complicated
to execute and difficult to utilize. Nevertheless, it has been demonstrated that Ind AS has enhanced the quality of
reporting and assisted companies in reaching international markets.

2.5 Comparative Studies Review between AS and Ind AS

Comparative studies on old Accounting Standards (AS) and Ind AS examine the differences in the recognition,
measurement and disclosure of items. In the case of cash flows, AS3 and Ind7 are similar in that they separate cash
into operating, investing and financing.

Ind AS 7 is more disclosure-oriented and is more aligned with the international practice. It also does not treat
interest, dividends and foreign-currency cash in the same way. AS3 is more flexible whereas Ind AS 7 is more
homogeneous.

According to researchers, the transition of AS to Ind AS simplifies reporting and makes it easier to compare and
more consistent with international standards.
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2.6 Research Gap

Although much research has been done on cash flows and standards, there are gaps. To begin with, little attention
has been paid to the fundamental concepts of cash flow reporting regulations.

Second, there are very limited studies that compare AS 3 and Ind AS 7 in India. Third, the majority of empirical
research on Ind AS is done on revenue and financial instruments, rather than cash flows.

Fourth, the majority of the studies compare general accounting concepts, but they do not go into the specifics of
each standard.

We therefore require an in-depth study that examines the fundamental structure of cash flow reporting and compares
AS 3 and Ind AS 7 in a systematic manner. This paper bridges that gap by examining theory, rules and practical
impacts in India.

3. Conceptual Framework of Cash Flow Reporting

The concept of cash flow reporting is a significant aspect of the present-day financial accounting and business
reporting. Money reports are no longer limited to profit figures, but also the way cash is created and utilized,
therefore cash flow statement is important in determining the financial health of a company, its capacity to settle
its debts and its operations.

The rules of cash flow reporting include being understandable, accountable, and decision maker friendly. Regular
reporting is done on accrual basis and does not reflect actual cash flow. The changes in the cash flow statement are
that it indicates the actual cash received and expended during a period.

The International Accounting Standards Board (IASB) and the Institute of Chartered Accountants of India (ICAI)
have cash flows that are classified into operating, investing, and financing activities in accordance with International
Accounting Standard 7 (IAS 7) and Accounting Standard 3 (AS 3), respectively. This allows individuals to see how
a company earns money and what it requires funding.

3.1 Meaning and Definition of Cash Flow

Cash flow refers to the movement of cash and cash equivalents into and out of an organization during an accounting
period. It indicates liquidity and the firm’s ability to meet financial obligations.

Cash includes cash on hand and demand deposits, while cash equivalents are short-term, highly liquid investments
with insignificant risk. Cash flow reflects activities related to operations, investments, and financing.

From a financial management perspective, positive cash flow signifies financial stability and growth potential,
whereas negative cash flow may indicate liquidity constraints.

3.2 Objectives of Cash Flow Statement

The primary objective of the cash flow statement is to provide information on cash receipts and payments during a
period.

Key objectives include:

Evaluating the enterprise’s ability to generate cash and cash equivalents

Assessing liquidity (short-term solvency) and long-term solvency

Understanding the relationship between profitability and liquidity

Supporting financial planning and forecasting

Enhancing comparability and transparency in reporting

Thus, it facilitates informed decision-making for investors, creditors, and management.

3.3 Components of Cash Flow Reporting

Cash flows are classified into three major components:

Operating Activities:

Relate to core revenue-generating operations (e.g., cash from sales, payments to suppliers and employees).
Positive operating cash flow indicates operational sustainability.
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Investing Activities:

Involve acquisition and disposal of long-term assets and investments (e.g., purchase/sale of fixed assets,
investments). Negative cash flow may reflect growth-oriented investments.

Financing Activities:

Concern changes in capital structure (e.g., issue of shares, borrowings, loan repayments, dividends). These flows
indicate reliance on external financing.

This classification provides a comprehensive view of cash sources and uses.

3.4 Methods of Cash Flow Reporting

Two methods are used for reporting operating cash flows:

Direct Method:

Reports actual cash receipts and payments (e.g., cash from customers, payments to suppliers). It is more
transparent but less commonly used due to data requirements.

Indirect Method:

Starts with net profit and adjusts for non-cash items and working capital changes (e.g., depreciation, inventory,
receivables). It reconciles accrual profit with cash flow and is widely used.

3.5 Importance of Cash Flow in Financial Decision Making

Cash flow information is crucial for evaluating financial health and sustainability.

Investors assess the firm’s ability to generate returns and support growth

Creditors evaluate repayment capacity and credit risk

Managers use it for budgeting, planning, and working capital management

It supports valuation models like Discounted Cash Flow (DCF)

Enhances corporate governance through transparency and accountability

In conclusion, cash flow reporting is indispensable for effective financial decision-making and efficient allocation
of economic resources.

4. Overview of AS-3 and Ind AS-7

Financial reports are consistent, comparable and clear because of accounting standards. Accounting Standard 3 (AS
-3) of the Institute of Chartered Accountants of India was the first standard to govern cash flow reporting in India.
India has embraced the Indian Accounting Standards (Ind AS) with globalization and the necessity to align with
the global practices. Cash flow statements under this system are prepared in accordance with Ind AS -7, which is
based on IAS -7 by the International Accounting Standards Board. Both standards are used to prepare and present
cash flow statements, but Ind AS-7 is more oriented to global harmony and improved comparability.

4.1 Accounting Standard 3 (AS-3): Overview

AS-3 (Cash Flow Statements) was developed to provide guidelines on how to present cash in and out. Prior to AS-
3, Indian reports were primarily on balance sheet and profit and loss, which did not reflect liquidity. AS-3 divides
cash flows into: Operating activities, Investing activities, Financing activities. It describes cash as cash in hand and
demand deposits, and cash equivalents as highly liquid and short-term investments. AS-3 allows companies to
present operating cash flows either directly or indirectly; the latter is the most widespread. The standard has made
reporting transparent and assisted in evaluating liquidity.

4.2 Objectives and Scope of AS-3

The primary objective of AS-3 is to provide information regarding the cash inflow and outflow within a time frame.
Important purposes: demonstrate the changes in cash and cash equivalents, assess liquidity and solvency, enhance
comparability, and assist stakeholders in decision-making. AS-3 is used when the financial statements of a company
are prepared using Indian GAAP and it includes a cash flow statement. It is primarily concerned with classification
and presentation and little disclosure.
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4.3 Ind AS-7: Overview

Ind AS-7 (Statement of Cash Flows) deals with cash flow reporting in Ind AS and is mostly similar to IAS-7. It
needs to be categorized into Operating, Investing, Financing activities. Although it is similar to AS-3, Ind AS-7
provides more specific guidance and disclosures, particularly regarding interest, dividends, and classification. It
enhances international comparability, transparency, and credibility and aligns Indian practice with international
standards.

4.4 Ind AS-7 Objectives and Scope

The objective of Ind AS-7 is to present the information about the historical changes in cash and cash equivalents.
It allows the user to evaluate the cash generating capacity of the company, the timing and amount of cash inflow
and financial flexibility. The standard is applicable to all entities under Ind AS and it demands a statement of cash
flow. It provides specific instructions on the cash flows and non-cash transactions of foreign currency.

4.5 Conceptual Foundation of Ind AS-7

Ind AS-7 is founded on the decision-usefulness approach, which is concerned with the relevance of info to
stakeholders. It demonstrates that cash flow data is more accurate than accrual-based data, assists in evaluating cash
generation, liquidity, and obligations, and categorizes cash flows into operating, investing, financing. The standard
promotes wider principles of transparency, comparability and reliability and is central to contemporary reporting.

4.6 International Influence (IFRS Framework)

The IFRS, which is issued by the IASB, has a significant impact on Indian Accounting Standards. Ind AS-7 is
similar to IAS-7, and Indian reports are in tandem with the international practices. This is a comparability,
credibility, and global acceptance enhancement initiated by the Ministry of Corporate Affairs. The use of Ind AS
will enhance the presence of India in the international markets and demonstrate the interest in the quality of
reporting.

5. Comparative Analysis of AS-3 and Ind AS-7

The transition from Accounting Standard 3 (AS-3) to Ind AS-7 represents a significant shift in India’s financial
reporting framework toward global harmonization. While AS-3, issued by the Institute of Chartered Accountants
of India, governed cash flow reporting under Indian GAAP, Ind AS-7 aligns with International Accounting Standard
7 issued by the International Accounting Standards Board.

Both standards address cash flow statement preparation, but differ in conceptual approach, disclosure requirements,
and reporting practices.

5.1 Conceptual Differences

AS-3 focuses on basic classification and presentation within the traditional Indian accounting framework.

Ind AS-7, based on international standards, adopts the decision-usefulness approach, emphasizing transparency,
comparability, and stakeholder-oriented reporting. It also incorporates broader disclosure requirements and
improved reporting practices.

5.2 Classification of Cash Flows

Both standards classify cash flows into:

Operating activities

Investing activities

Financing activities

However:

AS-3 allows relatively flexible classification depending on enterprise nature
Ind AS-7 provides structured guidance and requires consistency across periods
This enhances comparability and alignment with global reporting practices.
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5.3 Disclosure Requirements

AS-3: Limited disclosures; focus on classification and presentation
Ind AS-7: intensiveness disclosures including:

Non-cash investing and financing activities

Components of cash and cash equivalents

Explanation of significant cash flow movements

Reconciliation with balance sheet items

Thus, Ind AS-7 improves transparency and reliability.

5.4 Treatment of Interest and Dividend

AS-3: Classification depends on enterprise nature (e.g., interest received as operating, interest paid as financing)
Ind AS-7: Allows classification across categories but mandates consistency and reflects economic substance
This ensures better comparability and analytical clarity.

5.5 Foreign Currency Cash Flows

Both standards require translation at the exchange rate on the transaction date.

However:

AS-3: Provides basic guidance

Ind AS-7: Offers detailed treatment of exchange differences and reporting of foreign currency effects
This enhances accuracy and reliability in multinational reporting.

5.6 Non-Cash Transactions

Both standards exclude non-cash investing and financing activities from the cash flow statement
Examples: issue of shares for assets, debt-equity conversion, finance leases

However:

Ind AS-7 requires more detailed disclosure in notes

AS-3 provides limited disclosure guidance

5.7 Presentation and Reporting Differences

Both standards follow similar structural formats, but:

Ind AS-7 emphasizes:

Greater transparency and consistency

Detailed disclosures and explanatory notes

Alignment with international reporting formats

AS-3 provides a simpler framework suitable for domestic reporting

Thus, Ind AS-7 enhances the quality, comparability, and global acceptance of financial statements.
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Table 1: Conceptual Framework Comparison

Basis of Indian Accounting Standard 7
A ting Standard 3 (AS 3
Comparison ccounting Standard 3 ( ) (Ind AS 7)
Developed der Indi GAAP
Conceptual Basis cveloped Hider ‘ncian Converged with IFRS framework
framework
Obiective To provide information about | To provide globally comparable
! historical cash inflows and outflows | cash flow information
Regulatory Issued by Institute of Chartered | Notified by  Ministry  of
Authority Accountants of India Corporate Affairs based on I[FRS
International C . . .
. Limited international alignment Converged with IAS 7
Alignment
Conceptual Simplicity and domestic | Transparency, comparability,
Emphasis applicability and global consistency
Table 2: Classification of Cash Flows
Criteria AS3 Ind AS 7
Operating, Investing, . . . .
Types of Cash Flow . . Operating, Investing, Financing
Financing
lassificati .
Classification More rule-based More principle-based
Approach
Flexibility Limited flexibility Greater flexibility in classification

Financial Institutions

Less specific guidance

Allows classification based on nature of
activity

Policy Consistency

Not strongly emphasized

Consistent

classification  required

across periods

Table 3: Disclosure Requirements

Disclosure Aspect AS3 Ind AS 7
Cash and Cash  Equivalent . .
. qauiv Required Required
Disclosure
R iliati f Fi i .
'eco'n.c'1 fation © HHAnCng | Not mandatory | Mandatory disclosure encouraged
Liabilities
Additional Notes Limited More extensive explanatory notes
Transparency Level Moderate Higher transparency
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Disclosure of Restrictions on Cash Lu'mted More explicit disclosure
guidance recommended
Table 4: Treatment of Interest and Dividend
item AS 3 Ind AS 7

Interest Received

Investing activity

Operating or Investing activity

Interest Paid

Financing activity

Operating or Financing activity

Dividend Investing activit Operating or Investing activit
. A% A% \% A%
Received g Y P & g Y
Dividend Paid Financing activity | Financing activity (generally)
Flexibility Fixed classification | Flexible classification based on business nature

Table 5: Foreign Currency Cash Flows

Aspect AS3 Ind AS 7
Recording of Foreign | Converted using exchange | Converted using functional
Currency Cash Flow rate at transaction date currency exchange rate
Exchange Rate Fluctuation | . . . Mandatory  disclosure  of
. Limited requirement
Disclosure exchange rate effect
Guidance Level General guidance Detailed guidance
Reporting Transparency Moderate High transparency
Table 6: Non-Cash Transactions & Presentation
Aspect AS3 Ind AS 7
Inclusion  of  Non-Cash | Excluded from cash flow | Excluded from cash flow
Transactions statement statement
Disclosure  of Non-Cash | _. Disclosed  separately — with
) Disclosed separately :
Transactions detailed notes

© 2026 The

Presentation Format

Simple format

IFRS-aligned structured format

Reporting Orientation

Domestic reporting focus

International reporting focus

Financial Statement . Integrated with broader IFRS
_ Basic disclosure .

Integration reporting
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Interpretation of Comparative Analysis

The comparison highlights that AS-3 follows a simplified Indian GAAP approach, focusing on basic cash flow
reporting, whereas Ind AS-7 reflects convergence with global standards.

Ind AS-7 introduces:

Greater flexibility with consistency

Extensive disclosures

Improved treatment of foreign exchange effects

Enhanced transparency and comparability

Consequently, Ind AS-7 represents a more advanced and globally aligned framework, improving the reliability and
usefulness of financial statements for investors, regulators, and other stakeholders.

6. Research Methodology

Research methodology refers to the systematic framework for collecting, analyzing, and interpreting data to achieve
research objectives. The present study is designed to examine the conceptual and reporting differences between
AS-3 and Ind AS-7, covering research design, data sources, analytical techniques, and limitations.

6.1 Research Design

The study adopts a comparative and analytical research design. It examines differences in conceptual framework,
classification of cash flows, disclosure requirements, and reporting practices under AS-3 and Ind AS-7.

A structured comparative framework and documentary analysis have been used, based on official standards issued
by the Institute of Chartered Accountants of India and regulatory authorities. This approach enables systematic
evaluation of the evolution of cash flow reporting in the context of global convergence.

6.2 Nature of the Study

The study is descriptive and analytical in nature.

Descriptive: Explains the conceptual framework, structure, and key provisions of AS-3 and Ind AS-7

Analytical: Compares both standards in terms of classification, disclosures, and presentation

This dual approach provides both theoretical understanding and analytical insights into cash flow reporting
standards.

6.3 Data Source

The study is based entirely on secondary data from reliable and authoritative sources.
Published sources: Academic journals, textbooks, research papers, and professional publications
Accounting standard documents:

AS-3 issued by the Institute of Chartered Accountants of India

Ind AS-7 notified by the Ministry of Corporate Affairs

IAS-7 issued by the International Accounting Standards Board

These documents form the primary basis for comparative analysis.

6.4 Methods of Analysis

The study employs qualitative analytical techniques, including:

Comparative analysis — to identify similarities and differences

Conceptual analysis — to evaluate underlying theoretical frameworks

Documentary analysis — to interpret provisions of official standards

Tabular comparison — to present differences systematically

These methods facilitate a clear understanding of the transition from AS-3 to Ind AS-
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6.5 Limitations of the Study

The study has certain limitations:

Based solely on secondary data, with no primary empirical evidence

Focus limited to cash flow reporting standards only

Findings are conceptual and comparative, not implementation-based

Primarily reflects the Indian regulatory framework, not full global practice

Despite these limitations, the study offers valuable insights into the evolution and comparative analysis of cash flow
reporting standards in India.

Here is a concise and refined version of your section, retaining all financial terminology and core concepts:

7. Analysis and Discussion

This part is a critical analysis of the conceptual framework and practical implications of Accounting Standard 3
(AS 3) and Indian Accounting Standard 7 (Ind AS 7). The shift indicates the attempts of India to increase financial
transparency and to be in line with the global reporting practices. It considers provisions, reporting implications,
impact on stakeholders, and implementation issues.

7.1 Analytical Interpretation of the Standards

Both AS 3 and Ind AS 7 require the preparation of a cash flow statement to show cash inflows and outflows, which
allows evaluating liquidity, solvency and financial flexibility.

AS 3 categorizes cash flows as operating, investing and financing activities and allows both direct and indirect
methods, but the indirect method is widely applied.

Ind AS 7, which is in line with IAS 7, is more comprehensive and principle-based. It focuses on relevance in
measuring cash generation and flexibility in classifying interest and dividend cash flows. It also demands better
disclosures such as reconciliation of changes in financing liabilities, and thus, enhances transparency.

Therefore, Ind AS 7 is more principle-based and globally harmonized, and AS 3 is relatively simplified and rule-
based.

7.2 Corporate Financial Reporting Implications

Ind AS 7 has enhanced financial transparency and quality of disclosure. Its elaborate requirements give more
information on liquidity and financial position.

It increases international comparability, which is beneficial to multinational and listed companies. Malleability in
the classification of interest and dividends will enable a more accurate reflection of economic substance. Moreover,
it enhances corporate governance and accountability by enhancing regulatory compliance, which boosts investor
confidence.

7.3 Impact on Stakeholders

Investors will enjoy enhanced transparency, which will allow them to assess financial health and cash-generating
capacity. Liquidity and creditworthiness can be evaluated more efficiently by the creditors.

Standardized and reliable financial information benefits regulators by enhancing monitoring and compliance. The
management gains by having better cash flow analysis, which helps in financial planning, budgeting, and strategic
decision making.

7.4 Implementation Practical Issues

The changes to the Ind AS 7 include the complexity and professional judgment, especially in the classification of
cash flow items such as interest and dividends.

Organizations can have technical and operational problems, such as system upgrades and reporting process changes.
Also, to be successfully implemented, accounting professionals need to be trained and developed in terms of skills.
Thus, although the quality of financial reporting is improved with the help of Ind AS 7, its effective implementation
requires the support of the regulatory framework, professionalism, and organizational preparedness.

This is a brief and polished version of your section, keeping all the financial terms and important information:
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8. Finding and Policy implications
This section gives the main results of the comparative study of the Accounting Standard 3 (AS 3) and Indian
Accounting Standard 7 (Ind AS 7) and their implications to the financial reporting policies and practices in India.

8.1 Major Findings of the Study

The research indicates that the Ind AS 7 is a major improvement of AS 3 in both conceptual framework and
disclosure requirements. Although AS 3 offers a simple framework of reporting cash flows, Ind AS 7 offers an
elaborate and internationally consistent framework.

Ind AS 7 is a principle based approach, which gives flexibility in the classification of cash flow items like interest
and dividends, which enhances the representation of economic substance.

The standard increases transparency by providing more disclosures, such as more detailed information on financing
activities and the effect of changes in foreign exchange rates on cash balances, which allows a better evaluation of
liquidity.

It also enhances international comparability, since it is consistent with IAS 7 published by the International
Accounting Standards Board, which makes it easy to have uniformity in international financial reporting.
Nevertheless, the research concludes that the adoption of Ind AS 7 involves a lot of professional judgment and
technical skills, which are difficult to implement in the transition period.

8.2 Policy Implications

The results highlight that further regulatory assistance and guidance are necessary to make the implementation of
Ind AS 7 effective. Governments like the Ministry of Corporate Affairs are instrumental in compliance and offering
the required guidance.

Financial reporting oversight also needs to be tightened by increasing monitoring and enforcement mechanisms to
make sure that disclosure requirements are met.

The research points out the significance of capacity building and professional training because principle-based
standards require more technical knowledge and judgment.

Moreover, the implementation of Ind AS 7 facilitates the integration with the international capital markets through
increased transparency and comparability, which increases investor confidence and foreign investment.

8.3 Implications to Accounting Professionals

The adoption of Ind AS 7 makes accounting professionals more accountable in the use of professional judgment to
capture the economic substance of transactions.

It requires lifelong learning to ensure that one keeps up with the changing accounting standards and regulations.
The professional organizations like the Institute of Chartered Accountants of India are very instrumental in training
and technical advice.

Also, Ind AS 7 enhances the position of accountants in corporate governance and financial transparency through
proper reporting of cash flows.

Therefore, although Ind AS 7 improves the quality of financial reporting, its successful application is highly reliant
on the ability, experience, and professionalism of accounting professionals.

9. Conclusion of the study

To gain insight into the development of cash flow reporting in India and its effects on corporate financial reporting,
the study reviewed the conceptual framework and reporting practises of Accounting Standard 3 (AS 3) and Indian
Accounting Standard 7 (Ind AS 7). The analysis points out the major change brought about by the convergence of
Indian accounting standards with international practises.

Cash flow statements are essential in evaluating liquidity, solvency and financial flexibility because they provide
detailed information on cash inflows and outflows. The Institute of Chartered Accountants of India issued AS 3
which offered a systematic approach to categorising cash flows as operating, investing, and financing activities,
thus enabling a systematic interpretation of cash flows.
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As the world grew more globalised and the need to have internationally comparable financial information became
a requirement, India implemented Ind AS 7, which is consistent with IAS 7 and announced by the Ministry of
Corporate Affairs. This was a major step towards the modernization of the financial reporting system.

The research concludes that the two standards have a common goal of reporting cash flows, but Ind AS 7 provides
a more detailed and principle-based framework. Its ability to categorise interest and dividend cash flows flexibly
and its increased disclosure requirements enhance transparency, comparability and overall quality of financial
reporting. These characteristics enhance financial reporting and make financial statements more reliable.

Ind AS 7 adoption also improves corporate governance and financial transparency as it allows stakeholders to assess
financial health and liquidity more effectively. Compliance with international standards enhances the credibility of
Indian financial reporting and facilitates the integration with international capital markets.

Nevertheless, there are still issues of implementation, such as the necessity of more professional judgement,
technical skills, and system modifications. It takes ongoing professional education, regulatory oversight, and
institutional reinforcement to be effectively adopted.

To sum up, the adoption of AS 3 into Ind AS 7 is a major step towards financial reporting in India. Although AS 3
laid the groundwork of cash flow reporting, Ind AS 7 increases transparency, quality, and global comparability. Its
effective implementation enhances investor confidence and leads to sustainable economic growth. Future studies
can also investigate how adoption of Ind AS can influence financial performance and quality of disclosure among
Indian firms.

This is a brief and polished version of your section, with all financial terms and main suggestions:
10. Recommendations and Suggestions

In the light of the comparative analysis of Accounting Standard 3 (AS 3) and Indian Accounting Standard 7 (Ind
AS 7), the following recommendations are made to improve the reporting of cash flows and to provide effective
implementation of internationally converged accounting standards in India.

10.1 Enhancing Regulatory Guidance

Detailed implementation guidance including technical interpretations and illustrative examples should be given by
regulatory bodies like the Ministry of Corporate Affairs and the Institute of Chartered Accountants of India.
Guidance will minimise ambiguity in principle-based standards and provide consistency in financial reporting.

10.2 Professional Training and Capacity Building

Training and capacity-building of accounting professionals should be intensified. Seminars, workshops and
certification programmes are to be carried out to increase the knowledge of international accounting principles and
the use of professional judgement in the classification of cash flows.

10.3 Enhancing Corporate Financial Reporting Systems

Organisations must improve financial reporting systems through the improvement of accounting software, internal
controls and reporting procedures. This will guarantee proper capture and disclosure of detailed cash flow
information as required by Ind AS 7.

10.4 Facilitating Transparency and Corporate Governance

Businesses are supposed to focus on transparency and accountability in financial reporting. Proper application of
Ind AS 7 can enhance the quality of disclosure and enhance corporate governance through the delivery of quality
and relevant financial information to stakeholders.
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10.5 Promoting Academic and Empirical Research

More studies are needed to evaluate the effects of Ind AS 7 on liquidity analysis, investment decisions, and
comparability of financial statements. These studies can be used to aid in policy formulation and accounting
standards improvement.

10.6 Enhancing Stakeholder Awareness

There should be an attempt to raise the awareness of the stakeholders about the significance and meaning of cash
flow statements. Training investors, analysts and financial institutions will enhance the utilisation of financial
information in decision making.

11.Scope for Future Research

The current paper presents a conceptual and comparative study of Accounting Standard 3 (AS 3) and Indian
Accounting Standard 7 (Ind AS 7) with respect to cash flow reporting in India. Nevertheless, there are still a number
of areas that can be explored.

The next step in research can be the empirical study of how the adoption of Ind AS affects corporate financial
performance. Research may investigate the effect of the adoption of Ind AS 7, which is consistent with IAS 7, on
the quality of financial disclosure, liquidity analysis, and investment decision-making through the analysis of pre-
and post-adoption data of listed companies.

Comparative studies can also be done on an industry basis since other sectors like banking, manufacturing and
information technology may implement Ind AS 7 differently depending on the nature of operations. This kind of
analysis can give more insight into sector-specific reporting practises and financial performance evaluation.

Moreover, comparative research across countries can evaluate the alignment of Indian standards with international
financial reporting standards and determine which areas need to be more harmonised.

Researchers can also analyse practical issues in applying Ind AS 7, such as professional judgement issues,
disclosure issues, and financial reporting systems. These lessons can assist policymakers and regulators to enhance
the implementation framework.

In general, future studies can play a major role in improving the body of accounting knowledge and improving the
efficiency of cash flow reporting practises in India and other parts of the world.
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