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Cash Equivalent
[bookmark: _GoBack]Cash equivalent is a short-term investment security asset with a maturity period of fewer than 90 days. Cash equivalent possesses a higher credit quality and is exceedingly liquid.  Cash equivalent is also known as "cash and equivalent "and is one of the three main asset classes in financial investments together with stocks and bonds. Cash equivalent can also be defined as the total amount of money at hand and all the items that can quickly be turned into cash.
Examples of cash equivalents include; commercial paper, treasury bills, and money market mutual funds. Commercial paper is a frequently used short-term debt instrument issued by banks and corporations to show payrolls, account payments, and inventories. Treasury bills are government bonds or debt securities that mature within less than one year. Money market mutual fund is a type of mutual fund that invests in extremely liquid, near-term instruments such as cash and cash equivalent securities (Long, 2020).
There are three types of activities classified on cash flows: operating, investing, and financing cash flows. Operating cash flow is cash flows from regular income-generating activities such as cash receipts from revenue and cash disbursements to pay for business expenses within a specified period. Operating cash flows are used simultaneously with net income, free cash flow, and other metrics to assess a company's performance and financial status. Examples of cash inflows in operating cash flow are interest payments, cash generated from the sale of goods, and the cash received from debtors for goods and services. In contrast, examples of cash outflows in operating cash flow are the wages and income tax payments or cash paid to goods or merchandise. These are operating activities because revenue and expenses are included in the net income. 
 Investing cash flows are sections of the cash flow statement showing the amount of money produced or spent in the investment activities (Brown et al., 2009). Examples of cash inflows in investing in the sale of assets and sale of investment securities, while examples of cash outflow in investment operations are purchasing fixed assets, lending money, and buying investments such as stocks. These cash flows arise from an organization investing in or disposing of its long-term assets. These activities are basically related to noncurrent assets. 
Financing cash flows are sections of a company's cash flow statement that show the net flows of the amounts used in funding the business (Kousenidis, 2006). Here, the company raises funds through debt and repaying it.  Cash inflow example in financing includes the issuance of equities and repayment of debts, while examples of cash outflows include lease payments and allocation of debts.
Statement of cash flow is of great importance as a financial statement. First, the cash flows statement outlines the cash inflows and cash outflow of a business company over a given period. Cash inflows show the amount of money received by the company, while cash outflows represent the payments made by the company. Depiction of cash inflows and cash outflows by the cash flow statement enables a company's financial officers to determine how the company generates income and predicts its future payments.
Secondly, a cash flow statement helps identify the sources of income and how the company spends these incomes over a specified time. Identifying the origins of income and how the income is being spent helps determine the company’s net cash flow over the given time.
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