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INTRODUCTION

 IAS 7, Cash Flow Statements, became effective in 1994. IAS 7 had originally 

required reporting entities to prepare a statement of changes in financial 

position (commonly referred to as a funds flow statement) as part of a 

complete set of financial statements.
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INTRODUCTION

 The purpose of the statement of cash flows is to provide information about 

the operating cash receipts and cash payments of an entity during a 

period, as well as providing insight into its various investing and financing 

activities.
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INTRODUCTION

 More specifically, the statement of cash flows should help investors and 

creditors to assess:

1. The ability to generate future positive cash flows;

2. The ability to meet obligations and pay dividends;

3. Reasons for differences between profit or loss and cash receipts and payments;

4. Both cash and non-cash aspects of entities’ investing and financing transactions.
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INTRODUCTION

 Source of IFRS

IAS 7
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SCOPE

 The statement of cash flows is prepared in accordance with the 

requirements of IAS7and must be presented as an integral part of the 

financial statements in the form of a separate statement.
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DEFINITIONS OF TERMS

 Cash. Cash on hand and demand deposits with banks or other financial 
institutions.

 Cash equivalents. Short-term highly liquid investments that are readily 
convertible to known amounts of cash and which are subject to an insignificant 
risk of changes in value. Treasury bills, commercial paper, and money market 
funds are all examples of cash equivalents.

 Direct method. A method that derives the net cash provided by or used in 
operating activities from major components of operating cash receipts and 
payments.

 Financing activities. The transactions and other events that cause changes in 
the size and composition of an entity’s contributed equity and borrowings.
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DEFINITIONS OF TERMS

 Indirect (reconciliation) method. A method that derives the net cash 

provided by or used in operating activities by adjusting profit (loss) for the 

effects of transactions 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 activities.
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DEFINITIONS OF TERMS

 Investing activities. The acquisition and disposal of long-term assets and 

other investments not included in cash equivalents. An amendment to IAS 7 

effective for annual periods beginning on or after January 1, 2010 states 

explicitly that only expenditures that result in a recognised asset in the 

statement of financial position are eligible for classification as investing 

activities.

Examples of expenditures that in certain instances do not result in the recognition of 

assets are exploration and evaluation activities. In addition, expenditures on 

advertising and promotional activities, staff training and research and development 

could raise such an issue.
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DEFINITIONS OF TERMS

 Operating activities. The transactions and other events not classified as 

financing or investing activities.

In general, operating activities are principal revenue-producing activities of an 

entity that are brought into the determination of profit or loss, including the sale of 

goods and the rendering of services.
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BACKGROUND

Benefits of Statement of Cash Flows

1. It provides an insight into the financial structure of the entity (including its 

liquidity and solvency) and its ability to affect the amounts and timing of cash 

flows in order to adapt to changing circumstances and opportunities.
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BACKGROUND

Benefits of Statement of Cash Flows

2. It provides additional information to the users of financial statements for 

evaluating changes in assets, liabilities and equity of an entity.
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BACKGROUND

Benefits of Statement of Cash Flows

3. It enhances the comparability of reporting of operating performance by 

different entities because it eliminates the effects of using different accounting 

treatments for the same transactions and events.
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BACKGROUND

Benefits of Statement of Cash Flows

 This benefit is elucidated by the standard as follows:

a. The statement of cash flows is useful in comparing past assessments of future 

cash flows against current year’s cash flow information; and

b. It is of value in appraising the relationship between profitability and net cash 

flows, and in assessing the impact of changing prices.
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BACKGROUND

 Components of Cash and Cash Equivalents

Cash and cash equivalents include unrestricted cash (meaning cash actually 

on hand, or bank balances whose immediate use is determined by 

management), other demand deposits and short-term investments whose 

maturities at the date of acquisition by the entity were three months or less. 

Equity investments do not qualify as cash equivalents unless they fit the 

definition above of short-term maturities of three months or less, which would 

rarely, if ever, be true.
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BACKGROUND

 Components of Cash and Cash Equivalents

Bank borrowings are normally considered as financing activities. However, in 

some countries, bank overdrafts play an integral part in the entity’s cash 

management and, as such, overdrafts are to be included as a component of 

cash equivalents if the following conditions are met:

1. The bank overdraft is repayable on demand; and

2. The bank balance often fluctuates from positive to negative (overdraft). 

Statutory (or reserve) deposits by banks (i.e., those held with the central bank 

for regulatory compliance purposes) are often included in the same position 

as cash in the statement of financial position.
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BACKGROUND

 Components of Cash and Cash Equivalents

Statutory (or reserve) deposits by banks (i.e., those held with the central bank 

for regulatory compliance purposes) are often included in the same position 

as cash in the statement of financial position.
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BACKGROUND

 Components of Cash and Cash Equivalents

Since the appendix to IAS 7, which illustrates the application of the standard to 

statements of cash flows of financial institutions, does not include statutory 

deposits with the central bank as a cash equivalent, the authors have 

concluded that there is little logic to support the alternative presentation of 

this item as a cash equivalent. 
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BACKGROUND

 Components of Cash and Cash Equivalents

Given the fact that deposits with central banks are more or less permanent 

(and in fact would be more likely to increase over time than to be diminished, 

given a going concern assumption about the reporting financial institution) the 

presumption must be that these are not cash equivalents in normal practice.
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PRESENTATION

 Classifications in the Statement of Cash Flows

1. Operating activities, which can be presented under the (IFRS-preferred) 

direct or the indirect method, include all transactions that are not investing 

and financing activities. 

In general, cash flows arising from transactions and other events that enter into the 

determination of profit or loss are operating cash flows. Operating activities are 

principal revenue-producing activities of an entity and include delivering or 

producing goods for sale and providing services.

Mohammed ALASHI

23



PRESENTATION

 Classifications in the Statement of Cash Flows

2. Investing activities include the acquisition and disposal of property, plant 

and equipment and other long-term assets and debt and equity instruments of 

other entities that are not considered cash equivalents or held for dealing or 

trading purposes. 

Investing activities include cash advances and collections on loans made to 

other parties (other than advances and loans of a financial institution).
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PRESENTATION

 Classifications in the Statement of Cash Flows

3. Financing activities include obtaining resources from and returning resources 

to the owners. Also included are obtaining resources through borrowings 

(short-term or long-term) and repayments of the amounts borrowed.
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PRESENTATION
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PRESENTATION
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PRESENTATION

 Non-cash investing and financing activities should, according to IAS 7, be 

disclosed in the notes to the financial statements (“elsewhere” is the term 

used by the standard to identify this), but are not intended to be included 

in the statement of cash flows itself. Examples of significant non-cash 

financing and investing activities might include:

1. Acquiring an asset through a finance lease;

2. Conversion of debt to equity;

3. Exchange of non-cash assets or liabilities for other non-cash assets or 

liabilities;

4. Issuance of stock to acquire assets.
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PRESENTATION

 Reporting Cash Flows from Operating Activities

 Direct vs. indirect methods

The operating activities section of the statement of cash flows can be 

presented under the direct or the indirect method. However, IFRS has 

expressed a preference for the direct method of presenting net cash from 

operating activities. For their part, most preparers of financial statements have 

chosen overwhelmingly to ignore the recommendation of the standard setter, 

preferring by a very large margin to use the indirect method rather than the 

recommended direct method.
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PRESENTATION
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OTHER REQUIREMENTS

 Gross vs. net basis

The emphasis in the statement of cash flows is on gross cash receipts and cash 

payments. 

For instance, reporting the net change in bonds payable would obscure the 

financing activities of the entity by not disclosing separately cash inflows from 

issuing bonds and cash outflows from retiring bonds.
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OTHER REQUIREMENTS

 Gross vs. net basis

 IAS 7 specifies two exceptions where netting of cash flows is allowed. 

Firstly, items with quick turnovers, large amounts and short maturities may be 

presented as net cash flows.

Secondly, cash receipts and payments on behalf of customers when the cash 

flows reflect the activities of the customers rather than those of the entity may 

also be reported on a net rather than a gross basis.
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OTHER REQUIREMENTS

 Cash flow per share

There is no requirement under IFRS to disclose cash flow per share in the 

financial statements of an entity, unlike the requirement to report earnings per 

share (EPS).
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OTHER REQUIREMENTS

 Net Reporting by Financial Institutions

IAS 7 permits financial institutions to report cash flows arising from certain activities 
on a net basis. These activities, and the related conditions under which net 
reporting would be acceptable, are as follows:

1. Cash receipts and payments on behalf of customers when the cash flows reflect the 
activities of the customers rather than those of the bank, such as the acceptance and 
repayment of demand deposits;

2. Cash flows relating to deposits with fixed maturity dates;

3. Placements and withdrawals of deposits from other financial institutions; and

4. Cash advances and loans to banks’ customers and repayments thereon.
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OTHER REQUIREMENTS

 Reporting Futures, Forward Contracts, Options and Swaps

IAS 7 stipulates that cash payments for and cash receipts from futures 

contracts, forward contracts, option contracts and swap contracts are 

normally classified as investing activities, except:

1. When such contracts are held for dealing or trading purposes and thus represent 

operating activities; or

2. When the payments or receipts are considered by the entity as financing activities 

and are reported accordingly.
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OTHER REQUIREMENTS

 Acquisitions and Disposals of Subsidiaries and Other Business Units

IAS 7 requires that the aggregate cash flows from acquisitions and disposals of 

subsidiaries or other business units should be presented separately as part of 

the investing activities section of the statement of cash flows.
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US GAAP COMPARISON

Under US GAAP, bank overdrafts are classified as financing activities.

Under US GAAP, dividends received and interest paid and received are 

always included in operating cash flows. Dividends paid are always classified 

as financing activities.

Mohammed ALASHI

37


