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sneutigdsangy adui 11589 suNsEUEEER (Cash Flow Statement)

FINANCIAL REPORTING STANDARD 1
(Revised 1996)

OBJECTIVE

L.

The objective of this FRS if t0 ensure that reporting entities falling within its scope.

(2) report their cash generation and cash absorption for a period by highlighting the
significant components of cash flow performance of different businesses; and

(b} provide information that assists in the assessment of their liquidity, solvency and

financial adaptability.

DEFINITIONS

2. The following definitions shall apply in this FRS and in particular in the Statement of Standard

Accounting Practice set out in paragraphs 4-50.

Active Market :

A market of sufficient depth to absorb the investment held without a significant effect on the

price.

Bank :
An entity whose business is to receive deposits or other repayable funds from the public and to

grant credits for its own account.*

Cash ;

Cash in hand and deposits repayable on demand with any qualifying financial institution, less overdrafts
from any qualifying financial institution repayable on demand. Deposits are repayable on demand if they can
be withdrawn at any tine without notice and without penalty or if a maturity or period of notice of not more
than 24 hours or one working day had been agreed. Cash includes cash in hand and deposits denominated in

foreign currencies.
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Cash Flow :

An increase or decrease in an amount of cash.

Equity Dividends :

Dividends relating to equity shares as defined in paragraph 7 of FRS 4 ‘Capital Instruments’

Insurrance Company or Group :
A company that carries on insurance business and is regulated accordingly or an insurance

group as defined in the relevant legislation.

Investment Fund:

An entity :

(a) whose business consists of investing is funds mainly in securities. With the aim of
spreading investment risk and giving members the benefit of the results of the
management of its funds;

(b) none of whose holdings in other entities (except those in other investment funds)
represents more than 15 per cent by value of the investing entity’s investments; and

(c) that has not retained more than 15 per cent of the income it derives from securities.

Liquid Resource :

Current asset investments held as readily disposable stores of value. A readily disposabel
investment is oﬁe that:

(a) is disposable by the reporting entity without curtailing or disrupting its business;

and is either :

(b)(i) readily convertible into known amounts of cash at or close to its carrying amount, or

(b)(i1) traded in an active market.

Net Debt :

The borrowings of the reporting entity {(comprising debt as defined in FRS 4 ‘Capital

Instruments” (paragraph 6), together with related derivatives, and obligations under finance
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leases) less cash and liquid resources. Where cash and liquid resources exceed the borrowings

of the entity reference should be to ‘net funds’ rather than to ‘net debt’.

Non Equity Dividends :
Dividends relating to non — equity shares as defined in paragraph 12 of FRS 4 ‘Capital

Instruments’.

Overdraft ;
A borrowing facility repayable on demand that is used by drawing on a current account with a

qualifying financial institution.

Qualifying Financial Institution :
An entity that as part of its business rececives deposits or other repayable funds and grants

credits for its own account.
References to companies legislation mean :

(a) in Great Britain, the Companies Act 1985;
(b) in Northern Ireland, the Companies (Northern Ireland) Order 1986; and
(c) in the Republic of Ireland, the Companies Acts 1963-90 and the European Communities

(Companies : Group Accounts) Regulations 1992.

STATEMENT OF STANDARD
ACCOUNTING PRACTICE

Reporting entities falling within the scope of paragraph 5 of Financial Reporting Standard 1
(Revised 1996) are required to provide as a primary statement within the reporting entity’s
financial statements a cash flow statement drawn up in accordance with the standard

accounting principles set out in paragraphs 6-48 of the FRS.

scope
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The FRS applies to all financial statements intended fo give a true and fair view of the

financial position and profit or loss (or income and expenditure) except those of:

(a)

(b)
(e
(d)

(e)

{0

{g)

subsidiary undertakings where 90 per cent or more of the voting rights are controlled
within the group, provided that consolidated financial statements in which the subsidiary
undertakings are included are publicly available.

Mutual life assurance companies.

Pension funds.

Open-ended investment funds that meet all the following conditions:

(i) substantially all of the entity’s investiments are highly liquid;

(ii) substantially all of the entity’s investments are carried at market value; and

(iii) the entity provides a statement of changes in net assets.

For two years from the effective date of the FRS, building societies, as defined by the
Building Societies Act 1986 in the UK and by the Building Societies Act 1989 in the
Republic of Ireland, that prepare, as required by law, a statement of source and
application of funds in a prescribed format.

Companies incorporated under companies legislation and entitled to the exemptions
available in the legislation for small companies when filing accounts with the Registrar of
Companies.

Entities that would have been in category (f) above if they were companies incorporated

under companies legislation.

Preparation of Cash Flow Statements

The cash flow statement should include all the reporting entity’s inflows and outflows of cash.

Transactions that do not result in cash flows of the reporting entity should not be reported in

the cash flow statement.

Format For Cash Flow Statements

An entity’s cash flow statement should list its cash flows for the period classified under the

following standard headings:

- operating activities
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- returns on investments and servicing of finance

- taxation

- capital expenditure and financial investment

- acquisitions and disposals

- equity dividends paid

- management of liquid resources

- financing.

The first six headings should be in the sequence set out above. Operating cash flows can be
presented by either the direct method (showing the relevant constituent cash flows) of the
indirect method (calculating operating cash flows by adjustment io the operating profit
reported in the profit and loss account). The cash flows relating to the management of liquid
resources and financing can be combined under a single heading provided that the cash flows
relating to each are shown separately and separate subtotals are given. Appendix I of the FRS
contains examples of cash flow statements for an individual company, a group, a bank and an

insurance group.

Classification Of Cash Flows

Except for cash inflows and outflows that are shown net (as permitted by paragraph 9), the
individual categories of inflows and outflows under the standard headings set out in
paragraphs 11-32 should be disclosed separately, where material, in the cash flow statement or
in a note. The cash flow classifications may be subdivided further to give a fuller description

of the activities of the reporting entity or to provide segmental information.

The requirement to show cash inflows and outflows separately does not apply to cash flows

relating to operating activities. Cash inflows and outflows within the management of liquid

resources or financing may also be netted against each other if they either:

(a) relate in substance to a single financing transaction (which is one that fulfils the
conditions in paragraph 35 of FRS 4 "Capital Instruments”™); or

(b) are due to short maturities and high turnover occurring from rollover or reissue (for

example, short-term deposits or a commercial paper programmer).
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Each cash flow should be classified according to the substance of the transaction giving rise
to it. That substance should be used to determine the most appropriate standard heading under
which to report any cash flows that are not specified in the categories set out in paragraphs 11-
32 below. However, cash flows relating to interest paid should always be classified under
‘returns on investments and servicing of finance’ even if the interest has been capitalised in

the other primary statements.

Classification of Cash Flows by Statdard Heading

Operation Activities

Cash flows from operating activities are in general the cash effects of transactions and other
events relating to operating or trading activities, normally shown in the profit and loss account
in arriving at operating profit. They include cash flows in respect of operating items relating
to provisions, whether or not the provision was included in operating profit. Dividends
received from equity accounted entities should be included as operating cash flows where the

results are included as part of operating profit.

A reconciliation between the operating profit reported in the profit and loss account and the
net cash flow from operating activities should be given either adjoining the cash flow
statement or as a note. The reconciliation is not part of the cash flow statement: if adjoining
the cash ﬂow- statement, it should be clearly labelled and kept separate. The reconciliation
should disclose separately the movements in stocks, debtors and creditors related to operating
activities and other differences between cash flows and profits, The reconciliation should
also show separately the difference between dividends received and results taken into account

for equity accounted entities.

Returns on Investments and Servicing of Finance

‘Returns on investments and servicing of finance’ are receipts resulting from th;a ownership of
an investment and payments to providers of finance, non-equity shareholders (eg the holders
of preference shares) and minority interests, excluding those items required by paragraphs 11-

32 to be classified under another heading.
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Cash inflows from returns on investments a.nd servicing of finance include;
(a) interest received, including any related tax recovered; and
(b) dividends received, net of any tax credits (except dividends from equity accounted

entities whose results are included as part of operating profit).

Cash outflows from refurns on investmenis and servicing of finance include:

(a) interest paid (even if capitalised), including any tax deducted and paid to the relevant tax
authority;

(b) cash flows that are treated as finance costs under FRS 4 (this will include issue costs on
debt and non-equity share capital);

(c) the interest element of finance lease rental payments;

(d) dividends paid on non-equity shares of the entity ; and

(e) dividends paid to minority interests,

Taxation

The cash flows included under the heading ‘taxation’ are cash flows to or from taxation
authorities in respect of the reporting entity’s revenue and capital profits. For a subsidiary
undertaking, cash flows relating to group relief should be included in this section, Cash flows
in respect of other taxation, including payments and receipts in respect of Value Added Tax,
other sales taxes, property taxes and other taxes not assessed on the profits of the reporting

entity, should be dealt with as set out in paragraphs 39-40 of the FRS.

Taxation cash inflows include cash receipts from the relevant tax authority of tax rebates,
claims or returns of overpayments, For a subsidiary undertaking, payments received from

other members of the group for group relief should be included as cash inflows.

Taxation cash outflows include cash payments to the relevant tax authority of tax, including
payments of advance corporation tax. For a subsidiary undertaking. Payments made to other

members of the group for group relief should be included as cash outflows.
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Capital Expenditure and Financial Investment

The cash flows included in ‘capital expenditure and financial investment’ are those related to
the acquisition or disposal of any fixed asset other than one required to be classified under
*acquisitions and disposals’ as specified in paragraphs 22-24 of the FRS and any current asset
investment not included in liquid resources dealt with in paragraphs 26-28. If no cash ﬂéws
relation to financial investment fall to be included under this heading the caption may be

reduced to ‘capital expenditure’.

Cash inflows from ‘capital expenditure and financial investment’ include:

(a) receipts from sales or disposals of propcrty,.plant or equipment; and

(b) receipts from the repayment of the reporting entity’s loans to other entities or sales of
debt instruments of other entities other than receipts forming part of an acquisitioﬂ or
disposal 6r a movement in liquid resources, as specified respectively in paragraphs 22-24

and 26-28 of the FRS.

Cash outflows from ‘capital expenditure and financial investment’ include:

(a) payments to acquire property, plant or equipment; and

(b} loans made by the reporting entity and payments to acquire debt instruments of other
entities other than payments forming part of an acquisition or disposal or a movement in

liquid resources, as specified respectively in paragraphs 22-24 and 26-28 of the FRS.

Acquisitions and Disposals

The cash flows included in ‘acquisitions and disposals’ are those related to the acquisition or
disposal of any trade or business, or of an investment in an entity that is or, as a result of the
transaction, becomes or ceases to be either an associate, a joint venture, or a subsidiary

undertaking.

Cash inflows from ‘acquisitions and disposals’ include:
(a) receipts from sales of investments in subsidiary undertakings, showing separately any
balances of cash and overdrafis transferred as part of the sale;

(b) receipts from sales of investments in associates or joint ventures; and
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{c) receipts from sales of trades or businesses.

Cash outflows from ‘acquisitions and disposals’ include:

(a) payments to acquire investments in subsidiary undertakings, showing separately any
balances of cash and overdrafts acquired;

(b) payments to acquire investments m associates and joint ventures; and

(¢) payments to acquire trades or businesses.

Equity Dividends Paid
The cash ouiflows included in ‘equity dividends paid’ are dividends paid on the reporting

entity ’s, or, in a group, the parent’s equity shares, excluding any advance corporation tax.

Management of Liquid Resources

The ‘management of liquid resources” section should include cash flows in respect of liquid
resources as defined in paragraph 2. Each entity should explain what it includes as liquid
resources and any changes in its policy. The cash flows in this section can be shown in a

single section with those under “financing’ provided that separate subtotals for each are given.

Cash inflows in management of liquid resources include:
(a) withdrawals from short-term deposits not qualifying as cash in so far as not netted under
paragraph 9(b); and

(b) inflows from disposal or redemption of any other investments held as liquid resources.

Cash outflows in management of liquid resources include :
(a) payments into short-term deposits not qualifying as cash in so far as not netted under
paragraph 9(b): and

{b) outflows to acquire any other investments held as liquid resources.

Financing
Financing cash flows comprise receipts or repayments of principal from or to external

providers of finance. The cash flows in this section can be shown in a single section with
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those under ‘management of liquid resources’ provided that separate subtotals for each are

given.

"Financing cash inflows include:
(2) receipts from issuing shares or other equity instruments; and
(b} receipts from issuing debentures, loans, notes, and bonds and from other long-term and

short-term borrowings (other than overdrafis).

Finanecing cash outflows include:
(a) repayments of amounts borrowed (other than overdrafts),
(b) receipts from issuing debentures, loans, notes, and bonds and from other long-term and

short-term borrowings (other than overdrafts).

Financing cash outflows include:

{a) repayments of amounts borrowed (other than overdrafts);
(b) the capital element of finance lease rental payments;

(¢} payments to reacquire or redeem the entity’s shares; and

(d) payments of expenses or comrmissions on any issue of equity shares.

The amounts of any financing cash flows received from or paid to equity accounted entities

should be disclosed separately.

Reconciliation to Net Debt

A note reconciling the movement of cash in the period with the movement in net debt should
be given either adjoining the cash flow statement or in a note. The reconciliation is not part of
the cash flow statement; if adjoining the cash flow statement, it should be clearly labelled and
kept separate. The changes in net debt should be analysed from the opening to the closing

component amounts showing separately, where material, changes resulting from:

(a) the cash flows of the entity;
(b) the acquisition or disposal of subsidiary undertakings;

(¢} other non-cash changes; and
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(d) the recognition of changes in market value and exchange rate movements.

Where several balance sheet amounts or parts thereof have to be combined to foﬁn the
components of opening and closing net debt, sufficient detail should be shown to enable the
cash and other components of net debt to be respectively traced back to the amounts shown
under the equivalent captions in the balance sheet. A possible format for the analysis of net

debt is provided in the examples in Appendix 1.

Banks

Banks should include as cash only cash and balances at central banks and loans and advances
to banks repayable on demand. The cash flow statement of a banks should include under
operating activities receipts and payments relating to loans made to other entities and cash
flows relating to investments held for trading. A bank need not include a section on the
management of liquid resourcés nor the reconciliation of cash flows to the movement in net

debt. Appendix I contains an example of a cash flow statement for a bank.

Insurance companies and group

The cash flow statement of an entity qualifying as an insurance éompany or group should
include a section for cash flows relating to ‘portfolio investments’ rather than a section for
cash flows relating to the ‘management of liquid resources’. Instead of the analysis of the
movement -in net debt that is generally required, insurance companies and groups should
provide an analysis of the movement in portfolio investments less financing, either adjoining
the cash flow statement or in a note. The reconciiiation is not part of the cash flow statement;
if adjoining the cash flow statement, it should be clearly labelled and kept separate. The
reconciliation of operating profit to net cash flow from operating activities should normally
take profit or loss on ordinary activities before tax as its starting point. Appendix I contains

an example of a cash flow statement for an insurance group.

Insurance companies and groups, other than mutual life assurance companies to which the
FRS does not apply, should include the cash flows of their long-term business-long-term life,

pensions and annuity businesses or their equivalents in relation to overseas operations-only to




the extent of cash transferred and available to meet the obligations of the company or group as
a whole. , The note analysing the movements in the balance sheet amounts of portfolio
investments and financing during the period should distinguish movements relating to the

long-term business to the extent that these are included in the balance sheet amounts.

Exceptional or Extraordinary Items and Cash Flows

Where cash flows relate to items that are classified as exceptional or extraordiﬂary in the profit
and loss account they should be shown under the appropriate standard headings, according to
the nature of each item. The cash flows relating to exceptional or extraordinary items should
be identified in the cash flow statement or a note to it and the relationship between the cash

flows and the originating exceptional or extraordinary item should be explained.

Where cash flows are exceptional because of their size or incidence but are not related to
items that are treated as exceptional or extraordinary in the profit and loss account, sufficient

disclosure should be given to explain their cause and nature,

Value added tax and other taxes

Cash flows should be shown net of any attributable Value Added Tax or other sales tax unless
the tax is irrecoverqble by the reporting entity. The net movement on the amount payable to,
or receivable from, the taxing authority should be allocated to cash flows from operating
activities unless a different treatment is more appropriate in the particular circumstances
concerned. Where restrictions apply to the recoverability of such taxes, the irrecoverable
amount should be allocated to those expenditures affected by the restrictions. If this is
impracticable, the irrecoverable tax should be included under the most appropriate standard

heading.

Taxation cash flows other than those in respect of the reporting entity’s revenue and capital
profits and Value Added Tax, or other sales tax, should be included within the cash flow
statement under the same standard heading as the cash flow that gave rise to the taxation cash
flow, unless a different treatment is more appropriate in the particular circumstances

concemed.
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Foreign currencies

Where a portion of a reporting entity’s business is undertaken by a foreign entity, the cash
flows of that entity are to be included in the cash flow statement on the basis used for.
translating the results of those activities in the profit and loss account of the reporting entity.
The same basis should be used in presenting the movements in stocks, debtors and creditors in
the reconciliation between operating profit and cash from operating activities. Where
intragroup cash flows are separately identifiable and the actual rate of exchange at which they
took place is known, that rate, or an approximation thereto, may be used to translate the cash
flows in order to ensure that they cancel on consolidation. If the rate used to translate
intragroup cash flows is not the actual rate, any exchange rate differences arising should be
included in the effect of exchange rate movements shown as part of the reconciliation to net

debt.

Hedging transactions

Where a futures contract, forward contact, option contract or swap contract is accounted for as
a hedge, the cash flows of the contract should be reported under the same standard heading as

the transaction that is the subject of the hedge.

Groups

Cash . flows that are internal to the group should be eliminated in the preparation of a
consolidated cash flow statement. Where a subsidiary undertaking joins or leaves a group
during a financial year the cash flows of the group should include the cash flows of the
subsidiary undertaking concerned for the same period as that for which the group’s profit and

loss account includes the results of the subsidiary undertaking.

The cash flows of any equity accounted entity should be included in the group cash flow
statement only to the extent of the actual cash flows between the group and the entity

concerned, for example dividends received in cash and loans made or repaid.




Acquisitions and Disposals of Subsidiary Undertakings

A note to the cash flow statement should show a summary of the effects of acquisitions and
disposals of subsidiary undertakings indicating how much of the consideration comprised
cash. Material effects on amounts reported under each of the standard headings reflecting the
cash flows of a subsidiary undertaking acquired or disposed of in the period should be
disclosed, as far as practicable. This information could be given by dividing cash flows

between continuing and discontinued operations and acquisitions.

Material non-cash transactions
Material fransactions not resulting in movements of cash of the reporting entity should be
disclosed in the notes to the cash flow statement if disclosure is necessary for an

understanding of the underlying transaction.

Restrictions on remittability
A note to the cash flow statement should identify the amounts and explain the circumstances
where restrictions prevent the transfer of cash from one part of the business or group to

another.

Comparative figures

Comparative figures should be given for all items in the cash flow statement and such notes
thereto as are required by the FRS with the exception of the note to the statement that analyses
changes in the balance sheet amounts making up net debt (or the equivalent note for insurance
companies and groups) and the note of the material effects of acquisitions and disposals of

subsidiary undertakings on each of the standard headings.

Date from which effective
The accounting practices set out in the FRS should be regarded as standard in respect of
financial statements relating to accounting periods ending on or after 23 March 1997. Earlier

adoption is encouraged but not required.
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Withdrawal of frs 1 (issued september 1991)

The FRS supersedes FRS I issued in September 1991.

EXPLANATION

Definations

Cash Flow

Cash flows are defined as increases or decreases in cash. Cash includes cash in hand, deposits
repayable on demand and overdrafts. Deposits are repayable on demand if they are in practice
available within 24 hours without penalty. No investments, however liquid or near maturity,
are included as cash. Overdrafts are included as cash because of their role as negative cash
balances-a cheque drawn on an account can either reduce the cash balance or increase the
overdraft. Although banks take large volumes of short-term and demand deposits, they do not

usually have borrowings with the characteristics of an overdraft.

Liquid Resources

The definition of liquid resources is expressed in general terms, emphasising the liquidity of
the investment and its function as a readily disposable store of value rather than setting out a
narrow range of investment instruments. Depending on the entity’s policy {which should be
disclosed), term deposits, government securities, loan stock, equities and derivatives may each
form part of that entity’s liquid resources. Provided they meet the definition. Short-term
deposits would also fall within the definition, though the requirement that they should be
readily convertible into known amounts of cash at or close to their carrying amounts would

tend to exclude any that are more than one year from maturity on acquisition.

Net debt

The objective of the reconciliation of cash flows to the movement in net debt is to provide
information that assists in the assessment of liquidity, solvency and financial adaptability. Net
debt is defined to include borrowings less liquid resources because movements in net debt so

defined are widely used as indicating changes in liquidity, and therefore assist in assessing the
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financial strength of the entity. The definition excludes non-equity shares of the entity
because, although these have features that may be similar to those of borrowings, they are not
short-term claims on and sources of finance to the entity, their main role is as part of the

entity’s trading activities.

scope
Most small reporting entities are exempt from the requirement to include a cash flow
staternent as part of their financial statements. This exemption does not extend to public
companies or to banking companies, insurance companies, authorised persons under the
Financial Services Act 1986, or members of a group containing one or more of the above-
mentioned entities. The scope of this exemption is currently being re-examined as part of a
wider examination of the reporting requirements for small entities. However, the Board
encourages small reporting entitieé to include a cash flow statement as part of their financial
statements, if it would provide useful information to users of those financial statements and

the benefits of the exercise outweigh the costs.

Classification of cash flows

In setting the conditions for netting cash flows, paragraph 9 permits the cash flows over the
period of a single financing transaction fo be reported net. A single financing transaction is
one that fulfils the conditions in paragraﬁh 35 of FRS 4 ‘Capital Instruments’ that determine

when committed facilities can be taken into account in determining the maturity of debt,

In order to improve the comparability of cash flow statements of different entities, paragraphs
11-31 give examples of certain standard subdivisions that should be separately disclosed, if
material. Reporting entities are encouraged, however, to disclose additional information
relevant to their particular circumstances. One form of segmentation that may often be useful
is a division of cash flows from operation activities into those relating to continuing and to
discontinued operations (as defined in FRS 3 ‘Reporting Financial Performance’). In some
circumstances it may also be useful to divide cash flows in a way that reflects different
degrees of access fo the underlying cash balances-this may be of especial relevance in

regulated industries such as the insurance industry.
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Certain accouxiting standards, such as SSAP 13 ‘Accounting for research and development’,
SSAP 21 ‘Accounting for leases and hire purchase contracts’, FRS 4 “Capital Instruments” and
FRS 5 ‘Reporting the Substance of Transactions’, specify how certain transactions are to be
recognised and classified for financial reporting on the basis of the substance of the
transaction. In order to achieve. consistent treatment in the cash flow statement this FRS
requires cash flows, too, to be classified according to the substance of the transaction giving
rise to them. For example, cash flows relating to development costs that are capitalised would
be included under ‘capital expenditure’. Cash flows relating to finance leases are to be
divided into the part relating to interest, to be classified under ‘servicing of finance’, and the
part making up repayment of the capital amount, to be classified under *financing’. Similarly,
the cash flows relating to finance costs, as calculated by applying FRS 4, are to be classified
under ‘returns on investments and servicing of finance’. However, the Board believes that it is
important to show the total of cash flows relating to interest paid in the cash flow statement.
The FRS therefore requires interest paid to be included as servicing of finance, regardless of

whether it is capitalised.

Classification of cash flows by standard heading

Operating activities

. The FRS allows operating cash flows to be presented using either the direct or the indirect
method. A cash flow statement presented under the direct method shows operating cash
receipts and payments (including, in particular, cash receipts from customers, cash payments
to suppliers and cash payments to and on behalf of employees), aggregating to the net cash
flow from operating activities. Rather than reporting the individual component cash flows to
arrive at the net cash inflow or outflow from operating activities, the cash flow statement
under the indirect method derives the net cash inflow or outflow by means of a reconciliation
from operating profit. The FRS requires the reconciliation even if the direct method is used,
The reconciliation adjusts operating profit for non-cash charges and credits and brings in
operatiﬁg item cash flows relating to provisions, whether or not the provision was deducted in

arriving at operating profit. Examples of such cash flows are redundancy payments falling
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under a provision for the termination of an operation or for a fundamental reorganisation or
restructuring (paragraph 20a and b of FRS 3 ‘Reporting Financial Performance’), also

operating item cash flows provided for on an acquisition.

In some businesses material debtors and creditors may arise in relation to the purchase and
sale of investments, including investments forming part of liquid resources. The changes in
such debtors and creditors should be included in the reconciliation of operating profit to the
net cash flow from operating activities only to the extent that the purchase and sale of the

investments giving rise to them form part of the operating activities of the entity.

Returns on investments and servicing of finance

Interest paid and received and dividends received may result from inve'sting activities, the
management of liquid resources, financing or in some cases operating activities. To the
extent that entities such as bank, insurance companies or investment companies show interest
received or paid and dividends received in their profit and loss accounts as part of their
operating profit they should include related cash flows as part of their operating cash flows,
unless the interest paid clearly relates to financing-for example, relating to bank’s
subordinated loans-in which case it should be included under ‘returns on investments and

servicing of finance’.

Taxation

The taxation cash flows of a reporting entity in relation to revenue and capital profits may
result from complex computations that are affected by the operating, investing and financing
activities of an entity. The Board believes that it is not useful to divide taxation cash flows
into constituent parts relating to the activities that gave rise to them because the apportionment
will, in many cases, have to be made on an arbitrary basis. As taxation cash flows generally
arise from activities in an earlier period, apportioning the taxation cash flows would in any
event not necessarily report the taxation cash flows along with the transactions that gave rise
to them. Accordingly, the Board believes that taxation cash flows in relation to revenue and
capital profits should be disclosed in a separate section within the cash flow statement

entitled’ ‘taxation’.
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Insurance companies and groups

One purpose of a cash flow statement is to provide information that assists in the assessment

of the liquidity, solvency and financial adaptability of an entity. This objective, however, is of .
only limited application to an insurance company or group. In interpreting the information

given by the cash flow statement of an insurance company or group, users should bear in mind

that cash inflows of premiums to insurance companies may not increase their liquidity in the

same way as cash received for interest or dividends because the receipt of premiums

engenders provision requirements for future claims and reserve requirements for solvency.

Exceptional and extracrdinary items and cash flows

The FRS requires cash flows relating to exceptional or extraordinary items to be identified and
explained, to allow a user to gain an understanding of the effect of the underlying transactions
on the cash flows. This requirement means that cash flows relating to reorganisation charges
that are exceptional must be disclosed separately and explained. The FRS also requires
identification of cash flows that are exceptional because of their size or incidence but are not
related to items that are treated as exceptional or extraordinary in the profit and loss account.
For a cash flow to be exceptional on the grounds of its size alone, it must be exceptional on
the grounds of its size alone, it must be exceptional in relation to cash flows of a similar
nature. A large prepayment against a pension liability is an example of a possible exceptional

cash flow unrelated to an exceptional or extraordinary item in the profit and loss account.

Value Added Tax

The cash flows of an entity include Value Added Tax (VAT) where appropriate and thus
strictly the various elements of the cash flow statement should include VAT. However, this
treatment does not take into account the fact that normally VAT is a short-term timing
difference as far as the entity’s overall cash flows are concemned and the allocation of cash
flows to standard headings. The Board believes that, in order to avoid this distortion and
show cash flows attributable to the reporting entity’s activities, cash flows should be shown

net of sale taxes and the net movement on the amount payable to, or receivable from, the
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taxing authority should be allocated to cash flows from operating activities unless a different

treatment is more appropriate in the particular circumstances concerned.

"Foreign currencies

Because of the complementary nature of the profit and loss account and the cash flow
statement in reflecting different but related aspects of an entity’s performance in the period,
the standard requires the cash flow statement to be translated using the same rate as the profit
and loss account, unless the actual rate at the date of the transaction is used. Cash flows
between members of a group should not be included in the consolidated cash flow statement.
However, these cash flows may not cancel unless the actual rate at the date of transfer is used
for translation. The FRS allows the actual rate to be used where intragroup cash flows are

separately identifiable and the actual rate is known.

Hedging transactions

Entities may undertake hedging transactions that result in cash flows, The Board is
considering as part of its project on derivatives and other financial instruments the way in
which such transactions should be reflected in financial statements. As an interim measure it
has decided to confine the recognition of hedges in cash flow statements. An example of the
presentation of a hedging transaction in accordance with the FRS would be the inclusion under
“returns on investments and servicing of finance’ of the cash flows of interest rate swaps held

as a hedge of an entity’s own debt.

Material non-cash transactions

Consideration for transactions may be in a form other than cash. Since the purpose of a cash
flow statement is to report cash flows, non-cash transactions should not be reported in a cash
flow statement. However, to obtain a full picture of the alterations in financial position caused
by the transactions for the period, separate disclosure of material non-cash transactions (such
as shares issued for the acquisition of a subsidiary, the exchange of major assets or the

inception of a finance lease contract) is also necessary.
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Restrictions on remittability

The note identifying the amounts and explaining the circumstances where restrictions prevent
the transfer of cash from one part of the business or group to another should refer only to
circumstances where access is severely access is severely restricted by external factors such as
strict exchange control rather than where the sole constraint is a special purpose designated by
the reporting entity itself. Depending on the regulatory environment, cash balances in escrow,
deposited with a regulator or held within an employee share ownership trust may be subject to

restrictions on remittability that should be disclosed.
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EXAMPLE : A Cash Flow Statement For A Group

XYZ GROUP PLC
CASH FLOW STATEMENT FOR THE YEAR
ENDED 31 DECEMBER xxxx

Cash flow from operating
Activities (note 1) XXX

Returns on investments and

servicing of finance* (note 2) (XXX)
Taxation (3330
Capital expenditure and financial investment (note 2) (Xx)
Acquisitions and disposals {note 2) (XXX)
Equity dividends paid XXX)
Cash outflow before use of liquid resources and financing X0
Management of liquid resources {(note 2) XX
Financing (note 2) — Issue of shares XX

Increase in debt XXX XXX

Decrease in cash in the period XXX
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Reconciliation of net cash flow to movement in net debt (note 3)
Decrease in cash in the period 0,0.0.4!

Cash inflow from increase in debt and

Lease financing (XXX)
Cash inflow from decrease in liquid resources XxX)
Change in net debt resulting from cash flows (XXX)
Loans and finance leases acquired with subsidiary XXX
New finance leases (X0
Translation difference _XX
Movement in net debt in the period (XXXX)
Net debt at 1.1.96 (XXXX)

Net debt at 31.12.96 (XXXX)
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MANLIN A
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{Cash Flow Statement)

International Accounting Standard IAS?
(revised 1992)

Cash Flow Statements

The standards, which have been set in bold italic type should be read in the context of
the background material and implementation guidance in this Standard, and in the context of the
Preface to International Accounting Standards. International Accounting Standards are not
intended to apply to immaterial items (see paragraph 12 of the Preface).

QObjective

| Information about the cash flows of an enterprise is useful in providing users of financial
statements with a basis to assess the ability of the enterprise to generate cash and cash equivalents
and the needs of the enterprise to utilise those cash those cash flows, The econoinic decisions that
are taken by users require an evaluation of the ability of an enterprise to generate cash and cash

equivalents and the timing and certainty of their generation.

The objective of this Standard is to require the provision of information about the historical
changes in cash and cash equivalents of an enterprise by means of a cash flow statement which

classifies cash flows during the period from operating, investing and financing activities,

Scope
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An enterprise should prepare a cash flow statement in accordance with the
requirements of this Standard and should present it as an integral part of its
financial statements for each period for which financial statements are presented.
This Standard supersedes International Accounting Standard IAS 7, Statement of
Changes in Financial Position, approved in July 1877.

Users of an enterprise's financial statements are interested in how the enterprise
generates and uses cash and cash equivalents. This is the case regardless of the
nature of the enterprise’s activities and irrespective of whether cash can be viewed
as the product of the enterprise, as may be the case with & financial institution.
Enterprises need cash for essentially the same reasons however different their
principal revenue-producing activities m‘ight be. They need cash to conduct their
operations, to pay their obligations, and to provide returns to their investors.

Accordingly, this Standard requires all enterprises to present a cash flow statement.

Benefits of Cash Flow Information

4.

A cash flow statement, when used in conjunction with the rest of the financial
statements, provides information that enables users to evaluate the changes in net
assets of an enterprise, its financial structure (including its liguidity and solvency)
and its ability to affect the amounts and timing of cash flows in order to adapt to
changing circurristances and opportunities. Cash flow information is useful in
assessing the ability of the enterprise to generate cash and cash equivalents and
enables users to develop models to as.sess and compare the present value of the
future cash flows of different enterprises. It also enhances the comparability of the
reporting of operating performance by different enterprises because it eliminates the
effects of using different accounting treatments for the same transactions and
events.

Historical cash flow information is often used as an indicator of the amount, timing
and certainty of future cash flows. It is also useful in checking the accuracy of
assessments of future cash flows and in  examining the relationship between

profitability and net cash flow and the impact of changing prices.
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Definitions

B.

The following terms are used in this Standard with the meanings specified;

Cash comprises cash on hand and demand deposits.

Cash._equivalents are 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.

Operating activities are the principal revenue-producing activities of the enterprise
and other activities that are not investing or financing activities.

Investing activities are the acquisition and disposal of long-term assets and other
investments not included in cash equivalents.

Financing activities are activities that result in changes in the size an composition

of the equity capital and borrowings of the enterprise.

Cash and Cash Equivalents

7.

Cash equivalents and held for the purpose of mesting short-term cash commitments
rather than for investment or other purposes. For an investment to qualify as a
cash equivalent it must be readily convertible to a known amount of cash and be
subject to an insignificant risk of changes in value. Therefore, an investment
normally qualifies as a cash equivalent only when it has a short maturity of, say,
three months or less from the date of acquisition. Equity investments are excluded
from cash equivalents unless they are, in substance, cash equivalents, for example
in the case of preferred shares acquired within a short period of their maturity and
with a specified redemption date.

Band borrowings are generally considered to be financing activities. However, in
some- countries, bank overdrafts which are repayable on demand form an integral -
part of an enterprise's cash management. In these circumstances, bank overdrafts
are included as a component of cash and cash equivalents. A characteristic of
such banking arrangements is that the bank balance often fluctuates from being

positive to overdrawn.
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Cash flows exclude movements between items that constitute cash or cash
equivalents because these components are part of the cash management of an
enterprise rather than part of the cash management of an enterprise rather that part
of its operating, investing and financing activities. Cash management includes the

investment of excess cash in cash equivalents.

Presentation of a Cash Flow Statement

10.

11.

12.

The cash flow statement should report cash flows during the period classified by
operating, investing and financing activities.

An enterprise presents its cash flows from operating, investing and financing
activities in a manner which is most appropriate to its business. Classification by
activity provides information that allows users to assess the impact of those
activities on the financial position of the enterprise and the amount of its cash and
cash equivalents. This informatiort may also be used to evaluate the relationships
among those activities.

A single transaction may include cash flows that are classified differently. For
example, when the cash repayment of a ioan includes both interest and capital, the
interest element may be classified as an operating activity and the capital element

is classified as a financing activity.

Operating Activities

13.

14

The amount of cash flows arising form operating activities is a key indicator of the
extent to which the operations of the enterprise have generated sufficient cash
flows to repay loans, maintain the operating capability of the enterprise, pay
dividends and make new investments without recourse to extemal sources of
financing. Information about the specific components of historical operating cash
flows is useful, in conjunction with other information, in forecasting future operating
cash flows.

Cash flows from operating activities are primarily derived from the principat

revenue-producing activities of the enterprise. Therefore, they generally result from
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the transactions and other events that enter into the determination of net profit or
loss. Examples of cash flows from operating activities are;

{a) cash receipts from the sale of goods and the rendering of services;

(

(
(d) cash payments to and on behalf of employees;

o

) cash receipts from royalties, fees, commissions and other revenue;

) cash payments to suppliers for goods and services;

(]

—
(1]
e

cash receipts and cash payments of an insurance enterprise for premiums and
claims, annuities and other policy benedits;

{f) cash payments or refunds of income taxes unless they can be specificaily

identified with financing and investing activities; and

(g) cash receipts and payments from contracts held for dealing of trading purposes.
Some transactions, such.as the sale of an item of plant, may give rise to a gain or
loss which is included in the determination of net profit or loss. However, the cash
flows relating to such transactions are cash flows from investing activities.

An enterprise may hold securities and loans for dealing or trading purposes, in
which case they are similar to inventory acquired specifically for resale. Therefore,
cash flows arising from the purchase and sale of dealing or trading securities are
classified as operating activities. Similarly, cash advances and loans made by
financial institutions are usually classified as operating activities since they relate to

the main revenue-producing activity of that enterprise.

Investing Activites

16.

The separate disclosure of cash flows arising from investing activities is important

because the cash flows represent the extent to which expenditures have been made

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

flows arising form investing activities are;

(a) cash payments to acquire property, plant and equipment, intangibles and other
long-term assets, These payments include those relating to capitalised

development costs and self-constructed property, plant and equipment;
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(h)
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cash receipts from sales of property, plant and equipment, intangibles and
other long-term assets;
cash payments to acquire equity or debt instruments of other enterprises and

interests in joint ventures (other than payments for those instruments

- considered to be cash equivalents or those held for dealing or trading

purposes);

cash receipts from sales of equity or debt instruments of other enterprises and
interests in joint ventures (other than receipts for those in'struments considered
to be cash equivalents and those held for dealing or trading purposes);

cash advances and loans made to other parties (other than advances and loans
mode by a financial institution);

cash receipts from the repayment of advances and loans made to other parties
{other thari advances and loans of a financial institution);

cash payments for futures contracts, forward contracts, option contracts and
swap contracts except when the contracts are held for dealing or trading
purposes, or the payments are classified as financing activities: and

cash receipts from futures contracts, forward contracts, option contracts and
swap contracts except when the contracts are held for dealing of trading

purposes, or the receipts are classified as financing activities.

When a contract is accounted for as a hedge of an identifiable position, the cash

flows of the contract are classified in the same manner as the cash flows of the

position being hedged.

Financing Activities

17. The separate disclosure of cash flows arising from financing activities is important

because it is useful in prediction claims on future cash flows by providers of capital

to the enterprise. Example of cash flows arising from financing activities are;

(a) cash proceeds from issuing shares or other equity instruments;

(b) cash payments to owners to acquire or redeem the enterprise’s shares;
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cash proceeds from issuing debentures, loans, notes, bonds, mortgages and
other short or long-term borrowings;

cash repayments of amounts borrowed; and

cash payments by a lessee for the reduction of the outstanding liability relating

1o a finance lease.

Reporting Cash Flows from Operating Activities

18. An enterprise should report cash flows from operating activities using either;

19.

{a)

{b)

the direct method, whereby major classes of gross cash receipts and gross
cash payments are disclosed; or

the indirect method, whereby net profit or loss is adjusted 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 cash flows.

Enterprises are encouraged to report cash flows from operating activities using the

direct method The direct method provides information which may be useful in

estimating future cash flows and which is not available under the indirect method.

Under the direct method, information about major classes of gross cash receipts and

gross cash payments may be obtained either;

{a)

from the accounting records of the enterprise; or

{b) by adjusting sales, cost of sales (interest and similar income and interest

expense and similar charges for a financial institution) and other items in the

income statement for;

(i} changes during the period in inventories and operating receivabies and
payables;
(ii) other non-cash items; and

{iii) other items for which the cash effects are investing or financing cash

flows.

20. Under the indirect method, the net cash flow from operating activities is

determined by adjusting net profit of loss for the effects of:
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(a) changes during the period in inventories and operating receivables and
payables;

(b} non-cash items such as depreciation, provisions, defeired taxes, unrealised
foreign currency gains and losses, undistributed profits of associates, and
minority interests; and

(¢} all other items for which the cash effects are investing or financing cash flows.

Alternatively, the net cash flow from operating activities may be presented under

the indirect method by showing the revenues and expenses disclosed in the income

statement and the changes during the period in inventories and operating

receivables and payables.

Reporting Cash Flows from Investing and Financing Activities

21. An enterprise should report separately major classes of gross cash receipts and
gross cash payments arising from investing and ﬁnancing- activities, except to the
extent that cash flows described in paragraphs 22 and 24 are reporied on a net

basis.

Reporting Cash Flows on a Net Basis
22. Cash flows arising from the following operating, investing or financing activities
may by reported on a net basis :
(a) cash receipts and payments on behalf of customers when the cash flows
reflect the activities of the customer rather than thosé of the enterprise; and
{b) cash receipts and payments for items in which the turnover is quick, the
amounts are large, and the maturities are shot.
23. Examples of cash receipts and payments referred to in paragraph 22 (a) are:
{a) the acceptance and repayment of demand deposits of a bank;
{b) fund held for customers by an investment enterprise: and
{c) rents collected on behaif of, and paid over to, the owners of properties.
Examples of cash receipts and payments referred to in paragraph 22(b) are

advancés made for, and the repayment of;
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{(a) principal amounts relating to credit card customers;

{(h) the purchase and sale of investments; and

{(c) other short-term borrowings, for example, those which have a maturity period of
three months or less.

Cash flows arising from each of the following activities of a financial institutidn may

be reported on a net basis:

(@) cash receipts and payments for the acceptance and repayment of deposits
with a fixed maturity date;

{b) the placement of deposits with and withdrawal of deposits from other financiat
institutions; and

{c} cash advances and loans made to customers and the repayment of those

advances and loans.

Foreign Currency Cash Flows

25.

26.

27

Cash flows arising from transactions in a foreign currency should be recorded in an
enterprise's reporting currency by applying to the foreign currency amount the
exchange rate between the reporting currency and the foreign currency at the date
of the cash flow.

The cash flows of a foreign subsidiary should be translated at the exchange rates
between . the reporting curtency and the foreign currency at the dates of the cash
flows.

Cash flows denominated in a foreign cuirency are reported in a manner consistent
with International Accounting Standard IAS 21, Accounting for the Effects of
Changes in Foreign Exchange Rates. This permits the use of an exchange rate that
approximates the actual rate. For example, a weighted average exchange rate for a
period may be used for recording foreign currency transactions or the translation of
the cash flows of a foreign subsidiary. However, IAS 21 does no permit use of the
exchange rate at the balance sheet date when translating the cash flows of a

foreign subsidiary.
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Unrealised gains and losses aﬁsing from changes in foreign currency exchange
rates are .not cash flows. However, the effect of exchange rate changes on cash
and cash equivalents held or due in a foreign currency is reported in the cash flow
statement in order to reconcile cash and cash equivalents at the beginning and the
end of the period. This amounts is presented separately from cash flows from
operating, investing and financing activities and includes the differences, if any,

had those cash flows been reported at end of pericd exchange rates.

Extraordinary Items

28.

30.

The cash flows associated with extraordinary items should be classified as arising
from operating, investing of financing activities as appropriate and separately
disclosed.

The cash flows associated with extraordinary items are disclosed separately as
arising from oﬁerating, investing or financing activities in the cash flow statement,
to enable users to understand their nature and effect on the present and future cash
flows of the enterprise. These disclosures are in addition to the separate
disclosures of the nature and amount of extraordinary items required by
Intemnational Accounting Standard IAS 8, Net Profit of Loss for the .Period,

Fundamental Errors and Changes in Accounting Policies.

Interest and Dividends

31.

32

Cash flows from interest and dividends received and paid should each he disclosed
separately, Each should be classified in a consistent manner from period to period
as either operating, investing or financing activities.

The total amount of interest paid during a period is disclosed in the cash flow
statement whether it has been recognised as an expense in the income statement
or capitalised in accordance with the allowed alternative treatment in International

Accounting Standard IAS 23, Borrowing costs.
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Interest paid and interest and dividends received are usually classified as operating
cash flow for a financial institution. However, there is no consensus on the
classification of these cash flows for other enterprises, Interest paid and interest and

dividends received may be classified as operating cash flows because they enter

© into the deterrnination of net profit of loss. Altermatively, interest paid and interest

and dividends received Imay be classified as financing cash flows and investing
cash flows respectively, because they are costs of obtaining financial resources or
returns on investments.

Dividends paid may be classified as a financing cash flow because they are a cost
of obtaining financial resources. Alternatively, dividends paid may be classified as
a component of cash flows from operating activities in order to assist users to

determine the ability of an enterprise to pay dividends out of operating cash flows.

Taxes on Income

35,

36.

Cash flows arising from taxes on income should be separately disclosed and should
be classified as cash flows from operating activities unless they can be specifically
identified with financing and investing activities.

Taxes on income arise on f{ransactions that give rise to cash flows that are
classified as operating, invesfing or financing activities in a cash flow statement.
While tax expense may be readily identifiable with investing or financing activities,
the related tax cash flows are often impracticable to identify and may arise in a
different period from the cash flows of the undetlying transaction. Therefore, taxes
paid are usually classified as cash flows from operating éctivities. However, when
it is practicable to identify the tax cash flow with an ]'ndividﬁal transaction that
gives rise to cash flows that are classified as investing or financing activities the
tax cash flow is classified as an investing or financing activity as appropriate.
When tax cash flows are allocated over more than one class of activity, the total

amount of taxes paid is disclosed.

Investments in Subsidiaries, Associates and Joint Ventures
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When accounting for an investment in an associate or a subsidiary accounted for by
use of the equity or cost method, an investor restricts its reporting in the cash flow
statement to the cash flows between itself and the investee, for example, to
dividends and advances.

An enterprise which reports its interest in a jointly controlled entity (see
International Accounting Standard IAS 31, Financial Reporting of Interests in Joint
Ventures) using proportionate consolidation, includes in its consolidated cash flow
statement its proportionate share of the jointly controlled entity’s cash flows. An
enterprise which reports such an interest using the equity method includes in its
cash flow staterent the cash flows in respect of its investments in the jointly
controlled entity, and distributions and other payments or receipts between it and

the jointly controlled entity.

Acquisitions and Disposals of Subsidiaries and Other Business Units

39.

40.

41,

The aggregate cash flows arising from acquisitions and from disposals of

subsidiaries or other business units should be presented separately and classified as

investing activities.

An enterprise should disclose, in aggregate, in respect of both acquisitions and

disposals of subsidiaries or other business units during the period éach of the

following:

(a) the total purchase or disposal consideration,

(b) the portion of the purchase of disposal consideration discharged by means of
cash and cash equivalents;

(c} the amount of cash and cash equivalents in the subsidiary or business unit
acquired or disposed of; and

(d) the amount of the assets and liabilities other than cash or cash equivalents in
the subsidiary or business unit écquired or disposed of, summarised by each
major category.

The separate presentation of the cash flow effects of acquisitions and disposals of

subsidiaries and other business units as single line items, together the with
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separate disclosure of the amounts of assets and liabilities acquired 61 disposed of,
helps to distinguish those cash flows from the cash flows arising from the other
operating, investing and financing activities. The cash flow effects of disposals are
not deducted from those of acquisitions.

The aggregate amount of the cash paid or received as purchase or sale
consideration is reported in the cash flow statement net of cash and cash

equivalents acquired or disposed of.

Non- cash Transactions

43.

Investing and financing transactions that do not require the use of cash or cash

equivalents should be excluded from a cash flow statement. Such transactions

should be disclosed elsewhere in the financial statements in a way that provides all

the relevant information about these investing and financing activities.

Many investing and financing activities do not have a direct impact on current

cash flows althoﬁgh they do affect the capital and asset structure of an enterprise.

The exclusion of non-cash transactions from the cash flow statement is consistent

with the objective of a cash flow statement as these items do not involve cash flows

in the current period. Examples of non-cash transactions are:

(a) the acquisition of assets either by assuming directly related labilities or by
means of a finance lease;

(b) the acquisition of an enterprise by means of an equity issue; and

{c) the conversion of debt to equity.

Components of Cash and Cash Equivalents

45.

46.

An enterprise should disclose the components of cash and cash equivalents and
should present a reconciliation of the amount in its cash flow statement with the
equivalent items reported in the balance sheet.

In view of the variety of cash management practices and banking arrangements

around the world and in order to comply with Intemational Accounting Standard
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IAS 1, Disclosure of Accounting Policies, an enterprise discloses the policy which it
adopts in determining the composition of cash and cash equivalents.

The effect of any change in the policy for determining components of cash and
cash equivalents, for example, a change in the classification of {inancial instruments
previously considered to be part of an enterprise's investment portfolio, is reported
in accordance with Interational Accounting Standard IAS 8, Net Profit or Loss for

the Period, Fundamental Errors and Changes in Accounting Policies.

Other Disclosures

48.

49.

50.

An enterprise should disclose, together with a commentary by management, the
amount of significant cash and cash equivalent balances held by the enterprise that
are not available for use by the group.

There are various circumstances in which cash and cash equivalent balances held

by an enterprise are not available for use by the group. Examples include cash and

cash equivalent balances held by a subsidiary that operates in a country where
exchange controls or other legal restrictions apply when the balances are not
available for general use by the parent or other subsidiaries.

Additional information may be relevant to users in understanding the financial

position and liquidity of an enterprise. Disclosure of this information, together with

a commentary by management, is encouraged and may include:

(a) the amount of undrawn borrowing facilities that may be available for future
operating activities and to settle capital commitments, indicating any
restrictions on the use of these facilities;

(b) the aggregate amounts of the cash flows from each of operating, investing and
financing activities related to interests in joint ventures reported using
proportionate consolidation;

{c) the aggregate amount of cash flows that represent increases in operating
capacity separately from those cash flows that are required to maintain

operating capacity; and



bl.

B2.

140

{d) the amount of the cash flows arising from the operating, investing and
financing activities of each reported industry and geographical segment (see
International Accounting Standard IAS 14, Reporting Financial Information by
Segment).
The separate disclosure of cash flows that represent increases in operating capacity
and cash flows that are required to maintain operation capacity is useful in
enabling the user to detenmine whether the enterprise is investing adeguately in
the maintenance of its operating capacity. An enterprise that does not invest
adequately in the maintenance of its operating capacity may be prejudicing future
profitability for the sake of current liquidity and distributions to owners.
The disclosure of segmental cash flows enables users to obtain a better
understanding of the relationship between the cash flows of the business as a
whole and those of its component parts and the availability and varability of

segmental cash flows.

Effective Date

B3.

This International Accounting Standard becomes operative for financial statements

covering periods beginning on or after 1 January 1994.
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Direct Method Cash Flow Statement (paragraph 18a)

Cash flows from operating activities
Cash receipts from customers

Cash generated from operations
Interest paid

Income taxes paid

Cash flow before extraordinary item

Proceeds from earthquake disaster settlement

Net cash from operating activities

Cash flows from investing activities

Acquisition of subsidiary X, net of cash acquired

(Note A)

Purchase of property, plant and equipment (Note B}

Proceeds from sale of equipment
Interest received
Dividends received

Net cash used in investing activities

Cash flows from financing activities
Proceeds from issuance of share capital
Proceeds from long-term borrowings
Payment of finance lese liabilities
Dividends paid

Net cash used in financing activities

Net increase in cash and cash equivalents

XXX

.9.4.¢.4

19-1
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Cash and cash equivalents at beginning of period (note C) - XX
Cash and cash equivalents at end of period (note C) | | KXXX
XK

Indirect Method Cash Flow Statement (paragrahp 18hb)

19-2
Cash flows from operating activities
Net profit before taxation, and extraordinary item KXXX

Adjustments for :

Depreciation XXEX
Foreign exchange loss ‘ KAHK
Investment income XXX
Interest expense BEXX
Operating profit before working capital changes KKK
Increase in trade and other receivables KXKX
Decrease in inventories HXXX
Decrease in trade payables XXX
Cash generated from operationé XXX
Interest paid KXXX
Income taxes paid XXX
Cash flow before extraordinary item KKXX
Proceeds from earthquake disaster settlement KKK
Net cash from operating activities XXX

Cash flows from investing activities

Acquisition of subsidiary X net of cash acquired O
(Note A)

Purchase of properiy, plant and equipment (Note B) XXX

Proceeds from sale of equipment o004
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Interest received X0
Dividends received KKK
Net cash used in investing activities XK

Cash flows from financing activities

Proceeds from issuance of share capital X0
Proceeds from long-term borrowings XXX
Payment of finance iease liabilities XK
Dividends paid XXXX
Net cash used in financing activities KKK
Net increase in cash and cash equivalents KXXK
Cash and cash equivalents at beginning of period (Note C) KAXK
Cash and cash equivalents at end of period (Note C) XX

Note to the Cash Flow Statement
(direct method and indirect method)

A. Acquisition of Subsidiary
During the period the group acquired subsidiary X. The fair value of assets acquired

and iiabilitiés assumed were as follows:

Cash XKXXX
Inventories ' XHKR
Accounts receivable XXX
Property, plant and equipment KX
Trade payables KK
Long-term debt p.9.9.4
. Tota! purchase price XX¥X
Less : Cash of X XXEX

Cash flow on acquisition net of cash acquired KXXX
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B. Property, Plant and Equipment
During the period, the Group acquired property, plant end equipment with an aggregate
cost of 1,250 of which 900 was acquired by means of finance leases. Cash payments of

350 were made to purchase property, plant and equipment.

C. Cash and Cash Equivalents
Cash and cash equivalents congsist of cash on hand and balances with banks, and
investments in money market instruments. Cash and cash equivalents included in the

cash flow statement comprise the following balance sheet amounts:

19-2 19-1
Cash on hand and balances with banks XK KKK
Short-term investments XXX EXXX
Cash and cash equivalents as previously reported XXX XXXX
Effect of exchange rate changes P A0 XXX
Cash and cash equivalents as restated XXX XXXX

Cash and cash equivalents at the end of the period include deposits with banks of 100
held by a subsidiary which are not freely remissible to the holding company because of
currency exchange restrictions.

The Group has undrawn borrowing facilities of 2,000 of which 700 may be used only for

future expansion.

D. Segment Information

Segment Segment Total
A B
Cash flows from:
Operating activities KHKX XXX AKX

Investing activities KKK KX XA
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Financing activities HAXK FEXK EXEX

Alternative Presentation

(indirect method)

As an alternative, in an indirect method cash flow statement, operating profit before

working capital changes is sometimes presented as follows:

Revenues excluding investment income boie:ed
Operating expense excluding depreciation KXEX

Operating profit before working capital changes XXX
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