
Topic 1: The International Accounting Environment and Financial Reporting 

USERS OF FINANCIAL STATEMENTS 
- Internal Users 

• involves Management Accounting


• communicating to those within entity


• looking for feedback regarding earlier decisions


• no need to ‘fudge’ the numbers


• no external auditing required


• no publishing = more detailed, more frequent (as publishing is expensive)


• no need to keep secrets


• no rules or laws to comply with


- External Users 

• involves Financial Accounting


• info requires auditing - a control mechanism designed to provide an external and independent check on 

the accounting info being published by the entity (General Purpose Financial Reports)


• has to be published - lots of rules and regulations to follow


• current investors use it to decide whether to buy, hold, sell shares


• lenders use it to decide whether the business can pay back a loan + interest


• employees use it to judge how stable a company is and how stable their job is


• suppliers use it to see if it is likely the will be paid


THE REGULATION OF ACCOUNTING 
The provision of accounting information for investors can be regulated in many ways, by ‘market 

forces’ (where the entity wants capital and so provides its own F/S), by ‘the state’ (laws say what is to be 

reported), and by ‘the private sector’ (the accounting profession).


Accounting has been regulated in different ways around the world (mainly due to commercial advances)


There are 4 major influences to explain differences in the way accounting has developed around the world:


1. Legal Systems

- Civil Law? (detailed rules for accounting, very standardised, was a branch of law)

- Common Law? (no all-embracing laws for accounting and financial reporting, was an independent 

discipline, historically the accounting profession provided the details)


2. Providers of Finance

- Primarily Shareholders? (capital provided by large number of private investors, so investors did not 

have access to internal information; they required disclosure, auditing, and decision-useful 

information - technical rules for best practice = GAAP)

- Primarily Banks/State/Family? (banks act as important owners of shares in companies as well as 

lenders, can nominate directors and so obtain restricted information and therefore the need for 

published information that is audited smaller. Traditionally, financial reports were mainly for the 

government for tax purposes)


3. Main Purpose of Financial Statements

- Measure Performance of Entity? (tax figures generally the same as financial reporting numbers)

- Calculation of Taxable Income? (there are differences between tax numbers and financial reporting 

numbers)


4. The Accounting Profession

- There are less accounting profession members in Germany, France, Italy, etc.

- There are more accounting profession members in New Zealand, UK, Australia, USA, etc.

- (the lack of private shareholders and smaller numbers of domestic listed companies means the 

need for auditors is smaller in places like Germany)


REGULATION WITHIN NEW ZEALAND 
A mixture of:


1. Accounting Standards

- increased globalisation led to a need for internationally comparable accounting financial 

statements, movement from SSAPs (statements of standard accounting practice) to IFRSs

- NZ accounting standards started out being produced solely by the accounting profession and have 

ended up being under government control. IFRSs are legally enforceable whereas SSAPs were not.




- the IASB issues IFRSs


2. Accounting Profession

- part of the private sector

- ICANZ’s FRSB would take IAS or IFRS to ASRB but might add additional guidance for the NZ 

public sector (as IAS/IFRS only written for profit entities), add additional disclosure requirements if 

necessary, and might take away an option if there was a choice offered.

- FRSs were traditionally approved by the Accounting Standards Review Board (ASRB) - a 

government elected board and were legally enforceable

- from 1997, future accounting standards would be developed based on the International Accounting 

Standards (IAS)

- ICANZ > NZICA > ICAANZ

- from 2011, the professional accounting body (NZICA) will no longer be involved in preparing 

accounting standards and submitting them to ASRB for approval - all taken over by XRB

- XRB: a government agency, replaces NZICA and ASRB functions


3. Government and Acts of Parliament

- part of public sector

- ASRB approves standards, delvers penalties

- government involvement as a result of share market crash

- due process: must occur before an accounting standard can be approved

- when is an entity required to prepare GPFR in accordance with GAAP? when legislation requires 

that entity to comply with GAAP (= a reporting entity)

- REPORTING ENTITY? = for-profit entity or public benefit entity

- Companies Act: 


• all companies must be registered under the companies act 


• accounting records must be kept (must enable company to ensure that the financial statements 

comply with GAAP if company is required to prepare)


• imposes financial reporting standards on every large company and every company that is a 

public entity.

- Financial Reporting Act


• definition of entity? company, overseas company, trust, partnership, society, retirement village, 

crown, department, etc.


• definition of reporting entity? an entity whose F/S is required by any enactment to comply with 

GAAP standards


• GAAP? F/S comply with GAAP if statements comply with applicable financial reporting 

standards and authoritative notice


Entity Type GPFR requirement? Audit requirement?

Entities participating in the financial markets:

FMC reporting entity (means issuer, registered bank, 

licensed insurer, credit union, etc)

√  within 4 months of BS date √

Entities NOT participating in the financial markets:

Companies:

Large (total assets of entity & subs exceed $60M or 

total revenue of entity and subs exceeds $30M)
√  within 5 months of BS date √  unless opt out passed

Large and Overseas (total assets of entity & subs 

exceed $20M or total revenue of entity and subs 

exceeds $10M)

√  within 5 months of BS date

More than 10 Shareholders √  unless opt out passed X

Less than 10 Shareholders X unless opt in passed X

Partnerships:

Limited and Large √  within 5 months of BS date √  unless opt out

Standard and Large √  within 5 months of BS date √  unless opt out

Public sector public benefit entities

Company √  within 5 months of BS date √

Limited Partnership √  within 5 months of BS date √



4. Stock Exchange

- applies to listed issuer companies

- there are listing rules which are enforced under a listing contract 

- non compliance can result in a company being de-listed, investigated, or having it’s shares 

suspended from trading


NEW RULES REGARDING SMES AND GPFR 
- all SME companies no longer required to prepare GPFS will be required to prepare SPFS (special purpose 

financial statements) specified by the IRD.

- NZICA will also provide additional guidance to SMEs with wider users (banks, potential investors) in mind.

- now, only 5% of NZ entities will have to prepare GPFS


THE CONTENTS OF FINANCIAL STATEMENTS 
THE NEW ZEALAND FRAMEWORK 
- equivalent of IASB’s conceptual framework

- does not override any IFRS, just an authoritative support

- F/S differ indifferent countries dependent on their requirements (see 4 influences) this has led to a use of a 

variety of definitions of the elements of F/S (eg assets). Also, there is different criteria for regulation of 

times, different bases of measurements, different disclosures.

- IFRS are not rule based, they require professional judgement - framework establishes characteristics 

financial info needs in order to be useful as well as definitions and recognition criteria for the elements.


THE ELEMENTS 
1. ASSETS


- resource controlled by the entity 
- result of a past event 
- from which future economic befits are expected to flow to the entity (may be direct or indirect) 

2. LIABILITIES

- current obligation of the entity 
- resulting from a past event 
- settlement of which will result in economic benefits flowing out of the entity 

3. EQUITY

- residual interest in the assets of the entity after deducting all liabilities  

4. INCOME

- an increase in economic benefits 
- increases assets / decreases liabilities 
- overall, increase equity 
- NOT owner contributions 
- includes gains as well as revenue 

5. EXPENSES

- a decrease in economic benefits 
- decreases assets / increases liabilities 
- overall, decreases equity 
- NOT owner distributions 
- includes losses as well as expenses 

      RECOGNITION


- an item may meet the definition of an A/L/I/E but may not be recognised on the B/S or I/S 
- an item that meets the definition of an element should be recognised if: 

A. it is probable that any FEB associated with item will flow to / from the entity 

B. the item has a cost or value that can be measured reliably 

- recognise income? need to also recognise increase in asset or decrease in liability 
- recognise expense? need to also recognise decrease in asset or increase in liability 



NZ IAS 1 
PARAGRAPH 1 (OBJECTIVE)


- “prescribes the basis for presentation of GPFS to ensure comparability both with entity’s FS of previous periods as 

well as FS of other entities. It sets out overall requirements for the presentation of FS, guidelines for their structure 

and minimum requirements for their content”. 

NZ PARAGRAPH 2 (SCOPE - who should this apply to?)

- “an entity shall apply this standard in preparing and presenting GPFS in accordance with NZ equivalents to IFRSs. 

PARAGRAPH 7 (DEFINITIONS)

- GPFS: are those intended to meet the needs of users who are not in a position to require an entity to prepare reports 

tailored to their particular information needs 
- unlike say IRD who can demand a special purpose report 
- IASB says GPFS are trying to meet the needs of primarily investors (which broadly meets everyone else’s needs) 

- OCI: comprises of items of income and expense that are not recognised in a profit or loss as required or permitted by 

other NZ IFRS, includes: 

a) changes in revaluation surplus 

b) actuarial gains / losses 

c) translation gains / losses 

d) remeasuring available for sale financial assets gains and losses 

e) hedging interments gains / losses 

- Profit or Loss: = income - expenses, excluding components of OCI ^ 

- TCI: change in equity during a period resulting from transactions and other events (NOT owner cont./dist.) 
- comprised of ‘profit/loss’ AND ‘OCI’ 

PARAGRAPH 9 (PURPOSE OF F/S)

- “FS are a structured representation of the financial position and performance of an entity. The objective of FS is to 

provide info about the financial position, performance, and cash flows of an entity that is useful to a wide range of 

users in making economic decisions. FS also show the results of management’s stewardship of the resources 

entrusted to it” 

PARAGRAPH 10 (A COMPLETE SET OF F/S)

- Statement Of Financial Position 
- Statement Of Comprehensive Income (can prepare single statement or combined statement) 
- Statement Of Changes In Equity 
- Statement Of Cash Flows 
- The Notes 

Statement of Comprehensive Income - Example - for year ended ….

Sales Revenue 500

Various Expenses (300)

200

Income Tax Expense (40)

160

Gain on Discontinued Operations 60

NPAT 220

Revaluation Gain 50

Foreign Currency Gain 150 200

TOTAL Comprehensive Income $ 420                              



PARAGRAPH 15 (FAIR PRESENTATION AND COMPLIANCE WITH IFRS)

- FS shall present fairly the financial position, performance and cash flows of an entity. Fair presentation requires the 

faithful representation of the effects of transactions, other events, and conditions in accordance with the definitions 

and recognition criteria for A, L, I, and E set out in the NZ Framework. 
- the application of NZ IFRSs, with additional disclosure when necessary, is presumed to result in FS that achieve a fair 

presentation 

PARAGRAPH 16 (FAIR PRESENTATION AND COMPLIANCE WITH IFRS)

- An entity who's FS comply with IFRS shall make an explicit and unreserved statement of such compliance in the 

notes (you must note whether you did or didn't follow IFRS. 

PARAGRAPH 17 (FAIR PRESENTATION AND COMPLIANCE WITH IFRS)

- In virtually all circumstances, an entity achieves a fair presentation by compliance with applicable NZ IFRSs 
- if you believe a fair representation has been achieved, you may require additional disclosure 

PARAGRAPH 25 (GOING CONCERN)

- when preparing FS, management shall make an assessment of an entity’s ability to continue as a going concern. 
- prepare FS on a going concern basis UNLESS management either intends to liquidate the entity or cease trading, or 

has no realistic alternative but to do so. 

PARAGRAPH 27/28 (ACCRUAL BASIS OF ACCOUNTING)

- entity shall prepare it’s FS along the accrual basis (except CFS) 
- when accrual basis is used, entity recognises A, L, I, and E when they satisfy definition and recognition  

PARAGRAPH 29 (MATERIALITY AND AGGREGATION)

- entity shall present separately each material class of similar items and dissimilar items 

PARAGRAPH 36 (FREQUENCY OF REPORTING)

- at least annually 

PARAGRAPH 38 (COMPARATIVE INFORMATION)

- disclose comparative info, e.g. last years figures 

PARAGRAPH 54 - 59 (STATEMENT OF FINANCIAL POSITION)

- as a minimum, the SFP shall include line items (on the face, has it’s own line on SFP that present the following 

amounts: 

• P P & E 

• investment property 

• intangible assets 

• financial assets 

• investments accounted for using the equity method 

• biological assets 

• inventories 

• trade and other receivables 

• cash and cash equivalents 

• assets held for sale 

• trade and other payables 

• provisions 

• financial liabilities 

• liabilities and assets for current tax 

• deferred tax liabilities and deferred tax assets 

• liabilities of disposal groups held for sale 

• non-controlling interest 

• issued capital and reserves attributable to owners of the parent 

Changes in Equity - Example - for year ended ….

Opening Equity 2,000

add Total Comprehensive Income 420

add Owner Contributions 300

less Owner Distributions (80)

Closing Equity $ 2,640                           



PARAGRAPH 60 - 76 (CURRENT/NON-CURRENT DISTINCTION)

- current? A - used up within 12 months, or L — due within 12 months 

PARAGRAPH 82, 88, & 89 (STATEMENT OF COMPREHENSIVE INCOME)

- in addition to other items required by IFRSs, FS shall include line times that present the following amounts for the 

period: 

• revenue 

• finance costs 

• share of profit/loss of associate 

• tax expense 

• total of discontinued operations gain/loss 

- present line items for amounts of OCI in a period 
- all income and expenses go through P/L section of SCI unless a IFRS requires or permits otherwise 
- components of OCI that meet definition of I or E, but are to be excluded from P/L category (e.g. revaluation surplus) 
- NZ IAS 8 has two scenarios where income/expense items are recognised outside P/L category 

• “correction of errors” 

• “changes in accounting policy” 

PARAGRAPH 106 (STATEMENT OF CHANGES IN EQUITY)

- SCE includes: 

• TCI 

• effects of retrospective application / restatement 

• reconciliation between opening and closing equity including: profit/loss, OCI, contributions, distributions. 

PARAGRAPH 111 (STATEMENT OF CASH FLOWS)

- NZ IAS 7 sets out requirements for presentation / disclosure of cash flow info 

PARAGRAPH 112 (NOTES)

- the notes shall present info about the basis of preparation and the specific accounting policies used in accordance 

with paragraphs 117-124 

PARAGRAPH 117 (DISCLOSURE OF ACCOUNTING POLICIES)

- entity shall disclose the summary of significant accounting policies used: 

• measurement basis(es) used 

• other accounting policies that are relevant to understanding of what is in FS 

NZ IAS 8 
PARAGRAPH 1 (OBJECTIVE)


- “prescribe the criteria for selecting and changing accounting policies, together with the accounting treatment and 

disclosure of changes in accounting policies, changes in accounting estimates and corrections of errors. The 

standard is intended to enhance the relevance and reliability of an entity’s FS, and the compatibility of those FS over 

time and with the FS of other entities”. 

PARAGRAPH 3 (SCOPE)

- “shall be applied in selecting and applying accounting policies, and accounting for changes in accounting policies, 

changes in accounting estimates and corrections of prior period errors”. 

PARAGRAPH 5 (DEFINITIONS)

- “change in accounting estimate” = adjustment of the carrying amount of an A or L, or the amount of the periodic 

consumption of an asset. Changes in these estimates result from new info / developments, ARE NOT correction of 

errors. 
- “material omissions” = are material if they could influence the economic decisions that users make (depends on size 

and nature of omission) 
- “prior period errors” = incorrect or left out information in the the entity’s FS (e.g. mathematical errors, mistakes 

around accounting policies, oversight/misinterpretation of facts, and fraud) 
- “prior period adjustments” = correcting figures in the FS as if the prior period error never occurred 
- “accounting policies” = specific principles, bases, conventions, rules, and practices applied by an entity in preparing 

and presenting FS (e.g. inventory valued at lower of cost and NRV) 
- “retrospective application” = applying new accounting policy to transactions, events, conditions as if that policy had 

always been applied previously 
- “prospective application” = applying new accounting policy from now, doesn’t change past 



PARAGRAPH 14 & 22 (CHANGES IN ACCOUNTING POLICIES)

- entity will only change an accounting policy if the change: 

• is required by NZ IFRS or results in providing more reliable / relevant info 

- when change in accounting policy is applied retrospectively, entity shall adjust opening balance of affected 

component of equity (retained earnings) and the comparative amounts 

What happens to our tax expense figures? (as we are changing comparative income/expense figures so the tax figure should change?)


- there are two profits:

1. Accounting Profit (determined by following accounting rules) 

2. Taxable Profit (determined by following IRD) < used to calculate entity’s liability to IRD 

In accounting 211 we use the taxes payable approach (tax expense = tax liability) so, leave tax figures alone 

in topic one.




Examples: 
“A NEW ACCOUNTING POLICY INVOLVING RETROSPECTIVE APPLICATION”


- in year ended 31 March 2013 an entity changed it’s accounting policy in relation to training costs. As per NZ IAS 38 

Intangible Assets these costs must be expensed. Training costs in current year were $4,500. 
- the old policy capitalised training costs (were treated as an asset) 
- previous training costs were: 31/3/2012 = $6,000 & 31/3/2011 = $12,000 

Under the old policy:


Under the new policy:


CHECK: 2012 Closing Equity = $632,800


CHECK: 2013 Opening Equity = $632,800 (200,000SC + 432,800RE)


- we have +6000 to the 2012 expenses figure as we are applying retrospective application; it will appear as if the new policy 

was always implemented. This means that the training costs expense account is increased, and the training costs asset is 

decreased. This will decrease our profits. 
- the decreased profit figure is carried down to the Statement of Changes in Equity. 
- we have -12000 from the retained earnings figure in 2012 SCE due to the fact that in 2011 (not shown) we must also apply 

the new policy. Because we do not have to change comparative figures for 2011, we will only change the RE figure which 

includes the 2011 profits. By taking away 12000 we are realising the increase of expenses for 2011 (which decreases profit). 
- we have -18000 from the retained earnings figure in 2013 SCE to reflect the presence of new $12,000 and $6,000 expenses 

that were not included in the original figure. 

DATE ACCOUNT DR CR

31/3/2011 Training Costs Asset 12,000

           Cash 12,000

31/3/2012 Training Costs Asset 6,000

           Cash 6,000

DATE ACCOUNT DR CR

31/3/2011 Training Costs Expense 4,500

           Cash 4,500

(DRAFT) Statement of Comprehensive Income for the year ended 2013

2013 2012

UNADJUSTED ADJUSTED UNADJUSTED ADJUSTED

Sales 200,000 200,000 180,000 180,000

Expenses 120,000 120,000 110,000 116,000

PBT 80,000 80,000 70,000 64,000

Tax Expense (leave alone) 24,000 24,000 19,200 19,200

PAT 56,000 56,000 50,800 44,800

(DRAFT) Statement of Changes in Equity for the year ended 2013

2013 2012

UNADJUSTED ADJUSTED UNADJUSTED ADJUSTED

Opening Equity

 - Share Capital 200,000 200,000 200,000 200,000

 - Retained Earnings 450,800 432,800 400,000 388,000

Plus PAT 56,000 56,000 50,800 44,800

Closing Equity 706,800 688,800 650,800 632,800

No effect on income statement

Will affect I/S, decreases profit by $4,500

+6000

- 12000- 18000



- NO JOURNAL ENTRIES for the adjustments to the 2011/2012 figures, as those accounts have already been closed off. 
- ONLY a journal entry to show adjustment of current 2013 Retained Earnings account: 

- this gets rid of the Training Costs asset account that is no longer permitted (policy change) 

NOTE


• the 2012 figures are altered for comparative purposes ONLY (in the 2013 Financial Statements)


• we cannot go back and re-publish 2012 figures in the 2012 Financial Statements


• why? the 2012 accounts have already been closed off, so NO journal entries


DATE ACCOUNT DR CR

31/3/2013 Retained Earnings 18,000

           Training Costs Asset 18,000



“ERROR IN PRIOR PERIOD INVOLVING A RETROSPECTIVE RESTATEMENT”

- in 2012 an expense of $200 had been omitted from expenses 

CHECK: 2012 Closing Equity = $4,800


CHECK: 2013 Opening Equity = $4,800 (2,000SC + 2,800RE)


- as we have made an adjustment in the current period (to Retained Earnings) there needs to be a journal entry: 

(DRAFT) Statement of Comprehensive Income for the year ended 2013

2013 2012

UNADJUSTED ADJUSTED UNADJUSTED ADJUSTED

Sales 4,000 4,000 3,000 3,000

Expenses 2,600 2,600 1,000 1,200

PBT 2,400 2,400 2,000 1,800

Tax Expense 360 360 600 600

PAT 1,040 1,040 1,400 1,200

(DRAFT) Statement of Changes in Equity for the year ended 2013

2013 2012

UNADJUSTED ADJUSTED UNADJUSTED ADJUSTED

Opening Equity

 - Share Capital 2,000 2,000 2,000 2,000

 - Retained Earnings 3,000 2,800 1,600 1,600

Total Open Equity 5,000 4,800 3,600 3,600

Plus PAT 1,040 1,040 1,400 1,200

Closing Equity 6,040 5,840 5,000 4,800

DATE ACCOUNT DR CR

31/3/2013 Retained Earnings 200

           Liabilities 200

+200

- 200

(all errors require such treatment)



“BOTH RETROSPECTIVE RESTATEMENT FOR ERRORS AND CHANGE IN ACCOUNTING POLICY”

An entity has made a retrospective change in accounting policy in 2013 meaning that a previously capitalised expenditure 

must now be expensed. 
- THIS year (2013) relevant expenditure to expense: $250 (2013 figure for expense is not adjusted) 

• Treatment? +250 to 2013 SCI Expenses 
- LAST year (2012) relevant expenditure capitalised: $300 

• Treatment? +300 to 2012 SCI Expenses, -300 from 2013 SCE Retained Earnings 
- Prior to 2012 the relevant expenditure capitalised: $1,000 

• Treatment? -1000 from 2012 SCE Retained Earnings, -1000 from 2013 SCE Retained Earnings 

The entity also discovered that income of $250 had not been recognised in 2012 

• Treatment? +250 to 2012 SCI Sales, +250 to 2013 SCE Retained Earnings 

CHECK: 2012 Closing Equity = $15,730


CHECK: 2013 Opening Equity = $15,730 (7,000SC + 8,730RE)


- as we have made an adjustment in the current period (to Retained Earnings and expense accounts) there needs to be 

a JE: 

(DRAFT) Statement of Comprehensive Income for the year ended 2013

2013 2012

UNADJUSTED ADJUSTED UNADJUSTED ADJUSTED

Sales 4,000 4,000 3,800 4,050

Expenses 1,950 (2,200) 2,100 (2,400)

PBT 2,050 1,800 1,700 1,650

Tax Expense 540 (540) 420 (420)

PAT 1,510 1,260 1,280 1,230

(DRAFT) Statement of Changes in Equity for the year ended 2013

2013 2012

UNADJUSTED ADJUSTED UNADJUSTED ADJUSTED

Opening Equity

 - Share Capital 7,000 7,000 7,000 7,000

 - Retained Earnings 9,780 8,730 9,000 8,000

Total Open Equity 16,780 15,730 16,000 15,000

Plus PAT 1,510 1,260 1,280 1,230

Distributions to Owners (520) (520) (500) (500)

Closing Equity 17,770 16,470 16,780 15,730

DATE ACCOUNT DR CR

2013 Expense 250

           Cash/Liabilities (unsure) 250

2013 Retained Earnings 1300

          Asset (getting rid of previous capitalisation) 1300

2013 Accounts Receivable (unsure) 250

          Retained Earnings 250

+250

+300+250

- 1000- 1300
+ 250



- general ledger account for retained earnings: 

- reconciliation for 2013: 

RETAINED EARNINGS (reconstructed)

date account $ date account $

2012 Dividends 500 2012 Opening BAL 9,000

Closing BAL 9,180 PAT (unadjusted) 1,280

10,280 10,280

2013 Asset - policy change 1,300 2013 Opening BAL 9,180

Dividends 520 Asset - error 250

Closing BAL 9,420 PAT (adjusted) 1,260

11,290 11,290

2014 Opening BAL 9,470

Balance Start of 
year Share buy back New Issues PAT

Div paid or 
declared 

Retrospective 
restatement

Retrospective 
application Balance End

Share Capital 7,000 7,000

Retained E. 9,780 +1,260 -520 +250 -1,300 9,470

Total Equity 16,780 16,470



Topic 2: The Statement of Cash Flows 

- entity needs a constant flow of cash to pay for it’s operating expenses (wages, electricity, inventory, etc)

- cash inflows are needed to pay for interest ad dividends to buy new equipment

- B/S & I/S don't tell us about what cash came into the firm and how much left it during the year

- profit ≠ cash (accrual basis v cash basis) e.g. AR vs Cash Sales, Accrued Expenses v Cash Expenses


NZ IAS 7 
(OBJECTIVE)


- “require the provision of info about the historical changes in ‘cash & cash equivalents’ of an entity by means of a 

SoCF which classifies cash flows during the period from operating, investing, and financing. 

NZ PARAGRAPH 1 (SCOPE)

- “this standard only applies to tier 1 and tier 2 for profit entities” 

PARAGRAPH 1 (SCOPE)

- entity needs to prepare SoCF in accordance with requirements of NZIAS7 and shall include it in annual report 

PARAGRAPH 6 (DEFINITIONS)

- cash flows = in & out flows of cash / cash equivalents 

- cash = comprises of cash on hand and demand deposits (bank acc) 

- cash equivalents = are short term, highly liquid investments, easily convertible into known amounts of cash and 

which are subject to an insignificant risk of change in value 

- operating activities = principal revenue producing activities and also other activities that are not I or F activities 

- investing activities = acquisition and disposal of long term assets and other investments not included in cash 

equivalents 

- financing activities = activities that result in changes in the size and composition of the contributed equity and 

borrowings of the entity (equity and NC liabilities) 

PARAGRAPH 7 - 9 (CASH AND CASH EQUIVALENTS EXPLANATION)

- for an investment to classify as a ‘cash equivalent’ 

a) held for the purpose of meeting short-term cash commitments (not for investment) 

b) be readily convertible to a known amount of cash, be subject to insignificant risk of change in value 

c) has a short maturity - 90 days or less 

d) equity investments excluded, unless in substance a cash equivalent, e.g. redeemable preference shares 

where they will be turned into cash within the next 3 months 

- all bank overdrafts are considered cash and cash equivalents 

- cash flows exclude movements between items that constitute cash or equivalents (cash management) e.g. a cash 

transfer between two bank account the business owns - not shown on CFS 

PARAGRAPH 10 - 17 (PRESENTATION OF SOCF)

- cash flows will be classified under: operating, investing, and financing activities 

PARAGRAPH 13 & 14 (CASH FLOWS OPERATING ACTIVITIES)

- CFOA gives us a good indication of if the entity can generate sufficient cash flows to repay loans, maintain operating 

ability, pay dividends, and make new investments without external sources of financing. 

- primarily derived from primary revenue producing activities, generally result from transactions that determine profit / 

loss 

• e.g. cash receipt from sales of inventory (cash sales) 

• e.g. cash payment to suppliers 

- there are items in profit/loss whose cash flows are not included in CFOA, e.g. the sale of P,P,E where a gain or loss on 

sale is included in P/L calc but not shown in CFOA (as cash flow is shown in CFIA) 



PARAGRAPH 18 & 19 (REPORTING CFOA)

- entity will report CFOA using either: 

1. ‘direct’ method = where major classes of gross cash receipts and payments are disclosed 

2. ‘indirect’ method = whereby profit or loss is reconciled to arrive at CFOA amount (why adjust? as CFOA≠P/L, 

one adjustment is for depreciation expense which is added back in as it is a non-cash expense - no cash 

flow) 

- encouraged to report CFOA with direct method (as it provides info which may be useful in estimating future cash 

flows - not available under indirect method) 

- indirect method has been criticised 

• confuses users (heavy depreciation creates a strong cash flow) 

• does not surface the cash flow component ‘cash receipts from customer’ < a primary indicator of a company’s 

cash generating ability.  

• (used to not be permitted in NZ) 

PARAGRAPH 16 (CASH FLOWS INVESTING ACTIVITIES)

- cash flows represent extent to which expenditures have been made for resources intended to generate future 

income and cash flows 

- is the business growing to increase potential future income? 

- only expenditures that bring about a ‘recognised’ asset (meet definition and recognition) are able to be classified 

under investing activities  

- e.g. cash outflow to acquire PPE (as opposed to a finance lease, loan - no cash paid out? NOT on CFS) 
- e.g. cash inflow from proceeds of selling PPE 

PARAGRAPH 17 (CASH FLOWS FINANCING ACTIVITIES)

- separately disclosed as it is useful in predicting claims on future cash flows by providers of capital to the entity 

(shareholders who want dividends, lender who wants loan paid plus interest) 

- e.g. cash inflow from issuing shares to shareholders 
- e.g. cash outflow from making a repayment on a loan 

PARAGRAPH 21 (REPORTING CFIA AND CFFA)

- an entity shall report separately major classes of gross cash receipts and gross cash payments arising from 

investing and financing activities 

PARAGRAPH 31 & 32 (SPECIAL TREATMENT - INTEREST AND DIVIDENDS)

- cash flows from interest and dividends received and paid shall be disclosed separately (have their own lines) 
- must be classified consistently (as either O, I or F activities) for comparability 
- total amount of interest paid is disclosed in SCF whether it has been recognised as an expense in P/L OR capitalised 

(see NZIAS23 - where entity may borrow funds to build PPE, where some interest is added to cost of PPE built) 
- choice of classification? 

PARAGRAPH 35 (TAXES ON INCOME)

- cash flows arising from taxes on income get their own line (separately disclosed), classified as Operating Activity 

OPERATING INVESTING FINANCING

Interest Received YES YES

Interest Paid YES YES

Dividends Received YES YES

Dividends Paid YES YES

or

or

or

or

enter into the determination of profit returns on investments cost of obtaining financial resources

assist users to determine the ability of 
entity to pay dividends out of operating 

cash flows

return on investment in 
another company

e.g. issued shares to obtain finance, 
the cost of that finance is dividends 

paid out to shareholders



PARAGRAPH 43 & 44 (NON-CASH TRANSACTIONS)

- investing/financing transactions that don't use cash or c.e. are excluded from SoCF 
- examples of activities that affect capital/asset structure but don’t touch cash? 
- e.g. a directly related liability (specific loan to purchase a specific PPE item) 
- e.g. a finance lease 
- e.g. an issue of shares to buy an asset 

PARAGRAPH 45 (COMPONENTS OF CASH AND CASH EQUIVALENTS)

- entity shall disclose in the NOTES the components of cash and CE, and shall present a reconciliation of the amounts 

in it’s SoCF with the equivalent items reported in the Balance Sheet 
- examples of components? 

NZ PARAGRAPH 56.1 (HARMONISATION AMENDMENTS)

- FRS44 NZ ADDITIONAL DISCLOSURES 
- Paragraph 10: when an entity uses the direct method to present it’s SoCF, the financial statements shall provide a 

reconciliation of the net cash flows from Operating Activities to Profit/Loss 

Current Situation in New Zealand?

1) Use the direct method for CFOA as encouraged by NZIAS 7, plus prepare a reconciliation in the notes as 

per FRS44 NZ.


OR 

2) Use the indirect method for CFOA as allowed by NZIAS 7


HOW TO PREPARE A STATEMENT OF CASH FLOWS 
Need:

- comparative balance sheets (this year’s and last year’s cash figure for example)

- this year’s income statement

- additional information from the accounting records


- remember, accrual for most FS 
- and cash basis for statement of cash flows 

Cash at Bank (CA) 90,000

Bank Overdraft (CL) (10,000)

Short-term (1-90 day) Deposit (CA) 18,000

Total of Cash and CE: 98,000

must reconcile this to what is shown on 
the Balance Sheet

ABC Ltd. Statement of Cash Flows

for the year ended 31 December 2013

Cash flows from Operating Activities

   Cash receipts from sale of goods 12

Cash flows from Investing Activities

   Interest received from investment 5

Cash flows from Financing Activities

   Dividends (1)

Net increase/decrease in cash and cash equivalents 16

Cash and Cash Equivalents at BEGINNING of year 56

Cash and Cash Equivalents at END of year $72



How can we calculate the cash receipts for sales? We will use the method where we reconstruct the General 
Ledger ’T’ Account.

- use last year’s B/S as the opening balances

- use this year’s B/S as the closing balances

- use the I/S for any other info (to calculate the cash receipts for sales we need Sales Balance)

- pay attention to any given additional information




How is this different from Acctg 102?

- create an allowance for any doubtful debtor by the journal entry: Dr DD Expense / Cr Allowance for DD


- why doubtful debt? we are doubtful if the debtor will pay (not bad yet)


- the doubtful debt may become a bad debt: 

- record the using up of allowance by the journal entry: Dr Allowance for DD / Cr Accounts Receivable 
- we now know the DD will not be paid so now record the using up of allowance and take the now ‘bad’ 

debtor out of the Accounts Receivable account


- write off a bad debt immediately with the journal entry: Dr Bad Debt Expense / Cr Accounts Receivable 
- we say this debt was never previously provided for i.e. this debt never went through the doubtful phase 

and was never included in the allowance


- why have a difference? a doubtful debt expense is not tax-deductible, but a bad debt expense is.


ACCOUNTS RECEIVABLE

date account $ date account $

Opening BAL xx

Sales on credit xx Allowance for Doubtful Debts xx

Bad Debts Expense xx

Discount Allowed xx

Cash in xx

Closing BAL xx

$xx $xx

(put in SoCF as CFOA item)



EXAMPLE: 

The following has been summarised from the FS of the House of Silk Ltd.


Income Statement for the year ended 31 March 2012

2012

Sales 2,700

less: Cost of Goods Sold (1,840)

Gross Profit 860

Expenses

   Operating Expenses (580)

   Depreciation Expense (260)

Other Income and Expenses

   Gain on Sale of Equipment 2

EBIT 22

less: Interest (40)

less: Tax Expense (22)

NPAT (40)

Balance Sheets as at 31 March

2012 2011

Current Assets

   Cash 100 120

   Accounts Receiveable 380 320

   Inventory 220 200

Non-current Assets

   Plant and Equipment 3,600 3,400

   Accumulated Depreciation (1,100) (1,000)

Total Assets 3,200 3,040

Current Liabilities

   Accounts Payable 180 100

   Operating Expenses Payable 60 120

Non-Current Liabilities

   Long-term Debt 660 500

Equity

   Share Capital 1,600 1,520

   Retained Earnings 700 800

Total Liabilities and Equity 3,200 3,040

opening balances for 2012
closing balances for 2012

C
F

O
A

C
F

IA
C

F
O

A
C

F
F

A

don’t have associated 

payable account, so 

must be cash 

transactions

Additional Info:

• cash expenditure on new plant for year was $480

• there were no OCI items

• all purchases and sales of inventory were on credit

• the company treats paid cash dividends as CFFA

• interest is treated as CFOA



Summary of Cash flows in the below T accounts: 

1. Accounts Receivable: CASH IN $2,640


2. Accounts Payable: CASH OUT $1,780


3. Other Operating Expenses Payable: CASH OUT $640


4. Plant and Equipment: CASH OUT FROM ACQUISITION $480 

5. Accumulated Depreciation - P&E: PROCEEDS FROM SALE OF NCA $122


6. Long-term Debt: CASH IN FROM NEW LOAN $160 

7. Share Capital: CASH IN FROM ISSUE $80


8. Retained Earnings: CASH OUT FROM DIVIDENDS DECLARED $60 

9. Income Statement: CASH OUT FROM INTEREST PAID (no payable acct) $40 

10. Income Statement: CASH OUT FROM TAX PAID (no payable acct) $22 

The House of Silk Ltd. -  Statement of Cash Flows

for the year ended 31 March 2012

Cash flows from Operating Activities

   Cash receipts from customers 2,640 1

   Cash paid to suppliers (2,420) 2 & 3

   Interest paid (40) 9

   Income tax paid (22) 10

Net cash increase/decrease from operating activities 158

Cash flows from Investing Activities

   Purchase of plant and equipment (480) 4

   Proceeds from sale of equipment 122 5

   Interest Received -

   Dividends Received -

Net cash increase/decrease from investing activities (358)

Cash flows from Financing Activities

   Proceeds from issue of share capital 80 7

   Proceeds from long-term borrowings 160 6

   Dividends Paid (60) 8

Net cash increase/decrease from financing activities 180

Net increase/decrease in cash and cash equivalents (20)

Cash and Cash Equivalents at BEGINNING of year 120

Cash and Cash Equivalents at END of year $ 100           

(CA&CL)

(NCA)

(NCL + equity)



Calculate the cash flows from operating activities:





Calculate the cash flows from investing activities:


- but what are the proceeds from the sale of the NCA above? how much did we sell it for in cash? 

 

Calculate the cash flows from financing activities:


Accounts Receivable

OPEN BAL 320

Sales-credit 270 Cash in 2640

CLOSE BAL 380

3020 3020

Inventory

OPEN BAL 200

Purchases-A/P 1860 COGS 1840

CLOSE BAL 220

2060 2060

Accounts Payable

OPEN BAL 120

Cash out 1780 Cash in 2640

CLOSE BAL 180 Purchases 1860

1960 1960

Other Operating Expenses Payable (accrued)

OPEN BAL 120

Cash out 640 Expense 580

CLOSE BAL 60

700 700

Plant and Equipment

OPEN BAL 3400

Acquis - cash out 480 Sale of NCA 280

CLOSE BAL 3600

3880 3880

Accumulated Depreciation - Plant and Equipment

OPEN BAL 1000

Sale of NCA 160 Depreciation Exp 260

CLOSE BAL 1100

1260 1260

Accumulated Depreciation 160

Proceeds 122

     Property and Equipment 280

     Gain on Sale 2

Long-term Debt

OPEN BAL 500

Cash out - repaym - Cash in - new loan 160

CLOSE BAL 660

660 660

Share Capital

OPEN BAL 1520

CLOSE BAL 1600 Cash in 80

1600 1600

Retained Earnings

OPEN BAL 800

Dividend Declared 
- cash out

60

Loss after tax 40

CLOSE BAL 700

800 800

For the dividends declared, we know it 

must have been paid out in cash as 

there is no ‘dividends payable’ 

account. 

If there was a dividends payable 

account there would be no cash flow.



ADDITIONAL DISCLOSURES UNDER FRS-44 
- in the above example we used the ‘direct’ method to calculate CFOA

- when the direct method is used, you must provide a reconciliation of the net cash flows from operating 

activities to profit (loss)


Working Capital??

= changes in CA/CL excluding cash and cash 

equivalents 

- the profit for year is calculated using the accrual basis of accounting therefore it includes both cash 
income and expenses AND accrued income and expenses AND adjustments like depreciation


- the net cash from operating activities is calculated using operating cash income less operating cash 
expenses 


EXAMPLE: Simplified example of reconciliation/indirect method


Balance Sheet item:           2013          2012

Accounts Receivable             $13            $10


Income Statement for the year ended 2013 
Sales                                    $100

Interest Income                         5

Depreciation Expense              (2)

Profit                                    $103


First, prepare the direct method: 

Reconciliation: 

< from the I/S 

< from the I/S, added back in as deprecation 

has no cash flows 

< from the B/S figures; see above speech 

box for explanation 

< info says Interest Income is not included in 

CFOA; it is included in profit calculation so 

now it needs to be taken back 

Reconciliation with Profit (Loss)

Profit for the Year $xx

Non-cash items xx

Deferrals or accruals of past or future operating cash 
receipts or payments (ie changes in working capital)

xx

Items classified as investing/financing activities xx

Net cash from Operating Activities xx

Statement of Cash Flows for year ended 2013

Cash flows from Operating Activities

   Cash receipts from customers 97

Net cash increase/decrease from operating activities 97

Accounts Receivable

OPEN BAL 10

Sales - credit 100 Cash in 97

CLOSE BAL 13

110 110

Reconciliation with Profit (Loss)

Profit for the Year $103

Non-cash items:

Depreciation Expense +2

Deferrals/Accruals:

Accounts Receivable (close $13 - open $10 = $3 increase) -3

Items classified as investing/financing activities:

Interest Income -5

Net cash from Operating Activities $97

• In the calculation of profit, we had sales of $100 

• In the calculation of CFOA we had cash sales of $97 

• We have to -$3 from the sales figure to reconcile to 

the CFOA figure (as profit > CFOA)

agrees with our direct method calculation, means correct ^


