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Abstract 

The statement of cash flows, or the cash flow statement (CFS), is a financial statement that summarizes the amount of cash and 

cash equivalents entering and leaving a company. Like the income statement, it also measures the performance of a company over 

a period of time. However, it differs because it is not as easily manipulated by the timing of non-cash transactions. The 

CFS measures how well a company manages its cash position, meaning how well the company generates cash to pay its debt 

obligations and fund its operating expenses. As one of the three main financial statements, the CFS complements the balance 

sheet and the income statement. A company’s cash flow statement is also prepared differently under GAAP and IFRS. This is most 

acutely seen in how interest and dividends are classified. International Financial Reporting Standards (IFRS) were created to bring 

consistency and integrity to accounting standards and practices, regardless of the company or the country. They were issued by the 

London-based Accounting Standards Board (IASB) and address record keeping, account reporting, and other aspects of financial 

reporting. IFRS fosters greater corporate transparency. IFRS specify in detail how companies must maintain their records and 

report their expenses and income. They were established to create a common accounting language that could be understood 

globally by investors, auditors, government regulators, and other interested parties. The standards are designed to bring consistency 

to accounting language, practices, and statements, and to help businesses and investors make educated financial analyses and 

decisions. 
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1. INTRODUCTION 

The statement of cash flows, or the cash flow statement (CFS), is a financial statement that summarizes the amount of cash and 

cash equivalents entering and leaving a company. Like the income statement, it also measures the performance of a company over 

a period of time. However, it differs because it is not as easily manipulated by the timing of non-cash transactions. 

For example, the income statement includes depreciation expense, which does not have an actual cash outflow associated with it. 

It is simply an allocation of the cost of an asset over its useful life. A company has some leeway to choose its depreciation method, 

which modifies the depreciation expense reported on the income statement. The CFS, on the other hand, is a measure of true 

inflows and outflows that cannot be as easily manipulated. 

The CFS measures how well a company manages its cash position, meaning how well the company generates cash to pay its debt 

obligations and fund its operating expenses. As one of the three main financial statements, the CFS complements the balance 

sheet and the income statement. 

The CFS allows investors to understand how a company’s operations are running, where its money is coming from, and how 

money is being spent. The CFS is important since it helps investors determine whether a company is on solid financial footing. 

Creditors, on the other hand, can use the CFS to determine how much cash is available (referred to as liquidity) for the company 

to fund its operating expenses and pay down its debts.  

2. LITERATURE REVIEW 

The main components of the cash flow statement are: 

1) Cash from operating activities 

2) Cash from investing activities 

3) Cash from financing activities 

4) Disclosure of non-cash activities, which is sometimes included when prepared under generally accepted accounting principles 

(GAAP). 

It’s important to note that the CFS is distinct from the income statement and the balance sheet because it does not include the 

amount of future incoming and outgoing cash that has been recorded as revenues and expenses. Therefore, cash is not the same 

as net income which, on the income statement, includes cash sales as well as sales made on credit. 

The operating activities on the CFS include any sources and uses of cash from business activities. In other words, it reflects how 

much cash is generated from a company’s products or services.  

https://www.investopedia.com/terms/c/cashflowstatement.asp
https://www.investopedia.com/terms/c/cashandcashequivalents.asp
https://www.investopedia.com/terms/c/cashandcashequivalents.asp
https://www.investopedia.com/terms/b/balancesheet.asp
https://www.investopedia.com/terms/b/balancesheet.asp
https://www.investopedia.com/terms/i/incomestatement.asp
https://www.investopedia.com/terms/c/cashflowstatement.asp
https://www.investopedia.com/terms/c/cashandcashequivalents.asp
https://www.investopedia.com/terms/c/cashandcashequivalents.asp
https://www.investopedia.com/terms/d/depreciation.asp
https://www.investopedia.com/ask/answers/021815/what-are-different-ways-calculate-depreciation.asp
https://www.investopedia.com/terms/b/balancesheet.asp
https://www.investopedia.com/terms/b/balancesheet.asp
https://www.investopedia.com/terms/i/incomestatement.asp
https://www.investopedia.com/terms/l/liquidity.asp
https://www.investopedia.com/terms/g/gaap.asp
https://www.investopedia.com/terms/g/gaap.asp
https://www.investopedia.com/terms/n/netincome.asp
https://www.investopedia.com/terms/o/operatingcashflow.asp
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Generally, changes made in cash, accounts receivable, depreciation, inventory, and accounts payable are reflected in cash from 

operations. These operating activities might include: 

1) Receipts from sales of goods and services 

2) Interest payments 

3) Income tax payments 

4) Payments made to suppliers of goods and services used in production 

5) Salary and wage payments to employees 

6) Rent payments 

7) Any other type of operating expenses2  

In the case of a trading portfolio or an investment company, receipts from the sale of loans, debt, or equity instruments are also 

included because it is a business activity. There are two methods of calculating cash flow:  

1) Direct Cash Flow Method 

The direct method adds up all of the various types of cash payments and receipts, including cash paid to suppliers, cash receipts 

from customers, and cash paid out in salaries. This method of CFS is easier for very small businesses that use the cash 

basis accounting method. These figures can also be calculated by using the beginning and ending balances of a variety of asset 

and liability accounts and examining the net decrease or increase in the accounts. It is presented in a straightforward manner. 

2) Indirect Cash Flow Method 

Most companies use the accrual basis accounting method, where revenue is recognized when it is earned rather than when it is 

received. This causes a disconnect between net income and actual cash flow because not all transactions in net income on the 

income statement involve actual cash items. Therefore, certain items must be reevaluated when calculating cash flow from 

operations. 

With the indirect method, cash flow is calculated by adjusting net income by adding or subtracting differences resulting from non-

cash transactions. Non-cash items show up in the changes to a company’s assets and liabilities on the balance sheet from one 

period to the next. Therefore, a company’s accountant will identify the increases and decreases to asset and liability accounts that 

need to be added back to or removed from the net income figure, in order to identify an accurate cash inflow or outflow. The 

indirect cash flow method allows for a reconciliation between two other financial statements: the income statement and balance 

sheet.  

3. METHODS 

What Are International Financial Reporting Standards (IFRS)? International Financial Reporting Standards (IFRS) are a set of 

accounting rules for the financial statements of public companies that are intended to make them consistent, transparent, and easily 

comparable around the world. 

IFRS currently has complete profiles for 166 jurisdictions. including those in the European Union. The United States uses a different 

system, the Generally Accepted Accounting Principles (GAAP). 

International Financial Reporting Standards (IFRS) were created to bring consistency and integrity to accounting standards and 

practices, regardless of the company or the country. They were issued by the London-based Accounting Standards Board (IASB) 

and address record keeping, account reporting, and other aspects of financial reporting. IFRS fosters greater corporate transparency.  

IFRS specify in detail how companies must maintain their records and report their expenses and income. They were established 

to create a common accounting language that could be understood globally by investors, auditors, government regulators, and 

other interested parties. The standards are designed to bring consistency to accounting language, practices, and statements, and to 

help businesses and investors make educated financial analyses and decisions. 

They were developed by the International Accounting Standards Board, which is part of the not-for-profit, London-based IFRS 

Foundation. The Foundation says it sets the standards to “bring transparency, accountability, and efficiency to financial markets 

around the world." 

IFRS covers a wide range of accounting activities. There are certain aspects of business practice for which IFRS set mandatory 

rules. 

1) Statement of Financial Position: This is the balance sheet. IFRS influences the ways in which the components of a balance 

sheet are reported. 

2) Statement of Comprehensive Income: This can take the form of one statement or be separated into a profit and loss 

statement and a statement of other income, including property and equipment. 

3) Statement of Changes in Equity: Also known as a statement of retained earnings, this documents the company's change in 

earnings or profit for the given financial period. 

https://www.investopedia.com/ask/answers/070915/how-do-you-calculate-company-equity.asp
https://www.investopedia.com/terms/d/direct_method.asp
https://www.investopedia.com/terms/c/cashbasis.asp
https://www.investopedia.com/terms/c/cashbasis.asp
https://www.investopedia.com/terms/a/accrualaccounting.asp
https://www.investopedia.com/terms/i/indirect_method.asp
https://www.investopedia.com/terms/g/gaap.asp
https://www.investopedia.com/terms/b/balancesheet.asp
https://www.investopedia.com/terms/p/plstatement.asp
https://www.investopedia.com/terms/p/plstatement.asp
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4) Statement of Cash Flows: This report summarizes the company's financial transactions in the given period, separating cash 

flow into operations, investing, and financing. 

In addition to these basic reports, a company must give a summary of its accounting policies.  The full report is often seen side by 

side with the previous report to show the changes in profit and loss. 

A parent company must create separate account reports for each of its subsidiary companies.  

 

4. RESULTS DAN DISCUSSION 

4.1. Result 

In April 2001 the International Accounting Standards Board adopted IAS 7 Cash Flow Statements, which had originally been issued 

by the International Accounting Standards Committee in December 1992. IAS 7 Cash Flow Statements replaced IAS 7 Statement 

of Changes in Financial Position (issued in October 1977). As a result of the changes in terminology used throughout the IFRS 

Standards arising from requirements in IAS 1 Presentation of Financial Statements (issued in 2007), the title of IAS 7 was changed 

to Statement of Cash Flows. 

In January 2016 IAS 7 was amended by Disclosure Initiative (Amendments to IAS 7). These amendments require entities to provide 

disclosures about changes in liabilities arising from financing activities. 

Other Standards have made minor consequential amendments to IAS 7. They include IFRS 10 Consolidated Financial 

Statements (issued May 2011), IFRS 11 Joint Arrangements (issued May 2011), Investment Entities (Amendments to IFRS 10, 

IFRS 12 and IAS 27) (issued October 2012), IFRS 16 Leases (issued January 2016) and IFRS 17 Insurance Contracts (issued May 

2017). 

IFRS Taxonomy 2017 – Illustrative examples Statement of cash flows: 

Examples from IAS 7 representing ways in which the requirements of IAS 7 for the presentation of the statements of cash flows 

and segment information for cash flows might be met using detailed XBRL tagging. 
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Image: Copyright © 2017 IFRS Foundation. All rights reserved. Reproduction and use rights are strictly limited. For more 

information on the IFRS Foundation's copyright and the terms and conditions of use for these files, please refer 

to http://go.ifrs.org/IFRSTterms. 

4.2. DISCUSSION 

Statement of Cash Flows provides information to help assess: 

1. Entity’s ability to generate future cash flows. 

2. Entity’s ability to pay dividends and meet obligations. 

http://go.ifrs.org/IFRSTterms
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3. Reasons for difference between net income and net cash provided (used) by operating activities. 

4. Cash investing and financing transactions during the period. 
 

A company’s cash flow statement is also prepared differently under GAAP and IFRS. This is most acutely seen in how interest and 

dividends are classified. 

GAAP prescribes that interest paid and interest received should be classified as operating activities, while international standards 

are a bit more flexible. Under IFRS, a firm can choose its own policy for classifying interest based on what it considers to be 

appropriate. Interest paid can be placed in either the operating or financing section of the cash flow statement, and interest received 

in the operating or investing sections. 

The same goes for dividends. GAAP specifies that dividends paid be accounted for in the financing section, and dividends received 

in the operating section. When following IFRS standards, companies have a choice of how they categorize dividends. Dividends 

paid can be put in either the operating or financing section, and dividends received in the operating or investing section. To 

summarize, here’s a detailed breakdown of how the two standards differ in their treatment of interest and dividends.  

 Image by Matt Gavin © Harvard business School Online 2019 

 

5. CONCLUTION 

The CFS allows investors to understand how a company’s operations are running, where its money is coming from, and how 

money is being spent. The CFS is important since it helps investors determine whether a company is on solid financial footing. 

Creditors, on the other hand, can use the CFS to determine how much cash is available (referred to as liquidity) for the company 

to fund its operating expenses and pay down its debts. 

IFRS specify in detail how companies must maintain their records and report their expenses and income. They were established 

to create a common accounting language that could be understood globally by investors, auditors, government regulators, and 

other interested parties. The standards are designed to bring consistency to accounting language, practices, and statements, and to 

help businesses and investors make educated financial analyses and decisions. 
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