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As per the mandatory requirement of completing Masters of the Business Administration (MBA) program Stamford University this dissertation paper entitled “International Accounting Standards-7: Statements of cash flow” is the result of the 6 weeks long research. I have tried to gather ample knowledge on the above issues from various sources including our country’s renowned manufacturing & financial organizations financial statements, Journal written by foreign university teacher, website of renowned Audit firm including KPMG, Delloitte Touche Tohmatsu, Price water house coopers etc & mostly from the International Accounting Standard Board (IASB) & Financial Accounting Standard Board (FASB) website.   

The above topics of the dissertation was assigned by thesis supervisor Asif Mahabub Karim, assistant professor Stamford University for whom it is possible for me to acquire some knowledge about the technique of preparation & also the presentation of the statement of cash flow & the related disclosure of the concerned statement as per the guidance of the International Accounting Standard Board (IASB)

1.2: Background of the study

The preparation of the statements of cash flow refers to the inflow & outflow of cash of an organization. An organization has various types of activities by which the inflow & outflow of cash occurs. The activities are mainly consisting operating, investing & the financing activities of a firm. The firm pays to several parties & also receipts from various sources. Here, I have tried to determine the main source of activities receipts & payments for which the cash is disbursed or received. The payment & also receipt occurred through cash are the main concern of the study. 

1.3: Objective of the study
The preparation, presentation & also the disclosure of the significant accounting rules & also the policies are obligatory for every firm to maintain in the financial statements. The cash flow statements is one of the five mandatory parts of financial statements that is must for all types of firms to prepare by following the guidelines referred into the IAS (International Accounting Standards). Cash Flow statement is also needed to prepare by following International Accounting Standards – 7. Each & every firm must need to prepare the cash flow statements to show the amounts of cash inflow & outflow in the organizations. The three parts of the cash flow statements represent the amount of the cash flow from operating, investing & financing activities of the concerned firm. Here my objective is to determine the process of the preparation the statement of cash flow, presentation of the information in relation to the transactions & also the disclosure of such information as per the International Accounting Standards (IAS) – 7 that contains the cash flow statements matter.
1.4 : Scope

The topic selected for me contains the overall process of the preparation, presentation & also disclosure of the items of the cash flow statements as per the guidance of the International Accounting Standard board (IASB). So the topic gave me the chance to gather ample knowledge about cash flow statements. I have analyzed few of the financial statements of the renowned firm of both manufacturing & financial institutions in our country that enables me to get the practical knowledge about the cash flow statements maintained by them. It was also an experience for me to do that. Moreover, I will be able to know the process of preparing the cash flow statement, presentation of the information & also disclosure of the relevant information for the stakeholders of the entity as per “International Accounting Standards-7: Statements of cash flow.”

1.5 : Research Methodology

The preparation of the study report gives the chance to know a lot about the cash flow statement.  In order to prepare the study report on International Accounting Standards-7: Statement of cash flow. I have collected information from different sources. It includes the financial statements of the renowned manufacturing firm of our country, the website of several renowned CA firms including KPMG, DelloitteToucheTohmatsu, Price water house coopers etc & the newspaper of our country. The collected data is the main source of my learning. The followings are the main source of my data provider. The financial statements of the following firm:

I. R.N. Spinning Mills Ltd.(2010)

II. S. Alam cold Rolled Steels Ltd. (2010)

III. Square textiles Ltd. (2010)

IV. Aftab Automobiles Ltd. (2010)

V. Summit Power Ltd.(2009)

VI. Power Grid Company of Bangladesh Ltd.(2010)

VII. Makson Spinning Mills Ltd. (2010)

VIII. BSRM Steels Ltd. (2010)

IX. Beximco Pharmaceuticals Ltd. (2010)
X. Advanced Chemical Industries Ltd.(2010)

XI. Rangpur Foundry ltd.(RFL)  (2010)

XII. Prime Textile Ltd. (2010)

XIII. Keya Detergent Ltd. (2010)

I have also collected information from the website of International Accounting Standard Bard (IASB) & the website of the Price Water House Coopers, Delloitte Touche Tohmansu, Ernest & young & KPMG & the financial statements published in daily newspaper.

1.6 : Limitations of the study
I have tried to heap up ample information from various sources from the several books & online sources. But it is not possible to gather all the data for the study. For the privacy purpose the firm does not want to disclose all the data to the outside party. All the data used in the study are gathered from the disclosed sources. Companies do not disclose the data that could be potentially harmful for them & also the price sensitive information also become out of gathering. Lack of gathering the data the study report can be a little bit of insufficient to represent the study. The time causes little bit of limitations of the study. The study could be more representative if more time is assigned for the study. But I have tried my best to make the thesis a representative & fruitful one.

Chapter 2: Overview of “International Accounting Standards-7: Statements of cash flow.”

Chapter overview:


21:  Definition of Cash Flow statement as per “International Accounting 
Standards-7”

2.2: Purpose of preparing Cash Flow statement

2.3: History of Cash Flow statement

2.4: Classification of the Cash Flow statement


2.5: Usefulness of preparing Cash Flow statement


2.1:  Definition of Cash Flow statement as per “International Accounting Standards-7”

A cash flow statement it can be defined as a financial statement that shows the flow of cash into and through the company. As a businessman it is essential to know about cash flow statement and how it is prepared. A cash flow statement is just the report of the movement of cash into and out of your business over a period of time. It basically reports your business sources and uses of cash and the beginning and ending values for cash and cash equivalents each year. It also includes the combined total change in cash and cash equivalents from all sources and uses of cash.

IAS7 (Para. 6) states: "cash flows are inflows and outflows of cash and cash equivalents". Cash equivalents are defined as "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".

In financial accounting, a cash flow statement, also known as statement of cash flows or funds flow statement, is an integral part of financial statement that shows how changes in balance sheet accounts and income statements items affect cash and cash equivalents and breaks the analysis down to operating, investing, and financing activities. Essentially, the cash flow statement is concerned with the flow of cash in and cash out of the business. The statement captures both the current operating results through Income statement and the accompanying changes in the balance sheet. As an analytical tool, the statement of cash flows is useful in determining the short-term viability of a company, particularly its ability to pay short term liabilities & bills. International Accounting Standard 7 (IAS 7) is the International Accounting Standard that deals with the preparation, presentation & disclosure of the relevant information of the cash flow statements. Every company must have to prepare the cash flow statement by following the IAS-7.  

2.2: Purpose of preparing Cash Flow statement

The cash flow statement is needed to prepare to show the cash inflow &outflow in an organization occurred through the operating, investing & financing activities. The cash flow statement, previously known as the flow of Cash statement, reflects a firm's liquidity to pay the short term obligations.

The balance sheet is a snapshot of a firm's financial resources and obligations at a single point of time, and the income statement summarizes a firm's financial transactions over an interval of time. These two financial statements reflect the accrual basis accounting used by firms to match revenues with the expenses associated with generating those revenues. The cash flow statement includes only inflows and outflows of cash and cash equivalents; it excludes transactions that do not directly affect cash receipts and payments & the non-cash items such as depreciation, amortization & depletion of fixed assets of both tangibles & intangibles & write-offs on bad debts or credit losses to name a few. The cash flow statement is a cash basis report on three types of financial activities: operating activities, investing activities, and financing activities. Non-cash activities are usually reported in footnotes.

The main purposes of preparing the cash flow statements include:

1. Provide additional information for evaluating changes in assets, liabilities and equity related to cash & cash equivalent.

2. Improve the comparability of different firm's operating performance by eliminating the effects of different accounting methods.

3. Indicate the amount, timing and probability of future cash flows.

The cash flow statement has been adopted as a standard financial statement because it eliminates allocations, which might be derived from different accounting methods, such as various timeframes for depreciating fixed assets. 

2.3: History of Cash Flow statement

Cash basis financial statements were very common before the invention of accrual basis accounting of preparing financial statements. The "flow of funds" statements of the past were cash flow statements.

In 1863, the Do wlais Iron Company had recovered from a business slump, but had no cash to invest for a new blast furnace, despite having made a profit. To explain why there were no funds to invest, the manager made a new financial statement that was called a comparison balance sheet, which showed that the company was holding too much inventory. This new financial statement was the genesis of Cash Flow Statement that is used today.

In the United States in 1971, the Financial Accounting Standards Board (FASB) defined rules that made it mandatory under Generally Accepted Accounting Principles (US GAAP) to report sources and uses of funds, but the definition of "funds" was not clear."Net working capital" might be cash or might be the difference between current assets and current liabilities. From the late 1970 to the mid-1980s, the FASB discussed the usefulness of predicting future cash flows. In 1987, FASB Statement No. 95 (FAS 95) mandated that firms provide cash flow statements. In 1992, the International Accounting Standards Board issued International Accounting Standard 7 (IAS 7), Cash Flow Statements, which became effective in 1994 as an integral part of the financial statements, mandating that firms provide cash flow statement that shows the inflow & outflow of cash relating to the operating, investing & financing activities.

US GAAP and IAS 7 rules for cash flow statements are almost similar, but some of the differences occur:

· IAS 7 requires that the cash flow statement include changes in both cash and cash equivalents. US GAAP permits using cash alone or cash and cash equivalents. 

· IAS 7 permits bank borrowings (overdraft) in certain countries to be included in cash equivalents rather than being considered a part of financing activities. 

· IAS 7 allows interest paid to be included in operating activities or financing activities. US GAAP requires that interest paid be included in operating activities. 

· US GAAP (FAS 95) requires that when the direct method is used to present the operating activities of the cash flow statement, a supplemental schedule must also present a cash flow statement using the indirect method. The IASC strongly recommends the direct method but allows either method. The IASC considers the indirect method less clear to users of financial statements. Cash flow statements are most commonly prepared using the indirect method & easier also but is not especially useful in projecting future cash flo

2.4:  Classification of the Cash Flow statement

Cash flow statements include the cash related activities of the entity that is affiliated to the operation, investment & finance. These three kinds of cash flow statement activities are correlated to each other. They usually depend on and affect each other. The cash flow forecast should take this into account, and offer a complete picture of where cash will come from and how it will be used for the period being forecast.  The relationships between the different cash flow activities may depend on the nature of the business, size of the entity, capacity to perform, stages of development of the business, and general economic conditions, or conditions within the market or industry in which the business operates.

The partitioned three segments of cash flow statements are as follows:

1) Operation related activities of the Cash flow statement,

 2) Investment related activities of the cash flow statement &

 3) Financing related activities of the cash flow statement

1) Operation related activities of the Cash flow statement:

Operating activities include the main revenue producing activity of the organization that is related to production, sales and delivery of the company's product & also the collection of the cash from its customers. Therefore, they generally result from the transactions and other events that enter into the determination of net profit or loss.  The payments of the operating activities include the purchase raw materials, inventory, payment of salaries & wages, carriages for the product, advertising, and shipping the product & other operating expenses of the firm.

Under IAS 7, operating cash flows include the following activities of a firm: 

a)
 Cash receipts from the sale of goods and the rendering of services

b)   Cash receipts from royalties, fees, commissions and other revenue

c)
Cash payments to suppliers for goods and services

d)   Cash payments to and on behalf of employees

e)
Cash receipts and cash payments of an insurance enterprise for premiums and claims, Annuities and other policy benefits

f)
Cash payments or refunds of income taxes unless they can be specifically identified with Financing and investing activities and

g) Cash receipts and payments from contracts held for dealing or trading purposes.

Some items are added back to or subtracted from the net income figure, that  are found on the Income Statement, to arrive at cash flows from operations activities generally include:

· Depreciation (loss on tangible asset value over time)

· Deferred tax
· Amortization (loss on intangible asset value over time)

· Any gains or losses associated with the sale of a non-current asset, because associated cash flows do not belong in the operating section.(unrealized gains/losses are also added back from the income statement)

From the major class of cash receipts & payments we get the net operating cash flows of a firm.
2.   Investment related activities of the cash flow statement:
Investment related activities of the cash flow statement of an organization relates to the acquisition &  of the long term asset including the purchase of fixed asset such as machinery & equipment, furniture, property & plant. That means the investing activities are related to the achievement of the production capacity of the firm & the disposition of the old, postdated long term asset. The investment related activities of the form includes the following:

· Purchase or Sale of long term assets including land, building, machinery, plant, property, equipment & marketable securities etc.

· Loans made to suppliers or received from customers

· Payments related to mergers and acquisitions
3. Financing related activities of the cash flow statement:

Financing activities of the firm are equity & debt related activities of the firm. Financing activities alter the equity capital and borrowing structure of the enterprise also. In simple words, it is the money owned by outside entities which include banks & shareholders. Moreover, it also includes the payments to these owners of the company. If you increase or decrease your debt, that change is included in financing activities. Equity changes such a capital contributions or shareholder distributions also are reflected and included under financing activities. Like investing activities assets, financing activities liabilities and equity do not represent revenue or expense items. As per IAS -7 the following activities are the financial activities of the business entity:

· Cash proceeds from issuing short-term or long-term debt

· Payments of dividends

· Payments for repurchase of company shares

· For non-profit organizations, receipts of donor-restricted cash that is limited to long-term purposes

· Cash repayments of amounts borrowed
· Payment of dividend tax

· Repayment of debt principal, including capital leases &

· Cash payments to owners to acquire or redeem the enterprise’s share

2.5: Usefulness of preparing Cash Flow statement
A statement of cash flow can be benefited in various ways for the form. It includes all the cash related transaction f the firm both inflow to firm & outflow from the firm.  It shows the amount of receipts & payments in the organization under the different headings of activity. We can gather an idea about the overall situations of cash movements in & out of the firm that helps us to predict the future cash flow & can help to allocate budget for different sources of activities.  Cash flow statement, a mandatory one for every firm to maintain, 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 entity, its financial structure (including its liquidity and solvency) and its ability to affect the amounts and timing of cash flows in order to adapt to changing circumstances and opportunities. Cash flow information is useful in assessing the ability of the entity to generate cash and cash equivalents and enables users to develop models to assume and compare the present value of the future cash flows of different entities. It also enhances the comparability of the reporting of operating efficiency by different entities because it reduces the effects of using different accounting treatments for the same transactions and events.

Another important benefit of Historical cash flow information is that it can often be used as an indicator of the amount, timing and certainty of future cash flows. It is also useful in checking the accuracy of past assessments of future cash flows and in examining the relationship between profitability and net cash flow and the impact of changing prices among the competitive business entities. The followings are the direct benefit that the users can get from the cash flow statement:

1. The entity’s ability to generate future cash flows can be known from the cash flow statement

2. The entity’s ability to pay dividends & meet the obligations.

3. The reasons for the difference between net income & net cash provided or used by the operating activities.

4. The cash investing & financing transactions during the period can also known from the cash flow statement

Chapter 3: Accounting guidelines for the preparation of Cash flow statements as per International Accounting Standards (IAS)-7

Chapter Overview:

3.1: Preparation procedure of the cash flow statements

3.2: Format of the cash flow statements

3.3: Major steps of preparing the cash flow statements  

3.4: Components of cash flow statements

            3.5: Use of method to prepare the cash flow statements

            3.6: Requirements to prepare a the cash flow statement

            3.7: Examples of cash flow statement as per IAS-7

3.1: Preparation procedure of the cash flow statements

A cash flow statement is important for the business because it can be used to assess the timing, amount and predictability of future cash flows and it can be used as the basis for budgeting. A cash flow statement can answer the questions, “Where did the money come from?” and “Where did it go?” Cash flow statement can be prepared by following two ways. By showing cash payments & receipts from the operating activities we get the net cash generated from the operating activities of the firm. Then the investing activities related cash receipts & payments are adjusted then we get the amount of net cash generated from the investing activities. At last, then the financing related cash payments & receipts are adjusted. Then we get net financing cash flows. Two methods of preparing the cash flow statement differ in only in operating activities. The other two activities adjustments are same.

In times of determining net operating cash flows under direct method all the operating related cash receipts & payments are adjusted directly & we get the net operating cash flow. But in the process of indirect method net profit are shown & the non cash expenses such as depreciation, amortization & depletion are added back. The increase in asset 7& the decrease in liability are deducted from the net income & the decrease in asset & increase in liability are added to the net income balance. Then we get the net operating cash flow under indirect method. The process of determining cash flows from the investing & financing are same under the direct & indirect method.
3.2: Format of preparing cash flow statements

The following format is used to prepare the cash flow statements under the direct method.





Company Name

Statement of cash flows

Period covered

	
Particulars
	      Tk
	      Tk

	Cash flows from operating activities

(list of individual inflows & outflows)
	xxxx
	

	               Net cash provided or used by operating activities
	
	xxxxx

	Cash flows from investing activities

(list of individual inflows & outflows)
	xxxx
	

	              Net cash provided or used by investing activities
	
	xxxxx

	Cash flows from financing activities

(list of individual inflows & outflows)
	xxxx
	

	             Net cash provided or used by financing activities
	
	xxxxx

	      Net increase (decrease) in cash

             Cash at the beginning of the period
	
	xxxxx

xxxxx

	            Cash at the end of the period
	
	xxxxx

	      Noncash investing & financing activities 
	
	xxxxx


Though some activities are noncash in nature but they are very much significant for the entity. Some of the noncash activities are given below:

1. Issuance of common stock to purchase assets
2. Issuance of debt to purchase assets
3. Conversion of bonds into common stock
4. Exchange of plant assets 

The following format is used to prepare the cash flow statements under the indirect method:

Company Name

Statement of cash flows

Period covered
	                                     Particulars
	Tk
	Tk

	Cash flows from operating activities:
	
	

	Net Income
	
	      xxxxx

	Adjustments to reconcile net income to net cash provided by operating activities: 
	
	

	        Depreciation exp
	        xxxx
	

	        Loss on sale of equipment
	        xxxx
	

	        Increase in machinery
	       (xxxx)
	

	        Decrease in A/R
	        xxxx
	

	        Increase in A/P
	        xxxx
	

	        Decrease in B/P
	       (xxxx)
	         xxxxx

	
Net cash provided by operating activities
	
	         xxxxx

	Cash flows from investing activities:

(list of individual inflows & outflows)
	       xxxx
	

	                  Net cash provided by investing activities
	
	         xxxxx

	Cash flows from financing activities:

(list of individual inflows & outflows)
	        xxxx
	

	                  Net cash provided by financing activities
	
	          xxxxx

	Net cash increase

Cash at beginning of the period
	
	         xxxxx

         xxxxx

	Cash at end of the period
	
	         xxxxx       

	Noncash investing & financing activities
	
	         xxxxx


Significant noncash activities include the issuance of common stock to purchase assets, issuance of debt to purchase assets, conversion of bonds into common stock & exchange of plant assets.

3.3 : Major steps of preparing the cash flow statements  
The cash flow statement is prepared in major 3 steps. This 3steps is to be followed to prepare the cash flow statements.

Step -1: Determine the net cash provided/used by operating activities by converting net income from an accrual basis to a cash basis. This step involves analyzing not only the current year’s income statement but also comparative balance sheets & selected additional data from adjustments.
Step -2: Analyze changes in noncurrent asset & liability accounts & record as investing & financing activities or as significant noncash transactions. This step involves analyzing comparative balance sheet data & selected additional information for their effects of cash.
Step -3: Compare the vet change in cash on the statement of cash flows with the change in the cash account reported in the balance sheet to make sure the amounts agree. The difference between the beginning & ending cash balances can be easily computed from comparative balance sheets. 

Cash inflows & outflows can change the the accounts balance of the balance sheet items in the following way:
	Cash Effects of Balance Sheet Account Changes

	Cash Inflow
	Cash Outflow

	A Decrease in an Asset Account
	An Increase in an Asset Account

	An Increase in a Liability Account
	A Decrease in a Liability Account

	An Increase in an Equity Account
	A Decrease in an Equity Account


3.4 : Components of cash flow statement:
A. Operating or financing activities:

Various types of Transactions are included in cash flows under each of the three activities of cash flow statement in different manner. As per Para 12 of IAS 7, “A single transaction may include cash flows that are classified differently. For example, when the cash repayment of a loan includes both interest and capital the interest element may be classified as operating activities and the capital amount is classified as financing activities”.  This may happen in several items of the cash flow statement preparation. 

B. Operating or investing and financing Activities:

Some cash flow items may be classified under any of the activity of the cash flow statement as arising activities such as ‘interest’ ‘dividend’ ‘income tax’. They are the conflicting items of the cash flow statement. The provisions of these types are as follows.

(1) Interest:

(a) For a financial institution, interest paid and interest received are usually classified as operating cash flows as interest received is the main revenue producing activity & payment of interest is the main expense item (Para 33).

(b) For the enterprise except the financial institution, interest paid and interest received may be classified as operating cash flows because they enter into the determination of net profit or loss. Alternatively, interest paid may be classified also as financing cash flows, because they are the costs of obtaining financial resources. Interest received may be classified as investing cash flows, because they are returns on investments (Para 33).

(2) Dividend:

(a) For a financial institution, dividends received are usually classified as operating cash flows (Para 33).

(b) For other enterprise, dividends received may be classified as operating cash flows because they enter into the determination of net profit or loss. Alternatively dividend received may be classified as investing cash flows, because they are returns on investments (Para 33).

(c) Dividend paid may be classified as financing cash flows, because they are costs of obtaining financial resources. Alternatively, dividend paid may also be classified as component of cash flows from operating activities in order to assist users to determine the ability of an enterprise to pay dividend out of operating cash flows (Para 34).

(3) Income tax:

(a) Taxes on income arise on a transaction that gives to the cash flows that are classified as operating, investing, and financing activities in 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 underlying transactions. Therefore, taxes paid are usually classified as cash flows from operating activities. However, it is practicable to identify the tax cash flow within individual transaction that gives rise to cash flows that are classified as investing or financing activity as appropriate. When tax cash flows are allocated over more than one class of activity, the total amount of taxes payment is disclosed (Para 36.)  In the light of SFAS 95, “Transaction that enter into the determination of net income” are defined as operating activities and hence, interest received or paid, dividend received and taxes on income are rigidly treated to arise from operating activities. Stakeholder’s dividend is treated as cash outflows classified as financing activities. 
3.5: Use of method to prepare the cash flow statement
Use of direct & indirect method to prepare the cash flow statements for the entity: Most firm use the indirect method for cash flow statements preparation. Because this method is easier as the adjustments are made from the net income that is readily available for every firm. The preparation of cash flow statement is preferred under the direct method as per IAS -7: cash flow statement. But both methods are allowed. Few firms use the direct. Here all the operating cash receipts & payments are adjusted to get the net operating cash flow. Almost 99% of the firm uses the indirect method & the rest use direct one.
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Graph shows the use of the method to prepare the cash flow statement
3.6 Requirements to prepare cash flow statement:

To prepare the statement of cash flow statement of Computer Service Company we have used the balance sheet of current & last year, income statement & the other additional information of the company.

Computer Service Company

Balance sheet

December 31

	Assets
	2008
	2007
	Change (Increase/decrease)

	Cash and cash equivalents
	410
	160
	250 Increase

	Accounts receivable
	1900
	1200
	700 Increase

	Inventory
	1000
	1950
	950 decrease

	 Portfolio investments
	2500
	2500
	No change

	Property, plant and equipment at cost Net
	2280
	850
	1430 Increase

	Total Assets
	8090
	6660
	

	Liabilities
	
	
	

	Trade payables
	250
	1890
	1640 decrease

	Interest payables
	230
	100
	130 Increase

	Income tax payables
	400
	1000
	600 decrease

	Long term debt
	2300
	1040
	1260 Increase

	Total Liabilities
	3180
	4030
	

	Shareholders’ equity
	
	
	

	Share capital
	1500
	1250
	250 Increase

	Retained earnings
	3410
	1380
	2030 Increase

	Total Shareholders’ equity
	4910
	2630
	

	Total Liabilities & Shareholders’ equity
	8090
	6660
	


Computer Service Company

Income statement

December 31, 2008

	Particulars
	Tk

	Sales
	30650

	Less: Cost of sales 
	(26000)

	Gross Profit 
	4650

	Indirect expenses:
	

	Depreciation
	(450

	Administrative and selling expenses
	(910)

	Interest expense
	(400)

	Investment income
	500

	Foreign exchange loss
	(40)

	Net profit before taxation and extraordinary item
	3350

	Less: Extraordinary item - Insurance proceeds from earthquake disaster settlement
	180

	Net profit after extraordinary item
	3530

	Less: Taxes on income
	(300)

	Net profit
	3230


The following additional information is also relevant for the preparation of the statements of cash flows. 

1. All of the shares of a subsidiary were acquired for 590. 

2. The fair values of assets acquired and liabilities assumed as follows:

	Inventories
	100

	Accounts receivable
	100

	 Cash
	40

	Property, plant and equipment
	650

	Trade payables
	100

	 long-term debt
	200


3. 250 were raided from the issue of share capital and a further 250 was raised from long-term borrowings.

4. Interest expense was 400 of which 170 was paid during the period. 100 relating to interest expense of the prior period were also paid during the period.

5. Dividends paid were 1,200.

6.  The liability for tax at the beginning and end of the period was 1 000 and 400 respectively. During the period, a further 200 tax was provided for. Withholding tax on dividends received amounted to 100. 

7. During the period, the group acquired property, plant and 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.

8.  Plant with original cost of 80 and accumulated depreciation of 60 was sold for 20.

9.  Accounts receivable as at end of 19-2 include 100 of interest receivable.

 3.7: Examples of cash flow statement as per IAS-7:

The cash flow statement preparation is mandatory in financial reporting as per International Accounting standards -7. It is one of the integral parts of the financial statements that show the inflow & outflow of cash from & to the other parties. It includes all the income &n expense occurred in cash.

Computer Service Company

CASH FLOW STATEMENT (DIRECT METHOD) (PARA 18A)

Dec 31, 2008

	Particulars
	Tk
	Tk

	Cash flows from operating activities
	
	

	         Cash receipts from customers 
	        30,150
	

	         Cash paid to suppliers and employees 
	        (27,600)
	

	         Cash generated from operations

	2,550
	

	         Interest paid
	         (270)
	

	Income taxes paid

	(900)
	

	Cash flow before extraordinary item

	1,380
	

	Proceeds from earthquake disaster settlement

	180
	

	Net cash from operating activities
	
	           1560

	Cash flows from investing activities
	
	

	Acquisition of subsidiary X, net of cash acquired (Note A)
	(550)
	

	Purchase of property, plant and equipment (Note B)

	(350)
	

	Proceeds from sale of equipment
	         20
	

	Interest received

	200
	

	Dividends received
	200
	

	Net cash used in investing activities
	
	          (480)

	Cash flows from financing activities
	
	

	         Proceeds from issuance of share capital

	250
	

	        Proceeds from long-term borrowings
	250


	

	         Payment of finance lease liabilities
	(90)
	

	         Dividends paid *
	(1,200)
	

	         Net cash used in financing activities
	
	(790)

	       Net increase cash and cash  equivalents
	
	290

	        Cash and cash equivalents at begging  period (note C)    
	
	120

	Cash and cash equivalents at end of period (note C)
	
	410


Computer Service Company

CASH FLOW STATEMENT (INDIRECT METHOD) (PARA 18A)

Dec 31, 2008

	Particulars
	Tk
	Tk

	Cash flows from operating activities
	
	

	Net profit before taxation, and extraordinary item
	3350
	

	         Adjustments for:
	
	

	Depreciation
	450
	

	Foreign exchange loss
	40
	

	Investment income
	(500)
	

	Interest expense
	400
	

	Operating profit before working capital changes
	3740
	

	Increase in trade and other receivable
	(500)
	

	Decrease inventories
	1050
	

	Decrease in trade payables
	(1740)
	

	Cash generated from operations
	2550
	

	Interest paid
	(270)
	

	Income taxes paid

	(900)
	

	Cash flow before extraordinary item
	1380
	

	Proceeds from earthquake disaster settlement
	180
	

	Net cash from operating activities
	
	1560

	Cash flows from investing activities
	
	

	Acquisition of subsidiary X net of cash acquired (Note A)
	(550)
	

	Purchase of property, plant and equipment (Note B)
	(350)
	

	Proceeds from sale of equipment
	20
	

	Interest received
	200
	

	Dividends received
	200
	

	Net cash used in investing activities
	
	(480)

	Cash flows from financing activities
	
	

	Proceeds from issuance of share capital
	250
	

	Proceeds from long-term borrowings
	250
	

	Payment of finance lease liabilities
	(90)
	

	Dividends paid (*)
	(1200)
	

	Net cash used in financing activities
	
	(790)

	         Net increase in cash and cash equivalents
	
	290

	Cash and cash equivalents at beginning of period (Note C) 
	
	120

	        Cash and cash equivalents at end of period (Note C)
	
	410


NOTES TO THE CASH FLOW STATEMENT BOTH FOR (DIRECT METHOD AND INDIRECT METHOD)

A. ACQUISITION OF SUBSIDIARY
During the period the group acquired subsidiary X. The fair value of assets acquired and liabilities assumed were as follows:

	Cash
	40

	Inventories
	100

	Accounts receivable
	100

	Property, plant and equipment
	650

	Trade payables
	(100)

	Long-term debt
	(200)

	Total purchase price
	590

	Less: : Cash of X
	(40)

	Cash flow on acquisition net of cash acquired
	550


B. PROPERTY, PLANT AND EQUIPMENT 

During the period, the Group acquired property, plant and 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 on hand and balances with banks
	40
	25

	Short-term investments
	370
	135

	Cash and cash equivalents as previously reported 
	410
	160

	Effect of exchange rate changes
	-
	(40)

	Cash and cash equivalents as restated
	410
	120


Cash and cash equivalents consist of cash on hand and balance with banks, and investments in money market instruments. Cash and cash equivalents included in the 
Cash statement comprise the following balance sheet amounts
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 Restriction.
	Particulars
	Segment A
	Segment B
	Total

	Cash flows from:
	
	
	

	Operating activities
	1700
	(140)
	1560

	Investing activities
	(640)
	160
	(480)

	Financing activities
	(570)
	(220)
	(790)

	
	490
	(200)
	290


Alternative presentation of for the indirect method only:

As an alternative, in an indirect method cash flow statement, operating profit before working capital changes is sometime presented as follows:

	Revenues excluding investment income
	30,650
	

	Operating expense excluding depreciation
	(26,910)
	

	Operating profit before working capital changes
	
	3,740


Chapter: 4: Bangladesh perspective of preparing cash flow statement

Chapter overview:

4.1: Bangladesh accounting standard

4.2: Our country’s perspective to maintain the IAS-7

4.3: Does the business entity in our country follow the IAS -7 (BAS -7) or not to prepare the cash flow statement for financial reporting?



4.1: Bangladesh accounting standard

International Accounting standard is applicable for all over the world which follows the IASB framework for financial reporting. In Bangladesh International Accounting standard (IAS) is applicable as Bangladesh accounting standard (BAS). All the rules & regulations of IAS are maintained in BAS. In Bangladesh the accounting standard is issued by the ICAB (Institute of Chartered Accountants of Bangladesh). ICAB is the sole authority to issue the BAS in our country by following IASB. It always maintains the ever changing process of standards because of the changing nature of the corporate world. Here the BAS -7 is the Bangladesh version if IAS -7 which states the preparation of cash flow statement of the financial statements. In our country it is obligatory to prepare the cash flow statements by maintaining the BAS-7 for all types of business entity.

4.2: Our country’s perspective to maintain the IAS-7 (BAS-7)

In our country for the reporting of the financial statements cash flow statements is one of the integral parts. It is mandatory to prepare in accordance with BAS -7. The rules & regulations are strict to follow for the business organization in our country. All the companies show their cash flow statements to express the cash flow in & out from the organization through the operating, investing financing activity of the entity. The entity’s cash flow is mostly needed to know for the entity as it can help them to predict the future cash flow & also determine the current cash available to meet the obligations. It also helps to allocate cash budget for each activity of the entity. To determine the liquidity of the entity it helps the organizations.

4.3: Does the business entity in our country follow the IAS -7 (BAS -7) or not to prepare the cash flow statement for financial reporting?
In our country all the business entity both manufacturing & financial has to maintain the cash flow statement for them. Here are the few manufacturing companies which follows the BAS-7 for the financial reporting.

Here is the Analysis of Statements of Cash Flows of few listed companies of our country who maintains the BAS-7 to prepare the cash flow statements in times of financial reporting:

1. R.N. Spinning Mills Ltd.(2010) 
2. S. Alam cold Rolled Steels Ltd. (2010)
3. Square textiles Ltd. (2010)
4. Aftab Automobiles Ltd. (2010)
5. Summit Power Ltd.(2009)
6. Power Grid Company of Bangladesh Ltd.(2010)
7. Makson Spinning Mills Ltd. (2010)
8. BSRM Steels Ltd. (2010)
9. Beximco Pharmaceuticals Ltd. (2010)
10. Advanced Chemical Industries Ltd.(2010)
11.  Rangpur Foundry ltd.(RFL)  (2010)
12. Prime Textile Ltd. (2010)
13. Keya Detergent Ltd. (2010)

As per the requirement of the Companies Act -1994 of our country it is mandatory to prepare the cash flow statements as part of the financial Statements. All the companies of our country prepare the statements of Cash Flow for showing the accurate movements of cash within & outside the business & also to disclose the cash movements in the financial statements for the user so that they can take the appropriate decisions for their own will.
The following firm shows their receipts & payments of cash inflow & outflow under the several activities of the firm in the following way:
1. R.N. Spinning Mills Ltd (2010) 

	Operating activities
	Investing activities
	Financing activities

	collection of turnover & other non operating income payment for operating expense, expenses paid for other operating income & payment for financial expenses that’s  are the interest cost & also  tax cost.
	Acquisition of Fixed Asset & the security deposits.


	Short term loan from bank & the payments of loan from bank, share money collected & dividend paid on preferences shares.


Comments: R.N. Spinning Mills Ltd follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements. But dividend paid can also be included in the operating activities.

2. S. Alam cold Rolled Steels Ltd.(2010) 

	Operating activities
	Investing activities
	Financing activities

	Cash received from customers & payments to the customer & Financial expenses.

	the purchase of fixed asset & the sale of fixed asset, investment & the capital work in progress.
	the share issue expense loan to subsidiaries & repayment of term loan share premium & dividend paid.


Comments: S. Alam cold Rolled Steels Ltd follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements. They showed the dividend paid as the financing activities it can also be referred as the operating activities.

3. Square Textiles limited (2009)

	Operating activities
	Investing activities
	Financing activities

	The receipts & the payments of & from customers relating to sales revenues & others income. Payments include the purchase of Raw materials, Mfg. & opt. exp. Finance cost & income tax paid.
	The purchase of fixed asset & the share money deposit & investment in subsidiary & the disposal of the fixed assets


	The short term bank loan, loan to sister concern & the dividend paid.


Comments: Square Textiles limited follows the IAS-7(BAS-7) to prepare the Cash Flow statements in the financial statements.
4. Aftab Automobiles Ltd (2010)

	Operating activities
	Investing activities
	Financing activities

	Receipts & the payments of & from customers relating to sales revenues & others income. Payments include the Finance cost & income tax paid.
	The purchase of Property, Plant & Equipment & investment in share & payments to the preliminary expenses.
	The issue of convertible preference share repayment of short term bank loan & the dividend paid.


Comments: Aftab Automobiles Ltd follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements.
5. Summit Power Ltd.(2009)

	Operating activities
	Investing activities
	Financing activities

	The receipts & the payments of & from customers relating to sales revenues & others income from the sale of scrap items Payments include the Finance cost.
	Purchase of Property, Plant & Equipment, acquisition of intangible assets & sale proceeds from old            vehicle, interest received & inter company received.


	The issue of convertible preference share, repayment of short term bank loan & the dividend paid.




Comments: Summit Power Ltd follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements. They showed the interest received as the investing activities but it can also be showed as the operating activities of the firm.
6. Power Grid Company of Bangladesh ltd. (2009-2010)

	Operating activities
	Investing activities
	Financing activities

	|The receipts & the payments of & from customers relating to sales revenues & others income from the operating activities, payments relating to the suppliers, contractors& employees & payment of interest & taxed paid.
	The interest & cash receipts from others parties & addition of Property, Plant & Equipment etc. 


	The issue of share, repayment of long term loan & short term bank loan & the dividend paid.


Comments: Power Grid Company of Bangladesh ltd. follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements.

7. Makson Spinning Mills Ltd.(2010)
	Operating activities
	Investing activities
	Financing activities

	The receipts of turnover & others, payments of cost & expense & interest paid.
	The acquisition of fixed assets, fixed assets disposed off & investment in Associates etc.  
	The issue of share capital & preference share, repayment of long term loan & short term bank loan etc.


Comments: Makson Spinning Mills Ltd follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements. They followed the indirect method to prepare the cash flow statement.
8. BSRM Steels Ltd:(2010)

	Operating activities
	Investing activities
	Financing activities

	The  payments & receipts of expenditure & income from & to the customers, paid to suppliers for the procurement of the raw material, Advances received against sales advances made payment against share issue, pre-payments of security deposits, receipts against other income, short term loan paid to affiliated parties etc.
	The acquisition of fixed assets, fixed assets disposed off unallocated revenue expenditure & capital work in progress
	The issue of share capital, re-payment of syndicated term loan, short term loan receipt term loan received, term loan BSRE, share application money refund etc. & preference share, repayment of long term loan & short term bank loan etc.




Comments: BSRM Steels Ltd follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements.

9. Beximco pharmaceuticals ltd.
	Operating activities
	Investing activities
	Financing activities

	The receipts from customers, paid to suppliers for the procurement of the raw material & payment against share issue, 


	The acquisition of fixed assets, intangible assets& the property, plant & the equipment etc. disposal of property, plant & the equipment sale of share & investment of share & short term investment of the entity
	The issue of share capital, short term loan & long term borrowings, ordinary & the preference share dividend, net cash generated from the financing activity.




Comments: Beximco pharmaceuticals ltd. follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements.
10.  Advanced Chemical Industries Ltd.
	Operating activities
	Investing activities
	Financing activities

	The receipts from customers, & other income of the entity & also the receipt from or payments to the receivables. Payments include the purchase of inventories, operating activities of the entity, other payable &advances, deposits & prepayments, Workers profit participation fund. 
	The acquisition of fixed assets, intangible assets& the property, plant & the equipment etc. disposal of property, plant & the equipment. short term investment in share, proceeds from the sale of the share in the subsidiary, investments & the payments for capital work in progress
	The payments of intercompany debt receipts, dividend paid, short term loan receipt, long term loan receipt,  proceeds from sale of zero coupon bonds, Issue of share & the repayments of lease obligation are the main elements of the financing activity of the cash flow statements.


Comments: Advanced Chemical Industries Ltd. follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements.

11.  Rangpur Foundry ltd.(RFL)  (2010)

	Operating activities
	Investing activities
	Financing activities

	The  payments & receipts of expenditure & income from & to the customers, paid to suppliers for the procurement of the raw material,
	The acquisition of fixed assets, intangible assets& the property, plant & the equipment etc. disposal of property
	Issue of share & the repayments of lease obligation are the main elements of the financing activity of the cash flow statements


Comments: Rangpur Foundry ltd. follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements.
12.  Prime Textile Ltd. (2010)

	Operating activities
	Investing activities
	Financing activities

	The receipts from customers, & other income of the entity & also the receipt from or payments to the receivables, operating activities of the entity, other payable &advances, deposits & prepayments, Workers profit participation fund. 
	assets, intangible assets& the property, plant & the equipment etc. disposal of property ,plant & the equipment & proceeds from the sale of the share in the subsidiary, investments
	The issue of share capital, re-payment of syndicated term loan, short term loan receipt term loan received, issue of redeemable preference share


Comments:  Prime Textile Ltd. follows the IAS-7(BAS-7) in times of preparing the Cash Flow statements for financial reporting.

13.  Keya Detergent Ltd. (2010)

	Operating activities
	Investing activities
	Financing activities

	The receipts from customers, payments to customers for operating activities of the entity, payments of interest expenses.
	The acquisition of the fixed asset, sale proceeds of the old & backdated long term machineries of the entity.
	The issuance of the share capital including the ordinary & preference & also the redeemable share of the entity.


Comments:  Keya Detergent Ltd. prepares their Cash Flow statements for financial reporting as per IAS-7(BAS-7). They showed the interest expenses as operating it can also be considered as the financing expenses.
From the analysis of the above Cash Flow statement of our country’s renowned manufacturing firms we can see that most of the firm showed the dividend as their financing activities. But it can also be showed as also under the operating & investing activities also. But it depends on the purpose & nature of use of business & also the use of funds. The below 3 are the most notable items of the cash flow statement that can be showed under different headings as mentioned in the above.

Dividend: For a financial institution, dividends received are usually classified as operating cash flows (Para 33). For other business enterprise, dividends received may be classified as operating cash flows because they enter into the determination of net profit or loss. Alternatively dividend received may be classified as investing cash flows, because they are returns on investments. (Para 33) Dividend paid may be classified as financing cash flows, because they are costs of obtaining financial resources. Alternatively dividend paid may be classified as component of cash flows from operating activities in order to assist users to determine the ability of an enterprise to pay dividend out of operating cash flows.(Para 34).
Interest: For a financial institution, interest paid and interest received are usually classified as operating cash flows (Para 33). For other enterprise, interest paid and interest received may also be classified as operating cash flows because they enter into the determination of net profit or loss. Alternatively, interest paid may be classified as financing cash flows, because they are costs of obtaining financial resources. Interest received may be classified as investing cash flows, because they are returns on investments (Para 33). In the above analysis we can see that almost all of the firms recorded the interest expense as the operating activities by considering that it as operating expenses of the entity.
Income tax: Taxes on income arise on a transaction that gives to the cash flows that are classified as operating, investing, and financing activities in 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 underlying transactions. Therefore taxes paid are usually classified as cash flows from operating activities. However, when it is practicable to identify the tax cash flow within individual transaction it gives rise to cash flows that are classified as 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. (Para 36) In the above analysis we can see that most of the firms showed income tax paid expense as the operating activities because it reduces the net profit of the entity.

Chapter 5: Findings & Recommendations

Chapter overview:

5.1: Findings of the study on cash flow statement

5.2: Findings on the followings of IAS -7(BAS-7) to prepare the cash flow statement

5.3: Recommendations of the study

5.1: Findings of the study on cash flow statement

The preparation of the cash flow statement is very much important in financial reporting. Cash flow statement is one of the integral parts of the financial statement. The cash flow statement is also prepared for a specific purpose as like as the statement of financial position, statement of changes in owner’s equity. Each statement has the unique goal of preparation. By following the cash flow statement the firm can use its cash effectively. The inward & outward can be known & also the movement can be predicted form the cash flow statement. The amount of receipts & payments of the cash from each of activity including operating, investing & financing can be assessed. The ability to meet the current obligation is from the liquidity can be measured. So the statement of cash flow plays a viable rule in the financial statement reporting.

5.2: Findings of followings IAS -7(BAS-7) to prepare the cash flow statement

IASB is a universal body which is the main issuing authority of the IAS for the financial reporting. IAS is followed by the countries which maintain the IASB framework. By following the IAS a country can prepare a cash flow statement as like as the other IAS following countries. As a result it is easy to compare the reporting of different countries & the intended users can take the investing or financing decisions. In our country all the firms are required to prepare the cash flow statement as per the BAS-7 applicable in our country. The users can easily evaluate the performance of various firms. If the standard was not followed it was not easy to evaluate the firms. Even it is possible to evaluate a foreign firm to a native one. So the use of the same standard makes it possible for the intended users to compare the financial statements. 
5.3: Recommendations of the study

Cash flow statement preparation is the purpose of determining the cash movements of the entity from & to the entity as the cash is the most liquid asset of the entity. It relates only to the cash basis accounting. It does not consider the noncash items as it can be the most viable activities of the entity. Such as the issuance of bonus share, issuance of share to obtain the long term asset of the entity are the transactions that has no impact on the cash balance but it has an impact on the business operation. So cash flow statement does not cover a large part of the organizations activity. After all it plays a viable rule for an entity accounting procedure. 

Chapter 6: Conclusion

Conclusion:

In every business organization the preparation of the cash flow statement plays a vital role for the as it refers to determine the movements of cash for various purpose. Cash as the most liquid asset of an entity is needed to maintain as best possible way. Excess cash kept in hand causes the increase in interest cost & also security problem. On the other hand lack of cash in hand can lead a firm disastrous conditions as it cannot pay its short term obligations that hampers the reputation of the entity. 

By maintaining a separate account for cash items we can easily use it in best possible way. The cash flow statement can help to do that in a compatible way. Moreover by following the IAS -7 (BAS-7) we can get a standard way to prepare all the business entity’s cash flow statement preparation that make it possible to compare the statement of cash flows & evaluate the results for the stakeholders of the entity.
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