A21 Statement of cash flows

entity produces both separale financial statements and consolidated f; P
cial statements, a statement of cash flows will be required for each,
Prior to the adoption of IFRS 11 Joint Arrangements, an entity may hava,
interest in a joint venture that is accounted for using proportionag
consolidation, but no subsidiaries. If the entity prepares individual
cial statements (i.e. financial statements in which proportionate consoligy,
tion is applied), the statement of cash flows will include the investor
proportionate share of the cash flows of the joint venture. \

3.1 Reporting cash flows on a net basis

Cash inflows should generally be reported separately from outflowg,
However, the Standard does permit the following cash flows to o_l‘.
reported on a net basis:
[1AS 7:22)

®  receipts and payments on behalf of customers when the cash flow

reflect the activities of the customer rather than those of the en ty

(such as the collection of rent on behalf of the owner of a property
funds held for customers by an investment entity, or the accepta
and repayment of demand deposits by a bank); and

®  receipts and payments for items in which the turnover is quick, ihe

amounts are large and the maturities are short (such as advandes

repayments of principal amounts relating to credit card cusomers,

purchases and sales of investments, and commercial paper or othet

short-term borrowings with a maturity period of\tiree months or

less).

For financial institutions, the following additional' cash flows may be

reported on a net basis:
[1AS 7:24]

®  cash receipts and payments for the acceptance and repayment of

deposits with a fixed maturity date;

® the placement of deposits with and withdrawal of deposits from

other financial institutions; and

*  cash advances and loans made to customers and the repayment of

those advances and loans,

3.2 Exclusion of non-cash transactions

As a general principle, only transactions that require the use of cash o
cash equivalents should be included in a statement of cash flows. Note,
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wer, that when the indirect method of presenting -:a‘sh tilows from
ting activities is used (as discussed at 5.1.2 below), this will resu_lt in
- non-cash items appearing in the statement of ca?h flows as a‘d]'l.l'ﬁt-
o profit or loss for the period. Investing and financing activities
not require the use of cash or cash equivalents are always excluded
statement of cash flows, [IAS 7:43]

When transactions of a non-cash nature occur, the Standard requires that
ﬂWY be disclosed elsewhere in the financial statements in a wa}f that
provides all of the relevant information about those investing a.nc_l financ-
ing activities. [IAS 7:43] This disclosure will normally be in narrative form
in the notes.
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A21 Statement of cash flows

3.3 Exclusion of movements between items that constity
cash or cash equivalents '

Movements between items that constitute cash or cash equivalents 3
excluded from cash flows, because these components are part of the cagh
management of an entity rather than part of its operating, investing g
financing activities. Cash management includes the investment of excesy
cash in cash equivalents. [[AS 7:9]

j:jgﬂm da' 'vhonmf?"é equivalent, th
mtafcaahﬂ%% il

4 Cash and cash equivalents

Cash flows are defined as inflows and outflows of cash and cash equiva-
lents. [IAS 7:6] |

4.1 Cash
Cash comprises cash on hand and demand deposits. [IAS 7:6]

4.1.1 Demand deposits

ISUE
LIk

o “uffn‘;iuﬁ e

| t
entity has to give ninety days i%ibnce : i
- withdraw Fmt ey, the account does not meet\] r c:as?l]
:jbecause itis not a demand deposit. However, only ninety days notice
is required anﬂ therefore, it may mee’c the .deﬁm on of a qaah
. 'ﬁquwalent ““““ ‘

Cash and cash equivalents A21

.

412 Minimum average cash balances

e enhﬂes hnva bankmg auangemmts "I:hat requme the:m to mmm

xﬁmum LA ot e el 1 day. It is f:h],
balances; Beimv‘w;!ﬂhe w;e&l'{xal fm' cert&ym

ot te. whether the ?'ﬁ&'ty can wit
o i ?ii

m}% notic i ’t m&a Jg

tera are
i

42 Caghequivalents

Cask esuivalents are defined as short-term, highly liquid investments that
232 readily convertible to known amounts of cash and which are subject to
. insignificant risk of changes in value. [IAS 7:6]

42.1 Held to meet short-term cash commitments

The Standard explains that cash equivalents are held for the purpose of
meeting short-term cash commitments rather than for investment or other
purposes. [IAS 7:7] Therefore, in order to determine whether a particular
investment qualifies for classification as a cash equivalent, it is necessary
to look at the purpose for which it is held. Even though the investment
may meet the definition set out in the previous paragraph, unless it is held
for the purpose of meeting short-term cash commitments, it will not be
classified as a cash equivalent,

Lg KR

gl iiprwe Of 1 [ E,' i
k= I il

422 Presumption of maturity of three months or less

The definition of cash equivalents includes the requirement that they be
held for the ‘short-term’. In order to qualify as such, the Standard states
that the investment will normally have a maturity of three months or less

1637



—_

A?21 Statement of cash flows

—

from the date of acquisition. [IAS 7:7] Therefore, the requirement for g
three-month maturity is not part of the definition, but will nevertheless he
a presumption except in very exceptional circumstances.

The Standard implicitly suggests that only in unusual cases will -
| investments with more than three months to maturity nevertheless |
be free from significant risk of changes in value (arising, for ekmnP-lg, :
from changes in interest rates). An entity purchasing a two-yearbond |
in the market when the bond only i:a,';mw-m‘Jm‘e-E: mmt-‘h’s wmﬂﬁunﬂhefom -
its redemption date could therefore classify the bond as a cash
equivalent (assuming that there are no other factors causing it to be
 cubject to a significant risk of change in value, and that the undery

lying purpose of holding the bond is to meet sho termic:aah ]i
" commitments). However, the reference to three months or less “from ]
the date of acquisition’ means that, if the entity i.insteat? ‘Eurchasg:;t |
the same two-year bond when it had four menths remaining bﬁ:fore
maturity, the entity could not classify the bond as a cash qumalentﬁ
cither at the date of purchase or once it has less than three months

' remaining to maturity (unless it could justify a departure from the
three-month guideline, in Whi?&:hi;';cas‘er the mstvumen WOx.lld lbg-__
classified as a cash equivalent throughout the entire four months), 1 s

The three-month Timit may appear somewhat arbitrary, but the:

_intention is to promote consistency between entities.

= 7 i =

Exampienll 2 e i Am e, o T e
i 1 | |

Repurchase agreements as cash equivalents

| An entity invests excess funds in short-term repuraiase agreements with a
term of two martths. The underlying debt securities involved in the trans-
action have maturities in excess of thre¢ months. These repurchase ag
ments will be classified as cash equivalents provided that (1) there are no.
other factors that would subject the instrumen a signific :
change in value, and (2) the underlying purpose for
agreements is to meet short-term cash commitments. The critical k

| maturity of the repurchase aﬁ”‘:’“mm.tﬁ;.ﬁ.};‘ems?flzf“’ not ﬂ}f un
gaeseiei 11 =4 T S

4.2.3 Foreign currency investments

Provided that the definition of a cash equivalent is met, there is no reasof
why an investment acquired in a foreign currency could not be classifi
as a cash equivalent. Indeed, the Standard refers specifically to cash and
cash equivalents held or due in a foreign currency. [1AS 7:28]
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424 Equity investments

Equity investments will not normally meet the definition of a cash
equivaﬂlent because, even when they are readily convertible to cash, the
amount of that cash is generally not known and the risk of changes in
value is generally not insignificant, although there are exceptions. The
example of an exception given in the Standard is that of preferred shares
with a specific redemption date which, when acquired, are close to
maturity. The majority of equity investments will not meet the definition,
however, and therefore cannot be classified as cash equivalents. [IAS 7:7]

42.5 Gold bullion

Gold (and sizatlar traded commodities) will not qualify as cash equivalents
for the sz reason as equity investments (see above). In addition, the
gujd,ancc on implementing IFRS 9 Financial Instruments confirms that gold
bu'lion “is a commodity. Although bullion is highly liquid, there is no
sonrractual right to receive cash or another financial asset inherent in
Lullion”. [IFRS 9(2010):1G.B.1] For entities that have not yel adopted IFRS
9, this text is also reflected in the guidance on implementing IAS 39
Financial [nstruments: Recognition and Measurement.

42.6 Bank borrowings

The definition of cash equivalents makes no reference to the inclusion of
bank borrowings. Bank borrowings are generally considered to be financ-
ing cash flows. However, the Standard acknowledges that bank overdrafts
repayable on demand may form an integral part of an entity’s cash
management, in which case they should be included as a component of
cash and cash equivalents. A characteristic of such banking arrangements
is that the bank balance often fluctuates from being positive to being
overdrawn. [IAS 7:8]

AS -:Hceééinﬂt therefore mandate the inclusion of bank overdrafts in
' rdqhivalents in all circumstances. But it does require their inclu-
t when the bank overdraft forms an integral part of the entity’s
management, IAS 7:8 also emphasises that bank borrowings are
rally considered to be financing activities. Therefore, the Stand-
does not allow for other short-term loans (e.g. short-term bank
» advances from factors or similar credit arrangements, credit
ort loans, trust receipt loans) to be classified as cash equivalents,
ause they are financing in nature. I

I : ST TR
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A3l Earnings per share

. ie. fi ial i ts issued by the entity
2.5 Shares listed but not intended to pe traded B oriecie (e financial instrumenis

‘ inary shares); and
give the holder the right to purchase ordinary 2

Example 2.5

w i i f conditions
i the satisfaction o

: ould be issued upon : e

. th?rtmm contractual arrangements, such as the pur

8

‘esa or other assets.

1ty share has evolved to meet the

entitesthat have issued certain types

Although these shares are not expected to ba traded, the entity
scope of TAS 33 and EPS should pe presented in accordary
Standard, The notion of ‘pu bliely

shares publicly,

value of
laits

: 1y traded” requires only an ability
not the actual trading of shares, (AT AT
. : DAl

3 Definitions H
5 UM el A T S

3.1 Ordinary share ‘ ( in the value Df such msmments tend

s in the value of the ordinary shares.

i i

IAS 33 defines an ordinary share as an equity instrument that i s

hate to all other classes of equity instruments. [IAS 33:5] An
instrument is defined in IAS 32 Financiat Instruments: Presentation
contract that evidences 2 residual interest in the assets of an entipy
dcducﬁng all of its liabilities, [IAS 32:11] The Standard explain
ordinary shares Participate in profit for the period only after other ¢
shares (such as preference shares) have participated, Ordinari¢
the same class have the same rights to receive dividends, byt

for an entity to have more than one class of ordinary shires [JAS 33:6)

: = G to the mntract :-iﬂ?ﬂf
case only, the ordinary shares subject e

aazgmdm:esmtmgﬂ'g(,r;.-quctjqn iz the nUmber of phaces
fo ot basic and dild T8

3.2 Potential ordinary share

A potential ordinary share js defined
contract that may entitle jts holder to o

of potential ordinary shares include:
[IAS 33:7]

as a financial instrument or othe
rdinary shares, [TAS 33:5] Examp

f ‘ ‘-‘=-.I‘= ; é
a settlement choice, either by the issuer 9?&*3; el
8 a settl shares will be delivered under - e i
cvrdjmryﬁu a Wgémjm ordinary share because there is

2231

®  financial liabilities Or equity instruments, 'Lntlucling preference.
shares, that are convertible into ordinary shares; i
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A_Ell Earnings per share

Calculation of basic earnings per share A31

ntrolling interests” share of those earnings in order to
mount attributable to equity holders of the parent.

M

T

T L LLEY
R

The impact of preference shares

fit or loss attributable to the equity holders of the parent entity will
e after deduction of dividends and other profit or loss effects
to preference shares classified as liabilities. [IAS 33:13] For the
es of calculating basic EPS, the profit or loss attributable to the
w holders of the parent entity is further adjusted for the following
. amounts relating to preference shares classified as equity:

33:12]

preference dividends;

4 Calculation of basic earnings per share

The objective of basic EPS information is to provide

mterests of each ordinary share of a parent entity in the

entity over the reporting iy performﬁ@
: period. [IAS 33 AR ‘
required to be calculated for: [ 11] Basic EPS amounte
[TAS 33:9)

a measun

®  profit or loss attributab ; .
| entity: and able to ordinary equity holders of ﬂ'u:_l_-.‘j

*  if presented, profit or loss . differerices arising on the settlement of such preference shares; and

those equity holders.

from continuing o ; i A
eTatio A : " . :
&op ns attributable - pther similar effects of such preferences shares.

Basic EPS is calculated as follows, L "

[1AS 33:10] R \& l
Prof.it (loss) attributable to ordinary equity holders of the parent entity Oo
Weighted average number of ordinary shares outstanding during A b

period

1.2.1 Preference dividends

fter-tax amount of preference dividends to be deducted in determin-
the profit or loss attributable to ordinary equity holders of the parent
/ is:

13:14]

. f."‘f(j; non-cumulative preference shares classified as equity, the after-
b tax amount of preference dividends declared in respect of the period;

4.1 Earnings numerator

' ,'P for cumulative preference shares classified as equity, the full after-tax
~ amount of the required preference dividends for the period (whether
_or not declared). This does not include amounts paid or declared on
- cumulative preference shares in the current period in respect of
h/ previous periods.
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Calculation of basic earnings per share

| Example 4121
Liquidatmg dividends on preference shares

Compmy X issted one share Of Series A Non-y
shares for CU 1,000,000, The liquidation preference 0 th

) plus a 12 pey cent cumulatwe
¥ also issued one |

bl L i f

g ha:ea fmr amther daaa ol
redeem one class f-t:rac:khlg 5 -

el i res,esuch that thia- entity wuulcl hava one lws claqs

e i ult
e bemg redmmed a$ i
‘ prmuumtﬂbepmdttbtheclsa . .
‘ ﬁcﬁqn, n the period of mdemphmn, prpht or lod ”fm the
' a ' aharehalderm(whuae shares are bemg use

payments on bﬂth pre
! therefore, they are hc-th presmted as aquuy

In uaLcuIatmg ‘profit or loss attributa table to orde shareho dm'p-
purposes, Campany X should not ded uct the 12 per cent
dating dfvﬂéﬂds for either the Seﬂes A or 8 '

& sl
- event oceurs, eg &f éﬁdjﬂ?fjf 5hares‘oulsstandmg that aeparatalﬁ
AT @fﬁﬂﬂnﬁ of W different busimesbea, Ccmpany A an

outstanding Company

ares, The terms of
41.2.2 Differences arising on the settlement of preference shape , 'bmy B shares béing redeemed pmwdc (Zw:nl;aan)tfl X w]tf;i t:: urliggt*tt:
| ; cretion, ‘
Differences may arise on the settlement of preference shares is the fc &.m the Company B tracking EI['IHI‘EE,]; att 11::“?]:;‘1“&1 Gl
ms, c'lrmmstances i mpany A tracking shares with a market p s ﬂmmb i bhe i
mium over the market price of the Company B tracking g
i As such, the fair value of Company A tracking. il
Eﬂfﬂﬂptmﬂ i Company B tracking shares will exceed the fair v ? e i
r&:\;‘iri(;r;}:fackmg bhzTEs by 15 per cent on the date the redemption
20

. when the Preference shares a

the consideration oyer l.he carrying amuunt repre-aents a retum tn
holders of the preference shares and is adjusted against refa
earnings in the period of fepurchase. This amount s deducted
calculating the ®arnings numerator for pasic EPS. [1AS 33:14)
excess of the carrying amount of the shares over the fajr value of th

consideration is added in calculating the earnings numerator for
basic EPs; [TAS 33: 18] and

Hdl; E.‘nlL E F’I .fIt I “I l.?uta.hlt. L“ Lh.e Cﬂ][lFﬂILy A
3

num

Example 4.1.2.28 |
m paid by a parent to redeem preference shares issued by a
um

mlmidmry il
2 d subsldlary Com
traded entity, has a wholly-owne
I)ptamnmpgnycf;; l::tl;hiyha: sreferent?e shares Dutﬁiﬂhd]n? h&l\:lE bgl{mi:rzt:
‘.uutsyide the ngr;up, that are classified as equy The pf}fﬁ;g s
redeemable at the option of Company § (with Company P’
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Calculation of basic earnings per share A31

Whole ot in part, at va
o o

Je 4.1.2.3

s ing rate preference shares
43 [lustrative examples:Example 1]

D issued non-convertible, non-redeemable class A cumulative prefer-

shares of CU100 par value on 1 January 20X1. The class A preference
are entitled to a cumulative annual dividend of CU7 per share starting

e time of issue, the market rate dividend yield on the class A preference
was 7 per cent a year. Thus, Entity D could have expected to receive
ds of approximately CU100 per class A preference share if the divi-
ate of CU7 per share had been in effect at the date of issue.

consideration of the dividend payment terms, however, the class A
ference shares were issued at CUS1.63 per share, ie. at a discount of
§.37 per share. The issue price can be calculated by taking the present

i of U100, discounted at 7 per cent over a three-year period.

.asé the shares are classified as equity, the original issue discount is
rtised to retained earnings using the effective interest method and
as a preference dividend for earnings per share purposes. To caleu-
basic earnings per share, the following imputed dividend per class A
erence share is deducted to determine the profit or loss attributable to
prdinary equity holders of the parent entity:

Carrying Imputed Carrying Divi-
41, ) amount of class  dividend® amount of dend
2.3 Other effects of preference shares A ‘;,mmnce Cl;s o i
. shares on preference
The results for the period will also e adjusted f, 1 January shares
recognised in respect of preference shar, ] PEOR 31 December®
preference shares ma es classified 4 cu Ccu cu cu
the entity for selling t}): P;Um%e for a low initial dfvide 8163 5.71 87.34 -
in later periods mgcnri Searea. at' a discount, or an above-market dj | 20 87.34 6.12 93.46 -
premium, (These are < P in:'sate Investors for purchasing the shares IBXB _ 93.46 6.54 100.00 -
When such éhanes woélnhtr.f;es called increasing rate preference éh‘l ' "l o e = 1070 )
: d assifi : : ‘ : o 0
1ssue is amortised to retaj ified as equity, the discount or premium [ ‘f‘, At 7% N
ained earnings using the effective AL ." b This is before dividend payment.
a ' S| 1T e —

and treate
reated as a preference dividend for th |

carnings per share. [IAS 33:15] ¢ Putposes of calculating b

< 5

examples accompanyin :
. g IAS 33, illus . i ;
respect of increasing rate Preferenre sh:;t-:s the required adjustments in
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