
03 Cash Flow Statement

Discuss the distinction between the operating, investing, and financing 
activities of a business and give examples of each 
Operating Activities
- inflows from customers and outflows to suppliers of all goods and services
- eg. outflows: to employees for wages; to suppliers for inventory; to others for expenses; to 

creditors for interest; to government for taxes.
Financing Activities
- outflows from repayment of debt and paying dividends, and inflows from sale of own shares and 

loans
- eg. inflows: from sale of non-current assets
- eg. outflows: to purchase property, plant and equipment, and other long-term assets (NCA)
Investing Activities 
- outflows from purchasing non-current assets and inflows if non-current assets are sold
- eg. inflows: from sale of their own shares; a new loan from the bank
- eg. outflows: to repay debt; to pay dividends

Prepare a simple cash flow statement from the entries on a worksheet 
and briefly comment on what the cash flow statement reveals about a 
business 

Statement of Cash Flows
Purpose: 
- Sources and use of cash
- Liquidity
What does it show?
- How much cash was generated and where did it come from?
- How much cash was used and where did it go?
- How much cash does the entity have at the end of the year?
- How was cash obtained to pay off non-current liabilities and acquire new fixed assets during the 

period?
- How was the entity able to pay for non-current assets when they reported a loss for the period?
- How were the cash proceeds from a new issue of shares used?
- Why has the cash position of the company decreased when the company reported a profit for 

the period? 

Interpreting the Cash Flow Statement
- The most important issue is whether the business has positive cash flows from its operating 

activities
- a business cannot survive by continually borrowing (financing) or selling off non-current assets 

(investing) - it must create cash from its operating activities



Explain some of the fundamental principles upon which financial 
accounting is based 
Accounting Entity Assumption
- For accounting purposes, a business is treated as separate from its owner and other entities that 

it deals with; we interpret all transactions from the point of view of the business as if it was a 
person

Money measurement
- accounting normally only deals with events that can be expressed in dollar terms
Historic cost
- initially assets are reported at the amount they originally cost; in later topics you will be shown 

how this amount must change to show any decline in value of an asset. An asset should not be 
recorded in the balance sheet at an amount greater than the expected economic benefit to be 
received from it. 

Going concern
- we assume that a business will continue into the future; if we thought the life of a business was 

about to end, our accounting for assets, for example, would be different - we would only  be 
interested in what we could sell them for, not their value through using them

Dual aspect
- duality - every transaction has 2 aspects (double-entry); 
Prudence
- given the inevitable uncertainties in accounting for a business, be careful not to overstate assets 

and income, or understate liabilities and expenses 
Stable monetary unit
- ignore changes in the value of the dollar over time (inflation)
Accounting period
- the life of a business will be divided into periods and financial statements will be prepared in each 
period. This allows an assessment and comparison of the performance (profitability) of a business 
over a number of years to be made. 

Identify and briefly describe the various arrangements by which financial 
reporting in Australia is regulated 

Reporting Entities 
- Entities who have users who cannot command the preparation of specific information.
1. External users - who are they? Needs?
2. Users lack power to demand information
3. Reporting entities prepare General Purpose Financial Reports

There are around 50 Australian accounting standards that dictate how financial statements will be 
prepared, for example:
- AASB 101 Presentation of financial statements
- AASB 10 Inventories
- AASB 107 Cash flow statements

AASB stands for Australian Accounting Standards Board
Australia used to develop its own standards but from 2005 our standards have been amended so 
that they are now equivalent to international accounting standards



Why regulate accounting information? Why have accounting rules and principles?
- protects the interests of report users who are entitled to receive relevant and reliable (useful) 

information
- reduces the options available to accountants and so improves inter-company comparisons, but 

still leaves room for differences due to special circumstances
- helps preparers of reports; protects accountants if criticised
- provides credible information for potential investors (Annual reports are audited)
- takes advantage of the expertise of standard setters when new problems need to be addressed

Accounting Regulators
The Australian Accounting Standards Board (AASB)
- Accounting principles and rules (standards)
The Australian Securities and Investments Commission (ASIC)
- Corporations Act (Companies) - must prepare annual reports according to accounting standards
- Directors’ declaration - true and fair
The Australian Securities Exchange (ASX)
- Listing rules (for companies listed on stock exchange) 


