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Abstract. This article discusses the basic principles of accounting and reporting of funds 

in an enterprise. The relevance is determined by the importance of competent and correct 

accounting of funds and reporting according to international standards. The stability of the 

enterprise in the market is achieved with sufficient and coordinated control of cash accounting. 
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The importance of an asset like money is immeasurable for any business. Cash is the most 

liquid asset of all businesses. The main problem of most enterprises is the lack of funds for 

production activities. One of the reasons for the lack of cash is its irrational use. Therefore, the 

correct accounting of funds in accounting is of particular importance. Accounting and checking of 

cash is one of the main stages of management in the enterprise. Disclosing the movement of funds 

is regulated by number 14 of the national accounting standards and number 7 of the international 

accounting standards. 

Entities may have to make a number of judgments when reporting the movement of cash 

and cash equivalents for the period in the statement of cash flows. 

Also, the company is required to disclose in the notes to the financial statements the 

significant sources of uncertainty that may cause changes in the value of assets or liabilities in the 

next year. 

In practice, sometimes there may be difficulties in determining whether an item is cash or 

their equivalent. For example, a bank overdraft. Consideration should be given to determining 

whether it is part of the company's cash management. Cash flows are classified by types of 

operating, investment and financial activity. The statement of cash flows shows the cash flows 

divided into three activities. According to it, it is possible to think about the activities to which 

cash flows belong. As a result, the company should continue to consistently reflect its chosen 

activity. 

It is known that International Accounting Standard No. 7 “Statement of Cash Flows” 

applies to financial statements covering periods beginning on or after January 1, 1994. In 2007, 

as a result of new terms and requirements introduced in IAS No. 1 “Presentation of Financial 

Statements”, IAS No. 7 was renamed from “Statement of cash flows” to “About cash flow”. 

IAS No. 7 helps to understand the changes during the period of the most liquid assets of 

the enterprise, which are called cash and cash equivalents. 

Information about a company‘s cash flows helps users of financial statements assess 

the company‘s ability to generate cash. Economic decisions made by users require an assessment 

of the company's ability to generate cash, as well as the timing and accuracy of their generation. 

Also, such information increases the comparability of reports on the results of operational 

activities of different organizations, as it does not allow applying different accounting 
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      procedures for the same operations and events. The purpose of IAS No. 7 is to determine the 

principles of preparation of the report on the flow of funds prepared by enterprises and the 

procedure for preparation of other comments. 

Users of financial statements are interested in knowing how a company generates and 

uses cash. Businesses, despite their different types of income-generating activities, need funds 

for basically the same reasons. 

Enterprises need funds mainly for the following purposes: 

• implementation of receivables transactions; 

• making payments on creditor obligations; 

• paying investors their earnings. 

Therefore, a cash flow statement is required by all businesses. 

What issues does International Standard 7 of Financial Statements address? 

1. Explains the basic concepts of the cash flow statement. 

2. Explains the general principles and format for presenting a cash flow statement. 

3. Explains the methods of presenting cash flows from operating activities. 

4. Explains the following issues related to the cash flow statement: 

• Presentation of cash flows on a net basis; 

• Cash flows in foreign currency; 

• Interest and dividends; 

• Profit taxes; 

• Investments in subsidiary and dependent organizations, joint ventures; 

• Changes in ownership shares in affiliated organizations and other businesses; 

Explains the requirements for disclosure of information on non-cash transactions, 

changes in liabilities arising from financial activities and components of cash and cash equivalents. 

In accordance with paragraph 10 of the international standard of financial reporting No. 7, 

"Cash funds - includes cash and demand deposits, as well as "Cash equivalents - these are short-

term, easily convertible into cash funds of a fixed amount and at an insignificant level in terms of 

changes in value. are highly liquid investments with risk" - defined as. So, cash flows are the 

inflow and outflow of cash and cash equivalents. 

Cash flows for the reporting period are presented in the statement of cash flows classified 

by operating, investing and financing activities. In accordance with paragraph 6 of IAS No. 7: 

“Operational activity is the main income-generating activity of the organization and other 

types of activities except for investment and financial activities”. 

Investing activities - purchase and disposal of long-term assets and other investments that 

are not included in cash equivalents. 

Financial activity is an activity that leads to changes in the amount and composition of 

capital and debt funds invested by the organization. 

The presentation of an enterprise‘s cash flows by operating, investing and financing 

activities provides detailed information for users to assess the possibility of cash generation. This 

information can also be used to assess the interdependence between these activities. In practice, the 

same transaction may involve cash flows of different classifications. For example, if a loan 

repayment includes principal and interest, the interest portion may be classified as an operating 

activity, while the principal portion may be classified as a financing activity. Figure 1 below 

provides a general guide to the type of activity to enter cash flows: 
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Figure 1. Types of cash flow activities. 

Operating activities are the company‘s main income-generating activities and other 

activities other than investment and financial activities. According to Clause 13 of the IAS No. 7, 

“The amount of cash flows from operating activities reflects the extent to which the organization 

has generated sufficient cash flows to pay off debts, maintain operational capabilities, pay dividends 

and make new investments without resorting to external sources of financing” is the main indicator. 

Information about the individual components of cash flows from operating activities in past periods, 

combined with other information, is useful in forecasting future cash flows from operating 

activities. Cash flows from operating activities are derived primarily from the company‘s primary 

revenue-generating activities. Here, the basic income refers to the income of the company. In 

accordance with IFRS No. 15 “Revenue from contracts with customers”, the income is the income 

arising from the normal activity of the company. Therefore, cash flows from operating activities 

are usually the result of transactions or other events that are taken into account in determining profit 

or loss. The sum of cash flows from operating activities is the main indicator that the company's 

activities have generated sufficient cash flows to repay loans, maintain working capital, pay 

dividends and make new investments without resorting to external sources (debt or capital 

injection). 

The following are examples of cash flows arising from operating activities in accordance 

with paragraph 14 of IAS No. 7: 

• receipt of funds from the sale of goods and the provision of services; 

• receipt of funds in the form of royalties, service fees, brokerage fees and other income; 

• payment of money for goods and services to suppliers; 

• payment of funds to employees and on behalf of employees; 
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      • payment or refund of income tax that is not clearly related to financial or investment 

activities. 

• Investing activities are purchases and disposals of long-term assets and other investments 

not included in cash equivalents. According to paragraph 16 of the 7th IAS, “It is important to 

highlight the cash flows arising from investment activities, because such cash flows show how 

much expenditure has been made on resources intended to generate future income and cash flows”. 

Only expenses that lead to the recognition of an asset in the statement of financial position can be 

classified as investing activities. 

• Comment: In some situations, it can be difficult to determine whether cash flows are from 

operating activities or investing activities. For example, the purchase of crypto assets can be 

recognized in the financial position as a commodity or as an intangible asset. As a result, it can be 

difficult to classify the flow of money spent on it. In such cases, the company must exercise 

judgment and is required to apply such judgment consistently. 

• the following examples of cash flows arising from investment activities are given in 

accordance with paragraph 16 of the No. IAS: 

• payment of funds for the purchase of long-term assets and receipt of funds from their sale; 

• payment of funds for the purchase of equity or debt instruments of other companies and 

shares in joint ventures, and receipt of funds from their sale; 

• advance funds and loans given to other parties and their repayment (with the exception of 

advance funds and loans given by financial institutions and their repayment); 

• Long-term assets mainly mean fixed assets and intangible assets. The purchase of such 

assets means not only the purchase, but also the expenses incurred during the construction and 

creation of the company. 

• Financial activities are activities that lead to changes in the amount and composition of 

private equity and debt funds invested in the company. According to paragraph 17 of IAS 7, 

“Disclosure of cash flows from financing activities is important because this information is useful 

for forecasting the future cash flow requirements of the organization’s capital providers”. 

Cash flows from financing activities generally refer to cash inflows from debt or equity 

sources of financing or cash outflows associated with repayment of such debt and equity 

instruments. The following are examples of cash flows arising from investment activities in 

accordance with Clause 17 of the IAS No. 7: 

• receipt of funds from the issuance of shares or other equity instruments; 

• payment of funds to owners for purchase or disposal of company shares; 

• receipt of funds from the issuance of debt obligations, issuance of loans, promissory notes, 

bonds, pledges and other short-term or long-term debt obligations; 

• payment of funds returned for debts;  

• a cash payment made by the lessee to reduce an unextinguished lease liability. 

According to paragraph 48 of the 7th IAS, “The organization, together with the management 

review, should clarify the amount of significant amounts of cash and cash equivalents that are 

available in the organization, but cannot be used by the group”. At the same time, it may be 

appropriate to provide users with additional information to understand the company’s financial 

position and liquidity. Such information may include: 

• unused amount of debt funds that can be used to fulfill contractual obligations for future 

operating activities and capital expenditures, subject to restrictions on use; 
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      • the aggregate amount of cash flows indicating an increase in operational capabilities, 

separate from the cash funds required to maintain operational capabilities;  

• the sum of cash flows resulting from the operational, investment and financial activities of 

each reporting segment (see IFRS No. 8 “Operating segments”). 

Disclosing operating cash flows and cash flows needed to maintain operating capabilities 

separately allows users to determine whether the company is deploying sufficient funds to maintain 

operating capabilities. 

A company that does not allocate sufficient funds to maintain its operating capabilities may 

be compromising future profitability in order to maintain current liquidity and distribute profits to 

its owners. 

IAS recommends that a company disclose cash flows related to operating, investing and 

financing activities by operating and geographic segments. Disclosing cash flows by segment 

provides users with a better understanding of the interrelationship of the cash flows of the business 

as a whole and its components, as well as the availability and variability of segment cash flows. 

Entities may have to make a number of judgments when reporting the movement of cash 

and cash equivalents for the period in the statement of cash flows. 

Also, the company is required to disclose in the notes to the financial statements the 

significant sources of uncertainty that may cause changes in the value of assets or liabilities in the 

next year. 
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