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AC201 Fundamental Accounting

DefinitionDefinition

The following terms are used in this Standard with the meanings specified:g g p

Cash comprises cash on hand and demand deposits.

Cash equivalents are short‐term, highly liquid investments that are 
dil tibl t k t f h d hi h bj t treadily convertible to known amounts of cash and which are subject to 

an insignificant risk of changes in value.

Cash flows are inflows and outflows of cash and cash equivalents.

Operating activities are the principal revenue‐producing activities of 
the entity and other activities that are not investing or financing 
activities.

Investing activities are the acquisition and disposal of long‐term assets 
and other investments not included in cash equivalents.

Financing activities are activities that result in changes in the size andFinancing activities are activities that result in changes in the size and 
composition of the contributed equity and borrowings of the entity.
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Fundamental PrincipleFundamental	Principle

Fundamental Principle in TAS 7 

All entities that prepare financial statements in conformity with TFRSs are 
required to present a statement of cash flows. [TAS 7.1] 

The statement of cash flows analyses changes in cash and cash equivalents 
d i i dduring a period. 

Cash and cash equivalents comprise cash on hand and demand deposits, 
together with short‐term, highly liquid investments that are readily 
convertible to a known amount of cash, and that are subject to anconvertible to a known amount of cash, and that are subject to an 
insignificant risk of changes in value. 

Guidance notes indicate that an investment normally meets the 
definition of a cash equivalent when it has a maturity of three 

h l f h d f i i imonths or less from the date of acquisition. 

Equity investments are normally excluded, unless they are in 
substance a cash equivalent (e.g. preferred shares acquired within 
three months of their specified redemption date)three months of their specified redemption date). 

Bank overdrafts which are repayable on demand and which form an 
integral part of an entity's cash management are also included as a 
component of cash and cash equivalents. [TAS 7.7‐8] 
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AC201 Fundamental Accounting

Statement PresentationStatement	Presentation	

Presentation of the Statement of Cash Flows 
Cash flows must be analyzed between operating, investing and financing 
activities. [TAS 7.10] 
Key principles specified by TAS 7 for the preparation of a statement of cash 
flows are as follows: 

operating activities are the main revenue‐producing activities of the 
entity that are not investing or financing activities, so operating cash 
flows include cash received from customers and cash paid to suppliers 
and employees [TAS 7.14]and employees [TAS 7.14] 
investing activities are the acquisition and disposal of long‐term assets 
and other investments that are not considered to be cash equivalents 
[TAS 7.6] 
financing activities are activities that alter the equity capital andfinancing activities are activities that alter the equity capital and 
borrowing structure of the entity [TAS 7.6] 

Interest and dividends received and paid may be classified as operating, 
investing, or financing cash flows, provided that they are classified 

i t tl f i d t i d [TAS 7 31]consistently from period to period [TAS 7.31] 
Cash flows arising from taxes on income are normally classified as operating, 
unless they can be specifically identified with financing or investing activities 
[TAS 7.35] 
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Operating Cash Flows Direct MethodOperating	Cash	Flows	– Direct	Method

For operating cash flows, the direct method of presentation is encouraged, p g , p g ,
but the indirect method is acceptable [TAS 7.18] 

The direct method shows each major class of gross cash receipts and gross 
cash payments. p y

The operating cash flows section of the statement of cash flows under 
the direct method would appear something like this: 

Cash receipts from customers xx xxxCash receipts from customers  xx,xxx

Cash paid to suppliers  xx,xxx

Cash paid to employees  xx,xxx

Cash paid for other operating expenses  xx,xxx

Interest paid  xx,xxx

Income taxes paid xx,xxxIncome taxes paid  xx,xxx

Net cash from operating activities  xx,xxx
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Operating Cash Flows Indirect MethodOperating	Cash	Flows	– Indirect	Method

The indirect method adjusts accrual basis net profit or loss for the effects of j p
non‐cash transactions. 

The operating cash flows section of the statement of cash flows under 
the indirect method would appear something like this: pp g

Profit or loss (Net income) xx,xxx

Add back depreciation  xx,xxx

Add decrease in current assets xx,xxx

Deduct increase in current assets xx,xxx

Add increase in current liabilities xx,xxx

Deduct decrease in current liabilities xx,xxx

Net cash from operating activities  xx,xxx

7

AC201 Fundamental Accounting

Investing and Financing Cash FlowsInvesting	and	Financing	Cash	Flows

Cash flows from investing and financing activities should be reported gross g g p g
by major class of cash receipts and major class of cash payments.

Investing and financing transactions which do not require the use of cash 
should be excluded from the statement of cash flows, but they should be , y
separately disclosed elsewhere in the financial statements [TAS 7.43] 
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Preparation	of	Statement	of	Cash	Flows
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St t t f C h FlStatement	of	Cash	Flows

Statement of Cash Flows

The statement of cash flows analyses changes in cash and cash 
equivalents during a period.

Cash and cash equivalents comprise cash on hand and demandCash and cash equivalents comprise cash on hand and demand 
deposits, together with short‐term, highly liquid investments that 
are readily convertible to a known amount of cash, and that are 
subject to an insignificant risk of changes in value.subject to an insignificant risk of changes in value. 

Cash Flows 
from Operating 

Activities

Cash Flows 
from 

Investing

Cash Flows 
from 

Financing

10
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C h Fl C t iCash	Flows	Categories

Categories of Cash Flowsg

Cash flows must be analyzed between operating, investing and financing 
activities. 

Operating activities are the main revenue‐producing activities of theOperating activities are the main revenue‐producing activities of the 
enterprise that are not investing or financing activities, so operating 
cash flows include cash received from customers and cash paid to 
suppliers and employees.suppliers and employees. 

Investing activities are the acquisition and disposal of long‐term 
assets and other investments that are not considered to be cash 
equivalentsequivalents.

Financing activities are activities that alter the equity capital and 
borrowing structure of the enterprise.

Operating 
Cash 
Flows

+ 
Investing 
Cash 
Flows

+ 
Financing 
Cash 
Flows

=
Change in 

Cash
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St t t f C h FlStatement	of	Cash	Flows

• Statement of cash flows f f

• It reports all major cash receipts (inflows) an cash payments (outflows) 
during the period in the categories of operating, investing, and financing 
activities. 

er
at
in
g  •Activities that 

involve the 
production or 
purchase of  es

ti
n
g •Transactions that 

involve purchasing 
and selling of long‐
term assets,  an

ci
n
g •Transactions with 

owners and 
creditors that 
include obtaining 

O
p
e p
merchandise and 
the sale of goods 
and services to 
customers, 

In
v ,

including making 
and collecting 
notes receivable.

Fi
n
a g

cash from issuing 
debt, repaying 
amounts 
borrowed, and 

including 
expenditures 
related to 
administering the 

obtaining cash 
from or 
distributing cash 
to owners.
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St t t f C h Fl (C t )

Cash is defined as including both cash and cash equivalents.

Statement	of	Cash	Flows	(Cont.)

g q

Cash equivalents are investments that can be quickly converted to cash; 
they have a maturity of 90 days or less when they are purchased.  

They include money market accounts commercial paper andThey include money market accounts, commercial paper, and 
government treasury bills.  

A company invests in cash equivalents to earn interest on cash that 
would otherwise be temporarily idlewould otherwise be temporarily idle.  

Purposes of the statement of cash flows:

The primary purpose of the statement of cash flows is to provide 
i f i b ’ h i d h d iinformation about a company’s cash receipts and cash payments during 
an accounting period.  

A secondary purpose is to provide information about a company’s 
operating, investing, and financing activities during the accounting 
period.  

13
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R l ti hi b t C h d N h A tRelationship	between	Cash	and	Noncash	Accounts

= Liabilities + Equity Assets

Cash  + Noncash 

assets

= Liabilities + Equity 

Cash  = Liabilities + Equity  ‐ Noncash 

assets

Changes in 

cash account

= Changes in noncash accounts

14



Company Name

S f C h Fl

Period Covered

(in Baht)

Statement of Cash Flows

Cash flows from operating activities:

[List of individual  inflows  and outflows]

Net cash flows from operating activities Net cash flows  from operating activities 

Cash flows from investing activities:

[List of individual  inflows  and outflows]

Net cash flows  from investing activities  

Cash flows from financing activities:

[List of individual inflows and outflows][List of individual  inflows  and outflows]

Net cash flows  from financing activities  

Net increase (decrease) in Cash   ( )

Cash (and equivalents) balance at beginning of period Beg. B/L

Cash (and equivalents) balance at end of period = End. B/L

15Same as cash balance on the balance sheet

AC201 Fundamental Accounting

St t t f C h Fl P ti

To prepare the statement of cash flows, 

Statement	of	Cash	Flows	Preparation

p p ,

Comparative Statement of Financial PositionComparative Statement of Financial Position

• Used in calculating the cash flows from all activities 
(operating, investing, and financing.

Statement of Comprehensive income 

• Used primarily in calculating cash flows from operating p y g p g
activities

Additional Details

• Concerning selected accounts where the total change 
amount in an account balance during the year does not 
reveal the underlying nature of the cash flows.

16
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C h Fl f O ti A ti itiCash	Flows	from	Operating	Activities	

• Presentation of net cash 
from operating activities 
for the statement of cash

• Presentation that reports 
net income and then 
adjusts it by adding andfor the statement of cash 

flows that lists major 
operating cash receipts 
less major operating cash 

adjusts it by adding and 
subtracting items to yield 
net cash from operating 
activities on the 

payments.

Direct 

statement of cash flows.

Indirect 

17
Method Method
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I di t M th d OCFIndirect	Method	‐‐ OCF

Adjustments 
for operating 
items not 

providing or 
Adjustments 

for non‐p g
using cash –

Noncash Items
operating 
items

 dj fAdjustments for 
changes in current assets 
and current liabilities

Changes in Account Balance During the Year

Increase Decrease

Current Assets Subtract from NI Add to NI

Changes in Account Balance During the Year

18
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I di t M th d OCFIndirect	Method	‐‐ OCF

CompanyCompany

Income Statement

For the Years Ended December 31, 20XX

(In Baht)

Sales  and other revenue Adjusted by receivable and 
unearned revelue

Cost of goods  sold Adjusted by inventory and payable
Other operating expenses Adjusted by prepaid expenses  and 

payable

Depreciation expense Adjusted by add back noncash 

expenses

Other gains  (losses) Adjusted by add back losses  and 

subtract gains

Net incomeNet income

Adjustments:

+ (‐) Noncash expense (revenue)

‐ (+) Gain (Loss) related to nonoperating activities

19

( ) ( ) p g

‐ (+) Increase (Decrease) in noncash current assets

+ (‐) Increase (Decrease) in current l iabil ities

Operating cash flows

AC201 Fundamental Accounting

I di t M th d OCFIndirect	Method	‐‐ OCF

• Net income or net loss

– Additions to net income:

• + Depreciation, depletion, and amortization.

+ All losses from sale of noncurrent assets• + All losses from sale of noncurrent assets.

• + Decreases in current assets (other than cash).

• + Increases in current liabilities.

– Deductions from net income:

• ‐ All gains from sale of noncurrent assets.

• ‐ Increases in current assets (other than cash)Increases in current assets (other than cash).

• ‐ Decreases in current liabilities.

20
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Adj t t t N t I

Adjustments to net income:

Adjustments	to	Net	Income

j

Depreciation and other noncash expenses

Depreciation expense, amortization expense, and depletion expense 
for these assets appear on the Statement of income as allocations offor these assets appear on the Statement of income as allocations of 
the cost s of the original purchases to the current accounting period.  

Even though depreciation expense appears on the Statement of 
income it involves no outlay of cash and so does not affect cashincome, it involves no outlay of cash and so does not affect cash 
flows in the current period.  

Gains and losses 

G i d l h h S f i dGains and losses that appear on the Statement of income do not 
affect cash flows from operating activities and need to be removed 
from this section of the statement of cash flows.  

The cash receipts generated by the disposal of the assets that 
resulted in the gains or losses are included in the investing 
activities section of the statement of cash flows.  

The gains or losses must be removed from net income.

21
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Adj t t t N t I (C t )

Changes in current assets

Adjustments	to	Net	Income	(Cont.)

g

Decreases in current assets other than cash have positive effects on 
cash flows, and increases in current assets have negative effects on 
cash flows.

A decrease in a current asset frees up invested cash, thereby 
increasing cash flows.  

An increase in a current asset consumes cash therebyAn increase in a current asset consumes cash, thereby 
decreasing cash flows.  

Changes in current liabilities

h ff f h i li bili i h h fl i hThe effect of changes in current liabilities have on cash flows is the 
opposite of the effect of changes in current assets.  

An increase in a current liability represents a postponement of a 
cash payment, which frees up cash and increases cash flows in 
the current period.  

A decrease in a current liability consumes cash, which decreases 
cash flows.
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I ti d Fi i A ti iti

Investing activities:

Investing	and	Financing	Activities

g

To determine cash flows from investing activities, accounts involving cash 
receipts and cash payments from investing activities are examined 
individually.  y

The objective is to explain the change in each account balance from 
one year to the next.  

Although investing activities center on the long term assetsAlthough, investing activities center on the long‐term assets 
shown on the balance sheet, they also include any short‐term 
investments shown under current assets on the balance sheet 
and any investment gains and losses on the Statement ofand any investment gains and losses on the Statement of 
income.  

Financing activities:

D t i i h fl f fi i ti iti i i il tDetermining cash flows from financing activities is very similar to 
determining cash flows from investing activities, but the accounts 
analyzed relate to short‐term borrowings, long‐term liabilities, and 
shareholders’ equityshareholders  equity.  

23
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Ill t tiIllustration

• Use the following information to prepare statement of cash flows:g p p

Genesis

Income Statement

h d d b

Sales 590,000

Cost of goods sold 300,000

For the Years Ended December 31, 2008

(In Baht)

Cost of goods  sold 300,000

Wages  and other operating expenses 216,000

Interest expense 7,000

Depreciation expense 24,000 (547,000)

43,000

Other gains  (losses)

Gain on retirement of bonds 16,000

Loss on sale of plant assets (6 000) 10 000Loss  on sale of plant assets (6,000) 10,000

Income before taxes 53,000

Income taxes  expense (15,000)

Net income 38,000

24



Genesis

Balance Sheet

As of December 31, 2008 and 2007

(In Baht)

2008 2007 Changes Sign

Assets

Current assets

C h 17 000 12 000 5 000 

(In Baht)

Cash 17,000 12,000 5,000 
Accounts  receivable 60,000 40,000 20,000 
Merchandise inventory 84,000 70,000 14,000 
Prepaid expenses 6,000 4,000 2,000 
Total  current assets 167,000 126,000 41,000

Noncurrent assets

Plant assets 250,000 210,000 40,000 
Less: Accumulated depreciation (60,000) (48,000) (12,000) 
Plant assets, net 190,000 162,000 28,000

Total  assets 357,000 288,000 69,000

Liabilities

Current liabil itiesCurrent l iabil ities

Accounts  payable 35,000 40,000 (5,000) 
Interest payable 3,000 4,000 (1,000) 
Income taxes  payable 22,000 12,000 10,000 
Total current liabil ities 60 000 56 000 4 000Total  current l iabil ities 60,000 56,000 4,000

Long‐term bonds  payable 90,000 64,000 26,000 
Total  l iabil ities 150,000 120,000 30,000

Equity

k 

25

Common stock 95,000 80,000 15,000 
Retained earnings 112,000 88,000 24,000 
Total  equity  207,000 168,000 39,000

Total  l iabil ities  and equity 357,000 288,000 69,000

AC201 Fundamental Accounting

Ill t ti (C t )Illustration	(Cont.)

• Additional information:

– The accounts payable balances result from merchandise inventory 
purchases.

Purchased plant assets costing 70 000 Baht by paying 10 000 Baht cash– Purchased plant assets costing 70,000 Baht by paying 10,000 Baht cash 
and issuing 60,000 Baht of bonds payable.

– Sold plant assets with an original cost of 30,000 Baht and accumulated 
depreciation of 12 000 Baht for 12 000 Baht cash yielding a 6 000 Bahtdepreciation of 12,000 Baht for 12,000 Baht cash, yielding a 6,000 Baht 
loss.

– Received cash of 15,000 Baht from issuing 3,000 shares of ordinary 
shareshare.

– Paid 18,000 Baht cash to retire bonds with a 34,000 Baht book value, 
yielding a 16,000 Baht gain.  

– Declared and paid cash dividends of 14,000 Baht.
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I di t M th d OCFIndirect	Method	‐‐ OCF

• Adjustments to Net Income:j

• Depreciation expense (I/S) +24,000 Baht

Noncash Items

Depreciation expense (I/S)  24,000 Baht

Nonoperating Items

• Loss on sale of plant assets (I/S)  +6,000 Baht

• Gain on retirement of bonds (I/S)  ‐16,000 Baht 

Ch i CA & CL

• Increase in accounts receivable (B/S)  ‐20,000 Baht

• Increase in merchandise inventory (B/S)  ‐14,000 Baht

Changes in CA & CL

• Increase in prepaid expenses (B/S)  ‐2,000 Baht

• Decrease in accounts payable (B/S)  ‐5,000 Baht

• Decrease in interest payable (B/S)  ‐1,000 Baht

bl ( / ) h

27

• Increase in income taxes payable (B/S)  +10,000 Baht

AC201 Fundamental Accounting

C h Fl f I ti A ti itiCash	Flows	from	Investing	Activities

B B/L 210 000

Plant Assets

Beg. B/L 210,000

Acquisition 70,000 Sale 30,000

End. B/L 250,000

Beg. B/L 48,000

Sale 12,000 Dep. Exp. 24,000

Accumulated Depreciation

Cash Received from Sale of Plant Assets:

Book value of plant assets sold:

, p p ,

End. B/L 60,000

p

Asset cost  30,000

Less: Accumulated depreciation  ‐12,000 18,000

+ Gain (‐ Loss) on sale of plant assets ‐6,000

Cash received from sale of plant assets 12,000

Cash Paid for Purchase of Plant Assets:

Book value of plant assets purchase 70,000

28

Book value of plant assets purchase 70,000

‐ Debt issuance in exchange ‐60,000

Cash paid for purchase of plant assets 10,000
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C h Fl f Fi i A ti itiCash	Flows	from	Financing	Activities

Bonds Payable

Beg. B/L 64,000

Retired Bonds 34,000 Issued Bonds 60,000

End B/L 90 000

Bonds Payable

End. B/L 90,000

Cash Paid to Retire Bonds

Book value of bonds retired 34,000f ,

+ Gain (‐ Loss) on retirement of bonds 16,000

Cash paid to retire bonds 18,000

Beg. B/L 80,000

Issued Stock 15,000

Common Stock

End. B/L 95,000

Beg. B/L 88,000

Retained Earnings

29

Cash Dividends 14,000 Net income 38,000

End. B/L 112,000

Genesis

Statement of Cash Flows

For the Years Ended December 31, 2008

(In Baht)

Cash flows from operating activities

Net income 38,000

Adjustments:

(In Baht)
D

Depreciation expense 24,000

Loss  on sale of plant assets 6,000

Gain on retirement of bonds (16,000)

Increase in accounts  receivable (20,000)  M
ET

H
O

D

( , )

Increase in merchandise inventory (14,000)

Increase in prepaid expenses (2,000)

Decrease in accounts  payable (5,000)

Decrease in interest payable (1 000) N
D

IR
EC

T 

Decrease in interest payable (1,000)

Increase in income taxes  payable 10,000 (18,000)

Net cash flows  from operating activities 20,000

Cash flows from investing activities

IN

Cash received from sale of plant assets 12,000

Cash paid for purchase of plant assets (10,000)

Net cash flows  from investing activities 2,000

Cash flows from financing activitiesCash flows from financing activities

Cash received from issuing stock 15,000

Cash paid to retire bonds (18,000)

Cash paid for dividends (14,000)

N t h fl f fi i ti iti (17 000)

30

Net cash flows  from financing activities (17,000)

Net change in cash  5,000

Cash balance at beginning of period 12,000

Cash balance at end of period 17,000



Example of Financial Statement 
Presentation & Disclosure: 
Statement of Cash Flows
[Source: www farmhouse co th][Source: www.farmhouse.co.th]
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