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CHAPTER I
INTRODUCTION

A major objective of financial rxeporting is to supply
relevant information to statement users for decision making
purposes. Whether or not accounting fulfills this objective
may be examined by attempting to answer the following ques-
tions: (1) who is the user of the information and for what
purpose is the information to be used? (2) how much infor-
mation is needed?!

Amonyg the most widely accepted answers to the above
questions are: (1) financial reports are prepared for the
use of present and potential investors, creditors and other
users in making rational investment, credit and similar
decisions, and (2) " ...accounting reports should disclose
that which is necessary to make them not misleading."2
Historically, financial statements developed in re-

sponse to the need to provide information to outside inter-

est groups concerning the impact of management on the income

lgldon S. Hendriksen, Accounting Theory, (3rd ed.: Home=-
wood, Illinois: Richard D. Irwin, Inc., 1977), p. 545.

2Maurice Moonitz, "The Basic Postulates of Accounting,"
Accounting Research Study No. 1 (New York: American Institute
of Certified Public Accountants, 196l1), p. 50.

1
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stream. The basic financial statements are (1) the balance
sheet, (2) the income statement, (3) the statement of
changes in financial position, and (4) the statement of
changes in owners' or stockholders' equity.

Many simplified descriptions of the balance sheet in-
clude the idea that it provides a financial picture of an
organization at a specific point in time. 1In essence it
reflects in one half the resources obtained from various
sources such as payables, bonds, common stocks, and in the
other half reports the amount or those resources that have
been invested in the various classes of assets such as re-
ceivables, inventories, and equipment. The statement re-
flects aggregates up until a particular moment of time--it
does not show transaction details.>

When comparative balance sheets showing the balances at

the beginning and end of the period are presented, the

3APB Statement No. 4 describes a balance sheet as a
statement that presents the financial position of an enter-
prise at a particular point in time. Financial position
comprises the enterprises assets, liabilities, owners'
equity and the relationship among them, including other fin-
ancial matters related to the enterprise at the time which
are required to be disclosed in conformity with general ac-
cepted accounting principles. See American Institute of
Certified Public Accountants, APB Statement No. 4, reprinted
in Financial Accounting Standards (Chicago: Commerce Clear-
ing House, 1976), pp. 442 and 462, For a more complete de-
finition see Eric Kohler, A Dictionary for Accountants
(Engle: Prentice Hall Inc., 1970), p. 47.
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3
statement users can reconstruct some of the details; however,
they cannot ordinarily identify whether changes in assets
and liabilities resulted from profitable operations, new
equity, or from using assets to pay debts, acquire other
assets or make distributions.

Some detail about the amount of resources generated
from operations each fiscal périod is reflected in the state-
ment of owner's equity (or retained earnings statement) and
the incoﬁé statement. The statement of owner's equity pre-
sents net income and items such as dividends and adjustments
of the net income of prior periods.4 The income statement
presents the results of the firm's profit directed activi-
ties for the period in terms of revenue, expenses, gains and
losses in conformity with generally accepted accognting
principles.si However, neither the balance sheet, the income
statement, nor the statement of changes in the owners' or
stockholders' equity shcow in detail the significant transac-
tions which were entered into during the period to finance
the firm.

For many years accountants were aware that the balance

4pPB Statement No. 4, Commerce Clearing House, p. 442.

S1bid. p. 442 and 463. For more information see Kohler,
A Dictionary for Accountants, p. 226.
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4
sheet, income and retained earnings statements and the state-
ment of changes in stockholders' equity did not provide
statement users with all of the rélevant facts desired for
efficient decision making. A statement specifically designed
to provide information cdncerning the source and utilization
of resources came to be included as part of the financial re-
ports of many firms on an optional basis. It was prepared in
a variety of slightly different forms under many different
names, including the following:

1. statement of sources and application of funds
2. Funds flow or funds sﬁatement
3. Statement of funds provided and applied.

Prior to Accounting Principles Board Opinion No. 19

(APB Opinion 19), the preparation of a funds statement was

recommended by Accounting Principles Board Opinion No. 3 but

it was not required by official promulgation or government
edict. It simply evolved in response to the need of inves-
tors and other statement users. During this evolutionary
process, the term "funds" has been used in many ways, includ-
ing the following:
1. Working capital
2. Quick assets less current liabilities
3. Cash and marketable securities less current
liabilities
4, Cash and marketable securities less short-
term bank credit
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. Cash and marketable securities

. Cash

. Total funds employed in the business
. Total shareholders' funds

. Equity interests.®

W oooTovwn

Although not identified as another concept of funds,
preparation of supplemental statements restated for general

price changes under Accounting Principles Board Statement

No. 3 and Financial Accoﬁnting Standard No. 33 start with

preparation of a funds statement using a net monetary assets
concept of funds.

In 1971 the Accounting Principles Board (APB) changed
the recommendation for the preparation of a funds statement
to a requirement that a funds statement must be included as
part of the annual financial statements whenever a balance
sheet and an income statement is prepared. The APB obviously
assumed that the inclusion of such a statement would provide
relevant information to decision makers. In the introduc-
tion to the opinion, they noted that:

In view of the present widespread recognition of

the usefulness of information on sources and uses

of funds, the Board has considered whether pre-
sentation of such a statement should be required

6Accountants International Study Group, The Funds
Statement: Current Practices in Canada, United Kingdom, and
the United States (New York: American Institute of Certified
Public Accountants, 1973), para. 33.
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to complement the income statement and the balance
sheet.

The first paragraph of the opinion proper builds from
the usefulness assumption with these words:

The Board concludes that information concern-
ing the financing and investing activities of a
business enterprise and the changes in its finan-
cial position for a period is essential for finan-
cial statement users, particularly owners and
creditors, in making economic decisions. When
financial statements purporting to present both
financial position (balance sheet) and results of
operations (statement of income and retained earn-
ings) are issued, a statement summarizing changes
in financial position should also be presented as
a basic financial statement for each period for
which an income statement is presented. These
conclusions apply to all profit-oriented business
entities, whether or not the reporting entity
normally classifies its assets and liabilities as
current and noncurrent.8

An all financial resources concept is required. Under
this concept the enterprise may adopt whatever concept of
funds it believes most useful. fhe financial and investing
effect of all financial transactions which have an impact on
the firm's financial position must be disclosed separately
regardless of which concept is followed, even if cash or
working capital is not directly affected.

The Board has provided the following guidelines. for

7Acéountinq Principles Board Opinion No. 19, "Report-
ing Changes in Financial Position" (New York: American
Institute of Certified Public Accountants, 1971), para. 2.

81bid. para. 7.
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presenting the funds statement:

l.

The statement should set out working capital or cash

provided by or used in operations

Results of operations should exclude the effects of

extraordinary items

Net changes in each element of working capital should

‘be disclosed in detail

The effects of other individual financing and invest-

ing activities should be separately disclosed

The statement should alsc clearly disclose

a)

b)

c)

d)

e)

£)

Outlays for the purchase of long-term assets
Proceeds from the sale of long-term assets not
used in the business, less related expenses
Conversion of long-term debt or preferred stock

to common stock

Issuance, redemption, or purchase of capital stock
Issuance, assumption, redemption, and repayment of
loﬂg-term debt

Dividends in cash or in kind or other distributions
to shareholders (except stocck dividends and stock

splits)

Isolated figures of cash or working capital provided by

operations should not be presented in the annual
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stockholders' reports.9

In order to reflect the broad concept indicated in the>
above guidelines, the Board recommended that the title of
the statement be changed to Statement of Changes in Financial
Position.

The following section reviews the literature search for
this study and the need for an international study of the
statement of changes in financial position in selected
foreign countries is identified. The objective of the study
is discussed along with the methodology used, research de-
sign, historical research, empirical research and antici-

pated evaluation of findings.

Literature Review

A review of the literature concerning the statement of
changes in financial position shows that a considerable
amount of research has been done on the development of a
"funds" statement. Areas covered by previous studies in-
clude:

(1) The importance of the statement of changes in

financial position to various users of the

91bid. para. 10-15.
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statementlo
(2) The most useful definition of "funds" and format
presentation to be used in reporting information
T 11
within the statement

(3) Compliance of the United States companies pre-

paration of the statement of changes :in financial

10g. L. Summers, "Observation of Effects of Using Alter-
native Reporting Practices." The Accounting Law Review
(April 1968), pp. 257-268; Lyn D. Pankoff and Robert Virgil,
"Some Preliminary Findings from a Laboratory Experiment on
the Usefulness of Financial Accounting Information to Secur-
ity Analysts," Empirical Research in Accounting: Selected .
Studies 1970, supplement to Journal of Accounting Research
(1970), pp. 1-48; Gyan Chandra, "A Study of the Consensus on
Disclosure Among Public Accountants and Security Analysts,"
The Accounting Review (October 1974), pp. 733-742.

llphilip E. Fess and Jerry Weygandt, "Cash Flow Presen-
tations--Trends, Recommendations," Journal of Accountancy
(August 1969), pp. 52=59; John H. Regazzi, "Why Aren't Finan-
cial Statements Understood?" Journal of Accountancy {April
1974), pp. 48-55; Maurice Stark, "Funds--Working Capital or
Cash?" Michigan CPA (May-June 1975), pp. 23-25; Robert L.
Warren and Jackson White, "Cash Information: Toward a More
Useful Statement of Changes in Financial Position," The
National Public Accountant (February 1975), pp. 30-34; Ganas
K. Rakes and William Shenkir, "User Responses to Accounting
Principles Board Opinion No. 19," Journal of Accountancy
(September 1972), pp. 48-55; S. C. Yu, "A Flow of Resources
Statement for Business Enterprises," The Accounting Review
(July 1969), pp. 571-582; Aubrey C. Roberts and David Gabhart,
"Statement of Funds: A Glimpse of the Future?" Journal of
Accountancy (April 1972), pp. 49-54; Evan J. Henry, "A New
Funds Statement Format for Greater Disclosure," Journal of
Accountancy (April 1975), pp. 56-62; Study Group on the Ob-
jectives of Financial Statements, Objectives of Financial
Statements (New York: American Institute of Certified Public
Accountants, 1973), pp. 20-37.
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position with the provisions set out in APB
Opinion 19.12
A review was made of dissertation studies concerning

13 Also, research of the various pro-

the "funds" statement.
fessional accounting organizations involving the "funds"
statement was examined.l4 Although a thorough search was

made of the many studies involving various aspects of the

12garl A. Spiller and Robert Virgil, "Effectiveness of
APB Opinion No. 19 in Improving Funds Reporting," Journal
of Accounting Research (Spring 1974), pp. 112,

133ack J. Kempber, "The Statement of Application of
Funds in Modern Corporate Accounting Practice," (Ph.D. dis-
sertation, University of California, Los Angeles, 1968);
Edward J. Schmidlein, "The Funds Statement in Accounting
Practice and College Instruction, (Ph.D. dissertation, New
York University, 1953); Robert L. Kvam, "A New Funds State-
ment: A Statement Summarizing Financial Transactions,” (Ph.
D. dissertation, Louisiana State University, 1957); Lawrence
S. Rosen, "A Critical Examination of Funds Statement Con-
cepts," (Ph.D. dissertation, University of Washington, 1966);
Earl R. Brownlee II, "An Investigation and Analysis of the
Usefulness of the Statement of Changes in Financial Position
to Selected Users of Corporate Financial Information," (Bh.
D. dissertation, Georgia State University, 1975); Howard M.
Daniels, "A Reformulation of the Theory of the Funds State-
ment," (Ph.D. dissertation, University of Texas, 1957).

l4pmerican Accounting Association's Subcommittee on
Financial Accounting Standards, "Response to Exposure Draft
Number 7 of the International Accounting Standards Committee
entitled, 'Statement of Source and Application of Funds,'"
reprinted in the Accounting Review (Supplement to Vol 52,
1977), p. 192-199; "Objectives of Financial Reporting by
Business Enterprises," Statement of Financial Accounting
Concepts No. 1 (Stamford, Connecticut: Financial Accounting
Standards Board, 1978), p. viii.
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statement of changes in financial position no research was
uncovered which made an international study of the United
States "funds" statement promulgations compared to the

"funds" statement promulgations in other countries.

Need for an International Study

The literature shows the increasing importance of the
statement of changes in financial position to investors,
creditors and other users. As nations are now becoming more
interdependent there is a growing need to provide investors,
creditors and other users of financial statements with use-
ful comparable financial data from other countries in order
to facilitate global decision making which could influence

the efficient utilization of the world's resources.15

15gince the statement of changes in financial position
reports transactions, it is relatively unaffected by most
income measurement principles. BEven where this is not com-
pletely true, "funds" statements in the countries involved
in this study are assumed to be comparable because there is
some similarity in the accounting principles. Also, if the

accounting principles are consistently applied changes in
the firm's financial position will be reflected in the bal-
ance sheet. Therefore, even if there is some variation in
" the accounting principles, the fact that the funds statement
is derived from both the income statement and changes in the
balance sheet increases its comparability. Richard C. Da
Costa, Jacques C. Bourgeois and William M. Larson, "A Classi-
fication of International Financial Accounting Practices,"

The International Journal of Accounting (Spring 1978), pp.
73-85. _
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There are many international accounting organizations
which are seeking to improve accounting standards throughout
the world. One such organization is the International Ac-
counting Standard Committee (IASC) which was formed in 1973
with the objective of bringing harmonization to internation-
al accounting standards. The preface to statements of Inter-
national Accounting Standards states:

One of the objects of the formation of the IASC

was to harmonize as far as possible the diverse

accounting standards and accounting policies at

present in use in different countries.L6
This goal is repeated in the conclusion to the document.

It is to be expected that the quality of presenta-

tion of financial statements will be improved and

that there will be an increasing degree of uni-

formity.l7

The International Accounting Standard Committee has as
its membership professional accountants from forty-two na-
tions representing fifty-three accounting bodies. One of
the United States':representatives to the IASC, Don Hayes,

states:

Lack of consistency in the standards followed in
different countries creates a need for costly

l6american Accounting Association's Subcommittee on the
Accounting Treatment of Changing Prices of the Committee .on
Financial Accounting Standards, "Report to the International
Accounting Standards Committee," reprinted in The Accounting
Review, (Supplement to Vol. 52, 1977), p. 191.

171pid. p. 192.
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multiple record keeping by international businesses
and limits the understandability of financial state-
ments to management, employees, investors and credi-
tors. Business should also recognize that the move
toward international standards is not likely to be
reversed. Unless United States businessmen parti-

cipate actively in the process, the international

standards that evolve might not be to their liking.18

By January 1980 the IASC had. issued thirteen stan-
dards and . one exposure draft. - Other international groups
actively striving to harmonize accounting standards are the
United Nations, the Organization for'qunomic Cooperation
and Development, the European Economic Ccmmittee,vand the
International Chamber of Commerce. Also, in October 1977
the International Congress of Accountants established an
International Federation of Accountants which will address
itself to developing international standards to harmonize
other accounting areas such as auditing, management account-
ing, management information systems, professional training,
and continuing education.1?

" On January 1, 197¢% the IASC adopted International Ac-

counting Standard.No. 7 (IAS 7). The adoption of this

18ponald Hayes and Roy Nash, "Harmonizing International

Accounting Standards and Practices," Arthur Young Views (Aug.
1979), p. 4.

1%il1iam P. Cummings and William L. Rogers, "Develop-
ments in International Accounting," CPA Journal (May 1978),
pp. 15-19.
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standard introduces a statement requirement similar to APB

Opinion 19. The international recognition given to the

statement of changes in financial position by IAS 7 indi-
cates the increasing importance of the statement of changes
in financial position in other countries, which supports
this investigation into the status of the statement of

changes in financial position in the international area.

Objective of the Study

This study recognizes the need for worldwide harmoniza-
tion of accounting principles and standards. It starts with
an assumption that the statement of changes in financial
position could possibly be a catalyst in advancing such
harmonization. In order for this to happen there must be
wide understanding of all aspects of the statement of changes
in financial position on an international level. One study
alone cannot bring about that understanding; therefore, this
study carves out as its sole objective the determination of
the current state of thg art of the statement of changes in
financial position and its reporting requirements on an in-
ternational basis to the extent revealed by the material re-
ceived from the United States, Canada, United Kingdom, New

Zealand and Australia, plus peripheral observation of mater-

ial received in other languages. Limiting the objective to
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determination of the state of the art in selected countries
is not regarded as a constraintprohibiting appropriate obser-
vational comments about desirable and undesirable features,
recommendations or possible future trends of "funds" state-

ment development.

Methodology

The need for a "funds" statement promulgation to use as
a "Standard" against which the promulgations of the other
countries could be compared was satisfied by a preliminary
examination of the five countries domestic "funds" statement
promulgations. The most desirable "Standard" in terms of
scope and comprehensiveness appears to be United States APB

Opinion 19. This promulgation was the earliest domestic

"funds" statement reporting requirement to be adopted by any

of the five countries. It is possible that APB Opinion 19

could have served as the model for the development of the
other countries'"funds" statement promulgations, perhaps

even for the development of International Accounting Standard

7. Also, the fact that this study is being done in the United
States leads to the desire to compare the United States
"funds" statement promulgation with those of other countries.

Therefore, United States APB Opinion 19 was selected as the

"Standard" for comparison purposes.
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Seven salient features of the "funds" statement prepared

under APB Opinion 19 seem to capture the essential reporting

concept within the statement. Comparison of each countryts
"funds" statement promulgation is therefore primarily
limited to'the comparison of these seven features:

1. Applicability of reporting requiremehts

2. Concept of funds

3. PFunds from normal operations

4. Extraordinary items

5. Financing activities

6. Investing activities

7. Noncurrent exchanges.

Research Design

The inclusion of statistical analeis in this study was
considered and rejected. The defined objective of this
study is to determine the currant state of the art of the
"funds" statement reporting requirements in the United States,’
Canada, the United Kingdom, New Zealand and Australia. An
attempt is made to recommend a minimum model statement (re-
porting requirement) and explore the feasibility of a more
sophisticated model. The process of model formulation in-

volves many steps which include, (1) abstracting from reality

to build the model, (2) preparing predictions from the model,
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(3) comparing the results of predictions. to reality (through
empirical testing and use of statistical methods) and (4)
evaluation of the models' predictions to determine whether to
accept or reject the model. This dissertation is concerned

" with only the first step in the process involving determin-
ing the current state of the art to use in recommending a
minimum reporting requirement model and assess the feasibil-
ity of a more sophisticated model. Therefore by reason of
the stated objective, this study does not collect data which
is conducive to statistical testing.

A method uniquely suitable for verifying the accuracy

of the results of this study was available and adopted. As
the chapter containing the results of the analysis of each
countries' promulgations was completed it was forwarded to
that countries' authoritative accounting body for comment.

Comments received were considered in the final result.

Historical Research

The historical evolution of the statement of changes in
financial position in the United States is traced and the sig-
nificant factors which influenced its development are identi-
fied in Chapter II. The methodology for this phase of the re-~
search centered on énalysis of the previous studies, surveys,

reports, and publications discussed earlier in this chapter.
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Empirical Research

Before doing anything else, a study was made to deter-

mine whether or not APB Opinion 19 represents curreht prac-
tice. That.prelimiﬁary study consisted of scrutiny of the
American Institute of Certified Public Accountant's annual
survey of the accounting practices of 600 industrial firms
reported in Accqunting Trends and Techniques. No departures
from the reportihg requirements were noted.
Correspondence was sent to the American Institute of
Certified Public Accountants, the International Accounting
Standards Committee, the big eight accounting firms and
their overseas branches, and the International Center for
Accounting Researc@ in England. A survey letter seeking
relevant information on the statement‘of changes in finan-

cial position was sent to the accounting standards regula-

tion agency within each of the féllowiné countries ‘and

colonies:

1. Australia 10. England 19. Kenya

2. Bahamas 11, Finland 20. Korea

3. Belgium 12, France 21. Luxembourg

4, Bermuda 13. Hong Kong 22. Mexico

5. Bolivia 14, Ireland 23. Netherlands

6. Brazil 15. Israel 24, New Zealand

7. Canada 16. Italy 25. Nigeria

8. Denmark 17. Jamaica 26. Norway

9. Dominican 18. Japan 27. Pakistan
Republic
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28. Panama 33. South Africa 38. United States
29. Peru 34. Sweden 39. Venezuela

30. Phillippines 35. Switzerland 40. West Germany
31. Scotland 36. Taiwan

32. Singapore . 37. Trinidad & Tobago

Replies were received from the following countries:

1. Australia 7. Italy 13. Peru

2. Bahamas 8. Jamaica 14, Scotland

3. Belgium 9. Mexico 15. Sweden

4, Canada 10. Netherlands 16. Switzerland

5. England 11, New Zealand 17. United States

6. Hong Kong 1z, Pakistan 18. West Germany
Evaluation

As noted earlier, it soon became evident that a detailed
analytical comparison of seven salient features in the "funds"
statement of key English speaking countries plus peripheral
observations about the information submitted by organizations
in other countries was as much as could be effectively
handled-in a single study. At the beginning of the study it
was anticipated that two model statements could possibly be
developed.

l. A model statement embodying the minimum reporting require-
ments for a statement of changes in financial position
which should be adopted by all the countries in the im-
mediate future.

2. A sophisticated model statement designed to meet the
needs of a statement of changes in financial position

for investors and creditors.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Without unduly telescoping the conclusions, it may be
helpful to readers to know that two model statements were
not generated at the conclusion of the study. Instead, a
strong recommendation is made that all countries implement

International Accounting Standard 7 post haste and sugges-

tions are made for the improvement of APB Opinion 19.

Reasons are given as evidence is discussed throughout the

study.
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CHAPTER II

HIGHLIGHTS OF THE HISTORICAL DEVELOPMENT
OF THE UNITED STATES STATEMENT OF

CHANGES IN FINANCIAL POSITION

The history of the evolutionary development of the
United States statement of changes in financial position
is well documented in other research} therefore, it will
not be discussed in detail. However, in order to provide
an historical perspective for this study, the highlights
of the historical development of the United States' state-
ment of changes in financial position will be presented in
the following section}l

The United States' statement of changes in financial
position can be traced back to the early usage of a simple
form of "funds" statement by the railroads as early as
1863. The Missouri Pacific Railway Company appears to have
been the first company to present.a "funds" statement which
showed changes in all balance sheet accounts in its State-

ment Showing Resources and their Application during the

21
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1
Year 1893.
The first textbook to advocate the use of a statement

reporting the sources and uses of funds was written in 1908

bv William Morse Cole and entitled, Accounts, their Construc-

tion and Interpretation.2 The statement which Cole helped

popularize was one which simply classified all balance sheet
accounts as "where got" (sources) or "where gone" (uses).
He regarded the statement as useful for analyzing solvency
.changes and not as a means of providing suppleméntary infor-
mation not reportéd in the balance sheet.3

Funds statements emphasizing changes in working capital
were introduced in the 1920's primarily through the efforts

of H.A. Finney who, as the author of a leading textbook and

the editor of the "Student Department" of the Journal of

Accountancy, was able to influence current accounting thought

11.s8. Rosen and Don T. DeCoster, "'Funds' Statements:
A Historical Perspective," The Accounting Review, (January
1969), p. 125, '

2KRarl Kafer and V.K. Zimmerman, "Notes on the Evolution
of the Statement of Sources and Application of Funds," The
International Journal of Accounting .(Spring 1967), p. 91.

3Loyd C. Heath, 'Financial Reporting and the Evaluation
. of SolvepcyﬁsAccounting Research Monograph 3, (New York:
AICPA, 1978), p. 88.
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toward the adoption of a major statement which showed the
causes of changes in working capital.4

Finney's discussion of funds statement problems in
Certified Public Accountant exams influenced other textbook
authors to include more discussion of funds statements in
their textbooks and to adopt working capital as the most
acceptable funds concept.5 Meanwhile the American Account-
ing Association became engaged in research on the develop-
ment of uniform éccounting principles which, although not
directly involved with the "funds" statement, provided some .
of the conceptual framework needed for the later development
of financial reporting utilized in the "funds" statement.®

During the 1950's and 1960's a favorite issue for ac-

counting debate was the concept of funds which should be

used in preparing funds statements. Among the many views

4Earl Richard Brownlee II, "An Investigation and Analy-
sis of the Usefulness of the Statement of Changes in Finan-
cial Position to Selected Users of Corporate Financial In-
formation," (Ph.d. dissertation, Georgia State University,
1975), p. 29.

SRosen and DeCoster, "'Funds' Statements," p. 128.

6Committee to Prepare a Statement of Basic Accounting
Theory, American Accounting Association, A Statement of
Basic Accounting Theory (Evanstan, Ill: American Accounting
Association, 1966), pp. 1-71.
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debated the two most popular issues were that (1) the func-
tion of the funds statement was to report changes in solven-
cy but that a cash or near cash funds concept was more ap-
propriate than working capital, and (2) the purpose of the
funds statement was not to report changes in solvency but to
explain changes in all balance sheet accounts.7
In an attempt to identify the primary purpose of the
funds statement Perry Mason undertook what may be considered
as the first major research on the funds statement. His
study, "Cash Flow Anaiysis and the Funds Statement" was pub-
lished by the American Institute of Certified Public Account-
ants (AICPA) in 1961 as "Accounting Research Study Number 2."8
In this study Mason concluded that (1) funds should be de-
fined as purchasing or spending power resulting from extern-
al fransactions, (2) the funds statement should report all
changes in financial position, and (3) the funds statement
should be a major financial statement and included in all

corporate annual reports.9

7Loyd C. Heath, Accounting Research Monograph 3, p. 91.

8Joseph R. Oliver, "The Statement of Changes in Finan-
cial Position," The National Public Accountant (August 1972),

p. 21.

9Perry Mason, "Cash Flow Analysis and the Funds State-
ment," Accounting Research Study No. 2 (New York: American

Institute of Certified Public Accountants, 1961), p. 91.
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Following its original plan of issuing Opinions after

the Accounting Research Studies were circulated adequately
and a consensus watched for, the Accounting Principles Board

issued Opinion No. 3 (APB Opinion 3) entitled, "The State-

ment of Source and Application of Funds", in October 1963.
This was the first official pronouncement on the funds state-
ment; however, it left out many of Mason's ideas. The pro-
nouncement recommended that a funds statement be included in
corporate annual reports as supplementary information. It
avoided the issue of whether or not the funds statement
should be covered by the auditor's opinion by making the
choice optional.lo éome of the dther major provisions of

Accounting Principles Board (APB Opinion 3) are as follows:

1. The concept of funds used should be all financial re-
sources (para. 9).

2. Related items should be shown together. Significant
changes in current assets and current liabilities should
be reported separately whereas other current items may
be shown as one single amount (para. 10).

3. Increases and decreases in capital stock, noncurrent li-

abilities and noncurrent assets should be shown when they

l0patrick S. Kemp, "Reporting Changes in Financial Posi=-
tion-~Interpretation and Evaluation," The New York Certified
Public Accountant (August 1971), p. 559.
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are material (para. 12).
4. The presentation of comparative and consolidate state-
ments should conform to the basic policies set for the

other statements (para. 13).

Probably the most important contribution of APB Opinion

3 was that it recognized the need for furnishing statement
users with supplementary information concerning all the fin-
ancial resources of the firm, thereby providing a basis for

the later development of Accounting Principles Board Opinion

No. 19 (APB Opinion 19).11

In 1969 the Securities Exchange Commission issued Re-
lease No. 117, "Adoption of Article 1l1lA," an amendment to
regulation S-X. The release requires companies to submit
cash flow reports with their registration statements after
December 31, 1970. Regulation 210.11A-02 of the amendment
sets out the following requirements as the minimum informa-
tion to be included in the registration statement:

a) Sources of funds:
(1) Current operations...
(2) Sale of noncurrent assets...
(3) Issuance of debt securities or other long-term
debt...

(4) Issuance.or sale of capital stock...

b) Disposition of funds:

1loliver, "The Statement of Changes in Financial Posi-
tion," p. 22.
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(1) Purchase of noncurrent assets...

(2) Redemption or repayment of debt securities or
other long-term debt...

(3) Redemption or purchase of capital stock...

(4) Dividends...

c) Increase (decrease) in net funds or working capital...12

Current Position of United States' Statement
of Changes in Financial Position

The foregoing shows that there was a recognized need
for a funds statement to bridge the gap between the informa-
tion provided by the income statement and that shown in the
balance sheet. In response to this need the Accounting

Principles Board issued APB Opinion 19 in March 1971 to be-

come effective for accounting periods ending after September
30, 1971.

APB Opinion 19 was the second major United States pro-~

nouncement on funds statements. It superseded APB Opinion 3

and made it mandatory for all firms to present a statement
of changes in financial position as a basic financial state-
ment for all periods in which both thebalance sheetand the in-

come statement are presented. Although APB Opion 19 does mot explicitly

state that the funds statement should be covered in the independent

12Joseph R. Oliver, "The Statement of Changes in Finan-
cial Position," The National Public Accountant (August 1972),
pp. 22-23, citing Securities and Exchange Commission Account-
ing Rules (New York, New York: Commerce Clearing House, 1971),
p. 3334.
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auditor's opinion, the language used implies that it should
be covered in the auditor's opinion.13
As shown by Table I, the use of funds statements has in-

creased steadily. Their use was stimulated by APB Opinion 3,

"The Statement of Source and Application of Funds"--which en-
couraged its use but did not require its presentation. Under
this opinion there was considerable variation in form and

content. APB Opinion 19 attempted to provide more guidance

concerning format, funds concepts, terminology, and the
treatment of some types of transactions. Since its issuance
in 1971, there has apparently been full compliance with the
requirement for the presentation of the "funds" statement by
the large companies included in the AICPA survey.

Current Status of the United States'Statement of

Changes in Financial Position in Relation
to the International Standards

Increasing interdependence among nations due to the ex-
pansion of multinational corporations and the increasing im-
portance of the international capital markets has created a

need for an international agency oriented toward eliminating

13Kkemp, "Reporting Changes in Financial Position," p.
560.
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Table 1. United States' companies included in American Insti-
tute of Certified Public Accountants' annual survey
that presented a statement of changes in financial
position as part of their annual financial report.

No. of Companies Including Percent of
Funds Statements ‘Total Companies

Year (600 companies surveyed) - Surveyed

1963 271 . ‘ 45,2

1964 387 .64.5

1965 458 76.3

1966 503 “ . 83.8

1967 524 : 87.3

1968 535 89.2

1969 548 91.3

1970 573 95.5

1971 597 99.5

1972% 600 ' 100.0

1979 600 100.0

*During the years ensuing between 1972 through 1979 there was
100% presentation of a statement of changes in financial
position.

SOURCE:

American Institute of Certified Public Accountants,

Accounting Trends and Techniques, (New York: American

Institute of Certified Public Accountants, 1963-79).
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conflicting accounting standards and practices in different
countries. The International Accounting Standards Committee
(IASC) was created in 1973 to bring harmony to international
accounting standards by formulating and gaining worldwide ac-
ceptance of international accounting standards. Members of
the Committee have agreed to use their best efforts to per-
suade their_government and domestic accounting agencies to
adopt the International Standards or disclose the extent to
which the domestic standards do not comply with the Interna-
tional Standards.

The first attention given to the funds statement on an
international level waé in June 1976 when IASC issued Expo-

sure Draft 7 entitled, "Statement of Source and Application

of Funds." After approval of Exposure Draft 7, in October,

1977 the IASC issued International Accounting Standard 7

(IAS 7) entitled, "Statement of Changes in Financial Posi-
tion." IAS 7 became operative in member countries for all
companies preparing financial statements covering reporting
periods ending on or after January 1, 1979.

IASC has no disciplinary power to enforce its standards
on member countries. Some countries already have standards
established'by legislation or by local professional account-

ing reqgulatory bodies and these standards will continue to
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apply until they are modified by the agencies within that
country. Although standards of the IASC do not override the
local country's standards, the International Standards are
binding on the auditors within the member countries who must
refer to the extent of non-compliance within the audit re-
port.

In the United States the American Institute of Certi-
fied Public Accountants as a member of the IASC has agreed
to work toward adoption of the International Standards; how-
ever, the International Standards are not ;utomatically
adopted.l4 The portions of the International Standards that
require accounting practices which are not required in the
United States are pointed out to the Financial Accounting
Standards Board (FASB) by the American Institute of Certi-
fied Public Accountants. The differences are considered by
the FASB whenever the areas in which the differences exist

are reconsidered.15

Concluding Comment

The foregoing review of highlights in the historical

l4The reporting requirements under APB Opinion 19 satis-

fy the reporting requirements set out in IAS 7; however, IAS
7 has not yet been adopted in the United States.

151etter from Mr. Paul Rosenfield, Director of Account-
ing Standards, American Institute of Certified Public Account-
ants (February 8, 1980). )
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development of statements of changes in financial position
should provide adequate perspective for interpretation of
the analyses in the next section of this dissertation. These
analyses start with examination of funds reporting require-
ments in the United States in the next chapter. A separate
chapter is then devoted to a comparison of the reporting
standards in Canada, United Kingdom, New Zealand, and
Australia. In each instance, the funds statement reporting
requirements are compared with those set forth in APB Opin-
ion 19.16

The following chapters are heavily just a reporting of
findings with analysis and detailed comparison being deferred
to the last part of the dissertation. However, in order to
help the r;ader build perspective and maintain intérest as

each chapter is read, interpretive comments that draw on

analytical material are inserted at strategic points.

l6This study assumes that funds statement reporting re-
quirements in the countries involved in this study are com-
parable for the following reasons: (1) the historical devel-
opment of the accounting profession in the United States and
in the United Kingdom has had an influence upon the develop-
ment of accounting principles in the countries involved in
this study, which accounts for the similarity of accounting
principles in these countries, and (2) the funds statement
is derived from changes reflected in the balance sheet, and
assumes that where accounting principles are consistently
applied the changes in financial position will be reported
in the funds statement even though there may be some differ-
ences in the accounting principles.
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CHAPTER III

UNITED STATES' STATEMENT OF CHANGES

IN FINANCIAL POSITION

Accounting Principles Board Opinion 19 (APB Opinion 19)

was issued in 1971.1 1t supersedes Accounting Principles

Board Opinion 3 which was issued in 1963. Pérhaps the most

significant provision of APB Opinion .19 is _ that since its

issuance in 1971 a statement of changes in financial posi-
tion must be presented as a basic financial report for each
period in which both a balance sheet and an income statement

are presented. Although APB Opinion 19 does not explicitly

state that the statement of changes in financial position is
to be covered by the auditor's opinion the language used in

APB Opinion 19 implies that the statement should be covered

by the auditor's opinion. The reporting requirements set

out in APB Opinion 19 satisfy the requirements of Interna-

tional Accounting Standard 7; however, the International

Standard has not been implemented in the United States.

lthe major focus of this chapter is on the analysis of
the reporting requirements of United States' Accounting
Principles Board Opinion 19 (AICPA, 1971), para. 1-15.

33
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Objectives of United States' Statement of
Changes in Financial Position

The statement of changes in financial position is in-
tended as a complementary statement designed to provide in-
formation either not provided by the other financial state-
ments or provided by them only indirectly. It utilizes the
inflows and outflows of resources in reporting-how the ac-
tivities of an enterprise have been financed and how its
financial reéources have been used during the‘period covered
by the statement.

Most of the articles on the statement of changes in
financial position can be summarized as identifying the ob-
jectives of the statement as follows:

l. To provide information on all of an enterprise's financ-
ing and investing activities

2. To report the extent to which the entity has generated
funds from operations or received funds from other
sources

3. To report on the use or application of funds during the
period

4., To report all other changes in financial position during
the period

5. To provide a link between the income statement and

balance sheet.
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Taking a cue from the format used in many promulgations,
including that used by the Accounting Principles Board in

Opinion 19, an interpretive overview of some of the more

salient features of APB Opinion 19 precedes the detailed

factual analysis of the seven major provisiens of APB Opinion

19 in the remainder of this chapter.

Overview of the Form and Content of
the United States' Statement of
Changes in Financial Position
Under APB Opinion 19

A dominent feature‘of the United States promulgations
on the statement of changes in financial position.is the
considerable flexibility in form, terminology, and content
provided. Although this feature is less pronounced in some
of the other countries it is one of the characteristics which
the United States "funds" statement promulgations have in

common with the requirements of the other countries.

Responsibility Constraint
Flexibility in form, content and terminology carries a
heavy reporting responsibility in the United States. The
Aécounting Principles Board (APB) places the burden directly
on the issuer by emphasizing that "each entity should adopt
the presentation that is most informative in the circum-

stances" (para. 9). That the Board is serious about this

responsibility is unmistakable. The sentence preceding the
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above quotation starts with these words: "For example, a

working capital format is not relevant to an entity that..."

Guides
Flexibility is not unlimited even within the responsi-
bility constraint. Certain guidelines are expected to be
met. Only "provided that these guides are met" can the

statement take "whatever form gives the most useful portray-

al..." (first sentence of para. 1l).

Concept of Funds

Four concepts are mentioned approvingly by the Board in

Opinion 19: cash, cash and temporary investments combined,

all quick assets, and working capital, but only working capi-
tal and cash or its equivalent are given more than passing
note (para. ll). Strict interpretation might not allow use
of such concepts as net moneﬁary assets or "cash after ac-
counts are collected and bills paid," an informal concept
not too different from net quick assets and close to the
public conception of cash £low.?2

The important thing is that a specific concept must be

2Informal conversation with R. H. Raymond, Professor
of Accounting, University of Nebraska, July 1980.

¢
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selected and it should be the one which is most informative
in the circumstances (para. 9). All captions and explana-
tions muét employ terminology consistent with the funds con-
cept selected. If the cash definition is selected the appro-
priate caption for funds generated from operation of the
business is "cash provided from opgrations for the period"
(para. 15 emph. added). But, if the working capital defini-
tion is selected, the appropriate caption becomes "working
capital provided by operations for the petiod“ (para. 15
emph. added). Neither of the generic terms "funds" nor "re-
sources" are appropriate for use in this caption.

Perhaps the most onerous provision in the entire opin-
ion is the one restricting use of the cash concept of funds
to situations in which "all non-cash items have been appro-
priately adjusted" (para. 15). This means that the increase
or decrease in each current asset and each current liability
must be reported in the body of the statement whenever 'the
cash concept is used. Small wonder that the working capital
concept is the one commonly used in practice in the United
States notwithstanding widespread use of an intermediate

cash flow concept in financial circles.

All Financial Resources

Irrespective of which concept of funds is selected the
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APB included a firm requirement in Opinion 19 that the fin-

ancial aspects of all significant transactions are to be
reported in the statement of changes in financial position
(para. 8). This means that some transactions that did not
actually affect cash or working capital must be reported in
the statement. Examples include acquisitions of property
by issuance of securities, acquisition of property in ex-
change for other property, and conversions of long-term debf
or preferred stock to common stock (para. 8). One way of
accomplishing this is to include within the statement of
changes in financial position a section entitled, "Financial
transactions not affecting working capital" in both the pro-
visions and the applications section. Dollar amounts must

obviously be the same in each of these sections.

Separate Effects

The effect of significant transactions cannot be com-
bined or netted. It would be difficult to explain this
guide more succinctly than is done in the opinion itself:

The effects of other financing and investing
activities should be ‘individually disclosed. For
example, both outlays for acquisitions and pro-
ceeds from retirements of property should be re-
ported; both long-term borrowings and repayments
of long-term debt should be reported; and outlays
for purchases of consolidated subsidiaries should
be summarized in the consolidated Statement by
major categories of assets obtained and obliga-
tions assumed. Related items should be shown in
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proximity when the result contributes to the clar-
ity of the Statement. Individual immaterial items
may be combined (para. 13).

Operations

Working capital, or cash provided from (or used in)
operations for the period is to be prominently displafed in
a way that ties in with the income statement. Three fea-
tures need to be highlighted for later reference.

1. The starting point is income before extra-ordinary
items, not net income
2. Two choices of general format are available:

a) Begin with income before extraordinary items and
eliminate items recognized in determining that in-
come which did not use or provide working capital
(or cash if that concept is used) during the period

b) Begin with total revenue that provided working capi-
tal (or cash if that concept is used) during the
period and deduct operating costs.énd expenses that
required the outlay of working capital or cash dur-
ing the period (para. 10)

Both formats give the same result but the former
is shorter and almost universally used. One wonders,
however, whether or not less misunderstanding might

have resulted over the years if only the latter had
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been recommended.
3. Extra-ordinary items are to be reported separately and,
of course, require the same kind of adjustments as does

operating income.

Detail of Changes in Composition of Working Capital

At the time APB Opinion 19 was issued, many comments
centered on the provision that, irrespective of the concept
of funds employed, the increase or decrease in each current
asset and current liability should be displayed (para. 12).
This display can be part of the statement itself or can be
in a separate schedule attached to the statement. The lat-
ter is easy to do when the working capital concept is used
and only oné period's activities are included. A four-col-
umn format is common; such as shown in Figure 1.

When two or more pericds are included it is impossible
to show the beginning and ending balances in this schedule
so only increases and decreases are ordinarily included. It
is a simple matter for the reader to refer to the statement
itself if the beginning and ending balance for the latest
year are needed. When a cash concept is used the changes in
the individual working capital items must obviously be in-

cluded in thé body of the statement (para. l1l2a).
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Figure 1. Example of a schedule of working capital changes
to include with the statement of changes in fin-
ancial position to satisfy the reporting standards
set out in United States APB Opinion 19.

Beginning Ending Working Capital
Balance Balance Increase Decrease
Current Assets
Cash $000 $000 $000 $000
Total Current
Assets $000 $000
Current Liabilities
Accounts Payable $000 $000 $000 $000
Total Current
Liabilities $000 $000
Working Capital $000 $000
$000 $000
Net Increase in Working Capital - $000
$000 $000

————

Items to be Disclosed Separately

Several items, which might or might not be covered by

the preceding guides, are identified by the Board as items
clearly needing separate disclosure in the statement of
changes in financial position prepared in conformance with

APB Opinion 19. Briefly they are:

1. Purchase of long-term assets (items must be separately

identified such as property, investments, and intangibles)
2. Proceeds from the sale of long-~term assets (also any

working capital or cash provided by the sale),
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- separately identified as property, investments and in-
tangibles
3. Conversion of long-term debt or preferred stock into
common stock‘
4. Issuance, redemption, assumption or repayment of long-
term debt
5. Purchase, issuance or éssumption of capital stock for .
cash or other non-cash assets
6. The distribution of cash dividends or other distribu-
tions to stock holders (except stock dividends or stock

splits) (para. 14).

APB Opinion 19 does not include a sample statement;

however, the requirements for a statement of changes in fin-
ancial position is satisfied by the following statement

shown in Figure 2 which was taken from a popular intermediate
acéounting textbook.

A few features presented in Figure 2 deserve special
attention because contrasts will be drawn when the state-
ments of other countries are analyzed.

l. Working capital provided by (or used in) operations can
be traced into the income statement

2. Everything in the statement makes it clear that the work-

ing capital concept is being followed
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Figure 2. A textbook illustration of the statement of
changes in financial position which meets the
reporting requirements of Unlted States APB
Opinion 19.

Hanes Corporation
STATEMENT OF CHANGES IN FINANCIAL POSITION
For the Year Ended December 31, 1981

Resources provided by

Operations: ‘
Income before extraordinary item $109,000
Add (or deduct) items not afiacting working capital
Equity in earnings of Porter Co. $(3,500)
Loss on sale of equipment 1,500
Depreciation expense « 14,600
Amortization of goodwill 2,400
Deferred income taxes 3,000
Amortization of bond premium (1,000} 17,000
Working capital provided by operations, exclusive of extraordinary item 126,000
Extraordinary item—Condemnation of land, including extraordinary gain
* of $8,000 (net of $2,500 tax) 18,500
Issuance of note payable to purchase land 60,000
Sale of equipment ’ 4,000
Sale of common stock _ 144,009
Total resources provided , 352,500
Resources applied to .
Cash dividends : 6.000
Purchase of 1and through issuance of note payable * 60,000
Purchase of equipment §3,000
Major repairs of equipment 11,000
Purchase of treasury stock . 17,000
. Total resources applied _147,000
' Increase in working capital : $205.,500
Hanes Corporation '
SCHEDULE OF WORKING CAPITAL CHANGES
For the Year Ended 1981
_ Working Capital Change
Currant Assets . Increase Decrease
Decrease in cash ' $ 7,000
Increase in accounts receivable (net) $ 53,000
Increase in inventories 152,000
Decrease in prepaid expenses " 500

Current Liabilities

Increasa in accounts payable 1,000
Increase in accrued liabilities 2,500
Increase in dividends payable 1,500
Decrease in income taxes payable : 13,000

Totals 218,000 12,500
Increase in working capital . 205,500

$218,000 $218,000

SOURCE: D. Kieso and J. Weygandt, Intermediate Accounting
(New York: John Wiley and Sons, 1980), p. 1071.
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3. Expenses which affected the reported net income but did
not involve a flow of working capital are separately
_identified and added bkack to arrive at the working capi-
tal proﬁided by operations figure
4. - Any non-operating transactions which provided working
capital are separately presented
5. Iransactions which involved the use of working capital
are separately reported
6. Increase (or decrease) in wprking capital is separately
reported along with a working capital schedule which
presents the movement in individual working capital
items
7. Figure 2 does not show financing or investing activities
not affecting working capital; however, if there are any
financing or investing activities not affecting working
capital they should be presented in a separate section of

the statement entitled, "Financial transactions not af-

fecting working capital."

The foregoing overview of the United States statement of

changes in financial position under APB Opinion 19 should

form a sufficient base for the analytical comparisons with
the statement of changes in financial position of certain
other countries in later chapters of this dissertation. The

full Opinion is reproduced in Appendix A to be referred to
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when specifics are required.

Seven Points of Comparison with Promulgations
in Effect in Four Other Countries

Some provisions of APB Opinion 19 seem so self evident

as to not warrant analytical attention. However, after sev-
eral months of study of the provisions in many countries, it

appears that seven features of APB Opinion 19 seem to cap-

ture the essence of the idea of a statement of changes in
financial position. These are the provisions that would im-
pact on the usefulness of the statement if not followed or
if implemented in a different way. They are, accordingly,
adopted as the base for analytical comparison in the re-
mainder of this dissertation.

Each of the seven provisions are discussed briefly in
the following paragraphs even though they have been men-
tioned generally earlier in this chapter. This is done so

as to state them in a format permitting ready comparison.

Applicability of Reporting Requirements

APB Opinion 19 requires that the statement of changes

in financial position be prepared as part of .the financial
reports for each period that both the balance sheet and the

income statement are presented (para. 7).
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Concept of Funds

APB Opinion 19 indicates that the statement of changes

in financial position should be based on a broad ccncept em-
bracing all changes in financial position (para. 8). Funds
should be expressed, "in terms of cash, of cash and temporary
investments combined, oanll quick assets or of working capital"

(para. 11).

Funds from Normal Operations

APB Opinion 19 sets the following three basic require-

ments:

1. Working capital or cash provided from or used in oper-
ations should be clearly disclosed (para 10).

2. The statement should start with an income statement
figure and adjust for items which did not use or pro-
vide cash or working capital during the period (para.
10). A seldom used alternative, also focusing on in-
conme étatement items, is also approved.3

3. The results from operations figure should be reported

separately from extraordinary items (para. 10).

3an alternative procedure which gives the same result
starts with revenue which provides working capital during
the period and then deducts operating costs and expenses
which required the use of working capital.
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Extraordinary Items

APB Opinion 19 sets the following two requirements for

extraordinary items:

1. Working capital or cash provided or used by extraordin-
ary items should be shown immediately following funds
from normal operations (para. 10).

2. Extraordinary income or loss should be adjusted for
items which did not use or provide cash or working

capital during the period (para. 10).

Financing Activities

Although the APB in Opinien 19 recognizes that some transac-
tions such as the issuing of equity securities to acquire a
building involve both a financing and investing activity,
the term, "financing activity" is not explicitly defined.
The meaning of the term "financing activity" may be inferred
from the context of its usage within the Opinion. For pur-
pose of this study "financing activities" are defined as
transactions which affect the firm's long-term capital struc-
ture. Financing activities include the issuance, redemption
or repayment of debt, reacquisition of preferred or common
stock, the conversion of long-term debt into equity; and
other non=-current exchanges (para. 13 and 14).

APB Opinion 19 states, "to meet its objectives a funds
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statement should disclose separately the financing and in-
vesting aspects of all significant transactions that affect

financial position during a period" (para. 6).

Investing Activities

Although APB Opinion 19 does not explicitly define the

term "investing activity" the meaning of the term may be in-
ferred from its usage within the Opinion. For purpose of
this study the term "investing activity" is defined as:out-
lays for the acquisition of long-term assets which can be
classified as investments, property and intangibles. Also
considered as an "investing activity" for pqrpbse of this
study are any outlays for the.purchase of consolidated sub-
sidiaries (para. 13 and 14).

APB Opinion 19 sets forth the following requirements for

investment activities:

1. The purchase or sale of long-term assets are to be separ-
ately identified by category kinvestments, property, and
intangibles. Sources and uses should not be netted
against each other nor should major categories of non-
current assets be combined (para. 14).

2. Outlays of funds for the acgquisition of consolidated sub-
sidiaries should be summarized by major categories of

assets and obligations assumed (para. 13).
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Noncurrent Exchanges

APB Opinion 19 sets forth the requirement that all fin-

ancing and investing transactions which significantly affect
the financial position of the firm be separately disclosed.

These transactions include acquisition or disposal of proper-
ty in exchange for equity securities and conversion of long-

term debt or preferred stock to common stock (para. l4c).

Interpretive Comment

If it did nothing else, APB Opinion 19 made inclusion of

a statement of changes in financial position mandatory when-
-ever both an income statement and balance sheet are pre-
sented. Since balance sheets are not infrequently submitted
alone but income statements alone are rare, the real effect
is that a statement of changes in financial position must
accompany income statements. ' Not the least of the contribu-
tions made by the statement is to serve as a reminder to
users that measured income is something quite different from
funds flow.

Not everyone is at ease with such promulgations as APB

Opinion 19. Beyond the general guides that must be met,

heavy responsibility is placed on the shoulder of the firm

to select a concept of funds and a format that are appropri-
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ate. Thefe are few specific requirements and that is frus-
trating to some preparers and users of the statement. Cer-
tain practices eventually seem to surface but there is always
a danger that they could represent a least common denomina-
tor. On the other hand, this kind of opinion leaves open
the door for experimentation with potential improvements and
makes it relatively easy to concurrently comply with other
promulgatiops such as the International Standard on the
topic (International Accounting Standard No. 7).

The approach of APB Opinion 19 is flexible. However,

at this point in the research some specific guidelines would
have been more than welcomed if they could have been in-
cluded without destroying the over-all approach. Especially
helpful would have been some criteria for determining
materiality, handling refinancing, types of noncurrent ex-
changes that ought to be included, and the amount of netting
possible without violating the general guideline. Clarifica-
tion of technical terms such as "immaterial items," "finan-
cial position," "financing and investing activities,” and
"expenses not reguiring an outlay of working capital,"

would have been helpful.
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As indicated in the introductory chapter, the next
four chapters are devoted respectively to a comparison of

the seven salient features of APB Opinion 19 with the

promulgations in Canada, Great Britain, New Zealand and
Australia. At the conclusion of this analysis of APB

Opinion 19, the researcher still expected to derive two

prototype statements at the conclusion of the disserta-
tion--one being a minimally acceptable statement and one

a more sophisticated model statement.
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CHAPTER IV

CANADA'S STATEMENT OF CHANGES IN

FINANCIAL POSITION

Accountants in Canada and the United States have for
many Years prepared statements of source and application of
funds for management's internal use. As the usefulness of
this report became more widely recognized this type of data
gradually became incorporated into many of the larger corpor-
ations annual reports to stockholders. Finally provisions
for the statement were included in the Canadian Institute of
Chartered Accountants' Handbook. This chapter is devoted to
an analysis of the Handbook provisigns and a comparison with

the seven salient features of our Accounting Principles Board

Opinion 19 (APB Opinion 19) that were identified in Chapter -

ITI.

In December 1968 the Accounting Research Committee of
the Canadian Institute of Chartered Accountants first empha-
sized the importance of a statement of source and application
of funds by introducing the following statement into their
Handbook:

In view of the usefulness of the information pro-
vided by the statement of source and application

52.
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of funds the inclusion of such a statement in the
annual report is desirable (emph. added).l

As shown in Table II, a survey by the Canadian Insti-
tute of Chartered Accountants of 325 companies shows that by
1970 an increasing number of firms were presenting state-
ments of source and application of funds.

TABLE II. Canadian companies included in the Canadian Insti-
tute of Chartered Accountants survey that pre-

sented a statement of source and application of
funds as part of their annual financial report.

No. of Companies Including Percent of
Funds Statements Total Companies
Fiscal Year (325 Companies Surveyed) Surveyed
1967 297 91
1968 312 96
1969 317 98
1970 319 98

SOURCE: Financial Reporting in Canada, (Toronto; Canadian
Institute of Chartered Accountants, 1971), p. 163.

The results of a similar survey for the most recent
years are included in this chapter later when developments
since 1970 are discussed.

In August 1974 the Accounting Research Committee of the

lcanadian Institute of Chartered Accountants, Handbook,
Section 1540, 1968, para. .01, quoted in Financial Reporting
in Canada, (Toronto: Canadian Institute of Certified Public
Accountants, 1971), p. 162.
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Canadian Institute of Chartered Accountants issued a new Sec-
tion 1540 for their Handbook, effective for fiscal years com-
mencing on and after September 1, 1974, with a title corres-

ponding to that recommended in APB Opinion 19, "Statement of

Changes in Financial Position." This section replaced the
old Section 1540 entitled, "Statement of Source and Applica-
tion of Funds," and expanded the scope of the funds statement
to include items involving financing and investing activities.
Although the new Section 1540 still did not require.the pre-
paration of a funds statement as part of the annual financial
report, it did indicate that the funds statement is consi--«
dered a basic financial statement. The specific wording was:

Financial statements normally include the balance

sheet, income statement, statement of retained

earnings and statement of changes in financial
position.2

Current Position of Canada's Statement
of Changes in Financial Position

At present Canadian companies are not required to pro-
vidé a statement of changes in financial position to satisfy

promulgations of the Institute; however, unlike the United

_ 2canadian Institute of Chartered Accountants, Handbook,
Section 1500, para. .03, August 1974, quoted in Financial
Reporting in Canada (Toronto, :Canadian Institute of -
Certified Public Accountants, 1975), p. 196.
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States, Canada has a Companies Act and it includes account-
ing requirements that must be satisfied. Canadian companies
have to provide a funds statement to conform with the require-
ments of Section 46(1) of the Act which states that:
The financial statements referred to in Section 149
of the Act shall include at least
(a) a balance sheet
(b) a statement of retained earnings

(c) an income statement; and
(d) a statement of changes in financial position

Section 46(2) of the Act allows for other titles for
these statements: "Financial statements need not be desig-
nated by the names set out in paragraphs 1(a) to (d).“3

The Canada Business Corporations Act provisions are not

the only requirements that must be met. Securities commis-
sions w;thin the provinces generally require companies
listed on Canadian stock exchanges to file statements of
changes in financial position as part of their annual finan-
cial reporting requirements. There are, however, limitea
provisions for exemption from filing the statement under
some of the province statutes. A continuation of the study
summarized in Table II shows that beginning shortly before

the 1974 revision of the Handbook, 100 percent of the 325

3canada Business Corporation Act, of 1975, quoted in
comments received from D. J. Moore, Senior Research Manager
Canadian Institute of Chartered Accountants, March 31, 1980.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



56
companies surveyed have been including a statement of changes
in financial position in their annual reports. Table III
documents Ehis.

TABLE III. Canadian companies included in the Canadian
Institute of Chartered Accountants' survey that

presented a statement of changes in financial
position as part of their annual financial re-

port.
No. of Companies Including Percent of
Funds Statements , Total Companies

Fiscal Year (325 Companies Surveyed) Surveyed
1971 323 99
1972 324 100.
1973 324 100
1974 324 100
1975 324 100
1976 324 100
1977 324 100
1978 324 100

SOURCE: Financial Reporting in Canada (Toronto, Canadian
Institute of Chartered Accountants, 1979), p. 163.

Current Status of Canada's Statement of Changes
in Financial Position in Relation to
the International Standards

Canada is a member of the International Accounting
Standards Committee (IASC) and is represented on the Com-
mittee by its professional accounting body, the Canadian
Institute of Chartered Accountants (CICA). Members of the
IASC have agreed to support the standards promulgated by the

Committee and to use their best efforts to secure their
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general acceptance and observation.?
The following procedures were established by the CICA
to be followed when an International Accounting Standard is
issued:
1. The standard is compared with present Canadian practice
2. Issued standards are listed in the CICA Handbook along
with an indication as to whether or not there are any
significant differences between the International Stan-
dard and Canadian practice
3. If there are significant differences:

a) The Handbook will be modified to incorporate the
International Standard unless there is fundamental
disagreement between the position taken by the IASC
and the Accounting Research Committee or there are
particular Canadian circumstances which réquire a
different position

b) Until the Accounting Research Committee issues a new
or revised Handbook the existing Canadian practice

prevails.5

4porothy Cooper, "Nine Countries Launch International’
Standards," CA Magazine, September 1973, p. 15.

SInternational Accounting Standards, CICA Handbook
Section 1501 (Toronto: Canadian Institute of Chartered
Accountants, 1979), para. .03.
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International Accounting Standard 7 (IAS7) entitled,

"Statement of Changes in Financial Position," was issued by
the IASC in October 1977 and is analyzed in detail in Chap-
ter IX. It provides that all companies preparing financial
reports cévering periods ending on or after January 1, 1979
should present a statement of changes in financial position
as an integral part of their financial statements for each
period in which an income statement is presented.

The CICA Handbook Section on "International Accounting
Standards," refers to IAS7 and states that, "Adherence to
Canadian practice will ensure compliance with this Inter-
national Standard."® Even though the requirement for pres-
entation of the statement is tied to presentation of an in-
come statement the practical effect is essentially the same
as the United States' requirement which is tied to the pre-
sentation of both a balance sheet and an income stgtement,
for the reasons pointed out in Chapter III.

In summary, there currently is no domestic professional
accounting promulgation which absolutely requires all
Canadian companies to include a statement of changes in
financial position in their 'financial reports; however, public
companies must present a statement of changes in financial

position to satisfy the requirements of the Canada

6Ibid., para. .06.
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Business Corporations Act. Also companies listed on Canadian

stock exchanges must present a statement of changes in finan-
cial position as a part of their annual reporting require-
ments.

Objectives of Canada's Statement of Changes

in Financial Position as Recommended by
Handbook Section 1540

In common with the overall objectives of the United
States' statement of changes in financial position the Ac-
counting Research Committee of the CICA regards the objec~
tives of Canada's statement of changes in financial position
as one of providing information not provided by the other
statements concerning how a firm's activities were financed
and how its financial resources were used during the period.
It does this by showing the following:

1. The sources used to finance the £irm's activities, includ-
ing the amount of funds generated by operations.
2. How the financial resources were utilized during the
period.
3, Thg effect of these activities on enterprise funds (para.
1540.0).
Form and Content of Canada's Statement of Changes

in Financial Position as Recommended by
Handbook Section 1540

Just as did the Accounting Principles Board in the United
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States, the Canadian Institute of Chartered Accountants'
Accounting Research Committee left wide room for flexibility,
form, content, and terminology in the statement of changes
in financial position. They simply indicate that the form
of the statement should be one which discloses the firm's
financing and investing activities in an informative and
appropriate manner.

In contrast with APB Opinion 19 which allows free choice

of concept of funds to use, the Canadian statement indicates
that the appropriate definition for funds varies according to
the nature of the enterprise. Where current assets and 1li-
abilities are segregated in the balance sheet, the term
"funds" refers to working capital. Where working capital is
not considered appropriate or current assets and current
liabilities are not segregated, the term "funds" refers to
cash and cash equivalents or cash, cash equivalents, and
other assets less liabilities which are current resources.
Rather than emphasizing wording within the statement to
leave no doubt as to the definition of funds being used, as
did the APB, the Canadians simply require that‘the concept
of funds used be disclosed within the statement or in a note
to the statement (para. 1540,07-.13).

The Canadian provisions reflect awareness of misinter-
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pretation that is common under the United States' method of
presenting funds provided by operations. Both Canada and the
United States recommend that the funds statement show funds
from operations as a single figure; however, the United
States' recommendation that is most widely used provides for
reportipg income or loss before extraordinary items and then
adjusting for those items which did not involve working capi-
tal or cash during the period. Canada recommends that funds
provided from or used in operations be presented as a single
amount without showing any adjustment for those items which'
did not use or provide funds during the period because, "...
a user of financial statements might regard the reconciling
items as sources or application of funds..." (para. 1540.31).
However, Canada does allow the presentation of items which
did not use or provide funds if there is a desire to show a
link between income before extraordinary items and funds
from operations. If this option is followed, then the pre-
sentation of funds from operations would bé the same in both
Canada and the United States (para. 1540.31).

The Canadian statement of changes in financial position
is expected to also explicitly disclose the follcowing items:
1. Fund; provided from or used in operations of the period

2. Outlays for the purchase of non-fund assets
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3. Proceeds from the sale of non-fund assets
4. Conversion of non-fund debt to preferred or common stock
5. Issuance, assumption, reduction and redempt;on of non-
fund debt
6. Issuance, repurchase or redemption of capital stock
7. Dividends paid in cash or kind to stockholders
8. Dividends paid by subsidiaries to minority interests
9. Increase or decrease in funds (1540.16).

When acquiring a subsidiary which is to be consolidated,
the statement of changes in financial position should show
the increase or decrease in consolidated funds resulting
from the acquisition. The assigned cost of the non-fund
assets and non-fund liabilities should be disclosed and
grouped in the statement or in a note to the statement (para.
1540.35).

The Accounting Research Committee of the Canadian Insti-
tute of Chartered Accountants did not provide an example of
a statement of changes in financial position in their Hand-
book because they wanted to avoid the possibility that the
example might be interpreted as implying that only the form
of statement shown would be appfopriate. However, rather
than relying on a textbook example or surveying company annu-

al reports, as must be done by United States' accountants,
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the Canadian Chartered Accountaﬁts have been given unofficial
guidance with examples which presumably satisfy the reporting
requirements for Canada's statement of changes in financial
position. One such example from the annual book, "Financial
Reporting in Canada," is shown in Figure 3.

Figure 3: An example of a statement of changes in financial
position which meets the reporting standards set out in
Canada's CICA Handbook Section 1540.00.

WESTINGHOUSE CANADA LID.

Consclidated Statemnent of Changes in Financial Posiﬁon ‘

Years Endad December 31
(expressed in thousands)

1976 1975

Source of funds:
Operations —
Net income before extraordinary item ... ....cvvvveinanns. S 13,831 $ 15,703
Depreciation ............... e rieseisrietsiesesiaranes 5,239 5,339
Deferred income taxes .....o.vvevvierioercsisssesonsens 1,237 359
Funds provided from operations ............ccvveveninnsnns 20,307 21,401
Decrease in other assets and investments .......cveeeeeencens 326 1,613
Proceeds from the issue of common shares .........vceeveen. 205 177
) 20,838 23.191
Use of funds:
Plant and equipment additions .............cceiiniennnien. 7.747 6,516
Less net book value of disposals ................. Teeaines 235 593
7,512 5,923
Extraordinary ftem . ..oovniiien i i it iaiaes 3.360 .
Dividends paid ..ooovvviiiiiiiiiiii i e, 2,678 1.331
Sinking fund requirements on long termdebt. .............Lll 667 667
14.217 7.921
Increase in working capucal ... ol feeeeneea. 6.621 15.270
Working capital beginming of year ............oiiiiiiiieninan 94.208 78.938
Working capital end of year ............cvitiiiiiiiviane.. 3100829 - S 94,208

SOURCE: Financial Reporting in Canada, 12 ed., Toronto:
CICA, 1977, p. 226.
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The fcregoing overview of the Canadian statement of
changes in financial position should give most readers of
this dissertation sufficient data to enable them to under-
stand and evaluate the comparative analyses that comprise
the heart of the research. However, occasional reference
to certain specific features is made; therefore, the entire
official recommendations for the presentation of Canada's
statement of changes in financial position as set out in
the CICA Handbook Section 1540 is reproduéed in Appendix B.
Comparison of Canada's Statement of Changes in Financial

Position with the United States' Statement of
Changes in Financial Position

The seven salient provisions of APB Opinion 19 are com-

pared with the correspondipg recommendations of the Canadian
Institute of Chartered Accountants' Accounting Research Com-
mittee as set out in Section 1540 of their Handbook in this
section. Those provisions deal with: (1) applicability of
reporting requirements, (2) concept of funds, (3) funds from
normal operations, (4) extraordinary items, (5) financing ac-

tivities, (6) investing activities, and (7) noncurrent ex-

changes. Comments about APB Opinion 19 are identical to the
comments in the chapter on the United States but are repeated

here for the convenience of the reader.
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Applicability of Reporting Requirements

United States

APB Opinicn 19 requires that the statement of changes in

financial position be prepared as part of the financial re-
ports for each period that‘both the balance sheet and the in-
come statement are presented (para. 7).
Canada

The position of fhe Canadian Institute of Charte:ed
Accountants' Accounting Research Committee as reflected in
the Canadian Institute of Chartered Accountants' Handbook is
that inclusion of the statement of changes in financial posi-
tion is highly aesirable and required by most regulatory
authorities, but it is not required by prumulgation of the

Canadian Institute of Chartered Accountants (para. 1540.01).

Concept of Funds

United States

APB Opinion 19 indicates that the statement of changes

in financial position should be based on a broad concept em-
bracing all changes in financial position (para. 8). Funds
should be expressed "in terms of cash, cash and temporary in-
vestments combined, of all guick assets or of working :..capital"

(para. 11).
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Canada
The recommendations set out in Section 1540 of the

Canadian Institute of Chartered Accountants' Handbook shows
that the statement of changes in financial position should
embrace all the financing and investing.activities of the
enterprise (para. 1540.05). Funds may be expressed in terms
of working capital, cash and cash equivalents, or cash, cash
equivalents, and other assets less liabilities considered ¢

current resources but constraints are placed on selection of

some of these in certain circumstances (para. 1540.07-.13).

Funds from Normal Operations

United States

APB Opinion 19 sets forth the following three basic re-

quirements:

1. Working capital or cash provided from or used in opera-
tions should be clearly disclosed (para. 10).

2. The statement should begin with income or loss before
extraordinary items and adjust for items which did not
use or provide cash or working capital during the

period. An optional method is also allowed.’

7an alternative method which provides the same results
is to begin with revenues that provide funds during the
period and deduct costs and expenses that required the use
of funds.
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3. The results from operations figure should be reported
separately from the influence of extraordinary items
(para. 10).

Canada

The Accounting Research Committee sets out the following
recommendations in the Canadian Institute of Chartered Ac-
countants' Handbook:

1. The statement of changes in financial position should
present funds provided from or used in operations as a
separate item in the statement (para. 1540.21)

2. The reported figure should exclude extraordinary items
(para. 1540.22). It may be shown as a single figure
within the statement, or the funds from operations may
be shown to reconcile with income before extraordinary
iteﬁs by presenting the items which did not use or pro-
vide funds as one net reconciling amount or in detail
either within the statement, in.a separate tabulation,
or in a note attached to the statement (para. 1540.31).

3. Gains or losses on the sale of fixed assets, the retire-
ment of long-term debt or the settlement of non-fund
liabilities, should be eliminated from the funds from

operations figure (para. 1540.26).
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Extraordinary Items

United States

APB Opinion 19 sets the following two requirements for

the treatment of extraordinary items in the statement:

l. Working capital or cash provided or used by extraordin-
ary items should be shown immediately following funds
from normal operations (para. 10).

2. Extraordinary income or loss should be adjusted for
items which did not use or provide cash or working
capital during the period (para. 10).

Canada

Extraordinary items should be excluded from funds from

operations and shown separately (para. 1540.21).

Financing Activities

Although the Accounting Principles Board in Opinion 19
recognizes that some transactions such as the issuing of
equity securities to acquire a building involve both a finan-
cing and investing activity, the term, "financing activ;ty"
is not explicitly defined. The meaning of the term "financ-
ing activity" may be inferred from the context of its usage
within the Opinion. For purpose of this study "financing

activities" are defined as transactions which affect the

firm's long-term capital structure. Financing activities
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include the issuance, redemption or repayment of debt, re-
acquisition of preferred or common stock, the conversion of
long-term debt into equity; and other non-current exchanges
(para. 13 and 14).

United States

APB Opinion 19 states, "to meet its objectives a funds

statement should disclose separately the financing and in-
vesting aspects of all significant transactions that affect
financial position'during a period" (para. 6).
Canada

The Canadian Institute of Chartered Accountants' Ac-
counting Research Committee recommends that the statement o

changes in financial position should portray all aspects of

69

£

the firm's financing and investing activities for the period

in the manner which is most informative and appropriate for
the particular industry (para. 1540.14). Any prior period
adjustment would also require the statement of changes in
financial position to be restated to show the appropriate
investing and financing activity for the periods: presented

(para. 1540.19-.20).

Investing Activities

Although APB Opinion 19 does not explicitly define the

term "investing activity" the meaning of the term may be
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inferred from its usage within the 6pinion. For purpose of
this study the term "investing activity" is defined as out-
lays for the acquisition of long-term assets which can be
classified as investments, property and intangibles. Also
considered as an "investing activity" for purpose of this
study are any outlays for the purchase of consolidated sub-
sidiaries (para. 13 and 14). |

United States

APB Opinion 19 sets forth the following requirements

for investment activities:

1. The purchase or sale of long-term assets is to be separ-
ately identified by category (investments, property, and
intangibles). Sources and uses should not be netted
against each other nor should major categories of non-
current assets be combined (para. 14).

2. Outlays of funds for the acquisition of consolidated sub-
sidiaries should be summarized by major categories of
assets and obligations assumed (para. 13).

Canada

1. The purchase or sale of non-fund assets such as invest-
ments, fixed assets, and intangibles should be identi-
fied separately (para. 1540.1l6b-c).

2. The acquisition of an entity to be consolidated should
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be presented in the statement of changes in financial
position by showing the increase or decrease in consol-
idated funds resulting from the acquiéition. The
assigned costs of the non-fund assets and non-fund
liabilities should be grouéed and disclosed either in
the body of the statement or in a note to the state-

ment (para. 1540.36).

Noncurrent Exchanges

United States

APB Opinion 19 requires that all financing and invest-

ing transaetions which significantly affect the financial
position of the firm be separately disclosed. These trans-
actions include acquisition or disposal of property in ex-
change for equity securities and conversion of long-term
debt or preferred stock to common stock (para. l4c).
Canada

The objective of the statement of changes in financial
position is'to show how the activities of the enterprise
have been financed and how its resources have been used dur-
ing the period (para. 1540.03). In order to accomplish this
objective it is necessary to disclose both the financing and
investing aspects of all transactions which affect the finan-

cial resources of the enterprise, such as the acquisition of
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a subsidiary by issuing shares, the acquisition of property
in exchange for long-term debt, and the conversion of non-
fund debt into preferred or common stock (para. 1540.03, .05,
.16d).

When transactions such as the issuing of shares in ex-
change for land form one economic event, the figures may_be
netted to show one amcunt, but the transactions should bé
individually disclosed to show both the financing and invest-
ing éspects, along with a narrative description:of the items

to indicate their relationship (para. 1540.18).

Contrast of Reporting Requirements

The foregoing comparative analysis of Canada's statement
of changes in financial position reporting requirements is
classified in Tabie IV in terms of the extent of their Qari—
ance from the reporting requirements for the United States'
statement of changes in financial position as set out in APB

Opinion 19.

The foregoing analysis compares the reporting provi-

sions of Canada's Handbook Section 1540 in seven major areas

with the corresponding provisions set out in the United

States' APB Opinion 19 to provide a general overview of the

significant variances in each area. There are some unique

contrasts between Canada and the United States which are
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TABLE IV. Comparative analysis of seven reporting provi-
sions of the statement of changes in financial
position in the United States and Canada.

Fund Statement Requirements United States Canada

Applicability of Reporting
Requirements

Concept of Funds

Funds from Normal Operations

Extraordinary Items

Financing Activities

Investing Activities

Noncurrent Exchanges

ot B b
MmMwnwmnwn

SOURCE: Analysis presented in this chapter.

NOTE: One of the following descriptions is assigned to each
item in Table IV:

A. APB Opinion 19 sets forth the requirement for this
item
S. The reporting requirement for this item is similar

to that of APB Opinion 19

E. May be shown as an equivalen£ item
X{b). The item need not be separately disclosed but can
be included in another account
~Xfc). The item may be calculated from the data shown.
X. There is no requirement for this item set by the
accounting body of this country
S-E. When combinations such as S-E are presented, the
first letter indicates the main requirement, and
the second letter indicates the alternative le#s-

used procedure
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presented in the next section.

Funds Statement Disclosure Requirements
Unique to One Country

Unique to the United States

1. Working capital or cash provided by operations should be
.disclosed in the statement of changes in financial posi-
tion. One acceptable procedure is to begin with income
or loss before extraordinary items and add back (or de-
duct) items utilized to determine income which did not
use (or érovide) working capiEal or cash du?ing the per-
iod. An alternative procedure which gives the same re-
sult starts with total revenue which provides working
capital or cash during the period and then deducts oper-
ating costs and expenses which required the use of work-

ing capital or cash during the period (APB Opinion 19,

para. 10).

2. Net changes in each element of working capital should be
disclosed for'the current period, and each change should
‘beranalyzed in detail in a tabulation accompanying the

statement (APB Opinion 19, para. 12).

Unique to Canada

1. Prior period adjustments will require a restatement of
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the comparative statements of changes in financial posi-
tion to show the appropriate financing and investing
activity for the periods presented (para. 1540.20).

2. The dividends paid by subsidiaries to minority interests
should be disclosed within the statement of changes in
financial position (para. 1540.16h).

3. Transactions which do not involve financing and invest-
ing activities would be excluded from the statement of
changes in financial position, for example{

(a) Transfers from and to reserve accounts
(b) Stock dividends and stock splits
(c) ~ Appraisal adjustments

4, Closely related transactions may be shown as a:net amount,
but the financing and investing aspect; should be'iﬁdi—
vidually disclosed along with a narrative description of
the items indicating their relationship (para. 1540.18).

5. The statement of changes in financial position should
separately disclose any increase or decrease of an in-
vestor company's interest in a consolidated entity

(para. 1540.40).

Interpretive Comment

The statement of changes in financial position in Canada

is similar in many respects to the United States' statement
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of changes in financial position. Both countries' statement
of changes in financial position evolved in response to user
needs and both proviae for the presentation of similar useful
information in the major reporting areas.

The only significant difference in reporting require-"
ments between countries is that in the United States the
accounting profession represented by the Accounting Princi-

ples Board issued APB Opinion 19 requiring companies to pre-

sent a statement of changes in financial position whenever
both a balance sheet and an income statement are presented.
Whereas, in Canada the accounting profession represented by
the Accounting Research Committee of the Caﬁadian Institute
of Chartered Accountants recommends but does not require the
presentation of a statement of changes in financial position
as a basic financial statement. However, the presentation
of a statement of changes in financial position is required by
the Canada Business Corporations Act. All companies surveyed
in both Canada and the United States are now presenting a
statement of changes in financial position with their annual
financial reports.

Both Canada and the United States are members of the
IASC and as such have agreed to support the standards issued

by them. Preparation of the statement of changes in finan-
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cial position in Canada in accordance with the recommenda-
tions provided by the Canadian Institute of Chartered Ac-

countants ensures compliance with International Accounting

Standard No. 7.

The Canadian statement of changes in financial position
is also similar to the United States' statement of changes
in financial position in the respect that there are some
areas in the statement which could be improved.
Notwithstanding the validity of the reasons for the omis-
sion of information about the adjustments for non-fund items
in reporting funds from operatibns, the omission of informa-
tion could cause some lack of comparability between firms
which utilize the option of discloéing non-fund items and
thbse firms which choose not to disclose non-fund items.

There is a general lack of specific definitions and
guidelines concerning the actual construction of the state-
ment. The development of explicit terminology and defini-
tive guidelines would likely benefit the implementation and
interpretation of the statement (para. 1540.07, .10, .13,

.14 and .23).

Concluding Observation

The Canadian statements of changes in financial posi-

tion are similar in function and composition to those pre-
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pared in the United States; however, in some areas the "funds"
statement recommendations of the CICA are slightly broader

in scope than the provisions under APB Opinion 19 in that the

Canadian recommendations discuss the equity method, prior
period adjustments and business combinations.

| Further analysis of Canada's statement of changes in
financial position reporting requirements is discussed in
relation to the reporting requirements of the other countries
involved in this study in Chapter IX after each country's

requirements have been compared with APB Opinion 19. Ac-

cordingly, the next chapter analyzes another country's pro-

visions~~the United Kingdom's rerorting requirements.
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CHAPTER V

THE UNITED KINGDOM'S STATEMENT OF SOURCE

AND APPLICATION OF FUNDS

Suggestions were made as far back as 1938 that British
industrial companiespubli&hst;tements which emphasize fund
movements. However, only a few companies were publishing
"fund" statements by the mid 1950's and even though invest-
ment analysts were a;sé beginning £o request "fund" state-
ments by the 1960's, it was into the early 1970's before a
significant number of major British companies began present-
ing such statements.

Prior to the issuance of the Accounting Standards Steer-
ing Committee's Exposure Draft 13 (ED 13) in April, 1974, the
objective of which was "... to establish the practice of pro-
viding source and application of fund statements as part of
the audited accounts and to lay down a minimum standard of
disclosure in such statements," the Institute of Chartered
Accountants in England and Wales had not discussed the pre-

pration or presentation of a "funds" statement.l

linstitute of Chartered Accountants in England and Wales,
"Exposure Draft 13--Statements of Source and Application of
Funds," reprinted in Accountancy, (Eng) (June 1974), pp. 102~

103. The wording "audited accounts" within this context re-
fers to the firm's annual financial statements.

79
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ED 13 described the funds statement as providing a link
between the balance sheet and the profit and loss account.? The
position expréssed in ED 13 was that the statement's objec-
tive was to show the manner in which company operations were
financed and how its financial resources were utilized. EQ“

13 was later enacted as, Statement of Standard Accounting

Practice No. 10.

A 1974 survey published by the International Center for
Research in Accounting (ICRA) found that in 1968~69 only 21
of 300 companies presented "funds" statements, whereas by
1972-73 the number of companies presenting such statements
increased to 117.3 Table V shows additional detail of the
accelerating trend reported in the study. A similar survey
for the most recent years is included later in Table VI to
show the trend of "funds" statement presentation since 1973.

Current Position of the United Kingdom's Statement
of Source and Application of Funds

On July 15, 1975 the Council of the Institute of

Chartered Accountants in England and Wales approved the

21pid.

3r, c. Morris, "Funds Statement Practices in the United
Kingdom," International Center for Research in Accounting
Occasional Paper No. 6, (University of Lancaster, England:
International Center for Research in Accounting, 1974), pp.
1-13.
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TABLE V. United Kingdom companies included in the Interna-

tional Center for Research in Accounting survey

that presented a statement of source and applica-

tion of funds as part of their annual financial

report.

No. of Companies .Including
Funds Statements

Percent of
Total Companies

Fiscal Year (300 Companies Surveyed) Surveyed
1968-69 21 7
1969-70 41 14
1970-71 61 20
1971-72 90 30
1972-73 39

117

SOURCE: R. C. Morris,

counting Occasional Paper No. 6 (University of Lancaster,

"Funds Statement Practices in the
United Kingdom," International Center for Research in Ac-

England: International Center for Research in Accounting,

1974), pp. 1-13.
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issuance of Statement of Standard Accounting Practice No. 10

(SSAP 10) entitled, "Statements of Source and Application of
Funds." The statement became effective for accounting per-
iods beginning on or after January 1, 1976.4

SSAP 10 requires that enterprises other than small
firms with a gross income of less than 25,000 per year pre-
pare a "funds" statement as part of the annual audited re-
ports. However, even those firms earning less than 525,000
income per year should prepare "funds" statements if it is
considered desirable under the particular circuwastances of
the firm. If the company is required to provide a "funds"
statement and fails to do so, the auditor must qualify his
report by indicating that the Standard has not been complied
with. SSAP 10 also applies to all subsidiary companies.

Since the issuance of SSAP 10 there has been full com-
pliance with the requirement for presentation of a statement
of source and application of funds, as indicated by Table

VI.D

4Accounting Standards Committee, Statement of Standard
Accounting Practice No. 10: Statement of Source and Applica-
tion of Funds, (London: Institute of Chartered Accountants
in England and Wales, July, 1975), pp. 1-7. Although this
study focuses on SSAP 10 in England and Wales, Ireland and
Scotland have implemented an identical Standard.

SInstitute of Chartered Accountants in England and
Wales, Survey of Published Accounts, (London: Institute of

' Chartered Accountants in England and Wales, 1978), pp. 179-
187. .
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United Kingdom companies included in the Interna-
tional Center for Research in Accounting survey
that presented a statement of source and applica-
tion of funds as part of their annual financial
report, ‘

No. of Companies Including Percent of
Funds Statements Total Companies

Fiscal Year (300 Companies Surveyed) . Surveyed
1973-74 153 51
1974-75 218 73
1975-76 256 85
1976-77 289 96
1977-78 300 100

SOURCE: In

stitute of Chartered Accountants in England and

Wales. Survey of Published Accounts, (London: Institute of

Chartered Accountants in England and Wales, 1978), pp. 179-

18%.
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Current Position of the United Kingdom's Statement of

Source and Application of Funds in Relation
to the International Standards

The Institute of..Chartered Accountants in England and
Wales is a couricil member of the Consultive Committee of
Accouhting Bodies (CCAB) that collectively set the Account-
ing Standards in the United Kingdom. The Institute of
Chartered Accountants in England and Wales is also a member
of the International Accounting Standards Committee (IASC)
that in its efforts to harmonize accounting standards through-
out the world formulates and publishes accounting standards
for worldwide application without attempting to override
domestic accounting regulations in the member countries. As
a member of IASC the Institute of Chartered Accountants in
England and Wales has agreed to use its best efforts to sup-
port the implementation of the International Standards in
the United Kingdom. As a member of United Kingdom's CCAB
the Institute of Chartered Accountants in England and Wales
has agreed to use the following procedures to deal with the
International Standards.

1. The Councils of the CCAB determine the date the  Inter=-
national Standards apply in the United Kingdom.
2. The requirements of the International Standards are in-

corporated into the SSAPs as much as appropriate. If an
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International Accounting Standard (IAS) is consistent
with the United Kingdom's legislation and their SSAPs,
a commentary is issued indicating that compliance with
existing law and SSAPs automatically ensures compliance
with the relevant IAS

3. If the IAS goes beyond or conflicts with the United
Kingdom's legislation or SSAPs the Council normally
issues a new SSAP or amendment to bring the United
Kingdom's practice"into agreement with the IAS, or dis-
'tinguishes between those prbvisions which are accepted
as amendments to the United Kingdom's practice and those
which are not accepgéd

4. 1If certain provisions of an International Standard are
not accepted for incorporation into the United Kingdom's
Standards that fact would be published by the Councils
of the CCAB. This may lead to noncompliance with an..
International Standard even though the United Kingdom's
Standards had been followed. Any noncompiiance should
be disclosed by the directors in a note to the financial
statements or if not disclosed the noncompliance should

be cited in the audit report.6

6Institute of Chartered Accountants in England and
Wales, Accounting Standards 1979 (England, 1979), pp. 1-60.
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International Accounting Standard No. 7 (IAS 7) en-

titled "Statement of Changes in Financiél Position" wés
issued by the IASC in October 1977. IAS 7 indicates that
all companies preparing financial reports covering report-
ing periods ending on or after January 1, 1979 should pre-
sent a statement of changes in financial position as an
integral part of their financial statements for each period
in which an income statement is presented. IAS 7 was ap-
.proved by the Council of the Institute of Chartered Account-
ants in England and Wales and republished with effect begin-
ming June 8, 1978, along with the following commentary:

Compliance with the requirements of Statement of

Standard Accounting Practice No. 10 Statements of

Source and Application of Funds will automatically

ensure compliance with International Accounting

Standard No. 7 Statement of Changes in Financial

Position.”

In summary, at the present time United Kingdom companies
with a gross income of 525,000 or more must present a state-
ment of source and application of funds as part of their an-
nual financial reports to satisfy the requirements of SSAP
10. In addition, companies preparing financial reports

covering reporting periods ending on or after January 1, 1979

7Accounting Standards Committee, "International Account-
ing Standards No. 7, SSAP 10: Statement of Changes in Finan-
cial Position," Accountancy, (Eng) v89 (August 1978) pp. 89-
90.
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should present a funds statement for each period in which an

income statement is presented to satisfy the reporting re-

quirements set out in IAS 7.8

Objectives of United Kingdom's Statement
of Source and Application of Funds
Under SSAP 10

The objectives of the statement of source and applica-
tion of fﬁnds under SSAP 10 is to show the manner in which
the operations of a company have been financed and how its
financial resources were used (para..Z). It accomplishes its
objectives by showing the amount of earnings generated by
operations or received from other sources, identifying move-
ments in assets, liabilities and capital during the year,
and indicating the effect on net liquid funds (para. 1l and
3).

Form and Content of the Statement of Source
and Application of Funds under SSAP 10

Just as in the United States and Canada, the need for
flexibility in form, terminology, and content in the state-
ment of source and application of funds is recognized in the

United Kingdom's SSAP 10. Under this standard, funds are

8This study assumes that compliance with IAS 7 is with-
in the context of paragraphs 1-23 of this standard. A de-
tailed analysis of the reporting requirements of IAS 7 is
located in Chapter IX.
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referred to as "net liquid funds, cash at bank and in hand,
and cash equivalents (investments held a§ current assets)
less bank overdrafts and other borrowings repayable within
one year of the accounting date" para. 8).

In a discussion paper written for the Australian Ac-
counting Research Foundation, R. C. Clift pinpoints an item

essential to the proper understanding of SSAP 10 when he

states:

It ought to be noted that ‘net liquid funds' is
perhaps not a concept of funds in the sense used
in this study. Although SSAP 10 contains a defin-
ition of the phrase and requires 'disclosure of
movements in net liquid funds' the funds state-
ments given as examples are really 'working capi-
tal' statements.

In contrast to APB Opinion 19 which provides for alter-

native methods iq reporting fﬁnds provided by operations,
SSAP 10 does not provide for an alternative method but states
that, "The statement should show the profit or loss for the
period together with the adjustments required for items
which did not use (or provide) funds in the period" (SSAP 10,
para. 1ll1l). Thus, it is fair to say that the most used
method in the United States is also used in Great Britain,

whereas Canada's method of showing one figure for funds

9R. C. Clift, "The Funds Statement", Discussion Paper
No. 2 (Melbourne: Australian Accounting Research Foundation,

1979), p. 1l4.
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provided by operations without detailing the adjustments for
nonfund items is seldom used in Great Britain.

Under SSAP 10 the statement of source and application
of funds should also disclose the following items:
1. Manner of usage of any surplus of "liquid funds" or how
any deficiency of such agsets were financed distinguish-
ing between short-term and long-term (para. 3)
2. Where material, the following other sources and applica-
tion of funds should also be explicitly shown:
a) Dividends paid
b) Acquisition or disposal of fixed and other noncurrent
assets |
¢) Funds raised or expended by increasing or decreasing
long-term debt or issued capital
d) Increase or decrease in working capital and movements
in net liquid funds (para. li).

Although both the United States'APB Opinion 19 and the

United Kingdom's SSAP 10 indicate that the "funds" statement
should report the acquisition of & subsidiary there appears
to be considerable variation in the method of presentation.

APB Opinion 19 indicates that outlays for the purchase of

consolidated subsidiaries should ke reported by major cate-

gories of assets obtained and obligations ass:mmed. SSAP 10

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



90

states that if the enterprise has subsidiaries, the state-
ment should present any purchase or disposal of a subsidiary
in either of two ways: (1) as a separate item, or (2) the
effects of the individual assets and liabilities acquired
can be shown as sources or uses of funds.(para. 5). In con-

trast to APB Opinion 19 the United Kingdom's SSAP 10 in-

cludes a sampie statement that shows the acquisition of a
subsidiary. It is reproduced as Figure 4.

The foregoing general discussion of the reporting stan-
dards for United Kingdom's statement of source and applica-
tion of funds should provide the necessary foundation to en-
able most readers of this dissertation to understand and
evaluate the comparative analysis that is the hea?t of this
research. However, occasional references are made to more
specific features of the promulgation; therefore the entire
recommendations for the presentation of the United Kingdom's
statement of source and application of funds as set out in

their SSAP 10 is reproduced in Appendix C.

Comparison of the United Kingdom's Statement of Source
and Application of Funds with the United States'
Statement of Changes in Financial Position

The seven significant provisions of our APB Opinion 19

and the United Kingdom's SSAP 10 that were identified as
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Figure 4. An example of a statement of source and applica-
tion of funds which meets the reporting standards set out
in United Kingdom's SSAP 10.

GROUPS LIMITED

STATEMENT OF SOURCE AND APPLICATION OF FUNDS

(based on the accounts of the Group and
showing the eifects of scquiring a subsidiary
on the separate sssets and lisbilities of the

Group).
This Yasr Last Yewr

€000 £'000 £000 £°000 £°000 £'000
SOURCE OF FUNDS :
Profit before tax and extraordinary mmo. less

minotity interssts . . . 2,025 2,610
Extraordinary itemns . . . . ! 450 (170)
2,475 2,440

Adjustments for items not invoiving the
- movement of funds:
Minority interests in !ho uulnod ptolm of

theyesr . . 25 30
Depracistion . . 346 295
Profitsretained in lmud companlu . (40) -

TOTAL GENERATED FROM OPERATIONS 2,808 2,768
FUNDS FROM OTHER SOURCES
Shares issued in part consideration of the
scquisition of subsidisry ® . 290 -—
Cspitsd saised under executive option schcm 100 80
3,195 2,848
APPLICATION OF FUNDs ‘
Dividends paid . . . . (650) (650)
Tax paid . . . . . (770) (970)
Purchase of fixed sssets® . (660) (738)
Purchsse of goodwill on uquimlon o( R
subsidisry® . (30) -
Dob-m.um m!umed . . . . (890) -
.. . — (3.000) —— (2.358)
195 489
INCREASE/DECREASE m WORKING CAPITAI.
increase in stocks® . . 120 168
Increase in debtors® . 100 122
Decroase in creditors - oxcludmg tnnnon end
proposed dividends® * N . 78 17
Movement in net liquid funds: .
Increase (decrease) in cash balance® . (35) 10
Incresse (s: l'qlll) in shott-term Invest- 4 .
_ ments B . . . (88) 174
—— {100) — 184
— 198 —— 489.
—— p———1
*SUMMARNY OF THE EFFECTS OF THE ACQUISITION OF SUBSIDIARY LIMITED
NET ASSETS ACOUIRED DISCHARGED B8Y
Fixed assats . .. 290 Shares issued . . . 290
Goodwill . . . . . 30 Cash paid . . . . 60
Stacks . . . . . 40
Debtors . . . . 30
Creditors . . . . . (40)
3%0 350
Em—e

SOURCE: Appendix to SSAP 10, the Institute of Chartered
Accountants in England and Wales, 1975, p. 7.
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those that should be compared between countries in Chapter
III, are compared in this section. It should be kept in mind
that SSAP 10 is intended to set the minimum standard of dis-

closure (intro to SSAP 10).

The comments about United States' APB Opinion 19 are

identical to the comments in the chapter on the United States

but are repeated here for the convenience of the reader.

Applicability of Reporting Requirements

United States

APB Opinion 19 requires that the statement of changes in

financial position be prepared as part of the financial re-
ports for each period that both the balance sheet and the in-
come statement are presented (para. 7).

United Kingdom

SSAP 10 requires that a statement of source and applica-
tion of funds be prepared as partlof the financial reports
of all enterprises with a gross income of 525,000 or more per
annum (para. 7).

The more stringent standard is set by IAS 7 which indi-
cates that all companies preparing financial reports covering
periods beginning on or after January 1, 1979 should present

a statement of changes in financial position as an integral

part of their financial statements for each period in which
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an income statement is presented (IAS 7, para. 20, 23).

Concept of Funds

United States

APB Opinion 19 indicates that the statement of changes

in financial position should be based on a broad concept em-~
bracing all changes in financial position (para. 8). Funds
should be expressed, "in terms of cash, cash and temporary
investments combinéd, of all quick assets or of working. capital"
(para. 11).

United Kingdom

Funds should be expressed as cash and cash equivalents
less any borrowings or overdrafts payable within one year.--:
Also, the appendix to the Standard shows working capital be-
ing used as a concept of funds (para. 8 and appendix to Ssap

10).

Funds from Normal Operations

United States

APB Opinion 19 sets the following three basic require-

ments:
1. Working capital or cash provided from or used in opera-
tions should be clearly disclosed (para. 10).

2. The statement should begin with income or loss before
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extraordinary items and adjust for items which did not
use or provide cash or working capital during the
period (para; 10). An optional method is also allowed.10

3. The results from operations figure should be reported
separately from the influence of extraordinary items
(para. 10).

United Kingdom

The statement of source and application of funds should
clearly show the funds generated or absorbed by operations
of the business (para. 3). An adjustment should be made for
those items which did not use (or provide) funds during the

period (para 1ll).

Extraordinary Items

United States

APB Opinion 19 sets the following two requirements for

extraordinary items:

1. Working capital or cash provided or used by extraordin-
ary items should be shown immediately following funds
from normal operations (para. 10).

2., Extraordinary income or loss should be adjusted for

items which did not use or provide cash or working

10an alternative method which provides the same results
is to begin with revenues that provide funds during the
period and deduct costs and expenses that involve a movement
of funds.
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capital during the period (para. 10).

United Kingdom

SSAP 10 does not explicitly state that'extraordinary
items are to be presented separately from normal operating
funds; however, this concept seemé to be implied in the sen-
tence, "The figures from which a funds statement is con-
structed should generally be identifiable in the profit and
loss account, balance sheet and related notes" and that the
funds statement, "...should show clearly the funds generated
or absorbed by the operations of the business" (para. 3 and

4).

Financing Activities

Although the Accounting Principles Board in Opinion 19

recognizes that some transactions such as the issuing of
equity securities to acquire a building involve both a fin-
ancing and investing activity, the term, "financing activity"
is not explicitly defined. The meaning of the term "financ-
ing activity"” may be inferred from the context of its usage
within the Opinion. For purpose of this study, "financing
activities" are defined as transactions which affect the
firm's long-term capital structﬁre. Financing activities

include the issuance, redemption or repayment of debt,
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reacquisition of preferred or common stock, the conversion
of long-term debt into equity; and other non-current ex-
changes (para. 13 and 14).

United States

APB Opinion 19 states: "to meet its objectives a funds

statement should disclose separately the financing and in-
vesting aspects of all significant transactions that affect
financial position during a period" (para. 6).

United Kingdom

SSAP 10 indicates that it is necessary to identify move-
ments in assets, liabilities, and capital and to show the
manner in which the operations of the company were financed

with a minimum of "netting off" (para. 2, 3).

'Investing Activities

Although APB Opinion 19 does not explicitly define the

term "investing activity" the meaning of the term may be in-
ferred from its usage within the Opinion. For purpose of
this study the term "investing activity" is defined as out-
lays for the acquisition of long-term assets which can be
classified as investments, property and intangibles. Also
considered as an "investing activity" for purpose of this

study are any outlays for the purchase of consolidated
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subsidiaries (para. 13 and 14).

United States

APB Opinion 19 sets forth the following requirements for

investment activities:

1. The purchase or sale of long-term assets are to be separ-
ately identified by category (investments, property, and
intangibles). Sources and uses should not be netted
against each other nor should major categories of non-
current assets be combined (para. 14).

2. Outlays of funds for the acquisition of consolidated
subsidiaries should be summarized by major categories
of assets and obligations assumed (para. 13).

United Kingdom

SSAP 10 indicates that the statement of source and ap-
plication of funds should disclose movements in assets, li-
abilities, and capital. It should distinguish short-term
from long-term assets, show the application of surplus
liquid assets, and show the financing of any deficiency in
such assets (para. 1, 3).

The purchase or disposal of a subsidiary may be pre-
sented in the statement as a separate item or the effects
of the transaction may be reflected in the ééparate assets

and liabilities presented in the statement. A footnote
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should summarize the effects of the acquisition or disposal
and show how much of the purchase price was paid by cash and

how much with the issue of shares (para. 5).

Noncurrent Exchanges

United States

APB Opinion 19 sets forth the requirement that all fin-

ancing and investing transactions whiéh significantly affect
the financial position of the firm be separately disclosed.
Theée transactions include acquisition or disposal of proper-
ty in exchange for equity securities and conversion of long-
term debt or preferred stock to common stock (para. léc).

United Kingdom

SSAP 10 requires the reporting of noncurrent exchanges
as indicated by the following sentence: "However, for a
fuller understanding of a company's affairs it is necessary
also to identify the movements in assets, liabilities and

capital which have taken place during the year..." (para. 1l).

Contrast of Reporting Requirements

The foregoing comparative analysis of the United
Kingdom's statement of source and application of funds re-
porting requirements is classified in Table VII in terms of

the extent of their variance from the reporting requirements
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for the United States' statement of changes in financial

position as set out in APB Opinion 19.

TABLE VII. Comparative analysis of seven reporting provi-
sions of the statement of source and applica-
tion of funds in the United States and the
United Kingdom,

Fund Statement Requirements . United States United Kihgdom

Applicability of Reporting

Requirements A S-E
Concept of Funds A . S-B
Funds from Normal Operations A S-E
Extraordinary Items A S-E
Financing Activities A S-E
Investing Activities A S-E
.ﬁon-Current Exchanges A S~-E .

SOURCE: Analysis presented in this chapter.

NOTE: One of the following descriptions is assigned to each
item in Table VII:

A. APB Opinion 19 sets forth the requirement for this

item.
S. The reporting requirement for this item is similar to

that of APB Opinion 19.

E. May be shown as an equivalent item.
X(b). The item need not be separately disclosed but can be

included in another account.
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X(c). The item may be calculated from the data shown.
X. There is no requirement for this item set by the
accounting body'of this country.
S~E. When combinations such as S-E are presented, the
first letter indicates the main requirement, and the
second letter indicates the alternative less used

procedure.

The foregoing analysis compares the reporting provisions
of the United Kingdom's SSAP 10 in seven major areas with the
corresponding provisions set out in the United States' APB

Opinion 19 to provide a general overview of the significant

variances in each area. There are some unique contrasts be-
tween the United Kingdom and the United States which are pre-
sented in the next section. -

Funds Statement Disclosure Requirements
Unique to One Country

Unique to the United States
1. Working capital or cash provided by operations should be
disclosed in the statement of changes in financial posi-
tion. One acceptabie procedure is to begin with income
or loss before extraordinary items and add back (or
deduct) items utilized to determine income which did not

use (or provide) working capital or cash during the
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period. An alternative procedure which gives the same
result starfs with total revenue which provides working
capital or cash during the period and then deducts oper-
ating costs and expenses which required the use of work-

ing capital or cash during the period (APB Opinion 19,

para. 10).

2. Net changes in each element of working capital should be
disclosed for the current period, and each change should
be analyzed in aetail in a tabulation accompanying the

statement (APB Opinion 19, para. 12).

Unique to the United Kingdom
l. Financial statements should include a statement of
source and application of funds both for the current
period and the corresponding previous period (SSAP 10,

para. 10).

Interpretive Comment

The United Kingdom's "funds" statement reporting stan-
dards set out in SSAP 10 are similar in scope and content to

those set out in United States' APB Opinion 19. Neither

country's promulgations explicitly indicate why a funds
statement should be prepared or how to prepare one.

In common with APB Opinion 19 there is a need in SSAP
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10 for more definitive terminology such as "net liquid
funds," "where material," and "netting off." Also, there is
a lack of explicit guidelines concerning format and content.

Unlike APB Opinion 19, which indicates that management has .the

responsibility to select the definition of funds and format
appropriate for the firm, SSAP 10 is surprisingly silent in

this regaxrds

Concluding Observation

The United Kingdom's statement of source and applica-
tion of funds is similar to those in the United States; how-
ever, the United Kingdom's statement appears to allow even
more variability in format. It is fair to say that SSAP 10
is somewhat vague and indirect in its requirements. More
definitive rules and illustrative guidelines should be of
benefit for more standardization and comparability among
countries.

Further analysis of the United Kingdom's SSAP 10 is
discussed in relation to the other countries involved in
this study in Chapter IX. The following chapter analyzes
New Zealand's "funds" statement reporting standards and
compares them with the United States' standards set out in

APB Opinion 19.
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'CHAPTER VI

NEW ZEALAND'S STATEMENT OF CHANGES

IN FINANCIAL POSITION

Prior to March 31, 1980 there was no effective domestic
professional accounting standard, legal regulation, or stock
exchange listing requirement which required New Zealand firms

to present a funds statement in their financial reports.l
New Zealand companies will have a firm Standard regarding
ihciuSion of a statement of changes in financial position
the next time they issue their annual financial report, but
it will probably not be ; new experience for them. Many of
the firms have been including a statement of changes in fin-
ancial position in their annual report voluntarily. Further-
more, for a short period they should have included the state-
ment with their firm's financial report to comply with Inter-

national Accounting Standard 7.2

lretter from E. P. Akins, Assistant Secretary of the
International Accounting Standards Committee, London,
November 26, 1979.

2International Accounting Standards Committee, Inter-
national Accounting Standard 7 (London 1977), para. 23.

103
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The voluntary presentation of funds statements became
increasingly widespread in New Zealand due in part to manage-~
ments' efforts tb aid stockholders in interpreting the firms'
financial affairs.3 By 1971 a statement entitled "Statement
of Source and Application of Funds," was widely accepted as
a useful addition to company's annual reports. At this time
a subcommittee of the New Zealand Society of Accountants
issued Research Bulletin R-103 which strongly recommended
that a statement of source and application of funds be in-
cluded in company reports.4 This recommendation was not;
however, developed into a Statement of Standard Accounting

Practice.

Current Status of New Zealand's Statement
of Changes in Financial Position

In April 1977 the New Zealand Society of Accountants

issued Exposure Draft 18: "Statement of Source and Appli-

cation of Funds." They intended to use this exposure draft
as a basis for a discussion leading to the formulation of a

Statement of Standard Accounting Practice on the funds

3John K. Courtis, "The Flow of Resources Statement,"
Accountants Journal (September 1971), p. 269.

4T, K. Cowan, "The Statement of Source and Application
of Funds," Research Bulletin R-103 (New Zealand Society of
Accountants; July 1971), p. 3.
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5 Com-

statement which was to be implemented July 1, 1978.
ments received on this exposure draft resulted in the New
Zealand Society of Accountants issuing a revised Proposed

Statement of Standard Accounting Practice in May 1978 so

that a Statement of Standard Acccunting Practice on the
statement of changes in financial position could become
operative for statements covering reporting periods begin-
ning on or after March 31, 1979.6

In October 1977 the International Accounting Standards
Committee issued IAS 7 to become operative for accounting
periods beginning on or after January 1, 1979. IAS 7 influ-
enced the timing and final provisions of the New Zealand
Standard which was finally issued by the New Zealand Society

of Accountants in July, 1979 as Statement of Standard Account-

ing Practice No. 10 (SSAP 10). SSAP 10 indicates that com-
panies preparing financial statements covering reporting
periods ending on or after March 31, 1980 should include a

statement of changes in financial position as an integral

SExposure Draft No. 18 of a Proposed Statement of Stan-
dard Accounting Practice, "Statement of Source and Applica-
tion of Funds," (New Zealand Society of Accountants; April
1977), pp. 1-11.

6Proposed Statement of Standard Accounting Practice,
"Statement of Changes in Financial Position," (New Zealand
Society of Accountants April 1977), pp. 1-5.
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part of the financial report for each period in which a "pro-
fit and loss" account is presented.7

Table VIII shows the results of an informal survey of
New Zealand companies which indicates that the percent of
companies presenting a statement of changes in financial
position has remained relatively stable since 1975.
TABLE VIII. New Zealand companies included in a survey that

presented a statement of changes in financial
position as part of their annual financial re-~

port.
No. of Companies

Fis- Financial Statements Including Funds Percent of Total
cal Available for Examination Statements as Part Financial Statements
Year (40 Companies Surveyed) of Financial Report Examined
1975 37 31 83.7
1976 37 32 86.4
1977 36 30 85.3
1978 36 31 86.1
1979 28 24 85.7

SOURCE: A survey done by Ashley Burrows, Faculty, Massey University,
Palmerston North, New Zealand, Spring 1980.

Current Status of New Zealand's Statement of Changes
in Financial Position in Relation to the
International Standards

The New Zealand Society of Accountants is a member of
the International Accounting Standards Committee. As a mem-

ber it has agreed to support the standards promulgated by

7statement of Standard Accounting Practice No. 10:
"Statement of Changes in Financial Position," reprinted in
the Accountants Journal (New Zealand Society of Accountants;

July 1979), pp. 225-227. '
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the Committee and to use their best efforts to secure gener-
al acceptance and observation of these standards. The New
Zealand Society of Accountants implements the International
Accounting Standards by incorporating them within the body
of their "Statements of Standard Accounting Practice" through
a three stage process: |
1. Following.the issue of an International Accounting Stan-

dard it is published by the Society for the information
of its members.
2. The International Accounting Standard is compared with
present New Zealand practice (whether or not covered by
a Statement of Standard Accounting Practice) to determine
if there are significant differences, until the Society
issues a new or revised Statement of Standard Accounting
Practiée, the existing New Zealand practices prevails.8
In accordance with the above precedures, the New Zealand
Society of Accountants published IAS 7 in October, 1977. The
publishing of IAS 7 implemented this standard in New Zealand

9
for accounting periods beginning on or after January 1, 1979.

8Explanatory Forward to Statements of Standard Account-
ing Practice, New Zealand Society of Accountants, 1979, para.
5.2. -

9Inte;rnational.Accounting Standard 7, "Statement of
Changes in Financial Position," reprinted in the Accountants
Journal (October 1977), pp. 342-343.
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In summary, prior to March 31, 1980 there was no domes-
tic accounting standard, legal regulation, or listing require-
ment which required New Zealand companies to present a state-
ment of changes in financial position. However, New Zealand
companiés preparing financial statements for reporting periods
ending on or after January 1, 1979 should have presented a
statement of changes in financial position for each period
that an income statement was prepared in order to comply with
the provisions of IAS 7. Companies preparing financial state-
ments covering periods ending on or after March 31, 1980 must
present a statement of changes in financial position to com-
ply with SSAP 10 which will "automatically ensure compliance

with 1aAs 7.v10

Objectives of New Zealand's Statement of Changes
in Financial Position under SSAP 10

The position taken by the New Zealand Society of Account-
ants as set out in their SSAP 10 is that the objectives of
the statement of changes in financial position are:

1. To summarize the financing and investing activities of
the entity, including the extent to which the enterprise

has generated funds from operations during the period

loStatement of Standard Accounting Practice No. 10, re-
printed in Accountants Journal, July 1979, p. 225.
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(pafa. 1l.2a).
2. To complete the disclosure of changes in financial posi-
tion during the period (para. 1l.2b).

Form and Content of the Statement of Changes
in Financial Position under SSAP 10

New Zealand's promulgation SSAP 10 is similar to the

United States' Acbounting Principles Board Opinign 19 (APB

Opinion 19) in the respect that it too recognizes the need

for flexibility in form, content; and terminology in the
statement of changes in financial position (para. 3.3).
Although the term "funds" is not specifically defined
in SSAP 10, the presentaticn of funds within the statement
of changes in financial position appears to embrace a con-
cept of-funds similar to that in the United States' promulga-

tion APB Opinion 19 which lists four acceptable funds con-

cepts but uses only cash (or equivalent) and working capi-
tal throughout the discussion.

Under SSAP 10 three main formats may be used to present
the information within the statement of changes in financial
position (para. 5.1):

1. The source and use of funds can be shown separately but
with equal totals

2. The use of funds can be shown as a deduction from the
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source of funds with the residual bala;ce representing
the net change in working capital or cash

3. The source of funds can be added to the beginning work-
ing capital balance and the use of funds deducted from
this total leaviﬁg a residual Working capital balance.

The statement should clearly show the funds derived
from 6r used in operations of the business. The recommended
method is to show net profit after tax and extraordinary
items and then adjﬁst this figure for items of income or
expense which did not require the use of funds in the cur-

11

rent period (para. 3.4). This method is somewhat differ-

ent from APB Opinion 19 which shows income before extraordin-
ary items and then adjusts for items which Aid not use or
provide funds during the period. The statement should also
show all other financing and investing activities and changes
in working capital (para. 3.3, 3.4).

The statement of changes.in financial position should
also disclose the following items:
1. Dividends appropriated during the period

2. Acquisitions and disposals of fixed and other noncurrent

llNew Zealand is similar to the United States in that
it allows an alternative method which provides the same re-
sults by showing gross income which provides funds and de-
ducting gross expenses which involve the use of funds.
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assets
3. The issue, redemption, and repayment of long-term debt
4. Funds raised by issuing capital stock.

APB Opinion 19 indicates that any outlays for the pur-

chase of a consolidated subsidiary should be summarized in
the consoli@ated statement of changes in financial position
by major asset and obligation categories whereas New Zealand's
SSAP 10 more specifically indicates that when the financial
statements are prepared on a consolidated basis, then the
statement cf changes iﬁ financial positidn should also be
prepared on a consolidated basis. The acquisition or dis-
posal of a subsidiary can be presented in either of two ways:
(2) if the amount is material, the movement in individual
assets and liabilities should be shown separately, or (b)

if the amount is immaterial, the purchase price or proceeds
from disposal may be shown separately (para. 4).

The statement of changes in financial position shown in
figure 5 is provided in the Appendix to SSAP 10 as an accept-
able example of a funds statement for a company with a sub-
sidiary.12

The foregoing general discussion of New Zealand's

12por another example of a statement of changes in fin-
ancial position, see Appendix D.
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Figure 5. An example of a statement of changes in financial
position which meets the reporting standards set
out in New Zealand's SSAP 1l0.

PARENT COMPANY WITH ASSOCIATED COMPANY SHOW.
ING ACQUISITION OF SUBSIDIARY-~EXAMPLE B

Statement of Changes In Financial Position

Funds were provided:
From operationge— .
Net profit after tax and extraordinary items

and less minority interests} - ——— 4,130
Adjustments for items not involving movement of
funds: ,
Depreciadon ... — 1,485
Minority interess in remned proﬁu o — 75
Total funds from coperations _— s - . 5,690
From other sources-— ‘
Shares issued for cash ... - 2,000
Shares issued in part consideradon of “the ac
qQuisition of subsidiary* .. — _— 2,350
Long term debe issued ... — - 3,650
$15,690
Funds were applied to:
Purchase of fixed assets ... — — — 12,700
Purchase of investments - — — 200
Dividends appropriated ... e s 240
Purchase of goodwill on acqmsmon of sub-
sidiary® - — . — 500
Re-investment in associated compa.ma - - 140
Increase in working capital e — — 1,910
$15,690
Increase/(decrease) in working capital
Stocks — 1,450
Debtors .. 1,950

Creditors ... (460)
Cash Balances (1,030)

$1,910

* Summary of the effects of the acquisition of subsidlary. -

Net assets acquired Considerstion
Fized assets ¢ 2,000
Goodwill 500
Stocks 1.000
Debtors 800 Share issued 2,350
Creditors . . {400) Cash paid 1.550
$3.900 $3,900
¢ Includes profits retained in Associated Companies. .D

HUTCHESON, BOWMAN & STEWART LTD.
WELLINGTON, N.2.

SOURCE: Appendix to SSAP 10, reprinted in the Accountants
Journal (July 1979), p. 227.
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statement of changes in financial position should provide the
necessary foundation to enable most readers to understand and
evaluate the comparative analysis presented in the following
section of this study. The paragraphs of SSAP 10 that com-
prise the detailed provisions of the Standard are reproduced
in Appendix D.

Comparison of New Zealand's Statement of Changes
in Financial Position with the United States'

Statement of Changes in
Financial Position

The seven significant provisions of United States' APB

Opinion 19 that were identified in Chapter III and the cor-

responding provisions of New Zealand's SSAP 10 will be com-
pared in this section. These seven areas are: (1) applica-
bility of reporting requirements, (2) concept of funds, (3)
funds from normal operations, (4) extraordinary items, (5)
financing activities, (6) investing activities, and.(7) non-

current exchanges. Comments about APB Opinion 19 are iden-

tical to the comments in the chapter on the United States

but are repeated here for the convenience of the reader.

Applicability of Reporting Requirements

United States

APB Opinion 19 requires that the statement of changes

in financial position be prepared as part of the financial
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reports for each period that both the balance sheet and the
income statement are presented (para. 7).

New Zealand

The position of New Zeéland's Society of Accountants as
reflected in their SSAP 10 is that a statement of changes in
financial position should be presented as an integral part
of the audited financial statemeﬁts "...for each period for

which the profit and loss account is presented" (para. 6.1).

Concept of Funds

United States

APB Opinion 19 indicates that the statement of changes

in financial position should be based on a broad concept em-
bracing all changes in financial posiﬁion (para. 8). Funds
should be expressed "in terms of cash, cash and temporary in-
vestments combined, of all quick assets or of working .capital"
(para. llf.

New Zealand

SSAP 10 states that the statement ¢f changes in finan-
cial position should show:
(1) Funds provided from or used in operations (para. 6.2)
(2) A;l other financing and investing activities (para. 6)

(3) Changes in working capital (para. 6.2).

Althcugh SSAP 10 does not specifically define the term "funds",
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the concept implied in the directive is that funds may be
considered cash, cash equivalent, or working capital as seen
in the following example: The portion of a subsidiary's
"purchase or disposal price discharged by cash and cash
equivalent should be shown" (para. 4.3b). One method- of
presentation is to deduct the total use of funds from the
total source, "leaving a residual representing the net

change in working capital or cash" (para. 5.1b).

Funds from Normal Operations

United States

APB Opinion 19 sets the following three basic require-

ments:

1. Working capital or cash provided from or used in opera-
tions should be clearly disclosed (para. 10).

2. The statement should begin with income or loss before
extraordinary items and adjust for items which did not
use or provide cash or working capital during the per-
iod (para. 10). An optional method is also allowed.l3

3. The:results from operations figure should be reported

separately from the influence of extraordinary items

13an alternative procedure which gives the same result
starts with revenue which provides working capital during
the period and then deducts operating costs and expenses
which required the use of working capital.
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(para. 10).

New Zealand

The statement of changes in financial position should
show funds provided by or used in operations. The preferred
method of showing funds provided by operations is to show
the net profit kor loss) after tax and extrao;dinary items
and then adjust for items that did not involve a movement of

funds (para. 3.4). An alternative method is also allowed.14

Extraordinary Items

United States

APB Opinion 19 sets the following two requirements for

extraordinary items:

l. Working capital or cash provided or used by extraordin-
ary items'should be shown immediately following funds
from normal operations (para. 10).

2. Extraordinary - income or loss should be adjusted for
items which did not use or provide cash or working capi-
tal during the period (para. 10).

New Zealand

As previously discussed, SSAP 10 indicates that funds

l4pn alternative method which provides the same result
is to show the gross amount of income and expense which in-
volved a movement of funds during the period (para. 3.4).
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provided by operations is shown net after tax and extraordin-
ary items. However, the directive is silent concerning
whether or not working capital or cash provided by or used
by extraordinary items should be separately disclosed in the

statement.

Financing Activities

Although the Accounting Principles Board in Opinion 19
recognizes that some transactions such as the issuing of
equity securities to acquire a building involve both a finan-
cing and investing activity, the term, "financing activity"
is not explicitly defined. The meaning of the term "finan-
cing activity" may be inferred from the context of its uéage
within the Opinion. For purpose of this study "financing
activities" are defined as transactions which affect the
firm's long-term capital structure. Financing activities
include the issuance, redemption or repayment of debt, re-
acquisition of preferred or common stock, the conversion of
long-term debt into equity; and other non-current exchanges
(para. 13 and 14).

United States

APB Opinion 19 states: "to meet its objectives a funds

statement should disclose separately the financing and invest-

ing aspects of all significant transactions that affect
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financial position during a period" (para. 6).

New Zealand

SSAP 10 indicates that in addition to presenting funds
derived or used in operations that the statement of changes
in financial position should also show "all other financing
and investing operations" (para. 3.3b).

Examples of financing activities which should be pre-
sented in the statement of changes in financial position
are:

(1) Dividends appropriated during the period
(2) Issue, redemption and repayment of long-term debt

(3) Funds raised by issuing capital stock (para. 3.5).

Investing Activities

Although APB Opinion 19 does not explicitly define the

term "investing activity" the meaning of the term may be in-
ferred from its usage within the Opinion. For purpose of
this study the term "investing activity" is defined as out-
lays for the acquisition of long-term assets which can be
classified as investments, property and intangibles. Also
considered as an "investing activity" for purpose of this
study are any outlays for the purchase of consolidated sub-

sidiaries (para. 13 and 14).
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United States

APB Opinion 19 sets forth the following requirements for

investment activities:

(1) The purchase or sale of long-term assets are to be separ-
ately identified by category {(investments, property, and
intangibles). Sources and uses should not be netted
against each other nor should major categories of non-
current assets be combined (para. 14).

(2) Outlays of funds for the acquisition of consolidated sub-
sidiaries should be summarized by major categories of
assets and obligations assumed (para. 13).

New ‘Zealand

The statement of changes in financial position should
show the acquisifion and disposal of fixed and noncﬁrrent
assets (para. 3.5b).

The statement should present the acquisition or dispos-
al of a subsidiary by showing the movement in individual
assets and liabilities, or if the amount is not material,
the total purchase price or sales proceeds may be reported
separately (para. 4.2). The following information should be
shbwn in aggregate either within the statement or by a note:
(1) The total purchase or disposal price

(2) The portion of the purchase or disposal price discharged
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by cash or cash equivalent
(3) The total assets and liabilities in the subsidiary ac-

quired or sold, summarized by major category (para. 4.3).

Noncurrent Exchanges

United States

APB Opinion 19 sets forth the requirement that all fin-

ancing and investing transactions which significantly affect
the financial position of the firm be separately disclosed.
Thesé transactions include acquisition or disposal of prop-
erty in exchange for equity securities and conversion of
long-term debt or preferred stock to common stock (para. l4c).

New Zealand

Activities involving the exchange of one form of secur-
ity for another, such as the conversion of long-term .déht in-
to ordinary share capital, is an exchange which is considered
equivalent to the issue of one security and redemption of the
other and therefore considered part-of the financing and in-
vesting activities of the enterprise which should be presented
in the statement of changes in financial position (par; 3.6).

Netting of items should be held to a minimum (para. 3.8).

Contrast of Reporting Requirements

The foregoing comparative analysis of New Zealand's.
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statement of changes in financial position reporting require-
ments is élassified in Table IX in terms of the extent of
their variance from the reporting requirements for the
United States' statement of changes in financial position as

set out in APB Opinion 19.

TABLE IX. Comparative analysis of seven reporting provisions
of the statement of changes in financial position
in the United States and New Zealand.

Fund Statement Requirements United States New Zealand

Applicability of Reporting

Requirements A S
Concept of Funds A S
Funds from Normal Operations A X(c)
Extraordinary Items A X
Financing Activities A ]
Investing Activities A S-E
Non-Current Exchanges A S

SOURCE: Analysis presented in this chapter.

NOTE: One of the following descriptions is assigned to each
item in Table IX:

A. APB Opinion 19 sets forth the requirement for this

item.

S. The reporting requirement for this item is similar

to that of APB Opinion 19.
E. May be shown as an equivalent item.
X(b). The item need not be separately disclosed but can be

included in another account.
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X(c). The item may be calculated from the data shown.
X. There is no requirement for this item set by the
accounting body of this country.
S-E. When combinations such as S-E are presented, the
first letter indicates the main requirement, and
the second letter indicates the alternative less-

used procedure.

The foragoing analysis compares the reporting provisions
of New Zealand's SSAP 10 in seven major areas with the cor-
responding provisions set out in the United States' APB

Opinion 19 to provide a general overview of the significant

variances in each area. There are some unique contrasts
between New Zealand and the United States which are pre-

sented in the next section.

Funds Statement Disclosure Requirements
Unigue to One Country

Unique to the United States
1. The United States'statement of changes in financial posi-
tion reports extraordinary items separately immediately
following funds from normal operations; whereas, New
Zealand's statement does not require the disclosure of

the effects of extraordinary items (APB Opinion 19, para.

10, and SSAP 10, para. 3.4).
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Unique to New Zealand

1. Transfers to or from reserves and revaluations of assets
are not considered financing and investing activities
and should not be included in the statement of changes
in financial position (pafa. 3.7).

2. When a subsidiary is acquired or sold, any material
movement in the individual assets and liabilities should
be presented separately. If the amount is immaterial,
the purchase price or proceeds from their sale may be
shown in total as a separate item (para. 4.2). The fol-
lowing information should be provided either in the
statement or by note:

(a) The total purchase or disposal price

(b) The share of the purchase or disposal price
paid by cash or cash equivalent

(c) The amount of total assets and liabilities in
the subsidiary, summarized by major catetory (para.
4.3).

3. A parent company's interest in the earnings of an associ-
ated company may be reported by including.the investor's
interest in the associatéd company's earnings as part of

funds provided from operations with the retained portion

of the earnings shown as a reinvestment (para. 4.4).
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4, The following three main format methods are used to pre-
sent the statement of changes in financial position:
a) The balanced format which shows sources and uses
separately but with equal totals
b) The remainder format which shows uses subtracted
from sources leaving a residual balance which
represents the net éhange in working capital or
cash
c) The reconciling format which adds sources to the
beginning working capital balance and deducts
uses to arrive at an ending working capital bal-

ance (para. 5.1).

Interpretive Comment

The usefulness of the statement of changes in financial
position has been recognized by many New Zealand companies
for a number of years. SSAP 10 can be regarded as a signif-
icant development, if for no other reason than it requires
New Zealand companies to present a statement of changes in
financial position as an integral part of their financial
statements for each period that a "profit and loss account
is presented" (para. 6.1).

SSAP 10 is similar to the "funds" statement reporting
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promulgations in the United States, Canada, and the United
Kingdom in the respect that the guidelines are broad but
lack definitive implementation suggestions. There is a need
for explicit clarification of terms such as "netting" and
"immaterial".

SSAP 10 is also similar to the other countries' promul-
gations in the respect that it permits a great amount of
flexibility in content and presentation within the statement
which could result in some lack of uniformity for comparison
purposes between countries. Some items are missing from
SSAP 10 such as guidelines on how to present extraordinary
items. Also, there appears to be some question concerning

how to present the sale of a long-term asset.

Concluding Observation

In the United States APB Opinion 19 requires all com-

panies which prepare both the balance sheet and the income
statement to also prepare a statement of changes in financial
position. This requirement is similar to New Zealand's SSAP
10 which requires companies preparing financial statements
covering reporting periods ending on or after March 31, 1980
to present a statement of changes in financial position for

each period that a "profit and loss account" is presented
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(para. 6.1). Compliance with the requirements set out in
SSAP 10 automatically ensures compliance with IAS 7,
. Although there is some need for more définitive guide=-
lines, explicit terminology and useful illustrations, the
statement is well written. It should make a positive con-

tribution to the reporting practices in this area.
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CHAPTER VII

AUSTRALIA'S STATEMENT OF SOURCE

AND APPLICATION OF FUNDS

The Australian accounting profession gave recognition
to the usefulness of funds statements as far back as 1966
in a report by the General Council of the Australian Scciety
of Accountants entitled, “Accounting Priﬁciples and Prac-
tices Discussed in Repofts on Company Failures," which
stated:

The general question of the adequacy of financial
statements prepared in accordance with generally
accepted accounting principles has already been
discussed on page 6, and the General Council is
of the view that the general standard of company
reporting and disclosure is in urgent need of im-
provement... As an example of improved reporting
it is suggested that funds statements can useful-
ly be included with published financial state-
ments, although these statements should not be
required by 1egislation.l

Current Position of Australia's Statement
of Source and Application of Funds

In January 1971 the Institute of Chartered Accountants

lLetter from W.J. Kenley, National Technical Director
of the Australian Accounting Research Foundation, Sydney,
Australia, April 4, 1979.

127
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in Australia issued Technical Bulletin Fl. entitled "State-

ments of Source and Application of Funds." This bulletin,
which is still in effect, recommends "that a statement of
source and application of funds should be presented to share-
holders as supplementary information with the annual ac-
counts of companies.“2
At the present time there is no professional promulga-
tion, statutory regulation, or other legal requirement in
Australia for public companies to present a "Source and Ap-
plication of Funds Statement" as part of their annual finan-
cial statements. Section 161 of the Companies Act states
"Accounts meaﬁ'pfofit and loss accounts and balance sheets
and includes notes (other than auditors' reports or direc-
tors' reports) attached to or intended to be read with any
of those profit and loss accounts or balance sheets." A
funds statement is not included in what is defined as
"accounts" under the provisions of the Companies Acts. This
is a narrower definition of the term "financial statements"

than is understood in general ‘usage within the United States,

Canada, United Kingdom, New Zealand, or by the International

2.The Institute of Chartered Accountants in Australia,
Statements of Source and Application of Funds, Technical Bul-
letin F1 (Sydney : Institute of Chartered Accountants in
Australia, 1971), p. 1.
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Accounting Standards Committee.3

Although statements of source and application of funds

are not required by law or professional promulgation, they

are required for listed companies by the Australian Associ-

ated Stock Exchanges Official Listing Requirements, Section

3.C(9) which requires a listed company to "include in its
published accounts a Statement of Source and Application of
Funds with comparative figures for the previous year."4

A survey made by J. B. Ryan, C. T. Heazlewood and B. H.
Andrew from the University of Wollongong examined the 1975
financial reports of 250 Australian public companies. This
survey disclosed that 236 or 94 percent of these companies
presented a funds statement. It is fair to assume that the
percentage of companies presenﬁing a funds statement has
probably increased since this period.5

In March, 1980 the Australian Accounting Research Foun-
dation of the Institute of Chartered Accountants in

Australia and the Australian Society of Accountants prepared

3Letter from W. J. Kenley, April 4, 1979.
41pbid.

S"pustralian Company Financial Reporting", Table 5.1 in
a letter from W. J. Kenley, National Technical Director of
the Australian Accounting Research Foundation, Sydney,
Australia, April 4, 1979.
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a confidential Exposure Draft for discussion ehtitled "State-
ment of Sources and Application of Funds." If this Exposure
Draft is adopted as an Accounting Sténdard it should have a

beneficial effect on the reporting provisions in this area.6

Current Position of Australia's Statement of Source
and Application of Funds in Relation
to the International Standards

Australia is a member of the International Accounting
Standards Committee (IASC) and is represented on the com-
mittee by its two profesgional-accounting bodies, the Insti-
tute of Chartered Accountants in Australia and the Australian
Society of Accountants. As a member of the IASC, Australia's
professional accounting bodies have agreed to use their best
efforts to secure general acceptance and observation of the
Committee's standards.

The Councils of the two Australian Accounting bodies
utilize the following procedure when dealing with the Inter-
national Accounting Standards:

1. The International Accounting Standards (IAS) serve as
the minimum reporting requirements for existing

Australian Accounting Standards (AAS).

6Exposure Draft, Proposed Statement of Accountlng Stan-
dards, "Statement of Sources and Application of Funds", re-
ceived with letter from K. M. Stevenson, Technical Director,
Australian Accounting Research Foundation, Melbourne,
Australia, April 1, 1980.
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2. If an AAS doesn't cover the subject of the IAS the IAS
should be reissued as an Australian Standard or used as
the basis for an AAS.

3. If the IAS is consistent with the AAS but falls short of
its provisions then the AAS should be endorsed to indi-
cate that it is consistent with the IAS and that compli-
ance with the Australian Standard ensures compliance
with the IAS:

The Standards set out in this Statement are
not inconsistent with those set out in IAS
..issued by the International Accounting
Standards Committee. Members should note
that compliance with this Australian Stan-
dard will ensure compliance with IAS...

4. If the IAS varies in substance from the AAS and is not
considered appropriate for Australian practice then the
Australian Standard should be endorsed:

The Standards set out in this Statement are

inconsistent with those set out in IAS...

issued by the International Accounting Stan-

dards Committee in that:

(i) L2 4

(ii) ...
Also, if the IAS is not considered appropriate for
Australian practice it is necessary for members to dis-
close in their statements the extent of variance from

the International Standard, such as:

The accounts although in conformity with
Australian Accounting Standards do not
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comply with International Accounting Stan-
dards as provided in AAS...7

International Accounting Standard 7 (IAS 7) was issued

by the International Accounting Standards Committee in
October, 1977 to be effective for accounting periods begin-
ning on or after January 1, 1979. Australia's professional
accounting bodies have‘hot‘yét adopted IAS 7; however, its
contents were considered in the preparation of a recent Ex-
posure Draft which is now being considered in Australia but
‘has not yet been issued to the general public. Since an ad-
vance copy of this exposure draft was reviewed on a confiden-
tial basis, specifics can not be revealed in this study even
though access to that preliminary draft did help identify
items deserving special analysis.8

In summary, both of Australia's professional accounting
bodies encourage the presentation of a statement of soﬁrce
and application of funds. Although the presentation of a'state-
ment of source and application of funds is not required by
domestic professional promulgation or statutory law, the
presentation of such a statement is required of all public

listed companies by the Associated Stock Exchanges.

7Accounting Policy Statement 3, "Compatibility of
Australian Accounting Standards and International Accounting
Standards" (Sydney: Australian Society..of Accountants and the
Institute of ‘Chartered Accountants in Australia, 1976) p. 5005.

8Exposure Draft, received from K. M. Stevenson, April 1,
1980.
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Objectives of. Australia's Statement of Source and
Application of Funds as-Recémmended in
" Technical Bulletin Fl.

The position taken by the Institute of Chartered Account-
ants in Australia as set out in their Technical Bulletin Fl.
is that a statement of source and application of funds,

...Can materially assist the reader to appreciate

the meaning and significance of the reported fin-

ancial results and the deployment of the resources
of the company for the period under review" (para.
2).

Form and Content of Australia's Statement of Source
and Application of Funds as Recommended
in Technical Bulletin Fl.

Just as in the Standards of the other countries studied,
the need for flexibility in form, content, and terminology
is recognized in Australia's Technical Bulletin Fl. The
form of the statement depends on the circumstances of each
particular case. Significant information should be arranged
in such a manner so that important highlights are emphasized,
and explanatory notes should be used to provide the necessary
detail for important items (para. 10, 11, and 12).

Funds are defined as cash (or like) resources generated
by some transactions and applied through others. Included
in this definition of funds is cash constructively received

or applied such as when an asset is paid for through the
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issue of securities (para. 7). Inclusion of this definition
of funds as cash "notionally received" is a major departure
from the definition of funds used in the other countries of
this study.

Funds provided by operations start with profit before
extraordinary items to which is added any non-cash items
which were previously deducted (para. l3a).9

Other non-cash £ransactions which "...reflect a change
in the way in which the funds of the company have been pro-
vided" should be included in the funds statement (para. 13b).
However, some transactions do not repreéent a source of ap-
plication of funds and therefore are not presented in the
funds statement but may be shown in an explanatory note,
such as:

1. The issue of Bonus shares
2. Reserve transfers
3. Asset .revaluations (para. 13b).

Technical Bulletin Fl. indicates that the statement of

source and application of funds should also disclose the

following items:

9an alternative method which is similar to that allowed
in the United States provides that the statement may dis-
close gross sales and other revenue from which expenses are
deducted.
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1. Increase in paid-up capital
2. Increase in borrowings
3. Reduction in asset investment
4., Repayment of capital
5. Losses incurred in operations
6. Reduction in.borrowings
7. Investment in current and non-current assets
8. Dividend distributions.

The statement of source and application of funds pre-
pared for a -group of companies should be prepared on a con-
solidated basis (para. 5).

Figure 6 shows the statement of source and application

of funds provided in the Appendix to Technical Bulletin Fl.

as an acceptable example of a funds statement for a company
with a subsidiary.

The foregoing general discussion of the reporting stan-
dards for Australia's statement of source and application of
funds should provide the necessary foundation to enable most
readers of this study to understand and evaluate the follow-
ing comparative analysis. However, occasional refererces
are made to more specific features of the promulgation,
therefore the entire'provisions for the presentation of

Australia's statement of source and application of funds as
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Figure 6. An example of a statement of source and applica~-
tion of funds which meets the reporting standards set out
in Australia's Technical Bulletin Fl.
CONSOLIDATED STATEMENT OF SOURCE AND
APPLICATION OF FUNDS

5 yrams
YEARS ENDED 30 JUNE - 19.. 19.. TO 19..
During the year the following funds '
became available:
1. Consolidated profit for ycar be-
forc extraordinary items .. .. b S X
Add ltems not involving the out-
lay of funds in the current ’
period —
Depreciation and  amortisation
of fixed assets .. .. .. X X X .
Amount provided for deferred
income tax .. .. .. .. X X X X XX
Funds derived from operations . . S X ) S X
2. Increase in long-term liabilitics .. X D S X
3. Proceceds of capital issues .. .. X S X X
S x X X
These funds were applicd as follows:
I. Increase in working capital . X X X
N L]
2. Purchasc of fixed assets .. .. . X X X
3. . Payment of long-term liabilitics . . X COX b
4. Payment of dividends —
Sharcholders .. .. .. .. X Py X
Minority interests in subsidiary
companics . J. .. .. X X X
S X X X

SOURCE: Appendix to Australia's Technical Bulletin Fl.
(The Institute of Chartered Accountants in Australia, 1971),
p. 7.
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set out in their Technical Bulletin Fl. is reproduced in

Appendix E.

Comparison of Australia's Statement of Source and
Application of Funds with the United States'
Statement of Changes in Financial
Position

The seven significant provisions of United States APB

Opinion 19 that were identified in Chapter III and the cor-

responding provisions of Australia's Technical Bulletin Fl.

'will be compared in this section. These seven areas are:
(1) applicability of reporting requirements, (2) concept of
funds, (3) funds from normal operations, (4) extraordinary
items, (5) financing activities, (6) investing activities,

and (7) noncurrent exchanges. Comments about APB Opinion 19

are identical to the comments in the chapter on the United
States but are repeated here for the convenience of the

reader.

Applicability of Reporting Requirements

United States

APB Opinion 19 requires that the statement of changes

in financial position be prepared as part of the financial
reports for each period for which both the balance sheet and

the income statement are presented (para. 7).
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Australia
The position of Australia's professional accounting
bodies, as reflected in the Institute of Chartered Account-

ants' Technical Bulletin Fl. is that the presentation of a

statement of source and application of funds is useful as a
supplementaryvreport in that it "can materially assist the
reader to appreciate the meaning and significance of the re-
ported financial results”; however, statements of source and
application of funds are not required by promulgation of the
professional accounting bodies nor are they required by the
statuatory law. IStatements of source and application of
funds are required as a listing requirement for all companies
listed on Australian Stock Exchanges.l® Under the provisions
of IAS7, all companies preparing financial statements'cover-
ing reporting periods beginning on or after January 1, 1979
should present a statement of changes in financial position
for each period in which an income statement is presented;
however, Australia .has not yet adopted the International

Standard.ll

10retter from W.J. Kenley, April 4, 1979.
llLetter from K.M. Stevenson, Director of Australian

Accounting Research Foundation, Melbourne, Australia,
January 17, 1980.
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Concept of Funds

United States

APB Opinion 19 indicates that the statement of changes

in financial position should be based on a broad concept em-
bracing all changes in financial position (para. 8). Funds

should be expressed "in terms of cash, cash and tempérary in-
vestments combined, of all quick assets or of-working -capital"

(para. 11).

Australia
Although the recommendations as set out in Technical

Bulletin Fl. do not state specifically that the statement of

source and application of funds should embrace all the finan-
cing and investiﬁg activities of the company; such a broad
concept is implied in the following recommendations: (1)
funds are defined as cash (or like) resources, including cash
notionally received, such as when an asset is purchased in
exchange for an issue of securities; énd (2) statements of
source and application of funds should report non-cash trans-
actions, such as the conversion of debentures into stock

(para. 7, 13b).

Funds from Normal Operations

United States

APB Opinion 19 sets the following three basic require-
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ments:

1. Working'capital or cash provided from or used in opera-
tions should be clearly disclosed (para. 10).

2. The statement should begin with income or loss before
extraordinary items and adjust for items which did not
use or provide cash or working capital during the per-

iod (para. 10). An optional method is also allowed.12

3. The results from operations figﬁre should be reported

separately from the influence of extraordinary items

(para. 10).

Australia
The Institute of Chartered Accountants in Australia sets
out the following recommendations in their Technical Bulle-
tin Fl.
1. The funds from operations figure is the profit before
extraordinary items (para. l3a). Another method to ar-
rive at this figure is also allowed,l3

2. Non-cash items which were deducted in determining profit

12pn alternative method which provides the same results
is to begin with revenues that provide funds during the
period and deduct cost and expenses that required the use of
funds.

13n . if thought desirable the statement may be expanded

to disclose sales and other revenue items followed by the de-
duction of expenses" (para. 1l3a).
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befcre extraordinary items must be added back to arrive
at the funds from operations figure (para. 1l3a).

3. The profit or loss on the sale of fixed assets should be
removed from the funds from operations figure (para. 13

e).

Extraordinary Items

United States

APB Opinion 19 sets the following two requriements for

extraordinary items:

1. Working capital or cash provided or used by extraordin-
ary items should be shown immediately following funds
from normal operations (para. 10).

2. Extraordinary income or loss should be adjusted for
items which did not use or provide cash or working

capital during the period (para. 10).

Australia
The treatment of extraordinary items varies with the na=-

ture of the item, for example:

1. Profits on the sale of investments should be added to
the book value of the assets sold to show the total pro-
ceeds as a source of funds (para. 13i).

2. Income tax expense charged which exceeds the amount
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based on curren; profit should be adjusted against
funds from operations (para. 13ii).
3. Extraordinary gains should be removed from the funds

from operations figure and reported as an extraordin-

ary item (para. 13iii).

Financing Activities

Although the Acceocunting Principles Board in Opinion 19

recognizes that some transactions such as the issuing of
equity securities to écquire a building involve both a fin-
ancing and investing activity, the term. "financing activity"
is not explicitly defined. - The meaning of the term "financ-
ing activity" may be  inferred from the context of its usage
within ;he Opinion. For purpose of this study "financing
activities" are defined as transactions which affect the
firm's long-term capital structure. Financing activities
include the issuance, redemption or repayment of debt, re;
acquisition of preferred or common stock, the conversion of
long-term debt into equity; and other non-current exchanges

(para. 13 and 14).

United States

APB Opinion 19 states: "to meet its objectives a funds

statement should disclose separately the financing and
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investing aspects of all significant transactions that af-

fect financial position during a period" (para. 6).

Australia

Although the recommendations in Technical Bulletin Fl.

do not specifically state that the statement of source and

application of funds should disclose all aspects of the

firm's financing activities such a concept is implied in

the following recommendations:

'l. Funds reported in the statement of source and applica-
tion of funds should include the exchange of securities
for an asset (para. 7).

2. Other non-cash transactions which should be included in
the funds statement is the conversion of debentures in=-
to shares of stock (para. 13b).

3. Any movements in noncurrent liabilities should be re-
ported in detail (para. 13f).

4, Any érior period adjustments affecting the income state-
ment should be ignored in preparing the funds statement.
If a comparative funds statement is presented, then appro-
priate adjustments should be made to show the ;ppropriate
investing and financing activity figures fbr the prior

period (para. 13i).
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Investing Activities

Although APB Opinion 19 does not explicitly define the

term "investing activity" the meaning of the term may be
inferred from its usage within the Opinion. For purpose of
this study, the term "investing activity" is defined as out-
lays for the acguisition of long-term assets which can be
classified as investments, property and intangibles. Also
considered as an "investing activity" for purpose of this
study are any outlays for the purchase of consolidated sub-

sidiaries (para. 13 and 14).

United States

APB Opinion 19 sets forth the following requirements for

investment activities:

1. The purchase or sale of long-term assets are to be
separately identified by category (investments, proper-
£y, and intangibles). Sources and uses should not be
netted against each other nor should major categories
of noncurrent assets be combined (para. 14).

2. Outlays of funds for thé acquisition of consolidated
subsidiaries should be summarized by major categories of

assets and obligations assumed (para. 13).
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Australia

1. If the proceeds of sale or the purchase price of fixed
assets are material in amount they should be shown
separately in the statement of source and application of
funds; however, if the amounts are not material, they
could either be shown as a net increase or decrease, or
the sales and purchase could be individually disclosed
but shown to be related to each other (para. 1l3a). |

2., If the statement of source and appliéation of funds is
prepared for a group of companies it should be prepared
on a consolidated basis along with comparative figures

from a prior period (para. 4, 5).

Noncurrent Exchanges

United States

APB Opinion 19 sets forth the requirement that all fin-

ancing and investing transactions which significantly affect
the financial position of the firm be separately disclosed.

These transactions include acquisition or disposal of proper-
ty in exchance for equity securities énd conversion of long-

term debt or preferred stock to common stock (para. l4c).

Australia

The objective of the statement of source and application
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Comparative analysis of seven reporting provisions
of the statement of source and application of funds
in the United States and Australia.

Fund statement requirements United States Australia

Applicability of reporting

requirements A | X
Concept Qf funds A S
Funds from normal operations A S
Extraordinary items ' A S-E
Financing Activities A S-E
Investing Activities A E-X(b)
Non-current exchanges A S-E
SOURCE: Analysis presented in this chapter.

NOTE: One of the following descriptions is assigned to each
item in Table IX:

A,

X(b).

X(c).

APB Opinion 19 sets forth the requirement for this
item

The reporting requirement for this item is similar
to that of APB Opinion 19

May be shown as an equivalent item

The item need not be separately disclosed but can
be included in another account

The item may be calculated from the data shown

There is no requirement for this item set by the
accounting body of this country

When combinations such as S-E are presented, the
first letter indicates the main requirement, and
the second letter indicates the alternative less-
used procedure.
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of funds is to assist the reader to appreciate the meaning
and significance of the period's financial results and deter-
mine how the company's resources were used during the period.
In order to accomplish this objective, it is necessary to
expiain and emphasize any increase or decrease in noncurrent
assets or liabilities such as any change in the way company
funds have been provided. The statement should disclose the
acquisition of assets received in exchange for securities,
the conversion of long-term debt into stock, and the repay-
ment of a long-term loan with a new loan (para. 2, 1l3b, 7,

13£).

Contrast of Reporting Requirements

The foregoing comparative analysis of Australia's state-
ment of source and application of funds reporting require-
ments is classified in Table X in terms of the extent of
their variance from the reporting requirements for the United
States statement of changes in financial position as set out

in APB Opinion 19.

The foregoing analysis compares the reporting provisions

of Australia's Technical Bulletin Fl. in seven major areas

with the corresponding provisions set out in the United

States' APB Oopinion 19 to provide a general overview of the
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significant variances in each area. There are some unique

contrasts between Australia and the United States which are

presented in the next section.

Funds Statement Disclosure Requirements
Unique to One Country

Uniqué to the United States
Net changes in each element of working capital should be
disclosed for the current period and each change should
be analyzed in detail iﬁ a tabulation accompanying the

statement (APB Opinion 19, para. 12).

Unique to Australia
Transactions which do not represent either sources or
applications of funds should be excluded from the funds
statement, such as:.
(a) 1Issues of bonus shares
(b) Transfers to and from reserves
(c) Revaluations of assets (para. 13b)
If they are shown on the balance sheet as assets, "de-
ferred income tax expense and future income tax benefits
resulting from past losses should be adjusted against
profit before extraordinary items" (para. 136).
If necessary, explanatory notes should be used with the

statement to provide additional details for significant
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items (para. 10).

4. Results of sales and purchases of fixed assets which are
not material in amount may be presented either as a net
increase or decrease, or the sales and purchases may be
individually disclosed in the statement but shown as be-
ing related to each other (para. l3e).

5. Reasonable assumptions can be made to group related
items and show them as offsetting each other (para. 1l3g).

6. Prior period,adjustméntS' which affect the income state-
ment should be ignored when preparing the funds state-
ment. Appropriate adjustments should be made to the
prior periods figures when a comparative funds statement

is presented (para. 13j).

Interpretive Comment

Unlike the "funds" statement promulgations of the United
States, United Kingdom, and New Zealand, Australia's "funds"
statement promulgation is similar to Canada in that it recom-
mends the presentation of a "funds" statement but has no en-
forceable domestic profession "funds" statement promulgation
to require companies to present a "funds" statement or to

follow the recommendations provided in their Technical Bulle-

tin Fl., However, companies listed on the Australian Associ-
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ated Stock Exchanges are required by the Exchange's official
listing requirements to present a "funds" statement.

Australia's "funds" statement recommendations are simi-
lar to the other countries promulgations in that the guide-
lines are broad but not definitive. There is a need for
more explicit terminology. Terms such as "liquidity," "sig-
nificant," "netted," and "material," need to be explicitly
defined; also definitive illustrations should be provided to
aid in the implementation of the recommendations.

Australia's "funds" statement recommendations indicate
that items which do not involve a source or application of
"funds" need not be presented, such as: (1) the issuance of
bonus shares, (2) the transfer of funds to or from reserves,
and (3) asset revaluations. However, the omission Qf items
thch do not directly involve the source or application of
funds may result in the omission of information which should
be reported under the "all financial resources" concept as

set out in APB Opinion 19. The omission of some items along

with the flexibility in form, content and presentation pro-

vided by Technical Bulletin Fl. could result in some amount

of nonuniformity in "funds" statement disclosure when com-

pared with other countries.
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Concluding Observation

Both of Australia's professional éccounting bodies, which
are members of the International Accounting Standards Committee,
have agreed to use their best efforst to secure the implemen-
tation of the International Accounting Standards in Australia.
However, IAS 7 was issued in October 1977, but it has not yet
been implemented in Australia. At the present time a proposed
"funds" statement Exposure Draft is being discussed and if it
is adopted in its present form, statement§ issued under the
Standard will fully conform with IAS 7 and will in addition,
be among the most useful and unambiguous statements issued
in any country. Several ideas from the Australian draft
are merged with some of the ideas developed by this re-
searcher and are presented'in the concluding chapter of

this dissertation as suggested improvements to APB Opinion 1S.

l4Research was nearly complete when the confidential
advance copy of the forthcoming Australian Exposure Draft
was received. It was decided that there was nevertheless,
sound reason to retain the analysis of Australia's Technical
Bulletin Fl. as part of this dissertation because it con-
tains unique features that are carried over into the new pro-
posal and that ought to be considered by other countries as
they amend or modify their standards. For example, Technical
Bulletin Fl. expanded the "all financial resources" funds
concept to include funds constructively received. The pro-
posed Exposure Draft further develops the "funds" concept to
fit the theoretical accrual accounting concept. Also, the
detailed attention given to the definition of terms and for-
mat in Technical Bulletin Fl. is built upon in the proposed
draft.
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The proposed Exposure Draft has not yet been issued for pub-
lication, but was reviewed for this study on a confidential

basis, therefore more details cannot be disclosed.
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CHAPTER VIII

STATUS OF THE STATEMENT OF CHANGES IN
FINANCIAL POSITION IN THE EUROPEAN

ECONOMIC COMMUNITY COUNTRIES

The discussion in the preceding four chapters focused
on the status of the statement of changes in financial
position in the United States, Canada, United Kinédom, New
Zealand and Australia. The "funds" statement reporting
requirements in each country were compared with the report-
ing requirements for the Uﬁited States statement .0f changes

in financial position as set out in Accounting Principles

Board Opinion 19 (APB Opinion 19).

The following discussion will briefly examine the status
of the statement of changes in financial position in the
European Economic Community (EEC) countries, exclusive of
the United Kingdom since it was discussed in detail in
Chapter VI.

The recently adopted Fourth Directive of the EEC deals

with the lay-out of annual accounts, valuation methods to be
adopted for their presentation, contents of the annual
report, and provisions concerning publication of financial

153
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statements.l However, for the purposes of this directive,
annual accounts comprise only the balance sheet, the profit
and loss account, and the accompanying hotes to the accounts.

The Fourth Directive permits member states to require a

statement of changes in financial position, but it does not
require them to adopt such a provision in their national

legislation. Therefore, the regulations governing the pub-
lication of the statement of changes in financial position
are considered on a countryfby-country basis in the follow-

ing discussion.?

United Kingdom

The reporting requirements for the funds statement in

the United Kingdom were discussed in detail in Chapter V.

lWwhen the EEC was established on March 25, 1957 it be-
gan a harmonization program designed to facilitate the func-
tioning of the Common Market. This program involves the
issuing of directives which are binding on the member states.
The Fourth Directive laid down rules for the uniform prepara-
tion, presentation and publication of company accounts. It
was originally published in November, 1971, reissued in
February, 1974 and finally adopted by the EEC Council of
Ministers on July 25, 1978. For more information see:
Frederick Choi and Gerhard G. Mueller, An Introduction to
Multinational Accounting (Englewood Cliffs, New Jersey:
Prentice Hall, 1978), pp. 198-200; M. Baradell, (ed.)
"Company Accounts--Fourth Directive," The Accountant, Vol.
179 (August 1978), p. 233.

21etter from Claudis van Schaik, representative of Peat
Marwick, Mitchell and Co., "Annex I-Developments in EEC
Countries." Paris France, April 30, 1979.
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The reporting requirements for the statement of changes

in financial position in Ireland are the same as for the

United Kingdom which were discussed in Chapter V.

Netherlands

Prior to 1979 there was no requirement in the Nether-

lands for financial accounts to include a statement of

changes in financial position; however, the custom of pro-

viding such a statement has been growing as shown by Table

XI which presents the results of a survey of published

accounts by Nederlands Instituut Van Registeraccountants:

TABLE XI.

3

Netherlands companies included in a survey that
presented a statement of changes in financial
position as part of their annual financial re-~

port.
Number of Companies

Number of Including a Statement Percent of

Companies - of Changes in Financial Companies
Year Surveyed Position in Report Surveyed
1971 129 17 13%
1973 135 35 26. -
1975 135 62 46
1977 135 95 70
SOURCE: Nederlands Instituut Van Registeraccountants survey

of published accounts, cited in a letter from its Director,

H. Volten, March 27, 1979.

3Letter from H. Volten, Director, Nederlands Instituut
Van Registeraccounts, Amsterdam, Netherlands, March 27, 1979.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



156

In 1979 the Tripartite Commission, which is the stan-

dard setting body in the Netherlands, adopted International

Accounting Standard 7 (IAS 7) as their local standard. As

noted in prior chapters IAS 7 indicates that companies pre-
paring financial statements covering reporting periods be-
ginning on or after January 1, 1979, should present a state-
menf of changes in financial position as an‘integral part of
their financial reports for each period in which an income

statement is presented.4

Belgium

A Commission of Accounting Standards wes created by
Royal Decree on October 21, 1975 to develop the country's
accountipg doctrine and rules by way of advice and recommen-
dations.

Belgium is a member of the International Accounting
Standards Committee and presumably would follow IAS 7, there-
fore, companies preparing financial statements covering
periods beginning on or after January 1, 1979 should pre-
sent a statement of changes in financial position for each
period that an income statement is presented.

When the Commiséion was asked whether IAS 7 would

41etter from E. P. Akins, Assistant Secretary to the
International Accounting Standards Committee, London,
England, November 26, 1979.
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become operative in Belgium their response was: "A state-
ment of changes in financial position as imposed by the
International Accounting Standards Committee is oniy usefgi
if these changes cannot be derived logically from the annual
accounts, as it is the case in Belgium." The Commission
feels that compliance with IAS 7 would not provide any addi-
tional information to what is alread} provided in the annual

accounts.5

Luxembourg

The statement of source and application of funds is not
required by law, domestic accounting regulation, or as a
stock exchange listing requirement.6

Luxembourg is a member of the Intefnafional Accounting
Standards Committee and its professional accounting body has
issued IAS 7; therefore, companies preparing financial re-
ports covering reporting periods beginning on or after
January 1, 1979, should comply with this Standard by pre-
sgpting a statement of changes in financial positicn as an

integral part of their financial statements for each period

SLetter from O. Van Der Meulen, President, Institut des
Reviseurs d'Entreprises, Bruxelles, Belgium, March 30, 1979.

6Letter from Guy Bernard, General Secretary, Ordre Des
Experts Comptables Luxembourgeois, Luxembourg, July 5, 1979.
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in which an income statement is presented.7

Denmark

There is no domestic or legal requirement in Denmark
which requires the preparation of a statement of changes in
financial position. However, Denmark is a member of the
International Accounting Standards Committee and its pro-
fessional accounting body has issued IAS 7; therefore,
companies preparing financial reports covering periods end-
ing on or after January 1, 1979 should pfesent a statement
of changes in financial position as an integral part of
their financial reports for each period in which an income

statement is presented.®

West Germany

West Germany does not have a local accounting standgrd,
legal requirement, or stock exchange listing requirement con-
cerning the presentation of a statement of changes in finan-
cial position. Although a statement of changes ir . ncial
position is not mandatory, its publication as part - the

Director's Report is encouraged by a directive iss::.i in 1978

TLetter from R. P. Akins, International Accounting
Standards Committee, November 26, 1979.

8Letter from Claudis van Schaik, "Anney. I-Developments
in EEC Countries", Paris, France, April 30, 1979.
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by the German Institute (Institut der Wirtschaftspufer)
which outlined a recommended form of a statement of changes
in financial position.9

The recommended statement format follows the format pre-

sented in United States Accounting Principles Board Opinion

19. Many large firms currently practice voluntary disclo-
sure of the statement; however, most of the statements aré
not presented as part of the accounts but are included as
part éf management's audited business report.lo.

West Germany is a member of the International Account-
ing Standards Committee and its professional accounting body
has issued IAS 7; therefore, companies preparing financial
repqrts beginning on or after January 1, 1979 should present
a statement of changes in financial position as part of the
financial report for each period in which an income.state—

ment is presented.ll

etter from W. A. Linnenbringer, Representative of
Price Waterhouse International, London, March 29, 1979.

10Michael Lafferty, David Cairns and James Carty, 1979
Financial Times Survey of 100 Major European Companies'
Reports and Accounts (London: Financial Times Business
Publishing Ltd, 1979), p. 60.

llretter from E. P. Akins, Assistant Secretary, Inter-
national Accounting Standards Committee, November 26, 1979.
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Italy

In January 1977 the accounting regulatory body Consiglie
Nazionale dei Dottori Commercialisti issued Accounting Prin-
ciple No. 2 which deals with the content and format of the
financial statements and recommends, among other things, the
inclusion of the statement of changes in financial position
in the annual financial statements. The presentation of the
statement of changes in financial position is not required by
law or by the stock exchange.

Italy was admitted tb membership of the International
Accounting Standards Committee (IASC) on March 31, 1980 and
has not yet had time to implement IAS 7. Currently they are .
in the process of translating the International Accounting
Standards into Italian. As a member of the IASC it is pre-

sumed that Italy will implement IAS 7 in the near future.l?

Interpretive Comment

The foregoing discussion indicates that many of the EEC
countries do not currently have a domestic accounting stan-
dard, law, or stock exchange regulation wich requires the
preparation of the statement of changes in financial posi-

tion. However, all of the EEC countries are members of the

121etter from E. P. Akins, Assistant Secretary, Inter-
national Accounting Standards Committee, March 27, 1980.
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IASC and as such have agreed to support the adoption of the
Irternational Standards as discussed in Chapter IX, but at
the present time the status of IAS 7 in the EEC countries is
not uniform.

Currently the United Kingdom and Ireland indicate that
compliance with their domestic standard automatically en-
sureé compliance with IAS 7. Netherlands adopted IAS 7 as
their domestic standard. The professional accounting bodies
of Luxemburg, Denmark, and West Germany have reissued IAS 7
in their country which indicates the implementation of the
International Standard in that country. Belgium indicates
that it does not intend to implement IAS 7. Italy has re-
cently become a member of the IASC and has not yet issued
IAS 7 but is now in the process of translating the Inter-

national Standards.

Concluding Observation

Prior to the introduction of IAS 7 many of the EEC
countries did not have any requirement for the presentation
of a statement of changes in financial position. The intro-
duction of IAS 7 resulted in the development of a "funds"
statement promulgation-in most of these countries. This

should provide a significant improvement in "funds" state-
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ment presentation and uniformity of reporting practices in

this area in the immediate future.
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CHAPTER IX
SUMMARY, RECOMMENDATIONS AND CONCLUSION

This dissertation starts with the identification of high-
lights in the historical development of the statement of
changes in financial position. The evolution of the state-

ment was traced from its earliest usage by railroads in the

1860's to its present status as set out in Accounting Princi-

ples Board Opinion 19 (APB Opinion 19).

The detailed reporting requirements for the statement of
changes in financial position for each counﬁry involved in
this study were then identified and compared with the re-
porting requirements for the United States' statement of

changes in financial position as set forth in APB Opinion 19.

Seven major reporting areas identified in APB Opinion 19

were used as part of the framework of analysis throughout
this study: (1) applicability of reporting requirements,
(2) concept of funds, (3) funds from normal operations, (4)°
extra—ordinary‘items, (5) financing activities, (6) invest-
ing activities, and (7) noncurrent exchanges. The analysis
of these seven major areas in the reporting Standards of the

United States, Canada, the United Kingdom, New Zealand, and
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Australia will be briefly summarized in the next section be-
fore proceediﬁg to recommendations and conclusion. This
comparative summary is composed entirely of data presented

in the preceding chapters.

Comparative Summary

Applicability of Reporting Requirements
The "funds" statement reporting requirements are now
similar in the United States, the United Kingdom and New
Zealand. A statement of changes in financial position must
be presented as a basic financial report:
l. In the United States whenever both a balance sheet and
an income statement are presented (United States'

- Accounting Principles Board Opinion 19, para. 7).

2. In the United Kirgdom:for firmswith a gross income of

o]
525,000 or more per year (United Kingdoms' Statement of

Standard Accounting Practice No. 10, para. 7).

3. In New Zealand for each period that a "profit and loss

account is presented" (New Zealand's Statement of Stan-

dard Accounting Practice No. 10, para. 6.1).

The presentation of a statement of changes in financial
position is recommended and encouraged in Canada and Austral-

ia; however, preparation of the statement is not required by

domestic professional accounting promulgation.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



165

Under the provision of International Accounting Standard

7 (IAS 7) all companies in Canada, the United Kingdom, and
New Zealand which prepare financial reports covering report-
ing periods beginning on.or after January 1, 1979, should
present a statement of changes in financial position for each
period in which. an income statement is presented. Australian
professional accounting bodies have not yet implemented IAS
7; however, its contents were considered in the development

~of a current Exposure Draft which is now being field tgsted
in Australia. It has not yet been iséued to the general pub-
lic but it was made available for this study on a confiden-
tial basis.l Although details of this proposed standard
cannot be disclosed, it can be stated that if it is adopted
the standard would satisfy the reporting requirements of IAS
7. The United States has not impleﬁented IAS 7 because it

does not adopt the International Standards.2

Concept of Funds

The concept of funds employed in the statement of

lproposed Statement of Accounting Standards, "Statement
of Source and Application of Funds," received with a letter
from K. M. Stevenson, Technical Director, Australian Account-
ing Research Foundation, Melbourne, Australia, April 1, 1980.

2Letter from Paul Rosenfield, Director, Accounting Stan-
dards, American Institute of Certified Public Accountants,
New York, February 8, 1980.
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changes in financial position is similar for the United
States, Canada, the United Kingdom, New Zealand, and Austral-
ia in the respect that all of the countries in the study
either express or imply that funds are defined as cash, cash
equivalents, or working capital. Similarly, all of the
couﬂtries either express or imply the concept of separately

reporting all significant aspects of the enterprise's finan-

cing and investing activities.

Funds from Normal Operations

The requirement of reporting funds ffom (or used in)
normal operations is similar in the United States, Canada,
the United Kingdom, and Australia. These countries present
a figure representing funds provided from (or used in) oper-
ations which exclude the effects of extraordinary items.
The items which did not use or provide cash or working capi-
tal during the period are shown as adjusting items. However,
Canada does not require the presentation of items which did
not use or provide funds during the period but does allow
them to be shown either in detail or as one amount. United
States, New Zealand and Australia allow the presentation of
a seldom used alternative method to present funds from norm-

al operations which starts with gross revenue and deducts

gross expenses to arrive at the funds from operations figure.
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The presentation of funds from normal operations in New
Zealand's statement of changes in financial position is sig-
nificantly different from the other countries' in that funds
provided by (or used in) operations are shown including the
effects of extraordinary items which are adjusted for those

items that did not provide or use funds during the period.

Extraordinary Items

Extraordinary items are reported in the'statement of
changes in financial position in the United States, Cana&a,
the United Kingdom, and Australia by presenting them separ-
ately from ordinary income. " The United States' and the
United Kingdom's requirements provide that extraordinary
items be adjusted for those items which did not use or pro-
vide cash or working capital during the period.

Australia's regulations provide that if the income tax
charged exceeds the amount based on the current year's pro-
fit the difference is added back to funds from operations.
Also, profit on the sale of investments should be added to
the book value of the assets sold in order tc show the total
as a source of extraordinary funds.

New Zealand's reporting requirements are silent concern-

ing the separate disclosure of cash or working capital pro-

vided by extraordinary items.
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Financing Activities

The professional accounting promulgations for presenta-
tion of the statement of changes in financial position in
the United States, Canada, the United Kingdom, New Zealand,
and Australia either require, recommend, or imply that all
aspects of investing and financing transactions which affect
an enterprise's financial position during the period be
separately disclosed in the statement of changes in financial

position.

Investing Activities

Investment activities involving the purchase or sale of
long-term assets are separately identified in the statement
of changes in financial position in the United States, Canada,
the United Kingdom, New Zealand, and Australia. However, the-
reporting requirements of Australia provide that if the
amounts are not material they could be shown net, or the
transactions could be individually disclosed but shown to be
related to each other.

The acquisition of a subsidiary in the United States is
presented in the statement of changes in financial position
by grouping the assets and obligations into related cate-
gories to show the increase or decrease in consolidated . funds

resulting from the acquisition.
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Canada's statement of changes in financial position re-
porting requirements allows the assigned cost of the subsid-
iary's assets and liabilities to be grouped and disclosed
either in the statement or in an attached note to the state-
ment.

In the United Kingdom, the acquisition of a subsidiary
is presented in the statement of changes in financial posi-
tion either as a single total amount, or the amounts of the
individual assets and liabilities may be reported as a source
or use of funds by including them with each asset and liabil-
ity presented in the statement.

The acquisition of a subsidiary in New Zealand is pre-
sented in the statement of changes in financial position by
showing either the movement in the individual assets and
liabilities or, if the amount is not material, by reporting
the total purchase or sales proceeds separately. The follow-
ing information should also be disclosed eithef in the state-
ment or in a note attached to the statement:

1. Total purchase or disposal éﬁice

2. The amount c¢f the purchase or disposal price paid by
cash or cash equivalent

3. Total assets and liabilities in the subsidiary,

summarized by major category
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Australia's domestic professional accounting bodies'
promulgations do not require the separate disélosure of a
subsidiary's individual assets and liabilities but state
that if the funds statement is presented for a group of
companies, it should be presented on a consolidated basis

along with comparative figures for the prior period.

Noncurrent Transactions
Noncurrent transactions such as those involving the
acquisition or disposal of property in exchange for equity
securities and the conversion of long-term debt into pre-
ferred or common stock can significantly affect the finan-
cial position of the enterprise, therefore the domestic
professional accaunting promulgations of the United States,
Canada, the United Kingdom, New Zealand, and Australia
either require, recommend or imply that all aspects of non;
current transactions be presented in the statement of
changes in financial position. Some netting of related
transactions is allowed in Canada's statement of changes in
‘finanéial position provided that the individual financing

and investing effects are disclosed.

Contrast of Reporting Requirements

The reporting requirements for the presentation of the
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statement of changes in financial position in the United
States, Canada, the United Kingdom, New Zealand and Austral-
ia which were diécussed throughout this study are shown in
Table XII in terms of the extent of their variance from the
United'States reporting requirements as set out in APB Opin-
ion 19.

TABLE XII. Comparaﬁive,analysis of seven major reporting
provisions of the statement of changes in finan-
cial position in the United States, Canada, the

United Kingdom, New Zealand, Australia, and In-
ternational Accounting Standard 7.

Statement United United New
Requirements States Canada Kingdom Zealand Australia IAS

Applicability

of Reporting

Requirements A X S S X S
Concept of = .

Funds A S S S S S
Funds from

Normal

Operations A S
Extraordinary

Items A S S X S~E S
Financing

Activities A S S S S-E S
Investing

Activities A S S-E S-E E-X(b) S
Noncurrent

Exchanges A S-E S S S-E S

0
>4
Q
A d
w0
n

SOURCE: Analyses presented in the study.

NOTE: One of the following descriptions is assigned to each
item in Table XII:

A. APB Opinion 19 sets forth the requirement for this

item.
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S. The reporting requirement for this item is similar

to that of APB Opinion 19.

E. May be shown as an equivalent item.
X(b). The item need not be separately disclosed but can
be included in another account.
X(c). The item may be calculated from the data shown.
X. There is no requirement for this item set by the
accounting body of this country.
S-E. When combinations such.as S-E are presented, the
first letter indicates the main requirement, and
the second letter indicates the alternative less-

used procedure.

The far right column (IAS 7) in Table XII is included
in the table as a preview of the detailed analysis of Inter-

national Standard 7 that comprises the next section of this

chapter. Notice that the reporting provisions under IAS 7
are similar to the reporting provisions of the United States

under APB Opinion 19.

Interpretive Summary

A review of the preceeding discussion of the domestic
professional accounting regulations in the United States,

Canada, the United Kingdom, New Zealand, and Australia
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reveals that there are differences in the requirements in
some of the major reporting areas of the statement of changes
in financial position and that there is a considerable de-
gree of variation in the amount of detail provided in the
promulgations of these countries. Also, the domestic pro-
fessional accounting regulatory bodies in Canada and
Australia recommend but do not require companies to present
a statement .of changes in financial position as an integral
part of their financial statements.

As a result cof the variation in the domestic accounting
promulgations for the statement of changes in financial posi-
tion in the United States, Canada, the United Kingdom, New
Zealand and Australia there is likely to be some lack of uni-
formity in these countries' funds statements and perhaps even
non-presentation of the statement in Canada and Australia.

In recent years, due in part to the increasing degree
of interdependency among nations, there has been a growing
need for comparability and the harmonization of accounting
data between nations. The variations revealed by this study

are not conducive to such comparability and harmonization.

Recommendations and Conclusion

Implementation of the international standard will pro-

vide some degree of uniformity for the statement of changes
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in financial position in countries in which it is adopted.
This standard will set the minimum requirements for the pre-
sentation of a statement of changes in financial position on
an international basis so that the funds statements in these
countries in which it is implemented will have an underlying
conceptual reporting foundation which will provide a basis
for international comparability and harmonization of the
statement of changes in financial position.

Minimum Reporting Requirement Model:
International Accounting Standard 7
This study recomménds and supports the implementation

of International Accounting Standard 7 (IAS 7) as the mini-

mum reporting requirement for the statement of changes in
financial position. The United States, Canada, the United
Kingdom, New Zealand and Australia are members of the Inter-
national Accounting Standards Committee (IASC) which issued
IAS 7 in October, 1977. IAS 7 provides that all companies
in the member countries who prepare financial statements
covering reporting periods beginning on or after January 1,
1979 should prepare a statement of changes in financial posi-
tion for each period in which an income statement is pre-
sented. All members of éhe IASC have agreed:

a) to maintain an International Accounting Stan-

dards Committee, with the membership and pow-
ers set out below, whose function will be to
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formulate and publish in the public interest
standards to be observed in the presentation
of audited financial statements and to pro-
mote their worldwide acceptance and observance;

b) to support the standards promulgated by the
Committee;

c) to use their best endeavours:

(1)

(ii)

to ensure that published fihancial state-
ments comply with these standards or that
there is disclosure of the extent to
which they do not and to persuade govern-
ments, the authorities controlling securi-
ties markets and the industrial and busi-
ness community that published financial
statements should comply with these stan-
dards;

to ensure (1) that the auditors satisfy
themselves that the financial statements
comply with these standards or, if the
financial statements do not comply with
these standards, that the fact of non-
compliance is disclosed in the financial
statements, (2) that in the event of non-
disclosure reference to non-compliance is

- made in the audit report;

(iidi)

to ensure that, as soon as practicable,
appropriate action is taken in respect
of auditors whose audit reports do not
meet the requirements of (ii) above;

d) to seek to secure similar gemeral acceptance and
observance of these standards internationally._3

175

The International Accounting Standards do not override

the member countries’ domestic regulations, but when the

3International Accounting Standards Committee, The Work
and Purpose of the International Accounting Standards Com-

mittee (London, 1977), Appendix 1.
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International Accounting Standards differ from or are in con-
flict with the domestic regulations, the above members' obli-
gations ensure that either the auditor's report or the finan-
cial statements will indicate the extent to which the domes-
tic accounts do not comply with the international standards.

All of the countries in ﬁhis study have implemented IAS
7 except Australia and the United States. Australia con-
sidered the contents of I§§;Z in the developmént of the Ex-
posure Draft which is currgntly being field tested, and if
adopted would satisfy the reporting standards of IAS 7. The
United States does not adopt the International Standards.

In order to pfovide an adequate foundation for the un-
derstanding of the provisions of IAS 7 some of its more im-
portant features are discussed ir the next few pages.

Objectives of International
Accounting Standard 7

The objectives of the statement of changes in financial
position prepared in compliance with the requirements as set
out in IAS 7 are to present a summary of the resources which
were available to finance the activities of the enterprise

during the period and to show hcw these resources were used.
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Form and Content of the Statement of
Changes in Financial Position Under
International Accounting Standard 7

IAS 7 recognizes the need for flexibility in form, con-
tent, and terminology. Funds are defined as "cash, cash and
cash equivalents, or working capital" (para. 4).

The statement may be presented in a form which shows the
sources of funds as equal to the uses of funds or. the uses of
funds can be'deducted from the sources of funds with the resi-
dual balance representiné the net change in cash, cash equiv-
alents, or working capital (para. 18).

All aspects of transactions which are part of the enter-
prises financing and investing activities during the period,
such as the conversion of long-term debt into common shares
or the acquisition of an asset through the issuance of long-
term debt, should be separately presented in the statement of
changes in financial position.

Funds provided from (or used in) operations of the busi-
ness should be separately shown in the statement. One method
is to show net income or loss excluding unusual items and .
then adjust this figure for items which did not involve a

movement of funds during the current period. (para. 7).4

41As 7 is similar to United States'APB Opinion 19 in
that it provides an alternative method to present funds from
operations which is to show gross income that provides funds
and deduct gross expenses which involve the use of funds
(IAS 7, para. 7).
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Unusual items are reported separate from ordinary activ-
ities and they should be adjusted for those items which did
not involve a movement of funds during thé period (para. 6
and 8).

If a net change in working capital is shown in the state-
ment as a single amount additional disclosure should be made
of the changes in the individual working capital items (para.
19). |

IAS 7 also requires separate disclosure of the follow-
ing items in ¢he statement of changes in financial position.
1. Sale of long-~term assets
2. Purchase of long-term assets
3. Distribution of cash dividends or other assets to

stockholders
4. Issuanée, redemption or repayment of long-term debt
5. Issuance, redemption or repurchase of capital stock
for.cash or other assets (para. 9).

If the enterprise has a subsidiary the statement of
changes in financial position should present its acquisi-
tion or disposal in either of two ways: (1) the acquisi-
tion or diqusal may be shown as a single amount, or (2)
each asset or liability in the subsidiary may be included

with each asset or liability dealt with in the statement
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and may be shown as a separate source or use of funds (para.
16). When a consolidated balance sheet and income statement
are presented the statement of changes in financial position
may be presented only on a consolidated basis (para. 12).

The foregoing general discussion of some of the impor-
tant features of IAS 7 should provide the reader with the
necessary'foundation to understand the following more detailed
discussion of the seven significant reporting areas which

" were previously identified in Chapter III. These seven areas
are: (1) applicability of reporting requirements, (2) concept
of funds, (3) funds from normal operations, (4) extraordinary
items, (5) financing activities, (6) investing activities,
and (7) noncurrent exchanges; The entire provisions of IAS 7
are reproduced in Appendix F.

Reporting Requirements of International

Accounting Standard 7 in Seven Major
Reporting Areas

Applicability of reporting requirements

IAS 7 specifies that all companies preparing financia;
statements covering reporting periods beginning on or after
January 1, 1979 should present a statement of chahges in fin-
ancial position for each period that an income statement is

presented (para. 20, 23).
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Concept of funds
IAS 7 indicates that the statement of changes in finan-
cial position should embrace the broad concept of separately
reporting all significant aspects of the enterprise's finan-
cing and investing activities which affect the firm's finan-
cial position during the period (para. 10 and 11l). Funds
méy be expressed as cash, cash and cash equivalents, or work-

ing capital (para. 4).

Funds from normal operations
IAS 7 sets the following three requirements:

1. The statement of changes in financial position should
separately report funds generated from or used in oper-
ations of the business (para. 5).

2. Items which do not relate to ordinary operations of the
business should either be reported individually or as a
single amount {para. 6).

3. The statement should show net income (or loss) and then
adjust for those items of revenue or expense which did
not require a movement of funds during the period (para.

7). An alternate method is allowed.5

5An alternate method is to show gross revenue which pro-
vided funds and deduct gross expenses which involved the use
of funds.
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Extraordinary Items
Items not related to ordinary operaticns of the business
snould be presented separately from crdinary income, either
individually or as a total amount (para. 6). Extraordinary
items should be adjusted for any amounts which did not in-
volve a movement of funds during the current period (para.

8).

Financing activities

The statement of changes in financial position should
separately disclose all significant aspects of financing and
investing activities which affected the enterprise's finan-

cial position during the current period (para. 10 and 1l1).

Investing activities

1. The proceeds from the sale of loﬁg—term assets should be
presented separately from the expenditures associated
with the acquisition of long-term assets (para. 1ll).

2. When a subsidiary is acquired (or sold), the purchase
price (or proceeds from the sale) may be presented in
the statement of changes in financial position as a
total single amount, or the amounts of the individual
assets and liabilities acquired (or disposed of) may be

included with each asset and liability presented in the
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statement and reported as a separate source or use of
funds (para. 16). Under either method the following
information is presented either in the -statement or
in a note attached to the statement.

a) Purchase or disposal price of the subsidiary

b) Amount of the purchase or disposal price paid
by cash or cash equivalent

c) Total cash and other working capital items in
the snbsidiary

d) Total other assets and liabilities in the sub-

sidiary, summarized by major category (para. 17).

Noncurrent exchanges
1AS 7 requires the presentation of transactions which

are part of the financing and investing activities of the
enterprise. For example, it is necessary to separately re-
port the financing and investing aspects of transactions in-
volving the exchange of one form of security for another,
the conversion of long-term debt into common or ordinary
shares, and thé acquistion of an asset through the issue of

long-term debt or equity (para. 10, 11).

Contrast of IAS 7 Reporting
Requirements with APB Opinion 19

The foregoing analysis of the major reporting require-
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ments of IAS 7 indicates that they are similar in all areas
to the reporting requirements for the United States state-
ment of changes in financial position as set out in APB

Opinion 19. However, there are some unique features to the

international standard.

Unique to International
Accounting Standard 7

1. When a subsidiary is acquired or sold, the purchase or
disﬁosal price may be presented in the statement of
changes in financial position as a single amount, or the
amounts of the individual assets and liabilities in the
subsidiary may be included with the. other assets and
liabilities of the enterprise and shown in the statement
as a separate source or use of funds. Under either
method the following additional information is pré-
sented either in the étatement or in a note attached to
the statement.

a) Purchase or disposal price of the subsidiary

b) Share of the purchase or disposal price paid by cash
or cash eguivalent

¢) Total cash and other.working capital items in the
subsidiary

d) Total other assets and liabilities in the subsidiary
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summarized by major category (para. 17).

2. An investor company's interest in the earnings of an
investee company may be accounted for by the investor
company in either of two ways under the equity account-
ing method.

a) The dividends received or currently receivable may

N be included in funds provided from operations. An
adjustment is made for investee company income
which did not involve a movement of funds in the
current period (para. 14).

b) The investor company's interest in investee earnings
may be included as part of the funds provided from
operations, with the retained portion shown in the
statement as a use of funds (para. 15).

Summary of Minimum Reporting

Requirements: International
Accounting Standard 7

It is presumed that the variations in the reporting
standards for the statement of changes in financial position
in the countries examined in this study could allow the pre-
sentation of some disharmonious statements of changes in
financial position when compared between countries. 1In

order to ensure more uniformity and greater comparability

of the statement of changes in financial position between
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countries this study recommends the implementation of IAS 7
as a minimum reporting requirement for the statement of
changes in financial position.

The implementation of IAS 7 not only ensures a basis of
commonality for the presentation of a statement of changes
“in financial position on an international basis but it also
provides a lucid comprehensive model which ensures the pre-
sentation of relevant informaticn. The financial statement
shown in Figure 2, Chapter III as an example of a statement

which satisfied the reporting standards of APB Opinion 19

also fulfills the reporting requirements set out in IAS 7.

Feasibility of a More Sophisticated Model

Statement of Changes in Financial Position

The findings in this study show that some countries'

feporting requirements are narrow in scope, silent in cer-
tain areas, and that there is some variation in the uniform-
ity of the reporting requirements between countries. The
recommended adoption.of IAS 7 introduces a more sophisticated
statement and results in increasing the reporting require-
ments for the statement of changes in financial position in
some countries by implementing a detailed comprehensive
statement of changes in éinancial position that will provide

a uniform foundation to facilitate the comparison of the
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statement of changes in financial position oﬁ an internation-
al basis.

The statement of changes in financial position presented
under the requirements of IAS 7 appears to not only contain
an adequate amount of information for statement users com-
pared to the current state-of-the-art but also seems to pro-
vide the desired scobe and comprehensiveness of a sophisti-
cated standard. It is the conclusion of this study that the
implementatioﬁ of IAS 7 would not only provide the desired
minimum reporting requirements but also provide a more sophis-
ticated standard; therefore, a more sophisticated model than
IAS 7 would not be necessary and should not be recommended
for implementation at this time. However the United States
does not adopt the International Standards, which is not‘tb

say there is not room for improvement in APB Opinion 19.

Several suggestions for improvement of APB Opinion 19 are

made in the next section. These suggestions are drawn to-
gether from features of the Standards in other countries,
including the not yet released Australian Exposure Draft,
plus some intuitive feel for what the statement of changes

in financial position could be.
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Recommended Modifications to
APB Opinion 19

Although IAS. 7 has not been adopted in the United States,

APB Opinion 19 compares favorable with IAS 7 in the seven

major reporting areas analyzed in this study. However, a
détailed examination of the entire promulgations of the
United States, Canada, the United Kingdom, New Zealand, and
Australia, as was done during the course of this study, re-
veals that there are some areas where improvements could be
made to incfease the usefulness of statements prepéred'under

“APB Opinion 19. These recommendations are not part of this

study proper but are recommendations of this researcher for the im-

provement cf APB Opinion 19 after some 18 months.of immer-

sion in study of the topic in the present cultural and eco-

nomic climate of the United States. These recommendations are

as follows:

1. A "funds" statement should be provided for more than the
current period for the convenience of users of the state-

ment. APB Opinion 19 should be modified to read: a

statement of changes in financial position should be
presented as an integral part of the financial statements
for each period that a balance sheet and an income state-

ment are presented. The enterprises' financial statements

should include a "funds" statement for both the current
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period and the corresponding preceeding period.

-

2. APB Opinion 19 defines "funds" as cash, cash and tempor-

ary investments combined, all quick assets, or working
capital. It utilizes an "all financial resources con-
cept," therefore, the content of the statement is the
same except the form varies with the "funds" definition
chosen. The governing concept is the "all

financial resources" concept. This concept should be
more directly eﬁphasized in the statement since it per-
tains regardless of the definition of funds. Funds may
be defined in terms of the "all financial resources"

concept. For example, APB Opinion 19 could be modified

to read: Funds are considered as all changes in finan-
'cial resources, the expression used to present funds
within the statement may be cash, cash and temporary
investments combined, all quick assets, working capital
or flow of resources resulting from transactions with
external third parties (including period transactions
concluded in the future). The definition of funds used
should be clearly identified in each major section of
the statement.

3. APB Opinion 19 surprisingly does not specifically stipu-

late that the disposal of a long-term asset should be
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shown at the sales price. The statement should be modi-
fied to read: Proceeds on the disposal of a long-term
asset are included in operating income. Any profit or
loss on the disposal of a long-term asset is not a
source or application of funds; therefore, operating in-
come should be appropriately adjusted for any gain or
Toss resuiting from the disposal of a long-term asset.

4. There is need for additional disclosure of transactions
dealing with the acquisition or disposal of subsidiaries.
In addition to indicating that the purchase of a consoli-
dated subsidiary should be summarized in a consolidated

statement, APB Opinion 19 should also state that the

following information is to be disclosed within the
statement or in an attached note: (1) the total pur-
chase price, and (2) the share of the purchase price
paid by cash, by the issuance of shares, and (3) the
intended method of payment of any unpaid balance.

5. APB Opinion 19 is silent concerning investment income

from unconsolidated subsidiaries. A reporting require-
ment bught to be included, such as: Income from an in-

vestment in an unconsolidated subsidiary accounted for by
the equity method should be presented in the statement
by either, (1) including dividends received in funds

provided from operations, or (2) including the investor's
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earnings in funds pébvided from operations with the re-
tained portion shown as a reinvestment.

The adoption of the above recommendations should provide

additional scope and comprehensiveness to the reporting re-

guirements set out in APB Opinion 19. Other items in the

Opinion would remain the same; however, if additional dis-
closure of items such as sources provided internally and
externally, is desired it may be provided by way of footnote.
Also, recommended for consideration at this time is the feas-
ibility of developing something similar to what the British

refer to as "Guidance Notes” as a supplement to APB Opinion

19 which would include the definition of terms, interpreta-
tive guidelines and explicit illustrations showing the pre-

sentation of items in the Opinion.

Recommendations for Future Research

Enthusiasts see the statement of changes in financial
position as the key cog in the international harmonization

of accounting and financial reporting. To find out if they
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might be right, several areas need substantial additional
research in the near future. Some of them are mentioned
without elaboration in this last section of the disserta-
tion. All of these topics are beyond the scope of this
dissertation, but it is hoped that a sound foundation has
been built.

Modification cf the Statement

to Provide Current
Cost Information

The statement of changes in financial position may be.
able to provide essential linkage in the dual presentation
of historical cost and current or price level adjusted cost.
The historical cost portion of the following example was
previously shown as satisfying the reporting requirements of

APB Opinion 19. It also satisfies the reporting requirements

of IAS 7 and is shown here in modified form as an unexplored

idea for future research.
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Figure 7. An example of a statement of changes in financial
position which is modified to present current cost informa-

tion.
" Current Cost Current Cost
Hanes Corporation PP spC
STATEMENT OF CHANGES IN FINANCIAL POSITION , \
For the Year Ended Oecember 31, 1981 (Nota 1) (Note 2}
Resowrces provided by
Qperations:
Income before exiraordinary ilem $109.000
Add (or deduct) ilems not sitecting warking capilal
Equity in eaminga of Porter Co. $(3,500)
Loss on sale of equipment 1,500
Depraciation expense 14,800
Amortization of goodwill . 2,400
Oetferred income taxes 3,000
Amortization of bond premium R {1.000) 17,000
Woarking capita pravided by operations, exclusve of exirgordinary item 126,000
Extraordinary item~=Condemnation ofiand, inciuding extraordinary gain
of $8,000 (net of $2,500 tax) 18,500
Issuanca of nate paysdtie o purchase land 60,000
Sale of equipment 4,000
Sals of common stock 144,000
Total rescurces provided ' 252,500
Resources applied to
Cash dividends 6,000
Purchase of land through issuance of note geyatie 60,000 .
Purchase of equipment §3,000 *
Major repairs of equipment ) . 11,000
Purchasa of treasury stock 17.000
Totai resources applied ) 47.000
Increase in working capital ' . $208.500

.SOURCE: Adapted from D. Kieso and J. Weygandt, Intermediate
Accounting, (New York: John Wiley and Sons, 1980), p. 1077.

Note l: Historical Cost Restated in Units of General Pur-~
chasing Power

Note 2: Historical Cost Restated for Specific Price Changes
Modification of the Statement

to Provide Cash
Flow Information

The literature and material examined during the course’
of this study indicate that working capital appears to be the
most popular funds concept; however, a significant amount of
research reviewed during this study indicates that the work-

ing capital funds concept may not be as useful as cash flow
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information for some decision making purposes.5
A complete study could be devoted to development of a
comprehensive integrated statement which would present cash
flow information along with the conventional all financial
resources statement which utilizes the working capital funds
concept. The figures could be reconciled kack to the cash
account, the balance sheet, and the‘ihcome statement. Such
a statement would provide relevant answers to questions con-
cerning the ability to maintain dividend payments, the need

for external financing, the ability to pay debts, the need

to modify plans and would indicate if management utilzied

5For more information see: Hugo Numberg, "APB Opinion
No. 19; Pro and Con", Financial Executive (Dec. 1972), pp.
65-70; Perry Mason, "'Cash Flow' Analysis and the Funds
Statement", Accounting Research Study No. 2 (New York:
AICPA, 1961), pp. 1-76; Ganask Rakes and William G. Shenkir,
"Users Response to APB Opinion No. 19", Journal of Account-
ing (September 1972), pp. 91-94; Philip E. Albrecht, "Ana- "
lyst Views Financial Reporting Problems", Financial Execu-
tive (September 1966), pp. 14-15; Richard D. Bradish, "Cor-
porate Reporting and the Financial Analyst", The Accounting
Review (October 1965), pp. 761-762; Yuyi, Ijiri, "Cash Flow
Accounting and its Structure", Journal of Accounting, Audit-
ing and Finance (Summer 1978), pp. 331-348; Maurice Moonitz,
"Reporting on the Flow of Funds", The Accounting Review
(July 1956), pp. 375-385); William H. Beaver, "Alternative
Accounting Measures as Predictors of Failure", The Account-
ing Review, XLIII, No. 1 (January 1968), pp. 118-122; and
Benjamin Graham, David L. Dodd and Sidney Cottle, Security
Analysis: Principles and Technique, 4th ed. (New York:
McGraw-Hill Book Co. Inc., 1962), p. 214.
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resources efficiéntly.6

Modification of the Statement
to ‘Provide More Detail

The application section of the statement of changes in
financial position can be considered as having the greatest
significance for future benefits, therefore this éection
should perhapé be shown in greater detail. For example, the
application of resources to long-term assets could indicate
whether it was asset replacement, vauisition of new capacity
or the implementation of a new line of products.

Modification of the Statement to
Provide Users with Information

on Expected Future Sources and
Application of Resources

Investors, creditors, and managers are concerned with
decision making which affects thelfuture profitability of
the firm; however, the traditional financial statements
available for decision making focus on the past or the
present. The income statement reports the results of past
transactions, and the balance sheet reports on the present

financial position. The statement of changes in financial

°For an example see, Stephen L. Buzby and Haim Falk, "A
New Approach to the Funds Statement", Journal of Accounting,
(January 1974), pp. 55-60.
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position appears to be the statement which could be modified
to provide more relevant information about future expecta-
‘tions.

Presentation of a statement of changes in financial
position on a forecasted basis could provide statement users
with relevant information on management's plans concerning
capital resource allocation decisions and expected future
cash flows.7 The probability for realization of forecasted
goals could be shown by presentihg the forecasted figures in
a range showing expected results and the worst possible ex-
pected results. A provision could be made for updating the

forecasted statement of changes in financial position similar

TFor additional information see M. E. Bradbury, "Cash
Flow Forecasts, Part I: CCF-Essential for Fair Disclosure”,
Accountants Journal, (N.Z) v. 57 (November 1978), pp. 384-
386; L. S. Rosen, "'Funds', Statements: Prime Disclosure
Vehicles of the 1980's", CA Magazine, (July 1974), pp. 48-
53; Charles Lively, "How to Set up a Cash-Flow Plan," The
Practical Accountant (Sept/Oct 1973), pp. 36-40; C. H.
Bentzel, "Reporting on the Flow of Funds", reprinted in,
James Don Edwards and Homer A. Black, The Modern Accountants
Handbook (Illinois: Dow Jones-Irwin, 1976), pp. 663-685;
James F. Moore, "How to Prepare and Use Cash Budgets", The
Practical Accountant (July/August 1972), pp. 37-43; Aubrey
C. Roberts and David R. L. Gabhart, "Statement of Funds: A
Glimpse of the Future?" Journal of Accounting (April 1972),
pp. 54-59; Joseph Ronen and George H. Sorter, "Relevant Ac-
counting", Journal of Business (April 1972), pp. 258-282;
and Loyd C. Heath, "Lets Scrap the 'Funds' Statement",
Journal of Accounting (October 1978), pp. 94-103.
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to the provision of flexible budgets.8 To provide feedback
and control the actual figures could be compared with the
budgeted figures at the end of the period. The determination
of the amount of variance of actual from planned sources and
application of resources would aid statement users in assess-
ing the effectiveness of management in attaining its goals.
Comparative figurés could be presented for several years so
that trends can be determined.

The utilization of the statement of changes in financial
position to provide information concerning the firm's ex-
pected future sources and application of resources could
greatly expand the usefulness of the statement by providing
statement users with current relevant information for deci-
sion making. Similar development of the statement of changes
in financiai position could slso be extended to areas of the
government, including public schools, universities and other

non-profit organizations.

Concluding Remark=

During the course of this study many aspecis relating

to the development and presentation of the suniercnt of

8For additional information see Robert H. Raymond,
"History of the Flexible Budget", Management Accouunting, v.
47 (August 1966), pp. 9-15.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



197
changes in financial position were investigated.

In general the materials examined indicate that there
is a desire to enhance the understandability, comparabil-
ity, and relevance of financial reports on an international
basis through a harmonization process.

It is the conviction of this researcher that identi~-
fication of the similarities and differences which exist in
the reporting requirements for the statement of changes in
financial position on ‘an international basis contributes to
the beginning of the harmonization process.

Although this dissertation stops with the determination
of the current state of the art of the statement of changes
in financial position in several selected countries, the
knowledge gaiﬁed from this study should be useful in evalu-

ating future developments rglating to the statement of

changes in financial position.
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