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This paper has been prepared by the technical staff of the FAF and the IASCF for the purposes of discussion at a 
public meeting of the FASB and IASB working group identified in the header of this paper. 

The views expressed in this paper are those of the staff preparing the paper and do not purport to represent the views 
of any individual members of the FASB or the IASB. 

The meeting at which this paper is discussed is a public meeting but it is not a decision-making meeting of the boards.    

Official pronouncements of the FASB or the IASB are published only after the board has completed its full due process, 
including appropriate public consultation and formal voting procedures.   
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Introduction 

1. This paper discusses the boards’ preliminary view that cash flows from 

operating, investing, and financing activities should be presented in the 

statement of cash flows (SCF) using a direct method.  This paper begins by 

reviewing the responses on the usefulness of a direct method SCF and the 

associated costs in the comment letters on the October 2008 discussion paper 

Preliminary Views on Financial Statement Presentation.  The paper also 

summarizes the feedback received on those topics in various meetings with 

users and preparers of financial statements.    

2. The staff is developing alternatives for the SCF for discussion with the boards in 

October 2009.  The alternatives under consideration are described in paragraphs 

26–38 of this paper and illustrated in Appendix A.  The staff also is considering 

a net debt reconciliation to accompany the SCF (see paragraphs 39–42 and 

Appendix B).   

Background 

3. The changes to the statement of cash flows that are proposed in the discussion 

paper can be summarized as: 

(a) Present all cash flows using a direct method  

(b) Classify cash flow items using the proposed definitions of operating, 
investing, and financing activities, which differ from the definitions in 
the existing cash flow standards 

(c) Disaggregate cash receipts and payments in a manner that helps a user 
of financial statements to understand how those cash flows relate to 
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information presented in the statement of comprehensive income (SCI) 
and the statement of financial position (SFP) 

(d) Present sources and uses of only cash, not cash and cash equivalents as 
currently presented. 

Using a direct method to present operating cash flows 

4. Question 19 (a) in the discussion paper asked respondents whether a direct 

method of presenting operating cash flows would provide decision-useful 

information.  The responses to that question were mixed.  Most preparers 

believe the utility provided by a direct-method SCF does not outweigh (a) the 

utility of the information provided by an indirect-method SCF and (b) the costs 

to prepare a direct-method SCF.  Some preparer respondents state that, if a 

direct method presentation of operating cash flows produced more decision-

useful information, management would use that information to manage their 

business. 

5. Academics, auditors, regulators, and users of financial statements more 

frequently stated that the direct-method SCF does provide decision-useful 

information. However, many of those respondents were in agreement with 

preparer respondents that the marginal benefit of direct cash flow information 

does not outweigh the costs.   A small minority of respondents state that both 

direct- and indirect-method SCFs contain useful information, none more useful 

than the other. 

6. Respondents who think using a direct method of presenting cash flows provides 

more decision-useful information than an indirect method state that presenting 

cash receipt and cash payment line items in a SCF: 

(a) Improves the understandability of cash flow information 

(b) Has better predictive value 

(c) Increases transparency to the quality of earnings and cash generation 

(d) Presents the information in a manner that a user of financial statements 
can readily use and interpret.  
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Additional feedback  

7. In April 2009 the staff held an informal meeting with about 20 preparers and 

users of financial statements to discuss the SCF.  The purpose of the meeting 

was to better understand the information users want about operating cash flows 

and the barriers to and costs of providing that information.   

8. Similar to the comment letter responses, the views of users of financial 

statements were mixed: some prefer a direct-method SCF, others an indirect-

method SCF.  At that meeting, it became clear to the staff that the users of 

financial statements who support a direct-method SCF also find value in the 

information provided by an indirect-method SCF.  Therefore, those users of 

financial statements would like a direct-method SCF supplemented with an 

indirect reconciliation (ie details about changes in assets and liabilities that 

comprise working capital). 

9. The users of financial statements that participated in the April 2009 meeting said 

that a direct-method SCF presented using existing standards provides 

information with little utility.  This is largely because the cash receipts and 

payments are highly aggregated and presented in about 5 line items.  As a 

comment letter respondent noted, “highly summarized information is of little 

analytical value.” A greater level of disaggregation is needed to make direct 

cash flow information useful. 

Costs of preparing a direct-method statement of cash flows  

10. Question 20 in the discussion paper asks respondents about the costs associated 

with using a direct method to present operating cash flows.   

11. A critical factor in evaluating the costs of directly presenting cash flows is the 

manner in which an entity compiles its cash receipt and cash payment 

information. There are generally two ways that an entity could compile that 

information:  

(a) On a transactional level by classifying every payment and deposit 
systematically (a “direct-direct” approach) or  

(b) By reconciling changes in balances on its general ledger, adjusted for 
corresponding income and expense items and other known reconciling 
items, and arriving at a cash effect (an “indirect-direct” approach).   
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Direct-direct approach 

12. Respondents state that capturing cash flows at the transaction level is “by far the 

most costly” method of preparing a direct-method SCF.  The staff believe that 

respondents used a direct-direct approach in evaluating the costs associated with 

preparing a direct-method SCF because that is the only way to capture cash 

flows at the level of detail proposed in the discussion paper. For example, one 

preparer respondent explained that the SCI disaggregation proposals (ie, by-

function and by-nature) will add complexity and compliance costs.  This 

preparer suggested that some of the complexity and cost could be eliminated 

using an indirect-direct approach, if the SCF did not need to align with the SCI 

at the line-item level (or, alternatively, if the SCI itself were less disaggregated 

than currently proposed). 

13. A direct-direct approach would result in one-time costs as well as ongoing costs.  

The one-time costs of implementing a transaction level approach include: 

(a) Major enterprise-wide systems modifications or replacements that 
would also require business process analysis and redesign, validation 
testing and staff training 

(b) Redocumentation of systems and processes for internal control 
purposes 

(c) Audit fees associated with any new processes or systems.  

14. Ongoing costs might consist of: 

(a) Increased data storage and management 

(b) Increased personnel costs due to additional upfront transaction 
processing 

(c) Increased internal and external audit costs. 

15. During the April 2009 cash flow meeting, preparers said that the difficulties in 

compiling a direct-method SCF stem from: 

(a) Having a central purchasing/payables function 

(b) Having complex multinational operations 

(c) Operating on varied computer platforms 

(d) The effects of foreign currency exchange (ie transfer pricing). 
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16. Respondents to the discussion paper used phrases such as “extremely costly” 

and “significant costs” to describe the costs associated with presenting a direct-

method SCF.  Implementation cost estimates provided in the comment letters 

and by field test participants range from at a very minimum, more than $1 

million (a company with annual revenues between $20-25 billion) to $20-$30 

million (a company with annual revenues between $25-30 billion) to $50 million 

(for a company with annual revenues between $100-110 billion).   

17. User respondents said the following about the costs to prepare a direct-method 

SCF: 

… investors will balance any costs they must bear for individual 
company accounting system updates against the savings all 
investors in the aggregate will realize. These savings will result 
from reduced analytical time and effort, elimination of cash flow 
estimation errors, investors’ enhanced ability to make better, more 
informed investment decisions, and a lower cost of capital. Finally, 
if managers, with the benefit of these upgrades are able to make 
more informed decisions, all investors, managers, employees, 
customers, and suppliers alike, will benefit.   

Indirect-direct approach 

18. Discussions with preparers of financial statements and feedback from field test 

participants indicate that using an indirect-direct approach would be the less 

costly method of preparing a SCF.  As explained below, an indirect-direct 

approach would result in fewer lines on a direct-method SCF than a direct-direct 

approach would.   

19. The primary obstacle to preparing a statement of cash flows indirectly—by 

reconciling changes in general ledger account balances with corresponding 

income and expense lines—is that general ledger line items are highly 

aggregated.  For example, the accounts payable account on an entity’s general 

ledger generally includes payables for cost of goods sold and payables for 

advertising.  However, if an entity’s accounting system is not configured to 

capture attributes that allow the company to distinguish payments to advertisers 

from payments to material supplies, the entity cannot use an indirect-direct 

approach to derive the cash paid for each type of cash outflow.  This point is 

illustrated in direct-method SCFs prepared today using an indirect-direct 

approach, as typically the statement will show all cash outflows to employees 

and suppliers on one line. 
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20. As noted in paragraph 9 the information presented in the operating category of a 

direct-method SCF today is “insufficient for users” of financial statements 

because the operating cash flows are too highly aggregated.  That may be partly 

because in reporting cash flows from operating activities US GAAP and IFRS 

require only “major classes of gross cash receipts and gross cash payments” to 

be presented in a direct-method SCF.  US GAAP prescribes the following five 

minimum line items plus “other operating cash receipts or payments, if any”:   

(a) Cash collected from customers 

(b) Cash paid to employees and other suppliers of goods and services 

(c) Interest and dividends received   

(d) Interest paid 

(e) Income taxes paid.  

21. The staff asserts that the only way an indirect-direct approach can be used to 

arrive at more disaggregated cash flow information than is provided today is for 

entities to change the way they manage their transactional data at the initial data 

entry point.  Additionally, an entity may have to expand its chart of accounts or 

use some other method of tracking asset and liability balances in a more detailed 

way.   

22. Although an indirect-direct approach might be less costly than a direct-direct 

approach, a number of significant estimates and assumptions may be necessary 

to derive operating, investing, and financing cash receipts and payments.  The 

preparers of financial statements that participated in the April 2009 cash flow 

meeting observed that there would be more assumptions made in preparing a 

direct-method SCF using an indirect-direct approach than are made today in 

preparing an indirect-method SCF.   

23. Some users of financial statements who participated in that meeting would like a 

direct-method SCF in spite of their concerns with how the data is compiled.  

However, some have a view similar to that expressed by a user respondent:  

We strongly object to the proposition some have put forward that 
because many companies’ financial reporting systems are out-of-
date and cannot directly produce cash flow information, that they 
should be permitted to approximate the information, i.e., indirectly 
estimate the cash flows, using extant general ledger line items for, 
for example, revenues, receivables, and the like. Given the state of 
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these companies’ information collection and reporting systems, and 
their claims that they do not collect or use cash flow information in 
managing their operations, investors would be able to place no faith 
whatsoever in the reliability or representational faithfulness of the 
numbers.  

Financial services entities  

24. Respondents primarily representing both users and preparers of bank financial 

statements state that bank (and other financial services entities such as insurance 

companies) should not have to present a statement of cash flows.  Their reasons 

include the following: 

(a) The SCF does not give an indication of the liquidity risk a bank is 
exposed to on an ongoing basis 

(b) Analysts that cover financial services entities do not use the SCF 

(c) Banks do not use the SCF as a management tool. 

(d) The requirements of IFRS 7 Financial Instruments: Disclosure provide 
more useful information than a SCF because it enables a user of 
financial statements to assess the liquidity risks arising from banks’ 
financial assets and financial liabilities. 

Possible alternatives  

25. The feedback received from respondents’ comment letters and participants in 

various meetings has given the staff an understanding of the challenges 

preparers confront when compiling a direct-method SCF in a highly 

disaggregated form.  Based on the input received thus far, the staff developed 

the following alternatives for presenting cash flow information. 

Alternative 1 – A less disaggregated direct-method statement of cash flows 

26. Alternative 1 requires a direct-method SCF.  That statement will have fewer 

line items than illustrated and described in the discussion paper but more line 

items than currently required to be presented in a direct-method SCF (see 

paragraph 20).  Because the Alternative 1 direct-method SCF would have fewer 

line items, it could be prepared using an indirect-direct approach.   

27. Although it might not achieve line-item cohesiveness with the SCI, the 

Alternative 1 direct-method SCF would present line items for cash receipts and 

payments that have distinct economic characteristics or are accrued for and 
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monitored separately by management. For example, labor, materials, and 

advertising costs may be monitored by management separately (through accruals 

or subledgers) and have historically demonstrated that they respond differently 

to particular economic forces.  Consequently, cash paid for labor, for materials, 

and for advertising would be disaggregated and presented as three separate line 

items in the direct-method SCF.  See Alternative 1 in Appendix A.   

28. The staff assert that Alternative 1 may deliver the benefits of a direct-method 

SCF by giving insights into an entity’s ability to convert earnings to cash and 

provide information useful in forecasting future cash flows.  In addition, 

Alternative 1 would result in lower preparation costs than the direct-method 

SCF proposed in the discussion paper.  Although line-by-line cohesiveness 

would not necessarily be achieved, by-category cohesiveness would be.    

29. If Alternative 1 is pursued, the staff believe an entity should continue to present 

indirect operating cash flow information.  Doing so will maintain the 

information that users currently find useful, such as changes in working capital 

assets and liabilities. This could be done either through the proposed 

reconciliation schedule or through disclosure of an indirect reconciliation of 

operating activities, similar to that required by US GAAP today if an entity 

presents a direct-method SCF.  (IFRS has no comparable requirement.) 

Discussion question - Alternative 1 

Question 1:  If a direct-method SCF is required, should the boards permit, 
require, or not allow use of an indirect-direct approach to compile cash 
flows?   

Alternative 2 – An indirect-method statement of cash flows that reconciles operating 
income to operating cash flows  

30. Alternative 2 would present operating cash flows indirectly; cash inflows and 

outflows for investing and financing activities would continue to be presented 

directly.  However, the reconciliation of income to cash flows from operating 

activities would begin with total operating income from the SCI rather than net 

income as is presented today.  In addition, an entity would disaggregate ‘net 

change items’ in the operating category in the SCF to correspond with the line 

items presented on the SFP.  See Alternative 2 in Appendix A. 
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31. Starting with operating income (instead of net income) and disaggregating the 

net change items would make the relationships of the changes in working 

capital1 and other noncurrent asset and liability accounts more clear. For 

example, change in receivables and other assets in an indirect-method SCF 

today could be the sum of several items such as accounts receivable, current 

assets, non current assets, and tax refunds.  If those items are disaggregated in 

the SCF, a user of financial statements would have a better view into the cash 

and noncash changes of each line in the SFP.  For instance, if change in 

receivables was disaggregated, cash collected from customers would be more 

transparent.   

32. Because the Alternative 2 indirect-method SCF reconciles operating income to 

operating cash flows, it maintains cohesiveness between the SCI and the 

statement of cash flow on a “by category” basis.  As with Alternative 1 there 

would not be line-by-line cohesiveness between those statements.   

33. However, the requirement in Alternative 2 to disaggregate the net change items 

in the operating category of the SCF will better align the SCF and the SFP.  This 

will assist those users of financial statements who try to construct a direct-

method SCF today from the indirect-method SCF and cannot because there is 

not enough information.   

34. One other implication for the discussion paper proposals is that because 

Alternative 2 is an indirect-method SCF, the information necessary for the 

“cash column” in the proposed reconciliation schedule (see WG paper 6) would 

not be available.   

Discussion question - Alternative 2 

Question 2:  If a direct-method SCF is not required to be presented, should 
an entity still be permitted to present a direct-method SCF?  

                                                 
 
 
1 For purposes of this discussion, working capital (also called net working capital) is represented by the 
excess of current assets over current liabilities and identifies the relatively liquid portion of total entity 
capital that constitutes a margin or buffer for meeting obligations within the ordinary operating cycle of 
the entity. 
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Alternative 3 – An indirect-method statement of cash flows supplemented with 
information about operating cash receipts and payments 

35. An indirect-method SCF prepared under Alternative 3 would be the same as 

that in Alternative 2.  However, that SCF would be supplemented with 

disclosures to alleviate some of the criticisms users have expressed with an 

indirect-method SCF.  Some possible supplemental disclosures are illustrated in 

Alternative 3 in Appendix A. 

36. One criticism of the indirect method is that the changes in SFP accounts (in 

particular working capital accounts) do not usually align (articulate) with the 

changes as they are presented in the SCF.  In Alternative 3, an entity is required 

to disclose those articulation differences.  For example, change in accounts 

receivable as presented in an indirect-method SCF is usually a different amount 

than the change in that line item on the SFP.  This difference stems from items 

such as acquisitions, divestitures, foreign exchange, and bad debt.  By detailing 

these differences in a separate disclosure, a user of financial statements can 

more readily align the SFP and the SCF. 

37. Another criticism is that an indirect-method SCF does not provide information 

about cash flows that users of financial statements are especially interested in, 

such as cash from customers.  Disclosure of cash from customers would give 

additional insight to an entity’s ability to convert revenues to cash.  Because 

users of financial statements would find select direct operating cash flow 

information very useful, an indirect cash flow statement could be supplemented 

with disclosure of this additional information.  The boards could specify the 

supplemental information to be disclosed or establish a principles-based 

disclosure.  

38. Other possible supplemental cash flow disclosures include the following: 

(a) Cash flow from acquisitions 

(b) Cash restricted due to repatriation restrictions 

(c) Cash flows by segment 

(d) Parent company “sources and uses of cash” schedule (perhaps similar 
to what US GAAP required prior to the current standard on the 
statement of cash flows).   



FASB/IASB Staff paper 
 
 

 
 

Page 11 of 17 
 

Discussion questions - Alternatives 1-3 

Question 3:  What other supplemental disclosures should the boards 
consider?  

Question 4: Should any of the alternatives described in this paper be pursued? 
If so, which one and why? Which should not be pursued and why?   

Question 5: Are there any other alternatives that should be considered? 

Net debt reconciliation 

39. In the comment letters on the discussion paper, a number of IFRS respondents 

note that disclosure of a net debt reconciliation would provide decision-useful 

information.  One preparer states that the reconciliation of net debt “appears to 

be widely esteemed by active users and should involve [no] significant extra 

costs.”  For those not familiar with the concept, a net debt reconciliation 

presents items an entity manages as debt and the resources management views 

as available to service those debts.  (See examples in Appendix B.)  As noted in 

WG paper 3, some respondents to the discussion paper think that net debt should 

be equivalent to the financing section subtotal on the SFP.   

40. The staff intend to ask the boards to consider adding a net debt reconciliation to 

the proposed presentation model.  In doing so, a definition of net debt will need 

to be established.  In researching that issue, the staff found a variety of net debt 

definitions, including the following:    

(a) United Kingdom. The borrowings of the reporting entity (debt plus 
related derivatives, and obligations under finance leases) less cash and 
liquid resources  

(b) France. Gross debt minus net cash position 
Gross debt is comprised of the following (but not operating liabilities): 

(i) Long-term financial liabilities (eg capital raising in capital 
markets, loans from banks)  

(ii) Short-term financial liabilities (eg commercial bonds) 
(iii) Hedging instruments  
(iv) Accrued interest not due.    

Net cash position (the change presented in the cash flow statement) 
comprises gross cash position less bank overdrafts as defined in IAS 7. 
Gross cash position comprises cash on hand, demand deposits and cash 
equivalents within the meaning of IAS 7 



FASB/IASB Staff paper 
 
 

 
 

Page 12 of 17 
 

(c) Corporate Reporting User Forum (CRUF). The sum of externally 
provided non-equity financing (including derivatives) less cash, cash 
equivalents and marketable securities.  The following would be 
included in non-equity financing:   

(i) Bank and other borrowings 
(ii) Lease liabilities 
(iii) Preferred stock classified as a liability 
(iv) Net derivative financial positions 

41. Using the UK definition, a net debt reconciliation would include the following 

information: 

(a) The change in net debt resulting from cash flows.  Begin with the 
change in cash for the period (as shown in the SCF) and add back the 
cash flows related to management of liquid resources and cash flows 
related to borrowings  

(b) The change in net debt resulting from non cash items, for example: 

(i) Acquisition or disposal of subsidiary undertakings in a 
business combination 

(ii) Changes in market value and exchange rate movements  
(applicable to net debt movements only) 

(iii) Other non-cash changes (eg loans and finance leases) (those 
components could be disclosed when material in a separate 
note). 

42. A net debt reconciliation could be presented in the notes to financial statements 

or be presented on the same page as or following the cash flow statement.  (See 

Appendix B for examples of net debt reconciliation schedules.)  

Discussion questions - Net debt reconciliation 

Question 6:  Should the standard require a reconciliation of net debt?  If so, 
should this reconciliation accompany the SCF or should it be part of the notes 
to financial statements? 

Question 7: How should net debt be defined (see paragraph 40)?  
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Appendix A: Illustration of SCF alternatives 

Alternative 1 
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Alternative 2 
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Alternative 3 
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Appendix B: Examples of a net debt reconciliation 
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