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Hi,	  my	   name	   is	   Taryn,	   and	   the	   purpose	   of	   this	   video	   is	   to	   better	   equip	   you	   to	   be	   able	   to	  
identify	  and	  present,	  the	  cash	  in/outflows,	  as	  a	  result	  of	  a	  transaction	  on	  a	  Group	  Statement	  
of	  Cash	  Flows	  (Group	  SCF).	  
	  
As	  with	  any	  Statement	  of	  Cash	  Flows,	  the	  key	  considerations	  are:	  

• Is	  there	  a	  cash	  flow?	  If	  a	  transaction	  or	  event	  does	  not	  give	  rise	  to	  a	  cash	  flow	  it	  will	  
not	  be	  reported	  in	  the	  Statement	  of	  Cash	  Flows.	  	  

• How	   should	   the	   cash	   flow	  be	  presented?	   The	  options	   are	   either	   as	   an	  operating,	  
	  investing	  or	  financing	  cash	  flow.	  	  

	  
Before	  viewing	  the	  rest	  of	  this	  video,	  ensure	  you	  have	  a	  good	  understanding	  of	  the	  purpose	  
of	  a	  Statement	  of	  Cash	  Flows,	  the	  main	  sections	  in	  the	  statement,	  the	  definitions	  of	  cash	  and	  
cash	  equivalents,	  as	  well	  as	  a	  good	  grasp	  of	  how	  to	  prepare	  such	  a	  statement	  for	  a	  particular	  
entity.	  	  
	  
What	  is	  a	  Group?	  	  
• Remember	  that	  a	  Group	  is	  defined	  as	  a	  parent	  and	  its	  subsidiaries,	  which	  can	  be	  

diagrammatically	  represented	  as	  follows:	  	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
• The	  circle	  depicts	  the	  boundary	  of	  the	  Group,	  and	  is	  useful	  because	  any	  cash	  flows	  that	  

occur	  between	  the	  individual	  entities	  within	  the	  group	  (that	  is,	  within	  the	  circle)	  are	  not	  
cash	   inflows	   or	   outflows	   of	   the	   group	   and	   are	   therefore	   not	   reported	   in	   the	   Group	  
Statement	  of	  Cash	  Flows.	  They	  are	  not	  relevant	   in	  understanding	  the	  cash	  flows	  of	  the	  
Group	  as	  a	  whole;	  as	  such,	   transactions	  do	  not	   result	   in	  a	  change	   in	   the	  Group’s	  cash.	  
We	  are	  interested	  in	  the	  cash	  that	  flows	  into	  or	  out	  of	  the	  circle	  (that	  is,	  cash	  flows	  to	  or	  
from	  external	  parties),	  as	  these	  will	  be	  reflected	  in	  the	  Group	  statement	  of	  Cash	  Flows,	  
as	  either	  operating,	  investing	  or	  financing	  cash	  flows. 
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• It	   is	   important	   to	   note	   that,	   although	   equity-‐accounting	   an	   associate/joint	   venture	  
results	  in	  the	  inclusion	  of	  that	  entity’s	  results	  in	  the	  Group	  accounts,	  the	  associate/joint	  
venture	  sits	  outside	  of	  the	  Group	  boundary	  as	  it	  is	  not	  controlled	  by	  the	  Group	  (and	  by	  
definition	  is	  not	  part	  of	  the	  Group).	   

• Similarly,	   Non-‐Controlling	   Interests	   (or	   NCI)	   are	   not	   part	   of	   the	   group.	   They	   are	   part-‐	  
owners	  of	  an	  entity	  in	  the	  Group,	  but	  are	  not	  part	  of	  the	  Group	  themselves.	   

 
With	  this	  picture	  in	  mind,	  and	  remembering	  that	  we	  are	  interested	  in	   identifying	  cash	  that	  
flows	  into	  or	  out	  of	  the	  Group,	  let’s	  consider	  a	  few	  examples	  of	  typical	  transactions.	  	  
 
1.	  Dividends	  Paid	  	  
• Dividends	  may	  be	  declared	  and	  paid	  by	  any	  entity	  to	  the	  holders	  of	  the	  entity’s	  	  equity.	  	  
• If	  a	  parent	  pays	  dividends	  to	  its	  equity	  holders	  that	  cash	  will	  leave	  the	  Group,	  and	  should	  

therefore	  appear	  as	  ‘dividends	  paid’	  on	  the	  Group	  SCF.	  	  
• If	  a	  subsidiary	  pays	  dividends	  to	  its	  equity	  holders,	  that	  cash	  remains	  in	  the	  Group	  to	  	  the	  

extent	  that	  it	   is	  paid	  to	  the	  parent.	  Therefore	  the	  dividend	  paid	  by	  the	  subsidiary	  to	  its	  
parent	   should	   never	   appear	   on	   the	   Group	   SCF.	   But	   cash	   will	   leave	   the	   Group	   to	   the	  
extent	   that	   a	   subsidiary	   pays	   cash	   to	   the	  NCI,	   and	   so	   this	   amount	  will	   appear	   on	   the	  
Group	  SCF	  as	  part	  of	  ‘dividends	  paid’.	  	  

• If	  an	  associate	  or	   joint	  venture	  pays	  dividends,	  that	  cash	  will	   flow	  out	  of	  the	  associate,	  
and	   some	   of	   it	   will	   flow	   into	   the	   Group.	   This	   cash	   flow	   will	   therefore	   not	   appear	   as	  
dividends	   paid	   (as	   the	   associate’s	   cash	  was	   never	   part	   of	   the	  Group),	   but	   the	   portion	  
received	  by	  the	  parent	  (or	  investor)	  will	  be	  presented	  as	  part	  of	  ‘dividends	  received’	   in	  
the	  Group	  SCF.	  	  

• In	  summary	  then,	  ‘dividends	  paid’	  on	  the	  Group	  SCF	  will	   include	  dividends	  paid	  in	  cash	  
by	   the	   parent	   and	   by	   a	   subsidiary	   to	   its	   NCI;	   and	   ‘dividends	   received’	   will	   include	  
dividends	  received	  by	  the	  Group	  from	  any	  associates	  or	  joint	  ventures.	  	  
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This	  example	  has	  helped	  demonstrate	  some	  basic	  principles	  relating	  to	  a	  Group	  SCF:	  
• The	  Group	  SCF	  will	  include	  100%	  of	  all	  the	  cash	  in	  and	  outflows	  of	  the	  parent	  and	  its	  

	  subsidiaries	  with	  external	  parties.	  However	  the	  cash	  effects	  of	  inter-‐group	  transactions	  
between	  a	  parent	  and	  its	  subsidiaries	  will	  never	  appear	  on	  the	  Group	  SCF;	  	  

• Cash	  transactions	  between	  the	  Group	  and	  the	  NCI,	  will	  appear	  on	  the	  Group	  SCF,	  as	  cash	  
has	  either	  entered	  or	  left	  the	  Group	  as	  a	  result	  of	  these	  transactions;	  	  

• Cash	  transactions	  between	  the	  Group	  and	  an	  associate/joint	  venture	  will	  appear	  on	  the	  
Group	  SCF,	  including	  loans	  advanced	  to	  or	  received	  from	  the	  associate,	  and	  acquisitions	  
of	  investments	  in	  associates.	  	  

	  
2.	  Cash	  flows	  that	  relate	  to	  a	  parent	  gaining	  or	  losing	  control	  in	  a	  subsidiary	   
• When	  cash	  is	  paid	  by	  the	  parent	  to	  obtain	  control	  over	  an	  entity	  (thereby	  making	  it	  a	  

subsidiary),	  this	  is	  an	  investing	  cash	  flow	  as	  the	  group	  has	  acquired	  a	  	  business	  (as	  
represented	  by	  the	  net	  assets	  of	  the	  subsidiary).	   

• These	  net	  assets	  include	  the	  cash	  balances	  of	  the	  subsidiary.	   
• The	  total	  cash	  outflow	  for	  the	  group,	  as	  a	  result	  of	  such	  a	  transaction,	  is	  	  therefore	  the	  

net	  of	  the	  cash	  paid	  by	  the	  parent	  and	  the	  acquired	  cash	  in	  the	  subsidiary.	  	  
	  
The	  reason	  we	  need	  to	  include	  the	  cash	  that	  is	  in	  the	  subsidiary	  at	  the	  acquisition	  date	  as	  an	  
inflow	  on	  the	  Group	  SCF,	  can	  be	  explained	  diagrammatically	  as	  follows:	  	  
	  
	  
 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
• This	  inflow	  is	  set	  off	  against	  the	  cash	  paid	  to	  acquire	  the	  subsidiary,	  and	  the	  net	  number	  

is	  presented	  as	  a	  cash	  flow	  for	  the	  ‘acquisition	  of	  the	  subsidiary’	  under	  ‘investing	  
activities’,	  as	  follows: 

	  
	  
	  
 
	  



	  

	  
	  
Tel:	  +27	  21	  447	  7565	  |	  Fax:	  +27	  21	  447	  8344	  	  
Website:	  www.getsmarter.co.za	  |	  Email:	  info@getsmarter.co.za	  	  

Page	  5	  of	  6	  

Cash	  flows	  from	  operating	  activities	   Xxx	   	  

Cash	  flows	  from	  investing	  activities	   Xxx	   	  

	  	  	  	  	  	  	  	  	  	  	  Acquisition	  of	  subsidiary	   (Xxx)	   	  

Cash	  flows	  from	  Financing	  activities	   Xxx	   	  

Net	  cash	  in/(out)flows	  for	  the	  period	  

	  
Xxx	   	  

Cash	  and	  cash	  equivalents	  at	  the	  beginning	  of	  the	  year	   Xxx	   	  

Cash	  and	  cash	  equivalents	  at	  the	  end	  of	  the	  year	   Xxx	   	  

 
• When	   cash	   is	   received	   by	   the	   parent	   for	   selling	   all,	   or	   some	   of	   its	   investment	   in	   a	  

subsidiary	   such	   that	   control	   is	   lost,	   that	   cash	   inflow	   is	   also	   presented	   as	   an	   investing	  
activity	  cash	  flow	  but	  is	  once	  again	  net	  of	  the	  cash	  in	  the	  subsidiary,	  over	  which	  control	  
has	  now	  been	  lost.	  

 
3. What	  about	  foreign	  bank	  accounts?	  
• Where	  there	  are	  foreign	  bank	  accounts,	  held	  directly	  by	  a	  parent	  or	  via	  a	  foreign	  

subsidiary,	  the	  foreign	  bank	  balance	  would	  be	  included	  on	  the	  Group	  Financial	  
Statement	  at	  the	  closing	  rate,	  at	  the	  reporting	  date.	  	  

• However	  the	  cash	  flows	  would	  have	  been	  translated	  to	  the	  functional	  currency	  at	  the	  
spot	  rate	  on	  the	  date	  of	  the	  cash	  flow	  (or	  at	  an	  average	  rate	  where	  this	  is	  used	  as	  a	  
proxy	  rate	  for	  the	  transaction).	  	  
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• Therefore,	  do	  not	  forget	  about	  this	  line	  item	  when	  presenting	  a	  SCF	  that	  includes	  the	  
translated	  movements	  and	  balances	  of	  cash	  (and	  cash	  equivalents)	  in	  a	  foreign	  currency. 

	  
Conclusion	  
• As	   Jack	  Welsh,	   the	   long-‐standing	   Chairman	   and	   CEO	   of	   General	   Electric,	   is	   quoted	   as	  

saying:	  	  “Number	  one,	  cash	  is	  king!”	  Many	  others	  would	  agree.	  	  
• Remember	   that	   in	   order	   to	   determine	   the	   cash	   flow	   implications	   for	   any	   transaction,	  

	  your	   first	  consideration	   is:	  has	   there	  been	  a	  cash	   flow	   for	   the	   reporting	  entity?	  And	   if	  
	  so,	  where	  should	  this	  cash	  flow	  be	  presented?	  	  

• Why	   don’t	   you	   see	  whether	   you	   can	   apply	   these	   considerations	   and	   principles	   to	   the	  
	  following	  three	  scenarios?	  What	  would	  the	  implications	  be	  for	  the	  Group	  Statement	  of	  
Cash	  Flows	  if:	  	  
1.	  The	  parent	  was	  also	  a	  joint	  operator	  that	  had	  an	  interest	  in	  a	  joint	  operation?	  	  
2.	   The	   parent	   entered	   into	   a	   finance	   lease	   agreement	  with	   one	   of	   its	   partially	   owned	  
subsidiaries?	  	  
3.	  The	  parent	  disposed	  of	  a	  portion	  of	  its	  holding	  in	  a	  subsidiary	  by	  selling	  shares	  to	  the	  
other	  shareholders,	  and	  retained	  control?	  	  

	  
I	  do	  hope	  that	  you	  have	  found	  the	  considerations	  that	  I	  have	  discussed,	  useful.	  The	  SCF	  is	  a	  
highly	  relevant	  source	  of	  information	  for	  many	  users	  of	  financial	  statements.	  	  
 
	  

	  


