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1. BACKGROUND AND PURPOSE  

The Board agreed to undertake a project in 2019/20 to review the use of the cash flow 

statement. The project resulted from users in the Public Finance Unit at the National Treasury 

indicating that they experience issues in reconciling accrual based financial statements to cash 

based budgets using the cash flow statement. This comment was raised in the context of 

public entities.  

The key objective of the project was to consult with Public Finance as one of the primary users 

of the cash flow statement to get an understanding of the issues being experienced. 

Depending on the feedback received, proposals would be made to the Board.  

2. FEEDBACK TO DATE 

The Secretariat met with Public Finance in August 2019. There were two main themes 

emerging from the discussion:  

• Quality of cash flow statement information.  

• Classification principles in budget and financial statements may differ.  

Quality of cash flow statement information  

It was observed that the cash flow statements are poorly prepared by entities. In many 

instances they reflect the movements in balances on the statement of financial position as 

cash flows rather than understanding what specific cash inflows or outflows occurred. This 

means that adjustments need to be made (where possible based on information derived from 

the financial statements) to calculate cash inflows and outflows.  

This observation has been highlighted in numerous engagements and will be reviewed as part 

of the desktop review of compliance with GRAP 2 on Cash Flow Statements (see project brief 

for approval as attachment 7).  
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Classification of information in budget and financial statements may differ 

Background 

The government budget is prepared for the General Government Sector (GGS = national, 

provincial, local government plus government business enterprises). The budget is prepared 

using the Government Finance Statistics Manual (GFSM) issued by the IMF.  

There are two classification systems in the GFSM for the statement of financial performance: 

classifications by nature and by function. Functional classification is based on the functions of 

government, e.g. healthcare, education, defence, policy etc. Classification by nature is broadly 

as follows:  

Revenue Expenses 

Revenue from sales of goods and services Compensation of employees 

Non-exchange revenue:  

• Taxes 

• Non-tax revenue 

Good and services 

Transfers received Capital assets 

 Transfers paid 

Classification in the GFSM is also dependent on the counterparty. For example, transfers are 

classified according to whether the beneficiaries are individuals/households or entities.  

Problem statement 

Some of the line items in the table above may be presented separately in either the cash flow 

statement or the statement of financial position. Some may be aggregated, e.g. in the cash 

flow statement payments to employees and suppliers is generally presented in a single line.  

If the information is not available in the format required by Public Finance, they would derive 

the information from what is available in the cash flow statement or statements of financial 

performance and position. For Public Finance to derive the information they need, more detail 

is required about some receivables and payables. Examples are provided below: 

• Revenue/receivables: At present, revenue is separated between exchange and non-

exchange, and receivables are separated into those from exchange and non-exchange 

transactions, and statutory and contractual receivables. While this provides some 

information to Public Finance, there is no information on receivables from tax/non-

tax/transfers unless entities specifically disaggregate information in this way.  

• Expenses/payables: The line items presented by an entity for expenses may vary 

depending on their activities and materiality. Payables would typically be presented for 

some employee obligations, but it would be difficult to know whether payables relate to 

goods and services or capital assets (or transfers payable).  

Possible actions 

The separation between exchange and non-exchange transactions for receivables and 

payables has received some criticism locally over the years from both preparers and users, 

particularly because the information does not seem relevant to users’ decisions. The relevance 

of this information has also been questioned in the IPSASB’s revenue and expense project. 

Changes may be made by the IPSASB, but the project is not well advanced.  
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It is important that the information in the statements of financial performance and position and 

cash flow statement is relevant and can be used for a variety of purposes. It is particularly 

important for Public Finance to be able to better use the information if departments move to 

accrual accounting but remain on a cash budget.  

There may be merit in exploring what disaggregation of receivables and payables would assist 

not only Public Finance, but other users to get the information they need. To make this 

assessment, it would be necessary to at least consult with the Local Government Budget 

Analysis Unit as well as the Reserve Bank who use the information in the financial statements 

for similar purposes.  

Public Finance also indicated that it may be appropriate to modify the current appropriation 

statement prepared by Departments to better align the format with that in the cash flow 

statement.  

3. WAY FORWARD  

The intention was to present a comprehensive overview of the consultation with not only Public 

Finance, but other potential users at this meeting. However, the project manager working on 

this project is currently on maternity leave, which is 3 months earlier than planned. 

The project is important, particularly if the departments more to accrual accounting but 

continue to prepare their budgets on a cash basis. The project is however not urgent. A revised 

timeframe will be presented at the March 2020 meeting.   

ACTION REQUESTED 

The Technical Committee is requested to NOTE the contents of this memorandum.  


