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Understanding the components of a company's financial statements is essential
for investors, analysts, and stakeholders aiming to evaluate its financial
health. Among these statements, the statement of cash flows provides vital
insights into the company’s liquidity, operational efficiency, and cash
management. A common question arises: Which items, especially non-cash items
like surplus on revaluation, appear in the statement of cash flows?

This article delves into the nature of the statement of cash flows, the
classification of various items within it, and clarifies whether surplus on
revaluation can be included in this statement. We will explore the
fundamental principles of cash flow reporting, the treatment of revaluation
surplus, and the correct presentation of such items in financial statements,
all in an SEO-optimized manner for comprehensive understanding.

Understanding the Statement of Cash Flows

The statement of cash flows (SCF) is a financial statement that reports the
cash generated and used by a company during a specific period. It complements
the income statement and balance sheet by providing insights into the
company's liquidity position.

Purpose and Importance of the Statement of Cash
Flows

- Assess Liquidity: Shows how well a company can meet its short-term
obligations.

- Evaluate Cash Management: Highlights cash inflows and outflows from
operational, investing, and financing activities.

- Understand Financial Flexibility: Reveals how a company funds its
operations and growth.



Structure of the Statement of Cash Flows

The SCF is typically divided into three main sections:

1. Operating Activities: Cash flows from core business operations.

2. Investing Activities: Cash flows from buying or selling assets like
property, plant, and equipment.

3. Financing Activities: Cash flows related to borrowing, repaying debt,
issuing or buying back shares.

Items That Appear in the Statement of Cash
Flows

The statement records actual cash transactions. Therefore, only cash inflows
and outflows are included, and non-cash items are generally excluded or
adjusted for.

Items Typically Included in the Statement of Cash
Flows

- Cash receipts from customers

- Cash payments to suppliers and employees

- Interest received and paid

- Dividends received and paid

- Proceeds from sale of assets

- Purchase of property, plant, and equipment
- Proceeds from issuing debt or equity

- Repayment of debt

Items Not Directly Appearing in the Cash Flow
Statement

- Non-cash expenses like depreciation and amortization (adjusted in operating
activities)

- Unrealized gains or losses (e.g., surplus on revaluation)

- Revaluation of assets that do not involve cash



Understanding Surplus on Revaluation

Surplus on revaluation pertains to the increase in the value of assets,
typically property, plant, or equipment, based on current market values or
appraisal. Under accounting standards like IFRS (International Financial
Reporting Standards), companies are allowed to revalue certain fixed assets
to reflect their fair value.

Revaluation Surplus: An Overview

- Definition: An increase in the carrying amount of an asset resulting from
revaluation, recorded in the revaluation surplus account within equity.

- Accounting Treatment: When an asset is revalued upwards, the surplus is
credited directly to the revaluation surplus account in equity, not
recognized in the profit and loss account.

- Impact on Financial Statements: Enhances the asset's book value but does
not directly affect cash flows unless the asset is sold.

Revaluation Surplus in the Context of Cash Flows

Since revaluation surplus arises from non-cash adjustments to asset values,
it does not involve actual cash transactions at the time of revaluation.
Therefore, it does not directly appear in the statement of cash flows.
However, understanding its treatment is vital for comprehensive financial
analysis.

Can Surplus on Revaluation Appear in a
Company's Statement of Cash Flows?

Given that the statement of cash flows accounts strictly for cash
transactions, the key question is whether a surplus on revaluation can appear
in this statement.

Accounting Principles and Standards

- Under IFRS and most accounting frameworks, revaluation surpluses are
recorded directly in equity.

- They are non-cash adjustments; no cash changes hands during revaluation.
- The surplus reflects a change in asset valuation, not cash inflow or



outflow.

Implications for the Statement of Cash Flows

- Revaluation surplus does not appear as a cash flow because it does not
involve cash movement.

- When an asset is revalued upwards, there is no cash inflow; it’s a non-cash
adjustment to asset value.

- If the asset is later sold, the cash received would be reported under
investing activities, and any gain or loss would be adjusted accordingly.

Exceptions and Special Cases

- Disposal of Revalued Assets: When a revalued asset is sold, the cash
proceeds are included in investing activities. Any difference between sale
proceeds and the carrying amount affects profit but not directly the cash
flow statement unless recognized as a gain or loss.

- Revaluation Decrease: If a revaluation results in a decrease, it may be
recognized in profit or loss, affecting cash flows indirectly through
operational results.

Summary: Which Items Could Appear In A
Company's Statement Of Cash Flows?

Based on the principles outlined above, here is a comprehensive list of items
that can appear in a company's statement of cash flows:

Items Typically Included:

- Cash received from customers

- Cash paid to suppliers and employees
- Interest paid and received

- Dividends received and paid

- Income taxes paid

- Proceeds from sale of assets

- Purchase of fixed assets

- Proceeds from issuing shares or debt
- Repayment of loans

- Dividends paid

Items Not Included or Adjusted For:



- Surplus on revaluation of assets

- Unrealized gains or losses

- Depreciation and amortization (adjusted in operating activities)
- Revaluation decreases recognized directly in profit

Practical Example: Revaluation Surplus and Cash
Flows

Suppose a company revalues its land, resulting in a surplus of $1 million. No
cash transaction occurs during revaluation, so:

- The surplus increases the asset’s book value.

- The revaluation surplus is credited directly to equity.

- When the land is eventually sold, the cash received will be recorded in the
investing activities section.

- Any gain realized from sale over the revalued amount will be included in
profit and affect cash flows indirectly.

Therefore, revaluation surplus does not appear in the cash flow statement
unless the asset is disposed of, at which point the cash proceeds are shown.

Conclusion

In conclusion, the surplus on revaluation of assets is a non-cash accounting
adjustment recorded in equity and does not directly appear in the statement
of cash flows. The statement of cash flows focuses solely on actual cash
transactions, and revaluation surpluses, being non-cash, are excluded from
this statement.

Key Takeaways:

- Only cash-related inflows and outflows are included in the statement of
cash flows.

- Revaluation surplus is a non-cash item and appears in the equity section of
the balance sheet.

- When a revalued asset is sold, the cash received is included in investing
activities, and any gain or loss affects operational cash flows indirectly.

Understanding these distinctions is crucial for accurate financial analysis
and reporting. For investors and analysts, recognizing which items impact
cash flows helps assess the company's liquidity, operational efficiency, and
financial stability more effectively.



Meta description: Discover which items, including surplus on revaluation,
appear in a company's statement of cash flows. Learn how non-cash revaluation
adjustments are treated in financial reporting.

Frequently Asked Questions

Can surplus on revaluation of assets appear in a
company's statement of cash flows?

No, surplus on revaluation of assets is a non-cash item and does not appear
directly in the statement of cash flows. It is typically disclosed in the
notes to the financial statements but does not affect cash movements.

How are revaluation surpluses reflected in a
company's cash flow statement?

Revaluation surpluses are non-cash gains and are not included in the cash
flow statement. They are recorded in the equity section of the balance sheet
and do not impact cash flows directly.

Which items related to revaluation might be reported
in the operating activities section of the cash flow
statement?

Items related to revaluation, such as gains on revaluation, are non-cash and
are typically adjusted in the operating activities section under indirect
method when reconciling net income, but the actual surplus itself does not
appear as a cash item.

Is surplus on revaluation considered when preparing
the cash flows from investing activities?

No, surplus on revaluation is a non-cash accounting adjustment and does not
appear in cash flows from investing activities; only actual cash transactions
like asset purchases or sales are included.

What are the key items that appear in a company's
statement of cash flows that are directly related to
cash movements?

Key items include cash received from customers, cash paid to suppliers and
employees, cash paid for operating expenses, proceeds from sale of assets,



purchase of assets, borrowings, repayments, and dividend payments. Surpluses
on revaluation do not appear as they are non-cash adjustments.

Additional Resources

Which Of The Following Items Could Appear In A Company's Statement Of Cash
Flows? Surplus On Revaluation

The statement of cash flows is a crucial financial statement that provides
insight into a company’s liquidity, revealing how cash is generated and used
during a specific period. Understanding what items appear within this
statement is fundamental for investors, auditors, and management alike. Among
various items, one area that often raises questions is whether certain non-
cash adjustments, such as a “Surplus on Revaluation,” should be reflected
within the cash flow statement. This article embarks on an in-depth
exploration of the nature of the statement of cash flows, the types of items
included, and specifically whether a surplus on revaluation can or should
appear within it.

Understanding the Statement of Cash Flows

A company's statement of cash flows is designed to categorize all cash-
related transactions into three main activities:

1. Operating Activities: Cash generated or used by the core business
operations.

2. Investing Activities: Cash related to the acquisition or disposal of long-
term assets such as property, plant, equipment, or investment securities.

3. Financing Activities: Cash flows resulting from transactions with the
company’s owners and creditors, including issuing shares, borrowing, or
repaying debt.

The primary purpose of this statement is to provide a clear picture of how a

company’s cash position changes over time, enabling stakeholders to assess
liquidity, financial flexibility, and overall financial health.

What Items Appear in the Statement of Cash
Flows?

The items included in the statement of cash flows are predominantly cash and



cash equivalents. However, the specific transactions that result in cash
inflows and outflows are categorized based on their nature.

Common items that appear include:

- Receipts from customers (cash sales and collections)
- Payments to suppliers and employees

- Interest received and paid

- Dividends received

- Proceeds from sale of assets

- Purchases of assets

- Proceeds from issuance of shares or bonds

- Repayments of borrowings

- Dividends paid

Non-cash transactions—although significant for understanding a company's
overall financial position—are generally not reflected directly in the cash
flow statement but are disclosed elsewhere, such as in the notes to the
financial statements.

Role of Revaluation Surplus in Financial
Statements

Before analyzing whether a revaluation surplus appears in the cash flow
statement, it’s essential to understand what a revaluation surplus entails.

Revaluation surplus arises when a company revalues its property, plant, or
equipment (PP&E) upwards, reflecting increased fair value. This process is
common under certain accounting standards like IFRS (International Financial
Reporting Standards). The surplus is credited directly to a revaluation
reserve in equity, not to profit or loss, unless the revaluation results in a
decrease that is charged to the income statement.

Key characteristics of revaluation surplus:

- It is a non-cash, unrealized gain.

- It affects the balance sheet by increasing asset carrying amounts.
- It is recognized in the equity section, not the income statement.
- It typically remains in the revaluation reserve until the asset is
derecognized or revalued again.



Can Surplus On Revaluation Appear in the
Statement of Cash Flows?

This is a nuanced question that hinges on the nature of revaluation surplus
and the definition of cash flows.

Revaluation Surplus as a Non-Cash Item

Since revaluation surplus represents an unrealized gain—an increase in asset
value not realized through a cash transaction—-it does not directly involve
cash inflows or outflows. Therefore, it generally does not appear in the cash
flow statement because the statement records only actual cash movements.

However, there are important considerations:

- No direct cash effect: Revaluation increases the carrying amount of assets
but does not generate cash.

- Disposal of revalued assets: When such an asset is sold, the sale proceeds
and the gain or loss (including the revaluation surplus) are recognized in
the income statement and cash flows. In this scenario, the sale proceeds
appear in investing activities, and any realized gain may be reflected in the
operating or investing cash flows.

Implications of Revaluation Surplus on Cash Flows

While the surplus itself does not appear in the cash flow statement, certain
related actions may:

- Depreciation adjustments: If revaluation affects depreciation expense, the
depreciation method may change, impacting operating cash flows indirectly.

- Disposal proceeds: When an asset is sold, the proceeds from the sale are
part of investing activities, and any gain or loss on disposal (including
revaluation surplus) is disclosed in the reconciliation but not directly in
cash flows.

- Revaluation reserve movements: Changes in revaluation reserve are part of
equity and do not involve cash transactions.

Accounting Standards and Reporting Practices

International Financial Reporting Standards (IFRS) and Generally Accepted
Accounting Principles (GAAP) provide guidelines regarding revaluation and its



impact on financial statements:

- Under IFRS, revaluation increases are recognized in other comprehensive
income and accumulated in revaluation surplus.

- Under GAAP, revaluation of fixed assets is less common and typically not
permitted; assets are carried at historical cost less depreciation, with
impairments recognized as expenses.

Disclosure in Financial Statements:

- Revaluation surplus is disclosed in the Statement of Changes in Equity.

- The cash flow statement does not directly reflect revaluation surplus.

- When assets are disposed of, the cash proceeds and gains/losses are shown
in cash flow activities.

Summary: Which Items Could Appear in the Cash
Flow Statement? Surplus On Revaluation

| Item | Can It Appear in Cash Flow Statement? | Explanation |

| Surplus on Revaluation | No | It is an unrealized, non-cash gain recognized
in equity, not in cash flows. |

| Proceeds from Sale of Revalued Asset | Yes | Cash received from sale
appears under investing activities. |

| Gain on Disposal of Asset (including Revaluation Surplus) | Indirectly |
The gain affects net profit but is adjusted in cash flows during
reconciliation if necessary. |

| Revaluation Reserve Movements | No | Movements within equity do not involve
cash flows. |

Conclusion: Clarifying the Role of Revaluation
Surplus in Cash Flows

In conclusion, Surplus On Revaluation—a non-cash accounting adjustment
recognized in equity—generally does not appear directly in a company's
statement of cash flows. It is an unrealized gain that reflects an increase
in asset value without actual cash movement. The cash flow statement’s
purpose is to depict actual cash transactions, and therefore, items like
revaluation surplus fall outside its scope.

However, when assets are disposed of, the proceeds from sale and any realized



gain or loss—potentially including the revaluation surplus—are reflected in
the cash flows under investing activities. It is crucial for financial
analysts and stakeholders to distinguish between unrealized non-cash items
(which do not appear in cash flows) and realized cash transactions (which
do) .

Understanding these distinctions enhances the accuracy of financial analysis
and helps prevent misinterpretation of a company's liquidity position based
solely on the statement of cash flows. Proper disclosures in the notes
accompanying financial statements further aid in providing a comprehensive
view of the company's revaluation practices and their implications.

Key Takeaways:

- Revaluation surplus is a non-cash, unrealized gain recorded in equity.
- It does not appear in the cash flow statement directly.

- Cash flows related to the disposal of revalued assets are reported.

- Disclosures in notes are vital for transparency regarding revaluation
policies and impacts.

By grasping the nature of revaluation surplus and its relationship with cash
flows, stakeholders can better interpret financial statements and make
informed decisions based on a holistic understanding of a company's financial
health.
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