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Disclaimer:

The views and opinions expressed in this Article do not represent the official views of the Malaysian Accounting Standards Board
(MASB). Thus, this Article is intended to convey general information only and should not be taken as the official MASB view.
Neither MASB nor any member of the MASB Secretariat accepts responsibility or legal liability arising from or connected to the
accuracy, completeness or reliability of the materials and information contained in this Article.

Investors increasingly rely on the statement of cash flows to assess a company’s liquidity, financial
resilience and ability to generate cash from its operations. Recognising the importance of high-quality
cash flow information, the International Accounting Standards Board (IASB) is currently undertaking its
Statement of Cash Flows and Related Matters project to explore targeted improvements to IAS 7 Statement
of Cash Flows. The project responds to long-standing feedback from investors and other stakeholders
that certain aspects of cash flow reporting, particularly those involving financing arrangements, can be
difficult to interpret.

One example is supplier finance arrangements (SFAs), which have become increasingly common
as companies seek to manage working capital and strengthen supply chain resilience. While these
arrangements can provide legitimate commercial benefits, they may also make it more difficult for
investors to understand their effects on an entity’s liabilities, cash flows and liquidity.

Recognising these information needs, the Malaysian Accounting Standards Board (MASB) issued
amendments to MFRS 107 Statement of Cash Flows and MFRS 7 Financial Instruments: Disclosures
in June 2023, introducing additional disclosure requirements for supplier finance arrangements. The
amendments are intended to enable investors and other users of financial statements to better assess
the effects of these arrangements on an entity’s liabilities, cash flows and exposure to liquidity risk.
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What are supplier finance arrangements

A SFA is an arrangement between a company that purchases goods or services, its suppliers, and a
finance provider, usually a bank or financial institution. The finance provider pays the supplier on the
company'’s behalf, and the company repays the finance provider at a later date.

Consider a simple example. A company purchases inventory from a supplier with payment due in 30
days. Instead of paying the supplier directly, the company has an arrangement with its bank. Once the
company confirms that the supplier’s invoice is valid for payment, the bank pays the supplier on the
company'’s behalf.

The company does not pay the bank immediately. Instead, it repays the bank at a later date—for example,
after 60, 90 or 120 days—under the terms of the SFAs.

Although the supplier has been paid, the company’s obligation has not disappeared—it has simply shifted.
Instead of owing money to the supplier, the company now owes the bank, which it will repay at a later date
under the agreed financing terms

Diagram 1 - Supplier finance arrangement
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Why do these arrangements matter for financial reporting?

Investors want to know whether the company’s operations are generating sufficient cash to support the
business, or whether the company is relying on external financing.

SFAs can make this assessment more challenging because they introduce a finance provider into what
would otherwise be a direct payment to suppliers. Instead of paying its suppliers directly, the company
repays the finance provider. As a result, it may be more difficult for investors to understand how these
arrangements affect the company’s liabilities and cash flows, including the extent to which reported cash
flows reflect the company’s operating activities or are influenced by financing arrangements. This, in turn,
may affect their assessment of the company’s liquidity and ability to generate cash from its operations.
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MASB’s response

To enhance transparency, MASB incorporated amendments to MFRS 107 and MFRS 7 that introduce
additional disclosure requirements for SFAs.

The disclosures are intended to enable investors, lenders and other users of financial statements to
assess, such as:

the nature and key terms of an entity’s supplier finance arrangements;
the effects of those arrangements on the entity’s liabilities;

the effects on the entity’s cash flows; and

the entity’s exposure to liquidity risk.

Importantly, these amendments do not prohibit or discourage the use of SFAs. Rather, they recognise
that transparency is essential whenever financing arrangements have the potential to influence users’
interpretation of financial statements.

What should boards consider?

SFAs are often established for sound commercial reasons. Nevertheless, boards should consider whether:

e the financial statements provide sufficient information for users to understand the arrangements; and
» disclosures clearly explain the nature and financial reporting implications of the arrangements.

Looking ahead: International developments in cash flow
reporting

The enhanced disclosure requirements for SFAs form part of a broader international focus on improving
the usefulness of cash flow information.

The IASB is currently undertaking its Statement of Cash Flows and Related Matters project to explore
whether targeted improvements to IAS 7 could provide investors with more transparent and decision-
useful information about an entity’s cash flows.

Among the matters being explored are possible improvements to the classification of cash flows, greater
transparency over non-cash transactions, and enhanced information about financing activities. The IASB
is expected to seek stakeholder feedback on proposed amendments as the project progresses.

For Malaysian stakeholders, this presents an opportunity to contribute to the development of international
accounting requirements. Constructive feedback from preparers, investors, auditors, regulators and
boards helps ensure that future requirements appropriately balance the information needs of users with
the costs of implementation.

As Malaysia’s accounting standard-setter, MASB will continue to engage with stakeholders throughout
the IASB’s due process and encourage participation in future consultations.
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