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Reasons Why Fundamental Accounting Concept1 Test Fails 

CF1 

Net Cash Flow = Net Cash Flows, Operating + Net Cash Flows, Investing + Net Cash Flows, Financing + 

Exchange Gains (Losses) 

What this rule tests 

This rule tests the relationship between three very common line items of a financial report: 

 Net cash flow, operating activities 

 Net cash flow, investing activities 

 Net cash flow, financing activities 

 Exchange gains (losses) 

 Net cash flow 

Reporting entities generally report a cash flow statement and if a cash flow statement is reported, the 

object of that statement is to report net cash flows broken out by operating, investing, and financing 

activities.  This is separate and apart from breaking out cash flows from continuing and discontinued 

operations. 

Of all filers, approximately 96% pass this test.  Of the remaining 4%, the following are the reasons this 

test is failed: 

 Rounding error (approximately 30% of errors) 

 Double count cash flows from discontinued operations (approximately 10% of errors) 

 Concept missing from the US GAAP XBRL Taxonomy (approximately 10% of errors) 

 Undetermined reasons 

Note that because there are 461 errors in this category and all specific error patterns where not 

explicitly identified, there is a small chance that some filings marked as errors may not be errors.  While 

no such situations have been identified, not enough work has been performed on this specific test to 

rule out the possibility of falsely reported errors for this specific test. 

 

Common reasons why test fails 

Rounding error 

                                                           
1
 For more information on the fundamental accounting concepts and the relations between these concepts please 

see http://fundamentalaccountingconcepts.wikispaces.com  

http://fundamentalaccountingconcepts.wikispaces.com/
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One common reason for net cash flow not footing is a rounding error.  For example, consider the cash 

flow statement of this filing: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=867028&accession_number=0001493152-14-

002667&xbrl_type=v#  

 

As can be seen, there is a $1 rounding error.  While this does not seem like a big problem, if you 

consider that for each rounding error a human needs to get involved to determine if the error is 

significant and that if a rounding error is appropriate on the balance sheet, are rounding errors 

appropriate in the disclosures and other places in the financial statement? 

Also, if it is the case that 99.5% of all filers can create balance sheets which do not have rounding errors; 

why is it the case that the other .5% cannot also do so?  These sorts of rounding errors should be dealt 

with in the creation of the financial statement; there is never a good reason for a rounding error. This is 

generally either sloppiness on the part of the external financial reporting manager or laziness. Rounding 

errors should never exist. 

  

http://www.sec.gov/cgi-bin/viewer?action=view&cik=867028&accession_number=0001493152-14-002667&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=867028&accession_number=0001493152-14-002667&xbrl_type=v
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Double count cash flows from discontinued operations 

A handful of SEC filers use the cash flows concepts which includes continuing AND discontinued 

operations to report operating, investing, and financing activities and then in addition report 

discontinued operations.  As discontinued operations are included in the initial breakdown, cash flows 

from discontinued operations is in essence counted twice.  For example, consider the following 

example: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=32878&accession_number=0001193125-11-

311513&xbrl_type=v#  

 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=32878&accession_number=0001193125-11-311513&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=32878&accession_number=0001193125-11-311513&xbrl_type=v
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The fact that this is an error can be clearly seen by the revised 2015 US GAAP XBRL Taxonomy concept 

documentation for the investing and financing activities concepts: 
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Approximately 41 SEC filers make this mistake, about 10% of this type of error 

 

 

Concept missing from the US GAAP XBRL Taxonomy 

Filers report a handful of miscellaneous cash flow items as line items not included in net cash flows.  

There tend to be two categories of these line items: cash flows related to held-for-sale assets and VIE or 

other entities.  For example, consider the cash flow statements of the following filings: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=800240&accession_number=0001193125-14-

294476&xbrl_type=v#  

http://www.sec.gov/cgi-bin/viewer?action=view&cik=800240&accession_number=0001193125-14-294476&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=800240&accession_number=0001193125-14-294476&xbrl_type=v
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http://www.sec.gov/cgi-bin/viewer?action=view&cik=53669&accession_number=0000053669-14-

000027&xbrl_type=v# 

 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=53669&accession_number=0000053669-14-000027&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=53669&accession_number=0000053669-14-000027&xbrl_type=v
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http://www.sec.gov/cgi-bin/viewer?action=view&cik=874761&accession_number=0000874761-14-

000046&xbrl_type=v#  

 

 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=874761&accession_number=0000874761-14-000046&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=874761&accession_number=0000874761-14-000046&xbrl_type=v

