Solutions to Lecture Question

1. Indirect method


[image: image1.emf]Cash flows from operating activities:

Net income  68,000     

Add: Depreciation expense 4,000      

72,000     

Decrease in accounts receivable 1,600      

Increase in inventories (2,000)     

Decrease in accounts payable (4,500)     

Increase in accrued liabilities 2,000      

Net cash flow from operating activities 69,100     

Cash Flows from Investing Activities:

Purchase of plant assets (1) (37,100)

Net cash provided used in investing activities (37,100)

Cash Flows from Financing Activities:

Proceeds from common stock issue 23,600 

Repayment of Notes Payable (25,000)

Dividends paid (2) (29,200)

Net cash provided by financing activities (30,600)

Net increase in cash and cash equivalents 1,400 

Cash and cash equivalents at beginning of year 5,300 

Cash and cash equivalents at end of year 6,700 



[image: image2.emf]Workings 1  - Purchase of Plant Assets

Movement in total Plant Assets at Net Book Value

Opening bal Land & Building and Equipment 109,400   

add Purchases 37,100     

146,500   

less  Depreciation 4,000       

Closing bal Land & Building and Equipment 142,500   

Workings 2  - Dividends paid

Opening bal Retained Earnings 2,700       

add Net Income 68,000     

70,700     

less  Dividends paid 29,200     

Closing bal income taxes payable 41,500     


2. Direct Method (Recall that the only difference between the two methods is the way in which the Operating Activities Section is prepared. Therefore the other two sections are omitted, because they would not change.)

[image: image3.emf] Cash flows from operating activities:

Cash received from customers (3) 214,600   

Interest received 8,600      

Cash provided by operating activities 223,200   

Cash paid to suppliers and employees (4) (104,900)  

Interest paid (11,600)    

Income taxes paid  (29,100)    

Other operating expenses (5) (8,500)

Cash disbursed for operating activities (154,100)  

Net cash flow from operating activities 69,100     



[image: image4.emf]Workings 3  - Determination of cash from customers

Opening bal for accounts receivable 26,900     

add Sales for year 213,000   

239,900   

less  cash received 214,600   

Closing bal for accounts receivable 25,300     



[image: image5.emf]Workings 4 - Cash paid to suppliers and employees

Opening bal inventory 81,800     

add purchases 80,600     

cost of inventory available 162,400   

less  cost of goods sold 70,600     

Closing bal inventory 91,800     

Opening bal accounts payable 35,400     

add purchases (see above) 80,600     

116,000   

less  payments to creditors 85,100     

Closing bal accounts payable 30,900     

Total 

paid to suppliers and employees

112,900   

(85100 + 27800)



[image: image6.emf]Workings 5 - Cash paid for other operating expenses

Opening bal accrued liabilities 28,600     

add other operating expenses incurred 10,500     

39,100     

less  payments 8,500      

Closing bal accrued liabilities 30,600     
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		Workings 1		- Purchase of Plant Assets

				Movement in total Plant Assets at Net Book Value

		Opening bal		Land & Building and Equipment		109,400

		add		Purchases		37,100

						146,500

		less		Depreciation		4,000

		Closing bal		Land & Building and Equipment		142,500

		Workings 2		- Dividends paid

		Opening bal		Retained Earnings		2,700

		add		Net Income		68,000

						70,700

		less		Dividends paid		29,200

		Closing bal		income taxes payable		41,500
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		Workings 3		- Determination of cash from customers

		Opening bal		for accounts receivable		26,900

		add		Sales for year		213,000

						239,900

		less		cash received		214,600

		Closing bal		for accounts receivable		25,300
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		Workings 4		- Cash paid to suppliers and employees

		Opening bal		inventory		81,800

		add		purchases		80,600

				cost of inventory available		162,400

		less		cost of goods sold		70,600

		Closing bal		inventory		91,800

		Opening bal		accounts payable		35,400

		add		purchases (see above)		80,600

						116,000

		less		payments to creditors		85,100

		Closing bal		accounts payable		30,900

				Total paid to suppliers and employees		112,900

				(85100 + 27800)
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		Workings 5		- Cash paid for other operating expenses

		Opening bal		accrued liabilities		28,600

		add		other operating expenses incurred		10,500

						39,100

		less		payments		8,500

		Closing bal		accrued liabilities		30,600
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		Cash flows from operating activities:

				Cash received from customers (3)										214,600

				Interest received										8,600

						Cash provided by operating activities										223,200

				Cash paid to suppliers and employees (4)										(104,900)

				Interest paid										(11,600)

				Income taxes paid										(29,100)

				Other operating expenses (5)										(8,500)

						Cash disbursed for operating activities										(154,100)

		Net cash flow from operating activities														69,100






_1151661792.xls
Sheet1

		Cash flows from operating activities:

				Net income												68,000

				Add:		Depreciation expense										4,000

																72,000

				Decrease in accounts receivable												1,600

				Increase in inventories												(2,000)

				Decrease in accounts payable												(4,500)

				Increase in accrued liabilities												2,000

		Net cash flow from operating activities														69,100

		Cash Flows from Investing Activities:

				Purchase of plant assets (1)										(37,100)

		Net cash provided used in investing activities														(37,100)

		Cash Flows from Financing Activities:

				Proceeds from common stock issue										23,600

				Repayment of Notes Payable										(25,000)

				Dividends paid (2)										(29,200)

		Net cash provided by financing activities														(30,600)

		Net increase in cash and cash equivalents														1,400

		Cash and cash equivalents at beginning of year														5,300

		Cash and cash equivalents at end of year														6,700






