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Suggested Solutions

1. The purpose of cash flow statement is to provide users with information concerning a company’s investing, financing and operating activities during the reporting period. This information is useful in providing the user with a basis to assess the ability of the enterprise to generate cash and cash equivalents and the needs of the enterprise to utilize those cash flows.
2. Payments and receipts of interest are so classified because they are regarded as being a normal expense and normal revenue item incurred and earned in the running of a business.
3. Factors include depreciation, gain or losses on disposal of assets, allowance for uncollectible amounts…..These are all non-cash items. The income statement is prepared on the accruals basis, that is, expenses and revenues are recorded when they are incurred and earned respectively, not when they are paid or received.
4. The direct method looks the direct sources of funds from operations and also the direct uses of funds in operations. The indirect methods starts off with net profit after tax and adjusts for non-cash items as well as items recorded on an accruals basis to arrive at the cash position.
5. Problem 13.5

(a)

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

Cash received from customers (1) 2,920,000    

Interest and dividends received (2) 171,000      

Cash provided by operating activities 3,091,000   

Cash paid to suppliers and employees (3) (2,476,000)   

Interest paid (4) (176,000)     

Income taxes paid (5) (123,000)

Cash disbursed for operating activities (2,775,000)  

Net cash flow from operating activities 316,000      


See following page for workings

[image: image2.emf]Workings 1 - Determination of cash from customers

Opening bal for accounts receivable 720,000      

add Sales for year 2,850,000    

3,570,000    

less  cash received 2,920,000    

Closing bal for accounts receivable 650,000      

Workings 2 - Interest & Dividends

Opening bal interest receivable 6,000          

add interest income 70,000        

76,000        

less  interest received 67,000        

Closing bal interest receivable 9,000          



[image: image3.emf]Workings 3 - Cash paid to suppliers and employees

Opening bal inventoy 765,000     

add purchases 1,585,000   

cost of inventory available 2,350,000   

less  cost of goods sold 1,550,000   

Closing bal inventory 800,000     

Opening bal accounts payable 562,000     

add purchases (see above) 1,585,000   

2,147,000   

less  payments to creditors 1,577,000   

Closing bal accounts payable 570,000     

Opening bal net operating expenses payable 79,000       

1

add operating expenses

 

(less depreciation)

865,000     

944,000     

less  payments for operating expenses 899,000     

Closing bal net operating expenses payable 45,000       

2

Total 

(1,585,000 + 1,577,000 + 899,000)

2,476,000   

1 (94,000 - 15,000) - The 15,000 is for short-term prepayments

2 (65,000 - 20,000) - The 20,000 is for short-term prepayments



[image: image4.emf]Workings 4  - Interest paid

Opening bal interest payable 12,000     

add interest expense 185,000   

197,000   

less  intrest paid 176,000   

Closing bal interest payable 21,000     

Workings 5  - Income taxes paid

Opening bal income taxes payable 35,000     

add income tax expense 110,000   

145,000   

less  intrest paid 123,000   

Closing bal income taxes payable 22,000     


(b) In addition to more aggressive collection of accounts receivable, management could increase cash flows from operations by (only two required):
· Reducing the amount of inventories being held.

· Reducing the amount of short-term prepayments of expenses.

· Taking greater advantage of accounts payable as a short-term means of financing purchases of goods and services.
6. Problem 13.6

[image: image5.emf]Cash flows from operating activities:

Net income  203,000   

Add: Depreciation expense 115,000   

Less:“Nonoperating” gain on sale of marketable securities (4,000)     

314,000   

Decrease in accounts receivable 70,000     

Increase in accrued interest receivable (3,000)     

Increase in inventories (35,000)    

Increase in short-term prepayments (5,000)     

Increase in accounts payable to suppliers 8,000      

Decrease in accrued operating expenses payable (29,000)    

Increase in accrued interest payable 9,000      

Decrease in accrued income taxes payable (13,000)    

Net cash flow from operating activities 316,000   


7. Problem 13.7 (modified)


[image: image6.emf]Cash flows from operating activities:

Net income  260,000     

Add: Depreciation expense 150,000     

Loss on sale of plant assets 12,000      

Less: Gain on sale of marketable securities (34,000)     

388,000     

Increase in accounts receivable (60,000)     

Decrease in accrued interest receivable 2,000        

Decrease in inventories 60,000      

Increase in short-term prepayments of operating expenses (6,000)       

Decrease in accounts payable to suppliers (16,000)     

Decrease in accrued liabilities for operating expenses (8,000)       

Increase in accrued interest payable 4,000        

Decrease in accrued income taxes payable (14,000)     

Net cash flow from operating activities

350,000     

 Cash flows from investing activities:

Purchases of marketable securities (60,000)     

Proceeds from sales of marketable securities (1) 72,000      

Loans made to borrowers (44,000)     

Collections on loans 28,000      

Cash paid to acquire plant assets (500,000)    

Proceeds from sales of plant assets (2) 24,000      

Net cash used in investing activities

(480,000)    

 Cash flows from financing activities:

Proceeds from short-term borrowing 82,000      

Payments to settle short-term debts (92,000)     

Proceeds from issuing capital stock (3) 180,000     

Dividends paid (120,000)    

Net cash provided by financing activities

50,000      

Net increase (decrease) in cash and cash equivalents (80,000)     

Cash and cash equivalents, beginning of year 244,000     

Cash and cash equivalents, end of year 164,000     


See the following page for workings


[image: image7.emf](1)Proceeds from sales of marketable securities:

Cost of marketable securities sold (credit entries

to the Marketable Securities account) 38,000     

Add: Gain reported on sales of marketable securities 34,000     

Proceeds from sales of marketable securities 72,000     

(2)Proceeds from sales of plant assets:

Book value of plant assets sold (paragraph 8) 36,000     

Less: Loss reported on sales of plant assets 12,000     

Proceeds from sales of plant assets 24,000     

(3)Proceeds from issuing capital stock:

Amounts credited to Capital Stock account 20,000     

Add: Amounts credited to Additional Paid-in Capital account 160,000   

Proceeds from issuing capital stock 180,000   
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		Workings 1		- Determination of cash from customers

		Opening bal		for accounts receivable		720,000

		add		Sales for year		2,850,000

						3,570,000

		less		cash received		2,920,000

		Closing bal		for accounts receivable		650,000

		Workings 2		- Interest & Dividends

		Opening bal		interest receivable		6,000

		add		interest income		70,000

						76,000

		less		interest received		67,000

		Closing bal		interest receivable		9,000

				Dividend received		104,000

				Total (67000+104000)		171,000
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		Workings 4		- Interest paid

		Opening bal		interest payable		12,000

		add		interest expense		185,000

						197,000

		less		intrest paid		176,000

		Closing bal		interest payable		21,000

		Workings 5		- Income taxes paid

		Opening bal		income taxes payable		35,000

		add		income tax expense		110,000

						145,000

		less		intrest paid		123,000

		Closing bal		income taxes payable		22,000
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		Cash flows from operating activities:

				Net income												260,000

				Add:		Depreciation expense										150,000

						Loss on sale of plant assets										12,000

				Less:		Gain on sale of marketable securities										(34,000)

																388,000

				Increase in accounts receivable												(60,000)

				Decrease in accrued interest receivable												2,000

				Decrease in inventories												60,000

				Increase in short-term prepayments of operating expenses												(6,000)

				Decrease in accounts payable to suppliers												(16,000)

				Decrease in accrued liabilities for operating expenses												(8,000)

				Increase in accrued interest payable												4,000

				Decrease in accrued income taxes payable												(14,000)

		Net cash flow from operating activities														350,000

		Cash flows from investing activities:

				Purchases of marketable securities										(60,000)

				Proceeds from sales of marketable securities (1)										72,000

				Loans made to borrowers										(44,000)

				Collections on loans										28,000

				Cash paid to acquire plant assets										(500,000)

				Proceeds from sales of plant assets (2)										24,000

		Net cash used in investing activities														(480,000)

		Cash flows from financing activities:

				Proceeds from short-term borrowing										82,000

				Payments to settle short-term debts										(92,000)

				Proceeds from issuing capital stock (3)										180,000

				Dividends paid										(120,000)

		Net cash provided by financing activities														50,000

		Net increase (decrease) in cash and cash equivalents														(80,000)

		Cash and cash equivalents, beginning of year														244,000

		Cash and cash equivalents, end of year														164,000






_1151659236.xls
Sheet1

		(1)		Proceeds from sales of marketable securities:

						Cost of marketable securities sold (credit entries

								to the Marketable Securities account)										38,000

						Add: Gain reported on sales of marketable securities												34,000

						Proceeds from sales of marketable securities												72,000

		(2)		Proceeds from sales of plant assets:

						Book value of plant assets sold (paragraph 8)												36,000

						Less: Loss reported on sales of plant assets												12,000

						Proceeds from sales of plant assets												24,000

		(3)		Proceeds from issuing capital stock:

						Amounts credited to Capital Stock account												20,000

						Add: Amounts credited to Additional Paid-in Capital account												160,000

						Proceeds from issuing capital stock												180,000






_1151657379.xls
Sheet1

		Cash flows from operating activities:

				Net income												203,000

				Add:		Depreciation expense										115,000

				Less:		“Nonoperating” gain on sale of marketable securities										(4,000)

																314,000

				Decrease in accounts receivable												70,000

				Increase in accrued interest receivable												(3,000)

				Increase in inventories												(35,000)

				Increase in short-term prepayments												(5,000)

				Increase in accounts payable to suppliers												8,000

				Decrease in accrued operating expenses payable												(29,000)

				Increase in accrued interest payable												9,000

				Decrease in accrued income taxes payable												(13,000)

		Net cash flow from operating activities														316,000
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		Workings 3		- Cash paid to suppliers and employees

		Opening bal		inventoy		765,000

		add		purchases		1,585,000

				cost of inventory available		2,350,000

		less		cost of goods sold		1,550,000

		Closing bal		inventory		800,000

		Opening bal		accounts payable		562,000

		add		purchases (see above)		1,585,000

						2,147,000

		less		payments to creditors		1,577,000

		Closing bal		accounts payable		570,000

		Opening bal		net operating expenses payable		79,000		1

		add		operating expenses (less depreciation)		865,000

						944,000

		less		payments for operating expenses		899,000

		Closing bal		net operating expenses payable		45,000		2

				Total (1,585,000 + 1,577,000 + 899,000)		2,476,000

		1 (94,000 - 15,000) - The 15,000 is for short-term prepayments

		2 (65,000 - 20,000) - The 20,000 is for short-term prepayments
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		Cash flows from operating activities:

				Cash received from customers (1)										2,920,000

				Interest and dividends received (2)										171,000

						Cash provided by operating activities										3,091,000

				Cash paid to suppliers and employees (3)										(2,476,000)

				Interest paid (4)										(176,000)

				Income taxes paid (5)										(123,000)

						Cash disbursed for operating activities										(2,775,000)

		Net cash flow from operating activities														316,000






