Chapter 22 HKAS 7 Statement of Cash Flows
Answer – Exercise 1

Figures for the cash flow statement are derived from the differences between the opening and closing balance sheet figures, using information in the notes and in the income statement to make necessary calculations.

One approach to developing the answer is to adopt a standard procedure. Here is a suggested procedure for the indirect method.

Step 1:
Set up the statement in outline (main headings only). Leave plenty of space to insert detail. A whole page will be needed.

Step 2:
Study the additional information and mark with a cross those items affecting balance sheet amounts.

Step 3:
Begin the cash flow statement by using the income statement to work down to operating profit before working capital changes.

Step 4:
Proceed line by line through the balance sheets. If an item is not marked with a cross, the difference may be entered direct to the statement; if it is marked, a working is required. Using working ledger accounts to calculate missing figures. Insert the opening and closing balances from the balance sheets with the working accounts, then add information from the notes to complete the ledger account. Balancing figures on the working accounts are then transferred to the cash flow statement.

ABC Ltd

Cash flow statement for the year ended 31 December 2008
	
	$000
	$000

	Cash flows from operating activities (note 1)
	
	603

	
	
	

	Cash flows from investing activities
	
	

	Payments to acquired machinery (W2)
	(170)
	

	Receipts from sales of machinery (W4)
	147
	

	Purchase of fixed asset investments
	(60)
	

	Dividend received
	20
	

	Net cash used in investing activities
	
	(63)

	
	
	

	Cash flows from financing activities
	
	

	Receipts from rights issue
	498
	

	Issue of debentures
	90
	

	Interest payment of finance lease
	(30)
	

	Capital payment of finance lease
	(120)
	

	Dividend paid * (W1)
	(408)
	

	Net cash inflow from financing
	
	30

	Increase in cash and cash equivalents
	
	570

	Cash at 1 January 2008
	
	44

	Cash at 31 December 2008
	
	614


* This could also be shown as an operating cash flow.

Notes to the cash flow statement

1.
Reconciliation of operating profit to net cash inflow from operating activities

	
	$000

	Operating profit
	1,325

	Adjustments for:
	

	Depreciation (W3)
	98

	Profit on sale of plant
	(10)

	Amortisation of intangible assets
	150

	Operating profit before working capital changes
	1,563

	Increase in stock
	(160)

	Increase in debtors
	(368)

	Decrease in creditors
	(44)

	Cash generated from operations
	991

	Interest paid
	(30)

	Income taxes paid (W5)
	(358)

	Net cash inflow from operating activities
	603


2.
Analysis of changes in financing during the year

	
	Share capital
	Share premium
	10% debentures

	
	$000
	$000
	$000

	Balance at 1 January 1991
	2,600
	400
	200

	Cash inflow from financing
	260
	238
	90

	Balance at 31 December 1991
	2,860
	638
	290


3.
Major non-cash transaction

During the year, a machine was acquired for $500,000 under finance leases.

Working:

W1
Dividend Payable

	Dividend Payable

	
	$000
	
	$000

	Dividend paid (bal. fig.)
	408
	Balance b/d
	198

	Balance c/d
	210
	P&L – Dividend
	420

	
	618
	
	618


W2
Plant and machinery

	Plant and Machinery

	
	$000
	
	$000

	Balance c/d
	1,990
	Disposal
	220

	Finance lease
	500
	Balance c/d
	2,440

	Additions (bal. fig.)
	170
	
	

	
	2,490
	
	2,490


W3
Accumulated depreciation

	Accumulated Depreciation

	
	$000
	
	$000

	Disposal
	83
	Balance b/d
	678

	Balance c/d
	693
	P&L – Depreciation (bal. fig.)
	98

	
	776
	
	776


W4
Disposal of plant and machinery

	Disposal of Plant and Machinery

	
	$000
	
	$000

	Cost
	220
	Accumulated depreciation
	83

	Profit and loss account
	10
	Cash (bal. fig.)
	147

	
	230
	
	230


W5
Tax paid

	Taxation

	
	$000
	
	$000

	Balance c/d – tax payable
	225
	Balance b/d – tax payable
	323

	Balance c/d – deferred tax
	300
	Balance b/d – deferred tax
	210

	Tax paid (bal. fig.)
	358
	Profit and loss account
	350

	
	883
	
	883



A22-1

