Chapter 18

Answers – HKAS 7 Statements of Cash Flows

(I)
Multiple Choice Questions

	1.
	D
	The final figure in the cash flow statement is the increase or decrease in cash and cash equivalents.

	2.
	B
	Equity investments do not generally fulfil the description of cash equivalents

	3.
	A
	

	4.
	C
	

	5.
	B
	$000

Retained earnings 31.12.2007

1,660

Retained earnings 31.12.2006

1,470

Post tax profit for 2007

190

Add back tax charge

840

1,030



	6.
	A
	$(12,000 + 41,000 – 15,000)

	7.
	A
	$000

Cash from sales (3,600 + 600 – 700)

3,500

Cash paid for purchases (2,400 + 300 – 450)

(2,250)

Payments for expenses

(760)

490



	8.
	D
	Profit on disposal will be included in profit, so should be deducted.

	9.
	C
	

	10.
	A
	


(II)
Examination Style Questions

1.
(a)

	(i)
	Stocks

	
	= $7,500,000 x 3/12

	
	= $1,875,000


	(ii)
	Debtors

	
	= $12,000,000 x 2/12

	
	= $2,000,000


	(iii)
	Creditors

	
	= $7,500,000 x 2/12

	
	= $1,250,000


	(iv)
	Cash

	
	= $1,250,000 x 3.6 – ($1,875,000 + $2,000,000

	
	= $625,000


(b)

	
	1997
	Rate of increase
	1998

	Sales
	$12,000,000
	20%
	$14,400,000

	Cost of sales
	$7,500,000
	20%
	$9,000,000


	(i)
	Stocks (1998)

	
	= ($9,000,000 x 2/5) – $1,875,000

	
	= $1,725,000


	(ii)
	Debtors (1998)

	
	= ($14,400,000 x 2/9) – $2,000,000

	
	= $1,200,000


	(iii)
	Creditors (1998)

	
	= ($8,8500,000* x 2/8) – $1,250,000

	
	= $962,500


	*
	$

	Opening stock (1997)
	1,875,000

	Purchases (bal. Fig.)
	8,850,000

	Less: Closing (1998)
	(1,725,000)

	Cost of sales (1998)
	9,000,000


	(iv)
	Debtors (1998) + Cash (1998)
	=
	2

	
	Creditors (1998)
	
	1


Cash (1998) = $725,000

(c)

By direct method

	
	$
	$

	Debtors balance at 30 June 1997 
	2,000,000
	

	Sales for the year ending 30 June 1998
	14,400,000
	

	Less: Debtors balance at 30 June 1998
	(1,200,000)
	

	Cash received from customers
	
	15,200,000

	
	
	

	Creditors balance at 30 June 1997
	1,250,000
	

	Purchases for the year ending 30 June 1998
	8,850,000
	

	Less: Creditors balance at 30 June 1998
	(962,500)
	

	Cash paid to suppliers
	
	(9,137,500)

	Expected net cash inflow from operating activities
	
	6,062,500


(d)

	
	
	$

	Cash balance at 30 June 1997
	
	625,000

	Net cash inflow from operating activities
	
	6,062,500

	Net cash outflow for interest expense
	
	(962,500)

	Less: Cash balance at 30 June 1998
	
	(725,000)

	Cash flow available for investing activities
	
	5,000,000


2.

BMW Property Limited

Cash flow statement for the year ended 31 December 1996

(Expressed in millions of dollars)

	
	$
	$

	Cash flows from operating activities
	
	

	Cash received from tenants
	375
	

	Cash payments in respect of direct property costs
	(142)
	

	Cash paid to employees
	(58)
	

	Cash generated from operations
	
	175

	Interest received
	16
	

	Interest paid
	(255)
	

	Tax paid
	(5)
	

	Dividends paid
	(20)
	(264)

	Net cash outflow from operating activities
	
	(89)

	
	
	

	Cash flows from investing activities
	
	

	Purchase of property
	(1,200)
	

	Sales of property
	1,860
	

	Net cash inflow from investing activities
	
	660

	
	
	

	Cash flows from financing activities
	
	

	Issue of ordinary share capital
	1,000
	

	Repayment of debentures
	(800)
	

	Net cash inflow from financing activities
	
	200

	Increase in cash and cash equivalents
	
	771

	Cash and cash equivalents at 1 January 1996
	
	147

	Cash and cash equivalents at 31 December 1996
	
	918

	
	
	

	Analysis of the balances of cash and cash equivalents
	
	

	Cash at bank and in hand
	
	108

	Short-term deposits
	
	810

	
	
	918


3.
(a)

General Limited

Cash Flow Statement for the year ended 31 December 2002

	Cash flows from operating activities
	$000
	$000

	Operating profit
	700
	

	Adjustments for:
	
	

	Depreciation (100 + 250)
	350
	

	Operating profit before working capital changes
	1,050
	

	Increase in stock (2,120 – 900)
	(1,220)
	

	Increase in debtors (700 – 660)
	(40)
	

	Increase in trade creditors (720 – 520)
	200
	

	Cash generated from operations
	(10)
	

	Interest received
	26
	

	Net cash inflow from operating activities
	
	16

	
	
	

	Cash flows from investing activities
	
	

	Dividend received
	12
	

	Acquisition of fixed assets (W1)
	(410)
	

	Proceeds from sales of fixed assets
	130
	

	Net cash outflow from investing activities
	
	(268)

	
	
	

	Cash flows from financing activities
	
	

	Issues of shares (2,500 – 2,000 + 200)
	700
	

	Dividend paid
	(400)
	

	Interest paid
	(18)
	

	Long term loan
	300
	

	Net cash inflow from financing activities
	
	582

	Increase in cash and cash equivalent
	
	330

	Cash and cash equivalent at 1 January 2002
	
	290

	Cash and cash equivalent at 31 December 2002
	
	620


Note: Dividend received, dividend paid and interest paid can be shown as an operating cash flow under HKAS 7.

W1
Acquisition of plant during the year

	Plant

	
	$000
	
	$000

	Balance c/d
	2,600
	P&L – Depreciation
	250

	Acquisition
	410
	Balance c/d
	2,760

	
	3,010
	
	3,010


(b)

The cash flows statement shows that the company both raised and generated long-term cash significantly in excess of present business requirements. Cash generated from operations more than over the dividend and plant acquisition, yet the company has issued shares, raised a loan and benefited from the sale of investments. A great deal of the surplus cash is tied up in stocks, a non-income producing asset. The company’s system of stock control should be examined to check whether it is being operated efficiently.
The effect of financial developments during 2002 is very strong financial position at the end of the year, but there is some doubt whether available resources are being effectively employed. Perhaps additional resources have been raised to finance future expansion, but there is no indication that this is the case.
4.
Sanrio Ltd

Cash flow Statement for the year ended 31 December 1997

	Cash flows from operating activities
	$000
	$000

	Operating profit
	3,912
	

	Adjustments for:
	
	

	Depreciation
	888
	

	Loss on disposal of fixed assets
	48
	

	Operating profit before working capital changes
	4,848
	

	Increase in stock (228 – 192)
	(36)
	

	Increase in debtors (456 – 348)
	(108)
	

	Decrease in creditors (144 – 204)
	(60)
	

	Cash generated from operations
	4,644
	

	Tax paid (W1)
	(912)
	

	Net cash inflow from operating activities
	
	3,732

	
	
	

	Cash flows from investing activities
	
	

	Payments to acquire fixed assets
	(1,176)
	

	Receipts from sales of fixed assets (W2)
	24
	

	Net cash outflow from investing activities
	
	(1,152)

	
	
	

	Cash flows from financing activities
	
	

	Issues of shares (360 + 732)
	1,092
	

	Dividend paid (W3)
	(552)
	

	Interest paid
	(276)
	

	Repayment of long-term bank loans (3,840 – 840)
	(3,000)
	

	Net cash inflow from financing activities
	
	(2,736)

	Increase in cash and cash equivalent
	
	(156)

	Cash and cash equivalent at 31 December 1996
	
	384

	Cash and cash equivalent at 31 December 1997
	
	228


W1 Tax paid

	
	
	$000

	Balance b/f
	
	732

	Tax charge for 1997
	
	1,044

	Less: Balance c/f
	
	(864)

	Tax paid
	
	912


W2 Disposal of fixed assets

	
	
	$000

	Cost
	
	216

	Less: Aggregate depreciation
	
	(144)

	Net book value
	
	72

	Less: Cash received (bal. fig.)
	
	(24)

	Loss on disposal
	
	48


W3 Divided paid

	
	
	$000

	Balance b/f
	
	180

	Proposed dividend for 1997
	
	624

	Less: Balance c/f
	
	(252)

	Cash paid for the year
	
	552


5.
(a)(i)

Cash is cash in hand and deposits repayable on demand with any bank or other financial institutions. Cash includes cash in hand and deposits denominated in foreign currencies.

(a)(ii)

Cash equivalents are short-term, highly liquid investments that are readily convertible into known amounts of cash without notice and were within three months of maturity, when acquired; less advanced from banks repayable within three months from the date of the advance. Cash equivalents include investments and advances denominated in foreign currencies provided that they fulfill the above criteria.

(b)

TMT Trading Limited

Cash Flow Statement for the Year Ended 31 March 1999

	Cash flows from operating activities
	$000
	$000

	Operating profit before exceptional items
	961
	

	Adjustments for:
	
	

	Interest income
	(25)
	

	Income from long-term investment
	(60)
	

	Interest expenses
	321
	

	Depreciation
	256
	

	Operating profit before working capital changes
	1,453
	

	Decrease in stocks
	278
	

	Increase in debtors
	(8)
	

	Decrease in creditors and accruals
	(436)
	

	Cash generated from operations
	1,287
	

	Interest income (73 + 25 – 93)
	5
	

	Tax paid (867 + 133 + 135)
	(1,135)
	

	Net cash outflow from operating activities
	
	157

	
	
	

	Cash flows from investing activities
	
	

	Long-term investment income received
	60
	

	Payment to acquire tangible assets
	(99)
	

	Disposal of fixed assets (8,280 – 999 – 481)
	6,800
	

	Net cash inflow from investing activities
	
	6,761

	
	
	

	Cash flows from financing activities
	
	

	Dividend paid (200 + 250 – 250)
	(200)
	

	Interest paid (122 + 321 – 47)
	(396)
	

	Issue of ordinary share (4,600 – 3,800)
	800
	

	Repayment of bank loan (5,984 – 333)
	(5,651)
	

	Redemption of debentures (1,200 – 1,000)
	(200)
	

	Expenses paid in connection of issue of shares
	(5)
	

	Net cash outflow from financing
	
	(5,652)

	Increase in cash and cash equivalents
	
	1,266

	Cash and cash equivalents at 1 April 1998
	
	640

	Cash and cash equivalents at 31 March 1999
	
	1,906


(c)

(1)
The company had a cash generated from operations of HK$1,287,000. This is in line with the operating profit before the exception item of HK$961,000.

(2)
During the year, the company had paid tax of HK$1,135,000, which was one of the major cash outflows for the year.

(3)
The company had recorded a net cash inflow of HK$6,761,000 from investing activities. This huge cash inflow was from disposal of leasehold property with proceeds amounting to HK$6,800,000.

(4)
During the year, the company had a net cash outflow of HK$5,652,000 to financing, mainly due to the repayment of the bank loan of HK$5,651,000.

(5)
In conclusion, despite the huge cash outflows applied mainly in paying tax and the bank loan, the company had sufficient cash inflow generated from operating activities, disposal of leasehold property and issue of ordinary share capital to meet the said cash outflows.

6.

MP (HK) Ltd

Cash flow statement for the year ended 31 December 2000

	Cash flows from operating activities
	$000
	$000

	Operating profit
	758
	

	Adjustments for:
	
	

	Depreciation
	420
	

	Interest expense
	270
	

	Interest income
	(28)
	

	Income from long-term investment
	(65)
	

	Loss on sale of plant and equipment
	80
	

	Operating profit before working capital changes
	1,435
	

	Increase in stock (3,200 – 3,080)
	(120)
	

	Increase in debtors (2,730 – 2,380)
	(350)
	

	Increase in trade creditors (1,900 – 1,450)
	450
	

	Cash generated from operations
	1,415
	

	Interest received (78 + 28 – 89)
	17
	

	Tax paid (180 + 308 + 440 +56 – 287)
	(697)
	

	Net cash inflow from operating activities
	
	735

	
	
	

	Cash flows from investing activities
	
	

	Income from long-term investment
	65
	

	Purchase of long-term investments (1,300 – 1,125)
	(175)
	

	Purchase of plant and equipment [3,700 – (2,800 – 420 – 520)]
	(1,840)
	

	Sale of plant and equipment (520 – 80)
	440
	

	Net cash outflow from investing activities
	
	(1,510)

	
	
	

	Cash flows from financing activities
	
	

	Issues of shares (2,200 + 2,000 – 1,750 – 1,450 – 200)
	800
	

	Dividend paid (160 + 164 – 240)
	(84)
	

	Dividend received from associate (1,610 + 180 – 54 – 1,700)
	36
	

	Interest paid (145 + 270 – 120)
	(295)
	

	Issue of bank loan (1,800 – 1,354)
	446
	

	Redemption of debentures (1,900 – 1,600 – 200)
	(100)
	

	Net cash inflow from financing activities
	
	803

	Increase in cash and cash equivalent
	
	28

	Cash and cash equivalent at 1 January 1999 (29 – 35)
	
	(6)

	Cash and cash equivalent at 31 December 1999 (45 – 23)
	
	22


7.
(a)

Cash comprises cash on hand and demand deposits.

Cash equivalents are short-term, highly liquid investments that are readily convertible to known amount of cash and which are subject to an insignificant risk of changes in value.

Operating activities are the principal revenue-producing activities of the enterprise and other activities that are not investing or financing activities.

Investing activities are the acquisition and disposal of long-term assets and other investments not included in cash equivalents.

Financing activities are activities that result in changes in the size and composition of the equity capital and borrowings of the enterprise.

(b)

Amble Ltd

Cash flow statement for the year ended 31 December 2001

	Cash flows from operating activities
	$000
	$000

	Profit before tax
	5,280
	

	Adjustments for:
	
	

	Depreciation
	3,220
	

	Interest expense
	730
	

	Interest income
	(90)
	

	Gain on disposal of equipment
	(700)
	

	Operating profit before working capital changes
	8,440
	

	Increase in inventories (2,983 – 2,412)
	(571)
	

	Increase in trade and other receivables (10,841 – 7,960)
	(2,881)
	

	Decrease in provision for bad debts (1,136 – 930)
	(206)
	

	Decrease in rade and other payables (2,034 – 831)
	(1,203)
	

	Decrease in accruals (1,428 – 933)
	(495)
	

	Cash generated from operations
	3,084
	

	Interest paid (950 + 730 – 850)
	(830)
	

	Profits tax paid (1,050 + 845 – 980)
	(915)
	

	Net cash from operating activities
	
	1,339

	
	
	

	Cash flows from investing activities
	
	

	Purchase of equipment
	(6,210)
	

	Proceeds from sale of equipment
	1,300
	

	Interest received
	90
	

	Net cash used in investing activities
	
	(4,820)

	
	
	

	Cash flow from financing activities
	
	

	Borrowing from bank
	3,330
	

	Payment of equipment contract liabilities
	(1,200)
	

	Dividends paid*
	(990)
	

	Net cash from financing activities
	
	1,140

	Net decrease in cash and cash equivalents
	
	(2,341)

	Cash and cash equivalents at 1 January 2001
	
	9,990

	Cash and cash equivalents at 31 December 2001
	
	7,649


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

8.


Hanford Ltd

Cash flow statement for the year ended 31 December 2002

	Cash flows from operating activities
	$000
	$000

	Profit before tax
	2,490
	

	Adjustments for:
	
	

	Depreciation
	960
	

	Amortisation of goodwill
	60
	

	Amortisation of government grant (900 + 150 – 780)
	(270)
	

	Interest expense
	90
	

	Loss on sale of plant
	150
	

	Release of plant maintenance provision
	(80)
	

	Operating profit before working capital changes
	3,400
	

	Increase in inventories (8,260 – 6,820)
	(1,440)
	

	Increase in trade and other receivables (6,465 – 5,260)
	(1,205)
	

	Increase in provision for bad debts (240 – 160)
	80
	

	Increase in trade and other payables (3,625 – 3,190)
	435
	

	Cash generated from operations
	1,270
	

	Interest paid (15 + 90 – 45)
	(60)
	

	Profits tax paid (480 + 810 – 390)
	(900)
	

	Net cash from operating activities
	
	310

	Cash flows from investing activities
	
	

	Purchase of property, plant and equipment
	(750)
	

	Receipt of government grant
	150
	

	Proceeds from sale of plant (W2)
	60
	

	Net cash used in investing activities
	
	(540)

	Cash flows from financing activities
	
	

	Issue of ordinary shares (600 (W3) + 750 (W4))
	1,350
	

	Issue of notes payable (900 – 300)
	600
	

	Dividend paid*
	(1,200)
	

	Net cash from financing activities
	
	750

	Net increase in cash and cash equivalents
	
	520

	Cash and cash equivalents at 31 December 2001 (425 – 30)
	
	(395)

	Cash and cash equivalents at 31 December 2002 (210 – 85)
	
	125


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

Workings:

W1
Property, plant and equipment

	Property, plant and equipment

	
	$000
	
	$000

	Balance b/d
	5,490
	Depreciation
	960

	Revaluation reserve
	600
	Disposal at net book value (Bal fig.)
	210

	Additions
	750
	Balance c/d
	5,670

	
	6,840
	
	6,840


W2
Disposal

	Disposal

	
	$000
	
	$000

	Property, plant & equipment at net book value (W1)
	210
	Loss on sale
	150

	
	
	Sale proceeds (Bal fig.)
	60

	
	210
	
	210


W3
Share capital

	Share capital

	
	$000
	
	$000

	
	
	Balance b/d
	1,500

	
	
	Bonus issue 1 for 10
	150

	Balance c/d
	2,250
	Issue for cash (Bal. fig.)
	600

	
	2,250
	
	2,250


W4
Share premium

	Share premium

	
	$000
	
	$000

	
	
	Balance b/d
	300

	Balance c/d
	1,050
	Cash (Bal. fig.)
	750

	
	1,050
	
	1,050


9.

Micky Limited

Cash flow statement for the year ended 30 June 2006

	Cash flows from operating activities
	$000
	$000

	Operating loss before taxation ($748 + $204 – $408)
	
	(544)

	Adjustments for:
	
	

	Depreciation – building (W1)
	204
	

	Depreciation – plant and equipment (W2)
	1,377
	

	Amortisation – intangibles ($8,670 – $6,800)
	1,870
	

	Loss on disposal of plant (given)
	204
	3,655

	
	
	3,111

	Decrease in inventory ($7,140 – $5,950)
	
	1,190

	Increase in trade receivables ($13,736 – $6,324)
	
	(7,412)

	Increase in trade payables ($9,010 – $8,755)
	
	255

	Cash generated from operations
	
	(2,856)

	Interest paid (given)
	
	(272)

	Income tax paid ($1,785 – $3,145 – $17)
	
	(1,377)

	Net cash outflow from operating activities
	
	(4,505)

	Cash flows from investing activities
	
	

	Acquisition of land and buildings (W1)
	(1,870)
	

	Acquisition of plant and equipment (given)
	(1,020)
	

	Proceeds from sales of plant and equipments (given)
	255
	

	Interest received ($204 – $85 + $51)
	170
	

	Nest cash used in investing activities
	
	(2,465)

	Cash flows from financing activities
	
	

	Issue of ordinary shares ($5,100 + $1,020 – $3,400)
	2,720
	

	Issue of 7% variable rate loan ($2,720 – $34 issue costs)
	2,686
	

	Repayments of 10% fixed rate loan ($2,550 + $102 penalty)
	(2,652)
	

	Dividend paid (W5)
	(425)
	

	Net cash inflow from financing activities
	
	2,329

	Net decrease in cash and cash equivalents
	
	(4,641)

	Cash and cash equivalents at beginning of period ($2,040 + $1,275)
	
	3,315

	Cash and cash equivalents at end of period [$2,125 – ($544 + $255)]
	
	(1,326)


Workings:

W1
Land and buildings

	Land and buildings

	
	$000
	
	$000

	Balance b/d
	7,140
	Depreciation for the year
	204

	Revaluation gains
	1,190
	Balance b/d
	9,996

	Bank – addition (bal. fig.)
	1,870
	
	

	
	10,200
	
	10,200


W2
Plant and equipment
	Accumulated depreciation – plant and equipment

	
	$000
	
	$000

	Disposal during the year (W4)
	646
	Balance b/d
	1,785

	Balance c/d
	2,516
	P&L – depreciation (bal. fig.)
	1,377

	
	3,162
	
	3,162


W3
Plant and equipment
	Plant and equipment

	
	$000
	
	$000

	Balance b/d
	7,565
	Disposal (bal. fig.)
	1,105

	Additions
	1,020
	Balance c/d
	7,480

	
	8,585
	
	8,585


W4
Disposal
	Disposal – plant and equipment

	
	$000
	
	$000

	Cost (W3)
	1,105
	Accumulated depreciation (bal. fig.)
	646

	
	
	Loss on disposal
	204

	
	
	Proceeds from disposal
	255

	
	1,105
	
	1,105


W5
Dividend
	Retained earnings

	
	$000
	
	$000

	Loss for the period
	765
	Balance b/d
	19,805

	Dividend paid (bal. fig.)
	425
	
	

	Balance c/d
	18,666
	Transfer from revaluation reserve
	51

	
	19,856
	
	19,856


10.
(a)

Wave Limited

Statement of cash flows for the year ended 31 December 2007

	Cash flows from operating activities
	$000
	$000

	Profit before taxation ($510 + $342)
	852
	

	Adjustments for:
	
	

	Fair value adjustment for investment properties
	(90)
	

	Depreciation of property, plant and equipment
	1,530
	

	Finance costs
	60
	

	
	2,352
	

	Decrease in trade receivables ($2,610 – $2,100)
	510
	

	Decrease in inventories ($3,060 – $2,880)
	180
	

	Decrease in trade payables ($3,330 – $2,100)
	(1,230)
	

	Cash generated from operations
	1,812
	

	Interest paid*
	(60)
	

	Income taxes paid ($300 + $342 – $360)
	(282)
	

	Net cash inflow from operating activities
	
	1,470

	Cash flows from investing activities
	
	

	Purchase of property, plant and equipment
($5,640 + $210 – $1,530 – $7,680)
	(3,360)
	

	Purchase of investment ($750 + $90 – $1,710)
	(870)
	

	Net cash used in investing activities
	
	(4,230)

	Cash flows from financing activities
	
	

	Proceeds from issue of equity shares

[($3,000 – $1,800 x 5/4) + ($900 + $1,800/4 – $510)]
	1,590
	

	Proceeds from acquiring bank loan ($1,800 – $150)
	1,650
	

	Dividends paid* ($3,000 / $1.5 x 30 cents)
	(600)
	

	Net cash inflow from financing activities
	
	2,640

	Net decrease in cash and cash equivalents
	
	(120)

	Cash and cash equivalents at beginning of the year

($210 – $240)
	
	(30)

	Cash and cash equivalents at end of the year
	
	(150)


* This could be shown either as an operating cash flow or cash flow from financing activities.

(b)

Operating cash flows:

· To enhance the viability of the company, it is essential that the short-term costs are funded from operating cash flows. In the case of Wave Limited, the cash inflow generated from operations of $1,812,000 is more than sufficient to cover the payments of company’s taxation ($282,000), interest ($60,000) and dividend ($600,000) to fund the increase in non-current assets.

· There is less investment in both inventory levels and trade receivables for $510,000 and $180,000 respectively. This may be the result of more efficient inventory control and receivables collection; however, this, together with a large reduction in trade payable balances of $1,230,000, may also indicate that trading volumes may be contracting. Since there is not sufficient information given in the question, it is difficult to conclude at this stage.

Investing activities:
· The cash flow statement shows considerable investment in non-current assets, in particular $3,360,000 in property, plant and equipment. As there are no disposals, the increase in investment represents an increase in capacity rather than the replacement of old assets. This might suggest an explanation of the company.
Financing activities

· The increase in investing activities has been largely funded by a share issue of $1,590,000 and bank loan of $1,650,000. Provided that return on the new investments in property, plant and equipment can generate returns that are in excess of the loan interest and dividend yield, it should not reduce the returns to shareholders.

Cash position:

· The year’s cash flow has worsened the company’s cash position by $120,000. In considering the company’s ability to generate operating cash flow and its large investments in property, plant and equipment; such deterioration in cash position should be relieved by operating cash inflows in the near future.

11.
(a)

Lee Company Ltd

Cash flow statement for the year ended 31 December 2001

	Cash flows from operating activities
	$000
	$000

	Cash collected from customers (W1)
	411,000
	

	Cash paid to suppliers (W3)
	(281,000)
	

	Taxes paid
	(20,000)
	

	All other expenses paid
	(42,000)
	

	Net cash from operating activities
	
	68,000

	Cash flows from investing activities
	
	

	Purchase of plant and equipment (W4)
	(30,000)
	

	Purchase of building (220,000 – 180,000)
	(40,000)
	

	Net cash used in investing activities
	
	(70,000)

	Cash flows from financing activities
	
	

	Dividends paid
	(38,000)
	

	Financing lease
	(2,000)
	

	Bonds payable issued
	40,000
	

	Mortgage reduction (50,000 – 46,000)
	(4,000)
	

	Net cash from financing activities
	
	(4,000)

	Net decrease in cash and cash equivalents
	
	(6,000)

	Cash and cash equivalents at 31 December 2000
	
	8,000

	Cash and cash equivalents at 31 December 2001
	
	2,000


Workings:

W1
Cash collected from customers

	Accounts receivable

	
	$
	
	$

	Balance b/d
	35,000
	Bank (Bal. fig.)
	411,000

	Sales
	420,000
	Balance c/d
	44,000

	
	1,050
	
	1,050


W2
Inventory

	Inventories

	
	$
	
	$

	Balance b/d
	27,000
	Cost of sales
	294,000

	Purchases
	291,000
	Balance c/d
	24,000

	
	318,000
	
	318,000


W3
Accounts payable
	Accounts payable

	
	$
	
	$

	Bank (bal. fig.)
	281,000
	Balance c/d
	34,000

	Balance c/d
	44,000
	Purchases
	291,000

	
	325,000
	
	325,000


W4
Purchase of plant and equipment

	Plant and equipment (net)

	
	$
	
	$

	Balance b/d
	90,000
	Depreciation
	8,000

	Leased vehicle
	10,000
	
	

	Additions (Bal. fig.)
	30,000
	Balance c/d
	122,000

	
	130,000
	
	130,000


(b)

The cash flow statement provides additional information to the other financial statement by reflecting the actual cash intake and outgoings during the period. The other financial statements are prepared on the accrual basis, and may not reflect the reality of the entity’s liquidity position. The cash flow statement allows users of the financial statements to attach some assurance to the otherwise stated revenues and expenses in the income statement. The cash flow statement provides a picture of the actual cash operations of the entity and not merely accounting adjusted figures that are required on the accrual basis.

12.
(a)

Lee Limited

Cash flow statement for the year ended 31 December 2002

	Cash flows from operating activities
	$000
	$000

	Receipts from customers (W1)
	283
	

	Payments to suppliers (W3)
	(320)
	

	Payments to employees (W4)
	(145)
	

	Interest received
	15
	

	Net cash used from operating activities
	
	(167)

	Cash flows from investing activities
	
	

	Purchase of property, plant and equipment (W5)
	(137)
	

	Proceeds from sale of property, plant and equipment (W6)
	105
	

	Net cash used in investing activities
	
	(32)

	Cash flows from financing activities
	
	

	New issue of shares (450 – 90 + 85)
	445
	

	New borrowings
	240
	

	Net cash from financing activities
	
	685

	Net increase in cash and cash equivalents
	
	486

	Cash and cash equivalents at 1 January 2002
	
	(136)

	Cash and cash equivalents at 31 December 2001
	
	350


Analysis of the balances of cash and cash equivalents:

	
	2002
	2001

	
	$000
	$000

	Bank balances and cash
	360
	14

	Bank overdrafts, unsecured
	(10)
	(150)

	
	350
	(136)


Note 1: Interest received can be classified under investing activities.

W1
Receipts from customers

	Accounts receivable

	
	$000
	
	$000

	Balance b/d
	203
	Bank (Bal. fig.)
	283

	Sales
	230
	Balance c/d
	150

	
	433
	
	433


W2
Inventory

	Inventories

	
	$
	
	$

	Balance b/d
	195
	Cost of sales
	150

	Purchases (bal. fig.)
	300
	Balance c/d
	345

	
	495
	
	495


W3
Accounts payable

	Accounts payable

	
	$
	
	$

	Bank (bal. fig.)
	320
	Balance b/d
	225

	Balance c/d
	205
	Purchases
	300

	
	525
	
	525


W4
Accrued wages

	Accrued wages

	
	$
	
	$

	Bank (bal. fig.)
	145
	Balance b/d
	105

	Balance c/d
	95
	P&L
	135

	
	240
	
	240


W5
Property, plant and equipment

	Property, plant and equipment

	
	$000
	
	$000

	Balance b/d
	375
	Disposal
	75

	Additions (bal. fig.)
	137
	Depreciation
	80

	Revaluation c/d
	100
	Revaluation b/d
	7

	
	
	Balance c/d
	450

	
	612
	
	612


W6
Disposal of property, plant and equipment

	Disposal

	
	$000
	
	$000

	Net book value
	75
	Bank (bl. fig.)
	105

	Gain on sale
	30
	
	

	
	105
	
	105
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