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	LEARNING OBJECTIVES

1.
Prepare and discuss the group statement of cash flows under HKAS 7.

2.
Classify and report inflows and outflows of cash and cash equivalents under the standard headings:

(i)
operating activities

(ii)
investing activities

(iii)
financing activities.



[image: image1.wmf]Operating

Activities

Investing

Activities

Financing

Activities

Contents

Discontinued

Activities

Exchange

Differences

Finance

Leases

Specific

Items

Elimination of

Intra-group

Cash flows

Dividend Paid

to NCI

Associates &

Joint Ventures

Acquisition &

Disposal of

Subsidiaries

With Foreign

Subsidiary

Group Statement

of Cash Flows

Usefulness

Limitations

Evaluation of

Statement of

Cash Flows

Statement

of Cash Flows


1.
Contents of a Statement of Cash Flows
1.1
Introduction

	1.1.1
	Definitions

	
	(a)
Cash – Cash in hand and deposits repayable on demand with any bank or other financial institutions. These include cash in hand and deposits denominated in foreign currencies.

(b)
Cash equivalent (現金等值) – Short-term, highly liquid investments that are readily convertible into a known amount of cash and which are subject to an insignificant risk of changes in value.
(c)
Cash flow – an increase or decrease in an amount of cash or cash equivalent resulting from a transaction.
(d)
Operating activities (經營活動) are the principal revenue-producing activities of the enterprise and other activities that are not investing or financing activities.

(e)
Investing activities (投資活動) are the acquisition and disposal of long-term assets and other investments  not included in cash equivalents.

(f)
Financing activities (融資活動) are activities that result in changes in the size and composition of the equity capital and borrowings of the enterprise.


1.1.2
HKAS 7 expands on the definition of cash equivalents: they are held to meet short-term cash commitments rather than for investment or other long-term purposes. They are required to:
(a)
be readily convertible to a known amount of cash and therefore their maturity date should normally be three months from its acquisition date.

(b)
be subject to an insignificant risk of changes in value.

1.1.3
Based on the definition, therefore:
(a)
Deposits available on demand are cash equivalents;

(b)
Deposits with a fixed maturity of more than three months are not cash equivalents;

(c)
Pledged deposits (amounts held by banks as security) are not cash equivalents;

(d)
Money market holdings, short-term government bonds and treasury bills are cash equivalents;

(e)
Equity investments (i.e. holdings of ordinary shares in other companies) are not cash equivalents;

(f)
Preference share investments are cash equivalents where acquired within a short period of their maturity and with a specified redemption date;

(g)
Where bank overdrafts are repayable on demand and are treated as part of an entity's total cash management system, an overdrawn balance is included in cash and cash equivalents;

(h)
Loans and other borrowings are not cash equivalents, but instead are classified as cash flows from financing activities.
1.2
Contents of a statement of cash flows

1.2.1
To facilitate comparisons of the cash flow performance between different business, HKAS 7 requires that the inflows and outflows of cash and cash equivalents are classified under certain standard headings and reported accordingly. These headings are:

(a)
operating activities;

(b)
investing activities; and

(c)
financing activities.

1.2.2
Proforma statement of cash flows per HKAS 7
	
	$
	$

	Operating activities
	
	

	Profit before tax
	
	X

	Add: Interest payable
	
	X

	Less: Income from associate
	
	(X)

	Adjust for non-cash items:
	
	

	Add: Depreciation
	
	X

	Loss on impairment
	
	X

	Loss on disposal of non-current assets
	
	X

	Increase in provisions
	
	X

	Operating profit before working capital changes
	
	X

	(Increase)/Decrease in inventory
	
	X

	(Increase)/Decrease in receivables
	
	X

	Increase/(Decrease) in payables
	
	X

	Cash generated from operations
	
	X

	Interest paid
	
	X

	Dividend paid
	
	X

	Net cash inflow/(outflows) from operating activities
	
	X

	
	
	

	
	
	

	Investing activities
	
	

	Payments to purchase non-current assets
	(X)
	

	Receipts from non-current assets disposals
	X
	

	Cash paid to acquired subsidiary
	(X)
	

	Cash proceeds from subsidiary disposal
	X
	

	Dividend received form associate
	X
	

	Interest received
	X
	

	Net cash inflow/(outflows) from investing activities
	
	X

	
	
	

	Financing activities
	
	

	Proceeds from share issue
	X
	

	Proceeds from loan or debenture issue
	X
	

	Cash repayment of loans or debentures
	(X)
	

	Finance lease repayments
	(X)
	

	Equity dividend paid
	(X)
	

	Dividend paid to NCI
	(X)
	

	Net cash inflow/(outflows) from financing activities
	
	X

	Increase/(Decrease) in cash and cash equivalents
	
	X

	Cash and cash equivalents brought forward
	
	X

	Cash and cash equivalents carried forward
	
	X


1.3
Operating activities

1.3.1
The amount of cash flows arising from operating activities is a key indicator of the extent to which the operations of the enterprise have generated sufficient cash flows to repay loans, maintain the operating capability of the enterprise, pay dividends and make new investments without recourse to external sources of financing.

1.3.2
Net cash flows resulting from operating and trading activities are reported under this heading. A reconciliation between profit before taxation reported in the statement of comprehensive income and the net cash flow from operating activities should be given as a note to the cash flow statement.

1.3.3
This reconciliation should disclose separately the movements in stocks, debtors, and creditors relating to operating activities, and other differences between the net cash flow and reported profit.

1.3.4
Cash flows from operating activities are primarily derived from the principal revenue-producing activities of the enterprise. Therefore, they generally result from the transactions and other events that enter into the determination of net profit or loss. Examples of cash flows from operating activities are:

(i)
cash receipts from the sale of goods and the rendering of services;

(ii)
cash receipts from royalties, fees, commissions and other revenue;

(iii)
cash payments to and on behalf of employees;

(iv)
cash receipts and cash payments of an insurance enterprise for premiums and claims, annuities and other policy benefits;

(v)
cash payments or refunds of income taxes unless they can be specifically identified with financing and investing activities; and

(vi)
cash receipts and payments from contracts (e.g. securities or loans) held for dealing or trading purposes.

1.3.5
There are two methods to ascertain the net cash flow from operating activities, namely, the direct method and the indirect method.

(a)
Direct method

1.3.6
The direct method reports major classes of gross cash receipts and gross payments (including, in particular, cash receipts from customers, cash payments to suppliers and cash payments to and on behalf of employees) in the operating section of the statement, the arithmetic sum being net cash flow from operating activities.

(b)
Indirect method

1.3.7
The indirect method starts with operating profit (or profit before tax) reported in the profit and loss account and adjusts this for non-cash charges and credits to ascertain the net cash flow from operating activities.

	1.3.8
	Example 1

	
	Abstracts of the statement of comprehensive income and statement of financial position of ABC Ltd are shown below:
Statement of Profit or Loss (Abstract) for the Year Ended 31 December 2016
$000

Sales

1,700

Cost of sales

750

Gross profit

950

Less: Loss on sale of equipment

45

Depreciation of equipment

80

Salaries

22

Other expenses

18

Operating profit

785

Statement of Financial Position (Abstract) at 31 December 2016
2015
2016
$000

$000

Stock

180

198

Trade debtors

285

340

Trade creditors

200

360

Accrued expenses

21

16

Show the cash flow from operating activities.

Solution:

(a)
Direct method
$000

Cash received from customers

1,645

Cash payments to suppliers

(608)

Cash paid to employees

(22)

Other cash payments

(23)

Net cash inflow from operating activities

992

(b)
Indirect method
$000

Operating profit

785

Depreciation charges

80

Loss on sale of equipment

45

Increase in stock

(18)

Increase in debtors

(55)

Increase in creditors

160

Decreased in accrued expenses

(5)

992




1.3.9
The direct method shows specific sources of cash receipts and specific purposes of cash payments. This information may be useful to the users of financial statements to assess future cash flows because it provides all the information of gross operating cash receipts and cash payments. HKAS 7 encourages, but does not require, the use of the direct method.
1.3.10
The indirect basis for statement of cash flows clearly indicates the changes in working capital items, for example, debtors and creditors.

1.3.11
Also, indirect method provides a useful linkage between the cash flow statement and the profit and loss account and the statement of financial position.

1.3.12
It was believed that the indirect basis would be preferred by firms which do not want to disclose their major classes of gross operating cash flows and it is less expensive.
(c)
Interest and dividends
1.3.13
HKAS 7 allows interest and dividends, whether received or paid, to be classified under any of the three headings, provided the classification is consistent from period to period.
1.3.14
The practice adopted here is to classify:

(a)
interest received as a cash flow from investing activities.

(b)
interest paid as a cash flow from operating activities.

(c)
dividends received as a cash flow from investing activities.

(d)
dividends paid as a cash flow from financing activities.
(d)
Tax on income

1.3.15
Cash flows arising from taxes on income should be separately disclosed as part of operating activities unless they can be specifically identified with financing and investing activities. It is reasonable to include income taxes as part of operating activities unless a question gives a clear indication to the contrary.

1.4
Investing activities

1.4.1
These relate to the acquisitions or disposals of assets held as non-current assets or as a long-term or as a short-term investments (other than assets identified as cash equivalents).

1.4.2
Cash inflows from investing activities include:

(i)
receipts from sales of fixed assets;

(ii)
sales of investments in other entities, subsidiaries and associates;

(iii)
receipts from repayments or sales of loans made to other entities;

(iv)
interest received on investments or loans;

(v)
dividends received on investments.
1.4.3
Cash outflows from investing activities include:

(i)
payments to acquire fixed assets;

(ii)
payments to acquire investments in subsidiaries or other entities;

(iii)
loans made to acquire debts of other entities;
(iv)
payments to acquire equity or debt instruments of other enterprises and interests in joint venture.

1.5
Financing activities
1.5.1
Receipts from or repayments to external providers of finance such as shareholders or debenture holders in respect of principal amounts of finance are classified as financing cash flows.

1.5.2
Financing cash inflows include:

(i)
receipts from issuing shares or other entity instruments;

(ii)
receipts from issuing debentures, loans, notes and bonds and from other long- and short-term borrowings (other than those included within cash equivalents, e.g. overdrafts).

1.5.3
Financing cash outflows include:
(i)
repayments of amounts borrowed (other than those included within cash equivalents);

(ii)
the capital element of finance lease rental payments;

(iii)
payments to re-acquire or redeem the entity’s shares;

(iv)
payments of expenses or commissions on any issue of shares, debentures, loans, notes, bonds or other financing.

2.
Specific Items

2.1
Types of specific items

2.1.1
In the preparation of a cash flow statement, the treatment of the following items deserves special mention:
(i)
Discontinued activities;

(ii)
Exchange differences;

(iii)
Finance leases.
2.2
Discontinued activities

2.2.1
Cash flows relating to discontinued activities should be shown separately, either on the face of the cash flow statement or by note.

2.3
Exchange differences

2.3.1
Exchange differences arise when an enterprise enters into foreign currency transactions. In the accounts of an individual company, they may arise due to:
(i)
claims arising from the purchase or sale fixed assets denominated in a foreign currency;

(ii)
trading with a foreign entity;

(iii)
engaging in investing or financing activities involving foreign currencies.

2.3.2
The exchange profits or losses arising from such transactions would form part of the normal profits for the period. Exchange gains (losses) on settled transactions have already been reflected in cash inflows (outflows) from operating activities. No adjustments are required in respect of these.

2.3.3
In case of translation gains (losses) arising from monetary working capital, if the exchange difference is ignored, the movements in the respective asset and liability accounts will be distorted to the extent of the exchange differences.

2.3.4
In calculating the additions and disposals of the respective asset and liability, the movements arising due to exchange differences should be eliminated. For example, exchange differences arising from unsettled debtors and creditors need to be eliminated in computing net cash flows from operating activities.

2.3.5
Similarly, the translation gains (losses) on a long-term loan denominated in foreign currency do not involve cash flows, and should be deducted (added back) to the net profit in calculating the net cash inflow from operating activities. The differences should also be adjusted against the loan and excluded from this section as cash flows.

2.3.6
The translation difference should appear in the note to the cash flow statement “Analysis of changes in finance during the year” in order to reconcile the opening and closing balances of long-term liabilities.

	2.3.7
	Example 2 – Exchange differences

	
	The profit before tax of GHI Ltd for the year ended 31 December 2016 was $650,000. GHI Ltd had the following debtors and loans on 31 December:
2015
2016
$

$

Debtors

420,000

510,000

Loans

890,000

950,000

Included in the 2015 and 2016 figures are debtors and loans denominated in foreign currency. The profit in retranslating debtors was $12,000 while the loss in retranslating the loans was $20,000.

The computing of net cash inflows from operating activities is as follows:

$

Operating profit

650,000

Exchange gains on translating debtors

(12,000)

Exchange losses on translating loans

20,000

Increase in debtors (510,000 – 12,000 – 420,000)

(78,000)

Net cash inflow from operating activities

580,000

The financing cash outflows in the cash flow statement is reported as:

Financing
$

Issue of loan (950,000 – 20,000 – 890,000)

40,000




2.4
Finance lease

2.4.1
Acquisition of non-current assets by finance lease does not result in cash flows and should not be reported in the statement of cash flows.

2.4.2
Leased assets should be excluded from the total additions to non-current assets, which will be shown as cash outflows under “investing activities”.

2.4.3
The rental payments for a finance lease are allocated between two components: interest and capital. In the statement of cash flows, interest payment should be reported as operating activities and capital repayment should be financing activities.
3.
Preparation of Group Statement of Cash Flows
3.1
Five extra items
3.1.1
Group statement of cash flows add five extra items:
(a)
elimination of intra-group cash flows
(b)
cash paid to non-controlling interests

(c)
associates and joint ventures
(d)
acquisition and disposal of subsidiaries
(e)
Foreign subsidiary
3.2
Elimination of intra-group cash flows

3.2.1
Cash flows that are internal to the group should be eliminated in the preparation of a consolidated statement of cash flows.

	3.2.2
	Example 3 – Elimination of intra-group cash flows

	
	Cann Co. disposed of property, plant and equipment with a carrying value of $215,000 in the year ended 31 October. The company reported a profit on the combined disposals of $39,500. Included within the disposal figures was a machine sold to Cann's subsidiary Wood Co. for $12,400.

During the year, Wood disposed of property, plant and equipment with a carrying value of $43,000, recording a loss on disposal of $5,600. All disposals were made to companies outside the group.

What amount will be reported as proceeds on disposal of property, plant and equipment in the consolidated statement of cash flows?
Solution:
Cann

$000
$000
Carrying amount on disposal
215.0
Profit on disposal
39.5
254.5

Less: Intercompany proceeds

(12.4)

242.1

Wood

Carrying amount on disposal

43.0

Loss on disposal

(5.6)

37.4

Consolidated proceeds on disposal

279.5




3.2.3
You should also remember that adjustments made to consolidated profit for non-cash items in the reconciliation to cash flows from operating activities should reflect the amounts included within the consolidated statement of profit or loss and other comprehensive income. Therefore, for example, the amount of depreciation or profit on disposal should take into account any consolidation adjustment.

	3.2.4
	Example 4 – Consolidation adjustments

	
	Landon Co. acquired 80% of Crowther Co. a number of years ago. In the year ended 31 December 2016, Landon reported a depreciation charge of $560,000 and Crowther reported a depreciation charge of $320,000. At the start of that year, Landon transferred a machine to Crowther with a resulting increase in depreciation of $10,000 per annum.

The adjustment required to consolidated profit for the purposes of calculating cash flows from operating activities is therefore:
$000
Landon depreciation
560
Crowther depreciation
320
Consolidation adjustment
(10)
Added back to profit in respect of depreciation
870



3.3
Cash paid to NCI

3.3.1
When a subsidiary that is not wholly owned pays a dividend, some of that dividend is paid outside of the group to the NCI.
3.3.2
Such dividends paid to NCI should be disclosed separately in the statement of cash flows under the heading “cash flows from financing activities”.
	3.3.3
	Example 5 – Dividends paid to NCI

	
	The following information has been extracted from the consolidated financial statements of S for the years ended 31 December:
2016
2015
$000

$000

NCI in consolidated net assets

780

690

NCI in consolidated profit after tax

120

230

What is the dividend paid to NCI in the year 2016?

Solution:

Non-controlling interest

$000

$000

Dividend paid (bal. fig.)

30
Bal. b/d

690

Bal. c/d

780

Share of profits in year

120
810

810




3.4
Associates and joint ventures
3.4.1
Associates and joint ventures generate cash flows into or out of the group to the extent that:

	Items
	Descriptions

	(a)
Dividends
	· Only dividends received represent a cash inflow. Dividends declared but unpaid represent an increase in group receivables.

· When reconciling group net cash inflows to group reported profit, the movement between opening and closing receivables must exclude dividends receivable from the associate so that dividends received can be shown in the statement of cash flows.

· Dividends received from associates should be included as a separate item in the group statement of cash flows.

	(b)
Trading between group and associate and joint venture
	· Trading between the group and an associate and joint venture will give rise to inter-entity balances in the group statement of financial position at the year end.
· The balances will be treated in the same way as any other trading receivables and payables, i.e. the movement between opening and closing balances forms part of the reconciliation between group profit and group net cash inflow from operating activities.

	(c)
Change in investment in associate and joint venture
	· An additional shareholding is purchased or part of the shareholding is sold.
· Loans are made to/from the associate and joint venture or amounts previously loaned are repaid.


	3.4.2
	Example 6

	
	The following information has been extracted from the consolidated financial statements of H for the year ended 31 December 2016.
Group income statement

$000

Operating profit

734

Income from associate

68

Profit before tax

802

Tax on profit (including 20 in respect of associate)

(324)
Profit after tax

478

Group statement of financial position

2016
2015
$000

$000

Investment in associates

Share of net assets

466

456

Loan to associate

380

300

Current assets

Receivables

260

190

Included within group receivables is the following amount:

Current account with associate

40
70

Required:

Show the relevant figures to be included in the group statement of cash flows for the year ended 31 December 2016.

Solution:

W1 Dividend received from associate
Associate

$000

$000

Bal. b/d

456

Dividend received (bal. fig.)

38

Share of profit after tax

(68 – 20)

48
Share of net assets 

466

504

504

Extracts from statement of cash flows
Cash flows from operation activities

$000

Profit before tax

802

Share of profit of associate

(68)
Investing activities

Dividend received from associate (W1)

38
Loan to associate (380 – 300)

(80)




3.5
Acquisition and disposal of subsidiaries
	Items
	Descriptions

	(a)
For acquisitions
	· In the statement of cash flows we must record the actual cash flow for the purchase, not the net asset acquired.
· The assets and liabilities purchased will not be shown with the cash outflow in the statement of cash flows.

· All assets and liabilities acquired must be included in any workings to calculate the cash movement for an item during the year. If they are not included in deriving the balancing figure, the incorrect cash flow figure will be calculated.

	(b)
Disposals
	· The statement of cash flows will show the cash received from the sale of the subsidiary, net of any cash balances that were transferred out with the sale.
· The assets and liabilities disposed of are not shown in the cash flow. When calculating the movement between the opening and closing balance of an item, the assets and liabilities that have been disposed of must be taken into account in order to calculate the correct cash figure.


	3.5.1
	Example 7

	
	The extracts of a company’s statement of financial position is shown below:

2016
2015
$
$
Inventory

74,666

53,019

During the year, a subsidiary was acquired. At the date of acquisition, the subsidiary had an inventory balance of $9,384.

Required:

Calculate the movement on inventory for the statement of cash flows.

Solution:
The movement on inventory is:

(74,666 – 9,384) – 53,019 = $12,263 increase. This is shown as a negative cash flow.

At the beginning of the year, the inventory balance of $53,019 does not include the inventory of the subsidiary.

At the end of the year, the inventory balance of $74,666 does include the inventory of the newly acquired subsidiary.

In order to calculate the correct cash movement, the acquired inventory must be excluded as it is dealt with in the cash paid to acquire the subsidiary. The comparison of the opening and closing inventory figures is then calculated on the same basis.


	3.5.2
	Example 8

	
	The extracts of a company’s statement of financial position is shown below:

2016
2015
$
$
Receivables

52,335

48,911

During the year, a subsidiary was disposed of. At the date of disposal, the subsidiary had a receivables balance of $6,543.

Required:

Calculate the movement on receivables for the statement of cash flows.

Solution:
The movement on receivables is:

52,335 – (48,911 – 6,543) = $9,967 increase. This is shown as a negative cash flow.

At the beginning of the year, the receivables balance of $48,911 does include the receivables of the subsidiary.

At the end of the year, the receivables balance of $52,335 does not include the receivables of the disposed subsidiary.

In order to calculate the correct cash movement, the receivables of the disposed subsidiary must be excluded.


	Question 1 – Acquisition of subsidiary during the year
Extracts from the consolidated financial statements of the H Group for the year ended 30 June 2016 are given below:
H Group: Consolidated income statement for the year ended 30 June 2016
$000

Revenue
85,000

Cost of sales

(60,750)

Gross profit

24,250

Operating expenses

(5,650)

Operating profit

18,600

Finance cost

(1,400)

Profit before disposal of property

17,200
Disposal of property (note 2)

1,250

Profit before tax

18,450

Tax

(6,250)

Profit for the period

12,200

Attributable to:

Owners of parent

11,795

Non-controlling interest

405

12,200

H Group: Consolidated statement of financial position as at 30 June 2016
2016
2015
Assets

$000

$000

$000

$000

Non-current assets

Property, plant and equipment

50,600

44,050

Goodwill (note 3)

5,910

4,160

56,510

48,210

Current assets

Inventories

33,500

28,750

Trade receivables

27,130

26,300

Cash

1,870

3,900

62,500

58,950

119,010

107,160

Equity and liabilities

Equity shares @ $1 each

20,000

18,000

Share premium

12,000

10,000

Retained earnings

24,135

18,340

56,135

46,340

Non-controlling interest

3,875

1,920

60,010

48,260

Non-current liabilities

Interest-bearing borrowings

18,200

19,200

Current liabilities

Trade payables

33,340

32,810

Interest payables

1,360

1,440

Tax

6,100

5,450

40,800

39,700

Total equity and liabilities

119,010

107,160

Notes:

1.
Several years ago, H acquired 80% of the issued equity shares of its subsidiary, B. On 1 January 2016, H acquired 75% of the issued equity shares of C in exchange for a fresh issue of 2 million of its own $1 equity shares (issued at a premium of $1 each) and $2 million in cash. The net assets of C at the date of acquisition were assessed as having the following fair values:

$000

Property, plant and equipment
4,200

Inventories

1,650

Receivables

1,300

Cash

50

Trade payables

(1,950)

Tax

(250)

5,000

2.
During the year, H disposed of a non-current asset of property for proceeds of $2,250,000. The carrying value of the asset at the date of disposal was $1,000,000. There were no other disposals of non-current assets. Depreciation of $7,950,000 was charged against consolidated profits for the year.
3.
Goodwill on acquisition relates to the acquisition of two subsidiaries. Entity B was acquired many years ago, and goodwill relating to this acquisition was calculated on a proportion of net assets basis. Goodwill relating to the acquisition of Entity C during the year was calculated on the full goodwill basis. On 1 January 2016 when C was acquired, the fair value the non-controlling interest was $1,750,000. Any impairment of goodwill during the year was accounted for within cost of sales.

Required:

Prepare the consolidated statement of cash flows of the H Group for the financial year ended 30 June 2015 in the form required by HKAS 7 Statement of Cash Flows, and using the indirect method. Notes to the statement of cash flows are NOT required, but full workings should be shown.


4.
Consolidated Statement of Cash Flows with Foreign Subsidiary

4.1
The key to the preparation of a group statement of cash flows involving a foreign subsidiary is an understanding of the make-up of the foreign exchange differences themselves.
	4.2
	Example 9

	
	H Group recognized a gain of $160,000 on the translation of the financial statements of a 75% owned foreign subsidiary for the year ended 31 December 2016. This gain is found to be made up as follows:

Gain on opening net assets:
$
Non-current assets
90,000

Inventories

30,000

Receivables

50,000

Payables
(40,000)
Cash

30,000

160,000

H Group recognized a loss of $70,000 on retranslating the parent entity’s foreign currency loan. This loss has been disclosed as other comprehensive income and charged to reserves in the draft financial statements.
Consolidated statements of financial position as at 31 December
2016
2015
$000

$000

Non-current assets

2,100

1,700

Inventories

650

480

Receivables

990

800

Cash

500

160

4,240

3,140

Share capital

1,000

1,000

Consolidated reserves

1,600

770

2,600

1,770

Non-controlling interest

520

370

3,120

2,140

Long-term loan

250

180

Payables

870

820

4,240

3,140

There were non non-current asset disposals during the year.

Consolidated income statement for the year ended 31 December 2016
$000

Profit before tax (after depreciation of $220,000)
2,170

Tax

(650)

Group profit for the year

1,520
Profit attributable to:

Owners of the parent

1,260

Non-controlling interest

260

1,520
The dividend paid during the year was $480,000.

Required:

Prepare a statement of cash flows for the year ended 31 December 2016.

Solution:

Statement of cash flows for the year ended 31 December 2016
Cash flows from operating activities

$000

$000

Profit before tax

2,170

Adjustments for:

Depreciation

220

Operating profit before working capital changes
2,390

Increase in inventory (650 – 480 – 30)
(140)
Increase in receivables (990 – 880 – 50)

(140)

Increase in payables (870 – 820 – 40)

10

Cash generated from operations

2,120

Income taxes paid

(650)

Net cash inflows from operating activities

1,470

Cash flows from investing activities

Purchase of non-current assets (W1)

(530)
Net cash used in investing activities

(530)

Cash flows from financing activities
Dividends paid to NCI (W2)
(150)
Dividends paid

(480)

Net cash used in financing activities

(630)

Exchange gain on cash

30

Increase in cash and cash equivalents

340

Cash and cash equivalents at 1.1.2016
160

Cash and cash equivalents at 31.12.2016
500

W1

Non-current assets
$000

$000

Bal. b/d

1,700

Depreciation
220
Exchange gain
90
Additions (bal. fig.)

530

Bal. c/d

2,100

2,320

2,320

W2
NCI
$000

$000

Dividend paid (bal. fig.)
150
Bal. b/d
370
Bal. c/d
520
Total comprehensive income (W3)

300

670

670

W3

NCI – total comprehensive income

= share of profit $260 + (25% × $160,000 exchange gain) = $300


	Question 2

Set out below is a summary of the accounts of H, a public limited company, for the year ended 31 December 2016.

Consolidated income statement for the year ended 31 December 2016
$000
Revenue
44,754

Cost of sales and other expense
(39,613)
Income from associate

30

Finance cost

(305)
Profit before tax

4,866

Tax

(2,038)

Profit for the year

2,828

Attributable to:

Owners of the parent

2,805

Non-controlling interest

23

2,828

Statement of other comprehensive income
Profit for the period

2,828
Exchange difference on translation of foreign operations (note 5)

302
Total comprehensive income
3,130
Summary of changes in equity for the year

Equity b/f

14,164
Profit for the year

2,805

Dividends paid

(445)

Exchange differences

302

Equity c/f

16,826

Consolidated statements financial position as at 31 December
2016

2015

Assets

$000

$000

$000

$000

Non-current assets

Goodwill

500

-

Tangible assets (note 1)

11,157

8,985

Investment in associate

300

280

11,957

9,265

Current assets

Inventories

9,749

7,624

Receivables

5,354

4,420

Short-term investments

1,543

741

Cash at bank and in hand

1,013
394

17,659

13,179

Total assets

29,616

22,444

Equity and liabilities

Equity share capital @ $1

1,997

1,997

Share premium

5,808
5,808
Retained earnings

9,021

6,359

16,826

14,164

Non-controlling interest

170

17

Total equity

16,996

14,181

Non-current liabilities

Loans

2,102

1,682

Provisions (note 3)

1,290

935

Current liabilities (note 2)

9,228

5,646

Total equity and liabilities

29,616

22,444

Notes to the accounts
1.
Tangible assets

Non-current asset movements included the following:

$000
Disposal at carrying amount
305

Proceeds from asset sales

854

Depreciation provided for the year

907
2.
Current liabilities

2016
2015
$000

$000

Bank overdrafts

1,228

91

Trade payables

4,278

2,989

Tax

3,722

2,566

9,228

5,646

3.
Provisions
Pensions

Deferred taxation

Total

$000

$000

$000

At 31 December 2015
246

689

935

Exchange rate adjustment
29

-

29

Increase in provision

460

-

460

Decrease in provision

-

(134)

(134)

At 31 December 2016
735

555

1,290

4.
S Ltd
During the year, the company acquired 82% of the issued equity capital of S Ltd for a cash consideration of $1,268,000. The fair values of the assets of S Ltd were as follows:

$000
Non-current assets
208

Inventories

612

Trade receivables

500

Cash in hand

232

Trade payables

(407)

Debenture loans

(312)

833

5.
Exchange gains

Exchange gains on translating the financial statements of a wholly-owned subsidiary have been taken to equity and comprise differences on the retranslation of the following:

$000
Non-current assets
138

Pensions

(29)

Inventories

116

Trade receivables

286

Trade payables

(209)

302

6.
Non-controlling interest

The non-controlling interest is valued using the proportion of net assets method.

Required:

Prepare a statement of cash flows for the year ended 31 December 2016.


5.
Evaluation of Statement of Cash Flows
5.1
Usefulness of the statement of cash flows

5.1.1
A statement of cash flows can provide information that is not available from statements of financial position and statement of comprehensive income.

(a)
It may assist users of financial statements in making judgements on the amount, timing and degree of certainty of future cash flows.

(b)
It gives an indication of the relationship between profitability and cash generating ability, and thus the quality of the profit earned.

(c)
Analysts and other users of financial information often, formally or informally, develop models to assess and compare the present value of the future cash flow of entities. Historical cash flow information could be useful to check the accuracy of past assessments.

(d)
A statement of cash flow in conjunction with a statement of financial position provides information on liquidity, solvency and adaptability. The statement of financial position is often used to obtain information on liquidity, but the information is incomplete for this purpose as the statement of financial position is drawn up at a particular point in time.
(e)
Cash flow cannot easily be manipulated and is not affected by judgement or by accounting policies.

5.2
Limitations of the statement of cash flows
5.2.1
Limitations:

(a)
Statement of cash flows are based on historical information and therefore do not provide complete information for assessing future cash flows.

(b)
There is some scope for manipulation of cash flows. For example, a business may delay paying suppliers until after the year-end, or it may structure transactions so that the cash balance is favourably affected, or assets may be sold and then immediately repurchased. Application of the substance over form principle should alert users of the financial statements to the true nature of such arrangements.

(c)
Cash flow is necessary for survival in the short term, but in order to survive in the long term a business must be profitable. It is often necessary to sacrifice cash flow in the short term in order to generate profits in the long term (e.g. by investment in non-current assets). A substantial cash balance is not a sign of good management if the cash could be invested elsewhere to generate profit.
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