8.8 Cash Flow Statements {LC Accounting Syllabus }
The student is introduced to
o the importance of cash flow statements
o the distinction between profit and cash
o the distinction between items that do and do not involve
the movement of cash
o the different sources of cash inflows and outflows
o the impact of the movement in working capital on cashflow s
o the preparation of simple cash flow statements.

On completion the student should

o understand the importance of cash flow statements/data

0 be able to explain the difference between profit and cash

0 be able to identify and treat items not involving the movement of cash

0 be able to identify and classify the sources of cash inflows and cash outflows

o be able to prepare a simple cash flow statement

0 be able to advise the management on the organisation's financial position
using cash flow statements (HL )



Preparation of cash flow statements
516, CASH FLOW STATEMENTS (section 5.8)

+ Simple cash flow statements for either companies or sele waders using the indirect method

Impaortence of cash flow statements

» Identification of cash fows by examination of opening and closing balance sheets, profit and
The accountancy profession Tequires companies fo prepare a cash flow statement which allows users loss account information and other relevant additional information
of accounts to assess the liquidity, visbility znd financial adaptability of the company. The cash Sow +  Preparation of ledger accounts (or other suitable workings) for mxations, dividends and fived
statement shows the cash flows genarated and absorbed by the company s activities under standard 2ssets 1o derive the associated cach flows. Ledger sccounts may also be necessary to denive fe

depreciation charge, profit or loss on disposal of fixed asset.
»  Admustment of operating profitloss by rtems not invelving the movement of cash and for

beadings which are required by Financizl Feporting Standard 1 Cach Flow Statements,

Distinction between profit and cash changes in debiors, stocks and creditors to derive the cash flow from operating activity.
»  Grouping of cash Sows under the headings of FRS 1
' Meaning of cash — cash is defined as cash on hand and deposits repayable on demand less Opersting activities
bank overdrafs { 2 knowledge of cash equivalents i not requirsd). - Refums of investments and servicing of finance
. An umderstanding of the differance berween profit and cash - Taustion
' Feazons wiy an increass in profit may not give rise to 2 similar increase in cash in the - Iomvesting activities
current period. - Financing
Distinction between items that do and do not iovolve the movement of cash +  Motes to the cash flow statement are not required but students are expectad to show the

adjustments made to operating prodt to arive at cash flows fom operating activities
«  Effact of these items on cash flows

»  Treamment of these items in the cash flow staement Interpretation of cash flow statemants (HL)

Main sources of cash inflows . Understanding of the nsefilness of a cazh flow statement
. Profits . Preparation of reports snalysing and commenting on 8 company s financial position as
. Procesds the sale of fixed ascets revealed by the cash flow statement.

* Introduction of capital
* Peceipts of loans

Smdents will be assessed on their ability to:

' Investnent income

. Show an understanding of the importance of cash flow statements/data
) . Explain the differance between cash and profit
sources of cash : . Identify and treat items not imveolving the movement of cash
" Losseg . Identify and classify the sources of cash inflows and cash outflows
. Turchases of fived assats . Prepare a simple cash Sow statement using the indirect method
. Repay 5 of] . Advize the manazement on the organisaton’s financial pesition using cash flow statements
(HL only)

. Dividend payments
. Tax payments



Cash Flow Statement

* When ? YR2 - after Final a/c & Depreciation
* How ? 1. Handout Template
2. Ordinary Level Questions
3. Higher Level Questions ( 60 mark)
4. Higher Level Questions ( 100 mark)
5. Theory




Cash Flow Statement

e Layout (format) prescribed in FRS 1
* Direct method [ Indirect method(LC)

* Three separate presentations;
— Reconciliation of Operating Profit to
Net Cash Flow from Operating Activities.
— Cash Flow Statement
— Reconciliation of Movement in cash to
Movement in Net Debt

100 mark Qs require Abridged P & L a/c (use any{ ORD ?}
60 mark Question with top figures blotted out )



Cash Flow Statement
An approach to a Higher Level Question

‘Notes’ for Cost of Fixed Assets
Depreciation of Fixed Assets
Change in Cash
Change in Net Debt
Interest
Taxation
Dividends



Depreciation of Machinery A/C

Disposal * Balance b/d 180000
Balance c/d 202000 « P&La/c 60000

Disposal of Machinery A/C

Cost [470-400] 470000 « Depreciation
Profit 3000 « Bank{proceeds} 35000
Net Debt 1/1/05 31/12/05
IChange in Cash 1/1/2005 31/12/05 Debentures (180000) (75000)
Cash +1000 +2000 Govt Securities ~ --------- +12000
Bank +10000 (6800) Cash +1000 +2000
Net +11000 (4800) Bank +10000 (6800)
Net Debt (169000) (67800)
Change (15800)
Change +101200




Taxation

Paid 38000 * Balance b/d
Balance c/d 50000 * P&lLa/c
Interest
Paid 6800 * Balance b/d
Balance c/d 1200 * P&lLa/c
Dividends
Paid { Inc. Interim 21000} 55000 * Balance b/d

Balance c/d 45000 * P&lLa/c

43000
45000

34000
66000



3. Cazh Flow Stntement

Ths following are the Balance Sheets of Butler Plc as at 317122004 and 31/12/2005, together with an
abridged Profit and Loss account for the year snded 3171 272005:

Abridsed Profit and Loz Accomnit for ihe vear emded 3171272005 L]
O'parating profit 140,000
Intersst for year {8000
Profit befors tazation 132,000
Taxaticn for year E1.000)
Profit after taxaticn E7.000
Dividends - Istesim 21,000
- Propaned 5000 [GE00D)
Eatained profits for the year 21,000
Eetainzd profits om 1/122003 191 900
Eetained profits ca 31/12720035 21000
Balance Skeets as at JLIVENE SLMLE200d
Fixed Aszets € ] € L
Land and butldings at cost E25,000 750,000
Liss aconemzlated deprociation 25,000} 730,000 {80,000 570,000
Machinery at cost 400,000 470,000
Lass acounmlated depreciation 202000y 198000 (1E0.0000 20000
S2E.000 260,000
Fimamcial Aszeds
Cuoted mvestoents 130,000 100,000
Current Assets
Stock 120,000 203,000
Digbtors 200,000 120,000
ronssrmmnent secumities 12,000 -
Baxk - 10,000
Cah 2,000 1,000
434 000 406,000
Lz Creditors: amennr: fallisg due within
1
J“;nﬂ.n creditons 230,000 Z2E.000
Interust dus 1,200 -
Taxation 30,000 43,000
Dividends 435,000 34,000
Bank 6B N
333,000) (303,000
Net Current Azzets __ El000 _ 101 000
. pIREER ) LlSLom
Fimanced by
Creditors: ameunr: falliss doe afier more than 1 year
2% Debanturss 73,000 160,000
Capital and Eeserves
€1 Ordinary skams 830,000 720,000
Share prapinm 22,000 -
Profit and loss account 212000 1,064 000 191 000 DE1.000

Lizgw Llilom

Ths following informeation is also mvailabla:
| There wem no disposals of Buildings dering the year bet new Buildings were acquined.

1 Thare were no purchases of Machinery during the year. Machinery was disposed of for £33.000.

31 Depreciation charged for the vear oo Mackinery in arrfving at the Operating profit was €60,000.
You are reguired to:
{a) Prepars the Cash Flow Statement of Butler Pl for the year ended 317122005 inclading

Roconciliaticn Statement(s). (48

(b} Explain why Cach Flow Statements are prepamed. (8)
{c) Identify a Moo Cash expense and 2 Non Cach gain 4
{60 marks)
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(a)

Reconciliation of operating profit to net cash flow from operating activities

Operating proft

Diepreciation charges for the year

Profit on sale of machinery

Imcrease in stock

Imcrease in debtors

Imcrease in creditors

Net cash mflow from operating activities

£
140,000
75,000
(3.000)
(15,000)
(10,000)
22.000
209,000

Cash Flow Statement of Butler Ple for the vear ended 31122005

Operating Activities
et cash inflow from operating activites

Return: om investments and servicing of finance
Interest paid

Taxzatiom
Corporation tax paid

Capital expenditure and financial investment
Investments
Payments to acquire tangible fixed assats
Feceipts from sale of fixed assets

Equity dividend: paid
Dividends paid durng the year
Net cash inflow before liquid resources and financing

Management of Liguid Resources
Purchase of Government securities

Financing
Fepayment of debentures
Peceipts from issue of shares
Feceipts from share preminm
Drecrease in cash

Reconciliation of met cash flow to movement in net debt

Deecrease in cash during pesiod

Cash nsed to purchase Government securiges
Cach nsed to purchase debenfures

Change in net debt

Het debt at 1/172005

Met debtat 31/12 2003

22 000

€

209,000 [{lj
(6.800) B8

(5.000) [

(30,000
(75,000

35.000 (70,0000

(55.000) [E
39,200

(2,000 @

(105.,000)

40,000
(43.000)
B szom

(15.800) [l
12,000

105.000
101,200 I
169000
(67.200) [l



Cash Flow Statements
Most Common Mistakes

Exact wording necessary in all cases.

Interest Paid Dividends Paid
Increase in Stock (not I Stock)

Miscalculate Loss / Profit on Sale
Miscalculate Depreciation

Reconciliation of Net Cash flow to movement in
Net Debt

Theory — weakest section

2006 Explain why cash Flow are prepared
2010 Outline benefits of Cash Flow
BUT 2006 (b) (ii) Identify a Non Cash expense and a non cash gain
2010 (b) (ii) Distinguish between a cash expense and a non cash expense




Cash Flow Statements
SEC ‘History’ Higher

1997 « 2004 Q4
1998 e 2005
1999 Q4 « 2006 Q3
2000 * 2007

2001 Q4 2008 Q 6
2002 * 2009
2003  2010Q 2



