
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 cash f l o w s

o the preparation of simple cash flow statements.

On completion the student should

o understand the importance of cash flow statements/data

o be able to explain the difference between profit and cash

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

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

o be able to prepare a simple cash flow statement

o be able to advise the management on the organisation's financial position

using cash flow statements (HL )





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
• 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 38000

• Balance c/d 202000

• Cost [470-400] 470000

• Profit 3000

• Change in Cash 1/1/2005   31/12/05

Cash +1000 +2000

Bank +10000 (6800)

Net +11000 (4800)

Change      (15800)

• Balance b/d 180000

• P & L a/c 60000

• Depreciation 38000

• Bank{proceeds} 35000

Net Debt 1/1/05 31/12/05

Debentures (180000)    (75000)

Govt Securities --------- +12000

Cash +1000 +2000

Bank +10000 (6800)

Net Debt (169000)    (67800)

Change +101200

Disposal of Machinery A/C



Taxation

• Paid 38000

• Balance c/d 50000

• Paid 6800

• Balance c/d 1200

• Paid { Inc. Interim 21000 }     55000

• Balance c/d 45000

• Balance b/d 43000

• P & L a/c 45000

• Balance b/d --------

• P & L a/c 8000

• Balance b/d 34000

• P & L a/c 66000

Interest

Dividends





Cash Flow Statements
Most Common Mistakes

• Exact wording necessary in all cases. 
Interest Paid Dividends Paid

Increase in Stock ( not    ↑    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

• 1998

• 1999   Q 4

• 2000

• 2001   Q 4

• 2002

• 2003

• 2004 Q 4

• 2005 

• 2006 Q 3

• 2007

• 2008 Q 6    

• 2009

• 2010 Q 2


