CHAPTER FOURTEEN
The Statement of Cash Flows
Concept Self-check
1. A statement of cash flows (SCF) provides external readers of a corporation’s financial statements with a summary of the cash transactions that took place in the company in a particular period. For example, a reader could determine the amount of proceeds from the sale of capital assets, or whether capital assets were acquired. It communicates how the company is financing its activities (internally from operations or externally from other sources), and why cash increased or decreased.
Its advantage over the statement of financial position is that the statement of financial position reports the financial position of the company at a particular point in time, while the SCF reports the changes in cash that occurred from one statement of financial position date to another.
An income statement reports earnings on an accrual basis, which is important. However, investors and creditors are also interested in determining how a corporation has generated and used cash during a fiscal period, because cash is an important determinant of liquidity. The SCF provides this information succinctly to readers.
2. These activities are important to readers who wish to evaluate the financial position and the results of operations of a particular company in order to make certain decisions, such as whether or not to invest in it. The extent of cash flows resulting from financing and investing decisions can help readers identify the underlying, longer-range activities of the firm that may affect future earnings, such as whether capital assets are being acquired, or debt is being retired. The SCF makes these activities explicit.
3. An increase in accounts receivable during a fiscal year is recorded by a debit. The offsetting credit to the Cash account denotes a use of cash. In effect, cash has been diminished because amounts owing by customers has increased, instead of being collected at the same rate as the prior year.
4. This is only partially correct. While the SCF information does disclose cash receipts and disbursements in a fiscal period, it also classifies these as operating, investing, and financing activities. This classification is additionally useful to readers


Concept Self-check continued
5. The declaration of cash dividends has no effect on cash flow, since it does not involve the use of cash; it merely sets up a dividend payable in the books of the company. The payment of a dividend declared decreases cash flow, since it involves the outlay of cash. Whether the dividend was declared in prior years or in the current year has no effect; only the payment reduces cash. Changes in dividends payable amounts from one year to the next also affect cash flows. A net reduction in dividends payable (a debit) increases cash outflow from financing activities (a credit). A net increase in dividends payable decreases cash outflow.
6. Buying or selling short-term investments may decrease or increase the amount of cash available to the company if they are not considered part of cash and cash equivalents. If they are considered part of C&CE, transactions involving short-term investments have no effect on cash flow from operating activities, since they are considered the same as cash.
7. Net income for a period usually consists of sales less cost of sales, operating expenses, and other expenses like interest and income taxes. If there are a large number of credit sales and the amount of accounts receivable over the last year has increased, then there is less cash inflow compared to sales revenue recorded on the income statement. If many expenses are prepaid, then cash has been used but the expenses have not decreased net income. Similarly, if inventory levels have increased from one year-end to the next, cash has decreased but cost of goods sold is unaffected on the income statement.
Depreciation of property, plant, and equipment decreases net income but not cash. Losses and gains on sale of long-lived assets affect net income, but do not affect cash flows. Cash may also be used to purchase property, plant, and equipment, pay off borrowings, pay dividends, and repurchase outstanding shares, as examples. These investing and financing activities affect cash, but are not reflected on the income statement.
8. Main statement of financial position account transactions that use cash are (a) operations of the company (net cash outflow from operating activities during the period), (b) purchase of capital assets, (c) retirement of debt and share capital, and (d) payment of dividends. The statement of financial position accounts are analysed by looking at the opening and ending balances of the account, determining the reasons for the change in the account, and recording the effects as a cash inflow or outflow from operating, financing, or investing activities.


Concept Self-check continued
9. Steps in using the cash flow table method to prepare the SCF:
Step 1	Set up a cash flow table.
Step 2	Calculate the net debit and net credit change for every non-cash account on the statement of financial position.
Step 3 	Record the opposite change as a cash inflow or outflow in the appropriate cash effect column. A debit change in a non-cash statement of financial position account creates a credit change in the Cash account. A credit change corresponds to a cash outflow. A credit change in a non-cash statement of financial position account creates a debit change in the Cash account. A debit change corresponds to a cash inflow. Each change is labelled as a change resulting from an operating, investing, or financing activity depending on the underlying nature of the transaction.
Step 4	Prepare the cash flow from operating activities section of the SCF. Adjust this section to disclose income taxes paid in cash.
Step 5	Prepare the remainder of the statement of cash flows.
10. A model format of the SCF lists separate sections for operating, investing, and financing activities involving cash flows, as follows:
	Operating activities
	
	
	
	

	Income before income taxes
	
	
	
	

	Income taxes paid
	
	
	
	

	Items not affecting cash flow
	
	
	
	

	Net changes in non-cash working capital
	
	
	
	

	Depreciation expense
	
	
	
	

	Net gains (losses) on disposal
	
	
	
	

	Cash flow from (used by) operating activities
	
	
	
	

	Investing activities
	
	
	
	

	Proceeds from sale of capital assets
	
	
	
	

	Purchase of capital assets
	
	
	
	

	Cash flow from (used by) investing activities
	
	
	
	

	Financing activities
	
	
	
	

	Loan proceeds (repayments)
	
	
	
	

	Shares issued (redeemed)
	
	
	
	

	Payment of dividends
	
	
	
	

	Cash flow from (used by) financing activities
	
	
	
	

	Net increase (decrease) in cash
	
	
	
	

	Cash at beginning of year
	
	
	
	

	Cash at end of year
	
	
	
	





CP 14–1
	F	A payment of $5,000 was made on a non-current bank loan.
	O	Depreciation expense for equipment was $1,000.
	F	$10,000 of share capital was issued for cash.
	F 	Cash dividends of $2,500 were declared and paid to shareholders.
	F & I	A long-term bank loan was assumed in exchange for equipment costing $7,000.
	I	Land was purchased for $25,000 cash.
	O	$750 of accrued salaries was paid. 
	F*	A $5,000 short-term demand loan was obtained.
	O	$10,000 of accounts receivable was collected.
	I & F	A building was purchased for $80,000. $30,000 was paid in cash and the rest was borrowed.
	I	Land was sold for $50,000 cash. 
	O & I	Equipment was sold for $6,000. The original cost was $10,000. The accumulated depreciation was $3,000. 
	O	$1,200 was paid for a 14–month insurance policy to take effect next year.
	O	A patent was amortized for $500.
	F	Shares were redeemed for $50,000 cash, their original issue price.
*The short-term loan would be considered “negative” cash, so the transaction has no cash effect and would not be reported on the statement of cash flows.

CP 14–2
	
	
	Operating activities
In (out)
	Financing activities
In (out)
	Investing activities
In (out)
	

	1.
	Retired $100 of non-current debt with cash
	
	(100)
	
	

	2.
	Purchased a building for $90; $60 was loaned by a bank and the rest was paid in cash
	
	
60
	
(90)
	

	3.
	Declared and paid cash dividends of $12 during the year
	
	
(12)
	
	

	4.
	Purchased equipment by issuing $20 of common shares with the proceeds
	
	20
	 (20)
	

	5.
	Paid $50 in cash to pay off a non-current bank loan
	
	(50)
	
	

	6.
	Sold land for $30 cash
	
	
	30
	

	7.
	Earned net income of $75
	75
	
	
	

	8.
	Purchased equipment costing $15; of this, $5 was paid in cash and the rest with a 90–day note payable
	
	
101
	
(15)
	

	9.
	Amortized a patent by $2
	22
	
	
	

	10.
	Assumed $100 of non-current debt and repurchased common shares
	
	100
(100)
	
	

	11.
	Purchased short-term investments for $5 cash
	
	
	(5)3
	

	12.
	Sold a machine that cost $20 for $7 cash; the accumulated depreciation on it was $10
	
34
	
	
7
	

	13.
	Depreciation expense for building and equipment amounted to $8
	
82
	
	
	

	14.
	Paid in cash the note payable from transaction 8 above.
	
	 (10)1
	
	

	15.
	Issued $20 of preferred shares for cash
	
	20
	
	

	16.
	Purchased a patent for $25 cash
	
	
	(25)
	

	17.
	Prepaid $20 for the next two months of advertizing
	(2)
	
	
	

	18.
	Purchased land for $60 cash.
	
	
	 (60)
	

	
	
	
	
	
	


1 If the note payable is considered a cash equivalent, the $10 portion of the transaction has no cash effect and would not be reported as a financing activity.
2 This would be added back to net income to arrive at cash flow from operating activities.
3 If the short-term investments are low-risk and will be cashed with three months of the date of acquisition, they would be considered cash equivalents. This transaction would have no effect on the statement of cash flows.

CP 14–2 continued
4 The loss on sale would be $3, calculated as:
Cost of machine	$ 20
Accumulated depreciation	(10)
Carrying amount	10
Cash proceeds	  (7)
Loss on sale		$  3
The journal entry to record the sale would be:
Dr.	Cash		7
Dr.	Accumulated Depreciation – Machine	10
Dr.	Loss on Sale	3
Cr.		Machine		20
On the SCF, a $7 debit would be recorded as an inflow when calculating cash flow from investing activities. The $3 loss (also a debit) would be added back to net income to arrive at cash flow from operating activities.
CP 14–3
	
	
	
	

	
	Cash Flow
	
	

	
	
	
	No Effect
	
	

	
	X
	
	
	1.
	Earning net income for the year

	
	
	X
	
	2.
	Redemption of preferred shares at face value

	
	
	X
	
	3.
	Purchase of inventory

	
	X
	X
	
	4.
	Issuing common shares for equipment

	
	X
	
	
	5.
	Assuming non-current debt

	
	
	
	X
	6.
	Declaring a cash dividend

	
	X
	
	
	7.
	Collection of an account receivable

	
	
	X
	
	8.
	Payment of an account payable

	
	
	X
	
	9.
	Purchase of land for cash

	
	X
	
	
	10.
	Issuing common shares for cash

	
	
	
	X
	11.
	Reclassifying non-current liabilities as current liabilities equal to the amount to be repaid in cash next year

	
	
	X
	
	12.
	Payment of a cash dividend declared last year

	
	
	
	X
	13.
	Decrease in market value of short-term investments

	
	
	
	X
	14.
	Calculation of amount owing for income taxes.

	
	
	
	
	
	



CP 14–4
The answer depends on your definition of cash equivalents. If the short-term investments will be converted into a known amount of cash within three months of acquisition and are not subject to significant risk of changes in value, cash and cash equivalents are the same at the beginning and end of the year: $100.
If the short-term investments are not considered to be cash equivalents, cash has decreased by $100 during the year. More information is needed about the nature of the short-term investments.
CP 14–5
There has been no change in cash and cash equivalents during the year. The bank loan would be considered “negative cash” since it is due on demand by the creditor.
	
	Opening cash and cash equivalents ($50 – 50)
	
	$ -0-

	
	Change in cash and cash equivalents during the year
	
	 -0-

	
	Ending cash and cash equivalents ($100 – 100)
	
	$ -0-

	
	
	
	


CP 14–6
	Cash Flow Table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	2019
Dr. (Cr.)
	
	2018 
Dr. (Cr.)
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	100
	
	86
	
	14
	
	
	
	To be explained
	
	C&CE

	Accounts receivable
	
	60
	
	40
	
	20
	
	
	
	
	
	20
	
	Operating

	Inventory
	
	36
	
	30
	
	6
	
	
	
	
	
	6
	
	Operating

	Prepaid rent
	
	10
	
	-0-
	
	10
	
	
	
	
	
	10
	
	Operating

	Retained earnings
	
	(206)
	
	(156)
	
	
	
	50
	
	50
	
	
	
	Operating

	
	
	-0-
	
	-0-
	
	50
	
	50
	
	50
	
	36
	
	


	
	$14 net cash inflow
Cash flow from operating activities would be calculated as:
	
	Net income
	
	
	
	$ 50

	
	Add (deduct) changes in non-cash working capital
	
	
	
	

	
	 Increase in accounts receivable
	
	(20)
	
	

	
	 Increase in inventory
	
	(6)
	
	

	
	 Increase in prepaid rent
	
	(10)
	
	(36)

	
	Cash flow from operating activities
	
	
	
	$ 14)

	
	
	
	
	
	





CP 14–7
1. 	The equipment’s carrying amount at the start of the year was $400 ($1,000 – 600). No depreciation was claimed during the year according to the income statement. A $500 gain was realized when the equipment was sold per the income statement. The equipment therefore must have sold for $900 cash ($400 + 500).
2. 	The journal entry to record the sale of the equipment would have been:
	
	Dr Cash
	
	900
	
	

	
	Dr. Accumulated Depreciation
	
	600
	
	

	
	Cr. 	Equipment
	
	
	
	1,000

	
	Cr. 	Gain on Sale of Equipment
	
	
	
	500


The only cash effect of this transaction is the receipt of $900 from the sale of the equipment. The gain on sale needs to be deducted from net income to arrive at cash flow from operating activities (which will be $0), since it (a) is not related to an operating activity, and (b) does not represent actual cash flow.
3. 	
	
	Operating activities
	
	

	
	Net income
	
	$ 500)

	
	Item not affecting cash flow
	
	

	
	 Gain on sale of equipment
	
	(500)

	
	
	
	$    -0- 

	
	Investing activities
	
	 

	
	 Proceeds from sale of equipment
	
	$ 900)

	
	
	
	


CP 14–8
1. Cash flow table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	2019
Dr. (Cr.)
	
	2018 
Dr. (Cr.)
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	1,250
	
	1,600
	
	
	
	*350
	
	To be explained
To be explained
	
	C&CE

	S/T investments
	
	100
	
	200
	
	
	
	*100
	
	
	
	C&CE

	Borrowings
	
	(600)
	
	(1,000)
	
	400
	
	
	
	
	
	400
	
	Financing

	Common shares
	
	(200)
	
	(300)
	
	100
	
	
	
	
	
	100
	
	Financing

	Ret. earnings
	
	(550)
	
	(500)
	
	
	
	50
	
	90
	
	
	
	Operating

	
	
	
	
	
	
	
	
	
	
	
	
	40
	
	Financing

	
	
	-0-
	
	-0-
	
	500
	
	500
	
	90
	
	540
	
	


	
	*$450 net cash outflow


CP 14–8 continued
Cash flow from operating activities equals net income of $90. All revenue was received in cash and all expenses were paid in cash, and there were no changes to any other statement of financial position accounts that affect cash flow from operating activities.
2. 	Dividends declared must have been $40, calculated as follows:
	
	Opening retained earnings (given)
	
	$500)

	
	Add: Net income (given)
	
	90)

	
	Less: Dividends paid (derived)
	
	(40)

	
	Ending retained earnings (given)
	
	$550)

	
	
	
	



	3.
	Cash used by financing activities
	
	

	
	Repayment of borrowings
	
	($400)

	
	Redemption of common shares
	
	(100)

	
	Payment of dividends
	
	(40)

	
	
	
	($540)

	
	
	
	





CP 14–9
1. Cash flow table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	
2019
	
	
2018
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	10
	
	8
	
	2
	
	
	
	To be explained
	
	C&CE

	Accounts receivable
	
	18
	
	10
	
	8
	
	
	
	
	
	8
	
	Operating

	Merchandize inventory
	
	24
	
	20
	
	4
	
	
	
	
	
	4
	
	Operating

	Land
	
	10
	
	24
	
	
	
	14
	
	(a) 10
(a)   4
	
	
	
	Investing
Operating

	Plant and equipment
	
	94
	
	60
	
	41
34
	
	
(b) 7
	
	
(b)  6
	
	 41

	
	Investing
Investing

	Accum. dep’n 
	
	(14)
	
	(10)
	
	(b) 2
	
	
6
4
	
	
6
	
	(b) 1
	
	Operating
Operating

	Accounts payable
	
	(16)
	
	(12)
	
	
	
	4
	
	4
	
	
	
	Operating

	Non-current borrowings
	
	(40)
	
	(32)
	
	
	
	8
	
	8
	
	
	
	Financing

	Common shares
	
	(60)
	
	(50)
	
	
	
	10
	
	10
	
	
	
	Financing

	Retained earnings
	
	(26)
	
	(18)
	
	

	
	8
	
	14
	
	
6
	
	Operating
Financing

	
	
	-0-
	
	-0-
	
	57
	
	57
	
	62
	
	60
	
	


	
	$2 net cash inflow
(a) The journal entry to record the sale of the land would be:
	Dr.	Cash		10
	Dr.	Loss on Disposal		4
	Cr.		Land			14
(b)	Cost of equipment sold (given)	$7
	Accumulated depreciation (derived) 	(2)
	Carrying amount (given)	5
	Cash proceeds (derived)	(6)
	Gain on sale (per income statement)	$1
The journal entry to record the disposal of machinery would be:
	Dr.	Cash		6
	Dr.	Accumulated Dep’n.		2
	Cr.		Equipment**			7
	Cr.		Gain on Disposal			1


CP 14–9 continued
2. 
	Glacier Corporation
Statement of Cash Flows
For the Year Ended December 31, 2019


	
	Operating activities
	
	
	
	

	
	Net income
	
	
	
	$     14

	
	Items not affecting cash flow
	
	
	
	

	
	Depreciation expense
	
	
	
	6

	
	Gain on sale of equipment
	
	
	
	(1)

	
	Loss on sale of land
	
	
	
	4

	
	Net changes in non-cash working capital ($4 – 8 – 4)
	
	
	
	(8)

	
	Cash flow from operating activities
	
	
	
	15

	
	Investing activities
	
	
	
	

	
	Proceeds from sale of equipment
	
	$        6
	
	

	
	Proceeds from sale of land
	
	10
	
	

	
	Purchase of property, plant, and equipment
	
	(41)
	
	

	
	Cash flow used by investing activities
	
	
	
	(25)

	
	Financing activities
	
	
	
	

	
	Proceeds from borrowings
	
	8
	
	

	
	Common shares issued
	
	10
	
	

	
	Payment of dividends
	
	(6)
	
	

	
	Cash flow from financing activities
	
	
	
	12

	
	Net increase in cash
	
	
	
	2

	
	Cash at beginning of year
	
	
	
	8

	
	Cash at end of year
	
	
	
	$     10



3. Cash flow from operating activities is almost identical to net income ($15 vs. $14). The company appears to be embarking on a re-capitalization project, selling equipment and investing in new property, plant, and equipment. Most of this ($8 + 10) has been financed by issuing debt and common shares. Opening and ending cash balances are almost identical. ($8 vs. $10).



P 14–1
	1.
	Dr. Accumulated Depreciation
	
	
	
	161
	
	
	

	
	Dr. Cash
	
	
	
	12)
	(a)
	
	

	
	 Cr. Equipment
	
	
	
	
	
	20
	(b)

	
	 Cr. Gain on Sale of Equipment
	
	
	
	
	
	8
	

	
	
	
	
	
	
	
	
	

	
	Cost (given)
	
	20)
	
	
	
	
	

	
	1   Acc. depreciation (derived)
	
	(16)
	
	
	
	
	

	
	Carrying amount (given)
	
	4)
	
	
	
	
	

	
	Cash proceeds
	
	(12)
	
	
	
	
	

	
	Gain on sale
	
	8
	
	
	
	
	


Cash is increased by $12 (a), the amount of the sale proceeds, but this does not represent cash flow from an operating activity. The sale of capital assets is an investing activity, and so will not be shown in the calculation of cash flow from operating activities. It will be shown as a cash inflow in the Investing Activities section of the SCF.
However, the $8 gain on sale (b) is included in the calculation of net income on the income statement. Since it does not represent cash inflow (the $12 is the actual cash inflow) and it is not an operating activity, the gain is deducted from net income on the SCF to derive cash flow from operating activities.
	2.
	Net income
	
	
	
	$  33)
	
	

	
	Items not affecting cash flow
	
	
	
	
	
	

	
	 Depreciation expense
	
	
	
	10)
	
	

	
	 Gain on sale of equipment
	
	
	
	(8)
	
	

	
	Cash flow from operating activities
	
	
	
	$  35)
	
	





P 14–2
	Cash Flow Table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	2019
Dr. (Cr.)
	
	2018 
Dr. (Cr.)
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	135
	
	38
	
	97
	
	
	
	To be explained
	
	C&CE

	Accounts payable
	
	(15)
	
	(6)
	
	
	
	9
	
	9
	
	
	
	Operating

	Income taxes payable
	
	(20)
	
	(12)
	
	
	
	8
	
	8
	
	
	
	Operating

	Retained earnings
	
	(100)
	
	(20)
	
	
	
	80
	
	80
	
	
	
	Operating

	
	
	-0-
	
	-0-
	
	97
	
	97
	
	97
	
	-0-
	
	


	
	$97 net cash inflow
Cash flow from operating activities would be calculated as:
	
	Income before income taxes
	
	
	
	$100

	
	Income taxes paid ($20 – 8)
	
	
	
	(12)

	
	Add changes in non-cash working capital
	
	
	
	

	
	 Increase in accounts payable
	
	
	
	9

	
	Cash flow from operating activities
	
	
	
	$  97


P 14–3
	1.
	Dr. Depreciation Expense
	
	100
	
	

	
	Cr. 	Accumulated Depreciation—Machinery
	
	
	
	100


There is no cash effect. However, the depreciation expense should be added back to the net loss figure when deriving cash flow from operating activities. Note, as well, that the credit to Accumulated Depreciation accounts for all the change to this account during the year.
	2.
	Dr. Machinery
	
	300
	
	

	
	Cr. 	Cash
	
	
	
	300


Since (a) the Machinery account increased $300 (500 — 200) during the year, (b) no disposals occurred, and (c) all purchases of machinery were paid in cash, $300 of cash must have been spent on machinery purchases. This cash outflow is an investing activity since it affects a non–current asset account and should be shown as such when preparing the SCF.


P 14–3 continued
3.	Cash flow table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	2019
Dr. (Cr.)
	
	2018 
Dr. (Cr.)
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	350
	
	650
	
	
	
	300
	
	To be explained
	
	C&CE

	Machinery
	
	500
	
	200
	
	300
	
	
	
	
	
	300
	
	Investing

	Acc. depn.
	
	(250)
	
	(150)
	
	
	
	100
	
	100
	
	
	
	Operating

	Ret. earn.
	
	(600)
	
	(700)
	
	100
	
	
	
	
	
	100
	
	Operating

	
	
	-0-
	
	-0-
	
	400
	
	400
	
	100
	
	400
	
	


	
	$300 net cash outflow

	Statement of Cash Flows
For the Year Ended December 31, 2019


	
	Operating activities
	
	
	
	

	
	Net loss
	
	
	
	$(100)

	
	Item not affecting cash flow
	
	
	
	

	
	Depreciation expense
	
	
	
	100

	
	Cash flow from operating activities
	
	
	
	-0-

	
	Investing activities
	
	
	
	

	
	Purchase of machinery
	
	
	
	(300)

	
	Net decrease in cash
	
	
	
	(300)

	
	Cash at beginning of year
	
	
	
	650

	
	Cash at end of year
	
	
	
	$  350





P 14–4
1. Partial cash flow table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	2019
Dr. (Cr.)
	
	2018 
Dr. (Cr.)
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	
	
	
	
	*1,175
	
	
	
	To be explained
	
	C&CE

	Accum. dep’n.
	
	
	
	
	
	
	
	120(b)
	
	120
	
	
	
	Operating

	Acc. rec.
	
	
	
	
	
	(d)40
	
	
	
	
	
	40
	
	Operating

	Merch. inventory
	
	
	
	
	
	
	
	50(e)
	
	50
	
	
	
	Operating

	Acc. am. – patents
	
	
	
	
	
	
	
	5(f)
	
	5
	
	
	
	Operating

	Wages payable
	
	
	
	
	
	
	
	20(c)
	
	20
	
	
	
	Operating

	Borrowings
	
	
	
	
	
	(g)250
	
	
	
	
	
	250
	
	Financing

	Common shares
	
	
	
	
	
	
	
	500(h)
	
	500
	
	
	
	Financing

	Retained earnings
	
	
	
	
	
	
	
	800(a)
	
	800
	
	
	
	Operating

	
	
	
	
	
	
	(i)30
	
	
	
	
	
	30
	
	Financing

	
	
	
	
	
	
	1,495
	
	1,495
	
	1,495
	
	320
	
	


	
	*$1,175 net cash inflow
* balancing figure for Change columns
2. Statement of cash flows:
	Hubris Corporation
Statement of Cash Flows
For the Year Ended December 31, 2019


	
	Operating activities
	
	
	
	

	
	Net income
	
	
	
	$   800

	
	Items not affecting cash flow
	
	
	
	

	
	Depreciation and amortization expense ($120 + 5)
	
	
	
	125

	
	Net changes in non-cash working capital ($20 – 40 + 50)
	
	
	
	30

	
	Cash flow from operating activities
	
	
	
	955

	
	Financing activities
	
	
	
	

	
	Repayment of borrowings
	
	$(250)
	
	

	
	Common shares issued
	
	500
	
	

	
	Payment of dividends
	
	(30)
	
	

	
	Cash flow from financing activities
	
	
	
	220

	
	Net increase in cash
	
	
	
	1,175

	
	Cash at beginning of year**
	
	
	
	25

	
	Cash at end of year
	
	
	
	$1,200


**If the company had $1,200 cash on hand at the end of the year and cash increased by $1,175 during the year, cash on hand at the beginning of the year must be $25.


P 14–5
1. Partial cash flow table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	
2019
	
	
2018
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	
	
	
	
	37,900
	1
	
	
	To be explained
	
	C&CE

	Accounts receivable
	
	
	
	
	
	(c) 900
	
	
	
	
	
	900
	
	Operating

	Merchandize inventory
	
	
	
	
	
	
	
	(d) 1,200
	
	1,200
	
	
	
	Operating

	Equipment
	
	
	
	
	
	(h) 10,000
	
	
(j) 15,000
	
	
(i)6,000
(j)1,500
	
2
	10,000
	
	Investing
Investing
Operating

	Accum. dep’n. – equip.
	
	
	
	
	
	(j) 7,500
	
	(a) 3,000
	
	3,000
	
	
	
	Operating

	Accum. amort – patents
	
	
	
	
	
	
	
	(e) 100
	
	100
	
	
	
	Operating

	Accounts payable
	
	
	
	
	
	(k) 1,000
	
	
	
	
	
	1,000
	
	Operating

	Wages payable
	
	
	
	
	
	
	
	(b) 500
	
	500
	
	
	
	Operating

	Dividends payable
	
	
	
	
	
	
	
	(i) 5,000
	
	5,000
	
	
	
	Financing

	Borrowings
	
	
	
	
	
	(f) 5,000
	
	
	
	
	
	5,000
	
	Financing

	Common shares
	
	
	
	
	
	
	
	(g) 12,500
(h) 10,000
	
	22,500
	
	
	
	Financing

	Retained earnings
	
	
	
	
	
	
	
	20,000
	1
	20,000
	
	
	
	Operating

	
	
	
	
	
	
	(i) 5,000
	
	
	
	
	
	5,000
	
	Financing

	
	
	
	
	
	
	67,300
	
	67,300
	
	59,800
	
	21,900
	
	


	
	$37,9001 net cash inflow
1 Given
2 	Cost of machinery		$15,000
	Accumulated depreciation (1/2)		(7,500)
	Carrying amount		7,500
	Cash proceeds		(6,000)
	Loss on disposal		$1,500
The journal entry to record the sale would be:
	Dr.	Cash		6,000	(i)
	Dr.	Accumulated Dep’n.	7,500
	Dr.	Loss on Disposal	1,500	(j)
	Cr.		Machinery			15,000
The first item (i) is a cash inflow from investing activities. The second item (j) is added back to net income to arrive at cash flow from operating activities.


P 14–5 continued
2. 
	Wheaton Co. Ltd.
Statement of Cash Flows
For the Year Ended December 31, 2019


	
	Operating activities
	
	
	
	

	
	Income before income taxes ($95,000 – 70,000)
	
	
	
	$ 25,000

	
	Income taxes paid
	
	
	
	(5,000)

	
	Items not affecting cash flow
	
	
	
	

	
	Depreciation and amortization ($3,000 + 100)
	
	
	
	3,100

	
	Loss on disposal of machinery
	
	
	
	1,500

	
	Net changes in non-cash working capital 
($500 – 900 + 1,200 – 1,000)
	
	
	
	
(200)

	
	Cash flow from operating activities
	
	
	
	24,400

	
	Investing activities
	
	
	
	

	
	Proceeds from sale of machinery
	
	$   6,000
	
	

	
	Purchase of machinery
	
	(10,000)
	
	

	
	Cash flow used by investing activities
	
	
	
	(4,000)

	
	Financing activities
	
	
	
	

	
	Repayment of borrowings
	
	(5,000)
	
	

	
	Dividends paid ($5,000 – 5,000)
	
	-0-
	
	

	
	Common shares issued
	
	22,500
	
	

	
	Cash flow from financing activities
	
	
	
	17,500

	
	Net increase in cash
	
	
	
	37,900

	
	Cash at beginning of year (given)
	
	
	
	1,000

	
	Cash at end of year (derived)
	
	
	
	$ 38,900




3. 	The statement of cash flows shows that the company has financed its activities internally from operations and by issuing common shares. The sale of machinery also generated cash. It has repaid some borrowings and acquired some capital assets. Wheaton Co. Ltd. has generated substantially more cash than it has used in 2019.


P 14–6
1. 		
	Sales	$225)
	Cost of goods sold	  (92))
	Selling and administrative	(39)
	Depreciation	(44)
	Income taxes	(7)
	Gain on disposal of land	   20)
		Net income	63)
	Retained earnings, beginning of year	-0-
	Dividends declared	 (15)
	Retained earnings, end of year	$ 48)
2. 	Cash flow table:
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	
2019
	
	
2018
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	45
	
	-0-
	
	45
	
	
	
	To be explained
	
	C&CE

	Accounts receivable
	
	100
	
	-0-
	
	100
	
	
	
	
	
	100
	
	Operating

	Merchandize inventory
	
	60
	
	-0-
	
	60
	
	
	
	
	
	60
	
	Operating

	Prepaid rent
	
	10
	
	-0-
	
	10
	
	
	
	
	
	10
	
	Operating

	Equipment
	
	160
	
	-0-
	
	160
	
	
	
	
	
	(a)     40
(c)   120
	
	Investing
Investing

	Accum. dep’n 
	
	(44)
	
	-0-
	
	
	
	44
	
	44
	
	
	
	Operating

	Land
	
	-0-
	
	-0-
	
	30
	
	
(b) 30
	
	

(b)    50
	
	30
(b)    20
	
	Investing
Operating
Investing

	Accounts payable
	
	(50)
	
	-0-
	
	
	
	50
	
	50
	
	
	
	Operating

	Dividends payable
	
	(5)
	
	-0-
	
	
	
	5
	
	5
	
	
	
	Financing

	Income taxes payable
	
	(8)
	
	-0-
	
	
	
	8
	
	8
	
	
	
	Operating

	Non-current borrowings
	
	(80)
	
	-0-
	
	

	
	80
	
	
(d)  100
	
	20
	
	Financing
Financing

	Common shares
	
	(140)
	
	-0-
	
	
	
	140
	
	(a)    40
(e)  100
	
	
	
	Financing

	Retained earnings
	
	(48)
	
	-0-
	
	
	
	48
	
	63
	
	
15
	
	Operating
Financing

	
	
	-0-
	
	-0-
	
	405
	
	405
	
	460
	
	415
	
	



	$45 net cash inflow
(a) $40 of equipment was purchased for $40 of common shares.
(b) The journal entry to record the sale of land would be:
	Dr.	Cash		50
	Cr.		Land			30
	Cr.		Gain on Sale			20
(c) Given


P 14–6 continued

(d) $100 of non-current debt was assumed; $20 of non-current debt was redeemed.

	Obelisk Corporation
Statement of Cash Flows
For the Year Ended December 31, 2019


	
	Operating activities
	
	
	
	

	
	Income from operations
	
	
	
	$     52

	
	Income taxes paid ($9 – 8)
	
	
	
	(1)

	
	Items not affecting cash flow
	
	
	
	

	
	Depreciation expense
	
	
	
	44

	
	Net changes in non-cash working capital 
($50 – 100 – 60 – 10)
	
	
	
	
(120)

	
	Cash flow used by operating activities
	
	
	
	(25)

	
	Investing activities
	
	
	
	

	
	Proceeds from sale of land
	
	$      50
	
	

	
	Purchase of equipment
	
	(160)
	
	

	
	Purchase of land
	
	(30)
	
	

	
	Cash flow used by investing activities
	
	
	
	(140)

	
	Financing activities
	
	
	
	

	
	Proceeds from non-current borrowings
	
	100
	*
	

	
	Common shares issued
	
	140
	
	

	
	Repayment of non-current borrowings
	
	(20)
	*
	

	
	Payment of dividends ($15 – 5)
	
	(10)
	
	

	
	Cash flow from financing activities
	
	
	
	210

	
	Net increase in cash
	
	
	
	45

	
	Cash at beginning of year
	
	
	
	-0-

	
	Cash at end of year
	
	
	
	$     45


*Theses could be netted and shown as $80 inflow.
3. 	The statement of cash flows shows that the company used cash to finance its operations, purchase land and equipment, and pay dividends. It generated cash by assuming long-term debt (net), issuing common shares, and selling land. The company generated more cash than it used ($45), but chiefly from financing activities. The cash flow used by operating activities ($25) is a concern, but on the other hand, this may be acceptable in the first year of operations.
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1. 	Cash flow table ($000s):
	
	
	Balance
	
	Change
	
	Cash effect
	
	Activity

	
	
	
2019
	
	
2018
	
	
Dr.
	
	
Cr.
	
	
Inflow
	
	
Outflow
	
	

	Cash
	
	40
	
	30
	
	10
	
	
	
	To be explained
	
	C&CE

	Accounts receivable
	
	38
	
	28
	
	10
	
	
	
	
	
	10
	
	Operating

	Merchandize inventory
	
	102
	
	106
	
	
	
	4
	
	4
	
	
	
	Operating

	Prepaid expenses
	
	8
	
	6
	
	2
	
	
	
	
	
	2
	
	Operating

	Land
	
	-0-
	
	20
	
	
	
	20
	
	24
	
	
4
	
	Investing
Operating

	Building
	
	240
	
	180
	
	60
	
	
	
	
	
	60
	
	Investing

	Machinery
	
	134
	
	80
	
	90
	
	
(a) 36
	
	
(a) 2
(a) 16
	
	90
	
	Investing
Operating
Investing

	Accum. dep’n 
	
	(76)
	
	(80)
	
	(a) 18
	
	14
	
	14
	
	
	
	Operating

	Patents
	
	8
	
	10
	
	
	
	2
	
	2
	
	
	
	Operating

	Accounts payable
	
	(40)
	
	(44)
	
	4
	
	
	
	
	
	4
	
	Operating

	Income taxes payable
	
	(8)
	
	(6)
	
	
	
	2
	
	2
	
	
	
	Operating

	Borrowings
	
	(70)
	
	(60)
	
	
	
	10
	
	10
	
	
	
	Financing

	Common shares
	
	(310)
	
	(240)
	
	
	
	70
	
	70
	
	
	
	Financing

	Retained earnings
	
	(66)
	
	(30)
	
	
	
	36
	
	56
	
	
20
	
	Operating
Financing

	
	
	-0-
	
	-0-
	
	194
	
	194
	
	200
	
	190
	
	



	$10 net cash inflow
	a.	Cash inflow of $16,000 is reported as an investing activity, representing the sale proceeds.
	b.	The $2,000 loss on the sale is added back to income before income taxes to arrive at cash flow from operating activities. This amount was deducted on the income statement to arrive at net income, but does not relate to an operating activity.
Transactions (d) and (e) involve the exchange of shares for machinery and non-current debt, respectively. These transactions are each recorded as two separate transactions, one recording the cash inflow and one the cash outflow. 
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2. 	
	Cormier Limited
Statement of Cash Flows
For the Year Ended December 31, 2019
($000s)


	
	Operating activities
	
	
	
	

	
	Income before income taxes ($56 + 20)
	
	
	
	$     76

	
	Income taxes paid ($20 – 2)
	
	
	
	(18)

	
	Items not affecting cash flow
	
	
	
	

	
	Depreciation and amortization expense ($14 + 2)
	
	
	
	16

	
	Net gains on disposal ($2 – 4)
	
	
	
	(2)

	
	Net changes in non-cash working capital 
($4 – 10 – 2 – 4)
	
	
	
	
(12)

	
	Cash flow from operating activities
	
	
	
	60

	
	Investing activities
	
	
	
	

	
	Proceeds from sale of land
	
	$     24
	
	

	
	Proceeds from sale of machinery
	
	16
	
	

	
	Purchase of machinery and building
	
	(150)
	
	

	
	Cash flow used by investing activities
	
	
	
	(110)

	
	Financing activities
	
	
	
	

	
	Loan proceeds
	
	10
	
	

	
	Common shares issued
	
	70
	
	

	
	Payment of dividends
	
	(20)
	
	

	
	Cash flow from financing activities
	
	
	
	60

	
	Net increase in cash
	
	
	
	10

	
	Cash at beginning of year
	
	
	
	30

	
	Cash at end of year
	
	
	
	$     40


3. 	Cormier has generated cash inflow of $60,000 from operating activities, which is good. It has sold land and machinery, but overall there has been a cash outflow from investing activities because of the purchase of new machinery and the building. Much of the acquisition of capital assets have been financed through loans and issuing common shares. Overall, the company has $30,000 more cash on hand at the end of the year.
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