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    EXERCISES
E13–1.
	F
	1. Dividends paid

	F
	2. Repayments of long-term debt

	O
	3. Depreciation and amortization

	F
	4. Proceeds from issuance of common stock to employees

	O
	5. [Change in] Accounts payable and accrued expenses

	NA
	6. Cash collections from customers

	F
	7. Net repayments of notes payable to banks

	O
	8. Net income

	I
	9. Payments to acquire property and equipment

	O
	10. [Change in] Inventory




E13–2.
	I
	1. Proceeds from sale of property, plant and equipment

	O
	2. Interest received

	F
	3. Repayments of loans

	O
	4. Income taxes paid

	F
	5. Proceeds from ordinary share [stock] issues

	F
	6. Dividends paid 

	O
	7. Payments in the course of operations

	O
	8. Receipts from customers

	I
	9. Payments for property, plant and equipment

	NA
	10. Net income





E13–3.
1.	          NE	Salaries expense
					Accrued salaries payable	
2.	         – NCFI	Plant and equipment	
					Cash
3.	+	NCFO	Cash
					Accounts receivable
4.	        –  NCFO	Interest expense
					Cash
5.	–	NCFF	Retained earnings
					Cash
6.	+	NCFI	Cash
			Accumulated depreciation
					Plant and equipment
7.	–	NCFO	Prepaid expenses (rent)
					Cash
8.	–	NCFF	Short-term debt
			           Cash
9.	          NE	Inventory
					Accounts payable
10.	–	NCFO	Accounts payable
					Cash

E13–4.
1.	            NE	Inventory	
					Accounts payable	
2.	–	NCFO	Prepaid expenses (rent)
					Cash
3.	             NE	Plant and equipment 
					Note payable
4.	             NE	Expense
					Prepaid expense
5.	        –    NCFO	Income tax expense
					Cash
6.	–	NCFI	Investment securities 
					Cash
7.	+	NCFF	Cash
					Common stock
					Additional paid-in capital
8.	+	NCFO	Cash
					Accounts receivable
9.	+	NCFI	Cash
					Plant and equipment (net)
10.	+	NCFF	Cash 
					Long-term Debt

E13–5. 

Comparison of Statement of Cash Flows direct and indirect reporting
	
Cash flows
	Statement of Cash Flows Method

	(and related changes)
	Direct
	Indirect

	
	 1.
	
	Accounts payable increase or decrease
	
	X

	
	 2.
	
	Payments to employees
	X
	

	
	 3.
	
	Cash collections from customers
	X
	

	
	 4.
	
	Accounts receivable increase or decrease
	
	X

	
	5.
	
	Payments to suppliers
	X
	

	
	6.
	
	Inventory increase or decrease
	
	X

	
	 7.
	
	Wages payable, increase or decrease
	
	X

	
	 8.
	
	Depreciation expense
	
	X

	
	 9.
	
	Net income
	
	X

	
	10.
	
	Cash flows from operating activities
	X
	X

	
	11.
	
	Cash flows from investing activities
	X
	X

	
	12.
	
	Cash flows from financing activities
	X
	X

	
	13.
	
	Net increase or decrease in cash during the period
	X
	X


The direct method reports cash flows from operating activities individually for each major revenue and expense. In contrast, the indirect method reports a reconciliation of net income to cash flow from operating activities. The two methods report the investing and financing activities in exactly the same way.

E13–6.
	Cash flows from operating activities—indirect method
	
	

	Net income	
	$7,625
	

	Depreciation expense	
	8,500
	

	Accounts receivable increase ($12,500 – $10,000) 	
	(2,500
	)

	Inventory decrease ($8,000 – $15,000) 	
	7,000
	

	Salaries payable increase ($1,750 – $800) 	
	950
	

	Net cash provided by operating activities	
	$21,575 
	



E13–7.
Req. 1
	Cash flows from operating activities—indirect method
	
	

	Net loss	
	($3,900
	)

	Depreciation expense	
	5,000
	

	Amortization of copyrights	
	200
	

	Accounts receivable decrease ($8,000 – $25,000) 	
	17,000
	

	Salaries payable increase ($14,000 – $1,000) 	
	13,000
	

	Other accrued liabilities decrease ($1,000 – $5,100)	
	(4,100
	)

	Net cash provided by operating activities	
	$27,200 
	



Req. 2  
The first reason for the net loss was the depreciation expense.  This is a non-cash expense. Depreciation expense, along with decreased working capital requirements (current assets - current liabilities), turned the net loss into positive operating cash flow from operations.  The reasons for the difference between net income and cash flow are important because they help the financial analyst to determine if the trends are sustainable or whether they represent one-time events.

E13–8.
Req. 1
	Cash flows from operating activities—indirect method
	
	

	Net loss	
	 ($98,819
	)

	Depreciation and amortization	
	259,380
	

	Increase in receivables	
	(18,161
	)

	Decrease in accrued interest	
	(18,207 
	)

	Increase in accounts payable	
	571
	

	Decrease in accrued payroll and benefits	
	(3,236
	)

	Increase in other liabilities	
	53,030 
	

	Cash flows from operating activities	
	$174,558
	


Note: The increase in long-term debt and additions to equipment do not affect cash flows from operating activities.

Req. 2  
The primary reason for the net loss was the depreciation and amortization expense.  These represent non-cash expenses.  Large depreciation and amortization expense, offset partially by increased working capital requirements, turned Time Warner’s net loss into positive operating cash flow.  The reasons for the difference between net income and cash flow from operations are important because they help the financial analyst to determine if the trends are sustainable or whether they represent one-time events.

E13–9.
	Account 
	
	Change

	Receivables 
	
	Increase

	Inventories
	
	Increase

	Other current assets
	
	Decrease

	Payables
	
	Increase



E13–10.
	Account 
	
	Change

	Accounts receivable
	
	Increase

	Inventories
	
	Decrease

	Other current assets
	
	Decrease

	Accounts payable
	
	Increase

	Income taxes payable
	
	Increase

	Other current liabilities
	
	Increase



E13–11.
Req. 1
	Cash flows from investing activities
	 
	Year 1
	
	Year 2
	
	

	Proceeds from sale of equipment 	
	
	$14,692
	
	$11,616
	
	


The amount reported in the cash flow from investing activities section of the statement of cash flows is the total cash proceeds from the sale of the equipment, regardless of the amount of any gain or loss.

Req. 2
Any gain on the sale of the equipment is subtracted from net income to avoid double counting of the gain. Any loss on the sale of the equipment is added to avoid double counting of the loss.
	Cash flows from operating activities
	 
	Year 3
	
	Year 2
	
	Year 1

	Loss (Gain) on sale of equipment	
	
	$10,631
	
	$(6,732)
	
	-- 



Computations:
	 
	Year 1
	Year 2

	Plant and equipment (at cost)
	$55,000 
	$8,500 

	Accumulated depreciation 
	29,677 
	3,616 

	Net book value
	25,323 
	4,884 

	Cash Proceeds – Net book value = Gain (Loss) on sale 
	(10,631)
	6,732 


E13–12.
	Req. 1
Equipment
	
	

Accumulated Depreciation

	Beg. Bal.
	13,000
	
	
	
	
	
	
	
	
	
	1,800
	Beg. Bal.

	
	
	
	
	5,300*
	Sold
	
	Sold
	530*
	
	
	630
	Dep. Exp.

	End. Bal.
	 7,700
	
	
	
	
	
	
	
	
	
	1,900
	End. Bal.


*plug figures
Cost of equipment sold = $5,300
Accumulated depreciation on sold equipment = $530
	Book value of sold equipment	
	$4,770 
	

	Less: Loss on sale (given)	
	(2,700
	)

	 Cash received from sale	
	$2,070 
	



Req. 2
Any gain on the sale of the equipment is subtracted from net income to avoid double counting of the gain. Any loss on the sale of the equipment is added to avoid double counting of the loss. The loss of $2,700 would be added.

Req. 3
The amount of cash received is added in the computation of Net Cash Flow from investing activities, regardless of whether the sale results in a gain or loss. The cash inflow if $2,070 would be added.

E13–13.
Req. 1 
	Cash flows from operating activities—indirect method
	
	

	Net income	
	$5,642
	

	Depreciation and amortization	
	1,406
	

	Increase in accounts receivable	
	(330
	)

	Increase in inventory	
	(186
	)

	Increase in prepaid expense	
	(37
	)

	Increase in accounts payable	
	223
	

	Decrease in taxes payable	
	 (295
	)

	Decrease in other current liabilities	
	(339
	)

	 Cash flows from operating activities	
	$6,084
	


Note: The cash dividends paid and treasury stock purchased are not related to operating activities and do not affect cash flows from operating activities. 

Req. 2
	Quality of income ratio
	=
	Cash flow from operations
	=
	$6,084
	=
	1.08

	
	
	Net income
	
	$5,642
	
	



Req. 3
The reason the quality of income ratio was greater than one was primarily because of large non-cash depreciation charges.



E13–14.
The investing and financing sections of the statement of cash flows for Randall’s Furniture:	
	Cash flows from investing activities:
	
	

	Purchase of property, plant & equipment	
	   $(871)
	

	Sale of marketable securities	
	       134 
	

	Proceeds from sale of property & equipment	
	    6,594 
	

	Net cash flows from investing activities	
	
	  $5,857 

	
	
	

	Cash flows from financing activities:
	
	

	Borrowings under line of credit	
	    1,417 
	

	Proceeds from issuance of stock	
	         11 
	

	Payments on long term debt	
	       (46)
	

	Payment of dividends	
	     (277)
	

	Purchase of treasury stock	
	  (1,583)
	

	Net cash flows from financing activities	
	
	     (478)




E13–15.
	
DIVE IN COMPANY
Statement of Cash Flows
For the Year Ended December 31, 2008

	Cash flows from operating activities:
	
	
	
	

	 Net income	
	$ 300
	
	
	 

	 Adjustments to reconcile net income to net cash
  provided by operating activities:
	
	
	
	

	  Increase in accounts receivable	
	(200
	)
	
	

	  Increase in prepaids 	
	(50
	)
	
	

	  Decrease in wages payable	
	(750
	)
	
	

	 Net cash provided by (used for) operating activities	
	(700
	)
	
	

	Cash flows from Investing activities:
	
	
	
	

	        Cash paid for equipment
	      (300
	)
	
	

	            Net cash provided by (used for) investing activities	
	(300
	)
	
	

	Cash flows from financing activities:
	
	
	
	

	 Cash proceeds from issuing stock	
	200
	
	
	

	Net cash provided by financing activities	
	200
	
	
	

	Net increase (decrease) in cash during the year	
	(800
	)
	
	

	Cash balance, January 1, 2008	
	4,000
	
	
	

	Cash balance, December 31, 2008	
	 $3,200
	
	
	






E13–16.
Req. 1
The investing and financing sections of the statement of cash flows for Gibraltar Industries:
	Cash flows from investing activities:
	
	

	     Acquisitions (investments in other companies)
	(84,243)
	

	     Purchases of other equity investments
	(7,797)
	

	     Purchases of property, plant and equipment
	(22,571)
	

	     Net proceeds from sale of property and equipment
	436
	

	Net cash used in investing activities
	
	(114,175)

	
	
	

	Cash flows from financing activities:
	
	

	     Long-term debt reduction
	(118,100)
	

	     Proceeds from long-term debt
	122,144
	

	     Net proceeds from issuance of common stock
	73,558
	

	     Payment of dividends
	(2,733)
	

	Net cash provided by (used in) financing activities
	
	74,869



Req. 2
	Capital acquisitions ratio
	=
	Cash flow from operations
	=
	$64,663
	=
	2.86

	
	
	Cash Paid for Plant & Equipment
	
	$22,571
	
	


The capital acquisitions ratio measures the company's ability to finance plant and equipment purchases from operations. Since this amount was more than 1 (2.86), the company has generated more than enough to finance plant and equipment purchases from operations.

Req. 3
Gibraltar’s management is using the cash proceeds from the stock offering, along with the excess cash generated by operations (see Req. 2) mainly to invest in other companies. Note that most of the new long-term debt issuances are being used to pay off existing long-term debt. 

E13–17.
Req. 1
Both of these transactions are considered noncash investing and financing activities, and are not reported on the statement of cash flows. The transactions must be disclosed in a separate schedule or in the footnotes. The information disclosed in the separate schedule would state:
a.	Equipment valued at $26,000 was acquired by giving a $15,000, 12%, two-year note, and common stock with a market value of $11,000.
b.	A machine valued at $8,700 was acquired by exchanging land with a book value of $8,700.

Req. 2
The capital acquisitions ratio measures the company's ability to finance plant and equipment purchases from operations. Since neither of these transactions enters the numerator or denominator of the ratio, they would have no effect.  Many analysts believe that these transactions represent important capital acquisitions, and thus should be included in the denominator of the ratio to indicate what portion of all (not just cash) acquisitions are being financed from operations.

E13–18.
	Cash flows from operating activities—direct method
	
	

	Cash collected from customers1
	$72,500
	

	Cash payments to suppliers of inventory2
	(39,875
	)

	Cash payments to employees 3
	(11,050
	)

	Net cash provided by operating activities	
	$21,575 
	


1.  Cash collected from customers = Sales revenue – Increase in Accounts receivable 
$75,000 – $2,500 = $72,500
2.  Cash payments to suppliers of inventory = Cost of goods sold – Decrease in Inventory
			$46,875 – $7,000 = $39,875
3.  Cash payments to employees = Salaries expense – Increase in Salaries payable
			$12,000 – $950= $11,050

E13–19.
Req. 1
	Cash flows from operating activities—direct method
	
	

	Cash collected from customers1
	$68,000
	

	Cash payments to employees2
	(28,000
	)

	Cash paid for other expenses3
	(12,800
	)

	Net cash provided by operating activities	
	$27,200 
	


1.  Cash collected from customers = Sales revenue + Decrease in Accounts receivable
$51,000 + $17,000 = $68,000
2.  Cash payments to employees = Salaries expense – Increase in Salaries payable
$41,000 – $13,000 = $28,000
3.  Cash paid for other expenses = Other expenses + Decrease in Other accrued liabilities
			$8,700 + $4,100 = $12,800

Req. 2  
The first reason for the net loss was the depreciation expense.  This is a non-cash expense. Depreciation expense, along with decreased working capital requirements (current assets - current liabilities), turned the net loss into positive operating cash flow.  The reasons for the difference between net income and cash flow are important because they help the financial analyst to determine if the trends are sustainable or whether they represent one-time events.

E13–20.
Req. 1
	Cash flows from operating activities—direct method
	
	

	Cash collected from customers1
	$136,330  

	Cash payments to employees
	(56,835)

	Cash payments to suppliers2
	(47,139)

	Cash payments for other expenses3
	(9,164)

	Cash payments for income tax4
	(700)

	     Net cash provided by operating activities
	$22,492


1. Cash collected from customers: 
Revenues – Increase in Accounts receivable
$136,500 – 170 = 136,330
2. Cash payments to suppliers:  
Cost of sales – Decrease in Inventories + Decrease in Accounts payable
$45,500 – 643 + 2,282  = 47,139
3. Cash payments for other expenses:  
Other expense + Increase in Prepaid expenses + Decrease in Accrued liabilities
$7,781 + 664 + 719 = 9,164
4. Cash payments for income tax: 
Income tax expense – Increase in income taxes payable 
$2,561 – 1,861 = 700

Req. 2  
The primary reason for the net loss was the depreciation and amortization expense.  These represent non-cash expenses.  Large depreciation and amortization expense, offset partially by increased working capital requirements, turned Sizzler’s net loss into positive operating cash flow.  The reasons for the difference between net income and cash flow from operations are important because they help the financial analyst to determine if the trends are sustainable or whether they represent one-time events.



E13–21.

	
	Balances
	Analysis
	Balances

	Item
	12/31/2010
	Debit
	Credit
	12/31/2011

	Cash 
	
	20,500
	
	
	
	
	l
	1,700
	
	
	18,800
	

	Noncash accounts:
	
	
	
	
	
	
	
	
	
	
	
	

	Accounts receivable (net)	
	
	22,000
	
	
	
	
	
	
	
	
	22,000
	

	Merchandise inventory	
	
	68,000
	
	h
	7,000
	
	
	
	
	
	75,000
	

	Investments, long-term	
	
	
	
	d
	10,000
	
	
	
	
	
	10,000
	

	Equipment	
	
	114,500
	
	b
	16,000
	
	i
	21,000
	
	
	109,500
	

	 Total	
	
	225,000
	
	
	
	
	
	
	
	
	235,300
	

	Accumulated depreciation	
	
	32,000
	
	i
	15,000
	
	c
	3,000
	
	
	20,000
	

	Accounts payable	
	
	17,000
	
	e
	3,000
	
	
	
	
	
	14,000
	

	Wages payable	
	
	2,500
	
	f
	1,000
	
	
	
	
	
	1,500
	

	Income taxes payable	
	
	3,000
	
	
	
	
	g
	1,500
	
	
	4,500
	

	Bonds payable	
	
	54,000
	
	
	
	
	
	
	
	
	54,000
	

	
	
	
	
	
	
	
	j
	3,600
	
	
	
	

	Common stock, no par	
	
	100,000
	
	
	
	
	b
	16,000
	
	
	119,600
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Retained earnings	
	
	16,500
	
	k
	15,000
	
	a
	20,200
	
	
	21,700
	

	 Total	
	
	225,000
	
	
	
	
	
	
	
	
	235,300
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Statement of Cash Flows
Conversion of net income to cash flow
from operating activities:
	Inflows
	Outflows
	
	
	

	 Net income	
	a
	20,200
	
	
	
	
	
	
	

	 Depreciation expense	
	c
	3,000
	
	
	
	
	
	
	

	 Accounts payable decrease	
	
	
	
	e
	3,000
	
	
	
	

	 Wages payable decrease	
	
	
	
	f
	1,000
	
	
	
	

	 Income taxes payable increase	
	g
	1,500
	
	
	
	
	
	
	

	 Inventory increase	
	
	
	
	h
	7,000
	
	
	13,700
	

	Cash flows from investing activities:
	
	
	
	
	
	
	
	
	

	 Long-term investment purchased	
	
	
	
	d
	10,000
	
	
	
	

	 Sale of equipment	
	i
	6,000
	
	
	
	
	
	(4,000
	)

	Cash flows from financing activities:
	
	
	
	
	
	
	
	
	

	 Sale of capital stock	
	j
	3,600
	
	
	
	
	
	
	

	 Dividends paid	
	
	
	
	k
	15,000
	
	
	(11,400
	)

	Net increase (decrease) in cash	
	l
	1,700
	
	
	
	
	
	
	

	 Totals	
	
	103,000
	
	
	103,000
	
	
	(1,700
	)

	
	
	
	
	
	
	
	
	
	



	1
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. Dividends paid
. Repayments of long-term debt
. Depreciation and amortization
. Proceeds from issuance of common stock to employees
. [Change in] Accounts payable and accrued expenses
. Cash collections from customers
. Net repayments of notes payable to banks
. Net income
9. Payments to acquire property and equipment
10. [Change in] Inventory

(S
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Matching Items Reported to Cash Flow Statement Categories (Direct Method)

The Australian company BHP Billiton is the world’s biggest mining company. Some of the items included
in its recent annual consolidated statement of cash flows presented using the direct method are listed here.

Indicate whether each item is disclosed in the Operating Activities (O), Investing Activities (I), or
Financing Activities (F) section of the statement or (NA) if the item does not appear on the statement.
(Note: This is the exact wording used on the actual statement.)

1. Proceeds from sale of property, plant, and equipment
__ 2. Interestreceived

3. Repayments of loans

4. Income taxes paid
____ 5. Proceeds from ordinary share [stock] issues

6. Dividends paid
7. Payments in the course of operations
___ 8. Receipts from customers

9. Payments for property, plant, and equipment
IR0 Netiincome

Determining Cash Flow Statement Effects of Transactions

Stanley Furniture Company is a Virginia-based furniture manufacturer. For each of the following first-
quarter transactions, indicate whether net cash inflows (outflows) from operating activities (NCFO), in-
vesting activities (NCFI), or financing activities (NCFF) are affected and whether the effect is an inflow (+)
or outflow (—), or (NE) if the transaction has no effect on cash. (Hint: Determine the journal entry recorded
for the transaction. The transaction affects net cash flows if and only if the account Cash is affected.)

. Recorded an adjusting entry to record accrued salaries expense.
. Paid cash to purchase new equipment.

. Collected payments on account from customers.

. Recorded and paid interest on debt to creditors.

Declared and paid cash dividends to shareholders.

. Sold used equipment for cash at book value.

. Prepaid rent for the following period.

. Repaid principal on revolving credit loan from bank.

. Purchased raw materials inventory on account.

. Made payment to suppliers on account.

SVXUNAUL A WLWN -

TTHT

1

Determining Cash Flow Statement Effects of Transactions

Hewlett-Packard is a leading manufacturer of computer equipment for the business and home markets.
For each of the following recent transactions, indicate whether net cash inflows (outflows) from
operating activities (NCFO), investing activities (NCFI), or financing activities (NCFF) are affected
and whether the effect is an inflow (+) or outflow (—), or (NE) if the transaction has no effect on cash.
(Hint: Determine the journal entry recorded for the transaction. The transaction affects net cash flows
if and only if the account Cash is affected.)

1. Purchased raw materials inventory on account.
2. Prepaid rent for the following period.
3. Purchased new equipment by signing a three-year note.

689

E13-2
LO1
BHP Billiton

E13-3
Lo1
Stanley Furniture

E13-4
LO1
Hewlett-Packard
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E13-5
Lo1

E13-6
L02

E13-7
L02

. Recorded an adjusting entry for expiration of a prepaid expense.
. Recorded and paid income taxes to the federal government.

. Purchased investment securities for cash.

. Issued common stock for cash.

. Collected payments on account from customers.

. Sold equipment for cash equal to its net book value.

. Issued long-term debt for cash.

N=RE-CREN e NRV I N

T

=1

Comparing the Direct and Indirect Methods

To compare statement of cash flows reporting under the direct and indirect methods, enter check marks
to indicate which items are used with each method.

STATEMENT OF
CASH FLOWS METHOD

Cash Flows (and Related Changes) Direct Indirect

. Accounts payable increase or decrease
. Payments to employees
. Cash collections from customers
Accounts receivable increase or decrease
Payments to suppliers
Inventory increase or decrease
Wages payable, increase or decrease
Depreciation expense
9. Net income
10. Cash flows from operating activities
11. Cash flows from investing activities
12. Cash flows from financing activities
13. Net increase or decrease in cash during the period

©NO LA L

Reporting Cash Flows from Operating Activities (Indirect Method)

The following information pertains to Night Company:

Income Statement
Sales $75,000
Expenses

Cost of goods sold $46,875

Depreciation expense 8,500

Salaries expense 12,000 67,375
Net income $ 7,625

Partial Balance Sheet 2010 2009

Accounts receivable $12,500 $10,000
Inventory 8,000 15,000
Salaries payable 1,750 800

Regquired:
Present the operating activities section of the statement of cash flows for Night Company using the
indirect method.

Reporting and Interpreting Cash Flows from Operating Activities from an Analyst’s
Perspective (Indirect Method)

Able Company completed its income statement and balance sheet for 2010 and provided the following
information:
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Income Statement

Service revenue $51,000
Expenses

Salaries $41,000

Depreciation 5,000

Amortization of copyrights 200

Other expenses 8,700
Net loss

Partial Balance Sheet 2010
Accounts receivable $ 8,000
Salaries payable 14,000
Other accrued liabilities 1,000

In addition, Able bought a small service machine for $5,000.

Required:
1. Present the operating activities section of the statement of cash flows for Able Company using the
indirect method.
2. What were the major reasons that Able was able to report a net loss but positive cash flow from
operations? Why are the reasons for the difference between cash flow from operations and net
income important to financial analysts?

Reporting and Interpreting Cash Flows from Operating Activities from an Analyst’s
Perspective (Indirect Metkod)

Time Warner Telecom, Inc., offers network, local, and long-distance voice services, data transmission
services, high-speed dedicated Internet access, and intercarrier services to business customers and
organizations throughout the United States. The company’s recent annual report contained the follow-
ing information (dollars in thousands):

Net loss $(98.819)
Depreciation and amortization 259,380
Increase in receivables 18,161
Decrease in accrued interest 18,207
Increase in accounts payable 571
Decrease in accrued payroll and benefits 3,236
Increase in other liabilities (current) 53,030
Increase in long-term debt 94,248
Additions to equipment 192,269
Required:
1. Based on this information, compute cash flow from operating activities using the indirect
method.

2. What were the majorreasons that Time Warner was able to report a net loss but positive cash flow
from operations? Why are the reasons for the difference between cash flow from operations and
net income important to financial analysts?

Inferring Balance Sheet Changes from the Cash Flow Statement (Indirect Method)

A recent statement of cash flows for Colgate-Palmolive reported the following information (dollars in
millions):

691 |

E13-8
L02
Time Warner Telecom

E13-9
LO2
Colgate-Palmolive
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Operating Activities
Net income $1,353.4
Depreciation 328.7
Cash effect of changes in
Receivables (116.0)
Inventories (118.5)
Other current assets 8.2
Payables 149.9
Other 215.8
Net cash provided by operations $1,821.5

Required:

Based on the information reported on the statement of cash flows for Colgate-Palmolive, determine
whether the following accounts increased or decreased during the period: Receivables, Inventories,
Other Current Assets, and Payables.

E13-10 Inferring Balance Sheet Changes from the Cash Flow Statement (Indirect Method)

o Loz A recent statement of cash flows for Apple contained the following information (dollars in thousands):
: Apple, Inc.

Operations
Net income $310,178
Depreciation 167,958
Changes in assets and liabilities
Accounts receivable (199,401)
Inventories 418,204
Other current assets 33,616
Accounts payable 139,095
Income taxes payable 50,045
Other current liabilities 39,991
Other adjustments (222,691)
Cash generated by operations $ 736,995

Regquired:
For each of the asset and liability accounts listed on the statement of cash flows, determine whether
the account balances increased or decreased during the period.

E13-11 Reporting Cash Flows from the Sale of Plant and Equipment
LO4

During two recent years A. Klein, Inc. disposed of the following plant and equipment:

Year 1 Year 2
Plant and equipment (at cost) $55,000 $ 8,500
Accumulated depreciation on equipment disposed of 29,677 3,616
Cash received 14,692 11,616
Gain (loss) on sale (10,631) 6,732

Regquired:
1. Determine the cash flow from the sale of property for each year that would be reported in the
investing activities section of the cash flow statement.
2. Klein uses the indirect method for the operating activities section of the cash flow statement.
What amounts related to the sales would be added or subtracted in the computation of Net Cash
Flows from Operating Activities for each year?
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Reporting Cash Flows from the Sale of Equipment E13-12
LO4

During the period, English Company sold some excess equipment at a loss. The following information
was collected from the company’s accounting records:

From the income statement

Depreciation expense $ 630

Loss on sale of equipment 2,700
From the balance sheet

Beginning equipment 13,000

Ending equipment 7,700

Beginning accumulated depreciation 1,800

Ending accumulated depreciation 1.900

No new equipment was bought during the period.
Required:

1. For the equipment that was sold, determine its original cost, its accumulated depreciation, and the
cash received from the sale. (Use the equipment and accumulated depreciation T-accounts to infer
the book value of the equipment sold.)

2. English Company uses the indirect method for the Operating Activities section of the cash flow
statement. What amount related to the sales would be added or subtracted in the computation of
Net Cash Flows from Operating Activities?

3. What amount related to the sales would be added or subtracted in the computation of Net Cash
Flows from Investing Activities?

Analyzing Cash Flows from Operating Activities; Interpreting the Quality of Income Ratio E13-13

A recent annual report for PepsiCo contained the following information for the period (dollars in millions): :;(e)sélio
Net income $5,642
Depreciation and amortization 1,406
Increase in accounts receivable 330
Increase in inventory 186
Increase in prepaid expense 37
Increase in accounts payable 293
Decrease in taxes payable 295
Decrease in other current liabilities 330
Cash dividends paid 1,854
Treasury stock purchased 3,000

Required:
1. Compute cash flows from operating activities for PepsiCo using the indirect method.
2. Compute the quality of income ratio.
3. What were the major reasons that Pepsi’s quality of income ratio did not equal 1.07

Reporting Cash Flows from Investing and Financing Activities E13-14
LO4, 6

Randall’s Furniture Corporation is a Virginia-based manufacturer of furniture. In a recent quarter, it
reported the following activities:

Net income $4,135
Purchase of property, plant, and equipment 871
Borrowings under line of credit (bank) 1,417
Proceeds from issuance of stock 11
Cash received from customers 29,164
Payments to reduce long-term debt 46
Sale of marketable securities 134
Proceeds from sale of property and equipment 6,594
Dividends paid 23
Interest paid 90

Purchase of treasury stock (stock repurchase) 1,583
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Required:
Based on this information, present the cash flow from investing and financing activities sec-
tions of the cash flow statement.

E13-15 Preparing a Statement of Cash Flows (Indirect Method)
L02, 4, 6

Dive In Company was started several years ago by two diving instructors. The company’s comparative
balance sheets and income statement are presented below, along with additional information.

2008 2007
Balance sheet at December 31
Cash $ 3,200 $ 4,000
Accounts receivable 700 500
Prepaid expenses 100 50
Equipment 300 0
Wages payable $RE350 $ 1,100
Contributed capital 1,200 1,000
Retained earnings 2,750 2,450
$ 4,300 $ 4,550
Income statement for 2008
Lessons revenue $33,950
‘Wages expense 30,000
Other expenses 3,650
Net income $ 300

Additional Data:

a. Prepaid expenses relate to rent paid in advance.

b. Other operating expenses were paid in cash.

¢. Purchased equipment for $300 cash at the end of 2008 to be used starting in 2009.

d. An owner contributed capital by paying $200 cash in exchange for the company’s stock.

Required:
Prepare the statement of cash flows for the year ended December 31, 2008, using the indirect method.

E13-16 Reporting and Interpreting Cash Flows from Investing and Financing Activities with Dis-
L04, 5, 6 Ccussion of Management Strategy

/\ Gibraltar Industries is a Buffalo, New York-based manufacturer of high-value-added steel products. In

_— arecent year, it reported the following activities:
GIBRALTAR
I TR s

Acquisitions (investments in other companies) $ (84,243)
Decrease in inventories 11,056
Depreciation and amortization 22,448
Long-term debt reduction (118,100)
Net cash provided by operating activities 64,663
Net income 26,953
Net proceeds from issuance of common stock 73,558
Net proceeds from sale of property and equipment 436
Payment of dividends (2.733)
Proceeds from long-term debt 122,144
Purchases of other equity investments (7,797)

Purchases of property, plant, and equipment (22,571)
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Required:
1. Based on this information, present the cash flow from investing and financing activities sections
of the cash flow statement.
2. Compute the capital acquisitions ratio. What does the ratio tell you about Gibraltar’s ability to
finance purchases of property, plant, and equipment with cash provided by operating activities?
3. What do you think was Gibraltar management’s plan for the use of the cash generated by the
issuance of common stock?

Reporting Noncash Transactions on the Statement of Cash Flows; Interpreting the Effect
on the Capital Acquisitions Ratio

An analysis of Martin Corporation’s operational asset accounts provided the following information:

a. Acquired a large machine that cost $26,000, paying for it by giving a $15,000, 12 percent interest-
bearing note due at the end of two years and 500 shares of its common stock, with a par value of
$10 per share and a market value of $22 per share.

b. Acquired a small machine that cost $8,700. Full payment was made by transferring a tract of land
that had a book value of $8,700.

Required:
1. Show how this information should be reported on the statement of cash flows.
2. What would be the effect of these transactions on the capital acquisitions ratio? How might these
transactions distort interpretation of the ratio?

Reporting Cash Flows from Operating Activities from an Analyst’s Perspective (Direct
Method) (Supplement A)

Refer to the information for Night Company in Exercise 13.6.

Required:

Present the operating activities section of the statement of cash flows for Night Company using the
direct method.

Reporting and Interpreting Cash Flows from Operating Activities from an Analyst's
Perspective (Direct Method) (Supplement A)

Refer to the information for Able Company in Exercise 13.7.

Required:

1. Present the operating activities section of the statement of cash flows for Able Company using
the direct method. Assume that other accrued liabilities relate to other expenses on the income
statement.

2. What were the major reasons that Able was able to report a net loss but positive cash flow from
operations? Why are the reasons for the difference between cash flow from operations and net
income important to financial analysts?

Reporting and Interpreting Cash Flows from Operating Activities from an Analyst's
Perspective (Direct Method) (Supplement A)

Refer to the following summarized income statement and additional selected information for Sizzler, Inc.:

Income statement Other information:

Revenues $136,500 Increase in receivables $ 170
Cost of sales 45,500 Decrease in inventories 643
Gross margin 91,000 Increase in prepaid expenses 664
Salary expense 56.835 Decrease in accounts payable 2,282
Depreciation and amortization 33,305 Decrease in accrued liabilities 719
Other expense 7,781 Increase in income taxes payable 1,861
Net loss before tax (6,921)

Income tax expense 2,561

Net loss $ (9,482)

E13-17
LO5, 7

E13-18

E13-19

E13-20
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Required:

1. Based on this information, compute cash flow from operating activities using the direct method.

Assume that prepaid expenses and accrued liabilities relate to other expense.

2. What were the major reasons that Sizzler was able to report a net loss but positive cash flow from
operations? Why are the reasons for the difference between cash flow from operations and net

income important to financial analysts?

E13-21 Preparing a Statement of Cash Flows, Indirect Method: Complete Spreadsheet
(Supplement B)

An analysis of accounts follows:

a. Purchased equipment, $16,000, and issued capital stock in full payment.
b. Purchased a long-term investment for cash, $10,000.
c. Paid cash dividend, $15,000.
d. Sold operational asset for $6,000 cash (cost, $21,000, accumulated depreciation, $15,000).
e. Sold capital stock, 300 shares at $12 per share cash.
ANALYSIS OF
Beginning Balances, —(L Ending Balances,
Items from Financial Statements 12/31/2010 Debit Credit 12/31/2011
Income statement items
Sales $140,000
Cost of goods sold $59,000
Depreciation 3,000
Wage expense 28,000
Income tax expense 9,000
Interest expense 5,000
Remaining expenses 15,800
Net income 20,200
Balance sheet items
Cash $ 20,500 $ 18,800
Accounts receivable 22,000 22,000
Merchandise inventory 68,000 75,000
Investments, long-term 10,000
Equipment 114,500 109,500
Total debits $225,000 $235,300
Accumulated depreciation $ 32,000 $ 20,000
Accounts payable 17,000 14,000
Wages payable 2,500 1,500
Income taxes payable 3,000 4,500
Bonds payable 54,000 54,000
Common stock, no par 100,000 119,600
Retained earnings 16,500 21,700
Total credits $225,000 $235.300
Inflows Outflows
Statement of cash flows
Cash flows from operating activities:
Cash flows from investing act S
Cash flows from financing activities:
Net increase (decrease) in cash
Totals
Required:

Complete the spreadsheet for the statement of cash flows, indirect method.
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M13-3
Lo1
Lion Nathan

R

M13-4
L03

M13-5
LO3

M13-6
LO6

M13-7
Lo7

E13-1
LO1
Reebok

EXERCISES

Matching Items Reported to Cash Flow Statement Categories (Direct Method)

Lion Nathan, brewer of XXXX, Toohey’s, and other well-known Australian brands, has net revenue of
nearly $2 billion Australian. Some of the items included in its recent annual consolidated statement of
cash flows presented using the direct method are listed here. Indicate whether each item is disclosed
in the Operating Activities (O), Investing Activities (I), or Financing Activities (F) section of the
statement or (NA) if the item does not appear on the statement. (Note: This is the exact wording used
on the actual statement.)

1. Receipts from customers.
— 2. Dividends paid.
__ 3. Payment for share buy-back.
— 4. Proceeds from sale of property, plant, and equipment.
5. Repayments of borrowings (bank debt).
6. Net interest paid.

Analyzing the Quality of Income Ratio

Lisa K. Corporation reported net income of $86,000, depreciation expense of $2,000, and cash flow
from operations of $52,500. Compute the quality of income ratio. What does the ratio tell you about
the company’s ability to finance operating and other cash needs from operating cash inflows?

Computing Cash Flows from Investing Activities

Based on the following information, compute cash flows from investing activities.

Cash collections from customers $550
Sale of used equipment 250
Depreciation expense 200
Purchase of short-term investments 285

Computing Cash Flows from Financing Activities

Based on the following information, compute cash flows from financing activities.

Purchase of short-term investments $ 500
Dividends paid 900
Interest paid 300
Additional short-term borrowing from bank 950

Reporting Noncash Investing and Financing Activities

Which of the following transactions qualify as noncash investing and financing activities?
Purchase of building with mortgage payable

Additional short-term borrowing from bank

Dividends paid in cash

Purchase of equipment with short-term investments

Available with McGraw-Hill’s Homework Manager

Matching Items Reported to Cash Flow Statement Categories (Indirect Method)

Reebok International Ltd. is a global company that designs and markets sports and fitness products,
including footwear, apparel, and accessories. Some of the items included in its recent annual consoli-
dated statement of cash flows presented using the indirect method are listed here.

Indicate whether each item is disclosed in the Operating Activities (O), Investing Activities (I), or
Financing Activities (F) section of the statement or (NA) if the item does not appear on the statement.
(Note: This is the exact wording used on the actual statement.)





