Assignment Set

Chapter 22 – Statement of Cash Flows

Download this file. Retain doc format. Complete and upload. Receive confirmation of successful upload.

	
	PROBLEM 22-9
	


(a) This is given…cash equivalent amounts…
Davis Inc. should be reporting in the statement of cash flow the change in cash and cash equivalents. Cash equivalents are short-term, highly liquid investments that are readily convertible to known amounts of cash and are subject to an insignificant risk of change in value.  The balances of cash equivalents for Davis Inc. at the fiscal year ends follow.

        March 31



2012

2011
	Cash 
	 $ 5,200 
	
	 $4,400    

	Temporary investments – 30 day T-Bills
	 20,000
	
	 6,200

	Total cash and cash equivalents
	 $25,200
	
	$10,600


Davis Inc. will be explaining the increase in cash and cash equivalents of $14,600 ($25,200 – $10,600)

Note the following requirements of this question are for the operating section only. Because you may not yet have studied the equity method of accounting for (strategic) investments; this data is provided, where applicable, in the following questions. 

PROBLEM 22-9 (Continued)

(b)

	Davis Inc.

	Statement of Cash Flows (Partial – Indirect Method)

	For the Year Ended March 31, 2012

	Cash flows from operating activities
	
	

	
Net income
	
	$72,650

	
Adjustments to reconcile net income to
	
	

	
    net cash provided by operating activities:
	
	

	Depreciation expense
	      $7,500 

	Amortization of patents
	        1,500 

	Amortization of bond discount
	           750 

	Gain on retirement of bonds
	    (16,600)

	Unrealized gain on FV-NI investments
	(3,000)

	Equity in earnings of Jessa Ltd.
	    (12,500)

	Dividends received from Jessa Ltd.
	        2,000 

	Increase in accounts receivable
	       (2,800)

	Increase in inventory
	       (6,200)

	Decrease in prepaid expenses
	           150 

	Increase in prepaid rent
	       (4,000)

	Decrease in accounts payable
	       (1,400)

	Decrease in salaries and wages payable
	          (800)

	Decrease in income taxes payable
	    (16,500)

	Increase in interest payable
	        1,500 

	Increase in accrued pension cost liability
	    1,600 

	Increase in future income tax liability
	      10,300 
	(38,500)

	Net cash provided by operating activities
	
	$  34,150


(c) – work analysis; summary cash flows follow…
	1.
	Cash payments to and on behalf of employees
	

	
	Salaries and wages expense
	 $ 64,500 

	
	Less: increase in pension cost liability
	       (1,600)

	
	Add: decrease in wages payable
	           800 

	
	Cash paid to and on behalf of employees 
	 $ 63,700 

	
	
	

	2.
	Cash received from customers
	

	
	Sales
	 $450,000 

	
	Less: increase in accounts receivable 
	       (2,800)

	
	Cash received from customers
	 $447,200 

	
	
	

	3.
	Income taxes paid
	

	
	Income tax expense
	 $ 30,200 

	
	Add: decrease in income taxes payable
	      16,500 

	
	Less: increase in future income tax liability
	    (10,300)

	
	Income taxes paid
	 $ 36,400 

	
	
	

	4.
	Cash payments to suppliers for goods and services

	
	Cost of goods sold
	 $260,000 

	
	Other general and administrative expenses
	      21,000 

	
	Rent expense
	      18,000 

	
	Add: increase in inventory
	        6,200 

	
	Less: decrease in prepaid expenses
	          (150)

	
	Add:  increase in prepaid rent 
	        4,000 

	
	Add: decrease in accounts payable
	        1,400 

	
	Payments to suppliers for goods and services
	 $310,450 

	
	
	

	5.
	Interest paid
	

	
	Bond Interest expense
	 $ 6,750 

	
	Less: increase in interest payable
	       (1,500)

	
	Less: bond discount amortization
	          (750)

	
	Interest paid
	 $ 4,500 


(d)

The sum of the cash flows arrived at in part (c) using the direct method has one item omitted to arrive at net cash provided from operating activities. This omission is for the dividends received from Davis’ investee Jessa Ltd. in the amount of $2,000 – this is given here.

	Cash received from customers
	 $447,200 

	Payments to suppliers for goods and services
	  (310,450)

	Cash paid to and on behalf of employees 
	    (63,700)

	Interest paid
	       (4,500)

	Income taxes paid
	    (36,400)

	
	      32,150 

	Cash received from dividends
	        2,000 

	Cash provided from operating activities
	 $ 34,150 


	
	PROBLEM 22-12
	


(a)

	Mann Corp.

	Statement of Cash Flows (Indirect Method)

	For the Year Ended December 31, 2011

	Cash flows from operating activities
	
	

	
Net earnings
	
	$240,000

	
Adjustments to reconcile net income to
	
	

	
    net cash provided by operating activities
	
	

	
        Depreciation expense (1)
	$181,000
	

	
        Loss on sale of equipment (2)
	2,000
	

	
        Equity in earnings of Bligh Corp. (3)
	(22,000)
	

	
        Increase in accounts receivable
	(79,700)
	

	
        Increase in inventories
	(42,600)
	

	
        Decrease in accounts payable
	(61,000)
	

	
        Decrease in income taxes payable
	   (9,000)
	   (31,300)

	    Net cash provided by operating activities
	
	208,700

	
	
	

	Cash flows from investing activities:
	
	

	
Proceeds from sale of equipment
	42,000
	

	
Loan to TMC Corp.
	(285,000)
	

	
Principal collected of loan receivable
	    33,500
	

	Net cash used by investing activities
	
	(209,500)

	
	
	

	Cash flows from financing activities:
	
	

	Increases in bank loan
	69,700
	

	
Dividends paid
	 (85,000)
	

	  Net cash used by financing activities
	
	(15,300)

	
	
	

	Net decrease in cash
	
	(16,100)

	Cash, January 1, 2011
	
	  44,400

	Cash, December 31, 2011
	
	$28,300


Additional disclosures:

During the year Mann Corp. had the following operating cash flows relating to interest:


Interest paid on operating line of credit 




 and finance lease:
$14,900


Interest collected on loans to TMC Corp.
9,400

Income taxes paid during the year
151,000
	Non-cash investing and financing activities:
	

	
Issuance of lease obligation for equipment
	$270,000


	(1) Calculation of depreciation expense:
	

	Original cost of equipment sold
	 $   70,000 

	Carrying amount of equipment sold
	(44,000) 

	Accumulated depreciation equipment sold
	         26,000 

	Accumulated depreciation Jan. 1, 2011
	   (1,010,000)

	Accumulated depreciation Dec. 31, 2011
	    1,165,000 

	Depreciation expense
	 $  181,000 

	
	

	(2) Calculation of gain on disposal of equipment:

	Proceeds on sale of equipment
	 $ 42,000 

	Carrying amount of equipment sold
	(44,000) 

	Loss on disposal of equipment
	 $   2,000 

	
	

	(3) Calculation of undistributed earnings of Bligh Corp. - given

	Net income of Bligh Corp.
	 $  88,000 

	Percentage owned by Mann Corp.
	25%

	Undistributed earnings of Bligh Corp.
	 $  22,000 
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