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Building the Basic Financial Statements

Class 12 - Saturday - 20, Feb. 2021 - 8:30 - 10:30 PM

Statement of Cash Flows Formats for Cash Flow Statement
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Timetable ACCOUENe & RepO X
Da Date 0 0 opic Covered Progre

1 Thursday 28-Jan-21  830PM  10:30PM  The Double Entry System, The Chart Of Accounts Y
2 Friday ~ 29-Jan-21  3:00PM 5:00PM  Accounting Cycle, Presentation of Basic Financial Statements ve
3 Saturday 30-Jan-21 830PM  10:30PM  Transactions, Accounting Entries & Trial Balance, GL v
4 Thursday 4-Feb-21  830PM  10:30PM  The Adjusting Entries & The Matching Principle Y
5 Friday ~ 5-Feb-21  3:00PM 5:00PM  Depreciations of Fixed Assets & Amortizations Ve
6 Saturday 6-Feb-21  8:30PM  10:30PM  Adjusted TB, Profit or Loss - Preparation & Components v
7 Thursday 11-Feb-21 8:30PM  10:30PM  Statement of Profit or Loss - Preparation & Components v
8 Friday  12-Feb-21  3:00PM 5:00PM  Statement of Profit or Loss - Preparation & Components ve
9 Saturday 13-Feb-21 8:30PM  10:30PM  Statement of Financial Position - Preparation & Components v
10  Thursday 18-Feb-21 8:30PM  10:30PM  Statement of Financial Position - Preparation & Components v
11 Friday ~ 19-Feb-21  3:00PM 5:00PM  Statement of Financial Position - Preparation & Components ve

Saturday 20-Feb-21 10:30PM  Statement of Cash Flows - Preparation & Components v
13 Thursday 25-Feb-21 8:30PM  10:30PM  Statement of Cash Flows - Preparation & Components
14 Friday ~ 26-Feb-21  3:00PM 5:00PM  Statement of Cash Flows - Preparation & Components
15  Saturday 27-Feb-21 8:30PM  10:30PM  Statement of Cash Flows - Preparation & Components
16 Thursday 4-Mar-21 830PM  10:30PM  Notes to the Financial Statements
17 Friday ~ 5-Mar-21  3:00PM 5:00PM  Financial Ratios - Practical Applications
18 Saturday 6-Mar-21 8:30PM  10:30PM  Value Added Tax "VAT" - Basics & Accounting
19  Thursday 11-Mar-21 8:30PM  10:30PM Report to Your Boss! - Sample Management Report
20 Friday  12-Mar-21 3:00PM 5:00PM  Course Summary, Closing & Distribution of Certificates
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Building a Complete Statement of Cash Flows
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HSA Company - Income Statement
for the Period ending December 31, 2019

HSA Company -Statement of Financial Position
as of December 31, 2019 - (US$)

HSA Company -Statement of Cash Flows
for the Period ending December 31, 2019

uss
Revenue (sales) 820,450
Cost of revenue (sales) (533,293)
Gross Profit 287,157
Operating expenses:
Selling, general & admin expenses (210.400)
Earnings - (EBITDA)™ 76,757
Depreciation expense (16,200)
Amortization expense (7.500)
Eamings before interest & Tax (EBIT) 53,057
Interest expense (12,150)
Earnings before Tax (EBT) 93,964
Tax expenses (9,512)
Net Income 84,452
Retained Eamnings:
Net Income 84,452
Dividends paid (60,000)
To Retained Earnings 24,452
** Earnings before interest, Tax,
Depreciation & Amortization (EBITDA)
Note:
| 2,018 2,019 depr _investing|
PPE 160,925 (180,255) (16,200) (35,530)|

2,018 2,019 depr _investing|
Intangibles 20,100 _ (25.220) (7.500) (12.620)|
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2,019 2,018 Change | uss

Assets Cash flow from Operating Activities
Non-current assests Net Income 84,452
Property, Plant & Equipment (PPE) 180,255 160,925 19,330 =+ Depreciation 16,200
Intangible assets 25220 20,100 5,120  *+ Amortization 7,500
Total non-current assests 205,475 181,025 Adjusted Net Income 108,152
Current assets Changes in working capital:
Cash & Cash equivalents 71,688 60,512 11,176  (Increase) decrease in inventory (28,838)
Inventory 175,210 146,372 28,838  (Increase) decrease in accounts receivable 34,587
Accounts Receivable (AR) 240,563 275,150  (34,587) (Increase) decrease in prepaid expenses 30,100
Prepaid expenses 12,500 42,600 (30,100)  Increase (decrease) in accounts payable 38,001
Total Current assets 499,961 524,634 Increase (decrease) in accrued expenses (7,676)

Net Changes in working capital: 66,174
Total Assets 705,436 705,659 Net Cash flow from Operating Activities 174,326

Cash flow from Investing Activities: -
Shareholders' Equity Purchase of PP&E (35,530)
Common Stock 120,000 120,000 0  Purchase of intangible assets (12,620)
Retained Earnings 170,072 145,620 24,452 = Net Cash flow from Investing Activities (48,150)
Total Shareholders' Equity 290,072 265,620 Cash flow from Financing Activities:
Liabilities Repayment of long term loan (35,000)
Non-current liabilities Repayment of short term loan (20,000)
Long Term loan 250,500 285,500  (35,000) Payment of dividends (60,000)
Total non-current li: 250,500 285,500 Net Cash flow from Investing Activities (115,000)
Current liabilities Net change in cash flows 11,176
Accounts Payable 118,621 80,620 38,001 ~ Opening balance of cash & cash equivalents 60,512
Short Term loan 20,000 40,000  (20,000) Closing balance of cash & cash equivalents 71,688
Accrued 26,243 33,919 (7,676)
Total Current li; 164,864 154,539
Total Liabilities 415,364 440,039
Total Liabilities & Equity 705436 705,659
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Statement of Cash Flows PR e [ YA [ SN

Why is the Statement of Cash Flows important?
= Statement Cash Flows is usually prepared at the end of each year.

= The Statement of Financial Position reflects the balances of cash & banks at
the year end.

= However; the Statement of Financial Position does not tell you the sources of
cash (where the cash came from) and the uses of cash (where it was spent).

= The Statement Cash Flows reflects that in a clear systematic manner.

+ Managers of the business,
- financial analysts,
- creditors and
» other users
= need to read and analyze the Statement of Cash Flows.

Gl
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Statement of Cash Flows
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Methods of
Statement of Cash Flows

Direct Method

In-Direct Method

The In-Direct Method is more
popular than the Direct Method

Direct and In-Direct Methods differ
in the way Cash Flow from
Operating Activities is prepared.
They agree in the other 2 sections

Sections of
Statement of Cash Flows

Cash Flow From Operating Activities
e.g., revenues, expenses, change in current assets
& current liabilities

N pes——

Cash Flow From Investing Activities
e.g., sales and purchase of property, plant &
equipment- PP&E

-

Cash Flow From Financing Activities
e.g., issuance of shares, raising of debts, loans,

dividends
ﬂ _—
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Statement of Cash Flows
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Direct & Indirect Methods:

o Cash purchases 250,000
o Cash sales 400,000
o Cash expenses 50,000
o Depreciation 45,000

o No other transactions during the month.
* Prepare:

o Income Statement

o Cash Flow Statement — Direct method

o Cash Flow Statement — Indirect method

o No inventory balance at the end of the month.

Income Statement

Sales 400,000
Cost of Sales 250,000
Gross Profit 150,000
Expenses - Cash 50,000
Depreciation 45.000
Net Profit 55,000

Cash Flow Statement - Direct Method

Cash Flow Statement - Indirect Method

Cash Flow from Sales 400,000 Net Income 55,000
Cash Flow on Purchase (250,000) Add back non-cash expenses:
Cash Flow on Expenses (50,000 + Depreciation 45,000
Net Cash from Operations 100,000 Net Cash from Operations 100,000
9
9
Statement of Cash Flows A—aadl) clBaxil) Aaild
Direct & Indirect Methods:
o Cash purchases 250,000
o Cash sales 400,000
o Cash expenses 50,000 Income Statement
o Depreciation 45,000 Sales 400,000
o No inventory balance at the end of the month. Cost of Sales 250.000
o No other transactions during the month. Gross Profit 150,000
- Prepare: Expenses - Cash 50,000
o Income Statement Beprgmeﬁlon 4555%%8
o Cash Flow Statement — Indirect method et Profit E—
o Cash Flow Statement — Indirect method
Cash Flow Statement - Direct Method Cash Flow Statement - Indirect Method
Cash Flow from Sales 400,000 Net Income 55,000
Cash Flow on Purchase (250,000) Add back non-cash expenses:
Cash Flow on Expenses (50,000 + Depreciation 45.000
Net Cash from Operations 100,000 Net Cash from Operations 100,000
10
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Statement of Cash Flows ARl cl8dil) d_aild

= Net profit ... isn’t it equal to cash?
= No, as long the accrual basis of accounting is adopted.

= The Statement of Cash Flows is the document that shows from where the cash
came and where it was spent.

= While the Statement of Profit or Loss is the document that tells you how much of
revenue you gained, expenses you incurred, and net profit (loss) you made.

[ Statement of Profit or Loss } [ Statement of Cash Flows }

\ 4

Earned Revenues Received Revenues

Incurred Costs Paid Costs

AccBest™ 11
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Statement of Cash Flows
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Cash Flows from Operating Activities - Indirect Method
= Indirect Method starts with the “net income”,
= Then “net income” is adjusted for non-cash items

= If all the items in Income Statement were cash items, there
will be no need to adjust the “net income”.
= Adjustment to “net income” is required if:
* Some of the sales / revenue invoices were on credit
* Some of the purchase / expenses were on credit
* Some of the inventory “stocks” were not sold.

* Some of the items in the income statement were not in cash:

o Depreciation, Amortization
o Provisions,

o Unrealized gains or losses.

Statement of
Cash Flows

= Operating

G
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Statement of Cash Flows
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Statement of Cash Flows
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Cash Flows from Operating Activities - Indirect Method

= Net Income XX

Adjust for non-cash items:

* Add Back, Depreciation XX Statement of
e Add Back, Provisions XX Cash Flows
= Adjusted net income XX = Operating
= Changes in Working Capital Items:
* (Increase) decrease in Accounts Receivable (x)x
* (Increase) decrease in Accounts Inventory (x)x
* Increase (decrease) in Accounts Payable x(x)
= Net Cash Flows from Operating Activities XX
AccBest" 15
15
Statement of Cash Flows dahil) ol B8l 4_aid
Cash Flows from Operating Activities — Indirect Method
= Example - Cash transactions + credit sales + depreciation
* HSA has the following transactions for the month of February:
o Cash purchases 500,000
o Cash sales 400,000 Stat t of
. atement o
o Credit sales 300,000 Cash Flows
o Cash expenses 60,000 .
L = Operating
o Depreciation 45,000
o Receipt from customers 180,000
o No inventory balance at the end of the month.
o No other transactions during the month.
* Prepare:
o Income Statement for February
o Cash Flow Statement — Direct method
o Cash Flow Statement — Indirect method
AccBest™ i6
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Statement of Cash Flows
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o Cash purchases 500,000
o Cash sales 400,000
o Credit sales 300,000
o Cash expenses 6|0,00D
o Depreciation 45,000
o Receipt from customers 180,000

> No inventory balance at the end of the month
No other transactions during the month.
* Prepare:

o Income Statement for February

o Cash Flow Statement — Indirect method

o Cash Flow Statement — Indirect method

(o]

Cash Flow Statement - Direct Method

Cash Flow from Sales 580,000
Cash Flow on Purchase (500,000)
Cash Flow on Expenses (60.,000)
Net Cash from Operations 20,000

Income Statement

Sales (400,000+300,000) 700,000
Cost of Sales 500,000
Gross Profit 200,000
Expenses - Cash 60,000
Depreciation 45,000
Total expenses 105,000
Net Profit 95,000

Cash Flow Statement - Indirect Method

Net Income 95,000
Add back non-cash expenses:

+ Depreciation 45,000
Adjusted net income 140,000
Change in Working Capital:

- Increase in Receivables (120,000)
Net Cash from Operations 20,000

17
17
Statement of Cash Flows Q&A A—aidl) clBaxil) Aaild
For the fiscal year ended December 31, 2019, HSA Cash flow from Operating Activities
has the following results: Net Income 85,200
¢ Net income 85,200 + Depreciation 15,400
* Depreciation expense 15,400 Adjusted Net Income 100,600
* Increase in accounts receivable 27,600 Changes in working capital:
« Increase in accounts payable 16.400 (Increase) in accounts receivable (27,600)
i . Increase in accounts payable 16,400
¢ Decrease in tax liability 10,800 ) o
. . R (decrease) in tax liability (tax payable) (10,800)
What is HSA net cash flow from operating activities? Net Changes in working capital: 7(22’000)
a) 89,400 Net Cash flow from Operating Activities 78,600
b) 63,200
¢) 95,000 ﬁ
d) 78,600
[ Answer (d) is correct 1
AccBest” 18
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Thank You!
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