CHAPTER 13 ALTERNATE PROBLEMS

Problem 13.1A

Classifying Cash Flows
Among the transactions of Diaz Manufacturing were the following:

1. Made payments on accounts payable to merchandise supplies.

2. Paid the principal amount of a note payable to Third Bank.

3. Paid interest charges relating to a note payable to Third Bank.

4. Issued bonds payable for cash; management plans to use this cash in the near future to expand manufacturing capabilities.

5. Paid salaries to employees in the accounting department.

6. Collected an account receivable from a customer.

7. Transferred cash from the general bank account into a money market fund.

8. used the cash received in 4, above, to purchase land and a building suitable for a manufacturing facility.

9. Made a year-end adjusting entry to reorganize depreciation expense.

10. At year-end, purchased for cash an advertising spot in a local newspaper for the next 12 months.

11. Paid the annual dividend on preferred stock.

12. Paid the semiannual interest on bonds payable.

13. Received a semi-annual dividend from an investment in the preferred stock of another corporation.

14. Sold for cash an investment in the common stock of another corporation.

15. Received cash upon the maturity of an investment in cash equivalents.  (Ignore interest.)

Instructions
Most of the proceeding transactions should be included among the activities summarized in a statement of cash flows.  For each transaction that should be included in this statement, indicate whether the transaction should be classified as an operating activity, an investing activity, or a financing activity.  If the transaction should not be included in the current year’s statement of cash flows, briefly explain why not.  (Assume that net cash flows from operating activities are determined by the direct method.)

Problem 13.2A

Format of a Statement of Cash Flows

The accounting staff of Welter Company has assembled the following information for the year ended December 31, 2002:


Cash sales

$  450,000


Credit sales

3,100,000


Collections on accounts receivable

3,100,000


Cash transferred from the money market fund to the general bank account

170,000


Interest and dividends received

80,000


Purchases (all on account)

1,650,000


Payments on accounts payable to merchandise suppliers

1,400,000


Cash payments for operating expenses

1,130,000


Interest paid

160,000


Income taxes paid

72,000


Loans made to borrowers

750,000


Collections on loans (excluding receipts of interest)

250,000


Cash paid to acquire plant assets

2,000,000


Book value of plant assets sold

540,000


Loss on sales of plant assets

60,000


Proceeds from issuing bonds payable

3,000,000


Dividends paid

260,000


Cash and cash equivalents, Jan. 1

700,000

Instructions

Prepare a statement of cash flows in the format illustrated in Chapter 13 of the text.  Place brackets around amounts representing cash outflows.  Use the direct method of reporting cash flows from operating activities.


Some of the items above will be listed in your statement without change.  However, you will have to combine certain given information to compute the amounts of (1) collections from customers, (2) cash paid to suppliers and employees, and (3) proceeds from sales of plant assets.  (Hint: Not every item listed above is used in preparing a statement of cash flows.)

Problem 13.3A

Reporting Investing Activities

An analysis of the income statement and the balance sheet accounts of Schlock Fashions at December 31, 2002, provides the following information:


Income statement items:



Gain on Sales of Marketable Securities

$  23,000



Loss on Sales of Plant Assets

17,000


Analysis of balance sheet accounts:



Marketable Securities account:



Debit entries

72,000




Credit entries

85,000



Notes Receivable account:



Debit entries

192,000




Credit entries

160,000



Plant and Equipment accounts:



Debit entries to plant asset accounts

210,000




Credit entries to plan asset accounts

130,000




Debit entries to accumulated depreciation accounts

70,000

Additional Information

1. Except as noted in 4, payments and proceeds relating to investing transactions were made in cash.

2. The marketable securities are not cash equivalents.

3. All notes receivable relate to cash loans made to borrowers, not to receivables from customers.

4. Purchases of new equipment during the year ($210,000) were financed by paying $80,000 in cash and issuing a long-term note payable for $130,000.

5. Debits to the accumulated depreciation accounts are made whenever depreciable plant assets are retired.  Thus the book value of plant assets retired during the year was $50,000 ($130,000-$70,000).

Instructions

a. Prepare the investing activities section of a statement of cash flows.  Show supporting computations for the amounts of (1) proceeds from sales and marketable securities and (2) proceeds from sales from plant assets.  Place brackets around numbers representing cash outflows.

b. Prepare the supporting schedule that should accompany the statement of cash flows in order to disclose the noncash aspects of the company’s investing and financing activities.

c. Assume that Schlock Fashions’ management expects approximately the same amount of cash to be used for investing activities next year.  In general terms, explain how the company might generate cash for this purpose.

Problem 13.4A

Reporting Investing Activities

An analysis of the income statement and the balance sheet accounts of XTP Exports at December 31, 2002, provides the following information:


Income statement items:



Gain on Sales of Plant Assets

$  8,000



Loss on Sales of Marketable Securities

12,000


Analysis of balance sheet accounts:



Marketable Securities account:



Debit entries

68,000




Credit entries

54,000



Notes Receivable account:



Debit entries

43,000




Credit entries

49,000



Plant and Equipment accounts:



Debit entries to plant asset accounts

120,000




Credit entries to plan asset accounts

110,000




Debit entries to accumulated depreciation accounts

80,000

Additional Information

1. Except as noted in 4, payments and proceeds relating to investing transactions were made in cash.

2. The marketable securities are not cash equivalents.

3. All notes receivable relate to cash loans made to borrowers, not to receivables from customers.

4. Purchases of new equipment during the year ($120,000) were financed by paying $55,000 in cash and issuing a long-term note payable for $65,000.

5. Debits to the accumulated depreciation accounts are made whenever depreciable plant assets are retired.  Thus the book value of plant assets sold or retired during the year was $30,000 ($110,000 – $80,000)

Instructions

a. Prepare the investing activities section of a statement of cash flows.  Show supporting computations for the amounts of (1) proceeds from sales and marketable securities and (2) proceeds from sales from plant assets.  Place brackets around numbers representing cash outflows.

b. Prepare the supplementary schedule that should accompany the statement of cash flows in order to disclose the noncash aspects of the company’s investing and financing activities.

c. Does management have more control or less control over the timing and amount of cash outlays for investing activities than for operating activities?  Explain.
Problem 13.5A

Reporting Operating Cash Flows by the Direct Method

The following income statement and selected balance sheet account data are available for Tollon Exteriors, Inc., at December 31, 2002:

TOLLON EXTERIORS, INC.

Income Statement

For the Year Ended December 31, 2002


Revenue:


Net sales


$3,150,000



Dividend income


94,000



Interest income


60,000



Gain on sales of marketable securities


         5,000



Total revenue and gains


$3,309,000


Costs and expenses:



Cost of goods sold

$1,200,000



Operating expenses

860,000



Interest expense

160,000



Income taxes

    130,000



Total costs and expenses


$2,350,000

Net income


$   959,000



End of
Beginning




Year
of Year


Selected account balances:



Accounts receivable

$625,000
$600,000



Accrued interest receivable

10,000
5,000



Inventories

710,000
680,000



Short-term prepayments

18,000
12,000



Accounts payable (merchandise suppliers)

450,000
425,000



Accrued operating expenses payable

80,000
87,000



Accrued interest payable

14,000
9,000



Accrued income taxes payable

23,000
30,000

Additional Information

1. Dividend revenue is recognized on the cash basis.  All other income statement amounts are recognized on the accrual basis.

2. Operating expenses include depreciation expense of $74,000.

Instructions

a. Prepare a partial statement of cash flows, including only the operating activities section of the statement and using the direct method.  Place brackets around numbers representing cash payments.  Show supporting computations for the following:

1. Cash received from customers

2. Interest and dividends received

3. Cash paid to suppliers and employees

4. Interest paid

5. Income taxes paid

b. Management of Tollon Exteriors, Inc., is exploring ways to increase the cash flows from operations.  One way that cash flows could be increased is through more aggressive collection of receivables.  Assuming that management has already taken all the steps possible to increase revenues and reduce expenses, describe two other ways that cash flows from operations could be increased.

Problem 13.6A

Reporting Operating Cash Flows by the Indirect Method

Using the information presented in Problem 13.5A, prepare a partial statement of cash flows for the current year, showing the computation of net cash flows from operating activities by the indirect method.  Explain why the increase in accounts receivable over the year was subtracted from net income in computing the cash flows from operating activities.

Problem 13.7A

Preparing a Statement of Cash Flows: A Comprehensive Problem without a Worksheet 

You are the controller for Decade Technologies.  Your staff has prepared an income statement for the current year and has developed the following additional information by analyzing changes in the company’s balance sheet accounts.

DECADE TECHNOLOGIES

Income Statement

For the Year Ended December 31, 2002


Revenue:


Net sales


$4,000,000



Interest income


50,000



Gain on sales of marketable securities


       27,000



Total revenue and gains


$4,077,000


Costs and expenses:



Cost of goods sold

$2,000,000



Operating expenses (including depreciation




of $90,000)

820,000



Interest expense

35,000



Income taxes

120,000



Loss on sales of plant assets

     10,000



Total costs, expenses, and losses


 2,985,000


Net income


$1,092,000
Additional Information

1. Accounts receivable increased by $80,000.

2. Accrued interest receivable decreased by 4,000.

3. Inventory decreased by 50,000 and accounts payable to suppliers of merchandise decreased by $19,000.

4. Short-term prepayments of operating expenses increased by $7,000, and accrued liabilities for operating expenses decreased by $10,000.

5. The liability for accrued interest payable increased by $3,000 during the year.

6. The liability for accrued income taxes payable decreased by $9,000 during the year.

7. The following schedule summarizes the total debit and credit entries during the year in other balance sheet accounts:


Debit
Credit


Entries
Entries


Marketable Securities

$  70,000
$    40,000


Notes Receivable (cash loans made to borrowers)

39,000
32,000


Plant Assets (see paragraph 8)

400,000
29,000


Notes Payable (short-term borrowing)

80,000
76,000


Capital Stock


50,000


Additional Paid-in Capital – Capital Stock


200,000


Retained Earnings (see paragraph 9)

400,000
1,092,000

8. The $29,000 in credit entries to the Plant Assets account is net of any debits to Accumulated Depreciation when plant assets were retired.  Thus the $29,000 in credit entries represents the book value of all plant assets sold or retired during the year.

9. The $400,000 debit to retained earnings represents dividends declared and paid during the year.  The $1,092,000 credit entry represents the net income shown in the income statement.

10. All investing and financing activities were cash transactions.

11. Cash and cash equivalents amounts to $48,000 at the beginning of the year and to $1,600,000 at year-end.

Instructions

Prepare a statement of cash flows for the current year.  Use the direct method of reporting cash flows from operating activities.  Place brackets around dollar amounts representing cash outflows.  Show separately your computations of the following amounts:

1. Cash received from customers

2. Interest received

3. Cash paid to suppliers and employees

4. Interest paid

5. Income taxes paid

6. Proceeds from sales of marketable securities

7. Proceeds from sales of plant assets

8. Proceeds from issuing capital stock

Problem 13.8A

Prepare and Analyze a Statement of Cash Flows with a Worksheet

Iton was founded in 2001 to apply a new technology for the Internet.  The company earned a profit of $120,000 in 2001, its first year of operations.  Management expects both sales and net income to more than double in each of the next four years.


Comparative balance sheets at the ends of 2001 and 2002, the company’s first two years of operations appear below.  (Notice that the balances at the end of the current year appear in the right-hand column.)

INTON

Comparative Balance Sheets


December 31,


2001
2002


Assets

Cash and cash equivalents

$  60,000
$      58,000


Accounts receivable

10,000
980,000


Plant and equipment (net of accumulated depreciation)

700,000
  3,042,000


Totals

$770,000
$4,080,000

Liabilities and Stockholders’ Equity

Notes payable (short-term)

$           0
$1,500,000


Accounts payable

40,000
70,000


Accrued expenses payable

60,000
40,000


Notes payable (long-term)

300,000
800,000


Capital stock (no par value)

250,000
1,000,000


Retained earnings

  120,000
     670,000


Totals

$770,000
$4,080,000
Additional Information

The following information regarding the company’s operations in 2002 is available in either the company’s income statement or its accounting records:

1. Net income for the year was $550,000.  The company has never paid a dividend.

2. Depreciation the year amounted to $158,000.

3. During the year the company purchased plant assets costing $2,500,000, for which it paid $2,000,000 in cash and financed $500,000 by issuing a long-term note payable.  (Much of the cash used in these purchases was provided by short-term borrowing, as described below.)

4. In 2002, Inton borrowed $1,500,000 against a $10 million line of credit with a local bank.  In its balance sheet, the resulting obligations are reported as notes payable (short-term).

5. Additional shares of capital stock (no par value) were issued to investors for $750,000 cash.

Instructions

a. Prepare a formal statement of cash flows for 2002, including a supplementary schedule of noncash investing and financing activities.  (Follow the format illustrated in Chapter 13 of the text.  Cash provide by operating activities is to be presented by the indirect method.)

b. Briefly explain how operating activities can be a net use of cash when the company is operating so profitably.

c. Because of the expected rapid growth, management forecasts that operating activities will be an even greater use of cash in the year 2003 than in 2002.  If this forecast is correct, does Intol appear to be heading toward insolvency?  Explain.

Problem 13.9A

Prepare and Analyze a Statement of Cash Flows; Involves Preparation of a Worksheet

Ordinaire, Inc., ells a single product (Dynamo) exclusively through newspaper advertising.  The comparative income statements and balance sheets are for the past two years.

ORDINAIRE, INC.

Comparative Income Statement

For the Years Ended December 31, 2001 and 2002


2001
2002


Sales

$ 610,000
$   370,000


Less: cost of goods sold

300,000
150,000


Gross profit on sales

  310,000
   210,000

Less: operating expenses (including depreciation



of $30,000 in 2001 and $32,000 in 2002)

250,000
240,000



Loss on sale of marketable securities

            0
         2,000

Net income (loss)

$  60,000
($  32,000)
ORDINAIRE, INC.

Comparative Balance Sheets


December 31,


2001
2002


Assets

Cash and cash equivalents

$  24,000
$  59,000


Marketable securities

26,000
14,000


Accounts receivable

32,000
18,000


Inventory

125,000
130,000


Plant and equipment (net of accumulated depreciation)

 270,000
  263,000


Totals

$477,000
$484,000

Liabilities and Stockholders’ Equity

Accounts payable

52,000
77,000


Accrued expenses payable

18,000
15,000


Notes payable

240,000
245,000


Capital stock (no par value)

115,000
132,000


Retained earnings

  52,000
   15,000


Totals

$477,000
$484,000
Additional Information

The following information regarding the company’s operations in 2002 is available from the company’s accounting records:

1. Early in the year the company declared and paid a $5,000 cash dividend.

2. During the year marketable securities costing $12,000 were sold for $10,000 cash, resulting in a $2,000 nonoperating loss.

3. The company purchased plant assets for $25,000, paying $5,000 in cash and issuing a note payable for the $20,000 balance.

4. During the year the company repaid a $15,000 note payable, but incurred an additional $20,000 in long-term debt as described in 3, above.

5. The owners invested a $17,000 cash in the business as a condition of the new loans described in paragraph 4, above.

Instructions

a. Prepare a formal statement of cash flows for 2002, including a supplementary schedule of noncash investing and financing activities.  (Use the format illustrated in Chapter 13 of the text.  Cash provided by operating activities is to be presented by the indirect method.)

b. Explain how Ordinaire, Inc. achieved positive cash flows from operating activities, despite incurring a net loss for the year.

c. Does the company’s financial position appear to be improving or deteriorating? Explain.

d. Does Ordinaire, Inc. appear to be a company whose operations are growing or contracting?  Explain.

e. Assume that management agrees with your conclusions in parts b, c, and d.  What decisions should be made and what actions (if any) should be taken?  Explain.
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