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Question 1. Essay question							(20 points)
Explain the three main classifications of statement of cash flows, Operating, Investing and Financing. Illustrate by examples the difference between operating activity and investing activity.
Statement of cash flows are placed into three categories depending on the nature of the transaction and these categories include operating activities, investing activities, and financing activities. 
Operating activities include cash transactions associated with net income. For instance, revenue generated from the sale of goods and cash paid in expenses are operating activities because expenses and revenues are included in the calculation of net income. The transactions included in this category largely involve changes in cash, inventory, depreciation, accounts payable, and accounts receivable.
Investing activities include transaction activities that relate to noncurrent assets such as equipment, property, long term investments and the principal amounts of loans made to other entities. For instance, cash paid for an investment outside the company or cash made from the sale of land are investing activities. However, the interest received from loans is perceived to be operating activities because it affects the calculation of net income.  Other transactions placed in this category include payments made during a merger or acquisitions. Generally, these transactions result in cash outflows because cash is used to buy property, equipment, or short term assets such as market securities.
Financing activities involve transactions that are associated with noncurrent liabilities as well as the equity of owners. Examples of such transactions include dividend payments, stock sales and repurchases, and the principal amount of long term debt. Changes in cash from financing activities are cash inflow, when capital is raised and cash outflow when dividends are paid.








































Question 2. The comparative statements of financial position of Carefour Co. for 2019 and 2018 appear as follows.

	Carefour Inc.

	Statements of Financial Position

	Assets
	2019
	2018

	Buildings
	$138,000
	$74,000

	Less: Accumulated depreciation—buildings
	(34,000)
	(22,000)

	Accounts receivable
	96,000
	86,000

	Cash
	90,000
	26,000

	    Total
	290,000
	164,000

	
	
	

	Equity and Liabilities
	
	

	Share capital—ordinary
	140,000
	100,000

	Retained earnings
	50,000
	34,000

	Notes Payable (long-term)
	60,000
	-

	Accounts payable
	40,000
	30,000

	    Total
	$290,000
	$164,000



Net income of $76,000 was reported in 2019. New buildings were purchased and none were sold. (Hint: Use the Retained Earnings formula to compute dividends paid for 2019)
Instructions
· Prepare a statement of cash flows for the year 2019. (60 points)
· Explain the reason for the adjustments made in the Operating Section of the Cash Flow Statement. (15 points)
· Explain the reason why in Financing Section, when it comes to the change in Retained Earnings, only dividends are considered. (5 points)

Statement of cash flows for the year 2019
	Operations activities
	
	
	
	

	Net Income
	76,000
	
	
	

	Depreciation
	12,000
	
	
	

	Increase in accounts payable
	10,000
	
	
	

	Increase in accounts receivables
	-10,000
	
	
	

	
	
	
	
	

	Net cash flow from operating activities
	
	88,000
	
	

	
	
	
	
	

	Investing activities 
	
	
	
	

	Purchase of building
	-64000
	
	
	

	
	
	
	
	

	[bookmark: _GoBack]Net cash used in Investing Activities
	
	-64000
	
	

	
	
	
	
	

	Financing Activities
	
	
	
	

	Share capital—ordinary
	40,000
	
	
	

	Notes Payable (long-term)
	60,000
	
	
	

	Dividends paid
	-60,000
	
	
	

	
	
	
	
	

	Net cash flow from financing activities
	
	40,000
	
	

	
	
	
	
	

	Net increase in cash and cash equivalents
	
	64,000
	
	

	
	
	
	
	

	Cash & cash equivalents at the beginning of the year
	26,000
	
	

	
	
	
	
	

	Cash & cash equivalents at the end of the year
	
	90,000
	
	


Working related to cash flow statement
Building account
Particulars		Amount	Particulars		Amount
Opening balance			depreciation
					For the year		12,000 
Of building				Closing balance	104,000	
					of building
(net depreciation)	52,000
Building purchased	64,000
(balancing figure)	
			116,000				116,000

Statement of changes in retained earnings
Particulars			Amount	
Opening balance		34,000
Net income for the year	76,000
Closing balance		(50,000)
Dividend paid for the year	60,000		
Explain the reason for the adjustments made in the Operating Section of the Cash Flow Statement
Depreciation: it is a non-cash expenditure which is deducted when calculating net income for the year. Thus, it is added back in the cash flow statement to know the accurate level of cash and cash equivalents
Increase in accounts payable: any increase in the accounts payable need to be added in net income in order to move from an accrual basis net income to cash used in operations.
Increase in accounts receivable: increase in accounts receivables is subtracted from net income in order to move from an accrual basis net income to cash used in operations.
Explain the reason why in Financing Section, when it comes to the change in Retained Earnings, only dividends are considered.
Retained earnings are often utilized for setting off loss or payment of dividends to shareholders. Since the company has made profits, only dividends are considered for change in retained earnings.
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