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Case #1: Cash is King


Cash is King (CIK) is an SEC registrant that engages in the retail automotive business, both selling and installing after-market parts on cars, as well as providing automotive repairs and service. The business, a national chain, operates on a fiscal calendar year. Cash is King had three transactions during 2020 that require special treatment on the Statement of Cash Flows.

1. Cash is King spent $20 million on manufacturing equipment and machinery, which is classified as a capital expenditure for Property, Plant and Equipment. The terms of the purchase on account were 2%/15, net 30. The company did not take advantage of the discount, and the purchase carried over into the new year on the Accounts Payable balance. 

2. One of the company’s warehouses and sales offices sustained hurricane damage, forcing the company to rent temporary office space. Cash is King settled with its insurance carrier for $15 million in connection with the claim for reimbursement. CIK intends to redirect the $15 million settlement proceeds to “fund its defined-benefit pension plan, rather than to rebuild the destroyed facility”.

3. Cash is King sold $11 million of accounts receivable as a method to pay down its bank debt, as the interest charged for the securitization of AR is a lower rate than the bank debt. Additionally, the agreement with the company handling the receivables is that the proceeds must be used to pay down the company debt. 


1. Transaction #1: What is the appropriate cash flow statement treatment (classification and timing) for the purchase of $20 million worth of capital expenditures in PPE?

The acquisition of property, plant and equipment on account should not be reflected in the statement of cash flows until actual payments have been made. Such amount should be disclosed as a noncash investing and financing activity, either in narrative disclosure or summarized in a schedule.		     
  												     
According to 230-10-10-1, cash flow statement should provide information about entity's cash receipts and disbursements during a period. Also, 230-10-45-1 states that cash flow statement should report the cash effects during an entity's operating period. Therefore, the acquisition of property, plant and equipment on account should not be reflected in the statement of cash flows until actual payments have been made. 

ASC 230-10-50-3 states that transactions that affect recognized assets and/or liabilities must be disclosed even though no cash was exchanged. Therefore, such amount should be disclosed as a noncash investing activity, either in narrative disclosure or summarized in a schedule. 

2. Transaction #2: What is the appropriate cash flow statement treatment (classification and timing) for the $15 million insurance reimbursement for the damage to the warehouse sustained during the hurricane?

Cash is King should classify the $15 million insurance reimbursement of the warehouse damage as investing activity in its December 31, 2020 statement of cash flows.

ASC 230-10-45-21B identifies the proceeds from the settlement of insurance claims: 
Cash receipts resulting from the settlement of insurance claims, excluding proceeds received from corporate-owned life insurance policies and bank-owned life insurance policies, shall be classified on the basis of the related insurance coverage (that is, the nature of the loss). For insurance proceeds that are received in a lump-sum settlement, an entity shall determine the classification on the basis of the nature of each loss (destruction of capital asset) included in the settlement.

ASC 230-10-45- 12 provides that some receipts from insurance settlements are classified as investing activities. Proceeds that are from insurance on a building that has been damaged or destroyed are included as receipts from disposing of plant, property, and equipment. This proceed from an insurance settlement is categorized as an investing activity. 

ASC 230-10-45-16 (c) states: 
All of the following are cash inflows from operating activities: 
c. All other cash receipts that do not stem from transactions defined as investing or financing activities, such as…proceeds of insurance settlements except for those that are directly related to investing or financing activities, such as from destruction of a building; and refunds from suppliers. 

As the insurance settlement proceeds relate to the destruction of property, plant and equipment, the proceeds should be classified as investing cash inflows. 


3. Transaction #3: What is the appropriate cash flow statement treatment (classification and timing) for the sale of accounts receivables, and subsequent agreement to use the proceeds to pay down higher interest debt.

Cash is King should classify the sale of $11 million in AR as an operating activity in its December 31, 2020 statement of cash flows.							      

ASC 230-10-20 defines operating activities as follows:
Operating activities include all transactions and other events that are not defined as investing or financing activities (see paragraphs 230-10-45-12 through 230-10-45-15). Operating activities generally involve producing and delivering good and providing services. Cash flows from operating activities are generally the cash effects of transactions and other events that enter into the determination of net income.

ASC 230-10-45-16a identifies following as cash inflows from operating activities:
a. Cash receipts from sales of goods or services, including receipts from collection or sale of accounts and both short- and long-term notes receivable from customers arising from those sales. 
Accordingly, all cash flows ultimately arising from the sale of inventory are operating cash flows regardless of whether the cash flows result from collecting receivables from the customer in the short or long term or from selling receivables to third parties (e.g., in an ASC 860, Transfers and Servicing (Statement 140 securitization)). 

Accounts receivable and sales of accounts receivable are both classified as operating activities. Cash is King sold the receivables and removed $11 million from its AR balance. Even though the receivables were used to securitize a loan, this transaction should be classified as an operating cash inflow. 





