MNGRES Seminar Two Team Case: ABC 

Cash Flow Statements
The latest two Balance Sheets for ABC are given to you below:

	
	All figure are £’million
	Year to:

	
	
	31.12.07
	31.12.06

	
	Notes (see below)
	£
	£
	£
	£
	£
	£

	Fixed assets
	1
	Cost
	Acc Dep
	NBV
	Cost
	Acc Dep
	NBV

	Buildings
	
	200
	50
	150
	100
	20
	80

	Plant & machinery
	
	100
	50
	50
	100
	30
	70

	
	
	300
	100
	200
	200
	50
	150

	Current assets
	
	
	
	
	
	
	

	Stocks
	2
	1
	
	
	15
	
	

	Debtors
	3
	32
	
	
	38
	
	

	Bank
	4
	29
	62
	
	-
	53
	

	
	
	
	
	
	
	
	

	Current liabilities: due within one year
	
	
	
	
	
	
	

	Creditors
	5
	15
	
	
	10
	
	

	Bank overdraft
	6
	-
	
	
	12
	
	

	Taxation
	7
	25
	
	
	15
	
	

	Dividends
	8
	12
	
	
	6
	
	

	
	
	
	(52)
	
	
	(43)
	

	Net current assets
	9
	
	
	10
	
	
	10

	
	
	
	
	210
	
	
	160

	Creditors: amounts due after more than one year
	
	
	
	
	
	
	

	Long-term loans
	10
	
	
	(20)
	
	
	(50)

	
	
	
	
	
	
	
	

	Net Assets
	
	
	
	190
	
	
	110

	
	
	
	
	
	
	
	

	Capital and Reserves
	
	
	
	
	
	
	

	Shares
	11
	
	
	150
	
	
	100

	Profit and Loss Account
	12
	
	
	40
	
	
	10

	
	
	
	
	
	
	
	

	
	
	
	
	190
	
	
	110

	
	
	
	
	
	
	
	


You also find out the following information:

a) the outstanding corporation tax liability of £15m and the proposed dividend of £6m which related to the year to 31.12.06 were both paid during 2007. No other tax or dividends were paid in 2007.

b) 20 machines, which had originally cost £15 million and on which accumulated depreciation of £10 million has been charged, were sold in 2007 for a loss on disposal of £3million.

Required:-

· fill in the missing parts (???) of the Pro-forma Cash Flow Statement for ABC for the year to 31.12.07.

· Write a Business Report to the directors of ABC, to explain what your Cash Flow Statement tells you about the performance of the company in 2007 and how this information is useful, in addition to that found in the Balance Sheet and profit and Loss Account.

ABC: Cash Flow Statement for the Year to 31.12.07.

	
	
	Notes
	£
	£

	Operating profit
	
	12
	
	
	67

	Depreciation for 2007
	14
	
	???
	

	Loss on disposal of fixed assets
	13
	
	3
	

	Changes in stocks / inventories
	15
	
	14
	

	Changes in debtors / receivables
	
	
	???
	

	Changes in creditors / payables
	
	
	???
	

	
	
	
	
	
	???

	Net cash flow from operating activities
	
	
	???

	
	
	
	
	
	

	Taxation paid this year
	
	
	
	(???)

	
	
	
	
	

	Investing activities
	
	
	
	

	Payments to acquire fixed assets
	
	
	(???)
	

	Receipts from sale of fixed assets
	13
	
	???
	(???)

	
	
	
	
	
	

	Financing activities
	
	
	
	

	Issue of shares / stock
	
	
	???
	

	Repayment of loan
	
	
	(???)
	

	Dividends paid this year
	
	
	(???)
	

	
	
	
	
	
	???

	Change in cash over the year
	16
	
	
	???

	(between the Balance Sheets)
	
	
	
	


Notes to Assist You (
1. The fixed asset entries for the two years show 3 things: the original cost, the accumulated depreciation (or total charged to date since the assets were bought) and their Net Book Value (NBV) = Cost – Accumulated depreciation at the Balance Sheet dates.

2. Stocks are the same as inventories.

3. Debtors are the same as receivables

4. Look carefully at what has happened to the bank balance. How has this changed between 31.12.06 and 31.12.07?? The answer is not by £29m.

5. Creditors are the same as payables

6. This ties in with my note 4 above.

7. This is a bit nasty ((-: On 01.01.07 we owed £15m tax (from the 2006 Balance Sheet). During 2007 we are told that we paid this £15m tax. At the end of 2007 we still have £25m outstanding tax to pay. So this must be the amount that was charged as an expense in the 2007 Profit and Loss Account, to get down to the £30m retained profit (see 12 below).

8. The same applies to the dividends. The £6m from 2006 was the only dividend paid during 2007 and £12m remains outstanding at 31.12.07. So this £12m was also deducted in the 2007 Profit and Loss Account.

9. Net current assets are the same as working capital.

10. These are sometimes called bonds or debentures.

11. These are stocks in the US.

12. N.B. These figures £(40 and 10) m represent the retained profits or reserves of the firm at each balance sheet date; the totals they have kept in the firm, rather than paying the profit out as dividends.  During 2007, this balance has increased by £30m, so this is the retained profit for the year to 31.12.07. However, this figure of £30m is after deducting the tax and dividend that were charged to the 2007 Profit and Loss Account. From notes 7 and 8 above, these were £25m and £12m respectively. Hence, the Operating Profit for 2007 before tax and dividends, needed to start off our Cash Flow Statement, is £(30 + 25 + 12) m = £67m

13. We are told 20 machines were sold for a loss on disposal of £3m. At sale, they had a N.B.V. of £(15-10) = £5m. This was our estimate of what they would be worth. If we sold them for a £3m loss, the actual sale proceeds received were only £2m not £5m. Now, as these 20 machines were sold during 2007, they will be in the 2006 Balance Sheet but not the 2007 one (we don’t own them by 31.12.07). So can you see that the 2006 cost for P&M will go down to £85m when the machines got sold? How come it’s back up to £100m again by 31.12.07?? 

14. Taking this one step further, the depreciation charged in the 2007 Profit and Loss Account is the difference between the Accumulated Depreciation totals in the 2006 and 2007 Balance Sheets – after we have accounted for the effect of the fixed assets sold. For buildings, we have no sales, so can you see this years depreciation was £30m £[50 – 20] m. But what was it for P&M??? Remember that £10m depreciation had been charged on the 20 machines sold and we no longer own these.

15. Think whether the changes in stocks, debtors and creditors between the two Balance Sheets have tied up more funds or released them back into the firm – i.e. are they good for your liquidity position or bad? This will tell you whether to put these numbers in brackets (bad) or show them as positive numbers (good).

I’ve inserted brackets where needed on the Pro Forma anyway, to help!! (((
16. What number are you aiming for at the bottom of your Cash Flow Statement?? See notes 4 and 6 above to help.

17.  N.B. Please. For the sake of simplicity, we have EXCUDED the interest payments from the required Cash Flow Statement and assumed that any interest accrued on the loans is paid in the same year as it is owed. IF your group wishes to discuss the interest cover ratio (entirely optional) in your report, then you may like to assume that 10% interest was payable.

Do make sure you identify which Balance Sheet is which; sometimes students get them confused, so that their calculations are back-to-front!!! Somewhat unfortunate …. 

Also make sure that you follow the Bob’s Burgers Cash Flow Statement illustration that has been posted to Seminar Two first – this should help you a lot here.

[This example is based upon the Indirect Method of preparing cash flow statements.]

Please remember that all communication in respect of this Team Case Study should take place or be recorded in the Group Folder that you will be assigned in your Class Room. Your submission for this Assignment should be posted to the Seminar Two Assignment Folder, NOT to our main Discussion board, please.

DUE: END DAY 6 TUESDAY, PLEASE.
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