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Statements of financial position as at 31 December 2016 and 2017

2016 2017
om om
ASSETS
Non-current assets.
Property, plant and equipment
Land and buildings 9% 110
Plant and machinery 53 62
a7 72

Current assets.
Inventories 25 24

Treasury bills (short-term investments) - 15
Trade receivables 16 2
Gash at bank and in hand 4 _4
a5 69
Total assets 192 241
EQUITY AND LIABILITIES
Equity
Galled-up ordinary share capital 100 100
Retained eamings 30 56
130 156
Non-current liabilties
Borrowings - loan notes (10%) 20 40
Current liabilities
Trade payables 38 a7
Taxation _4 8
42 _45
Total equity and liabilities 192 241
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Notes:
1 Included in ‘cost of sales’, ‘distribution expenses’ and ‘administrative expenses’, depreciation
was as follows:

2016 2017
em em
Land and buildings 5 6
Plant and machinery 6 10

There were no non-current asset disposals in either year.
The interest payable expense equalled the cash payment made during each of the years.
The business paid dividends on ordinary shares of £14 million during 2016 and £18 million
during 2017.

5 The Treasury bill represent a short-term investment of funds that will be used shortly in opera-
tions. There is insignificant risk that this investment willlose value.

PRI

Required:
Prepare a statement of cash flows for the business for 2017.

The solution to this question can be found at the back of the book on pages 521-522.
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Touchstone plc
Statement of cash flows for the year ended 31 December 2017

em
Cash flows from operating activities
Profit before taxation (after interest) (see Note 1 60
below)
Adjustments for:
Depreciation 16
Interest expense (Note 2) 4
80
Increase in trade receivables (26 — 16) (10)
Decrease in trade payables (38 — 37) 1)
Decrease in inventories (25 — 24) 1
Cash generated from operations 70
Interest paid )
Taxation paid (Note 3) (12)
Dividend paid (18)
Net cash from operating activities 36
Cash flows from investing activities
Payments to acquire tangible non-current assets (1)
(Note 4)
Net cash used in investing activities (@1)
Cash flows from financing activities
Issue of loan notes (40 — 20) 20
Net cash used in financing activities 20
Net increase in cash and cash equivalents 15
Cash and cash equivalents at 1 January 2017
Cash 4
Cash and cash equivalents at 31 December 2017
Cash 4
Treasury bills 15
19
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To see how this relates to the cash of the business at the beginning and end of the year it
can be useful to provide a reconciliation as follows:

Analysis of cash and cash equivalents during the year ended 31 December 2017

em
Cash and cash equivalents at 1 January 2017 4
Net cash inflow 15
Gash and cash equivalents at 31 December 2017 1

Notes:

1 This is simply taken from the income statement for the year.

2 Interest payable expense must be taken out, by adding it back to the profit before taxation
figure. We subsequently deduct the cash paid for interest payable during the year. In this case,
the two figures are identical.

3 Many companies pay 50% of their tax during their accounting year and the other 50% in the
following year. Thus the 2017 payment would have been half the tax on the 2016 profit (that
is, the figure that would have appeared in the current liabilties at the end of 2016), plus half
of the 2017 tax charge (thatis, 4 + (', X 16) = 12).
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4 Since there were no disposals, the depreciation charges must be the difference between the start
and end of the year's non-current asset values, adjusted by the cost of any additions:

em
Carrying amount at 1 January 2017 147
Additions (balancing figure) a1

188
Depreciation (6 + 10) (16)

Carrying amount at 31 December 2017 in
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The relevant information from the financial statements of Pluto plc for last year is as
follows:

£m
Profit before taxation (after interest) 165
Depreciation charged in arriving at operating profit 4
Interest expense 21
At the beginning of the year:
Inventories 22
Trade receivables 18
Trade payables 15
At the end of the year:
Inventories 23
Trade receivables 21

Trade payables 17
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The following further information is available about payments during last year:

£m
Taxation paid 49
Interest paid 25
Dividends paid 28

What figure should appear in the statement of cash flows for Net cash from operating
activities?
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Cash flow from operating activities:

£m
Profit before taxation (after interest) 165
Depreciation 41
Interest expense 23]
Increase in inventories (23 — 22) 1)
Increase in trade receivables (21 — 18) 3)
Increase in trade payables (17 — 15) 25
Cash generated from operations 225
Interest paid (25)
Taxation paid (49)
Dividends paid (28

Net cash from operating activities 123
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Touchstone plc’s income statements for the years ended 31 December 2016 and 2017 and
statements of financial position as at 31 December 2016 and 2017 are as follows:

Income statements for the years ended 2016 and 2017

2016 2017

£m £m

Revenue 173 207
Cost of sales (96) 101
Gross profit i1/ 106
Distribution expenses (18) (20)
Administrative expenses @1 @2

Operating profit 38 64
Interest payable @ @
Profit before taxation 36 60
Taxation _® (16

Profit for the year 28 44




