CONVERTING INDIRECT TO DIRECT —TYPE 3

Prepare a cashflow statement using direct method, based on the increase/decrease in balances of asset/liability items

& income statement numbers of previous example

SOLUTION:
Increase or decrease in assets/liabilities Cash collection | + Sales - increase in a/c receivables + % 99,000
- : from sales decrease in alc receivables
Increase in accounts receivables $ 1,000
o Cashpaidto a/e - COGS - increase in inventory + decrease in (% 34,000)
Decrease in inventory oo payables inventory * increase in a'c payable - decrease in
Increase in accounts payable $ 4,000 a/c payable
Decrease in wages payable $3.300  Cash paid for - VWage expense for the period + increase in wages (% B,500)
Increase in interest payable §$500 vages payable - decrease in wages payable
Increase in tax payable $ 1,000 Cash paid for - interest expense for period + increase in interest (% 500)
Increase in deferred tax payable $ 5,000 interest payable - decrease in interest payable
Cash paid for - Provision for tax + increase in taxes payable and (% 14,000)
taxes DTL - decrease in taxes payable and DTL
CASHFLOW FROM OPERATIONS 42,000
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CONVERTING INDIRECT TO DIRECT —TYPE 4

Prepare a cashflow statement using direct method, based on the income statement nos. and complete indirect
statement is given (and only mention changes in asset/liability with +/- sign | there is no mention of whether there is
increase or decrease in balance)

SOLUTION:
CFS presented using indirect method + Sales - increase in alc
l Net Income 37,000 MRl receivable
ust identify, . -
whether it Is Less: Gain from sale of Land (% 10,000) Cash paid to alc o COGS + decrease in inventory + 34
payables increase in afc payable {$ 34.000)
:ﬂ‘mffﬁlﬁm Add: Depreciation %7,000
asset or ) . -Wage expense for the period +
and then apply the Change in accounts receivables ($ 1,000) Cash paid for wages  increase in wages payable - decrease (% 8,500)
sharteut. Change in inventery $ 2,000 in wages payable
The shorteut Change in aceounts payable % 4,000 Cash paid for - interest expense for period +
won't work if you . e increase in interest payable - {3 500)
cannot identify Change I_n _ ges payable (§3/500)] | nteres decrease in interest payable
whether there is iR bl g - Provision for tax * increase in
LS EEE o Change in tax payable $ 1,000 Cash paid for taxes  taxes payable and DTL - decrease in  ($ 14,000)
in asset or labi T
= Change in deferred tax payable % 5,000 B neskinand B
CFO 42,000 CASHFLOW FROM OPERATIOMS $ 42,000
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CONVERTING INDIRECT TO DIRECT —TYPE 5

Prepare a cashflow statement using direct method, based on the changes in asset/liability with +/- sign & income

statement of previous example

Change in assetsiliabilities

Change in accounts receivables § 1,000
Change in inventory ($ 2.000)
Change in accounts payable $ 4,000
Change in wages payable ($ 3.500)
Change in interest payable $ 500
Change in tax payable % 1.000
Change in deferred tax payable $ 5,000

orm only — remember that:

SOLUTION:

+ Sales - increase in alc

% 99,000

receivable

Cash paid to alc - COGS + decrease in inventory
payables + increase in a/c payable ($ 34,000)
Cash pald for _-Wage expense for the period +
increase in wages payable - (% 8,500)
Wages decrease in wages payable
. - interest expense for period +
.C“h ELCS increase in interest payable - ($ 500)
interest decrease in interest payable
- Provision for tax + increase in
Cash paid for taxes taxes payable and DTL - decrease  (§ 14,000)
in taxes payable and DTL
CASHFLOW FROM OPERATIONS $42,000
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A SHORTCUT TO REMEMBER — ITS CORRECT BUT TOO COMPLICATED

To determine cash collected or paid:

“+" sign before revenue item
' sign before expense item

' sign if there is increase in asset balance
OR
“+' sign if there is decrease in asset balance

“+" sign if there is increase in liability balance
OR
' sign if there is decrease in liability balance

Cash collection from
sales

Cash paid to ale
payables

Cash paid for wages

Cash paid for interest

Cash paid for taxes

ESalesDincrease in alc recr:ivables
decrease in a/c receivables

BCOGﬂincrase in invenmdecnease
in inventory|+|increase in ale payabl
decrease in ale payable

BNage expense for the perin-dincrease
in wages payabl ecrease in wages
payable

Einterest expense for periodBincreasc in
int. payabl rease in int. payable

Provision for mE'increase in tax payable
decrease in tax payableincrease in DOTL
decrease in DTL




