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PRACTICE QUESTION

Q.1 PLtd. Earned aprofit of ¥ 2,50,000 after charging thefollowing items.
S.No.| Paticulars (%)

1. Depreciation on Fixed Tangible Assets (Machinery) 20,000
2 Losson Saeof Fixed Tangible Assets (Furniture) 2,000
3 Writing off Goodwill 9,000
4. Provision for Doubtful Debts 2500

5 Provison for Taxation 35,000
6 Transfer to General Reserve 15,000
7 Gainonsdeof Fixed Tangible Assets (Machinery) 8,000
Thefollowing information about assetsand Liabilitiesisgiven

Particulars 31.3.2016 31.3.2017
®) ®)

Trade Receivable (All Good) 50,000 62,000

Trade Payables 45,000 55.000
Inventory 12,000 8,000

Income Received in Advance 8000 ...
Outstanding Expenses 6,000 3,000
PrepaidExpenses ... 5,000

You arerequired to calculate Cash from operating activities.

Hints of Answer.

(i) Net profit before Tax and Extraordinary items: < 3,02,500

(i) Operating profit beforeworking capital changes:X 3,25,500

(iii) Casnflow from operation Activitiesz 2,76,500
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POINTSTO REMEMBER

Q.1 Wheninterest isrecelved considered asfinancing activity?
Ans. Interest received on calsin Arrearsisafinancing activity.

Q.2 How isdepreciation treated whilecomputing cash flow from oper ating activity
under indirect M ethod?

Ans. Added to Net Profit.
Q.3 Givean exampleaof activity which remainsfinancing activity for every enterprise?
Ans. Payment of Dividend, issue of sharesfor cash.
Q.4 Identify thefollowinginto:
(1) OperatingActivities
(i) Investing Activities
(iti) Financing Activities
(iv) Cash and cansequivalents
(a) Dividend received by finance company
(b) Dividend received by Non-finance company
Ans. (@) Operating Activity
(c) Investing Activity
Q.5 Stateany two itemscash equivalent useswhile preparing cash flow statement
Ans. Treasury Bills, Short term deposits.

Q.6 ShriLtd. Wascarrying on abusinessof packagingin Delhi and ear end good
profit in thepast year s. Thecompany wanted to expand itsbusinessand required
additional funds. To meet itsrequirement, the company issued equity sharkes of
30,00,000. It purchasesa computerized machingd20,00,00. It also purchased
raw material amounting &a2,00,000.

During current year the Net Profit of the company Wwd$,00,000. Find out
cash from oper ating activitiesfrom theabovetransactions.
(CBSE Comptt. 2015)
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Ans. T 15,00,000

Q.7 Under which typeof activity will you classfy Commisson and Royalty Received
while preparing cash flow statement.

Ans. Operating Activity

Q.8 Satewhether cash deposted in bank will result in inflow, outflow or noflow of
cash.

Ans. Noflow ascash deposited in bank smply, represents movement between items
of cash or cash equivalents.

Q.9 Under which typeof activity will you classify sale of sharesof another company
whilepreparing cash flow statement.

Ans Investing activity.

Q.10 Statewith reason whether discount received on making payment to suppliers
would result intoinflow. Out flow or not flow of cash.

Ans. Noflow of cash

Reason : Discount received on payment to suppliers does not invoive cash.
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PRACTICE QUESTION

Q.1  PLtd. Earned a profit ofX 2,50,000 after charging the following items.

S.No.| Particulars (%)
1. Depreciation on Fixed Tangible Assets (Machinery) 20,000
2. Loss on Sale of Fixed Tangible Assets (Furniture) 2,000
3. Writing off Goodwill 9,000
4. Provision for Doubtful Debts 2500
5. Provision for Taxation 35,000
6. Transfer to General Reserve 15,000
Gain on sale of Fixed Tangible Assets (Machinery) 8,000

The following information about assets and Liabilities is given

Particulars 31.3.2016 31.3.2017
®) ®)
Trade Receivable (All Good) 50,000 62,000
Trade Payables 45,000 55.000
Inventory 12,000 8,000
Income Received in Advance 8,000 ...
Outstanding Expenses 6,000 3,000
Prepaid Expenses ... 5,000

You are required to calculate Cash from operating activities.
Hints of Answer.
(1) Net profit before Tax and Extraordinary items : X 3,02,500
(i) Operating profit before working capital changes : X 3,14,500
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(iii) Cash flow from operation Activities < 2,76,500
Q.1 When interest is received considered as financing activity?
Ans. Interest received on calls in Arrears is a financing activity.

Q.2 How is depreciation treated while computing cash flow from operating activity
under indirect Method?

Ans. Added to not Profit.
Q.3 Give an example of activity which remains financing activity for every enterprise?
Ans. Payment of Dividend, issue of shares for cash.
Q.4 Identify the following into:
(1) Operating Activities
(11) Investing Activities
(111) Financing Activities
(iv) Cash and cans equivalents
(a) Dividend received by finance company
(b) Dividend received by Non-finance company
Ans. (a) Operating Activity
(c) Investing Activity
Q.5 State any two items cash equivalent uses while preparing cash flow statement
Ans. Treasury Bills, Short term deposits.

Q.6 Shri Ltd. Was carrying on a business of packaging in Delhi and ear end good
profit in the past years. The company wanted to expand its business and required
additional funds. To meet its requirement, the company issued equity shares of I
30,00,000. It purchases a computerized machine o< 20,00,00. It also purchased
raw material amounting to X 2,00,000.

During current year the Net Profit of the company was X 15,00,000. Find out
cash from operating activities from the above transactions.
(CBSE Comptt. 2015)
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Sol. X15,00,000

Q.7 Under which type of activity will you classify Commission and Royalty Received
while preparing cash flow statement.

Ans. Operating Activity

Q.8 State whether cash deposited in bank will result in inflow, outflow or no flow of
cash.

Ans. No flow as cash deposited in bank simply, represents movement between items
of cash or cash equivalents.

Q.9 Under which type of activity will you classify sale of shares of another company
while preparing cash flow statement.

Ans. Investing activity.

Q.10 State with reason whether discount received on making payment to suppliers
would result into inflow. Out flow or not flow of cash.

Ans. No flow of cash
Reason : Discount received on payment to suppliers does not invoive cash.
Objective Questions
1. Incash flow statement, the item of interest in shown in
(A) Operating Activities
(B) Financing Activities
(C) Investing Activities
(a) BothAand B
(b) BothAand C
(c)BothBand C
(d)A,B,C
Answer : ¢c) BothBand C
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2. Cash Flow Statement is based upon
(a) Cash basis of accounting
(b) Accrual basis of accounting
(c) Credit basis of accounting
(d) None of the above
Answer : a) Cash basis of accounting

3. Afinancial statement that shows the inflows and outflows of cash during
a particular period of time is known as:

(a) Income statement
(b) Statement of retained earning
(c) Balance sheet
(d) Statement of cash flows
Answer : d) Statement of cash flows
4.  Which of the following is not an operating cash flow?
(a) Collection of cash from receivables
(b) Payment of income tax
(c) Payment of cash for operating expenses
(d) Purchase of equipment for cash
Answer : (d) purchase of equipment for cash

5. A company sells old plant for Rs. 12,000 cash. The book value of the
plantis Rs. 7,000. This transaction would affect:

(a) Operating activities & financing activities
(b) Operating activities & investing activities
(c) Financing activities & investing activities

(d) Operating activities and foot notes
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Answer : (b) operating activities & investing activities

6.

Which of the following items affects net income but does not affect cash?
(a) Depreciation of fixed assets

(b) Amortization of intangible assets & bond discounts

(c) Depletion of natural resources

(d) All of the above

Answer : (d) All of the above

7.

In the case of financial enterprises, the cash flow resulting from interest
and dividend received and interest pain should be classified as cash flow
from

(a) Operating activities
(b) Financing activities
(c) Investing activities

(d) None of the above

Answer : (a) Operating activities

8.
(a)

(b)

(©

(d)

Fillin the blanks in the following statement:

If the net profits earned during the year is Rs. 5,00,000 and the amount of debtors
in the beginning and the end of the year is Rs. 1,00,000 and Rs. 2,00,000
respectively, then the cash from operating activities will be equal to
Rs.

If the net profits made during the year are Rs. 5,00,000 and the bills receivable
have decreased by Rs. 1,00,000 during the year then the cash flow from operating
activities will be equal to Rs.

Expenses paid in advance at the end of the year are the profit
made during the year.

An increase in accrued income during the particular year is the
net profit.
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() Goodwill amortized is the profit made during the year for

calculating the cash flow from operating activities.

(f) For calculating cash flow from operating activities, provision for doubtful debts is
the profit made during the year.

(g) Cash & cash equivalents includes

Answer : () 4,00,000 (b) 6,00,000 (¢) deducted from (d) deducted from (e) added
to (f) added to (g) cash in hand, cash at bank and short term marketable securities

9. Match the column

(A) Taxes paid (1) Cash flow from investing activities
(B) Repayment ofloans (i1) Cash flow from operating activities
(C) Saleoffixed assets (ii1) Cash flow from financing activities

(@ A (i), B (iii)) C(i)

(b) A1) B(i)C(iii)

(c) A(ii)B(@)C (i)

Answer : (a) A(ii), B (iii) C (1)

10. For the calculation of cash flow from operating activities, payments and
receipts shown in Profit & Loss account are converted into payments
and receipts actually in cash.

(a) True
(b) False

Answer : True
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