1. Would redemption of debentures result in
inflow, outflow or no flow of cash ? Give
your answer with reason,

ANS. Outflow of cash because cash goes out.
2. Under which class of activity, would you

~ put ‘proceeds from sale of buildings’ while
preparing the cash flow statement 7

&NS. Investing activity.

3. Would ‘sale of marketable securities at par’
result in inflow, outflow or no flow of
cash ? Give your answer with reason.

xNS. No flow of cash as marketable securities

re cash equivalents.

4. Under which type of activity would you
classify computer purchased for cash while

preparing the cash flow statement ?

&NS. Investing activity. .. :
5. Would declaration of final dividend result
in inflow, outflow or no flow of cash.? Give

your answer with reason.

&NS. No flow of cash. Payment of dividend, and
10t declaration of dividend, causes outflow of

cash. 5l :
6. Under which type of activity. would you
classify ‘issuing 10% debentures’ while

preparing the cash flow statement ? -
ANS. Financing activity.. - Ak
7. State whether payment of cash to. creditors

will result in inflow, outﬂqw or no flo‘w of |

cash.
ANS. Outflow of cash. ' , 3
8. State with reason whether conversion of
debentures into equity shares by a finance
company will result in inflow, outflow or
no flow of cash. | . :
ft‘NS- No flow of cash because it is a non-cash
em. 2% e Ty by '
z U“dfer which type} of activity will you
clas.51fy ‘commission and royalty received’
while preparing cash flow statement ?

&
1. OPerating activity.
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10. Give an example of the activit feh

remai fi i ivi -
ns financing activity for cye
~enterprise. .

ANS. Payment of dividend on shares.

11. State with reason whether ‘purchase of a
fixed asset on long-term deferred payment’
would result in inflow, outflow or no flow
of cash.

ANS. No flow because it does not involve cash.

12. Under which type of activity would you
classify ‘refund of income tax received’
while preparing a cash flow statement ?

ANS. Operating activity.

'13. While preparing a cash flow statement,
‘what type of activity is payment of cash to
acquire shares of another company by (i) a
trading company and (ii) an investment

~ company ?

ANS. (i) Investing activity and (i) Operating

activity.

14. While preparing cash flow statement what
‘type of activity is payment of cash to
acquire debentures’ by (i) an investment
company and (3i) trading company ?

 &NS. (i) Operating activity ; (i1 Investing activity.

15. State with reason whether deposit of cash
into bank will result into inflow, outflow

or no flow of cash. |

ANS. Deposit of cash into bank does not result

in inflow or outflow of cash because there is no

change in ‘cash’. Cash includes both cash in

hand and at bank. | _ |
16. Under which class of activity would you
put interest received on debentures while
preparing the cash flow statement of a

‘manufacturing company ?

ANS. Investing aclivity.
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17. The accountant of RVS Ltd. while

‘ preparing cash flow statement added
depreciation provided on fixed assets to net
profit for calculating cash flow from
operating activities. Was he correct in
doing so ? Give reason.

ANS. He'is correct bc.cause deprecxahon is a non-
cash expense.

18. While preparing the cash flow statement,
the accountant of AKG Ltd. showed
dividend paid under operating activities.
Was he correct- 1n doing so ? Give reason.

ANS. He is not correct because payment of
dividend is a financing activity.

19. Dividend paid by a financial company is

classified under which type of activity while
preparing a cash flow statement ?

ANS. Financing activity (Note : Payment  of

dividend is a financing activity for all types of

.concerns)..

20. Under whlch type of act1v1ty w1ll you
classify ‘interest paid on Jlong-term
borrowings’ while preparing the cash flow
“statement ?

ANS. Finahcing activity. :

21. State with. recason whether ‘discount
received on making payment to suppliers’

would result in mflow outﬂow Or no flow
of cash.

ANS. Discount'ree’eiv'ed on payment to suppliets

does not result in inflow of cash because it does |

not involve cash.

22. Under which class of activity will you put |

‘proceeds from sale of machinery’ while
preparing the cash flow statement ?

ANS. Investing activity.
23. Why is depreciation added to income from

operations 'in a formal cash flow
statement 7 b b

- ANS. Depreciation is added to income from

~ operations because depreciation is not a cash |

“expense.
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24. Why are only the non- -cash’ ac
examined when it is the cash aCCOHn thay
is being explained in a. cash
statement ?

ANS. Non-cash accounts are exammed becayg,
any change in cash must, at the same. time, ﬂffe o
some other account.

25. Name three sources of cash other than
those from normal operations.

&NS. Proceeds from issue of shares, bOI‘rOng
money by issue of debentures or otherwxse
selling fixed assets. :

26. Name three uses of cash other than fm
normal operations.

ANS. Buying fixed assets, redemptlon of
debentures, payment of dividend. AR

27. A company issues for cash 10, 000 equ:ty
‘shares of ¥ 10 each at a premium of X2 per
share and ¥ 50,000 debentures at partoa
vendor as consideration for purchas of

- machinery. State in each ‘case the- amount

» of cash flow and the class of act1v1ty under :
which it falls, )

ANS. Proceeds from issue of equ1ty_‘_
¥1,20,000 is cash inflow from " fmancmgf
activities. Issue of debentures for consid atlon

other than cash does not 1esult in ar\y flo
cash: ¢

28. State with reason whether chal‘glng
depreciation on ‘furniture would result
inflow, outflow or no flow of: cas!

ANS. No flow of cash bec
expenditure.

ause 1t is a

29. State with reason whether cash Wlth =
from bank for office use would_
inflow, outflow or no flow of CaS

&NS. No flow of cash because cas

cash in hand and cash at bankys
consequently cash itself cannot be ﬂ
inflow or outflow of cash.

30. List

any two investing achvmes Wh b
into outflow of cash,

ANS. (1) Purchase of machmery (2) P
investments,



31. List any two financing activities that will
. result into outflow of cash.
ANS. (1) Redemption of debentures ; (2) Payment

: of dividend on shares.
32. Give one transaction which may result into
outflow of cash and one which may result

into no flow of cash.

_ ANS. Outflow of cash : Redemption of
preference shares.

No flow of cash : Redemption (25 of

debentures by

conversion: into equity

: shares.

. 33. Under what types of activity will you
classify ‘proceeds from sale of machinery’
while preparing a cash flow statement ?

ANS. Investing activity.
34, List any one use of a cash flow statement.

ANS. It enables the management to account for
| a situation when the business. has earned a good
amount of profit and: yet runs short of funds or
when it has suffered a loss and still has a large
cash balance. ;
35. Why do companies prepare a cash flow

statement ? !

Or
What purpose does a cash flow statement

serve ?

to show under sp’écific: heads the ﬁarious
sources. from which cash’ flows 'in, thé various
Purposes for which'cash flows out and 'the-net
! mcr‘ease or decrease in cash and cash
Cquivalents, :
36 State any one objective of preparing a cash
flow ‘statement.. : ]

| ?nN:'(;iCiffrovide' information regarding inflow
iy oW of c'ash an.d cash 'c.quivalents
5°Pera§inan .accou.n_tmg period specifically from
n & Investing and financing activities of
| nlerpnse. ¥

)
t
}
:

- CASH FLOW STATEMENT

ANS, A company prepares a cash flow 's'ta‘témeht

3R 21 S AN A, o

37. When does a flow of ‘cash arise ?
Ori3 A
What do you mecan by ‘flow of cash’ ?

ANS. The term “flow’ means change. So, the lerm
flow of cash means ‘change in cash and. cash
equivalents’. A flow of cash arises when a
transaction either increases or decreases the
cash and cash equivalents of a concern. '
38. Define cash, cash equivalents and cash

flows as per AS-3.
ANS. Cash comprises cash on hand and demand
deposits ‘with banks.'Cash equivalents arc
short-term highly liquid investments that arc
readily convertible into anwn amounts of cash
and which are subject to an insignificant risk of
changes in value. Cash flows are inflow and
outflow of cash and cash equivalents. ‘
39. How are the various activities classified

according to AS-3  (Revised) while

preparing a cash flow statecment ?

ANS. Various activities rare classified into :
(1) Operating activities; (2) Investing activities ;
and (3) Financing activitics.

40, State the major classification of cash flows-

as per AS-3. it

ANS. (i) Cash flows from operating activities;
(i1) Cash flows from investing activities; and
(iii). Cash flows from financing activities.

41. What do you mean by operating ‘activities ?
&NS. Operating activities ‘are the principal
revenue. producing activities of the enterprise
and other activities that are not.investing or

‘financing activities.

42. What do you mean by investing activities ?

" ANS. Investing activities are the acquisition and

disposal .of long-term assets and other
investments not included in cash equivalents.

43. What do you mean by financing activitics ?
ANS. Financing activities are activities that
result in changles in the size and composition of

the owners’ capital and borrowings of the

enlerprise,
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44, Give three examples of cash:flows from

operating activities.

ANS. (i) Cash receipts from the sale of goods and

the rendering of services. (if) Cash receipts from
royaltics, fees, commission and other revenue.

(iii) Cash payments to suppliers of goods and
bGl‘\’lCCS

45. How is payment of income tax treated in a
cash flow statement ?
ANS. Payment of income tax is an outflow of

cash, classified under operating actwmes and
shown as a separate item,

46. Why is ignoring non-cash items a hmltahon
' of the cash flow statement ?

ANS. Since a cash flow statement ignores non-

cash items, net cash flow does not necessarily

mean net income of the busmess It fails to

disclose some significant information like

acquisition of assets by issue of shares/

debentures or the conversion of debentures mto
shares and so on.

47. What is meant by cash equivalents ?

ANS. Cash equiValents are short-term highly
liquid investments that 'are readily convertible
into known amounts of cash and which are

subject to’ an insignificant rlsk of changes in
value.

48. State whether deprecmtlon charged by a
company will result in inflow, outflow or
no flow of cash.

A&NS; No flow of cash. .

49. Interest paid by an investment company
will come under which' activity while
preparing a cash flow statement ?

ANS. Interest paid by an investment company
(being a financial enterprise) should be classified
as cash flow from operating activities.:

50. Dividend paid by a manufacturing
‘company is classified under which kind of
activity while prcparmg a cash flow
statement ? k3

g ANS. Dividend paxd should always be classxf:ed

""" as cash flow from financing activitics,

51.. List any two items of operating 'u:t“;
that are typical of and pcrtamm
clectronic, media. .

ANS. (1) Advertisement .. revenue

(2) Salaries paid to:technicians.

mégl
Bito
receiv‘@&"‘
52. When is dividend recewed conmdemd as‘

operating activity ?

ANS. In case of financial enterprises, cash mﬂows
arising from dividend received are consxdered
as cash flows from operating activities.

53. State why non-cash transactlons }:alu've‘
ignored while preparing a cash flow
statement. :

&NS. A cash’ flow statement is prepared
following the cash basis accounting. It shows
inflows and ‘outflows of cash’ and cash'

equivalents only. Hence non-cash . transactlons
are ignored.,

54. When is. interest received consxdercd as
fmancmg achvlty ?

activities.,

55." State whether payment of cash 'to
will result in inflow, outflow or’ nov,
cash ‘

ANS Outflow of cash.

while preparing a cash ﬂow St:@t

ANS D1v1dend pmd is classified  as a

financial or non-financial enterprise.’}}

57.:State whether conversion o,f‘,{(“l:‘

ANS. No flow of cash (irrespective 0
the -company is a financial or non
chterprise).




