CHAPTER - 10
CASH FLOW STATEMENT

Answer
Which stakeholder group Would be most interested in
(a) Government and other regulators ; the Vat and other tax liabilities of the firm
(b) Management the potential for pay awards and bonus deals
(c) Social responsibility groups the ethical or environmental activities of the firm
(d) Lenders whether the firm has a long term future
(e) Suppliers and creditors profitability and share performance .
{fi Customers ability of the firm to carry on providing a service

or producing a product

Accounts Title | Amt. (7)
Debtors [
Nathu | 55000
Roopa | 20,000
Creditors :
Reena 35,000
Ganesh | 25,000
Cash 54,000
Stock on April 1, 2004 16,000

DO IT YOUR SELF1

Question 1. The profit and loss account of Roy Limited is given here under

Profit and Loss Account

Dr for the year ended March 31, 2012 Cr
Expenses/Losses Amt, 7). | Revenues/Gains | Amt. )
Opening Stock 2,00,000(ga1es |
Purchase Cash Sales 8,00,000
Cash Purchase  4,00,000 Credit Sales 3,40,0000
Credit Purchase 17,00,000 (-) Return  (2,00,000)
(-)Retun _(1,00,000)| Net Sales ~ 40,00,000
Net Purchase | 20,00,000/ I
Administrative lﬂ,EU.UUG: Trading | 20,40,000
Expenses | Commission
Discount Allowed 1,20,000  piscount i 60,000
Received i
to Customers from Suppliers i
Bad Debts 1,00,000/ Closing Stock { 1,00,000
Depreciation 3,80,000 '
Provision for Tax | B.OU,OO’D|
Net Profit | 15,80,000, E
| 62,00,000 '62,00,000



https://www.flickr.com/photos/133061128@N03/22075444884/in/dateposted-public/
https://www.flickr.com/photos/133061128@N03/22117257154/in/dateposted-public/

Additional Information

4] ()
Bills Receivable 20,00,000 40,00,000
Bills Payable 20,00,000 10,00,000
Qutstanding Administrative Expenses 10,000 20,000
Prepaid Administrative Expenses 20,000 10,000
Accrued Trading Expenses 20,000 40,000
Advance Trading Expenses 40,000 20,000
Provision for Taxation 10,00,000 12,00,000
Answer
Indirect Method
Statement for Cash from Operations
Paiculars | ®
Prafit betore Tax (15,80,000 + 8,00,000) | 23,80,000
Adjustments Dapreciation ~3,80,000
Operating Profit Before Working Capital Changes 27,860,000
{+] Increase in outstanding Administrative Expensas 10,000
Diecrease in Prepaid Adminisirative Expenses 10,000
Increase in Accrued Trade Expenses | 20,000
Decrease in Advance Trade Expenses | 20,000
Decrease in Stock 1,00,000
(=) Increase in Bills Recevable (20.0:0,000)
Decrease in Bills Payable (10.,00,000)
Cash Generated from Operating Activities (80,000)
{-) Income Tax Paid | 16,00.000)
Cash used in Operating Activities {6.80,000)
Working Note
Provision for Taxation Account
Particulars L Amt. (2) | Particulars me ®
SRS | g OO [k T
To Bank &/c i 6,00,000 By Balance b/d !10-.00,000
{Balancing Figure Tax Paid}! i
To Balance o/d | 12,00,000|By Profit and Loss Ao | 8,00,000
[ | [(Current Year Provision) | e
18,00,000 18,00,000
eskiicitti Mtisdel il

Question 2. From the following information calculate net cash from operations

B Particulars M
Operating Profit after Provision for Tax of ¥ 1,53,000 | 6,28,000
Insurance proceeds from the Famine Settlement | 1,00,000
Proposed Dividend for the Current Year | 72,000
Depreciation | 1,40,000
Loss on Sale of Machinery {30,000
Profit on Sale of Investments | 20,000
Dividend Received on Investments | 6,000
Decrease in Current Assets i 10,000
(Other than Cash and Cash Equivalents)

Increase in Current Liabilities | 1,51,000
Increase in Current Assets (Other than Cash and Cash | 6,00,000
Equivalents) '

Decrease in Current Liabilities | 64,000
Income Tax Paid | 1,18,000

Refund of Income Tax Received {3,000




Answer
Cash Flow from Operating Activities

Particulars (T
Nel Profit before Tax and Extracrdinary ltems 6,81,000
Adjustments
(+) Proposed Dividend 72,000
Depreciation 1,40,000
Loss on Sale of Machinery ] _30,000|  2,42,000
(-} Profit on Sale of Investment (20,000)
Dividend Received on Investment (6,000)
Income Tax Refund (3.000)|  (28,000)
Operating Profit before Working Capital Changes 8.94,000
(+) Decrease in Current Assets 10,000
Increase in Current Liabilities ) _] j_l EGE-. 1,61,000
(-} Increase in Cument Assets (6.,00,000)
Decrease in Current Liabilities (64,000)| (6.64,000)
Cash Generated from Operations 3,891,000
~) Income Tax paid (1.18,000)
{+) Refund of Income Tax Received 3,000
(=) Insurance Proceeds from Famine Setilement 1,00,000
Net Cash from Operating Activities 3,76,000

Working Note Calculation of Net Profit before Tax and Extraordinary ltems

MNet Profit after Provision for Tax 628,000
(+) Provision for Tax 1.53,000
{~) Insurance Proceeds from Famine Seftlement | 11.00,000)

6.81,000

TEST YOUR UNDERSTANDING 1I

Question 1. Choose one of the two alternatives given below and fill in the blanks in the
following statements

(a) If the net profits earned during the year is Rs. 50,000 and the amount of debtors in the
beginning and the end of the year is Rs. 10,000 and Rs.20,000 respectively, then the cash from
operating activities will be equal to Rs................(Rs. 40,000/ Rs.60,000).

Answer Rs. 40,000

(b) If the net profits made during the year are Rs. 50,000 and the bills receivables have
decreased by Rs. 10,000 during the year then the cash flow from operating activities will be

equaltoRs...................(Rs. 40,000/Rs. 60,000).
Answer Rs. 60,000
(c) Expenses paid in advance at the end of the year are.....................the profit made during the

year (added to/deducted from).

Answer Deducted from

(d) Anincrease in accrued income during the particular year is.......................for calculating the
cash flow from operating activities (added to/deducted from).

Answer Added to

(f) For calculating cash flow from operating activities, provision for doubtful debts
IS the profit made during the year (added to/deducted from).
Answer Added to

Question 2. While computing cash from operating activities, indicate whether the foltowing
items witl be added or subtracted from the net profit, if not to be considered write NC.



S Items Result
(a) Increase in the value of creditors
(b) Increase in the value of patents
(¢) Decrease in prepaid expenses
(d) Decrease in income received in advance
(e) Decrease in value of stock
(f) Increase in the share capital
(g) Increase in the value of bills receivables
(h) Increase in the amount of outstanding
eXpenses
(i) Conversion of debentures into shares
(i) Decrease in the value of bills payables
(k) Increase in the value of debtors
(1) Decrease in the amount of accrued income

Answer

. Items Result
(a) Increase in the value of creditors | Added
{b) Increase in the value of patents I NC
() Decrease in prepaid expenses | Added
{d) Decrease in income received in advance Subtracted
(2) Decrease in value of stock Added
{fy Increase in share capital |NC
(g} Increase in the value of bills receivablas ISubtlactad
() Increase in the amount of outstanding expenses IAdded
{i)  Conversion of debentures into shares [NC
(i Decrease in the value of bills payables ISubtracted
(k) Increase in the value of debtars . iSLftatracted
{l} Decrease in the amount of accrued income | Added

DO IT YOURSELF 11
Question 1. From the following particulars, calculate cash flows form investing activities
Purchased Sold
9] )
Plant 4,40,000 50,000
Investments 1,80,000 1,00,000
Goodwill 2,00,000
Patents 1,00,000

Interest received on debentures held as investment Rs.60,000 Dividend received on shares
held as investment Rs.10,000

A plot of land had been purchased for investment purposes and was let out for commercial
use and rent received Rs. 30,000.

Answer
Cash Flow form Investing Activities
Particulars | ~Amt. )
Purchase of Plant ' | (4,40,000)
Purchase of Investment (1,80,000)
Purchase of Goodwill {2,00,000)
Sale of Plant 50,000
Sale of Investrnent 1,00.000
Sale of Patents 1,00,000
Interest on Debentures (Investment) 60,000
Dividend on Shares (Investment) 10,000
Rent Received on Land {Investment) | 30,000

Cash used in Investing Activities | (4,70,000)
-




Question 2. From the following Information, calculate cash flow from investing and financing
activities

Particulars 2010 | 201
Machine at Cost 5,00,000 9,00,000
Accumulated Depreciation 3,00,000 4,50,000
Equity Shares Capital 28,00,000 35,00,000
Bank Loan 12,50,000 7,50,000

In year 2011, machine costing Rs. 2,00,000 was sold at a profit of Rs. 1,50,000, depreciation
charged on machine during the year 2011 amounted to Rs. 2,50,000.

Answer
Cash Flow form Investing Activities
- Particulars Amt. (T}
Purchase of Machinery I (6,00,000)
Sale of Machinery 2.50,000
Net Cash used in Investing Activitios (3,50.000)
Cash Flow from Financing Activities
Particulars  Amt (2)
Issue of Equity Share Capital | 7.00000
Payment of Bank Loan ' (5,00,000)

Met Cash Flow from Firancing Activities |

Or Machinery Account Cr
 Paticulars | Amt.(3) Particulars | Amt. 7)
To Balance b/d | 5.00,000|By Bank (Sale of Machinary) 2,50,000
To Profit and Loss (1,00,000 + 1,50,000)
{Profit on Sale of Machinery) | 1,50,000! By Depreciation
To Bank (Balancing Figurs) iTransfer from
Accurnulated Depreciation) | 1,00.000
{Purchase of Machinery) 6,00.000| By Balance o/d | 9,00,000
12,50,000 [12,50,000
ol pi
Dr Accumulated Depreciation Account Cr
 Paticars | AmLG) | Particulars | Amt. (7)
To Depreciation on Machine 1,00,000 ! By Balance b/d 3,00,000
Said (Transterred) |By Profit and Loss
(Baiancing Figura) i {Depreciation for the Year) 2,50,000
To Balance o/d 4.50.000 {
5,50,000 | 550,000
L

SHORT ANSWER TYPE QUESTIONS

Question 1. What is a cash flow statement?

Answer A cash flow statement shows inflow and outflow of cash and cash equivalents from
various activities of a company during a specific period. The primary objective of cash flow
statement is to provide useful information about cash flows (inflows and outflows) of an

enterprise during a particular period under various heads, i.e., operating activities, investing
activities and financing activities. It explains the reasons of receipts and payments in cash and
change in cash balances during an accounting year in a company.



Question 2. How the various activities are classified (as per AS-3 revised) while preparing
cash flow statement?

Answer As per Accounting Standard-3 various activities of cash flow statement are classified
into three categories as follows

(i) Cash Flow from Operating Activities :These are the principal revenue producing activities of
the enterprise and other activities. The cash flow statement begins with the operating activities
section. Operating activities generally reflect cash generated and/or paid as a result of the
firm’s core business functions. Under US GAAP, this category incorporates the cash received
from customers, paid to suppliers, paid for operating costs, paid for income taxes, received
from interest or dividends, and paid for periodic interest costs.

(ii) Investing Activities: These are the acquisition and disposal of long-term assets, other
investments not included in cash equivalents. Cash flows from investing activities are those
involving non-current capital assets used in the firm's operations, such as Property, Plant,
Equipment (PP&E) and intangible assets. When a company invests in new long-term capacity
by acquiring either PP&E or another company, the investment is a cash outflow from investing
activities. Disposals of these types of assets for cash generate inflows.

(iii) Financing Activities : These are the activities that result in changes in the size and
composition of the owner’s capital and borrowings of the enterprise. Cash flows from
financing activities are those that take place between a firm and its investors. These include
both the equity investments of stockholders (owners) and the loans from bondholders and
other creditors. When the company issues new shares, it records a cash inflow from financing,
and when it repurchases shares, pays dividends or pays off debt, it records a cash outflow.

Question 3. State the uses of cash flow statement

Answer The various uses of cash flow statement are as follows

(i) First of all a cash flow statement along with other financial statements provides information
that enables users to evaluate changes in net assets of an enterprise, its financial structure
(including its liquidity and solvency) and its ability to affect the amounts and timings of cash
flows in order to adapt to changing circumstances and opportunities.

(i) Cash flow information is useful in assessing the ability of the enterprise to generate cash
and cash equivalents and enables users to develop models to assess and compare the
present value of the future cash flows of different enterprises.

(iii) It also enhances the comparability of the reporting of operating performance by different
enterprises because it eliminates the effects of using different accounting treatments for the
same transactions and events.

(iv) Historical cash flow information is often used as an indicator of the amount, timing and
certainty of future cash flows. It is also helpful in checking the accuracy of past assessments
of future cash flows and in examining the relationship between profitability and net cash flow
and impact of changing prices.

Question 4. What are the objectives of preparing cash flow statement?

Answer The various objectives of preparing cash flow statement are as follows

(i) The first and most important objective of cash flow statement is that helps to ascertain the
gross inflows and out flows of cash and cash equivalents from operating, investing and
financial activities.

(ii) A cash flow statement helps in determining the various causes for change in the cash
balances during an accounting period.

(iii) A cash flow statement is also prepared to determine the liquidity position of the



organisation.
(iv) Moreover a cash flow statement is prepared to know about the requirenTent of cash in
future.

Question 5. Explain the terms : Cash equivalents, Cash flows.

Answer A cash flow statement shows inflows and outflows of cash and cash equivalents
from various activities of an enterprise during a particular period. As per AS-3, ‘Cash
equivalents’ means short term highly liquid investments that are readily convertible into known
amounts of cash and which are subject to an insignificant risk of changes in value.

Thus, cash equivalents refer to such investments that are held for the purpose of meeting
short term cash commitments rather than for investments or other purposes. An investment
normally qualifies as cash equivalent only when it has a short maturity, of say, three months or
less from the date of acquisition.

Investments in shares are excluded from cash equivalents unless they are in substantial cash
equivalents, e.g., preference shares of a company acquired shortly before their specific
redemption date provided there is only insignificant risk of. failure of the company to repay the
amount at maturity. Similarly, short term marketable securities which can be readily converted
into cash are treated as cash equivalents.

Question 6. Prepare a format of cash flow from operating activities under direct method and
indirect method.
Answer Format of cash flow from operating activities under direct method is as follows

Direct Method

Cash Flow from Operating Activities |

Cash Receipls from Customers i —
Cash Paid to Suppliers and Emplayers

Cash Generated frorm Operations | =
Income Tax Paid -
Cash Flow before Extraordinary ltems

[+/=) Extragrdinary tems
Net Cash from Operating Activities ] =

Format of cash flow from operating activities under indirect method is as follows

Indirect Method

Cash Flow from Operating Activities

Net Profit before Tax and Extracrdinary ltems ; =
{+) Mon-Cash Expenses and Non-Operating Expenses [

Depraciation | —

Goodwill —

Interest Paid f —

Loss on Sale of Fixed Assets = |

Foreign Exchange - i —
(<} Non-operating Incomes 5 '

Dividend Received .

Profit on Sale of Fixed Assets ! [

Interest Receiva = -

- Indirect Method
Operating Profit betfore Working Capital Changes ] | —
(+) Decrease in Current Assets | - '
Increase in Current Liabilties i - =
(-} Increase in Gurrent Assets l '
Decrease in Current Liabilities ‘ == | =
|
|

Cash Generated from Operating Activities

Income Tax Paid

Cash Flow before Exiraordinary llems
(+)/1=) Extraordinary ltems |

Met Cash Flow from Cperating Activities '

Question 7. Now that you know the meaning of operating activities, state clearly what would
constitute the operating activities for the following types of enterprises



(i) Hotel (i) Film production house

(iii) Financial enterprise (iv) Media enterprise

(v) Steel manufacturing unit (vi) Software business unit

Answer Operating Activities: As we know that these are the principal revenue producing
activities of the enterprise and other activities. Operating activities generally reflect cash
generated and/or paid as a result of the firm's core business functions. Hence, the following
will be the operating activities in the above mentioned enterprises respectively

(i) In Case of a Hotel :Receipts from sale of goods and services to the customer will be
operating activity related to revenue generation. And payment of wages and salaries,
electricity, food items and other items used in accommodation and stay of customer will be an
operating activity related to expenditure.

(ii) Film Production House: In case of film production house revenue generating operating
activity would be its receipts from selling film rights of a film to the distributors and its
operating activity related to expenditure would be payment made to the staff member, unit,
actors, dctresses, directors, location rent and air fare etc.

(iii) Financial Enterprise: In case of a financial enterprise like bank the receipts from
repayment of loans, interest incomes from investments, etc will be considered as revenue
generating operating activity and repayment of loans, recovery expenditure for recover of
loans, etc. Salaries of employees will be considered as operating activity related to the
expenditure.

(iv) Media Enterprise: A media enterprise is involved in service industry and its revenue
generating operating activity would be receipts from advertisements. And expenditure related
operating activity would be payments to staff, reporters, photographers, etc.

(v) Steel Manufacturing Unit : The main source for revenue for a steel manufacturing unit
would be its receipts from sale of steel sheets, steel castings, steel rods, etc. And the
expenditure related operating activity would be payment for raw material (iron, coal), salaries
to staff, etc.

(vi) Software Business Unit: A software business unit is basically a service providing unit
which get its revenue through receipts from sale of software and renewal of licenses as an
operating activity and various payment made by it in the form of salaries to its employees, etc.
It is the part of operating activity as expenditure.

Question 8. “The nature/type of enterprise can change altogether the category into which a
particular activity may be classified.” Do you agree? lllustrate your answer.

Answer Yes, the nature or type of an enterprise can change altogether the category into which
a particular activity may be classified. This can be better understood with the help of an
example of two firms. One engaged in real estate and the other engaged in general business.
For the firm that is engaged in real estate business purchase and sales of building will be part
of the operating activity on the other hand firm that is engaged in general business purchase
and sales of building will be part of the investing activity. Hence, it can be said that the
classification of activities depends on the nature and type of enterprise.

LONG ANSWER TYPE QUESTIONS

Question 1. Describe the procedure to prepare cash flow statement.

Answer The procedure for preparing cash flow statement is as follows

Step 1 First of all cash flows from operating activities is ascertain.

Step 2 After that cash flows from investing activities is ascertain.

Step 3 The third step is to ascertain the cash flows from financing activities.

Step 4 Sum up the total of all the three steps and ascertain net increase or decrease.

Step 5 Write the opening balance of cash and cash equivalents and deduct it from the amount
ascertained in Step 4. The resulting figure arrived is the closing balance of cash and cash



equivalents.

There are two methods viz Direct Method and Indirect Method for the preparation of cash flow
statement. The main difference in direct and indirect method is to calculate the cash flow from
operating activities. Computation of rest of the two activities will remain same. Here are the

Proforma of cash flow statement from both the methods.

Direct Method
Cash Flow Statement

| Particulars Amt. (71 AmL. (T
A Cash Flow from Operating Activities |
Cash Sakes =
Cash Becemt from Debtors —
(-] Cash Purchase =
Cash Paid fo Creciors and Oifer Expenses =
Cash Genaraled trom Operating Activities —
I-1 Iecome Tax Paid =
Cash Flow beture Extraordinary llems -
{+1fi-y Exfracrdinary ltems ==
Met Cash Flow from (used in) Operating Activities -
B Cash Flow from Investing Activities =
Sale of Fued Assets -
Sale of Long Term Invesiments -
Inkerest Aeceiwed -
Orsdand Aeceived =
Ronl Received =
-} Purchase of Feed fsscls -
(-1 Purchase of Long Term Investment =
Net Cash Flow from Investing Activities — —
£ Cash Flow from Financing Activities
Proceeds from lssue of Shares a
Praceeds fram issue of Debentures and Other Long Temm -
Borrowings
i=1 Repayment of Dabeitures and Other Long Term =
Borrawings
{~ Redemplion of Preference Shares =
(=t Intesest Paid =
(=] Dividend Paid -
Net Cash flow from Financing Activities . -
Net Increase {or Decrease in Cash and Casn Equaalents =
\A+B+C)
Cash and Cash Equeaients at the Beginning (Cash in Hand, =
Cash al Bank, Markelanle Securities. Shor Term Deposits)
Cash and Cash Equivalents at the End =

Indirect Method
Cash Flow Statement
Particulars | Amt. @) | Amt. (@)
#. | Cash Flow from Operating Activities
MNet Profit before Tax and Extraordinary tems
i (+) Non-Cash Expenses and Mon-operating Expenses
Depreciation
I Goodwil
Interest paid
Loss on Sale of Fixed Assels f =— —
{-) Non-operating Incomes
| Dividend Received b
|Profit on Sele of Fixed Assets | —
!Inlarest Received = 8
|0peraling Profit before Working Capital Changes ' | —

]
|
| Increase in Current Liabilities

(+) Decrease in Cument Assets ‘ —
; {-} Increase in Current Assels i —
| Decrease in Current Liabilities i
;Cash Generated from Operating Activities |
(-} Income Tax Paid !

Cash flow before Extragrdinary ltems ‘ | -
| {+¥{=) Extra ordinary ltlems ‘

|Net Cash Flow from Operating Activities



B. |Cash Flow from Investing Activities
| Sale of Fixed Assets [ r—
|Sale of Lang Term Investments -
Interest Receved | -
| Dividend Receied —
|Rent Recsived
i-) Purchase of Fixed Assets
i-) Purchase of Long Term Investment |
Net Cash Flow from Investing Activities '
Cash Flow from Financing Activities |
| Praceeds from Issue of Shares l —

| Proceads from lssue of Debentures and Other Long Term | —
| Borrowings

(-} Repayment of Debentures and Other Long Term | —_
Borrowings

c

Particulars

(-} Rademption of Preference Share

(-} Interest Paid

(-} Dividend Paid
Met Cash Flow from Financing Activities
|Net Increase {or Decrease in Cash and Cash Equivalents | |
A+B4+0C) | |
Cash and Cash Equivalents at the Beginning (Cash in Hand, | =
|Cash at Bank, Marketable Securities, Short Term Deposits)
{Cash and Cash Equivalents at the End -

(Amt. (%) | Amt. @)

Question 2. Describe “Direct” and “Indirect” method of ascertaining cash flow from operating
activities.

Answer

Computation of Cash Flow From Operating Activities

The first section of cash flow statement, known as cash flow from operating activities, can be
prepared by two methods known as direct method and indirect method.

(i) Direct Method :In the direct method format, each line of the operating activities section
represents a sum of all cheques or deposits in a particular category, e.g., the operating
activities section would include such items as cash received from customers; cash paid to
suppliers; cash paid for interest; cash paid for wages; cash paid for research and
development; cash paid for selling, general, and administrative costs; and any other relevant
summary lines.

Direct Method Format: Cash flow from operating activities is calculated by direct method as
follows



; Cash Flows from Operating Activities

I (a) Cash Receipts from Customers =

!| Met Sales + Beginning Accounts Receivable

| - Ending Accounts Receivable

' = XHH
{b) Cash Payments 10 Suppliers
Purchase + Ending Inventary — Beginning Inventory

I + Beginning Accounts Payable - Ending Accounts Payable

1: = XXX

| (c) Cash Payments to Employees

[ Beginning Salaries Payable - Ending Salaries Payable

i + Salaries Expense

I

I

= XXX
(d) Cash Payments for Purchase of Prepaid Assets |

|Endmg Prepaid Rent, Prepaid Insurance etc + Expired Rent, Exp|red|
! Insurance etc - Beginning Prepaid Rent, Prepaid Insurance elc.
| = XXX
| (e) Interest Payments
| Beginning Interest Payable - Ending Interest Payable
| + Interest Expense
= XXX
i (f) Income Tax Payments
Beginning Income Tax Payable - Ending Income Tax Payabie
+ Income Tax Expense
= EXX

{g) Other Receipts and Payments There may be receipts and paymenis
other than those discussed above.

(ii) Indirect Method: In indirect method, the net income figure from the income statement is
used to calculate the amount of net cash flow from operating activities. Since income
statement is prepared on accrual basis in which revenue is recognised when earned and not
when received therefore net income does not represent the net cash flow from operating
activities and is necessary to adjust EBIT for those items which effect net income although no
actual cash has been paid or received against them.

Indirect Method :Following is the indirect method formula which is used to calculate cash
flow from operating activities

img src="https://farm1.staticflickr.com/654/22629407825_879ca2b55e_o.png” width="491"
height="335" alt="ncert-solutions-for-class-12-accountancy-part-2-chapter-6-cash-flow-
statement-laq -2-t2">

Question 3. Explain the major cash inflows and outflows from investing activities.

Answer

Cash Flows from Investing Activities: The next step in building cash flow statement is to look
at money a company spent on new capital investments. If a company capitalizes an
investment, then that outflow of money does not show up on the income statement. That's
because accounting rules allow the company to depreciate (expense) the cost of the
investment over time.

From a practical standpoint, if a company purchase an asset such as new plant equipment or
machinery, then they most likely paid for that asset in cash. When monpy leaves a company,
we have an outflow of cash that we need to show in our statement.

Example In this example, let's say X' Company purchased a new computer system for Rs.
15,00,000 along with an assembly line machine for Rs. 20,00,000. These were the only two
capital investments made by X’ Company for the year. In this example, the company was also
required to buy a new Machinery worth Rs. 5,00,000 into a special decommissioning fund.
Normally, a company might show one line item for the capital investments and label that line
item as additions to plant. In this example, we are going to show these items separately



Cash Flows from Investing &gtivitias [t4]

Purchase of New Camputer {15,00.000)
Purchase of Assembly Line Machine {20,00.000)
Purchase of Mew Machinery (5,00,000)

Net Cash used in Investing Activities | (40,00,000)

In the above example, we saw that the company made investment in fixed assets and used
Rs.40,00,000.

Question 4. Explain the major Cash inflows and outflows from financing activities.

Answer

Cash Flows from Financing Activities :The final category of adjustments we need to address
on a statement of cash flows is money raised by financing activities. As was the case with
cash from operations, we can have both positive and negative adjustments to cash flow
depending on the financing activities the company is engaged during the year.

Typical adjustments appearing here include changes in long and short term debt (issuing and
redemption), issuing of preferred stock, issuing of common stock, retirement of stock, and
stock dividends paid in cash.

Example In our example, X" Company decided to raise Rs. 2,50,000 by issuing common stock.
They also issued around Rs.5,00,000 in preference share, and redeemed around Rs. 3,00,000 in
long term debt. Finally, they paid a cash

Net Cash Flows from Financing Activities 4]

lssuance of Common Stock 250,000
Issue of Preference Shares | 5,00.000
Redemption of Long Term Debt {3,00,000)
Met Cash Provided by (Used in) Financing Activities :. (2,00,000)
Net Cash Provided by Financing Activities 250,000

In this example, X' Company used less money in their financing activities than they generated
during the year.

NUMERICAL QUESTIONS

Question 1. Anand Ltd arrived at a net income of Rs. 5,00,000 for the year ended March 31,
2007. Depreciation for the year was Rs. 2,00,000. There was a gain of Rs. 50,000 on assets
sold which was credited to profit and loss account. Bills receivable increased during the year
by Rs. 40,000 and bills payable also increased by Rs. 60,000. Compute the cash flow from
operating activities by the indirect approach.

Answer
Cash Flow from Operating Activities
as on March 31, 2007
Particulars Amt. (1) | Amt ()

Net Profit During the Year 5,00,000
ltems to be Adjusted

(+) Depreciation 2,00,000

(~) Gain on Sale of Assets (50,0001 | 1,50.000
Operating Profit before Working Capital Changes £,50,000

(+) Increase in Bills Payable &0,000

(-) Increase in Bills Receivable (40,000} 20,000
Net Cash from Operations 6,70,000

Question 2. From the information given below, you are required to prepare the cash paid for
the inventory



 Particulars T

Inventory in the Beginning . 40,000
Purchase 1,60,000
Inventory in the End | 38,000
Inventory Creditors in the Beginning - 14,000
Inventory Creditors in the End i 14,500
Answer
Dr Creditor’s Account ' Cr
Date Particulars | JF|Amt. (3) Date | Pariculars |JF| Amt (3]
Tt e g —
To Cash [ }1,59.500 \By Balance bid | 14,000
(Balancing Figure) | | ] |
To Balance ¢/d i ' 14,500 |By Purchase | 160,000
| [ 1,74,000 | | 1,74,000
| 1 1

Cash paid for inventory amounts toRs. 1,59,500
Note :Purchase is considered to be credit purchase. Inventory in beginning and end has no
effect.

Question 3. For each of the following transactions, calculate the resulting cash flow and
state the nature of cash flow viz, operating, investing and financing.
(a) Acquired machinery for Rs. 2,50,000 paying 20% drawn and executing a bond for the
balance payable.
(b) Paid Rs. 2,50,000 to acquire shares in Informa Tech and received a dividend of Rs.50,000
after acquisition.
(c) Sold machinery of original cost Rs. 2,00,000 with an accumulated depreciation of Rs.
1,60,000 for Rs. 60,000.

Answer (a) Related to investing activity T 50,000 as part payment.

Working Note 250,000 1%% - 50,000 (outflow)

(b) Related to investing activity. Acquiring shares in Informa Tech is an investment and
dividend received on it is also part of same (Rs. 2,50,000-50,000= Rs. 2,00,000 outflow).

(c) Related to investing activity. It is treated as sale of investment. Rs. 60,000 inflow and Rs.
20,000 as profit on sale of investment as operating activity.

Question 4. The following is the profit and loss account of Yamuna Limited
Yamuna Limited Profit and Loss Account
For the year ended March 31, 2007

Particulars Amt. (%) Amt. (3)

Sales | 10,00,000
Cost of Goods Sold |
Opening Stock 2,50,000!
Purchase 15,00,000
17,50,000!

(-) Closing Stock 12,00,000 5,50,000
Gross Profit [ | 4,50,000
Operating Expenses L 3,00,000
Net Profit : | 1,50,000

==

Additional Informations

(i) Trade debtors decrease by Rs. 30,000 during the year.

(i) Prepaid expenses increase by Rs. 5,000 during the year.

(iii) Trade creditors decrease by Rs. 15,000 during the year.

(iv) Outstanding expenses increased by Rs. 3,000 during the year.

(v) Operating expenses inctuded depreciation of Rs. 25,000.

Compute net cash provided by operations for the year ended March 31, 2007 by the indirect
method



Answer

Cash Flow from Operating Activities of Yamuna Limited
as on March 31, 2007

Particulars (Amt. ) Amt (1)
Met Profit Earned During the Year : [ 771.50,000
Iterns to be Added |
Depreciation | 25,000
Operaling Profit before Working Capital Changes { [1.75.000
{+} Increase in Current Liabilities i
Outstanding Expenses | 3.000!
{+} Decrease in Current Assets ;
Trada Debtors 30,000
Slock (Decrease) ! 50,000, 83,000
(-) Decrease in Current Liabilties |
Trade Creditors | 15,000
[~} Increase in Current Assets
Prepaid Expenses | 5000 (20.000)
Net Cash from Operations | | 2,38.000

Question 5. Compute cash from operations from

(i) Profit for the year 2010-11 is a sum of Rs. 10,000 after providing for depreciation of Rs.
2,000.

(i) The current assets of the business for the year ended March 31,2010 and 2011 are as

follows
Particulars March 31, 2010 iHarch 31, 2011
el @ @
Debtors | 10,000 12,000
Provision for Doubtful Debts 1,000 1,200
Bills Receivahle 4,000 3,000
Bills Payables i 5,000 6,000
Creditors § 8,000 9,000
Inventories 5,000 8,000
Short Term Investments 10,000 12,000
Outstanding Expenses | 1,000 | 1,500
Particulars March 31, 2010 March 31, 2011
Prepaid Expenses ' 2,000 5 1,000
Acerued Income I 3,000 4,000
Income Received in Advance 2,000 1,000

Prepare of cash flow statement from summary cash account.



Answer

Cash Flow from Operating Activities
as on March 31, 210

Particulars Amt. (T} Amt. (T)
Nel Profit for the Year 2010-11 10,000
ltemns to be Added
Depreciation | i _20{]0
Operating Profit before Working Capital Changes 5 12,000
[+) Increase in Current Liabilities 5 I
Provision for Doubtiul Debts 200|
Bills Payable 1.,000|
Creditors 1.000|
Outstanding Expenses 5@Ui
(+} Decrease in Currenl Assets |
Bills Recenable 1.UU{||
Prepaid Expensas 1000 4.700
(=) Increase in Curent Assets | |
Debtors | 2000
Inventories . 3,000
Short Term Invastments 2.000
Accrued Income 1,000
(=) Decrease in Current Liabilities |
Income Received in Advance _1'3‘00 (9.000)
Net Cash from Operations - i | 7.700

Question 6. From the foltowing Particulars of Bharat Gas Limited, calculate cash flows from

investing activities. Also show the workings clearly preparing the ledger accounts.
Balance Sheet of Bharat Gas Limited

as omn........

Liabilities 2010 (2) 2011 %) ~ 2010(%) 2011 (%)
Goodwill 1,00,000 | 3,00,000
Patents 2,80,000 | 1,60,000
Machinery 10,20,000 | 12,40,000
10% Long Term 60,000 1,60,000
Investment

Investment in Land 1,00,000  1,00,000
Shares of Amartax Ltd 1,00,000 1,00,000

Additional Informations

(a) Patents were written-off to the extent of Rs. 40,000 and some patents were sold at a
profit of Rs.20,000.

(b) A machine costing Rs. 1,40,000 (depreciation provided thereon Rs. 60,000) was sold for
Rs. 50,000. Depreciation charged during the year was Rs. 1,40,000.

(c) On March 31, 2007, 10% investments were purchased for Rs. 1,80,000 and some
investments were sold at a profit of Rs.20,000. Interest on investment was received on
March 31, 2011.

(d) Amartax Ltd paid dividend @ 10% on its shares.

(e) A plot of land had been purchased for investment purposes and let out for commercial

use and rent received Rs.30,000.



Answer
Cash Flow from Investing Activities

e Patoulars TAm@ [ Amt @
Cash Inflow !
Proceeds from Sale of Palents | 1.00,000/
Proceeds from of Machinery 50,000
Proceeds from Sale of 10% Long Termn Investmant 1,00,000
Interast received an 10% Long Term Investment 6,000
Dividend Received from Amartax Lid 10,000
Rent Received . | 20,0000 296000
Cash Qutflow [ ]
Purchase of Goodwill 2,00,000,
Purchase of Machinery 4,40,000
Purchasa of 10% Long Term Investrment 180,000,  8,.20,000
Net Cash used in investing Activities | """" T 5240 600
Dr Patents Account Cr
Ete Partlcuiars .IF Amt. @) | Da!a Particulars .JFI Amt. {!]
TD Balance bfd ? 80,000/ Ey Profit and | [
[ 1 Loss {Written off) | | 40,000
;To ProftandLoss | | 20,000, |By Bark |
i [ | Sale-Balancing |
| | figure) fo 1,00.000
(Proft on Sale) ’ | l |
________ | lBy Balancecid | |
' | a0 Om} ' |
Dr Machinery Account Cr
Date | . Particulars JF | Amt. (3 | | Date Particulars  JF| Amt. (7)
| To Balance bid I1U 20,000 'By Depreciation | 1,40, DDD
|To Bank (Purchase- 4.40, DUO |BY Bank | 80,000
Balancing Figure) | '
| {Profit on Sale) ; By Profit and Loss
| | (Loss on Sale} |
|- |By Balance ¢/d I

|
| ‘ 114, 0,600/

Working Note Machine costing Rs. 1,40,000 less depreciation Rs. 60,000, present value Rs.
80,000 sold for Rs. 50,000 i.e., loss on sale Rs. 30,000.

Dr 10% Long Term Investment Account Cr
Date Particulars JF | Amt. (7). __pﬁr_q_‘___ Particulars | JF Arnt 4]

To Balance bia | 60,000 |By Bank

| i {Balancing | i

i | Figure} | 1,00.000
|To Bank { | |
iTn Profit and Loss | By Balance o/d | i 1.60.000
| (Profiton Sale) | | | —
- ; | | 260000

Note: Any income received on investment is a part of investments like dividend,interest or rent

received.



Question 7. From the following Balance Sheet of Mohan Ltd,
prepare cash flow statement,

Balance Sheet of Rajeshwar Limited

as Oll.veuns
T 2010 2011 | 2010 2011
Liabilities Assets |
_ () ® I S I

Equity Share Capital 2,00,000 3,00,000 Fixed Assets  4,00,000 6,00,000

Profit and Loss  1,60,000 2,00,000 Stock 1,30,000  1,50,000

Bank Loan 11,00,000 80,000 Debtors 1,00,000 60,000

Accumulated 80,000 1,00,000 Bills Receivable 20,000 30,000

Depreciation ! |

Creditor 11,40,000 | 1,20,000  Bank 90,000 30,000

Proposed Dividend 60,000 70,000 |
7,40,000 8,70,000 740,000 870,000

Additional Information
Machine costing Rs.80,000 on which accumulated depreciation was Rs.50,000 was sold for
Rs. 20,000.

Cash Flow Statement of Mohan Ltd
_Poarticulars =~

Answer

| Amt. () | Amt. @)
L

A Cash Flow from Operating Activities

Profit as per the Balance Sheet (2,00,000 — 160,000} 40,000

Proposed Dividend ﬂ_ﬂlﬂ'

Net Profit before Taxation and Extraordinary ltems | 118000

. Particulars Amt @ | Amt (7]

T o ! ——
Depreciation | 70,000

Loss on Sale of Machine _ l0.000] 80,000

Operating Profit belore Working Capital Changes I 1.90,000
(+) Decrease in Current Assets |
Debtors M.O{JDE 40,000
I 230,000
(=] Increase in Currant Assets i
Stock 20.000
Bills Receivatie 10,000
{-) ‘Dacraase in Current Liabilities '
Creditors 20,000,  (50,000)
Net Cash from Operations 180,000

B | Gash Flow trom Investing Activities
Proceeds from Sale of Fixed Assets
Purchase of Fixed Assels

Net Gash Outflow from Investing Activity | {2.60.000)

€. Cash Flow from Financing Activities i
| Issueof Shares 1.00.000
Bank Loan Paid (20,000}
Dividend Paid i (60,000}
Net Cash from Financing Activities 20,000
D. |MetDecreasain Cash and Cash Equivalents (A +B +C} | (BD.ODOD}

(+) Cash and Cash Equivalents in the Beginning 50,000

E. |Cash and Cash Equivalents at the End 30,000
Or Fixed Assets Account Cr
Date  Particulars JF AmL () Date | Paiculars | JF | Amt. (1)

[To Batance bid 4,00,000] |ByBark - | 20,000
| Ta Bank (Purchase- By Profit and
Balancing Figure) 2.8{)_0005 Loss 10,000
| (Loss on Sale) |
By Accumulated || 50000
Deprecialion | |
e By Balance c/d | 8.00.000
, || 680000 | 680,000
Dr Accumulated Depreciation Account Cr
Date  Particulars  JF | Amt.{) Date| Particulars | JF| Amt.()
ToFixed Assets | 50000  |By Balance b/d 80,000
To Balance c/d 1.00,000° |By Profit and Loss |
|  (Balancing ' 70.000

Figure}




Question 8. From the foltowing Batance Sheet of Tiger Super Steel Ltd, prepare Cash flow
statement.
Balance Sheet

Liabilities 2010 g_z_]:'_guu (7) Assets 2010 () 2011 (})

Equity Share 80,000 1,20,000 Goodwill I 24,000 18,800
Capital [ g

10% Preference | 40,000 20,000 Land and | 40,000 20,000
Share Capital ' |Building |

General Reserve 8,000 12,000 | Plant 36,000 76,400
Profit and Loss | 7,200 10,800 Investment 4,000 14,000
Account i | . '
Proposed Dividend 11,200 15,600 Debtors | 30,000 43,200
Bills Payable 14,000, 21,200 |Stock | 34,000 31,200
Outstanding 3,200 2,400 Cash 6,800, 11,200
Expenses : E
Provision For | 11200 12800 . f

Taxation | | | |

174800 2.1 214,800

Additional Information

Depreciation Charged on Land and building Rs. 20,000 and plant Rs. 10,000 during the year.
Answer
Cash Flow Statement of Tiger Super Steels Lid

Particulars : Amt. {_?J_| Amt. ¥
A Cash Flow from Operating Activities | l
|Profit as per the Balance Sheet (10,800 - 7,200) | 3600
‘General Reserve 4-0’3':'_
Proposed Dividend L 15800
{Pravision for Taxation | 12800,
[Net Profit before Taxation and Extracrdinary tems | 36,000
/ltems to be Added |
Depreciation on Land and Building | 20,000
Depreciation an Flant {10000
Goadwill Written-off i _5200| oo 35200
|Operating Prafit before Working Capital Changes ' A -209_
1
RS SO ... .. Amt. (2) | Amt. @)
| (+) Increase in Current Liabilities i
Bills Payable ; 7,2001
(+) Decrease in Current Assets 2390'10000
Stack | 81,200
(=) Increase in Cument Assets |
Debiors 13,200
(=) Decraase in Current Liabilities
| Qutstanding Expenses ' 800 (14.000)
(Cash Generated from Operating Actvilies . 67,200
| -} Income Tax paid _E1'I:£U€J}
|Net Cash from Operating Activities ! 56,000
B éCash Flow from Investing Activities
Purchase of Plant I (50,400)
'l Purchase of Invesiment | (10,000)
| 'Net Cash used In Investing Activities " (60,400)
C. [Cash Flow from Financing Activities i
| lasue of Equity Sharas 40,000
Dividend Paid (11.200)
| Redemption of 10% Preterence Shares ~ [20,000)
'Net Cash from Financing Activities 8,800
D. Net Increase in Cash and Cash Equivalent | 4400

| (+)Gash and Cash Equivalents in the Beginning
E. Cash and Cash Equivalents at the End

Dr Plant Account Ct
__I:_l_a_a_lg_i - Particulars JF |Amt (%) Date| Particulars | JF | Amt. )
|To Balance b/d | | 38,000 By Depreciation | | 10,000
|To Bank Afe {Purchase- | ! 50,400 By Balance c/d | I 76,400

Balancing Figure)




Question 9. Prepare cash flow statement from the following information
Balance Sheet

Liabilities | 2010 (7) 2011 (%)  Assets gzmo(z)gzou(z)

Equity Share | 5,00,000 | 7,00,000 |Cash/Bank 3.uu,nou1§ 4,00,000
Capital - ; | i

8% Debentures  6,00,000 4,00,000 Sundry | 4,00,000 6,00,000
_ | Debtors i .

Profit and Loss = 3,00,000 5,00,000 |Stock | 5,00,000 6,00,000
Account ! |

Creditors | 6,00,000 9,00,000 Goodwill 2,50,000 1,70,000

Discounton 50,000 30,000
'Debenture |

: Plant ~ 5,00,000 7,00,000

"~ 20,00,000 | 25,00,000| 120,00,000 25,00,000

Additional Information
Depreciation charged on plant amount to Rs. 80,000.

Answer
Cash Flow Statement
| Particulars Amt. 7) Amt. )
A, |Cash Flow from Operating Activities ' !
Mat Prafit as per the Balance Sheat {500,000 - 3,00,000) | 2,00.000
Items to be Added
Depreciation on Plant BU-DU‘G!
Goodwill Written-off B0,0DDE
Discount on Debentures Written-off !_EF'_-QW 1.80.000
iOpera[ing Profit before Working Capital Adjustments 3.80,000
| {+} Increase in Current Liabilities i i
[ Creditars i 3.00,000 3,00,000
i g 6,80.000
' (=) Increase in Current Assets | |
Sundry Debitors 2-9&0”05
Stock 1,00,000; {3,00,000)

‘Net Cash from Operations

: -  Particulars Amt. (3) Amt. (3)
B Cash Flow from Investing Activities | .
Purchase of Plant (2.80,000)
[Net Cash used in Investing Activities | (2,80,000)
€. Cash Flow rom Financing Activities i
Issue af Equity Share Capital | 200,000
Redemption of 8% Debentures | {2,00,000)
; i
D Net Increase in Cash and Cash Equivalents (A + B + C) ! 100,000
| (+) Cashand Cash Equivalents in the Beginning . | 3.00,000
E. Cash and Cash Equivalents at the End | 4.00,000
Dr Plant Account Cr
Date Particulars J'_Ji i Amt. (7} Date Particulars  JF | Amt. ()
To Balance b/d || 500000 By Depresiation 80,000
{Ta Bank (Purchase- 2,80,000| |By Balance cid 700,000
Balancing Figure) | o ! |
7.80,000 ! |

Question 10. From the following information, prepare cash flow statement for Yogeta Ltd.



Balance Sheet
Liabilities 2010 (%) 2011 (%) Assets 2010 ) 2011 ()

Equity Share Capital  2,00,000 3,00,000 Bank | 45,000/ =
Preference Share -11,00,000 ,Cash 5,000 | -
Capital ; ' 5
Profit and Loss 1,00,000 2,00,000 Stock 11,00,000 | 1,70,000
Account g ' f
Loan 12,00,000 - Bills Receivablei 50,000 1,00,000
Provision for Taxation 30,000 50,000 Fixed Assets | 4,00,000 7,00,000
Bills Payable 50,000 70,000 | |
Bank Overdraft = | 1,00,000 f .
Loan from Rahul 20,000 |1,50,000 l

.5 00,000 gg, 0,000 6,00, mm 9,70,000

Additional Information
Net profit for the year after charging Rs. 50,000 as depreciation was Rs. 1,50,000, dividend
paid on share was Rs. 50,000, tax provision created during the year amounted to Rs. 60,000.

Answer
Gash Flow Statement of "fuge!a Lid

| Particulars Amt. (3) | Amt. (3)
A iCas'd'u Flow from Operating Activities I '
| Profit as per Balance Shest (2,00,000 - 1,00,000) | 100,000,
| Propased Dividend . | 50000
|Provision for Taxation | 60,000
‘Net Profit before Taxation and Extracrdinary ltems 210,000
Items to be Added
Ceprecialion | 50.000_ 3 S{J{JOU
Operating Profit before Working Capital Changes : ¢ 2,860,000
(#+) Increase in Current Liabilities | |
Bills Payable | 20000, 20000
| 280,000
(-] Increase in Current Assets
' Stock 70,0001
| Bills Recewvable 50.000, (1,20.000)
{Cash Generated from Operating Activities . | 160,000
(=) Income Tax Paid i 140,000)
'Nst Cash from Operations | L 120,000
B. Cash Flow from Imvesting Activities '
Purchase of Fixed Assets 113,50,000)

?Ne!. Cash used in Investing Activities
C.  |Cash Flow from Investing Activities

fssue of Equity Shares 5 1,00,000
Issue of Preference Shares g 1.00,000
Loan from Rahul 5 1.30.000
(-] Repayment of Loan 1(2,00,000}
i Dividand Paid | {FJ_?.UQJ}
{Net Cash from Financing Activities | 80,000
D. {Net Decrease in Cash and Cash Equivalents (A + B + C) {1,50.000)
| (+) Cash and Cash Eguivalents in the Beginning ! | 50,000
E: cash and Cash Equivalents at the End (Bank Dverdraft] 01,00,000)
Dr Provision for Taxation Account Cr
Date i Particulars JF |Amt.(7)|Date| Particulars | JF | Amt. (%)
To Bark i i By Balance c/d 30,000
! (Balancing Figure} | 40.000
I'I"D Balance b/d : 50,000 By Profit and
| g s 60,000
50000 ~s0000
| | | af ey
Dr. Fixed Assets Account Cr
Date|  Paticulars  JF Amt (%) Date Pariculars | JF  Amt ()
— L - AT M ! & R _.:—l_._._.__
iTo Balance b/d I 14,00,000| By Depreclat:on | 50,000
{To Bank ' 53-5‘3-00’3% |By Balance c/d | 7.00,000
b | |

| 7.50.000




Question 11. Following is the Financial Statement of Garima Ltd. Prepare cash flow

statement.
Balance Sheet
as on 31st December, 2011
Liabilities 2010 @) 2011 (%))  Assets 2010 %) 2011 (})
Equity Share Capital ' 2,00,000 3,00,000 Plant and | 2,00,0005 3,64,000
' Machinery |
Preference Share 80,000 1,40,000 Stock i ﬁﬂ,ﬂnni 1,60,000
Capital i
Creditors 56,000 1,56,000 Debtors ‘ 20,000 80,000
Provision for | 4,000 12,000 Bank | 80,000 28,000
Taxarion | | |
Profit & Loss | 28,000 40,000 Prepaid | 8,000 16,000
Account i ‘Expenses PR, T
; /68,000 6,48,000 ' 3.58,0_00 6 BDOD
Profit and Loss Account
for the year ended December 31, 2011
 Receipts | Amt. (%) Payments | Amt. %)
Opening Stock | 60,000 Sales I 5,00,000
Purchase | 4,92,000 Closing Stock | 1,60,000
Gross Profit ¢/d | 1,08,000
' . 6.60,000 . 6,60,000
Salary . 44,000 Gross Profit b/d | 1,08,000
Depreciation 32,000 .
Provision for Tax | 16,000 ;
Net Profit ¢/d . 16,000
1,08,000 tir__ﬂé;ﬁﬁﬁ
Dividend | 4,000 Balance b/d | 28,000
Balance c/d 40,000 Net Profit b/d | 16,000
44,000 | 44,000
Answer
Cash Flow Statement of Garima Ltd
as on December 31, 2011(Direct Method)
L Patedas [Am@[Am(
A, |Cash Flow from Operating Activities | [ 4,40,000
Cash Receipts from Custormners | |
(-} Cash Paid to Supplers | 392,000
(-) Cash Paid for Expenses | 52,000 (4,44.000)
|Cash Dutflaw from Operating Activities . | (s.000)
| ) Income Tax paid ' I{HDGO]
Net Cash used in Operating Activities f [ {12,000)
B. |Cash Flow from Investing Activities ! |
| Purchase of Plant and Machinery | | (1,96.000)
INet Cash used in Investing Activities | (1,96.000)
C. Cash Fiow from Financing Activities
lssue of Equity Share Capital | 1,00,000
Issue of Preference Share Capital ; 60,000
{160,000
| () Dividend Paid ‘ | (4,000)
Net Cash from Financing Activities 1,56,000
D. |Net decrease in Cash and Cash Equivalents (A + B+C) | (52,000)

{+) Cash and Cash Equivalents in the Beginning | 80,000
E. |Cash and Cash Equivalents at the End | 28,000
' | —




Alternative Method

Cash Flow Statement
{Indirect Mathod)
Particulars Amt 7 | Amt 1)
A (Cash Flow from Opesating Activities I ' N
‘Profit as per Bakznce Sheal (40000 - 28,000} 12,000
Proposad Dividend 4,000
Provision for Taxation 16,000 )
Met Prafit belors Tasation and Extraordinany lkems 32,000
ltems to ba Added |
Depreciation | 82000, 32000
1Operaling Profit betore Working Capial Changss | 64000
[(+} Increase in Cuerent Liablites | |
Craditars | 100000
(=) Increase in Current Assats |
Prapaid Expanses 13-'39':']?
Stack | 11.00.000), )
Dabtors (B0.000)|  (B8.000)
iGash Generated from Operating Activities | | {000
-] Income Tax Paid | {8.000)
|Net Cash used in Operating Activities | (12.000)
B Cash Flow from Investng Activites
| Purchase of Fixed Assets | {1,96.000)
MNet Cash used in Investing Activities {1,496,000)
{Cash Flow from Imvesting Activitias
| Issue of Equity Shares | 1,00,000
Issue of Praference Shares 50,000
[-) Dividend FPaid | 14.000)
C. |NetCash trom Financing Activities 1.56 000
D, Mel decrease in Cash and Cash squivalents (A+ B+ C) | | 52,0000
(+) Cash and Cash Equivalents in the Begmning | | B000C
£ Cash and Cash Equivalents at the end | 28,000
Cr Provision for Tax Account Cr
Date Patticulars | JF  Amt (Z) Date . Particulars | JF | Amt. (%}
To Bank i ' |By Balance cjd | 4000
{Balancing Figure) | B,000 | |
To Balance bid | 12000 |ByProftand |
| Loss 16,000
‘ [ 20000 ‘ 20000
Dr Plant and Machinery Account Cr
Date Particulars JF Amt. (¥} Date Particulars = JF  Amt (3]
e s i i.. i } P
To Balance bid {2,00,000, By Depreciation | 32,000
To Bank (Purchase- |1.96,000° By Balance c/d | | 3.64.000
Balancing Figure) i |
13960000 | [ 1396000

§ | |

(i) Cash receipts from the customers
Sales + Opening Debtors — Closing Debtors
=5,000004+ 20000 - 80,000 = T 440000
i) Cash paid fo the creditors '
Furchase + Opening Craditors - Closing Creditors
= 4,92 000+ 56,000~ 156000 = ¥ 392,000

{iii) Cash paid for expenses
Salaries + Prepaid Expenses althe end - Prepaid Expensesin the beginning
= 44 D00+ 16000- 8,000 =T 52,000

Note Debtors and creditors account can also be prepared to calculate cash receipt or cash
paid.

Question 12. Foltowing is the Balance Sheet of Computer India Ltd



Balance Sheet

Liabilities 2010 E)jz_ou(?;_@_ Assets 12010 (%) 2011 (3)

Equity Share Capital = 40,000 50,000 Fixed Assets 41,000 40,000
Profit and Loss 1,000 1,200 (-) Provision for | 11,000 15,000
Account | Depreciation | :

General Reserve | 2,000 2,500 | 30,000 25,000
10% Debentures 6,000 6,500 Debtors 20.0005 24,000
Sundry Creditor 12,0001 11,000 Stock | 30,000 35,000
Provision for 3,000 4,200 Prepaid Expenses 300 500
Taxation C | .

Proposed Dividend 5,000 5,800 Cash 1,200 3,500
Bank Overdraft . 12,500/ 6,800 i

. 81,500] 88,000 81,500 88,000

Additional Information Interest paid on debenture ? 600.

Answer v
Cash Flow Statement
el ParﬂauPar?___ | Amt. (2 | Amt (7]
& Cash Flow from Operating Activities |
Profit as per Balance Shast (1.200 - 1,000) 200
|Proposed Dhidend | @00l
| General Fesarva 500
Provigion for Taxation | _41200
el Prafit betore Tax and Extraordinary hams 10,700
Iherris o e Added
Prawision for Depreciabon 4.000
Interest Paid on Detentures It GOO| 4600
Opsrating Profit befors Warking Capital Changes 15,300
Adjustrents
(-} Increase = Current Assals
Cabtars 4,000 |
Slack 5,000
Frepaid Expenses la== _@;....55. 200)
6, 100
(-1 Decrease n Curreant Liabiliies
Creditors + 1000] (000
Cash Generaled lrom Operating Activities 5,100
{=} Income Tax Paid LiL _[SL:O:JI
Met Cash from Operation 2100
B Cash Fiow from Invasting Activiies |
Sale of Fired Assols 1.000
Net Gash from Invasting Activities 1,000
C. |Cash Flow from Fenancing Activities
IIssuaufEmry Shares | 10,000
|tssue of 10% Debenturas 0
(=) Dividand Paid | (5,000)
| ) Interest Paid [ B0
Met Cash from Financing Activities 4,500
O, |Metincresss in Cash and Cash Equivalents (A + B+ C) 6,000
{+) Cash and Cash Equivalents = the baginning
Cash 1200
Bank Cwercialt (12,500 {1%300)
F. Cash and Cash Equivalents at the end |
Cash 3,500

|
Bank Overciratt i {6800) (3,300




