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FMA

1. The term "Management

Accountancy" was first used in :

a) 1910 b) 1939

c) 1950 d) 1959

2. Accounting to Management is

known as

a) Cost Accounting

b) Financial Accounting

c) Management Accounting

d) Revenue Accounting

3. Management Accounting is

concerned with:

a) Preparation of Profit and Loss

Account

b) Preparation of Balance Sheet

c) Accounting information useful to

management

d) Determination of cost of producing

a product

4. The use of Management Accounting

is :

a) Compulsory

b) Optional

c) Obligatory

d) Not necessary

5. Management Accounting deals

with :

a) Actual figures only

b) Standard figures only

c) Both monetary and non-monetary

information

d) Estimated figures

6. Management Accounting deals

with :

a) Quantitative data

b) Qualitative data

c) Both 'a' and 'b'

d) None of these

7. Which branch of Accounting is

primarily used as the base of

Management Accounting ?

a) Financial Accounting

b) Specialized Accounting

c) Company Accounts

d) Non of these

8. Management Accounting is used to

communicate with

a) Share holders

b) Outside Agencies

c) Both 'a' and 'b'

d) None of these

UNIT - I

INTRODUCTION
Group - A

A-I From the alternatives given under each bit, write the correct answer
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9. One of the functions of Management
Accounting is :

a) To help the management in taking
decisions

b) To ascertain the cost of products
manufactured

c) To determine profit and loss of
business

d) To prepare Balance Sheet

10. One of the following which is not a
function of Management  Accounting

a) Planning

b) Convening the Board meeting

c) Decision making

d) Analysis and interpretation

11. One of the following who is not the
user of Management Accounting is :

a) Production Manager

b) Sales Manager

c) Promoter

d) Director

12. One of the following which is a tool
of Management Accounting is:

a) Standard Costing

b) Budgetary Control

c) Internal Audit

d) All of these

13. Management Accounting includes :

a) Financial Accounting

b) Cost Accounting

c) Reporting to Management

d)  All of these

14. One of the following which is not the

nature of Management Accounting

is :

a) Following fixed norms

b) Forecasting

c) Cause and effect analysis

d) Supply of information

15. Financial Accounting deals with :

a) Historical cost

b) Current cost

c) Prospective cost

d) None of these

16. Which one is not advantage of

Management Accounting ?

a) Increase efficiency

b) Ensuring effective management

control

c) Personal Bias of interpreter

d) Improves service to customers

17. One of the following which one is

not limitation of Management

Accounting

a) Historical Cost

b) Lack of specialized knowledge

c) Proper planning

d) Intuitive decision

18. The cost of installation of Management

Accounting System is

a) Very high

b) Marginal

c) No cost

d) None of these
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19. Management Accounting has no set
of rules and formal as the analysis
of data depends upon

a) Person using

b) Purpose for which it is needed

c) Organization where it is used

d) All of the above

20. Management Accounting may be
called as "Science"

a) Only examine the cause

b) Studies only effect

c) Both 'a' and 'b'

d) Neither 'a' nor 'b'

21. Management Accounting provides
mainly which types of report :

a) Final report

b) Interior report

c) No reporting

d) None of the above

22. The accounting data required for
managerial decision

a) Properly compiled

b) Classified

c) Modified

d)  All of the above

23. In order to improve efficiency of the
organization it is reqired

a) To spot efficient and non-efficient
areas

b) Making the areas of deviaton

c) Taking corrective action

d) To make integrated effort of all the

above

24. In Management Accounting there

is :

a) Always provision of Audit

b) Occasional provision of Audit

c) No provision of Audit

d) Non of the above

25. The cost control devises employed

in Management Account enables :

a) Reduction of price

b) Quality of product becomes good

c) Increases  in production of goods

d) All of the above

26. The decision taken deliberately for

a specific purpose is :

a) Ordinary decision

b) Strategic decision

c) Policy decision

d) Special decision

27. Management Accounting relates

to :

a) Recording of accounting data

b) Recording of costing data

c) Presentation of Accounting data

d) None of these

29. Analysis in which analysists have

direct accessibility :

a) External Analysis

b) Internal Analysis

c) Inter firm Analysis

d) None of the above
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30. Country in which Management

Accounting first used :

a) USA

b) U.K.

c) U.S.S.R.

d) None of these

31. Which branch of Accounting is still

in an evolutionary stage ?

a) Financial Accounting

b) Cost Accounting

c) Management Accounting

d) Specialized Accounting

1. The branch of Accounting which was

introduced in 1950.

2. The Accounting which provides

information to the management for

making plans and policies.

3. The accounting that provides

information to external and internal

parties.

4. The accounting that is limited to cost

ascertainment  and cost information.

5. The branch of accounting which gives

emphasis to actual figures.

6. W hich branch of accounting is

optional ?

7. Which branch of accounting is governed

by general accepted accounting

principles (GAAP).

8. In which branch of accounting reporting

is ?

9. Which branch of accounting is still in a

evolutionary stage ?

10. Which branch of accounting does not

have any uniform principle ?

11. The accounting data required for

managerial decision is properly

complied, classified and modified in

which branch of accounting.

12. Which branch of accounting does not

have it's own independent sources of

information ?

13. Which branch of accounting uses both

quanti tative and quali tat ive

information ?

14. The period for which Management

Account is prepared ?

15. Who provides base for Management

Accounting ?

16. Who defines Management Accounting

as Accounting information that is useful

to management ?

17. Who defines Management Accounting

as methods, systems and techniques

which coupled with special knowledge

and ability to assist management in it's

task of maximizing profits or minimizing

losses.

A-II Answer the following in one word / term each
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18. Which Institute has defined

Management Accounting as a system

of collection and presentation of relevant

economic information relating to an

enterprise for planning, controlling and

decision making.

19. Who expresses the plans, policies and

goals of the firm for a definite period in

future ?

20. Who refers to deciding at present for

unseen future ?

21. Which branch of Accounting uses

qualitative information ?

22. What is the extent of scope of
Management Accounting ?

23. Mention the influence of Management

Accounting on employees.

24. What does Management Accounting

provide ?

25. Mention where duties and responsibilities

of various managerial level are

explained.

1. What are the branches of Accounting ?

2. What are the basic l imitation of

Financial Accounting ?

3. Name user of Financial Accounting

information.

4. What is the basic objective of

Management Accounting ?

5. How does Institute of Chartered

Accountants of England and Wales

define Management Accounting ?

6. How does Management Accounting

provide help for co-ordination ?

7. How the efficiency in various business

operation can be measured ?

8. What should be the essential aim of

Management Accounting ?

9. Why no specific rules are followed in

Management Accounting ?

10. Why the management should be

informed about the earliest position of

the concern ?

11. What are the nature of data used

Management Accounting ?

12. What Management Accounting deals ?

13. Why Management Accounting is

prepared ?

14. What should be the nature of reporting

of Management Accounting ?

15. In what way Management Accountant is

responsible ?

16. Why inventory control as a tool of

Management Accounting is significant ?

17. In which way Management Accounting

is helpful in controlling the performance ?

18. What are the strategic decision taken

by Management for ensuring corrective

action ?

19. How does Management Accounting

process begin ?

20. What should the measuring rod of

efficiency in Management Accounting ?

A-III  Answer in one sentence
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1. In Management Accounting emphasis is

given to actual figures.

2. Report of Management Accounting is

slow.

3. ‘Balance Sheet’ and ‘Profit and loss

A/c’ are prepared in ‘Management

Accounting’.

4. Cost Accounting was formed during 2nd

World War.

5. Accounting for improving effectiveness

is Cost Accounting.

6. Financial Accounting deals only with that

information which is helpful to the

management.

7. Cost Accounting deals with both

quantitative  and qualitative information.

8. Publication of Financial Accounting

Statements is not compulsory.

9. Initiative decision limit the usefulness of

Financial Accounting.

10. Management Accounting is limited to

cost ascertainment and cost

information.

11. Financial Accounting provides

information to the management for

making plans and policies.

12. Management Accounting provides

information to external and internal

parties.

13. Management Accounting is concerned

only with the present state of business

concern.

14. In Management Accounting only those

figures ar used which can be measured

in monetary term.

15. Financial Accounting does not have it’s

own independent source of information.

16. The installation of Financial Accounting

System brings some changes in the

organizational set up and accounting

practice.

17. Cost Accounting deals with future

projections and plans basing on past

records.

18. Financial Accounting facil itates

communication and coordination

between different departments which

help in attaining the objectives of

business.

19. Financial Accounting helps in modifying

accounting data.

20. Financial Accounting attempts to

examine the ‘cause’ and ‘effect’ of

different accounting variables.

A-IV Correct the underlined portion of sentences
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1. Management Accounting reports are

meant for  use only..

2. Management Accounting provides

 to management.

3. Financial Accounting states the

 position of a concern.

4. Accounting information is  to

make it useful.

5. Accounting is an art of recording

Financial .

6. Only  information is recorded

in accounting.

7. Management Accounting is helpful in

increasing .

8. Financial Accounting deals with

 data.

9. Management Accounting is helpful in

increasing  of data.

10.  accounting deals with

both qualitative and quantitative

information.

11.  deals only with that information

which is useful to the management.

12.  is concerned only with present

state of business concern.

13. In  no emphasis is given to

actual figures.

14. Preparation of Financial Statement in

necessary under  law..

15. Management Accounting is helpful in

increasing  of data.

16. Initiative decision limit the usefulness of

 .

17.  to report and interpret the result

of operation to all levels of management

and the owner of the business.

18.  adds value to the organization

by motivating all the employees.

19.  is audited by practising

Chartered Accountant.

20. Reporting of Management Accounting

is very .

A-V  Fill in the blanks of the following sentences
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ANSWER KEYS

1. (c) 1950

2. (c) Management Accounting

3. (c) Accounting information useful to

management

4. (b) Optional

5. (d) Both monetary and non-monetary

information

6. (c) Both 'a' and 'b'

7. (a) Financial Accounting

8. (c) Both 'a' and 'b'

9. (a) To help the management in taking

decisions

10. (b) Convening the board meeting

11. (c) Promoter

12. (d) All of these

13. (d) All of these

14. (a) Following fixed norms

Group - A

A-I  From the alternatives given under each bit, write the correct answer

15. (a) Historical cost

16. (c) Personal Bias of interpreter

17. (c) Proper Planning

18. (a) Very high

19. (d) All of the above

20. (c) Both 'a' and 'b

21. (b) Interior Report

22.

23. (d) To make integrated effort of all of

the above

24. (c) No provision of Audit

25. (d) All of the above

26. (b) Strategic decision

27. (c) Presentation of accounting data

28. (b) Internal analysis

29. (a) U.S.A.

30. (c) Management Accounting

1. Management Accounting

2. Management Accounting

3. Financial Accounting

4. Cost Accounting

5. Financial Accounting

6. Management Accounting

A-II    Answer in one word / term

7. Financial Accounting

8. Management Accounting

9. Management Accounting

10. Management Accounting

11. Management Accounting

12. Management Accounting
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1. Financial Accounting, Cost Accounting

and Management Accounting ae

different branches of accounting.

2. It is historical in nature.

3. Banker, creditor, owner, public are

various user of Financial Accounting

information.

4. Planning and Policy formation is the

basic ob ject ive of Management

Accounting.

5. Management Accounting enables a

business to be conducted more

efficiently.

6. Management Accounting provide toes

which are helpful in coordinating the

activities of different departments.

7. The targets of different departments are

fixed in advance and steps are taken to

achieve the targets.

8. The essential aim of Management

Accounting should be to assist

management in decision making and

control.

A-III   Answer in one sentence

9. This is so as the users differ from

concern to concern.

10. This helps management in taking proper

and timely decision.

11. Management Accounting uses data

which are descriptive, statistical,

subjective and relates to the future.

12. Management Accounting deals with

assessing the activities of different

units, departments or decisions.

13. Management Accounting is prepared

for the benefit of management only.

14. Reporting of Management Accounting

is very quick at regular interval.

15. Management Accountant is responsible

for the installation, development and

efficient functioning of the Management

Accounting system.

16. Inventory control is significant as it

involves large sum investment in cost of

production.

13. Management Accounting

14. No specific period

15. Financial and Cost Accounting

16. Rebert N. Anthony

17. J. Batty

18. Institute of cost and works accountant

of India (ICWA India)

19. Budgeting

20. Planning

21. Management Accounting

22. Wide

23. Motivation

24. Information

25. Organization Manual
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17. Comparison of performance is made

with standard set, deviation found and

for subsequent corrective measures

taken.

18. Decision may be stoppage of

production, replacement, expansion or

diversification of work.

1. Financial

2. Fast

3. Financial Accounting

4. Industrial Revolution

5. Management Accounting

6. Management

7. Management

8. Management

9. Management

10. Cost

A-IV  Correct the underlined portion of sentences

11. Management

12. Financial

13. Financial

14. Financial

15. Management Accounting

16. Management

17. Management Accounting

18. Management

19. Management

20. Management

19. The management process begin with

identification, measurement and

accumulation of relevant data from

financial and cost accounting records

and also from other external sources.

20. The measuring rod of efficiency of a

concern should be a return on capital

employed.

1. Internal

2. Information

3. Financial

4. Modified

5. Facts

6. Quantitative

7. Efficiency

8. Historical

9. Interpretation

10. Management

A-V   Fill in the blanks of the following sentences

11. Management Accounting

12. Financial Accounting

13. Management Accounting

14. Company

15. Interpretation

16. Management Accounting

17. Management Accountant

18. Management Accountant

19. Financial Accounting

20. Quick at regular interval
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Q1. What do you mean by Management

Accounting ?

Ans. Management Accounting is concerned

with detailed financial analysis and

interpretation to assist the management

of a business undertaking for

performing effective management

activity. It applies the accounting

information useful to the management.

Q2. Mention the evolution of Management

Accounting.

Ans. The tern Management Accounting

comes to the light in the mid 20th

Century. The term was first used in 1950

by a team of accountants visiting U.S.A

under the auspices of Anglo-American

Council or productivity.

Q3. How Robert N. Anthony has defined

Management Accounting ?

Ans. Robert N. Anthony has defined the term

Management Accounting as “it is

concerned with accounting information

that is useful to the management”.

Management is concerned with the

provision of financial and non financial

decision making information.

Q4. What is the main objective of

Management  Accounting ?

Ans. The main objective of Management

Accounting is to maximize profit or

minimizes losses. In any business

concern this helps fo formulate policies,

making decisions, planning and

controlling the business activities to

achieve that.

Q5. What are the main areas of

Management  Accounting ?

Ans. Scope is very wide covering variety

aspects of business operations such as

budgeting and forecasting, cost control

procedure, inventory management, tax

planning, investment decision and area

of internal audit.

Q6. How Management Accounting is

helpful to examine 'cause' and

'effect' analysis?

Ans. Management Accounting attempts to

examine the ‘cause’ and ‘effect’ of

different accounting variable. For

example, if there is profit, the factors

directly influencing the profitability are

studies and necessary action made to

ensure.

Group - B

SHORT TYPE QUESTION  WITH  ANSWERS

Out of 4 questions examines are required to answer 3 questions not
more than 30 words each
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Q7. What are the functions of

Management Accounting ?

Ans. Management Accounting is assigned

with the functions of classifying,

processing, presenting and interpreting

the data in such a way that it helps

management to control and run the

enterprise in an effective and efficient

manner.

Q8. What are the various techniques

used by Management Accounting in

Planning and Forecasting?

Ans. The various techniques such as

budgeting, standard costing, marginal

costing, trend ratio and profitability are

useful in planning and forecasting.

Q9. How Management Accounting

facilitates the management control ?

Ans. Management Accounting is very useful

in controlling by setting the standards of

various business activities, making

comparison with actual, finding out the

deviation and enforcing the remedial

course of action.

Q10. How Management Account acts as

coordinator ?

Ans. Management Accounts acts as

coordinator among different financial

departments through budgeting and

financial reports. The targets and

performance of different department are

communicated to appropriate concerned.

Q11. What do you mean by Management

Accounting Process ?

Ans. The Management Accounting process

with identification, measurement and

accumulation of relevant data from

financial and cost accounting records

and also from other external sources.

Q12. What is nature of Management

Accounting ?

Ans. Management Accounting deals with

projection of data for the future. It uses

historical data only for taking decision

for the future.

Q13. Why there are no specific rules

followed in Management

Accounting ?

Ans. No specific rules are followed in

Management Accounting as the different

concerns use in different way. The

analysis of data depends upon the

person using it.

Q14. How  Management Accounting is

helpful in increasing efficiency of

the concern ?

Ans. The efficiency can be achieved by

setting up goals for each department or

sector. The performance appraisal will

enable the management to pin point

efficient and inefficient spots. An effort

is made to take corrective measures in

inefficient area.
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Q15. How are the control of inventory will

help in controlling costs of product ?

Ans. The management by determining

different stock level, will control the

inventory which have significant

contribution in cost of product.

Q16. How interpretation of data of various

financial statement are made in

Management Accounting ?

Ans. The financial statements may be studied

in comparison to the statements of

earlier periods or in comparison with

the statements of similar other concern.

Accordingly, interpretation of data are

made.

Q17. How Management Accounting will

be helpful in motivating the

employees ?

Ans. Management Accounting helps to select

the best alternative of doing the things

since the targets are fixed, employees

are motivated to achieve it and further

incentives ma y be given for improving

their performance.

Q18. What are different non-monetary

events are used in Management

Accounting ?

Ans. Non monetary events like competition

in the market, impact of political

changes, situation of trade cycle etc. are

considered and analyzed from which

interpretation are made.

Q19. What is important convention of

Management Accounting ?

Ans. The convention of objectivity should

be followed. There should be no room

for personal bias or prejudice.

Attainment of object should be main

consideration.

Q20. What should be main aim of

management ?

Ans. The aim of management should be to

utilize the resources of the concern in

the best possible way. The use of

various processes and methods

should enable the achievement of that

object.
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Group - C

LONG TYPE QUESTION  WITH ANSWERS

Out of 3 questions 2 questions to be answered

Q1. What are objects of Management

Accounting ?

Ans. The fundamental objective of

Management Accounting to assist

management in their functions of

formulating policies, making decision,

planning objective and controll ing

business operations. Other objectives

are reporting to management, helping

coordination and above all to facilitate

organization in setting up effective and

efficienct organizational frame work.

Q2. Discuss the nature of feature of

Management Accounting ?

Ans. The important features of Management

Accounting are

a) Based on accounting information

b) Studies cause and effect analysis

c) No fixed rule and format

d) Achieving the objectives

e) Assisting management in carrying out

functions and taking decision.

f) Above all increasing efficiency

Q3. Mention the scope of Management

Accounting.

Ans. Important areas which come with In

scope are

a) Financial Accounting

b) Cost Accounting

c) Budgeting and forecasting

d) Financial Management

e) Management Reporting

f) Quantitative Technique

g) Inflation Accounting

h) Inventory Control

i) Internal Audit

Q4. Discuss the functions of Management

Accounting.

Ans. Management Accounting is developed

for taking managerial decision by using

more and more accounting information.

Functions are

a) Planning and forecasting

b) Modification of data

c) Financial analysis and inter petition

d) Facilitates communication

e) Helping management control

f) Ensuring coordination

g) Decision making

h) Improving services to customer

Q5. Mention the importance of

Management Accounting.

Ans. Management Accounting guides and

advises management at every step for

better performance of the organization.

Important advantages / importance of

Management Accounting are
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a) Increases efficiency

b) Scientific Planning

c) Effective Control

d) Measurement of performance

e) Maximizing profitability

f) Better services to customer

g) Facilitates communication and

coordination

h) Minimizing wastages

i) Saving time

Q6. Mention the limitation of

Management Accounting ?

Ans. Management Accounting is a new

discipline and is in the process of

development while performing its

functions it suffers from certain

limitations. These are

a) Limitation of basic records

b) Base on Historical Data

c) Lack of knowledge

d) Personal bias

e) Management Accounting is only

a toe

f) Costly installation

g) Resistance to change by

employee

Q7. How Management Accounting

process works ?

Ans. Management process begins with

identification, measurement and

accumulation of relevant data from

financial and cost accounting records

and also form other external sources.

The data in their regrouped, classified

and analysis. The interpretations are

made and information is communicated

to internal and external users of such

information for making decisions.

Decisions making is linked to planning

and control. Variations from plans are

identified and feedback is built up for

corrective measures.

Q8. Differentiate Management Accounting

and Financial Accounting.

Ans. Financial Accounting object is to record

various transactions to find and profit

loss and financial position of the

business at the end of accounting year.

Management Accounting object is to

help management in formulating plans

and policies. Areas of differences are

a) Nature of data :- Financial Accounting

uses historical, quantitative and

monetary data where as Management

Accounting uses data of descriptive,

statistical and subjective.

b) Subject matter :- Financial Accounting

is concerned with assessment of results

of the business as a whole where as

Management Accounting deals with

assessing the activities of different

units, department or divisions.

c) Users :- In Financial Accounting users

are both external and internal where as

in Management Accounting user is

internal mainly related to management.
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d) Legal compulsion :- Financial

Accounting is more or less compulsory

or statutory where as Management

Accounting is voluntary.

e) Precision :- In Financial Accounting

actual figures are recorded where is in

Management Accounting approximate

or estimated figures are consideration.

f) Accounting Principles :- Financial

Accounting is governed by general

accepted. Accounting Principle (GAAP)

where as in Management Accounting no

set of principles are followed.

g) Period :- In Financial Accounting

accounts are prepared for a particular

period where as in Management

Accounting no specific period.

Q9. Differentiate between Management Accounting and Cost Accounting.

Ans.

Q10. Discuss Accounting as an information system.

Ans. Accounting provides information to rested interested parties such as manager, stock

holders, employees, creditors, customers and Govt. Those interested parties analyze and

interprets the required information for achieving their objectives.

Point of Difference

1. Object

2. Nature

3. Principles

4. Data used

5. Interested Parties

6. Evolution

7. Scope

8. Approach

9. Planning

10. Installation

Cost Accounting

1. To calculate cost of product

2. Concerned with past and

present facts and figures

3. Followed to calculate the

cost of produces or service

4. Quantitative

5. External and Internal

6. After Industrial Revolution

7. Cost ascertainment

8. Historic

9. Short term

10. Can be installed without

Management Accounting

Management Accounting

1. To provide information to

management

2. Data with future projection

and plans

3. No specific principles

followed

4. Bothe quantitative and

qualitative data

5. Mainly Internal

6. Developed since 1950

7. Wide covering

8. Futuristic

9. Both short and long term

10. Needs universal and cost

accounting as the base
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1. Financial Statements are prepared
or the basis of information collected
from

a) Customers

b) Accounting records

c) Local public

d) Lawyers

2. The financial position of a business
is revealed from

a) Trading  Account

b) Profit and loss Account

c) Trial Balance

d) Balance Sheet

3. Profitability can be ascertained by
preparation

a) Balance Sheet

b) Sales Account

c) Profit and Loss Account

d) Trial Balance

4. A customary practice in the field of
Accounting is termed as

a) Concept b) Convention

c) Assumption d) Postulate

5. "Anticipate no future profits but
provide for all possible losses" is
the slogan of accounting principle

a) Conservatism b) Materiality

c) Full disclosure d) Consistency

6. The value of fixed assets is shown

as purchase price even after use for

several years is known as

a) Opportunity

b) Marginal Cost

c) Historical Cost

d) Direct  Cost

7. As per Companies Act 2013, Balance

Sheet of a company is prepared in

a) Schedule-I b) Schedule-II

c) Schedule-III d) Schedule-IV

8. With enactment of Companies Act

2013, the statement which is not a

part of Financial Statement is

a) Funds Flow Statement

b) Cash Flow Statement

c) Statement of Profit and loss

d) Statement of changes in equity

9. In a Balance Sheet the item which

is not a part of shareholders found is

a) Share Capital

b) Reserve and surplus

c) Sundry debtors

d) Money received against share

warrants

UNIT - II

ANALYSIS OF FINANCIAL STATEMENT
Group - A

A-I From the alternatives given under each bit, write the correct answer
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10. In a statement of profit and loss,

manufacturing expenses is shown
under the head

a) Cost of materials consumed

b) Employees benefit expenses

c) Finance Cost

d) Other expenses

11. Cash flow statement depicts the :

a) Sources and application of funds

b) Profitability

c) Sources and uses of cash

d) Financial position

12. Financial Statements are based on:

a) Estimated of facts

b) Recorded Facts

c) Anticipated Facts

d) Budgeted Facts

13. Financial Accounts provide a

summary of

a) Assets b) Liabilities

c) Accounts d) None of these

14. Retained earning statement depicts

a) Appropriation of profits

b) Estimates of profits

c) Estimates of Costs

d) None of these

15. Which Financial statement is

generally called as the income

statement ?

a) Profit and Loss Account

b) Balance Sheet

c) Trial Balance

d) None of these

16. What is to be determined from

Manufacturing Account ?

a) Cost of production

b) Gross Profit

c) Net Profit

d) Financial Position

17. Division of Financial Statement

analysis as done on the basis of

a) Working capital requirement

b) Profitability

c) Sales Volume

d) None of these

18. Comparison of different years financial

data with a base year is termed as

a) Dynamic Analysis

b) Static Analysis

c) Trend analysis

d) Multiple Analysis

19. Inter firm comparison means,

comparison of financial statements
of :

a) One firm for different years

b) One industry with some other

industries for many years

c) Different firms for many years

d) Different firms for same accounting
year

20. A comparative statement presents

the changes of financial data in

terms of

a) Absolute figures only

b) Percentage only

c) Ratio and percentage

d) Absolute figures and percentage
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21. A statement of profit and loss which
shows the percentage of individual
item of incomes and expenses to
their respective totals in known as

a) Common size Balance Sheet

b) Common size statement of profit
and loss

c) Comparative Balance Sheet

d) Comparative Statement of profit
and loss

22. In a trend analysis generally first
year data is taken as :

a) Current Year b) Previous Year

c) Base Year d) Normal Year

23. Presentation of financial data for
number of years along with its
upward or downward direction
percentage is known as :

a) Trend Analysis

b) Common Size Statement

c) Cash Flow Statement

d) Funds Flow Statement

24. The item which is not considered as
a technique of Financial Statement
Analysis is :

a) Trend Analysis

b) Ratio Analysis

c) Security Analysis

d) Cash Flow Statement

25. The analysis in which the analysis
have direct accessibility to the
details accounting record is :

a) Internal analysis

b) External Analysis

c) Horizontal Analysis

d) Vertical Analysis

26. Financial Statement presents the

relevant financial information in

terms of :

a) Ratio

b) Percentage

c) Absolute Figure

d) Average Value

27. One of the following which is not a

technique of financial statement

analysis :

a) Common size Statement

b) Comparative Statement

c) Funds Flow Statement

d) Position Statement

28. One of the techniques of Financial

Statement Analysis is :

a) Profit an Loss Appropriation

Accounts

b) Profit and Loss Account

c) Comparative Balance Sheet

d) Balance Sheet

29. Balance Sheet is known as :

a) Profit and Loss Account

b) Profit and Loss Adjustment Account

c) Income Statement

d) Position Statement

30. Normally Financial Statement are

prepared at the end of :

a) One Month

b) One Year

c) Two Years

d) Two Months
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1. Which statement shows the financial

position of a business ?

2. Which statement shows financial results

of operation during a certain period ?

3. State in which schedule the statement

of profit and loss is prepared.

4. Which statement is prepared as per

requirement of AS-3 (revised) ?

5. Name the component which was earlier

considered as a part but not considered

as a part of financial statement as per

Companies Act 2013.

6. Which important factor is not

considered in Financial Statement

analysis ?

7. What is the name of financial statement

analysis which is conducted by the

auditors ?

8. The analysis which considers the

financial information of one year only is

known as :

9. Name of the statement which shows the

charges of financial data in absolute

figure as well as in percentage.

10. What is other name of Horizontal

Analysis ?

11. Under which head in statement of profit

and loss, the divided income is

recoded ?

12. What is the number of major heads of

the assets side of a company's Balance

Sheet ?

13. What is the number of major heads of

the equity and liabilities side of a

company's Balance Sheet ?

14. What does a statement of profit and loss

shows ?

15. What is the name of the Financial

Statement Analysis which is conducted

by outsiders ?

16. The analysis which considers the

financial information of one year only is

known as ;

17. What is the other name of Horizontal

Analysis ?

18. Which is the form of Horizontal

Analysis ?

19. Which is one of tool of Vertical

Analysis ?

20. What is nature of reports of Financial

Analysis ?

A-II Answer the following in one word / term each
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1. What is Common-size Statement ?

2. What do you mean by Financial

Statement ?

3. What does the Financial Statement

reflects ?

4. How Financial transactions are

expressed ?

5. What are different items shown in

Financial Statement ?

6. What do you mean by Accounting

convention ?

7. What does full discloser of Financial

Statement involve ?

8. What do you mean by convention of

materiality ?

9. What do you mean by convention of

conservatism or prudence ?

10. What do you mean by consistency

convention ?

11. What do you mean by postulates ?

12. What do you mean by legal formalities

to prepare financial statement?

13. How personal judgments are applied

while preparing financial statement ?

14. What does financial statement present

in one business enterprise ?

15. Who are the users of accounting

information ?

16. What are the schedule for preparation

of balance sheet and profit and loss

accounts ?

17. What do you mean by financial

statement analysis ?

18. What is the primary objective of

financial statement analysis ?

19. Why financial statement is to be

analyzed ?

20. What do you mean by internal analysis

of financial statement ?

21. What is external analysis of financial

statement ?

22. What is Dynamic or Horizontal analysis

of Financial Statement ?

23. What is static or vertical analysis of

financial statement ?

24. What do you mean by comparative

statement ?

25. What is trend analysis ?

A-III  Answer in one sentence
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1. Financial Statement show the financial

position and man power of a concern.

2. Future profit of a business can be

estimated from static analysis.

3. Financial Statement are prepared or the

basis of geographical data which does

not consider price level changes.

4. Different methods of charging

depreciations in financial statement give

same result.

5. Financial Statement do not consider

quantitative information.

6. On the basis of method of operation,

financial statement analysis is divided

as horizontal and technical analysis.

7. In a trend analysis the figure of the

middle ear is taken as 100.

8. Comparative financial statement

presents the charges of financial data

both in approximate figures and

percentages.

9. Financial Statement are only final

reports.

10. The impact of non-monetary facts can

be recorded in financial statement.

11. Investment made for purchase of land

and building comes under current asset.

12. In a business trade payable include

sundry debtors.

13. Financial Statement convey market

information to different interested

parties.

14. Earning capacity of a company is

known from cash flow statement.

15. A major part of other income is revenue

from the sale of products and services.

16. Fixed assets of a business are shown

at its market price in the balance sheet.

17. Prepaid expenses is treated as fixed

assets.

18. Trade marks and copyrights are the

intangible assets.

19. Common size statements are the form

of horizontal analysis.

20. Comparative Statement are the form of

vertical analysis.

A-IV Correct the underlined portion of sentences
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1. Cash is treated as  blood of a

business.

2. A company is required to publish its

 statement every year,,

3. On the basis of  facts financial

statements are prepared.

4. A cash flow statement shows the 

and outflow of cash and cash equivalent.

5. The impact of __________ transactions

are ignored in accounting.

6. Money received against share warrants

are shown as _________ fund in

Balance Sheet.

7. Writing of __________ fixed asset is

termed as depreciation.

8. Carriage and freight are shown under

the head __________ expenses in a

statement of profit and loss.

9. Horizontal analysis is also known as

_________ .

10. Comparative statement are the form of

________ analysis.

11. Financial Statement Analysis shows

 and weakness of an enterprise.

12. A Balance Sheet depicts __________

position of a business.

13. Non-monetary factors are _________

in Financial Statement analysis.

14. Financial Statement analysis is a

_________ to an end, but not end in

itself.

15. The analysis of Financial Statements

made by management is known as

__________ analysis.

16. The other name of ________ analysis

is dynamic analysis.

17. In trend analysis generally ________

year is taken as the base year.

18. In a _________ statement each

component is expressed as a

percentage of concerned total.

19. Comparative Statement assess the

equinity, solvency and __________

position of a firm.

20. Financial Statement measures the

growth and _________ of the business.

A-V  Fill in the blanks of the following sentences
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ANSWER KEYS

1. (b) Accounting Records

2. (d) Balance Sheet

3. (c) Profit and Loss Account

4. (b) Convention

5. (a) Conservation

6. (c) Historical Cost

7. (c) Schedule-III

8. (a) Funds Flow Statement

9. (c) Sunday Debtors

10. (d) Other Expenses

11. (c) Sources and uses of Cash

12. (b) Recorded Facts

13. (c) Accounts

14. (a) Appropriation of Profits

15. (a) Profit and Loss Accountx

16. (a) Cost of Production

Group - A

A-I  From the alternatives given under each bit, write the correct answer

17. (c) Sales Volume

18. (b) Static Analysis

19. (d) Different firms for same

Accounting Year

20. (d) Absolute Figures and Percentage

21. (b) Common Size Statement of Profit

and Loss

22. (c) Base Year

23. (a) Trend Analysis

24. (c) Security Analysis

25. (a) Internal Analysis

26. (c) Absolute Figure

27. (d) Position Statement

28. (c) Comparative Balance Sheet

29. (d) Position Statement

30. (b) One Year

1. Balance Sheet

2. Profit or loss account or Income

Statement

3. Schedule- III Part- II

4. Cash Flow Statement

5. Funds Flow Statement

6. Non-monetary

7. External Analysis

8. Static or vertical analysis

9. Comparative Statement

10. Dynamic Analysis

A-II    Answer in one word / term

11. Other income

12. Two

13. Four

14. Net profit / loss

15. External Analysis

16. Static or vertical analysis

17. Dynamic Analysis

18. Comparative Statement

19. Common size Statement

20. Interim Report
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1. It is statement prepared to show the
percentage change in existing figures
of financial statement.

2. Financial Statements are the outcome of
a summarizing process of accounting.

3. Financial Statement reflects a
combination of recorded facts, accounting
conventions and personal judgment.

4. The transactions measured and
expressed in terms of money.

5. Various items like cash in hand and at
banks, purchases, sales, bil ls
receivable, trade debtors and creditors
of expenses and incomes ; are shown
in financial statements.

6. Convention is the general agreement on
the basis of long-standing usage or
customary pratice in social or economic life.

7. Full disclosure involves proper
classification and narrative explanation
of all relevant and material facts for clear
understanding of its users.

8. Convention of materiality means relative
importance of an item.

9. Conservatism or prudence convention
means consideration of all possible
losses and ignore all expected profits.

10. Consistency means accounting
procedure, practice and method are to
be followed continuously.

11. The postulates are recognized
assumptions concepts which are validly
accepted do not require to be proved.

12. Legal formalities mean all Indian
companies must prepare their financial

A-III   Answer in one sentence

statement as per Indian Companies Act
2013 or any other Act as in force at that

time.

13. Personal judgments like valuation of

stock, depreciation method, determination

of period for writing off intangible assets

are applied by accountant while

preparing financial statements.

14. Financial Statements present the time

and fair value of the state of affairs of

one business enterprise.

15. Users of accounting information are

management, creditors, bankers,

investors, government, researchers,

trade, associations, stock exchanges,

regulatory bodies like SEB, company

law board, register of companies,

Pollution Control Board etc.

16. Section 19 of Indian Companies Act

2013 has given a prescribed vertical

format of Balance Sheet and profit and

loss A/C to be prepared as Part-II of

schedule III respectively.

17. Financial Statement analysis refers to

study of relationship among various

financial factors of a business which are

disclosed in financial statements.

18. The Primary objective of Financial

Statement analyses is to provide a clear

picture and understanding about the

financial position and profitability of a

concern.

19. Financial Statement is to analyzed as it

is a mean of assessing past performance
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in order to understand the financial

health of the business.

20. Internal analysis of financial statement

means analysis made by the

management and persons who have

access to the accounting records of a

concern.

21. External analysis conducted by the

persons who do not have access to the

books if accounts of the business.

22. Dynamic or Horizontal analysis refers to

comparison of financial information of

a business for several years.

23. Vertical or static refers to the study of

relationship between various items

contained in the financial statement of

one accounting period.

24. Comparative statement is a toe for

comparison of financial statement

between two or more years in the same

firm or between two companies firms in

the same industry.

25. Comparative Financial Statement

made for a few consecutive years in

terms of percentage trend as known as

trend analysis.

1. Profitability

2. Trend

3. Historical

4. Different

5. Qualitative

6. Vertical

7. Base

A-IV Correct the underlined portion of sentences

8. Absolute

9. Interim

10. Monetary

11. Fixed

12. Receivable

13. Financial

14. Profit and loss

15. Operating

16. Cost price

17. Current

18. Tangible

19. Comparative

20. Common size

1. Life

2. Financial

3. Recorded

4. inflow

5. Non-monetary

6. Share holders

7. Tangible

A-V  Fill in the blanks of the following sentences

8. Other

9. Dynamic

10. Horizontal

11. Strength

12. Financial

13. Ignored

14. Mean

15. Internal

16. Horizontal

17. First

18. Common size statement

19. Profitability

20. Development
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Q1. What do you mean by Financial

Statement ?

Ans. Financial Statements are the outcome

of a summarizing process of accounting.

Those provide a summary of accounts

of a business enterprise.

Q2. What do you mean by postulates of

Financial Statement ?

Ans. The recognized assumptions and

concepts which are validis accepted

and do not require to be provedm are

called the postulates.

Q3. What are Primary objectives of

Financial Statements ?

Ans. The primary objectives of Financial

Statements are to show the performance,

financial position and charges in

financial position of a firm with the help

of various statements like profit and loss

A/c, Balance Sheet etc.

Q4. Why Financial Statements are

important ?

Ans. This is so because those statement

show the result and act as mirror which

reflect  the financial position and

operating strength or weakness of a

business concerned.

Q5. Who are several users of Financial

Statement ?

Ans. Several users are management,
creditor bankers, investors, government,
researchers trade association, stock-
exchange and regulatory bodies.

Q6. What are different regulatory boards
are formed to protects the interest
of investors and general public.

Ans. Various regulatory bodies like
Securities Exchange Board of India
(SEBI), Company Law Board (CLB),
Registrar of Companies (RoC) Pollution
Control Board have been formed to
protect the interest of investors and
general public.

Q7. How does personal bias affects the
Financial Statement ?

Ans. The Financial Statement cannot speak
themselves and the analysis provides
tongue to those data and make them
speak.

Q8. What do you mean by Balance
Sheet ?

Ans. Balance Sheet is a statement of assets
and liabilities of a business unit, normally
prepared at the end of accounting
period.

Q9. What does shareholders fund
include?

Ans. It includes - share capital, reserves and

surplus and money received against

share warrant.

Group - B

SHORT TYPE QUESTION WITH ANSWERS

Out of 4 questions examines are required to answer 3 questions not
more than 30 words each
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Q10. What are different payment facility

of a business concern ?

Ans. Deferred payment liabilities includes

deposit, loan and advances, long term

maturity and other loan and advances.

Q11. Define Current Assets ?

Ans. Current Assets expected to be realized

or is intended for safe or consumption

in company's normal operating cycle.

Q12. What is contingent liabilities ?

Ans. Contingent liabilities may be claim

against the company not acknowleged as

debt, guarantees and other money for

which company is contingently liable.

Q13. What do you mean by Financial

Statement analysis ?

Ans. Financial Statement analysis is a

process of evaluating the relationship

between component parts of a financial

statement to obtain a better

understanding of a firm's position and

performance.

Q14. Why Financial Statement is

analyzed ?

Ans. Financial Statement is analyzed to know

the financial health of the business and

enabling more effective decision

making.

Q15. Mention outsiders those are

interested in analyzing Financial

Statements ?

Ans. The outsiders those who do not have

access to the books of accounts are

creditors, bankers, investors, general

public etc.

Q16. What do you mean by Comparative

Balance Sheet ?

Ans. Comparative Balance Sheet is a

statement which shows the assets and

liabilities of different periods or of

different firms for comparison and

finding out changes in absolute figures

as well as in percentage.

Q17. What does a Comparative Statement

of profit and loss signify ?

Ans. A Comparative Statement of profit and

loss signifies the progress of the

business concern over a period of time.

Q18. What does a common size

statement present ?

Ans. A common-size statement presents the

individual items both in absolute figures

and it's percentage to their respective

total.

Q19. What is Trend Analysis ?

Ans. In trend analysis the financial figures for

number of years is taken up and one

year, normally the first year in taken as

the base to find out trend percentage.

Q20. What are steps of Trend analysis ?

Ans. Steps are a) select a base year b)

consider the figures of base year as 100

percent c) calculate the percentage of

each individual item of each year and

compare it with the same item of the

base year.
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Group - C

LONG TYPE QUESTION  WITH ANSWERS

Out of 3 questions 2 questions to be answered

Q1. Why Financial Statements are

prepared ?

Ans. Financial Statements are prepared to

know the trading result during a

particular period and to find out the

financial position as at the end of same

accounting period. Those are used for

taking necessary and proper decision

about the allocation of economic

resources and future planning.

Q2. How Financial Statements are

composed ?

Ans. According to John N. Myer the Financial

statements are composed of data which

are the result of combination of

a) Recorded facts concerning the business

b) Conventions adopted to facilitate the

accounting technique

c) Postulates or assumptions made

d) Personal judgments used in the

application of the conventions and

postulates

Q3. Mention the limitation of Financial

Statements ?

Ans. Since Financial Statements are based

on accounting information, so it also

suffers from limitations of accounting.

Those are

a) Based on Historical Cost

b) No timely information

c) Only interim reports

d) Effect of personal bias

e) Use of several alternative methods

f) No consideration of price level charges

g) Application of conservatism principle

Q4. What are different non-current assets?

Ans. Those non-current assets are

a) Fixed Assets - Tangible, Intangible

Capital Work-in-Progress

b) Non current investments

c) Deferred tax assessment

d) Long term loans and advances

e) Other non-current assets

Q5. What are different short-term

borrowing ?

Ans. Short-term borrowings shall be

classified as

a) Loan repayable or demand

- from banks

- from other parties

b) Loans and advances from related

parties

c) Deposits
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Q6. What are different non-current

investments ?

Ans. Non-current investments shall be

classified as trade investment and other

investment and further classified as

a) Investment in Property

b) Investment in Equity Instrument

c) Investment in Preference Shares

d) Investment in Government or trust

security

e) Investment in debertrre or bond

f) Investment in mutual fund

g) Investment in partnership firm

Q7. What do you mean by cash flow

statement ?

Ans. Cash flow statement is a statement

which is prepared in a prescribed

format describing the  acquisition of

cash from different sources and

application of the same for different

payments through out the year. It deals

with the inflow and outflow of cash in a

business unit between two balance

sheet dates. The term cash here means,

demand deposits  with banks and cash

equivalents.

Q8. Discuss the objectives of Financial

Statement Analysis ?

Ans. Significant objectives of Financial

Statement analysis are

a) To ascertain the short-term liquidity

position

b) Long-term solvency position

c) To assess the earning capacity

d) To estimate future profit

e) To determine the working capital

position

f) To measure the growth and

development of the business

g) To facilitate the forecasting for the future

Q9. What does the Comparative

Statement sheet ?

Ans. Comparative Statement shows :-

a) Financial data in absolute figures for

more than one year of a firm or for more

than one firm for one year.

b) Charges (either increase or decrease)

in absolute figures.

c) Increase or decrease in percentage

d) Interpretation of changes

Q10. Discuss the objective of trend

analysis ?

Ans. Trend analysis objectives are :-

a) Measuring the trend or profitability

b) It helps to measure the trend of short-

term and long-term obligation of the firm

c) It helps inter-firm comparison between

two or more firms

However, it is helpful to dispose the financial

position and making comparative analysis of

data.
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1. Out of the following pairs of

alternatives, which determines

current ratio is :-

a) Current Assets and Current

Liabilities

b)  Current Liabilities and Fixed Assets

c)  Current Assets and Fixed Assets

d)  Fixed Assets and lng-term liabilities

2. Inventory is a :-

a) Fixed Assets

b) Quick Assets

c) Current Assets

d) Absolute Liquid Assets

3. One of the following which is not a

liquid assets is :-

a) Cash

b) Debtors

c) Bills receivable

d) Prepaid expenses

4. Trade Debtor consist of :-

a) Only bill receivable

b) Bill receivable and sundry debtors

c) Only sundry debtor

d) Credit sales

5. One of the following which is an

absolute asset is :-

a) Inventory

b) Trade Debtor

c) Marketable Investments

d) Prepaid Expenses

6. One of the following which is not a
current liability is :-

a) Bill Payable

b) Outstanding Expenses

c) Creditors

d) Debenture

7. Standard norm fixed for current ratio

is :-

a) 1:1 b) 2:1

c) 0:5:1 d) 1:2

8. Standard norm for for absolute
liquid ratio is :-

a) 1:1 b) 0:5:1

c) 2:1 d) 1:5:1

9. One of the following ratio, which

tests the short term solvency of the

firm is :-

a) Profitability Ratio

b) Secondary Ratio

c) Activity Ratio

d) Liquidity Ratio

UNIT - III

RATIO ANALYSIS
Group - A

A-I From the alternatives given under each bit, write the correct answer
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10. Other name of Activity Ratio is :-

a) Liquidity Ratio

b) Velocity Ratio

c) Primary Ratio

d) Solvency Ratio

11. Other name of Quick Ratio is :-

a) Acid Test Ratio

b) Primary Ratio

c) Solvency Ratio

d) None of these

12. In Absolute Liquid Ratio consist of:-

a) Cash in hand

b) Cash at bank

c) Short-term securities

d) All of the above

13. Efficiency in payment of credit is

evaluated by :-

a) Current Ratio

b) Credit turn over Ratio

c) Debtor turn over Ratio

d) Stock turn over Ratio

14. Efficiency in recovery of debt is

evaluated by :-

a) Credit turn over Ratio

b) Debt equity Ratio

c) Debtors turn over Ratio

d) Stock turn over Ratio

15. Debtor turn over Ratio is calculated

by dividing the annual credit sale by :-

a) Average Trade Creditors

b) Average Trade Debtors

c) Bill receivable and payable

d) Average inventory

16. One of the following which is an

absolute asset is :-

a) Inventory

b) Trade Debtor

c) Marketable Investment

d) Prepaid Expenses

17. Trade Debtor consists of :-

a) Only bills receivable

b) Bills receivable and Sundry Debtors

c) Only Sundry Debtors

d) Credit Sales

18. What does the debt turnover ratio

disclose ?

a) Rapidity in debt collection

b) Rapidity in debt payment

c) Rapidity in selling stock

d) None of these

19. What is base for calculating general

profitability ratios "?

a) Cost of goods sold

b) Net sales

c) Total Assets

d) Net Worth

20. The Profitability Ratio based on

capital employed are called :-

a) General Profitability Ratio

b) Special Profitability Ratio

c) Overall Profitability Ratio

d) None of these
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21. Which one of the following is a

General Profitability Ratio :-

a) Return or Investment (ROI)

b) Net Profit Ratio

c) Return or Capital employed (ROCE)

d) None of these

22. Which of the following ratio is most

important for inter-firm comparison?

a) Gross Profit Ratio

b) Net Profit Ratio

c) Return or Investment (ROI)

d) Return or Capital Employees (RoCE)

23. What is interpretation norm of

Solvency Ratio ?

a) More than 50 percent

b) Less than 50 percent

c) 100 percent

d) None of these

24. The amount of profit available or the

owners of business enterprise is
called earning :

a) Earning Before Interest and Tax

(EBIT)

b) Earning After Tax (EAT)

c) Gross Profit

d) Operating Profit

25. The efficiency of various operational
activities can be known from :-

a) Liquidity Ratios

b) Solvency Ratios

c) Profitability Ratios

d) Activity Ratios

26. The determinant of Proprietary

Ratios are :-

a) Net worth and net assets

b) Net assets and net liabilities

c) Net worth and current liability

d) Net worth and total debts

27. Net Capital employed is equal to :

a) Total Liabilities Less Fictitous Assets

b) Total Assets Less Outsiders Claim

c) Total Liabilities Less Current Assets

d) Net Assets Less Current Liabilities

28. When does the proprietary Ratio
improve without any change in

profit ?

a) At time of increase in net worth

b) At time of decrease in net worth

c) At time of increase in outside liabilities

d) At time of increase  in total assets

29. The ratio concern with examining

long-term financial ability of a
business firm is called :-

a) Liquidity Ratio

b) Turnover Ratio

c) Solvency Ratio

d) Profitability Ratio

30. What are the determinants of debt-

equity ratio ?

a) Long term debts and short term

debts

b) Long term debts and share holder's

funds

c) Total Debts and Total Assets

d) Total Assets and Total Liabilities
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1. Liabilities which are to be met with in a
period of one year.

2. Relationship between one number and
another number.

3. Ration which test the financial standing
of a firm.

4. Excess of current assets over liabilities.

5. Assets that has no tangible existence
or realizable value but represents actual
cash expenditure.

6. An asset that has no physical existence.

7. A reserve created by the accumulated
capital surplus of an organization.

8. Funds that is kept aside out of profits to
be used in future.

9. The ratio studying the absolute liquidity
of an organization.

10. More important ratios are known as

11. Which ratio measure the overall
performance and effectiveness of the
firm ?

12. What is the name of ratio used for inter
firm comparison ?

13. Which ratio exhibits the relationship
between a profit and loss account and
income statement items ?

14. What is other name of current ratio ?

15. What is other name of stock turnover
ratio ?

16. What is other name of liquid ratio ?

17. What is other name of Debtors Turnover
Ratio ?

18. What is other name of absolute liquid
ratio ?

19. What is standard norm or rule of thumb
of quick ratio ?

20. Which type of ratio indicate the
efficiency with which the resources of a
firm have been employed ?

21. Which ratio indicates the velocity with
which the creditors are turned over in
relation to credit purchase ?

22. Which ratio indicates the velocity of
utilization of net working capital ?

23. Which ratio is calculated to measure the
extent to which debt financing has been
used in a business ?

24. What is other name of equity ratio ?

25. Which ratio is established to study the
relationship between cost of goods sold
and other operating expenses on the
one hand and sales on the other ?

26. What type of net profit in mentioned in
Net Profit Ratio ?

27. Which element measures overall
efficiency of a business ?

28. What term 'net capital employed' indicate?

29. The assets which cannot be used in the
business ?

30. Which ratio indicates the product of Net
Profit Ratio capital turnover ratio ?

A-II Answer the following in one word / term each
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1. What do you mean by Ratio ?

2. What do you mean by Ratio Analysis ?

3. What type of tool in Ratio Analysis ?

4. In which way Ratio Analysis is helpful in

planning and decision making ?

5. How Ratio analysis is helpful in

controlling ?

6. What do owners / share holders /

investors want from the business ?

7. In which part short-term creditors are

interested ?

8. Why the Government is interested in

Ratio Analysis ?

9. What do you mean by window dressing?

10. What makes Ratio Analysis universal

limited acceptance ?

11. What do you mean by Balance Sheet

or Position Statement Ratio ?

12. What do profit and loss account or

Revenue / Income Statements Ratios

deal ?

13. What do Composite / Mixed Ratios or

Inter Statement Ratio exhibit ?

14. Why activity Ratio are calculated ?

15. What do Liquidity Ratios measure ?

16. What do Profitability Ratio measure ?

17. How short-term obligations of a firm can

be met ?

18. What do you mean by liquidity ?

19. What does current Ratio study ?

20. What do you mean by Current Assets ?

21. What do you mean by Current Liabilities?

22. What are different types of ratios on the

basis of classification of ratios

according to importance for inter-firm

comparison ?

23. What does Inventory Turnover Ratio ?

24. W hat do you mean by average

collection period ?

25. What do you mean by creditors /

payable Turnover Ratio ?

26. Why profit is considered as essential for

the business ?

27. What does Gross Profit Ratio indicate?

28. What does Net Profit Ratio establish ?

29. What does share holders funds include?

30. How Net Profit is visualized from the

view point of owners ?

A-III  Answer in one sentence
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1. Current Ratio is a test of short-term
_________ of a firm.

2. Activity Ratio are also known as
__________ ratio.

3. Current Assets __________ (minus)
inventories = ______

4. Ratios classified on the basis of liquidity,
solvency and profitability is called
__________ classification.

5. Sundry Debtors are current _______ .

6. Sundry Creditors are current ______ .

7. Trade Debtors include Sundry Debtors
and  __________ receivable.

8. ________ expenses as Current Assets.

9. When the debtors turnover ratio is high
the average collection period is _____.

10. Bank overdraft is a ________ liability.

11. Excess of Current Assets over current
liabilities is _________ .

12. _________ correlates the Gross Profit
with net sales.

13. _________ considers all business and
non-business incomes and expenditures.

14. Operating Net Profit divided by net sale
ratio thus calculated is __________ .

15. Return on investment (ROI) is known as
_______ .

16. 'Gross Capital Employed' normally
means _________ made in business.

17. In order to calculate ________  total
current liabilities of the firm should be
deducted from the gross capital
employed.

18. Average capital employed may be
considered as better alternative to
capital employed as capital does not
remain _________ throughout the year.

19. __________ can be defined  as a
simple arithmetical expression of
relationship between two variable.

20. Ratio analysis is only an _________
tool not a confirmatory test.

21. _________ are always interested in a
secured, high and steady return or their
invenstment.

22. Employees are always interesting in the
________ of the organization.

23. Balance Sheet and Revenue statement
ratios are also known as ________.

24. __________ is normally treated as a
current liability unless it is permanent
feature and there is an understanding
to the effect with the bank.

25. Average collection period indicates
__________ liquidity.

26. _________ is like food for business.

27. A high operating profit indicates
_________ management of operating
expenses.

28. Share holders fund may also be called
as __________ fund.

29. __________ is based on net profit and
capital employed.

30. _____ ratio establishes the relationship
between cost of goods sold and other
operating expenses on the one hand
and the sales or the other.

A-IV Fill in the blanks of the following sentences
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ANSWER KEYS

1. (a) Current Assets and current Liabilities

2. (c) Current Assets

3. (d) Prepaid Expenses

4. (b) Bills receivable and sundry debtors

5. (c) Marketable Investments

6. (d) Debenture

7. (b) 2:1

8. (b) 0:5:1

9. (d) Liquidity Ratio

10. (b) Velocity Ratio

11. (a) Acid Test Ratio

12. (d) All of the above

13. (b) Credit Turnover Ratio

14. (c) Debtor turnover ratio

15. (b) Average trade debtor

Group - A

A-I  From the alternatives given under each bit, write the correct answer

16. (c) Marketable Investments

17. (b) Bills receivable and sundry debtor

18. (a) Rapidity in debt collection

19. (b) Net sales

20. (c) Over all profitability ratio

21. (b) Net Profit Ratio

22. (d) Return on Capital employed

23. (b) Less than 50 percent

24. (b) Earning After Tax (EAT)

25. (d) Activity Ratio

26. (a) Net worth and net assets

27. (d) Net assets less current liabilities

28. (a) At the time of increase in net worth

29. (c) Solvency Ratio

30. (b) Long term debts and share

holders funds

1. Current Liabilities

2. Ratio

3. Solvency Ratio

4. Working Capital

5. Fictitious Assets

6. Intangible Assets

A-II    Answer in one word / term

7. Capital reserve

8. Revenue reserve

9. Absolute liquidity

10. Primary Ratio

11. Profitability Ratio

12. Primary Ratiox
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13. Composite Ratio

14. Working Capital Ratio

15. Stock Velocity

16. Acid Test or Quick Ratio

17. Debtor Velocity Ratio

18. Cash Ratio

19. 1:1

20. Activity Ratio

21. Creditors / payable turnover Ratio

22. Working capital turnover ratio

23. Debt-equity Ratio

24. Proprietary Ratio

25. Operating Ratio

26. After Tax

27. Profit

28. Total assets less current liabilities

29. Absolute Assets

30. ROI or Return or Investment

1. Ratio can be defined as a simple

arithmetical expression of the

relationship between two variable.

2. Ratio Analysis is important tool in the

kit of business manager, which helps to

identity problems related to sales,

purchases, credit, profit, finance etc.

3. Ratio Analysis is an indicative tools

which identify the related problems of

business.

4. Ratio Analysis provides necessary

financial information for purpose.

5. On the basis of study of ratios the

management can take pre-cautionary

as well as corrective measures to guide

the organization in achieving the

objectives.

6. owners / shareholders / investors want

secured, high and steady return on their

investment.

7. Short-term creditors are interested in

short-term liquidity or the business.

8. Govt. is interested in Ratio analysis to

formulate the regulation for policy

making in the field industry, Trade and

Commerce.

9. Window dressing in process where

shrewd business man presents better

picture of its financial and profitability

position to out-siders.

10. This is due to each of accepted

standards for calculation of ratios.

11. Balance Sheet Ratio deal with the

relationship between two Balance

Sheet interns e.g. Current Ratio.

A-III  Answer in one sentence
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12. Profit and loss A/c or Revenue / Income

Statement Ratio deal with the relationship

between two profit and loss account

items e.g. GP Ratio.

13. Composite/mixed ratios or Inter

Statement Ratio exhibits the relation

between a profit and loss accounts and

a balance sheet item. e.g. Stock turnover.

14. Activity Ratios are calculated to

measure the efficiency with which

resources of a firm have been employed.

15. Liquidity Ratios measure the short-term

solvency or financial position of a firm.

16. The profitability Ratios measure the

result of business operations or overall

performance and effectiveness of

business firm.

17. The short-term obligations of a firm can

be met only when there are sufficient

liquid assets.

18. Liquidity refers to the ability of a concern

to meet its current obligations as and

when these become due.

19. Current Ratio otherwise known as

working Capital Ratio studies the

relationship between Current Assets

and Current Liabilities.

20. Current Assets are those which include

cost and those assets which can be

easily converted in to cash within a short

period of time generally, one year.

21. Current Liabilities are those obligations

which are payable with in a short period

of time generally, one year.

22. For inter firm comparison, the ratios

may be classified as Primary Ratio and

Secondary Ratio.

23. Inventory turnover ratio indicates the

velocity of conversion of stock into sales.

24. The average collection period represents

the average number of days for which a

firm has to wait before its debtors are

converted in to cash.

Average Collection Period

= Average Trade Debtors

       Sales per day

25. Creditors / payable turnover ratio

indicates the velocity with which the

creditors are turned over in relation to

purchase.

Creditors / payable turnover Ratio

= Net Credit Annual Purchases
Average Trade Creditors

26. Profit is considered as essential for the

business not only for its existence but

also for expansion and diversification.
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27. The Gross Profit Ratio indicates the

extent to which selling prices of goods

per unit may decline without resulting in

losses on operations of a firm

28. Net Profit Ratio establishes a

relationship between net profit (after

taxes) and sales and indicates the

efficiency of the management in

manufacturing, selling, administrative

and other activities of the firm.

29. Share holders funds includes equity

share capital, preference share capital,

free reserves such as premium, revenue

reserve, capital reserve, retained

earnings and surplus, less accumulated

losses, if any.

30. Net profits visualized from the view point

of owners are deducting interest on

long-term borrowing and income tax.

1. Solvency

2. Velocity / Movement

3. Liquid Assets

4. Functional

5. Assets

6. Liabilities

7. Bills

8. Prepaid

9. Less

10. Current

11. Working Capital

12. Gross Profit Ratio

13. Net Profit

14. Net Operating Profit Ratio

15. Return on share holders investment or
Net worth

A-IV Fill in the blanks of the following sentences

16. Total Investment

17. Net Capital Employed

18. Constant

19. Ratio

20. Indicative

21. Owners

22. Profitability

23. Mixed or composite or inter statement
ratio

24. Bank over draft

25. Poor

26. Profit

27. Better

28. Proprietors

29. DU-PONT Control Chart

30. Operating
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Q1. Mention the significance of 'Ratio

Analysis'.

Ans. Ratio analysis used by different levels

of management to make use of it for

managerial decision making and control

and other stake holder to evaluate their

specific interest in the business. It is a

very popular and powerful tool used for

financial statement analysis.

Q2. Why the ratio calculated are difficult

to make comparison ?

Ans. Difference in size, accounting

procedure followed and nature of

business make the ratio are difficult to

make comparison between firm or

industries. They need to be used with

precaution.

Q3. What are different classification of

ratios on the basis of purpose ?

Ans. As they are being used by different

parties for different purposes,

classification can be make as follows :

a) Liquidity Ratios

b) Activity Ratios

c) Profitability Ratios

d) Long-term solvency and leverage

ratios

Q4. What are ratios used to test short

term solvency ?

Ans. The ratio used to test short-term solvency

are current ratio, Liquidity Ratio,

Absolute Liquidity Ratio. Those ratios

are meant to study short-term solvency

or paying ability or a business firm.

Q5. Why Activity Ratio are calculated ?

Ans. The Activity Ratios like stock turnover

ratio debtor turnover, ratios are

calculated to indicate the speed at

which resources or assets are being

turned over into sales.

Q6. What is interpretation of Current

Ratio ?

Ans. Higher the current ratio, the larger the

amount of rupees of available per rupee

of current liabilities and safety for short-

term creditors. But sometime the

quantity is not indicator as the quality of

current assets may be bad.

Q7. What is interpretation of liquid ratio?

Ans. A liquid / quick / Acid test ratio indicates

that the firm is capable of meeting the

short-term financial obligation in time

without any difficulty. On the other hand,

low ratio speaks of the reverse.

Group - B

SHORT TYPE QUESTION WITH ANSWERS

Out of 4 questions examines are required to answer 3 questions not
more than 30 words each
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Q8. A company has a current ratio of
2:5:1, its stock is ` 80,000/- and its
current liabilities are ` 80,000/-,
calculate liquid ratio.

Ans. Current Ratio  =  
Current Assets

Current Liabilties

Current Assets
2.5 :1

80,000
=

\ Current Assets = 2,00,000/-

Liquid Assets = CA - Inventories

= 2,00,000/- (-) 80,000/- = 1,20,000/-

Liquid Ratio = 
1,20,000

1.5 : 1
80,000

=

Q9. Current Liabilities of a company are
` 3,50,000/-. Its current ratio is 3:1
and acid test ratio is 1:75:1,
calculate the value of current assets,
liquid assets.

Ans. Current Ratio 
CA

3 :1
CL

= =

\ CA=` 3,50,000 x 3 = ̀ 10,50,000/-

Acid Test Ratio =

Liquid Assets
1.75:1

CL
=

Liquid Assets  = ̀  3,50,000/- x 1.75

                   = ̀  6,12,500/-

Where

CA - Current Asset

CL- Current Liabilities

Q10. Working capital of a company is
` 30,000/-, its current ratio is 2:5:1,
calculate the value of current assets,
current liabilities.

Ans. Working Capital

= CA - CL = ̀  30,000/- ... (1)

Current Ratio = 
CA

2.5 : 1
CL

= ...(2)

\ CA = 2.5 CL

Putting the value of CA in eqn. 1

We get

2.5 CL- CL = ̀  30,000/-

 1.5 CL= ̀  30,000/-

\ CL = 
30,000

1.5
= ̀  20,000/-

\ CA = ̀   50,000/-

Q11. If Inventory Ratio is 5 times and
average stock at least is ` 75,000/-,
find out cost of goods sold ?

Ans. Inventory turnover Ratio

Cost of Goods Sold

Average Inventoryat Cost
=

Cost of Goods Sold

75,000
=

`

= ̀  75,000/- x 5 = ̀  3,75,000/-

Q12. Find out a) Debtor turnover and b)
average collection period from the
following information. Annual sales
` 80,000/-, debtors at end ̀ 1,00,000/-
days to be taken for the year : 360.

Ans. Debtor turnover

Net Credit Sales

Average Trade Debtor
=

5,00,000
5.56 times

90,000
= =

Average collection period

= 
360

5.56
= = 64.7 days or 65 days



Question Bank with Answers

43

FMA

Q13. What does working capitals

indicate ?

Ans. Working Capital Turnover Ratio

indicates the velocity of utilization of net

working capital. This ratio indicates the

number of times the working capital is

turned over in the course of a year.

Q14. What are different Profitability

Ratio ?

Ans. Profitability Ratio are calculated either

in relation to sales or to investment.

Those ratios are Gross Profit Ratio,

Operating Profit Ratio, Net Profit Ratio,

Operating Ratio and Expenses Ratios.

Q15. What does Operating Ratio

establish ?

Ans. Operating Ratio establishes the

relationship between cost of goods sold

and other operating expenses on the

one hand and the sales or other. In other

world hand and the sales or other. In

other words, it measures the cost of

operations per rupee of sales.

Operating expenses consist of

administrative and office expenses and

selling and distributor expenses.

Q16. Find out Operating Ratio :

Cost of goods sold `  3,50,000/-

selling and distribution expenses

` 20,000/-, Administrative and Office

expenses `  30,000/-, Net Sales

` 5,00,000/- and Office expenses

` 30,000/-, Net sales ̀  5,00,000/-

Ans. Operating Ratio

= Cost of goods sold +

Operating Expenses
x100

Net Sales

3,50,000 20,000 30,000
x 100

5,00,000

+ +
=

4,00,000
x 100

5,00,000
=

= 80%

Q17. How operating profit is calculated ?

Ans. Operating Profit

= Net Sales - (Operating Cost

= Net Sales - (Cost of goods sold

+ Administrative and office expenses

+ selling and distribution expenses)

Operating Profit can also be calculated.

Operating Profit

= Net Profit + Non operating expenses

- Non operating income

Q18. From the following information,
calculate operating profit ratio.

Cost of goods sold `  4,00,000/-,
Administrative and Office expenses
` 35,000/-, selling and distribution
expenses `  45,000/-, Net sales
` 6,00,000/-

Ans. Operating Profit Ratio

Operating Pr ofit
x 100

Net Sales
=
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Operating Profit =

Sales - Cost of goods sold +

administrative and office expenses +

selling and distribution expenses )

= 6,00,000 - (4,00,000/- + 35,000/- +

45,000/-) = 1,20,000/-

Operating Profit Ratio

= 
1,20,000

x 100 20%
6,00,000

=

Q19. Mention the interpretation and
significance of Return on
Investment (RoI).

Ans. Return on Investment (RoI) Ratio reveals

how well the resources of a firm are

being used, higher the ratio, better are

the results. The inter-firm comparison of

this ratio determines whether the

investments in the firm are attractive or

not as the investors would like to invest

only where the return is higher.

Q20. Mention the inter-relationship of
Profitability Ratio.

Ans. The various Profitability Ratios have

direct relationship with each other. The

relationship between Net Profit Ratio,

Capital Turnover Ratio and the return on

Capital employed or RoI can be derived

as below :

Return on Capital Employed (RoI)

Net Pr ofit (Re turn)

Capital Employed
=

Net Pr ofit Sales
x x 100

Sales Capital Employed
=

As 
Net Pr ofit

x 100
Sales

=  Net Profit ratio

Sales
x 100

Capital Employed
=

Capital Employed

Hence, RoI = Net Profit Ratio   x

                  Capital Turn Over Ratio
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Group - C

LONG TYPE QUESTION  WITH ANSWERS

Out of 3 questions 2 questions to be answered

Q1. Discuss the nature of Ratio Analysis?

Ans:Ratio analysis is a technique of analysis

and interpretation of Financial

Statement. It is the process of

establishing and interpreting various

ratio for helping in making certain

decision. The ratios may be used as a

system like blood pressure.

4 steps involved

a) Selection of relevant date from the

financial statement depending upon the

objective of the analysis.

b) Calculation of appropriate ratio.

c) Comparison of calculated ratio with

ratios of the same firm in the past.

d) Interpretation of the ratio.

Q2. How the Accounting Ratio are

helpful in carrying and different

managerial functions ?

Ans:Accounting Ratio are helpful in carrying

out different managerial functions as

follows :

a) Decision Making

b) Planning and forecasting

c) Communicating

d) Coordinating

e) Controlling

Q3. Mention the limitation of Ratio

Analysis.

Ans:Accounting Ratios are no doubt a

powerful tools in hands of business

managers but they have some

limitations too. Those are

a) Limited use of single ratio - use of single

ratio without reference to either related

ratios may lead to erroneous conclusion.

b) Inherent limitation of Accounting - Due

to use of historical data

c) Lack of Adequate Standard

d) Change of Accounting Procedure

e) Change in Business Environment

f) Window Dressing

g) Personal Bias

h) Difficulty in comparison - due to

difference in size, accounting procedure

followed and nature of business.

Q4. How the ratios can be classified on

the basis of purpose ?

Ans:The accounting ratios may be classified

on the basis of purposes of their use.

Those are being used by different

parties for different purposes to test

different aspects or business.



FMA

46

Question Bank with Answers

a) Liquidity Ratio :- Those ratios are used

to test short-term solvency position.

Different ratios are Current Ratio,

Liquidity Ratio, Absolute Liquid Ratio.

b) Activity Ratio :- to measure the efficiency

with which the resources of the business

are employed. Those ratios are called

as Turnover Ratio, Ratios are Inventory

/ Stock Turnover Ratio, Debtor Turnover,

Creditor Turnover.

c) Profitabil ity Ratio:- Measures the

profitability overall efficiency of the

business activities are reflected by those

ratios. Ratios are Gross Profit Ratio, Net

Profit Ratio, Return or Investment.

d) Long Term Solvency and Leverage

Ratio:- Those ratios are meant to test

the long-term solvency or paying ability

in long-term. Exp- Capital Gearing Ratio

Q.5 How the ratios can be classified or

the basis of importance ?

Ans:On this basis the ratio can be classified

as Primary and Secondary. More

important ratios from the management

point of view are Primary and the others

are called Secondary. The Secondary

Ratios support the Primary Ratios. For

example, Return on capital employed is

a Primary Ratio but operating profit to

sales, sales to capital employed, sales

to fixed assets, stock turnover, Debtor

turnover etc. are Secondary Ratios.

Similarly, Net Profit Ratio is a Primary

Ratio but different examples ratios like

administrative and office expenses

ratio, Selling and distribution expense

ratio and non-operating expense ratio

etc. are Secondary Ratios.

Importance of ratios significantly varies

among industries. Therefore, each

industry has its own Primary and

Secondary ratios. A ratio that is of

primary importance in one industry may

be of secondary importance in another

industry.

Q6. A firm's current assets and current

liabilities are ` 24,000/- and ` 6,000/-

respectively, How  much can it borrow

from a bank without reducing current

ratio below 1.5 ?

Ans:Current Ratio

Current Assets 24,000
4

Current Liabilities 6,000
= = =

The borrowing from bank could be either

on temporary basis (current liability) or

long-term basis not a current liability)

When the borrowings are taken as a

current liability.

Current Assets = 24,000/- + (let the

borrowing be x current liabilities)

Current Liabilities 6,000/- + x

Current Ratio

Current Assets

Current Liabilities
=
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24,000 x
1.5

6,000 x

+
= =

+

\ x = 30,000/-

Hence, the firm can be borrow from a

bank (as current liability) up to ̀  30,000/-

without reducing its current ratio

below 1.5.

When borrowing taken as long-term

liabilities.

CA 24,000 x
CR 1.5

CL 6,000

+
= = =

X = ̀  15,000/-

Firm can borrow up to ̀ 15,000/- without

reducing CR below 1.5.

Q7. Assuming the Current Ratio is 2

state in each of the cases, whether

the ratio will improve or decline or

will have no change.

a) Purchase of Fixed Assets

Ans:Purchase of Fixed Assets will reduce

current ratio. The purchase may either

be in cash or on credit. If payment in

cash then current assets wil l be

reduced and current l iabilities will

remain at the same figure. In the

second alternative when payment is or

credit, current liabilities will go up

while current assets will remain same

at the previous figure. In both situation

current ratio will decline.

b) Cash collected from customer.

Ans:The collection of cash from customer

(debtors) will not affect the current ratio.

c) Bills receivable dishonored.

Ans:On dishonoring a bills receivable the

current ratio will not change. Increase in

debtors by reducing bills receivable will

not affect total current assets.

d) Issue or new share

Ans: It will improve current ratio, The receipt

of cash will increase current assets.

e) Payment of current liability will

improve current ratio because

current asset and current liabilities

will be reduced by same figure.

CA
CR

CL
=

Where CR - Current Ratio

CA - Current Assets

CL - Current Liabilities

Q8. How the profit is calculated in order

to find out return or capital employed?

Ans:Profits for the purpose of finding out

return on capital employed depends

upon the concept capital employed.

Again the profit shown in the statement

of profit and loss need some adjustment.

Necessary adjustments are

a) Net Profit should be taken before

payment or tax and making any

provision for taxation as they are paid

after the income is earned.
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b) When the capital employed is gross

capital - interest a long-term borrowing

as well as short-term borrowing should

be added with net profit. When the

capital employed is net capital only

interest or long-term borrowing be

added to the net profit.

c) The income from those assets, which

are excluded for calculation of capital

employed shall not be taken into

account for calculation of profit.

d) Any abnormal, non-recurring, not-

operating loss or gain should be

adjusted against net profit.

e) When assets are taken but their

replacement price for calculation of

capital employed depreciation on them

should be adjustment accordingly and

reflected in profit.

Q9. How capital employed is calculated

on Asset Approach Method ?

Ans:Capital employed is calculated by

adding different asset value as follows :

a) All fixed assets used for the business

at their written down value or at

replacement value.

b) Investment made inside the business

c) All current assets.

The sum of all the assets mentioned

above constitute the gross capital

employed for finding out net capital,

employed total current liabilities should

be deducted from the gross capital

employed.

However, for finding out capital

employed in business under this method

following points must be taken into

consideration.

a) Assets must be those which are used

in business. Idle assets or any surplus

assets that are not required for business

should be excluded.

b) Intangible assets should be excluded

under they have certain sales value or

they are acquired by making payments.

c) Fictitious assets should be excluded.

d) Absolute assets must not be taken in to

account.

e) Investment made outside the business

should be excluded.

Q10. The following is the revenue

statement of a Ltd. Company for the

year ending 31-12-2020.

Sales - 6,00,000.00

Less Cost of goods sold 4,00,000.00

Gross Profit 2,00,000.00

Less Operating expenses  1,20,000.00

Operating Profit 80,000.00

Add non operating income 12,000.00

92,000.00

Less non operating expenses 4,000.00

Net Profit 88,000.00

Calculate gross Profit Ratio, Operating

Ratio, Operating Profit Ratio, Net Profit

Ratio
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Ans: Gross Profit Ratio
Gross Pr ofit

x 100
Net Sales

=

2,00,000
x 100 33.33%

6,00,000
= =

Operating Ratio
Cost of Goods Sold + Operating Expenses

x 100
Net Sales

=

4,00,000 1,20,000
x 100

6,00,000

+
=

5,00,000
x 100 86.67%

6,00,000
= =

Operating Profit Ratio

Operating Pr ofit 80,000
x 100 x100 13.33%

Net Sales 6,00,000
= = =

OR

Operating Profit Ratio =  100 - Operating Ratio

=  100 - 86.67 = 13.33%

Net Profit Ratio =   
Net Pr ofit 88,000

14.67%
Sales 6,00,000

= =
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1. Cash flows means:

a. Inflow and outflow of cash or cash

equivalents.

b. Inflow of cash or cast equivalent only.

c. Outflow of cash or cash equivalent

only

d. Neither inflow and outflow of cash

or cash equivalent.

2. Cash Flow Statement classifies the

Cash flows according to :

a. Operating and Non-operating flows

b. Investing and Non-operating flows

c. Operating, investing and financing

Activities

d. Inflows and outflows

3. Which financial statement is based

on a narrow concept of funds?

a. Funds flow statement

b. Cash flow statement

c. Statement of Profit and Losses

d. Balance Sheet

4. One of the following which is not

considered as cash and cash

equivalent is :

a. Cash at bank

b. Current investment

c. Cheques and drafts on hand

d. Long-term investments

UNIT - IV

WORKING CAPITAL MANAGEMENT AND

CASH FLOW STATEMENTS

Group - A

A-I From the alternatives given under each bit, write the correct answer

WORKING CAPITAL MANAGEMENT :

Meaning, Need, Concept, Classification of working Capital Sources of Working Capital -

Determinants of working capital, computation of working capital for Trading concern.

CASH FLOW STATEMENT :

Meaning, Objectives, Transaction affecting cash flow statement, Transaction not affecting cash

flow statement, Difference between cash flow statement & funds flow statement. Process of

preparing cash flow statement as per AS-3.
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5. An example of cash flow from

operating activity is :

a. Purchase of fixed Assets for cash

b. Purchase of goods for cash

c. Issue of equity shares for cash

d. Redemption of debentures in cash.

6. An example of cash flow from

investing activity is :

a. Repayment of Long-term loan

b. Purchase of goods for cash

c. Sale of fixed assets

d. Issue of debenture for cash

7. An example of cash flow from

financing activity is :

a. Purchase of plant and Machinery in

cash

b. Payment of salary to employees

c. Dividend received on investments

d. Payment of dividend to shareholders

8. One of the following transaction

which would not result in inflow or

outflow cash and cash equivalent, is :

a. Purchase of goods for cash

b. Shares issued for cash

c. Depreciation on fixed Assets

d. Cash sales

9. One of the following transaction

which would result in inflow or outflow

of cash and cash equivalent is :

a. Purchase of goods on credit.

b. Purchase of fixed assets by issue

of shares.

c. Issue of fully paid bonus shares.

d. Issue of debenture for cash.

10. One of the following transaction

which would result inflow or outflow

of cash and cash equivalent, is :

a. Writing of bad debts against the

provision for doubtful debts.

b. Payment of dividend.

c. Cash withdrawn from Bank.

d. Purchase of marketable securities

in cash.

11. One of the following transactions

which would not result in inflow or

outflow of cash and cash and cash

equivalent is :

a. Cash paid to trade creditors.

b. Cash received from trade debtors

c. Interim dividend paid

d. Cash deposited into bank.

12. Cash advances and loan made to

third parties in an example of cash

flow from:

a. Operating activities

b. Financing activities

c. Investing activities

d. Creditors

13. Cash flow statement is helpful for :

a. Inflow of cash

b. Outflow of cash

c. Inflow and outflow of cash

d. Management of cash

14. How many methods are there to

calculate cash flows from operating

activities

a. 3 b. 2

c. 4 d. 5
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15. Revised AS-3 issued in :

a. March 1997 b. March 1998

c. March 1999 d. March 2000

16. Gross working capital refers to :

a. Current Assets + Current Liabilities

b. Current Assets - Current Liabilities

c. Current Assets + Fixed Assets

d. Sum total of all current Assets

17. Net Working Capital refers to :

a. Sum total of all Current Assets

b. Excess of Current Liabilities over

Current Assets

c. Excess of Current Assets over

Current Liabilities

d. Excess of Fixed Assets over

Current Liabilities

18. Working capital is known as :

a. Fixed capital

b. Revolving capital

c. Temporary capital

d. None of these

19. Which of the following capital is

circulate frequently from one from

to another?

a. Working capital

b. Reserve capital

c. Debt capital

d. Owned capital

20. Current Assets include :

a. Plant and Machinery

b. Trade Debtors

c. Land and building

d. Furniture and Fixture

21. One of the following which is not a

current Assets, is :

a. Land

b. Marketable Securities

c. Prepaid Expenses

d. Accrued income

22. One of the following which is not a

current liability is :

a. Debenture

b. Bank Overdraft

c. Bills Payable

d. Sundry Creditors

23. Current Liability includes:

a. Dividend payable

b. Share Capital

c. General Reserve

d. Long term Loan

24. Who provides loans for working
capital?

a. Indigenous Banks

b. Commercial Banks

c. Trade Credit

d. None of the above

25. Accrued income is:

a. Fixed Assets

b. Current Assets

c. Current Liability

d. None of the above

26. Outstanding expenses is :

a. Current liability

b. Current Assets

c. Liquid Assets

d. Fixed Assets
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27. Current asset include :

a. Machinery

b. Furniture

c. Cash and Bank balance

d. None of the above

28. A firm should raise the maximum

amount of permanent working

capital by :

a. Issue of equity shares

b. Advances from customers

c. Issues of commercial paper

d. Bank overdraft

29. If sum total of all current assets be

Rs.3,50,000/- and total of all current

liabilities be Rs.1,40,000/- then gross

working capital shall be :

a. Rs. 2,10,000/- b. Rs.3,50,000/-

c. Rs. 1,40,000/- d. Rs.4,90,000/-

30. If sum total of all current assets be

Rs. 6,00,000 and total of all current

liabilities be Rs. 3,30,000 the next

working capital shall be :

a. Rs. 9,50,000/- b. Rs.3,30,000/-

c. Rs. 2,90,000/- d. Rs.6,20,000/-

31. If cost of sales for the year is Rs.

12,00.000/- and credit allowed to

customer in 2 months, then funds

locked up is Sundry debtor at cost

will be :

a. Rs.3,00,000/- b. Rs.1,00,000/-

c. Rs.6,00,000/- d. Rs.2,00,000/-

32. If sales per annum is 12,000 units,
cost per unit is Rs.10/- and goods
are likely to stay in godown for 2
months on average then funds
locked up is stock of good will be :

a. ` 1,20,000/- b. ` 60,000/-

c. ` 20,000/- d. ` 10,000/-

33. If net increase in cash and cash
equivalent is ̀ 25,000/-, and cash and
cash equivalents at the beginning of
the period was `5,000/-, then the
cash and cash equivalent at the end
of period would be:

a. ` 30,000/- b. ` 20,000/-

c. ` 5,000/- d. ` 25,000/-

34. If net decrease in cash and cash
equivalents is `10,000/-, and cash
and cash equivalents at end of
period is `15,000/-, the cash and
cash equivalents at the beginning of
the period would be:

a. ` 10,000/- b. ` 5,000/-

c. ` 25,000/- d. ` 15,000/-

35. Cash payments to suppliers of
goods & services are classified as
cash flow from:

a. Operating b. Investing

c. Financing d. None of the above

36. Income from investments is a cash
from:

a. Operating b. Investing

c. Financing d. None of the above

37. Decrease in current liability resulting:

a. Increase in working capital

b. Decrease in working capital

c. No change

d. None of the above
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1) What is the total of all current Assets

called?

2) What is the excess of current Assets

over current liabilities called?

3) Which working capital is invested in total

current assets of an enterprise?

4) What will be the effect on working capital

if current asset increase?

5) What will be the effect on working capital

if current asset decrease?

6) What will be the effect on working capital

if current liabilities decrease?

7) What will be the effect on working capital

if current liabilities increase?

8) The working capital needed for shorts

periods of time is known as.

9) What will be amount of working capital

if the size of a business unit is greater?

10) Who provides loan for working capital?

11) If 'x' represents current liabilities and 'y'

represents working capital; then what

does (x + y) represent?

12) If 'a' represents current assets and 'b'

represents working capital; then what

does (a - b) represent?

13) Which one is the starting of working

capital cycle?

14) What does redemption of debenture

influence in cash flow?

15) Mention influence in flow of cash on the

event of depreciation of fixed assets.

16) Mention the flow of cash on the even of

amount received from trade debtors.

17) While preparing a cash flow statement,

under which type of activity will you

classify 'Payments of bonus to the

Employees'?

18) Under which type of activity, will you

classify 'interest paid on debenture'

while preparing cash flow statement?

19) Under which type of activity, will you

classify 'Refund of income tax received'

while preparing cash flow statement?

20) Under which type of activity, will you

classify 'Purchase of building' while

preparing cash flow statement?

21) State whether "Short-term deposits in

Bank" will result in inflow, outflow or no

flow cash?

22) State whether "Old furniture written off"

would results in inflow, outflow or no flow

of cash

A-II Answer the following in one word / term each
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1) What do you mean by Working Capital?

2) What isCurrent Assets?

3) What is Current Liabilities?

4) What is other name Working Capital?

5) What is Gross concept of working

capital?

6) What is Net concept of Working Capital?

7) Why Working Capital is required?

8) How Guthmanand Dorigalldefines

Working Capital?

9) What isPermanentsor Fixed or Regular

Working Capital?

10) What is Temporary or Variable or

Secondary Working Capital?

11) What are different sources of Financing

Working Capital?

12) What is Cash Credit?

13) What is overdraft?

14) What is Trade Credit?

15) What is commercial paper?

16) What is factoring?

17) How does length of manufacturing cycle

influence the amount of Working

Capital?

18) What is need of Working on divergent

production policy?

19) What do you mean by excessive Working

Capital?

20) What is effect on paucity of Current

Assets?

21) What do you mean by Cash Flow

statement?

22) What do you mean by Cash Equivalents?

23) What is Cash Flow?

24) What is Cash Inflow?

25) What is Cash Outflow?

26) How far Cash Flow Statement is used?

27) What do you mean by liquidity position

of a firm?

28) How far Cash Flow Statement is useful

to outsiders?

29) What is window dressing?

30) What are different activities in which

Cash Flow are classified?

31) What do you mean by operating

activities?

32) What do you mean by investing

activities?

33) In which activities cash receipts and

dividend other than for financial

enterprises are included

34) What do you mean by Cash Flow from

Financing Activities?

35) In which activities Bank overdraft and

Cash Credit will be considered?

36) What are transactions not affecting

Cash Flow Statement?

A-III  Answer in one sentence
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37) Mention the effect on Cash Flow on the

event of purchase of building by issue

of share.

38) State the effect of redemption of

preference shares on Cash Flow.

39) State the effect of cash withdrawn from

Bank on Cash Flow.

40) State the effect of depreciation or

machinery on Cash Flow.

41) State the effect of payment of out-

standing expenses on Cash Flow.

42) State the effect of sale of machinery as

a loss of ̀ 1,000 (book value ̀ 20,000/-).

43) State the effect of issue of fully paid

bonus shares.

44) What is Direct method of computation

of Cash Flows from operating activities

45) What is indirect method of computation

of Cash Flows from operating activities?

46) In indirect method of computing the

Cash Flows from operating activities

what are different steps?

1) Sum total of all current is _________

working capital.

2) _________ working capital represents

the excess of current assets over current

liabilities.

3) Bills receivables are current ________.

4) Prepaid expenses and Accrued

incomes are current __________.

5) Sundry Debtors are current _________.

6) Sundry Creditors are current ________.

7) Inventory is a ________ asset.

8) Working capital is also known as

_______ capital.

9) Negative net working capital represents

the situation of working capital ______.

10) Public utility concerns need _______

amount of working capital.

11) Permanent working capital remains

_______ over a period of time.

12) Debenture is a source of financing

__________ working capital.

13) Overdraft is a source of financing

_________ working capital.

14) Permanent working capital is financed

from _________ source.

15) Temporary or variable working capital

is met from ___________ sources.

16) The manufacturing concerns require

__________ working capital.

17) Longer the processing period of

manufacture _________ is the amount

of working capital needs.

18) If the overhead expenses are more, the

requirement for working capital will be

_________.

19) New technology adoption brings the

investment in inventory will be ______.

A-IVFill in the blanks of the following sentences:
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20) Maintenance of large volume of current

assets may cause some of the assets

to remain _______.

21) Excessive working capital leads to

___________ profitability.

22) Cash flow statement is prepared under

accounting standard _________.

23) Cash flow mean the inflows and outflows

of cash and cash _________.

24) __________ activities are the main

revenue generating activities of an

enterprise.

25) __________ activities of a firm refer to

acquisition and disposal of long-term

assets.

26) __________ activities are the activities

that result in change in the size and

composition of owner's capital and

borrowings of the enterprise.

27) In case of sale of fixed assets, inflow of

cash arises in _________ activities.

28) Proceeds from sale of projects are

classified under _________ activities.

29) Profit on sale of fixed assets is _______

from net profit while arising at the cash

flows from operate activities.

30) Interest paid on debentures is added to

net profit while calculating operating

profit and will also be shown as outflow

under _______ activities.

31) Bank deposit with maturity period of

________ months or less are treated

as cash equivalent.

32) Dividend received in case of finance

company, is considered as an

_________ activity.

33) Depreciation is _________ to net profit

while calculating cash flows from

operating activities.

34) 'Purchase of goodwill' is shown as

________ under cash flows from

investing activities.

35) __________ in outstanding expenses

is added to operating profit while

calculating cash flows from operating

activities.

36) Adequate working capital enable to

arrive ________ discount.

37) Decrease in creditors is ________ of

cash.

38) The other name of operating profit

before working capital changes is

________.

39) __________ working capital is required

to maintain an additional amount of

current assets for a short period.

40) __________ is the first phase of

working capital cycle.
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1) Net working capital refers to sum total

of all current assets.

2) Gross working capital refers to the

excess of current assets over current

liabilities.

3) Net working capital refers to the excess

of fixed assets over current liabilities.

4) Inventory is an example of fixed assets.

5) Issue of shares is a source for temporary

working capital.

6) Permanent working capital is the

amount of working capital which is

required to meet seasonal demands

and some special exigencies.

7) If sum total of all current assets be

`50,000/- and total of all current liabilities

be `20,000/- and total of all current

liabil ities be `20,000/- then gross

working capital shall be ̀ 30,000/-.

8) Debenture is a source of financing

temporary working capital.

9) Overdraft is a source of financing

permanent working capital.

10) Sundry Debtors are Fixed Assets.

11) Investing activities are the main revenue

generating activities of an enterprise.

12) In case of sale of fixed assets inflow of

cash is treated as operating activity.

13) Investing activities are the activities that

result in change in capital and

borrowings of the enterprise.

14) 'Interest paid on long-term borrowing' is

an example of operating activity.

15) Bank overdrafts is a short-term borrowing

and treated as operating activity.

16) 'Purchase of good will' is shown as

outflow under cash flows from financing

activities.

17) Bank deposit with maturity period of six

months or less are treated as cash

equivalent.

18) The inflow of cash, when a fixed asset

having book value of `20,000/- is sold

at a loss of ̀ 15,000/-, is ̀ 35,000/-.

19) Depreciation on fixed assets is added

back to net while calculating cash flows

from investing activities.

20) 'Divided Received' in case of a finance

company is considered as investing

activity.

A-V  Correct the underlined portion of sentences
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ANSWER KEYS

1) (a) Inflow and outflow of cash or cash

equivalents.

2) (c) Operating, investing and financing

Activities

3) (b) Cash flow statement

4) (d) Long-term investments

5) (b) Purchase of goods for cash

6) (c) Sale of fixed assets

7) (d) Payment of dividend to

shareholders

8) (c) Depreciation on fixed Assets

9) (d) Issue of debenture for cash.

10) (b) Payment of dividend.

11) (d) Cash deposited into bank.

12) (c) Investing activities

13) (d) Management of cash

14) (b) 2

15) (a) March 1997

16) (d) Sum total of all current Assets

17) (c) Excess of Current Assets over

Current Liabilities

Group - A

A-I  From the alternatives given under each bit, write the correct answer

18) (b) Revolving capital

19) (a) Working capital

20) (b) Trade Debtors

21) (a) Prepaid Expenses

22) (a) Debenture

23) (a) Dividend payable

24) (b) Commercial Banks

25) (b) Current Assets

26) (a) Current liability

27) (c) Cash and Bank balance

28) (a) Issue of equity shares

29) (b) Rs.3,50,000/-

30) (c) Rs. 2,90,000/-

31) (d) Rs.2,00,000/-

32) (c) `20,000/-

33) (a) `30,000/-

34) (c) `25,000/-

35) (a) Operating

36) (b) Investing

37) (a) Increase in working capital
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1. Working Capital is that part of capital

of a business enterprise which is

invested in Current Assets to meet

current liabilities.

2. Current Assets are those which can be

converted into cash within a Short

Period of time.

3. Current Liabil ities refer to those

business Liabilities; which are to be

settled in cash within one year or

operating cycles of a given firm.

4. Working Capital is also known as

circulating capital or short-term capital.

5. Gross concept of Working Capital refers

to the total value of all Current Assets.

A-III   Answer in one sentence

6. Net concept of Working Capital

represents the excess of Current Assets

over Current Liabilities.

7. Working Capital is required to meet

day-to-day requirements of a concern.

8. Working Capital is the excess of

Current Assets over Current Liabilities.

9. Permanent or Fixed or Regular Working

Capital is the minimum amount of

investment in all Current Assets which

is required at all times to carry out the

minimum level of business activities.

10. It is the amount which is required over

and above the Permanent Working

Capital to meet the seasonal demand

and some special exigencies.

1) Gross working capital

2) Working capital / Net working capital

3) Gross working capital

4) Working capital increase

5) Working capital decreases

6) Increase in working capital

7) Decrease in working capital

8) Temporary working capital

9) Larger

10) Commercial Banks

11) Current Assets

A-II    Answer in one word / term

12) Current liabilities

13) Purchase of Raw material

14) Outflow

15) No flow

16) In flow

17) Operating

18) Financing

19) Operating

20) Investing

21) No flow

22) No flow
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11. There are two sources namely long-term

and short-term of Financing Working

Capital.

12. In cash credit system the bank offers the

firm to take a loan upto a certain limit.

13. Under this method a Current Account

holder is permitted to draw a specified

amount even if there no credit balance

in the bank amount.

14. This is the credit extended by one

Trader to another for the purchase of

goods & services

15. Commercial paper is an unsecured

money marked instalment issued in the

form of a promisory note.

16. Factoring is a type of short-term finance

in which a business would sell its

accounts receivable to a third party.

17. The Working Capital is direct proportion

to length of manufacturing cycle.

18. The demand for Working Capital

fluctuates due to charges in Production

Policy.

19. Excessive Working Capital means idle

funds which earn no profits for the

business.

20. Due to paucity of Current Assets, the

firm's capacity to meet it's obligation will

be impaired.

21. Cash Flow Statement is statement of

changes in cash position between the

beginning and end of a period.

22. Cash equivalents are 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.

23. Cash Flow means inflow and outflow of

Cash or Cash Equivalents.

24. That is sources of cash that increases

the total cash available at the disposal

of the firm.

25. That is use of cash that decreases the

total cash.

26. Cash flow statement is useful for short

term planning and control of cash.

27. Liquidity position of a firm refers to the

ability to meet short term obligation.

28. On the basis of Cash Flow Statement

analysis, the outsider takes proper

decision on investment in the firm.

29. This is the case of manipulating cash

position in comparison to realistic picture.

30. The activities are operating, investing

and financing.

31. Operating activities are the Principal

Revenue generating activities of a firm.

32. Investing activities are in respect of

purchase and sale of long-term assets?

33. Cash receipt and dividend other than for

financial enterprise, are included in

investing activities.
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34. Cash flows from financing activities are

those activities that result in changes on

the size and composition of owner's

capital including preference shares in

case of a Company and Borrowing of

Enterprise.

35. Bank overdraft and cash credit will be

considered as financing activities.

36. Non-Cash Transactions would not affect

Cash Flow Statement.

37. In this case there is no effect on Cash

Flow as cash is not affected.

38. There is out flow of Cash as cash

decreases.

39. There is no effect as both Cash and

Bank are included under Cash and

Cash equivalent.

40. There is no effect as Cash is not

affected.

41. There is out flow of Cash

42. There is inflow of cash to the extent of

`19,000/-.

43. There is no effect on Cash Flow as the

cash is not affected

44. Under this method, actual cash receipts

from operating revenues and cash

payments from operating activities are

arranged and presented in the Cash

Flow Statement.

45. In this method net profit before tax for

the period is used as the base to which

adjustment of non-cash and non-

operating items are made.

46. There are three steps namely calculation

of net profit before tax, adjustment for

non-cash and non-operating items and

adjustment for changes in current assets

and current liabilities.

1) Gross 2) Net

3) Assets 4) Assets

5) Assets 6) Liabilities

7) Current 8) Circulating or short-term

9) Deficit 10) Less or Nominal

11) Stable 12) Permanent

13) Temporary 14) Long-term sources

15) Short-term 16) More

A-IV  Fill in the Blanks
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1) Gross

2) Net

3) Current Assets

4) Current Assets

5) Permanent

6) Temporary

7)

8) Permanent

9) `50,000/-

10) Current

A-V  Correct the underlined portion of sentences

17) Larger 18) More

19) Reduced 20) Idle

21) Lower 22) 3

23) Equivalent 24) Operating

25) Investing 26) Financing

27) Investing 28) Investing

29) Deducted 30) Financing

31) 3 32) Operating

33) Added 34) Outflow

35) Increase 36) Cash

37) Outflow 38) Funds from operation

39) Variable 40) Purchase of raw material

11) Operating

12) Investing

13) Financing

14) Financing

15) Financing

16) Investing

17) Three

18) ` 5,000/-

19) Operating

20) Operating
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1. What are different concepts of

working capital?

Ans. Out of two concepts Gross concept refers

to sum total value of current assets. Again,

net concept of working capital it refers

to excess of current assets over liabilities.

2. State the importance of Gross

concept of working capital?

Ans. Gross working capital concept focuses

on the problem of managing individual

current assets in day-to-day operation.

It is the nature of Quantitative definition

that highlights attention on the levels of

current assets for a given activity.

3. Mention the importance of net

concept of working capital.

Ans. Net concepts of working is in the nature

of Qualitative definition which helps

creditors and investors to judge the

financial soundness of an enterprise. It

also helps to find the correct financial

position of firms having the same

amount of current assets.

4. Mention the forms of business

where Gross and net concept can

be applied.

Ans. Net concept of working capital may be

suitable only for soletrading and

partnership form of organization. Gross

concept is very suitable to the company

form of organization where there is

diverse between ownership, management

and control.

5. How working capital ensures

regular supply of goods?

Ans. Quick payment to the creditor for Credit

Purchase of goods, ensures the regular

supply from suppliers and thus

regulating continuous production.

Operating activities cannot be hampered.

6. How working capital ensures in

strengthening the solvency position

of a firm?

Ans. Working capital is needed to operate

the business activities smoothly without

any financial problem for making the

payment of short-term liabilities. Thus,

it helps in maintaining solvency of a firm.

7. What do you mean by permanent or

fixed or regular working capital?

Ans. Permanent or fixed or regular working

capital is the minimum amount of

investment in all current assets which is

required at all time to carry out the

minimum level of business activities.

Financing of this position of working

capital is generally made from long-term

sources.

Group - B

SHORT TYPE QUESTION  WITH  ANSWERS

Out of 4 questions examines are required to answer 3 questions not
more than 30 words each
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8. What do you mean by temporary or

variable or seasonal working

capital?

Ans. This is the amount of working capital

which is required to meet the seasonal

demand and some special exigencies.

It represents additional current assets

required at different times during the

operating period.

9. Why permanent working capital is

financed from long-term sources?

Ans. The reason may be the business units

will be ensured of uninterrupted supply

of funds to finance permanent working

capital for a long period of time. This is

the fixed proportion of working capital

which should be generally financed from

the fixed capital sources.

10. Why temporary or variable working

capital is required?

Ans. This is required to meet the seasonal

demand and to meet some special

exigencies such as rise in price, strikes

etc. This is required over and above

permanent working capital.

11. Why adequate working capital is

required for a business enterprise?

Ans. For effective and smooth running of any

business undertaking adequate amount

of working capital is necessary. This is

considered as the life blood of a

business.

12. Why excessive working capital will

not be kept in a business enterprise?

Ans. The maintenance excessive working

capital may cause some of the current

assets remaining idle involving idle

capital cost. The idle capital cost would

narrow down the Profit margin.

13. What is consequence of paucity of

current assets of a business

enterprise?

Ans. Paucity of current asset will unable the

firm to meet it's obligation. As a result,

the firm may be enforced to incur debts

as high rate of interest.

14. What do you mean by cash flow

statement?

Ans. Cash flow statement summaries the

sources of cash inflows and outflows

during a period. Thus, it explains the

changes in cash position of the firm.

15. What term cash includes as per

accounting standard. (AS-3).

Ans. As per AS-3 issued by the institute of

chartered accountant of India, the term

cash includes: -Cash in Hand, Demand

deposit with banks and cash equivalents.

16. What do you mean by cash

equivalents?

Ans. Cash equivalents are short-term highly

liquid investments that are readily

convertible into known amount of cash

and which are subject to an insignificant

risk of changes in value. These include

cheques and drafts on hand, short-term

investment and marketable securities.
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17. What is main objective of preparing

cash flow statement?

Ans. Main objective is to assesses liquidity

and solvency position of a firm. Cash

flow statement provides information

relating to size and kind of cash and

cash equivalents available during

particular period and thus, helping in

assessing liquidity and solvency

position of a firm.

18. How cash flow statement is useful

in planning and controlling of financial

operation of business enterprise?

Ans. A projected cash flow statement which

can be prepared from the current cash

flow statement, enables the management

to plan and to co-ordinate the financial

operations properly. The management

can know how much cash is needed,

from where it will be derived, how much

cash can be generated internally and

how much can be obtained from outside.

19. Why activities affecting cashflow

statements are classified.

Ans. Activities are classified into operating,

investing and financing in order to

assess the effects of cash flow on those

activities. The transactions resulting

cash flows from these three activities

affect the cash flow statement.

20. What is indication of cash flow from

operating activities?

Ans. The amount of cash flows arising from

operating activities in a key indicator of

the extent to which operators of the

enterprise have generated sufficient

cash flows to maintain the operating

capability of the enterprise, pay

dividend, repay loans and make new

investment without recourse to external

sources of financing.

21. Why cash flows from investing

quantities are measured?

Ans. Cash flows arising from investing is

important because the cash flows

represent the extent to which

expenditure have been made for

resources intended to generate future

income and cash flows.

22. Why there is separate disclosure of

cashflows from financing activities?

Ans. The separate disclosure of cashflows

arising from financing activities is

important because it is useful in

predicting claims on future cash flows

by providers of funds (both capital and

borrowing) to the enterprise.

23. What AS-33 (Revised) has provided

for the treatment of cash flows from

some peculiar items:

Ans. Those items are extra-ordinary items,

interest and dividends a) financial

enterprises and b) other enterprises,

Taxes or income, acquisition and disposals

of subsidiaries, foreign currency cash

flows and non-cash transactions.
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Group - C

LONG TYPE QUESTION  WITH ANSWERS

Out of 3 questions 2 questions to be answered

1. Define working capital. Discuss the

concept of working capital.

Ans. According to Harry G. Guthman and

Herbert E. Dongall Working Capital is

the excess of current Assets over current

Liabilities.

Working capital is also known as

circulating capital or short-term capital.

According to National Council of

Applied Economic Research working

capital is taken as total current assets

or as the excess of current assets over

current liabilities.

Various authors have defined working

capital with diverse perception, using

both Gross working capital concept and

net working capital concept.

Gross working capital concept- Total of

all current assets

Net working capital concept-Current

assets- Current Liabilities

Both Gross and Net concepts cannot be

regard as mutually exclusive.

2. Discuss Need or objects of working

capital.

Ans. Working capital feeds, the fixed assets

and it is the force behind the utilization

of fixed assets. Working capital is very

essential to maintain smooth running of

a business. No business can run

successfully without an adequate amount

of working capital. The main objectives

of working capital are as follows:

i) To have regular supply of goods or raw

materials.

ii) To ensure regular payment of wages

and salaries.

iii) To avail cash, discount and reduce cost.

iv) To exploits the favorable market

conditions.

v) To ensure smooth business operation.

vi) To strengthen the solvency

vii) To enable the firm to face crisis.

viii) To ensure quick and regular payment of

dividend.

3. What are different classification of working capital?

Ans. Working capital may be classified into two ways.

(A)                     On the basis of concept

              Gross working capital                                  Net working capital
¯ ¯

¯
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(B)                                          On the basis of time

Permanent or Fixed or                                     Temporary or variable or

Regular working capital                                   seasonal working capital

Graphically representation of working capital on time basis, show permanent working capital

is fixed and Temporary working capital is variable in nature over and above permanent.

However, in case of growing firm, the permanent working capital increases with the passage

of time due to expansion of business activities. But it does not fluctuation like temporary

working capital.

(Permanent and Temporary Working Capital in a stable firm)

(Permanent and Temporary Working Capital in a Growing firm)

¯ ¯
¯



Question Bank with Answers

69

FMA

4. Discuss the different sources of financing working capital (WC)

Ans. Generally permanent working capital is financed form long-term sources, while the

temporary or variable working capital is meet from short-term sources.

Long-term sources-

i) Equity shares ii) Preference share

iii) Debenture iv) Term loan from financial institutions

v) Public deposit vi) Retained Earning

Short term Sources-

i) Borrowing from Bank-

a) Demand Loan

b) Cash credit

c) Overdraft

d) Purchasing and Discount of bills

e) Guarantee

ii) Trade credit

iii) Outstanding expenses

iv) Advances from customers

v) Commercial Paper

vi) Factoring

vii) Internal sources- Such as provision for Depreciation tax and proposed dividend.

5. What are different factors influencing the working capital requirement?

Ans. There are a large number of factors upon which working capital need of concern depends.

These are :

i) Nature of Business:- Trading firm requires working capital in large. Public utility concern

requirement is nominal. The manufacturing concerns require more working capital

which fall between those two extremes.

ii) Size of business- Greater the size more requirement in working capital.

iii) Manufacturing cycle- Need of working capital is in direct proportion to length of

manufacturing cycle.

iv) Production Policy- Need of working capital is in direct proportion to length of

manufacturing.

v) Length of operating cycle- operating cycle or working capital cycle refers to length of

time required to complete the cycle. Longer the period larger is the requirement of

WC.
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vi) Business Fluctuation

vii) Seasonal variation

viii) Growth and expansion

ix) Terms of purchase and sale

x) Market competition

xi) Overhead

xii) Rate of turnover

xiii) Price-level charges

xv) Changes in technology.

xvi) Other factors-such as efficiency, attitude of management, taxation and dividend policy.

6. Mention the disadvantage of excessive working capital.

Ans. Excessive working capital is a waste of precious resources and has the following

disadvantages.

i) Idle of funds which earns no profit.

ii) May lead to unnecessary purchasing and accumulation of inventories causing more

chances of theft, waste and obsolescence.

iii) May lead to excessive debtors and defective credit policy which may cause higher

incidence of bad debts.

iv) May affect the relationship with banks and other financial institutions.

v) Due to low rate of return the value of share may fall.

vi) It leads to imbalance between liquidity and profitability.

7. Discuss the dangers of inadequate working capital.

Ans. Inadequate working capital is more dangerous than excessive WC. A firm has to face

problem mentioned below.

i) Cannot pay short term liabilities.

ii) Cannot pay day-to-day expenses.

iii) Cannot buy its requirement in bulk and cannot avail discount.

iv) It becomes difficult for the firm to exploit favourable market conditions.

v) Impossible to utilize the full capacity of fixed assets.

vi) The firm will not able to pay dividend to its shareholders.

vii) It impairs credit rating.

viii) May borrow at exorbitant
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8. How working capital need of trading concern may be computed?

Ans. Following factors are to be considered while estimating the working capital need of a

trading concern.

i) Total cost incurred on purchase of goods.

ii) The period during which goods are to be kept at go-down.

iii) The average period of credit allowed.

iv) The amount of cash required to pay day-to-day expenses of the business.

v) The amount required for advance payments

vi) Average period of credit to be allowed by suppliers.

vii) Time-lag in payment of expenses like wages, salaries.

9. Prepare a statement showing working capital needs of a trading concern from

the following particulars:

i) Projected annual sales ̀ 180 lakhs

ii) Net profit on sales ®  20%

iii) Goods are expected to remain in godown for sales ®  2 months

iv) Average credit period allowed to customer ®  1 month

v) Average credit period allowed by soupier ®  2 months

vi) Cash in hand to meet day-to-day expenses ® `25,000

vii) Add 10% to the computed figures to allow for contingency

Ans. Annual sales              -- ` 180 lakhs

Less profit 25% -- ` 036 lakhs

Cost of sales             - ` 144 lakhs

In a trading concern cost of sales is assured to be purchases

Current Assets

Stock - `144 lakh x 
2

12
 = ̀  24,00,000/-  (Twenty-four lakhs)

Debtors - `144 lakh x 
1

12
 = ̀  12,00,000/-  (Twelve lakhs)

Add cash in hand to meet day-to-day expenses ̀  00,25,000/- (Twenty-five Thousand)

Gross working capital  ̀  36,25,000/-

Less creditors pay cash  ̀ 144 lakh x 
2

12
 = ̀ 24,00,000/-

 ̀ 12,25,000/-

Add 10% for contingency  ̀ 01,22,500/-

Working capital required  ̀ 13,47,500/-
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10. ABC Ltd. sells it's product on a gross profit of 20% on sales. The following

information is extracted from it's annual accounts for the year ended on 31ST

March, 2022:

Rs.

Sales (3 months credit) 40,00,000/-

Raw material 12,00,000/-

Wages (15 days in arrears) 09,60,000/-

Manufacturing expenses (One month in arrear) 12,00,000/-

Administration expenses (One month in arrear) 04,80,000/-

Sales promotion expenses (payable half yearly in advance) 02,00,000/-

The company enjoys one month's credit from suppliers of raw materials and maintains

2 months stock of raw material and one and a half months finished goods. Cash balance

is maintained at Rs.1,00,000/- as a precautionary balance. Assuming 10% margin, find

out the working capital requirements of ABC Ltd.

Ans. Statement of working capital requirement

Current  Assets Rs. Rs.

Stock of Raw material - 12,00,000 x 
2

12
 = 2,00,000/-

Stock of finished goods at cost

(As Gross Profit is - 40,00,000 x 
80

100
 x  

3

2
 x 

1

12
 20% 4,00,000/-

on Sales, so cost is 80% of sales)

Debtors at cost (40,00,000 x 
80

100
 x 

3

12
) 8,00,000/-

Advance payment of sales promotion expenses 1,00,000/-

(2,00,000 x 
6

12
)

Cash balance 1,00,000/-

16,00,000/-

Less : Current liabilities
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Creditors for Raw Materials (12,00,000 x 
1

12
) 1,00,000/-

Wages outstanding

(15 days taken for 
1

2
 months in arrear) (9,60,000 x 

1

24
) 40,000/-

Manufacturing expenses outstanding (12,00,000 x 
1

12
) 1,00,000/-

Administration expenses outstanding (4,80,000 x 
1

12
) 40,000/-

2,80,000/-

Net working capital 13,20,000/-

Add 10% margin for contingency 1,32,000/-

Working capital required 14,52,000/-

11. What do you mean by cash flow statement? Discuss it's features.

Ans. A cash flow statement is a statement of changes in cash position between the beginning

and end of a period.

As per accounting standard (AS-3) issued by the Institute of Chartered Account of India,

the term cash include

i) Cash in hand

ii) Demand deposits with banks

iii) Cash equivalents

Cash equivalents are short-term highly liquid investments that are readily convertible into

known amount of cash and which are subject to an insignificant risk of changes in value,

Thus, a cash flow statement is a statement which provides a detailed explanation for the

changes in firms cash balance in a Particular period by indicating the firms' sources and

used of cash and cash equivalents.

Features:- The features or characteristics of cash flow statement may be summarised as

followings:

i) It is a periodical statement

ii) It shows movement of cash and cash equivalents in between two balance sheet date.

iii) It shows the sources and application of funds on cash basis during a particular period

of time.
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iv) It records the changes in Fixed Assets as well as Current Assets

v) It reflects how the financial position of a firm charges over a period of time due to its

operating, investing and financing activities.

vi) It is an indicator of cash earning capacity of the firm.

vii) A projected cash flow statement is referred to as cash budget

12. Discuss the objectives of cash flow statement

Ans. Cash flow statement plays an important role in taking decision and planning by investors,

creditors and management. It also fulfills the following main objectives.

i) To know the cash inflows and outflows arising from operating, investing and financing

activities.

ii) To assess liquidity and solvency position of a firm

iii) To supply necessary information to the users of accounting information to assess the

ability of a firm to pay it's obligation as soon as it becomes due to analyses and

interpret the various transactions for future course of action and see the cash

generation ability of a firm.

iv) To help the management to ascertain cash planning for future.

v) To help in taking decision about payment of dividend

vi) To ensures intra-firm and inter-firm comparison.

vii) To identify non-cash items for ensuring cash income and expenses of a concern.

13 How far cash flow statement is useful for short-term planning and control of cash

Ans. A business entity needs sufficient amount of cash to meet it's various obligations in the

near future. It helps the management to make a cash flow projection for immediate future.

Summarizing those the areas of helping management are as follows:

i) Helpful in evaluation of cash position

ii) Useful in planning and control management can know the amount of cash required

and it's flow.

iii) Helpful in performance evaluation

iv) Easy to know the liquidity position

v) Answers to different questions - such as payment of dividend and other matter related

cash position.

Besides above it is very helpful in capital budgeting decision and so also it is also useful to

outsiders.
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14. Mention the limitation of cash flow statements.

Ans. Cash flow statement is used as a tool for financial statement analysis. Still it suffers from

some limitations which are as knows

i) Cash flow statement fails to assess the liquidity and solvency position as proper

liquidity does not depend cash alone.

ii) There is possibility of window dressing by showing cash position.

iii) Ignores the accrual concept of accounting.

iv) Ignores non-cash transaction.

v) Fails to present net income.

15. Discuss the difference between Cash Flow Statement and Funds Flow Statement.

Ans.
Basis Cash Flow Statement Funds Flow Statement

Based on broader concept. Changes
in working capital between two
balance sheet dates.

Based on narrow concept of funds
considers changes in cash and
cash equivalents between two
balance sheet dates

Concepts

It examines the firm's efficiency in
utilizing working capital.

Analysis the cash generating
efficiency of the firm

Purpose

Accrual basis of accountingCash basis of accountingBasis of
preparation

Accrual basis of accountingCash basis of accountingBasis of
preparation

Suitable for both long-term and short-
term analysis

Suitable for short-term analysisUtility

Followed by schedule of changes in
working capital

Cash flow statement is not followed
by schedule of changes in working
capital

Schedule of
charges in
working capita

Discloses source and application of
funds i.e., working capital

Discloses the inflows and outflows
of cash and cash equivalent

Disclosure

Not part of Financial Statement. Thus
there is no legal requirement to
prepare such statement.

Cash flow statement is a part of
financial and it is prepared by every
listed company as per AS-3 as
required by SEBI.

Legal
requirement

Does not contain any Opening and

Closing Balance.

Opening and Closing Balance of

Cash and Cash Equivalents are

given.

Opening and

closing Balance
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16. What are different operating activities affect cash flows?

Ans. Different operating activities affecting cash flows are:

i) Cash receipts from sale of goods and rendering of service

ii) Cash receipts form royalties, fees, commissions and other revenue

iii) Cash receipts from trade (Debtors and Bills receivable)

iv) Cash payments for purchase of goods and services

v) Cash payment to trade creditors (Creditors and Bills payable)

vi) Cash payment for wages, salaries and other payment to employees.

vii) Cash payments or refunds of income tax unless they can be specifically identified

with investing and financing activities.

viii) Cash payments and cash receipts from purchase and sale of securities in case of

financial enterprise such as bank, mutual funds.

ix) Interest paid and interest received in case of financial enterprises.

x) Dividends received in case of financial enterprises.

17. What are different cash flows from investing activities?

Ans. Cash flows from investing activities are:

i) Cash payments to acquire fixed assets including intangibles.

ii) Cash receipt from sale of fixed assets including intangibles.

iii) Cash payments to acquire share, warrants or debt instruments of other enterprises

(Other than payments for those instruments considered to be considered to be cash

equivalent and those held for dealing or trading purposes)

iv) Cash receipt from sale of share, warrants or debt instrument of other enterprises

(other than receipts for those instruments considered to be cash equivalents and

those held for dealing or trading purposes.)

v) Cash advances and loans to third parties other than advances and loans made by

financial enterprises.

vi) Cash receipt from repayment of advances and loans made to third parties other

than advances and loans made for financial enterprises.

vii) Cash receipt in respect of insurance claim for property involved in accident.

viii) Cash receipt of interest and dividend other than for financial enterprises.
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18. What are different cash flows from financing activities?

Ans. Cash flows arising from financing activities are :

i) Cash receipts from issue of share equity, preference.

ii) Cash receipts from short-term and long-term borrowing such as debenture, bonds
loans etc.

iii) Cash payment for short term or borrowing such as redemption of debentures, bonds,
preference shares.

iv) Cash payments for buy-back of equity shares.

v) Cash payment for dividend or equity share and preference shares

vi) Cash payments for interest or borrowing such as interest or debentures and long-
term loans.

vii) Payment of preliminary expenses including on issue of share or debenture.

viii) Change in Bank overdraft and Cash Credit.

19. What are transactions not affecting cash flow statements?

Ans. Transactions not affecting cash flow statement are :

i) Acquisition of assets onissue of shares or debentures.

ii) Acquisition of assets on credit.

iii) Sale of assets on credit.

iv) Conversion of convertible debentures into shares.

v) Issue of Banks shares.

vi) Movement between items that constitute cash or cash equivalents-For example
deposit of cash into bank, withdrawing from bank, purchase and sale of short-term
investments or marketable securities. Etc.

vii) Bad debts written off out of provision for bad debts.

20. Compute Cash flows from operating activities from the following information.

Ans. 1.4.2020 31.3.2021

` ` `
Cash sales ® 3,25,500 Sundry Creditors ® 20.2000 22,300

Credit sales ® 18,30,000 Sundry Debtors ® 26,000 27,500

Cost of goods sold ® 18,25,000 Prepaid expenses ® 3,500   5,000

Salaries and other

operating expenses ® 1,95,000 Outstanding expense ® 4,200    6,300

Provision made for

Income Tax ® 5,500 Provision for income Tax ® 3,000 4,000

Stock ® 45,000 53,000

Bad debits recovered ® 5,600
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20. Cash flows statement from operating activities for the year ended 31.3.2021

Ans. Particulars Amount

(`)

A) Cash receipt from customers 21,54,000

B) Cash paid to Supplier, Salaries and other Operating expenses (-) 20,24,300

Cash generated from operation 1,29,700

C) Income tax paid (-) 4,500

D) Extra Ordinary item 1,25,200

Bad debt reversed 5,600

Cash flows from operating quantities 1,30,800

Note

A) Cash receipt from customers

Total Sales                                                -  Cash -   3,25,000

                                                         -   Credit - 18,30,000

21,55,500

Add opening Debtors       26,000

21,81,500

Loss closing Debtors (-)       27,500

21,54,000

B) Cash paid to suppliers, employees and for other operating expenses

a) Cash paid to supplier - 18,25,000

Cost of goods sold - 52,000

Add closing inventory 18,77,000

Less opening inventory (-) 45,000

18,32,000

Add opening trade Creditor 20,200

18,52,200

Loss closing trade Creditor 22 ,300

18,29,900
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b) Salaried and other operating expenses - 1,95,000

Add closing prepaid       5,000

2,00,000

Less Opening Prepaid       3,500

1,96,500

Add Opening Outstanding       4,200

2,00,700

Less closing Outstanding       6,500

1,94,400

Cash paid to suppliers, salaries and for other

Operating expenses 20,24,300

c) Income tax paid - 5,500

Provision made

Add Opening Provision 3,000

8,500

Less closing provision 4,000

4,500

21. How cash flows from operating activities are computed from operating activities

under direct method.

Ans. While preparing cash flow under direct method terms like depreciation, amortisation of

intangible assets, preliminary expenses discount on issue of debenture, etc. are ignored.

Likewise, no adjustment is made for loss or gain on sale of fixed assets and investment.

Income tax paid during the year is deducted from cash generated for operating activities

to find out cash flows from operating activities before extra-ordinary items. Then extra

ordinary items such as tax refund, bad debts recovered, insurance claim etc. are added to

determine net cash flows from operating activities.

Format

Amount

Cash receipts from customers X XX

Cash paid to suppliers, employees and for other operating expenses (-) X XX

Cash generated from operation X XX

Income tax paid (-) X XX

Cash flows before extra ordinary  items X X X

Extra Ordinary items (+) X XX

Net cash flow (used in) operating activities X XX
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22. How cash flow is computed under indirect method?

Ans. Under this method, Net Profit before tax for the period is used as the base. Then adjustments
are made for items that affected the income statements but does not affect the cash. In
other words, non-cash and non-operating charges in the income statements are added
back to the profit before tax. While non-cash and non-operating income shown in the
statements of Profit and Loss, are deducted to calculate the operating Profit before working
capital changes. Further, necessary adjustments are made for increase or decrease in
current assets and current liabilities to obtaincash regenerated from operating activities
before tax. Income tax paid is deducted therefrom to find out the cash flows from operating
activities before extra-ordinary items, if any. Then extra ordinary items are added to
determine the nit cash flows from operating activities.

Steps:- The following steps are followed .

i) Calculation Net Profit before tax-

Difference between opening & closing balance of statement of profit & loss.

Add-Proposed dividend, interim dividend paid during year, Transfer to reserve
provision for tax made for current year. Less Refund of tax (if any)

ii) Items to be added back to Profit, Non-Cash items are added back to profit to
determine cash profit. Some of such items are Depreciation, amoratisation of fictitious
or intangible assets. Bd debts written off, loss on sale of fixed assets, interest on
Long-term borrowing, creation of provision.

Items to be deducted from profit - Profit on sale of fixed assets,

Receipt of interest and Dividend

Rent received

Re-transfer of excess provision

iii) Adjustments are made in respect of increase or decrease in current assets and
current liabilities except cash and cash equivalent to find and cash generated from
operation.

Decrease in CA increases in the cash from operation.

Increase in CA decreases in cash

Decrease in CL decreases the cash

Increase in CL increases the cash.

iv) Deduction for Income tax paid

v) Extra-ordinary items from operating activities such as bad debts recovered, income
tax refund, insurance claim for loss of inventory etc. are added to cash flows after tax
to find out the net cash flows from operating activities.

Where CA-Current Assets

CL- Current Liabilities

****




