
The statement of cash flows does not report activity for which of the following categories? 

'-'Your answer is correct. 

Purchases and sales of long-term investments 

a Purchases and sales of cash equivalents 

Purchases and sales of equipment 

Challenge 

• Read about this 

) 



The correct answer is shown. 

The FASS recommends, but does not require, reporting the statement of cash flows using the 

(direct/indirect) J1rec method. 

~ Your answer is correct. 
• Read about this 

FASS recommends use of the direct method, but most companies report using the indirect method. 

Challenge 



The usual format of a statement of cash flows includes reporting cash flows from three activities 

including: 

~Your answer is correct 

lfl investing 

lfl financing 

a operating 

cash 

equivalent 

Challenge 

• Read about this 

) 



Accountants can use a three-stage process to determine cash provided or used by investing 

activities. Which of the following steps is not part of this process? 

~Your answer is correct. 

Identify changes in investing-related accounts. 

Explain these changes using reconstruction analysis. 

a Identify adjustments to net income. 

Report their cash flow effects. 

Challenge 

• Read about this 

) 



When creating a statement of cash flows using the direct method, depreciation is: 

~Your answer is correct. 

added to the investing section 

subtracted from the operating section 

a not reported 

added to the operating section 

Cha'llenge 

• Read about this 

] 



___ measures a company's adequacy for asset growth. It is computed by taking operating cash 

flows divided by cash outflow for plant assets. 

~Your answer is correct. 

a Cash coverage of growth 

Operating cash flow to sales 

Cash flow on total assets 

Challenge 

• Read about this 

) 



Which of the following items could be "other cash receipts"? (Check all that apply.) 

~Your answer is correct. • Read about this 

Cash paid for dividends 

a Cash received from rent ) 

a Cash received from dividends ) 
a Cash received from interest ) 

Cha'llenge 



Which of the following items are classified as noncash investing and financing activities? (Check all 

that apply.) 

~Your answer is correct. 

Issuance of common stock in exchange for land 

a Retirement of debt by issuing stock 

Repayment of a note with cash 

Challenge 

• Read about this 



The correct answer is shown. 

If all sales are for cash, the amount received from customers will equal the sales reported on the 

income statement. 

'-'Your answer is correct. 
• Read about this 

Challenge 



The correct answer is shown. 

Cash flows from operating activities under the direct method adjusts accrual-based income 

statement items to a cash basis. 

'-'Your answer is correct. • Read about this 

Challenge 



The information needed to prepare a statement of cash flows could come from which of the following 

sources? (Check all that apply.) 

~Your answer is correct. 

a Income statement 

lfl Cash account 

a Comparative balance sheets 

Statement of retained earnings 

Challenge 

• Read about this 

] 
) 
] 



The correct answer is shown. 

Net cash used in operating activities was $10,000. Net cash provided by investing activities was 

$2,000. Net cash provided by financing activities was $5,000. The cash balance at the end of the 

year was $12,000. The cash balance at the beginning of the year was $_.:>000. 

~Your answer is correct. 
• Read about this 

Challenge 



The income statement shows Wages Expense of $4,000 for the period. The balance sheet indicates 

that Wages Payable at the beginning of the year had a balance of $300 and at the end of the year 

had a balance of $500. Cash paid for wages equals: 

V Your answer is correct. 

. $3,800 

$4,500 

$4,000 

$4,300 

• Read about this 



The helps measure a company's ability to meet its obligations, pay dividends, expand 

operations, and obtain financing. It is computed by taking cash flow from operations divided by 

average tota I assets. 

~Your answer is correct. 

operating cash flow to sales 

cash coverage of growth 

a cash flow on total assets 

Challenge 

• Read about this 

) 



Retained earnings at the beginning and end of the year totaled $10,000 and $55,000, respectively. 

Net income reported during the period was $50,000. Using this information, dividends declared and 

paid are equal to: 

..,Your answer is correct. 

. $5,000 

$10,000 

$50,000 

$45,000 

,Challenge 

• Read about this 

] 



The three-stage process to determine cash provided or used by financing activities includes all of the 

following steps except: 

~Your answer is correct. 

report their cash flow effects. 

explain these changes using reconstruction analysis. 

identify changes in financing-related accounts. 

identify an increase or decrease in cash. 

Challenge 

• Read about this 



There are similarities and differences among U.S. GMP and IFRS in accounting for cash flows. 

identify which statement is incorrect. 

~Your answer is correct. • Read about this 

Both U.S. GMP and IFRS require interest and dividend income to be reported the operating 

section. 

U.S. GMP and IFRS permit the use of either the direct or indirect method. 

Both U.S. GMP and IFRS have similar definitions of cash and cash equivalents. 

Challenge 



A company's cash receipts and cash payments are recorded in the cash account in its general ledger. 

Which of the following can be determined by analyzing the cash account? (Check all that apply.) 

"'Your answer is correct. 
• Read about this 

Payment for land by issuing a note 

a Cash payments on notes ) 
a Cash payments for equipment ) 
a Cash receipts from customers ] 

Challenge 



It is important to analyze the sources and uses of cash because (select all that apply): 

~Your answer is correct. • Read about this 

a Creditors use this information to assist them in deciding whether to loan funds to them. J 

a Investors use this information to decide if they will purchase their stock. J 

Taxing authorities use this information to assess tax on the company. 

Customers use this information to decide whether to purchase from the company. 

Challenge 



Interest expense reported on the income statement was $1,000. The beginning balance in Interest 

Payable was $150 and the ending balance was $50. Cash paid for interest during the period is equal 

to: 

~Your answer is correct. 

$1,150 

$1,050 

$900 

& $1,100 

Challenge 

• Read about this 

) 



The correct answer is shown. 

The equipment account had a $36,000 balance at the beginning of the year, and a $30,000 balance 

at the end of the year. The accumulated depreciation account had a balance of $22,000 at the 

beginning of the year, and a $17,000 balance at the end of the year. The income statement reported 

depreciation expense of $4,000 for the year. Equipment costing $10,000 was sold for its book value. 

Cash received from the sale was$ L 100. 

"'Your answer is correct. 
• Read about this 

Equipment decreased $6000 ($36,000-$30,000). Accumulated depreciatron decreased $5,000 ($22,000-$17,000). 
$6,000-$5,000=$1000 cash received from the sale. 

1Challenge 



The correct answer is shown. 

An increase in wages payable would be (added/subtracted) added to (from) net income, when 

computing cash flows from operations using the indirect method. 

'-'Your answer is correct. 
• Read about this 

Challenge 



Both the direct and indirect methods of operating activities report which of the following items? 

~Your answer is correct. 

Cash payments for interest 

Net income 

a Net cash inflows (outflows) 

Increase in accounts receivable 

Challenge 

• Read about this 

] 



Which of the following items would be reported under financing activities on the statement of cash 

flows? 

~Your answer 1is correct. 
• Read about this 

Cash paid for interest on long-term debt 

a Cash received from issuing notes 

lfl Cash dividends paid to shareholders 

a Cash paid to repay cash loans 

Challenge 

) 

) 
) 



There are five important steps to preparing a statement of cash flows. Rank the steps in order from 

first to last. 

~Your answer is correct. • Read about this 

E 1 Compute the net increase or decrease in cash. 

E 2 Compute and report the net cash provided or used by operating activities. } 

E 3 Compute and report the net cash provided or used by investing activities. } 

E 4 Compute and report the net cash provided or used by financing activities. J 

~5 Compute the net cash flow by combining net cash provided or used by operating, investing, and 

L financing activities and prove the change. 

I 

Challenge 
I 



The correct answer is shown. 

Carol Co. prepares a statement of cash flows starting with net income and then adjusting for items 

necessary to obtain net cash provided or used by operating activities. Carol must be using the 

(direct/indirect) ndirect method of reporting the statement of cash flows. 

~Your answer is correct. 
• Read about this 

Challenge 



A(n) occurs when the receipts in a category exceed the payments. 

'-'Your answer is correct. 

a net cash inflow 

net cash receipt 

net cash payment 

net cash outflow 

Cha'llenge 

• Read about this 

) 



The correct answer is shown. 

Financin~ activities include those transactions and events that affect long-term liabilities and equity, 

such as obtaining cash from issuing debt and distributing cash to owners. 

~Your answer is correct. • Read about this 

Challenge 



The statement of cash flows explains the difference between beginning and ending balances of cash 

and cash equivalents. A cash equivalent must satisfy which of the following criteria? (Check all that 

apply.) 

~Your answer is correct. 
• Read about this 

Be readily convertible to a known amount of cash 

Be held at a local institution 

Be backed by secured assets 

a Be close to maturity ) 



The correct answer is shown. 

The (direcVindirect) irect method separately lists each major item of operating cash receipts and 

each major item of operating cash payments. The cash payments are subtracted from cash receipts 

to determine the net cash provided (used) by operating activities. 

~Your answer is correct. • Read about this 

Challenge 



Which of the following items would not be adjusted to net income when computing cash flows from 

operating activities, using the indirect method? 

~Your answer is correct. 

a Cash received from sale of building 

Gain on sale of building 

Depreciation expense 

Challenge 

• Read about this 

) 



The correct answer is shown. 

The indirect method of computing and reporting net cash flows from operating activities involves 

adjusting r et 1ncon1e to obtain the net cash provided or used by operating activities. 

'-'Your answer is correct. • Read about this 

Challenge 



Which of the following transactions would be reported under investing activities in the statement of 

cash flows? (Check all that apply.) 

~Your answer is correct. 
• Read about this 

a Cash paid to purchase plant assets 

Cash paid to purchase investments in securities 

Cash distributions to shareholders 

Cash paid for interest on long-term notes 

ChaHenge 



The correct answer is shown. 

A gain from the sale of a building would be (added/subtracted) c-ubtracted to (from) net income when 

computing cash flow from operations, using the indirect method. 

~Your answer is correct. • Read about this 

Challenge 



___ activities include those transactions and events that affect long-term assets, such as lending 

and collecting money for notes receivable and cash receipts from sale of long-term plant assets. 

~Your answer is correct. 

& investing 

Financing 

Profit 

Operating 

Non cash 

I 

1Challenge 

• Read about this 



A(n) ______ activity includes those transactions and events that determine net income, 

including the purchase of merchandise, the sale of goods and services to customers, and 

expenditures to operate the business. 

~Your answer is correct. 

non cash 

investing 

& operating 

financing 

• Read about this 

] 



The correct answer is shown. 

An increase in wages payable would be (added/subtracted) addec to (from) net income when 

preparing cash flows from operating activities, using the indirect method. 

~Your answer is correct. • Read about this 

Challenge 



Cash flows from financing activities identifies cash receipts and payments related to which of the 

following types of accounts? (Check all that apply.) 

~Your answer is correct. 

Notes Receivable 

a Bonds Payable 

a Common Stock 

Interest Payable 

Challenge 

• Read about this 

1 
) 



Which of the following items would be correct adjustments to net income to arrive at cash flows from 

operations, using the indirect method? (Correct all that apply.) 

~Your answer is correct. 

Add increase in accounts receivable 

a Add increase in accounts payable 

Subtract increase in wages payable 

a Subtract increase in inventory 

Challenge 

• Read about this 

1 

) 



Information on the statement of cash flows helps users answer all of the following questions except: 

~Your answer is correct. 

How does a company obtain its cash? 

Why was there a change in the cash balance? 

Where does a company spend its cash? 

a Why did the company invest in long-term assets? 

Challenge 

• Read about this 

) 



Which section of the statement of cash flows is affected by choosing to report using the direct 

method or indirect method? 

~Your answer is correct. 
• Read about this 

Investing 

Non cash 

Financing 

lfl operating 

Challenge 

] 



The correct answer is shown. 

Lakeview, lnc.'s statement of cash flows reports financing activities with payments that exceed 

receipts. This means that Lakeview had a net cash (inflow/outflow) outflow from financing activities. 

~Your answer is correct. • Read about this 

Challenge 



Which of the following transactions would be reported under cash flows from operating activities? 

Select all that apply. 

~Your answer Is correct. 

a Cash paid for salaries and wages 

a Cash paid to lenders for interest 

Cash received from sale of investments 

a Cash received from sales 

Cash paid for equipment 

• Read about this 



A company reported total assets at the end of 2009 of $95,000; including cash of $35,000, 

accounts receivable of $20,000, and inventory of $40,000. It reported total assets at the end of 

2010 of $110,000; including cash of $44,000; accounting receivable of $29,000, and inventory of 

$37,000. Compute the net increase or decrease in cash in 2010. 

~Your answer is correct. 

Decrease of $9,000 

Decrease of $15,000 

Increase of $15,000 

a Increase of $9,000 

Challenge 

• Read about this 



The principle requires that important investing and financing activities that do not affect 

cash receipts or payments must be disclosed at the bottom of the statement of cash flows, or in a 

note to the financial statements. 

~Your answer is correct. 
• Read about this 

cost 

cash flow disclosure 

matching 

a full-disclosure 

1Challenge 

] 



The correct answer is shown. 

When a company's net income and cash flows from operations are significantly different, it can 

sometimes indicate an issue with the (quantity/quality) " ualit of earnings. 

~Your answer is correct. • Read about this 

Challenge 



The correct answer is shown. 

Analyzing noncash accounts can be challenging when a company has a large number of accounts 

and many operating, investing, and financing transactions. A(n) spreadshP.et, also called a worksheet 

or working paper, can help organize the information needed to prepare a statement of cash flows. 

~Your answer is correct. • Read about this 

Challenge 



MRC Company reports the following information for 2010: total assets of $65,000 and total cash 

provided from operations of $20,000; For 2009: total assets of $75,000 and cash provided from 

operations of $5,000. Cash flow on total assets for 2010 is (round to the nearest tenth): 

~Your answer is correct. 

28.6 
$20,000/ [(65,000+ 75,000)/ 2]=.2857 or 28.57% 

16.9 

37.3 

Challenge 

• Read about this 



Which of the following questions could not be answered from the statement of cash flows? 

~Your answer is correct. 

Is the company financing expenditures through operating activities? 

a What are the earnings-per-share of common stock? 

Does the company have the resources for long-term investments? 

Has the company paid dividends? 

Challenge 

• Read about this 

) 
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