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8. Other Important Adjustments:
e Marketable securities are cash equivalent
e If Nothing is specified in the Question, then treat Net Profit as Net Profit Affer Tax.
e Previous Year Dividend Balance in Balance Sheet - Assume paid in CY and it is a Financing Activity

e Current year dividend Balance in Balance sheet - Assume it is a Provision created in CY and it is
non-cash item hence to be added back in Retained Earnings under Operating Activity.

e On sale of any Asset/PPE, if any gain/loss arise then it needs to be eliminated from operating
activity since it not non-operating item.

e However, on sale of any Asset/PPE, if the gain/loss is transferred to Capital reserve (not in
Profit and Loss a/c), then there is no need to eliminate such gain loss from operating activity
since it not reflected in profit and loss a/c.

e If % of Interest on Debentures is given in the question, we shall always consider such interest
in Cash Flow Statement. (Added in CFOA and Deducted in CFFA) (Refer Q308)
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CASH FLUOW STATENENT

e If dividend 7% of Preference Shares is given in question, but question doesn't mention any
payment of preference dividend, then we shall ignore the Preference Dividend treatment.
e Pre-acquisition dividend received is always deducfes:— from Cost of Investment (should not be
treated as income under P&L). nY
Cash/Bank A/c)Dr. By eame PRI
To Investment A/c
e Post-Acquisition dividend is freated as income under P&L A/c. Hence it should be deducted

under Operating activity and added in Investing Activity.
e Retirement$282ia fund is liability.

e If nothing is specified about cash sales & cash purchase, then we would always assume the total
sales and purchases in credit only.

e While during working capital adjustment of debtors, the closing debtors balance shall be
increased by bad-debt or discount amount accrued during the year, then the revised closing
balance shall be compared with opening balance.

e Foreign currency bank balance is also cash equivalate, its value should be:

Foreign Currency Amount X Closing Exchange Rate
. ® Retained earnings is the difference of Opening P&L Balance and Closing P&L Balance.
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