
Fundflowstatement

Fundflowstatement 

Many changes take place in the assets, equities, revenues and expenses in the course 

ofbusiness operations.These changes in an asset or an equity account or in revenue or an 

expensesaccount overaperiodoftimecan beexaminedandpresented intheformofaflowstatement. 

The funds flow statement describes the sources from which additional funs were 

derivedandtheuses towhichthesefunds wereput. 

The funds flow statement is denoted by various titles, such as a statement of sources 

andapplication offunds,statementof changesinworkingcapital,gotand 

tonestatementandstatementofresourceprovidedandapplied. 

Objectivesoffundsflowstatement 

1. Tohelptounderstandthechangesinassetsandassetssourceswhicharenotreadilyevidenceinthei

ncome statementorthe financialpositionstatement. 

2. Toinformastohowtheloanstothebusiness havebeenused. 

3. To pointoutthefinancialstrengthsandweaknessesofthebusiness 

4. Indicationoffinancialresults 

5. Emphasisonsignificantchanges 

6. Revealingfinancialstrengthandweaknesses 

7. Distinguishinginternalandexternalsources 

8. Givingprominencetodynamicconceptofbusiness 



Classificationofbalancesheetitems 

 Noncurrentliabilities 

 Currentliabilities 

 Noncurrentassets 

 Currentassets 

 
 

 NonCurrentliabilities 

Theseliabilities are not required topayable within ayearand out of 

currentassets.Theseliabilitiesare generallypayable eitherinthelong periodorat the close ofthe 

business 

Equityshare 

capitalPref.shareca

pitalDebentures 

Long term 

loansProfitandlos

sa/cShare 

premiumSharefor

feitureCapitalrese

rve 

 Currentliabilities 

Currentliabilitiesarepayablewithinayearandoutofcurrentassets.Thevaluesoftheseliabilitieschan

gewithinoneyear. 

Sundry creditorsBank 

overdraftOutstanding

expensesIncome tax 

payableBillspayable 

 Non-currentassets 

Theseassetsareobtainedinbusiness foruseoveralongperiodoftimeforearningpurpose. 

Theseassetsarenotpurchasedforthepurposeofsellingandincludetangible,intangibleandfictitiousasse

ts. 

Building

Land 



PlantandmachineryF

urnitureandfixturesPa

tentright 

Trade 

markPreliminaryexp

enses 

Currentassets 

Currentassetsare easilyconvertedintocash.These assetsare 

reasonablyexpressedtoberealizedincashorsoldorconsumedwithinayear. 

Cashinhand

Cashatbank 

Marketable 

securitiesDebtors 

Billsreceivables

Stock 

AdvanceAccrued 

incomesPrepaide

xpenses 

Preparationoffundsflowstatement 

1. Statementofchangesinworkingcapital 

2. Fundsflowstatement 

3. Fundsfromoperations 

4. Adjustedprofit and lossaccount 

Statementofchangesinworkingcapital 

Astatementshowsthecompletedetailsforthecontribution ofeachitemofcurrentassetsand 

currentliabilitiesiscalledas‘schedule ofchangesinworkingcapital. 

Thefollowing important principlesforpreparationofworkingcapitalstatement. 

Increaseincurrentassets-Increaseworking 

capitalDecreaseincurrentassets - Decreases in working 

capitalIncreaseincurrentliability -

DecreasesinworkingcapitalDecreaseincurrentliability-

IncreaseinWorkingcapital 



Scheduleofchangesinw.c 
 

Particulars Year Year ChangesinW.C 

 (Rs.) (Rs.) Increase Decrease 

Current 

assetsCash 

Bankbalance

Stock 

Sundry 

debtorsTrading 

investmentPrepaid

expenses 

Billsreceivables 

    

Total(A)     

Less:CurrentLiabilitiesC

reditors 

Bills 

payableOutstanding 

expensesShort 

termloans 

Bankoverdraft 

    

Total(B)     

Working 

Capital(Increase/Decrease

)(A-B) 

    

Networkingcapital     

Fundsfromoperation 

Funds are generated from the regular operation of and enterprise or applied to 

suchoperation are known as funds from operation.It can be calculates by adding non-

operatingexpensesanddeductingnon-operatingincomefromthenetprofit. 

If the net amount is positive itis called fund from operation and if itis negative it 

iscalledfundlostfromoperations 



 
 

 

 

 

 

Adjustedprofitandlossaccount 
 

Particulars Rs. Particulars Rs. 

Todepreciation 

TolossonsaleoffixedassetsTo 

loss on sale of 

investmentTogoodwillwritte

noff 

TodiscountonissueofsharesTo

provision fortax 

Toproposeddividend 

TobalanceC/d 

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx 

xxx 

ByBalance b/d 

By Profit on sale of fixed 

assetsBy Profit on sale of 

investmentByincomefrominves

tment 

Byincome taxrefund 

ByFundsfromoperations(Bal.fig) 

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx 

Adjustedprofitandlossaccount 
 

Particulars Rs. Rs. 

Netprofitfortheyear 

Add:NonOperatingExpensesD

epreciation on fixed assetsLoss 

on sale of fixed assetsLoss on 

sales of 

investmentGoodwillwrittenoff 

DiscountondebentureswrittenoffPr

ovisionfortax 

Proposeddividend 

Less:NonOperatingIncomesP

rofit on sale of fixed 

assetsProfit on sale of 

investmentIncomefrominvest

ment 

Incometaxrefund 

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx

Xxx 

Xxx

Xxx 



Dividend 

ReceivedFundsfromo

peration 

  

Adjustedprofitandlossaccount 

Netprofit=ClosingbalanceofP&LA/c–OpeningBalanceofP&LA/c 

Treatmentofprovisionfortaxation 

Provision fortaxmaytakenascurrentliability 

Provision fortaxmaybe takenonlyasanappropriationofprofit 

Treatmentofproposeddividend 

Proposed dividendmay be 

takenasacurrentliabilityProposeddividendmayderivedfromapp

ropriationofprofits. 

 

 
 

Fundsflowstatement 
 

SourcesofFunds Rs. ApplicationsorUsesoffunds Rs. 

a)Internalsources 

Fundsfromoperations 

Xx 

Xx 

Purchaseoffixed assets 

Purchaseoflongterminvestment 

Xx 

Xx 



b) External 

SourcesIssueofequity

shares 

IssueofpreferencesharesIs

sueofdebenturesPublic 

deposits 

Long term 

loansSaleoffixedas

sets 

Saleoflongterminvestment 

Xx

Xx

Xx

Xx

Xx

Xx

Xx 

Xx 

RedemptionofpreferencesharesR

edemption of 

debenturesRepayment of long 

term loansPaymentofdividend 

PaymentoftaxliabilityO

utflow offunds 

Xx

Xx

Xx

Xx

Xx

Xx 

 

 

 

Cashflowstatement 

Cash flow includes cash inflows and out flows-cash receipts and cash payments during 

aperiod. Movements of cash are of vital importance to the management.The short term 

liquidityandshorttermsolvencypositionsofafirmaredependentonitscashflows. 

A cash flow statement is a statement which reflects the changes in the cash positionbetween 

two accounting periods.The detailed analysis provided in such a statement a clearinsight to the 

management about the different sources of cash inflows and the different uses orapplications for 

which cash is required.   It helps in taking short term financial decision and 

alsointhepreparationofcashbudgetforthenextperiod. 

Cash flow statement can be defined as a statement which summaries the sources of 

cashinflows and uses of cash outflows of a firm during particular period of time, say a month or 

ayear. 

Such a statement can be prepared from the data made available from comparative 

balancesheets,profitandlossaccounts andadditionalinformation's. 

Advantages 

1. Ithelpstoevaluatethecurrentcashpositionofthefirms 

2. Ithelps inmakingshorttermfinancialdecisionsrelatingtoliquidity 

3. It showsthemajorsourcesand usesofcash 

4. Ithelps intakingloanfrombanksandotherfinancialinstitutions. 

5. Ithelpsthe 

managementinplanningtherepaymentofloans,replacementofassets,creditarrangements,etc. 



Cashflow(asperAccountingStandard 3) 

 
Particulars Amount(Rs.) Amount(Rs.) 

1) Cashflowfromoperatingactivities 

 
NetProfit 

 
Adjustments 

 
NonOperatingExpenses

NonOperating Income 

 

 
OperatingprofitbeforeWorkingcapitalchangesIn

creaseinCurrentAsset 

DecreaseinCurrentAssetIncrea

se in Current 

LiabilitiesDecreaseinCurrentL

iabilities 

 

 
CashgeneratedfromoperationI

ncome taxpaid 

 

 
CashflowfromextraordinaryitemOt

herproceeds 

 

 
Net cashflowfromoperating activities 

 

 
xxx 

 

 

 
xxx(

xxx) 

 
 

 

xxx(

xxx)

xxxx

xx 

(xxx) 
 

 

 

xxx(

xxx) 
 

 

 

xxxx

xx 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

xxx 



 

 
2) Cashflowfrominvestingactivities 

 
Purchase of fixed 

assetsSale of fixed 

assetsInterestreceivedD

ividend received 

 

 
Net cashflowfrominvesting activities 

 

 

 
3) Cashflowfromfinancingactivities 

 
Issue of 

sharesIssueofdebe

ntures 

Redemption of 

sharesRedemptionofdebe

nturesInterestpaid 

Dividendspaid 

 

 

 
Net cashusedinfinancing activities 

 
Cashandcashequivalentatbeginningofperiod 

 

 

 
Cashandcashequivalent at endoftheperiod 

 

 

 

 

 

(xxx)

xxxx

xx 
 

 

 

 

 

 

 

 

 
 

xxx

xxx(

xxx) 

(xxx) 

 
(xxx) 

 
(xxx) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
xxx 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

xxx

xxx 

 



  xxx 

Cashinflowtransactions 

1. Cashfromoperations 

2. Increaseofallcurrentliabilities 

3. Raisingoflong termloan 

4. Saleoffixedassetsandlong-terminvestments 

5. Decreaseofallcurrentassets. 

6. Issueofsharesanddebentures 

 
 

CashOutflows 

1. Cashlostinoperations 

2. Paymentofcashdividends 

3. Drawingsofa partner 

4. Redemptionofpreferenceshareand debentures 

5. Purchaseoffixedassetsandlongterminvestment 

6. Decreaseofallcurrentliabilities 

7. Repaymentoflongtermloans 

8. Payment oftaxes 

9. Increaseofallcurrentassets 

 
 

UTILITYOFCASHFLOWSTATEMENT 

Utilityofcashflowstatementsareasfollows: 

1. To identify the reasons for the reduction or increase in the cash balances 

irrespectiveleveloftheprofits earnedbythefirm. 

2. It facilitates the management to maintain an appropriate level of cash resources. l 

Itguides the management to take futuristic decisions on the prospective demands 

andsupplyofcashresourcesthroughprojectedcashflows. 

3. Howmuchcashresourcesarerequired? 

4. Howmuchcashrequirementscouldbeinternallysettled? 



5. Howmuchcashresourcesaretobe raisedthroughexternalsources? 

6. Whichtypeofinstruments isgoingtobefloatedforraisingtherequiredresources? 

7. Ithelpsthemanagementtounderstanditscapacityatthemomentofborrowi

ngforanyfurthercapitalbudgetingdecisions. 

8. Itpaveswayforscientificcashmanagementforthefirmthroughmaintenan

ceofappropriate cashlevelsi-eoptimumlevelcashofresources. 

9. Itavoidsinholdingexcessiveorinadequatecashresourcesthroughproper

planningofcashresources. 

10. It moots control through identification of variations occurred in the 

cash expenses andexpenditures. 

 
CashflowstatementvsFundflowstatement 

 

 


