FUND FLOW STATEMENT
1. What is meant by funds flow statement?

Funds flow statement is a statement of sources and uses of funds. It analyses and explains changes in net working capital between two balance sheet dates.

According to S. C. Kuchhal. “The statement of showing sources and uses of funds is popularly known as funds flow statement. It is a condensed report of how the activities of the business have been financed and how the financial resources have been used during the period covered by the statement.”

2. What are the uses of the funds flow statement?

The funds flow statement is useful in the following ways.

a) It is helpful in knowing the sources and uses of funds.

b) It suggests the ways in which working capital position can be improved.

c) It can be used in planning a sound dividend policy.

d) It is useful in forecasting the flow of funds and in projecting the working capital requirements.

3. What are the limitations of fund flow statement?


   Funds flow statement suffers from the following limitations:

a) The fund flow statement ignores the non-fund items.

b) The information used for the preparation of the funds flow statement is essentially historical in nature. So, it is not of much use.

c) The funds flow statement is not a substitute for the balance sheet or profit and loss account. It is only a supplementary statement.

4. What are the main sources and uses of funds?


      The major sources of funds are:

a) Funds from operation.

b) Issue of equity/ preference shares.

c) Raising long-term loan.

d) Sale of fixed assets.

e) Sale of debentures.

f) Non-trading receipts.

The main uses or applications of funds are:

a) Funds used in operation - loss.

b) Purchase of fixed assets/ investments.

c) Redemption of preference shares.

d) Redemption of debentures.

e) Repayment of long-term loans.

f) Non-trading payments.

5. Mention the steps involved in the preparation of funds flow statement.


    In the preparation of funds flow statement, the following steps are involved:

A. Preparation of schedule of changes in working capital:

The schedule of changes in working capital or the statement of changes in working capital is the statement which shows the changes in the working capital that have occurred during the current year.  This schedule considers only current assets and current liabilities at the beginning and at the end of the year.  This schedule shows either increase or decrease in working capital.

The following rules are followed while preparing a schedule of changes in working capital:

a) An increase in current assets results in increase in working capital.

b) A decrease in current assets results in decrease in working capital.

c) An increase in current liabilities results in decrease in working capital.

d) A decrease in current liabilities results in increase in working capital.

B. Ascertainment of fund from operations through the preparation of Adjusted Profit and Loss Account:


Net profit of a business disclosed by the profit and loss account cannot be treated as funds from operations because this profit is affected by some items which do not affect flow of funds, but which have been debited or credited. Therefore funds from operations can be calculated by adding or deducting these non-fund items from the net profit. 

C. Finally it is the preparation of funds flow statement.

6. What are the items to be added back to  the current year’s net profit while calculating funds from operations?

Important items to be added back are

a) Depreciation of fixed assets.

b) Amortization of fictitious or intangible assets.

c) Loss on sale of fixed assets or investments.

d) Gifts given, damages paid, etc.

e) Appropriation of profits such as transfer to general reserve, or any specific reserve.

f) Proposed dividend.

g) Provision for taxation.

7. What are the items to be subtracted from current year’s net profit while calculating funds from operations?


     Important items are:

a) Profit on sale of fixed assets, investments, etc.

b) Receipt of dividend, interest, gifts, etc.

c) Compensation received.

8. How do you treat the following while preparing funds flow statement?

a) Provision for taxation.

b) Proposed dividend.

a) Provision for taxation: This can be treated in two ways 

(a) If the provision for taxation is considered as a current liability, then the provision for taxation existing in the two balance sheets should be taken into statement of changes in working capital (Either increase or decrease in working capital.)

(b) If the provision for taxation is treated as non-current liability, then, the amount appearing on the liabilities side of the previous year’s balance sheet is taken as the amount paid during the year and hence will be treated as ‘application of funds’ and the amount appearing on the liabilities side of the current year’s balance sheet will be added back to profit while calculating funds from operations.

b)  Proposed Dividend:
Like the provision for taxation proposed dividend also treated.

9. Distinguish between funds flow statement and income statement.

Following are the main points of distinction between funds flow statement and income statement:

	
	Funds Flow Statement
	Income Statement

	1.
	It shows sources and application of funds between two balance sheet dates
	It shows results of operations in terms of net profit or net loss for the current accounting period.

	2. 
	It is prepared with the help of two consecutive balance sheets and additional information.
	It is prepared with the help of nominal accounts and additional information.

	3.
	It is optional for management to prepare or not to prepare funds flow statement.
	It is compulsory for a company to prepare income statement as per requirements of law.


10. Distinguish between funds flow statement and balance sheet.

	
	Funds Flow Statement
	Balance Sheet

	1.
	It reveals reasons for changes in working capital over a period of time.
	It shows assets and liabilities of a business at a point of time.

	2. 
	It is prepared to indicate how financial position has changed during a specific period
	It is prepared to ascertain the financial position at a particular date.

	3.
	There is no legal obligation to prepare funds flow statement.


	Companies Act requires every company to prepare a balance sheet


11. Explain the treatment of changes in non-current assets and liabilities.

	
	Non-Current Items
	Meaning
	Treatment

	1.
	Intangible non-current assets like goodwill, copyright, patent, etc.

a) Increase.

b) Decrease
	It represents the amount of purchase.

It represents amount written off


	Show as an application of funds.

Add back to the current year’s profit

	2.
	Tangible depreciable assets like land and building, plant and machinery, etc.

a) Increase.

b) Decrease. 
	It represents the amount of purchase

It represents the amount of depreciation
	Show as an application of funds.

Add back to current year’s profit

	3.
	Investments.

a) Increase

b) Decrease.


	It represents the amount of purchase

It represents the amount of sale


	Show as an application of fund

Show as a source of fund.

	4.
	Fictitious assets other than discount on shares or debentures.

a) Increase.

b) Decrease
	It represents the amount of payment

It represents the amount written off
	Show as an application of fund.

Add back to current year’s profit.

	5.
	Discount on shares / debentures

a) Increase.

b) Decrease.
	It represents the amount of discount allowed on shares / debentures 

It represent  the amount written off
	Deduct from the increase in share capital or debentures to ascertain the net amount of issue to be shown as source of funds.

Add back to current year’s profit.



	6.
	Share capital, debentures and long term loans

a) Increase.

b) Decrease.
	It represents an issue of new shares, debentures or raising fresh loan.

It represents the amount of redemption or repayment
	Show as a source of fund.

Show as an application of fund.

	7.
	General Reserve.

a) Increase.

b) Decrease.
	It represents transfer of profit from profit and loss account.

It represents transfer of profit from general reserve to profit and loss account.


	Add back to current year’s profit.

Deduct from current year’s profit.

	8.
	Securities premium

a) Increase.

b) Decrease
	It represents the amount of premium received on issue of shares

It represents the amount of premium utilized for writing off preliminary expenses, underwriting, commission, discount on issue of shares, etc.
	Show as source of fund.

No treatment is required but it may be noted that an amount of decrease in preliminary expenses, underwriting commission to the extent of decrease is not to be added back to current year’s profit.
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