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INTRODUCTION: 

The basic financial statement i.e. income statement and balance sheet 
reveals the net effect of the various transactions on the operations and 
financial positions of the co. The balance sheet shows liabilities and assets 
at a certain point of time. The Income Statement, on the other hand, 
measures the results of the operation at the end of the period, i.e., the 
change in the owner’s equity. Though, the above two statements are very 
useful but there are other significant relationship between the two Balance 
Sheets dates (opening and closing accounting periods) on which the above 
two statements cannot throw any light further. 
So, In order to measure the soundness and solvency of business, 
preparation of fund flow is a must. The statement reveals the funds inflow 
and outflow during an accounting period. It is a comparative analytical 
statement between two consecutive years. 
By preparing fund flow statement, management will be able to know how 
much funds are available and where exactly they can be deployed. It is a 
statement which portrays the sources from which funds are obtained and 
the uses to which they are being put. Funds Flow Statement is basically an 
important management tool for decision making. 
 
DEFINITION: According to Smith and Brown "Funds Flow Statement is 
prepared to indicate in summary form, changes occurring in items of 
financial position between two different balance sheet dates." 



In order to understand the Funds Flow Statement the meaning of ‘fund’ 
must be known. A layman can describe word FUND as cash or cash 
equivalents. But in technical terms, the word FUND means ‘Net Working 
Capital’ i.e. the current assts over current liabilities. 
Funds may mean: 

  Cash only 

  Net working capital, i.e. current assets less current liabilities 

  Total resources or total funds 

  Internal resources only 

  Net worth, i.e. owner’s equity capital plus reserves        
The changes in working capital is either an inflow or outflow of funds, and 
thus it is called fund flow. 
 
 

Concept of Flow: 
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“When liabilities increase, it is a Source of Funds; whereas When assets 

increase, it is an Application of Funds”. 

How to Prepare a Fund Flow Statement: 

A funds flow statement is prepared on the basis of information contained in 

the consecutive two years Balance Sheet and that is based on the Profit 

and Loss Account for the period concerned. This statement consists of two 

parts: – 

1. Schedule of working capital changes  

2. Fund flow statement 

 

1. Schedule of working capital changes  

The Performa of the ‘Schedule Of changes in Working Capital’ is 

given below: 



 
NOTE: 

 Open all other non-current assets and non-current liabilities accounts 

by taking their respective opening and closing balances. 

 Consider the adjustment given in the problem. 

 Close the accounts one by one which may result either in an item of 

Sources of Funds or an item of Applications of Funds or close the 

remaining accounts by transferring to Adjusted Profit and Loss 

Account. 
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Performa of Fund Flow Statement is as follows: 

                                                                                



Determination of Fund from Operation: ‘funds from operation’ is simply 
by adjusting the figures relating to earnings for the items which do not 
affect the funds although they are included in Profit and Loss Account. 
 
 

 
 
 
 
 
 
Or 



Distinction between fund flow statement and Balance-sheet : 
 

SL 
NO.  

FUND FLOW STATEMENT BALANCE SHEET 

1 This statement shows the 
changes in financial position 
between two dates. 

This statement shows actual position 
of the business on specific date. 

2 It reveals flow of funds during 
a period of time. 

It reveals assets, liabilities and 
capital at a point of time. 

3 It is a management tool for 
financial analysis for decision-
making. 

It discloses the financial position of a 
business and examines the 
soundness of the firm. 

4 It deals with those accounts 
which affect working capital. 

It deals with personnel and real 
accounts. 

5 This statement is prepared 
from two consecutive balance 
sheet and additional 
information. 

This statement is prepared on the 
basis of trail balance and additional 
information. 

 
 



 
 
 
 
 
Distinction between fund flow statement and Income statement : 
 

SL 
NO. 

FUND FLOW STATEMENT PROFIT AND LOSS A/C 

1 This statement is not 
compulsorily prepared as per 
law. 

This statement is compulsorily 
prepared as per law. 

2 Both capital and revenue 
items are considered at the 
time of preparing. 

Only  revenue items are considered 
at the time of preparing. 

3 Funds Flow Statement can 
predict the financial health of 
an enterprise very well in an 
efficient manner since it 
incorporates all the items 

Whereas an income statement even 
fails to predict the true financial 
position since non-fund items like 
depreciation, write off item etc. are 
included here. 

4  In a Funds Flow Statement, 
both the sides i.e., sources of 
Funds and application of 
Funds must be equal.  

But in an Income Statement there is 
always a difference which is known 
as profit (if credit side exceeds debit 
side) or loss (if debit side exceeds 
credit side). 

 
 
Limitations of Fund Flow Statement  

 It ignores non-fund items. 

 It ignores to project future operations. 

 This is not ideal tool for financial analysis. 

 It does not provide any additional information to the management 
because financial statements are simply rearranged and presented.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      


