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Introduction 

The financial statements of a comp,my have consisted 

traditionally of a Balcnce Sheet, QJJ Income Statement, and 

a Reta ined Earnine s Statement. The decisions of management, 

invest ors , .3.nd s t ockholders h .J.v e been gui ded by these three 

statements for a number of years . E-ven r ecently, these three 

statements have been mentioned a s the only one s a person needs 

to study when planning t o invest in a particular firm. 1 

Since the l ate 1950 1 s, a grm.ring number of' account.:1.nts 

a.rid busi n essmen have que stioned ,~hether adequat e dec isions 

can be based on t he se t hr ee fin-:mcial sta tements . This oaper 

disc"t;.sses nca.sh f'low 11 and how it relates to the Statement o.f 

Source and Application of Funds . Thi s statement, 1,:hen prope1·

ly prepared , i s an addit ional tool Fhich de cj_sions-m2.kers can 

use a s a guide in determining t heir companie s 1 needs . 

The statemen t s sho,;m in this u aper wer e cr eated by this 

writer f or purposes of i llustrati on, ;:md any simi l ari t ;y be

tween them r,nd tho se of an existing company is purely coin

cidental . 

1 11Tius You Can Dig Out of Financial Reports , 11 Changing 
Times, March, 1966, pp . 29- 31. 

]_ 
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Ob,j ectives 

The terl'l "ca sh flm-r:: has many meanings . Ln fina.ricial 

analysis 11 co.sh fl01·1 11 means net inconie 2fte:r adclin i=; 8X')en sc 

i tern s not currentl y usine; cash .::md deductinp; r e venue items not 

currentl:.' providir1g ca sh . 2 Other 1-7rj_ters define 11 cash fl01·rt1 

as net profi t o...fter dividends , deprecj_2.tion, denletion, net 

deferred income t 31:es, a.ncl non- cash income hav e been added to 

the net :i_ncor,10 re;)orted on the i.11come stat en1e:1 t . 3 

The t e :nn 11c o. sh flown 5-s really not correct, because 11 cash 

f l ow11 is nei t hcr ca sh nor flow. Adeline i terns sucn o.s deprecia-

t j.on does not convert net incon e to cash f low, be c o.use the 

result still ref l ects o.ccrued. i t erns in Cost of Goods Sold and 

Operatin5 fa:penses . It is not flow either because the total 

is a r esult of 2. flow, not a measure of the f low itself.4 

?e::.'sons d10 calculate C3.sh flow emphasize i t i s not a 

substi tute f or net income, because it does not measure the 

increase in s tockholders I equi t ~, . 5 

2Perr y Mo. son, Cash Flow Analysis and the Funds .Statement, 
An Accounting Research Stud;r ,N~-ITrew York·: American ---
Institute of Cert ified Public Accountants , 1961), p , xv. 

3J . B. He:. ner, "Masters of Ca.sh F1.ow l·bnagement, 11 Duns 
Revie~, July , 1966, p , J1 . 

hrhson, n . S. 
C: 
...,Mason, p . .39 , 
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Wnat type of firr.i is ;:,_ble t o ~enerate a h:i.gh cash flow? 

I s a high cash flow jndicc.tive of size, prcstip;e, or a pa.r

ticul :1r jndustry'r Ti1e MSHer to the second ques t ion leads 

t o the .:msuer to the first one . 'Ihe size or prestige of a 

firm bears J.ittle r esemblance to its c o.sh flo-u, but the t ype 

of industry mo.y be j_ndicated by its cash f l01·r . Tuo traits 

seem to stand out :Ln firms h avine; a hic;h co.sh floH . The firm 

is u sually involved in ei ther selliJ1f hiGh pr ofit mai·gin pro

duc ts or 1 e,rning more of its nroducts than it sells. 6 For 

i nstance, 11 Xerox Cor-poration I s co.sh f1ou h.'.ls been ti:·rice its 

net income in each of the las t ten yctITs . :i
7 

Cash f lo1-1 colcuJ_ations ;;i re u seful in many 1-:.::i.ys . The 

f i gure may be used in tr;ying to jud; e o. f i rm ' s ability to 

meet debt retirement, or its o.bil ity to maint a in i ts dividend 

policy. 8 H:mc.e;ement mo.y f ind the figu):es useful in determ:in

m g -::-ihether the company can pl311 for expo..nsion or fin311ce 

replacements of machinery ,md equiument . 9 Investors may study 

it fo::e.~ the so..rne reasons . 

Depreciation is, in many cases, the only major item 2.cl.ded 

bac k to the net income of a cornpcilly . Cash floH does not nec

e~sariJ.y vary Hith the rate or method of depreciation used. 

It does vary to the extent that a certo.ir1 depreciation method 

6T,-Jejner, p ·. 31. 

7wejner, p . 32 . 

81'-bson, x:v . 

9r.Jason, xv . 
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Comparative funds statements have recently ga:ined sig

nificance . Compara tive stateme'"l ts, preoared f or sever 3l y ears, 

e;ive a small history of the firm . These statements sho1v the 

past and present f i nancing methods, dividend nolicies, contri

bution of funds derived from opera tions t o gro,-rth of the com

"!J:my, 2nd orovioe clues to future money requirements .15 Com

p <.!.r ative sta tements have some defi..ni te adv.:mtage s . These 

i nclude the fact . that t 'rends ar e sh01-m, progr e s s and effec t 

of fin:mcial nolici ':! s a re s hmm, and lon g- t erm re sul t s are 

shovm . 16 Comoarat;i.ve sta ter:ents also h;1v ~ some definite dis-

advont age s . The first is th, t they lo.cl-:: flexibilit y . imother 

i s th«t, the statements become v er y long and difficult to r ead . 

The l ast disadvantnr,;e i s that they do not shoH clearly the 

company ' s current problems ;md policies .17 

l5r,1nson, D o so. 
16Mason, P • 88 . 

17Mason, P • 88. 



Definitions m1d Preparation 

The i'unoc; st ··tement starts Hith a comnara tive b·Jl ance 

sheet . The n et changes during the period are then lj_sted. 

The funds stotement i s an a t teinp t to a.11alyze the changes in 

o Darti cular .:i.ccow1t or p,roup of accounts f o r the ·oeriod 

being excunined . 

The net change in each of the account s must be divided 

into a source of funds or an a c:vll ic ,.-, t ;_on of funds, This is 

the major orobl em in Dren2.rinrr the? funds state:11ent . 

Wh at constitutes a source or a1,plic2.tion of fund s? 

Generally soeak:i.ng , sources oi' funds a r e decreases i n ascets 

or increases in l i abiliti es or in stockholders ' e ~uity . 

LDcreases in assets or decrenses i n liabili ties or stockholders 1 

equity constitute a11 apDlication of funds _18 

Probably the most cormnon a djustment made on a funds state-

ment :Ls the addition of depr eciatbn to net :i_ncome . Does thi s 

me an t ha t deD:cec 1.ation is a s ource of funds? According to the 

American Institute of Certi f i ed :?ubl ic Accountants, depreciation 

is not a source o.f funds . It is a non-f und t ransaction , since 

· t f d ' · l ' . ' 19 
c ::ish is not rans err e wnen 1:, 1e cnarge is maoe . 

18 Hasan p . /i8 • 

l9Mason p. !..i.2 . 

6 
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Some of the items , besides deorcciation, that are ad.juste d. 

on t he f un ds statement include deferred to.xes , deferred exec-

utive compensation, tm cxoected nension costs , 2nd l ong- term 

deferred creciits . 20 A feu i t ems are simi12.r; therefore, they 

shouJ_d be h ondl cd in o. simD. o.r manner . These include deore'"-" 

ciation , amortization of i.nt-ngi11es , resea:cch costs, and 

bond dis c01mts . 21 

Five diffe r ent definitions of fund s cx:bt, of 1·:hich four 

have been u s ed by comDanies prepari_ng funds s tatements . One 

of the definiti ons is 11cash 11 • 22 In t his definiti on , cash means 

unde·oosited C"sh 2nd demcnd de-oosits . It corres·oond s to the 

CGsh oasis of o.cco1.mtinr~ . Net income i_s ad justed fo r change s 

i n Accounts Receivable , Accounts Payo.ble, Inventories , Accrued 

Reven ue and fa.--penses . Under this defin:L t i on, the funds state-

ment wi ll h ave the largest number of non- f und o.cl justments • 

.Another def inition commonly used is "net monetary assets . 11 23 

The f \ mds statement compiled tmder this defi nition i s very 

si.'llilar to the ono conrouted under the c osh definj_tion. The 

m;iin d i fferences occu r in the manner in which inventories and 

nrenai d exoen se items are ha.ndJ.ed . These differ ences are D.lus-

trated l ate!' in the paper . ( See page 9 .) 

2011ason, p . 63 . 

21.. 60 1v1a son , p . • 

22Jfarry Simons and Wil bert E. Karr enbrock, Intermedio.te 
Ac c ountinp: ( Cinndnnati, Ohio : South- 1:!estern Publishing 
Comp,my , 1964), o . 841 . 

23s i.111.ons o.n cl K.:1rr enbrock , p . BhO . 
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A t hird definiti on of f1mds is "working caoi t al . 112Li A 

funds statement made up under this definition a ccounts for 

the change in workin12; capital in t he period beinp: cons idered. 

This is the most common method of ore1Jaring a funds statement. 25 

A four th defini t ·i on of funds is "cash :md marketable 

securities. 1126 This method includes tempor ar y i nvestments 

Glong w:i.. th cash as t i1e chc1nges that the statement is to ex

plain. Thi s method is not used very often, because it is very 

simiJ.ar to the cash def ini ti.on. 

The final definition of funds is the "cll fin::mcial re

sources" defini tion.27 Under this concept, all trrinsactions 

affecting ,, source or a:oolic2.tion of funds ;;re sho,;-m on the 

st2t ements. This incl11des items that are not shm·m on the 

other statements , such a.s, exchange s of stock for as ~ets and 

gifts. The i"m1ds s tatement ;-rill have fe1-1er non-f und ad,just-

ments under this concept than u..~der any of the other definitions.28 

One of two methods is usually emplo::cd i;,rhen preparin~ a 

f d . . t 29 1u1 s st,a r,erne ,: • The most conunon method is to adjust net 

income by rever sinr, the non-fund trans actions. The second 

method includes all income and deducts all out-of-pocket e:x:-

21.is. imons end K2rrenbrock, P• 8hO . 

25}" -1.:rnon, P • 53 . 
26,t 1·1ason, P• 52 . 
27 Simons and Karrenbrock, "P. 839. 

28TI . '' ason, P• 59 • 
29Mason, P• 58 . 
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penditures. T'nis second method diff ers from the first in that 

it shm·Js no non- fund transactions. 

The f ollo~ring discussion relates ·orii;ia.rily to the actual 

nrevara·c.ion of thG f unds stat ement. All the definitions of 

funds except "cash and moi~ketable securities II ar e illus trated 

in the A')•, endix, to whi.ch this d~ scussion refers . The illus

trat:i.ons do not show all the tyoes of t r ansact i c)ns that affect 

the funds floi·i :i.n a firm; hoHever, severo.l transac t ions that 

require detailed an :1lysis follm-: the an al ysis o· the f unds 

statemen-i:,s sho,·:n in the Ap-::iendix. 

The t 1-;o year Balance Sheet with net chan.~es f or Comnany 

A is uresen-i:,eci as Exhibit A i n the Ap·oendix . This is the 

starting poi nt f or the funds sto.tement. The Income Statement 

and Retained Earnings Statement are pr esented a.s Exhibits B 

,:md C. These two statements give addi t.ion ol inform,, tion 

which is needed for compl eting the f unds statement. 

After one has completed the balance sheet and changes 

section of the 1;10rking pap,ars, the next step is to analyze the 

tra.ri sact:Lons that a.ff'ectcd the accounts dur ing the year . An 

8)-.'DLmation of cert;:,in t ransaction s affecting t he accounts of 

Comuany A apnears as Exhibit D in th~ Aopendix. T'ne main job 

confronti n g the preparer of the funds statement is to show the 

effect of the se transactions on the funds flm,r of the comp2._ny . 

His adjustments are aff ected by the def i nition of funds t hat 

he is using . 

Exhibit E in the Appendix is a .funds statement prepared 
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under the "cash II de.fini tion of funds .JO Note that under this 

def inition, the net income or l oss from oper .1tions is adjusted 

for all current items, both assets a..'1.d lh.bilities, as well 

as t :1e non- fund adjustments of depreciation and o.mortization. 

The adjustments follow the gener al rule that decreases i...ri assets 

2nd increases in liabilities are considered as f unds provided, 

and t hat decreases in li3bili t :Les a..rid increases in assets are 

considered as f lmds aDDlied. The illustr ati on shous that the 

11 c :-: sh 11 definition accounts for the diff erence between the 

begi nni nr; and ending cash b:,lances shoun on the comparative 

31 balance sheet . -

The second method or definition illustrated in the ApDendix 

is the 11net rnonet3ry as set" definition. 32 Thi s met hod r equires 

some addi tional comment s. Fi rst, when one considers the def-

i.Yli tion of net monet ary assets, one finds that it i s the 

diff erence between t hs total liGbHit i es ;::nd the moneto.ry assets 

of a f i rm. Und·-r the "ns t monetary asset" def inition of funds, 

the definition is changed. In fact, it is changed so much that 

it is a cornplete misnomer, although the pr esent wr i ter could 

not find a def inite st9ternent to this effec t . Instead of being 

called the net monefory asset definition, it should be called 

a 11quick asset" definition . The following discusc;ion points 

out the fallacy of the net monet ary asset def ;_ni tion . 

---·-----
JOsimons anci KGrrenbrock, P• 8!.tl . 

31". and Karrenbrock, 810. . 0)_mons P• 

32Simons .:md Karrenbrock, p. 841. 
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1·.ihen ex<:1mining the funds statem:::mt pr epared under this 

method, one will sec that the t.ot.tl f1mds aoplied .:D'.'8 equal 

to those in t he ex.::\.ln>Jle done mi.cl.er the cash definition . One 

u:Lll also !10te tha t only nre0::1.id exoenses and inventories enter 

the adjustments portion of the statement i..r1stead of all current 

assets .:-l.nd liabil:i_ties. Is the figure sh01-m at the bottom of 

the st2.ternent re2J. l :/ the o.c tual decreo.se in net monetary assets? 

The funds provided are correct as s i1m,m as pre0aid items 

and inventori es .::tl'O not moneto.r:v· ossets because t heir v3.lue is 

affected by nrice l evel changes . The funds .:rnplied is urong, 

ho1-rnver , becG.u.so it t0.kes into account the decrease i n a 

l i ability th.:i.t should be shmm :i.._r1 the bottom part of the 

statement . The bonds Tequhe 2. fix ed nrnount be Do.id uhether 

they are paid off ·codo.,_y or i.ri ten y ears . They are definitely 

moneta.ry ir1 n ature . I n stead of a decrease of ~~.5, 100 :iJ1 net 

monetary assets a s is shown on the sta t ement , t his writer 

believes an i.ricrease in net monetccry assets of :?9, 900 has 

occurred duri.nr; the yeo.l', bec ause of the !)15 , 000 decrease 

:in bond::; payo.ble . This statement cnn be su::i:,orted by refcr

ri.ri:; to t he. def:i.nition of net monetary :is sets : total lio.biJ.

i tie s minus mom:ta.ry a ssets. Using t ho fi;~ures in the :i.ll11s

t:r.o.tion , the ex:cess of total lio.bili tics over monetary Rs sets 

h;:i s de c:teas eo by ~~9, 900 . Th:.s clearly ind.icates the definition 

of net monoto.ry assets for ftmd s t ate,1en-t purposes does not 

f ollow the true dei 'ini tion of net monetary .:cs sets . 

The ·i:,hird method, i11nstratec1 in Exhibit G, is the 111-:-orkinr, 
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t 11c Ctlo .. n n:e j_n For kinf~ cani t c.l f rom one oerioci to . . ')") 

OJ10t,!1Cr • .J .J 

Onr,c r-.r~ain th0 totnl f 1ind. s e:or>li-:xl is Uw s cne .3.: in ·::-he tuo 

·arevious rr1c t nods ; hm-rcvcr, t 11c o,,l .. · 3.dcitj ons 2..r1d deductions 

from t he re")ort.e~ net :i.ncome or l os s a.r.e thos2 t l:a.t do not 

affect t he cm"r-:;n t '..lsse-t:s or ct1rrcnt liobi l:i.t.i.c s . In this 

c 2.se , onl. ' tho non- f llnd o.djus t r1ont~ of d\:n r e cj_,:,:i:,i'.)n 3.nd omor-

tizntion 2.r e nuc·ca to t :1.e ne·c. ~.n c omc . I.f t ho1'e ;:-,ere losses 

or ::;o.ins rm s ale s or a.s sets , t he so 1:ot1 lc-} aJ.s o be sho·.-:n in the 

f11Pcl s Dl'Ovided sec t i on to or de duct ions f r or:1 ne t 

one C.Jn f i gv.rc Ollt t he 1-r•::i1·v.i n ;:; c , Di t al f or e.:1ch . 'eox :ind com-

total sh01-m on ·c.he funds s t atcr:1ent. 

The ln.st exhibit i n the Ap:)encJ ix shows a funds statement 

prenared under the 11 oJ.l f in311ci;i.L r crnources " definition of 

f1111ds .34 The ~nain di f ference b2t1-'.e cn t h i s Gnd t.h.e other rnethocl.s 

illustrated i s that the e:x:ch:mge of stock for the addition to 

t he buil din g- is shorn1, Fhile in tl,8 ot.h0r r1e t hods this trans-

ac tion i s not shm-m . Another d i fference is that under t he 

11 a11 finrinci;,l r esources" method, t he 11total :funds app1ied 11 

balo.nces :·li tb th-= ntotal f1mcls provided . :i Bec ause i t shoHs 

more tr:cns.:,,ction s , t he 11all fina.ri.cial l~esourc e s 11 met.hod is 

the one recommen ded by tho American Jnsti tute of Certified 

------·------ ··---
33s:unons 311d Karrenbrock, p . 840 . 

-,), 8 9 )-,Simons ['DO Karrenbrock, p . 3 • 
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Public Acco1mtants. 35 This method is so!"leuhat contradictory. 

1.v11ile it. does show more information tho...11 other methods, it, 

like thos e methods, does not show <'. stock cl i7idencl, because 

there Has no receipt or ex·oenditure under any concept of the 

term fm1cl.s . 'i'his tran saction conld, in some cases, greotly 

inf luence investors . 

One t ype of tro..nso.ction th~t requires defailed :malysis 

is the converting ond refunding oi:' stock . Under t he 2.11 f:inan

cial resources definition, this tro.nsact.ion should be sho1-m. 

The preparer of the f 1md s sta t ement must break the transaction 

into its tuo Do.rts, the redeemj_ns of the first stock and the 

issuing of the neF stock . At times a comp.:my may both issue 

and retire long term debt securities in the s ame year . The 

company may be t errmted to 11net 11 these two fi r;ures on the funds 

statement. T'ne 1\Jneric311 Institute of Certified Publ ic Accountants 

recommends that under the all financic?.l resources method, both 

the issue m1d the redemption figures should be shm,m i f t he 

statement is to show 2 clea.r picture of the company 1 s funcls 

flow. 

- -------·- ----
JSGrady, p . 315. 



Use 

I s 11 c2sh flow11 goining i n i wi)ortance ? If so , ~-1hat are 

account ants I r e soonsibiliti ,-s in s ee:i_n r;: th.::lt it i s r eoorted 

1)rope-..·ly? One mj_ght think the a.11s1-:e r t o t he first question 

i s obvious; ho,.-mver , t hree factors l ead to incons j_s tent icJeas 

concerninc: accrual a ccountin.:; onci cash flou. One of these 

three i t erns i s the l 2ck of unii'ormity of .::i.ccolmtin c.: ~rinciples . 

Another is the attemot by persons to s i nmlif:r things 2.s much 

as ·oos ·-.ible . The third f , ctor i s the t remendous imoort~mc e 

1 , 'h t • n • 36 p a ceo on 1:, __ e ne i ncor1e 1 i gure . AJ. though t hese f'c,ct~r s may 

be l:i.mi ting the g:,ou t h of imDort:-mce of c ash flow, the American 

Ins t i tute of Certif i ed Public Account211.ts recommends that a 

det;'iled funds st .:i t ement showin(~ cash f'lou be shon1 in the 

year-end f in ~-ncial statements of a f irm. 37 

Th0 an::r:-rer t o the sec ond ouestion requi.res more detoil 

be cause 3n 2.ccountant.1 s resoonsibili t y to his client is just 

as imnort,mt ;:, s his r esponsibility to the genero.l public. 

Because the trans .:::.ct · ons v ::rcy in sj_gnific ,mce gre atly f r om 

year to year , consi s tency a s to the arrangement of items is 

l 2ss j_muort:mt than t he arr 2n gement of i t erns on e ither the 

36Mason, xi. 

37 Mason, p. l!.3. 

14 
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If this distortfon i s takin r~ Dlace, a sep,:rate funds s t c1tement 

should be shown for each corr.oony . h3 

----- - - -· . --- · -----
43rfason, p . 69. 



Conclusion 

While the iune1:ic3Jl Institute of Certified Public Account-

ants as a 1-I'nole seems to feel that t he fund s state~nent shouJ.d 

apnear i:,rl th tne other f ina.r1cial st.3tements, t he Opinion Boo.rd 

leav es it uo to the indiviciual companie s a..11d tneir accountants 

. L, L1 
::ind auditors . Tbe title of th2 f und s statement should in-

dica t e clearly ·chat it is "not a statement of f in,mci 2.l posi

tion, but is a renort of .financial chanr-:es clurfo ~: the -oe:tiod. n45 

It is " a conclcns '1d report of hou the a ctivities of the "::1usines s 

have been finance d , 2nd hou the fin:mcial resource:s have been 

i ,6 
used dur j_n r; t he PP-riod covered b~;~ the statement."· 

The :i.m-oor t once of cash floH in tociay I s fc.st noving economy 

is best summed up by the f olloFing tuo stater.1ents . 

By using c c:sh flow t o H,s fullest, a comn211y 
may :i..ncre<'.se t he ph:vsical plant an cl equipment 
without increasin~ invested c ::ipital, i f all 
of the f unds s ;::veo b ,v1,~ep r eciation 1-1ere used 
to buy ne1-1 eo_uipment. ·· 

Rus sell Erickson, ?r esident of Rayonier , Inc . sa;;,rs : 

To me, in t e r ms of financial plt'nning , c2sh 

u4Gr~dy, p . 315 . 

Lr5rfason, p . 57 . 

46Mason, P• 90. 

Lr 7
1
• 
·1ason, P · 35. 

17 
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flm·.r is the b:rn:i.c criterion . Our ent ire 
lon::: r en ge Dla'1niw: pror;r !"m i s bc;.sed. on c a slt 
flow. As a r.iatter of f<'ct , i n the las ·~. e i ght 
~'ears ue ' ve b 8en able to ±'inar1ce all our !'.':rm·rth-
caoi t2l 8)-.'Dendi tures, dividen6s, interest c o

8
s t s, 

and so on--from intern3J ly gcner:r i:.Gd f unds . 4 

.P.lthour;h the firs t stai:er'lent m2.y not be true in ·i·,ime s of 

ris i nr~ "',)rices, together these sta tements shoF t,h;::.i t busin essmen 

as 1mll as a ccount.ants have rcco r,nized the need for more in-

form:::tion if they :,re to nroperly guide the multi- mil lion 

dollar industrie~ of today. 

48we iner, ri . Jl . 



20 

Gom:-iany A 
Com:oarative Balance Sheet 

December 31, 1967 

ASSETS: 
Cash 
Accounts Receivoble 
Merchandise Inventory 
Accrued Income 
Pre-(J".id Expenses 
Land 
Building 

Ace. Depr. - Building 
Office Equipment 

1966 

~i 42,500 
28 ,000 
65,500 

2,100 
2,200 

75,000 

Acc. Depr. - Of f. Equip. 

170,000 
(69,000) 
30,000 

(lb., 700 ) 
62,000 

(41 , 600) 
60,000 
2h,OOO 

:i;f36,ooo 

Machinery 
Acc. Depr. - Machinery 

Goodwill 
Patents 

TOTAL ASSETS 
~..=..=:....~ 

LIABILITIES AND STOCF:HOLDER.S EQU ITY: 
Notes Payable 
Accounts Payable 
Accrued fu...-penses 
Bonds Payable 

~> 7,500 
32,000 
1,800 

100,000 
par)l00,000 

150,000 
10,000 

57; Pref errec1 Stock ( ~~100 
Conunon Stock U~SO p~:i.1) 
Additional Paid-in-Cauital 
Ret ained Earnings 31.r, 700 

TOTAL LIAB. & EQULTY$436·~·000 

1967 

$ 37,000 
35,000 
61,500 
1,700 
2,000 

91_~ , 000 
200,000 
(79 , 000) 
33,000 

(19,000) 
68,000 

(46, 200) 
50,000 
21 000 

lf65)mo 

~p 12,000 
34,000 
1,500 

85,000 
120 ,ooo 
155,000 

25,000 
27,500 

-,, rz;::;--;-
!L!-~Q.,_900 

EXHIBIT A 

Inc. 
or 

(Dec.) 

$(5,500) 
7,000 

(h,000) 
(400) 
(200 ) 

20 ,000 
30,000 

(10,000) 
3, 000 

(l.i, 300) 
6 ,000 

(h,600) 
(10,000 ) 

(3,000) 
~P2h,ooo 

(ii h,500 
2,000 

(300) 
(15 , 000) 
20 , 000 
5,000 

15,000 
(7 , ~00 ) 

~!>2h_,J)OO _ 
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Comu ::i.ny A 
Comp o.Ta.ti ve LYJ.come St atement 

For the Years fud cd Decer1ber 31 , 1966 .:me~ 1967 

EXHIBIT B 

1966 1967 
Jncome : 

Sales ( N0t) 
Co s t of Goo cl s Sold : 

1'-fade . Inv. ( Be ;:; . ) 
Put" c 11.a ses (Het ) 
Gooc.i s Av~,il for SalG 
Le s s: End . Inv. 
Cost of u0od s Sold 

Gross Profit 
OpernV ng Ex:,,enses : 

Utilitie s 
Dcpr 0cic!.ti,m 
Potent A .. mo:c t i za tion 
Good,vill .Amor tization 
Intfl 1:est 
Salaries & \!ages 
Taxes 8: Insur Dnce 

Tot al f.'.xoen ses 
NET INCOME (LO.SS) 

~~ 2 , 600 
15, L~OO 
J..0, ~00 

3 , 000 
5, 000 

26,000 
6, 500 

78, ooo 
t; 73,500 

68,500 
W ~ LQ_~~ 

Compan;t A 

~·· 65 roo . p ' :> 
05,000 

~)150 ,")(')o 
- ~~JQ..2.. 

~~) 2,900 
18, 900 
10, 000 

3, 000 
5,000 

27,000 
- -·~00 

Compo.rativc Retained EarnLrigs StateP1ent 
For the Years Ended December 31 , 1966 and 1967 

Retained E:1rnings January 1 
Add: Ne t Income (Lo s s) 

Less : Dividends 
Retained Earnings De cember 31 

1966 

~?ho, 700 
5,000 

$h5,700 
11,000 

~Jt";700 

\ r.'. c' ·)l.;, 9, :>CO 

89, 000 
~~ 70 , soo 

71,700 
07,·200) ·_:? _ \.LL--

r:.JGJ:IBIT C 

1967 

\~34, 700 
_Jb·200) 
~~33,500 

6, 000 
m,s'oo" 
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Comp:,ny A 

Annl ysj.s of Changes 

Sold Common Stock (100 shares, -~~SO Par) 

Pa.id for buildir1g ad dition by issuing 
200 shares, ~~1oc, par, t o contr2ctor 

Purchased Land 

Retired Eonds 

Purchased lfachinery 

Purchased. Off ice F.quipment 

Paid Dividends 

Depreciation: 
Building 
Office Fq uipment 
Hachinery 

Total 

Amortize.tion: 
Goodwill 
Patents 

Total 

~~10 , ooo 
L.,300 
h,600_ 

$10,000 
3,000 

EX~:IBIT D 

r;;10,ooo 

~~30 ,ooo 

$p20,000 

$15 ,000 

~~ 6,000 

B 3,000 

~~ 6,000 

~~18 , 900 

$13,000 
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EXEIBIT E 

Compr-iny A 
St2tement of Source and Apnlication of Fund s 

Defined as Cash 
For the Year Ended Dece~ber Jl , 1967 

Cash w.:> s prov:i.d.ed by: 
Sale of Common Stock 
Ooerations : 
- Net Income (Loss ) 

Add: Depreciation 
.Amort ization 
Dec. in Prepaid E.w . 
Dec. in Inventor ies 
Dec. in Accrued Income 
Inc . in Ace 1unts Pay. 
Inc. in Notes Payable 

Deduct: 
Dec. in Accrued Sxo . 
Inc. in Accounts Rec. 

Cash was app:l.iecl to : 
Purchase of Land 
Purchase of Equi pment 
Purchase of Oi'i'ice E,qui'!)ment 
Retirement of Bonds 
Di.vidends 

Decrease in Cash 

frC1, 200) 
18,900 
13,000 

200 
4 , 000 

400 
2, 000 
4,500 

'? 300 
7,000 

~~20 , 000 
6 , 000 
3,000 

15,000 
_6,oog_ 

$10,000 

43, 000 
~>.51, 800 

50 ,000 
~? 5' 500 
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:SXrJ:I3IT F 

Company A 
Statement. of Source and Application of Funds 

Defined as Net r-!onetary Assets 
For the Year Encied. December 31, 19/J7 

Net Honet ary Assets uer e provi ded by: 
Sale of Common Stock 

Opero.tions : 
Net Income (Loss) 
Add: Depreciation 

.Amor ti zaUon 
Dec. in Prenaid Exo . 
Dec . in Inventories 

Net Honetary Assets -were applied to : 
Purchasa of Land 
Purchase of Hachj_nery 
Il<2t irenent of Bonds 
PurchasP. of Office Eql;.ipment 
Dividern· , 

Decrease in Monet ar y Assets 

$ (1,200) 
18,900 
13,000 

200 
4,000 

$20 ,000 
6,000 

15, 000 
3, 000 

_j_,000 

$10,000 

3h,900 
~PLl.i, 900 

50 ,000 
·~? 5,100 

The decraGse in_ rfonet,,ry Assets is accounted for as follows: 

Net i1ionetary 
""M,_o_n_e_t _ar,-y--Assets: 

Assets ·---
Cash 
Accrued Income 
Accounts Receiv~ble 

Current Liabil i _ ties : 
Notes Paya.ble 
Accounts Payable 
Accrued ·e:xpenses 

Decrease in Monetary Assets 

Dec. 31 Dec. 31 Inc. 
_ _1966 -· 196 7 ( Dec .J. 

~Li2,500 ~37,000 ~?(5,500) 
2,100 1,700 (400) 

28,000 35,000 7,000 

7,500 1 2,000 (4,500) 
32,000 34,000 I (2,000) 
1,800 1,500 300 

~~ 5,100 



EXH:i:BI T G 

Cor.ip:my A 
St,, tement of Source and Applicat i on of Fu.l'lds 

Defined as -dorking Caoi to.J. 
For t he Ye nr En ded December 31, 1967 

Working CGpital ~-ras provided by: 
Sale o .,. Connon .3to ck $10,000 

Ooer -,tions : 
Net I ncome (Los s) 
Add: Deprec:i_ation 

Amor ti z ., t.ion 

Horkine; Capit-::1 1-Jas apolied to: 
Purchase of Land 
Retirement of Bonos 
Purchase of N,, c', inery 
Purchase of Office Equipment 
Di vidends 

Decrease in Horking Capital 

~H1, 200) 
18,900 
13,000 

~~20 ,ooo 
15,000 

6,000 
3,000 

____j_, 000 

30,700 
$40,700 

so ,ooo 
;;;i 9,300 

The decrease in uorking capital is accounted for as folloHs: 
-- - · Dec. 31 Dec . 31 Inc. 

Work:i_ng Co.pi tal Items 1966 1967 __ (Dec .) 
Current Assets: -- · · 

Cash 
Accounts Receivable 
Merchandise Inventory 
Prep2.id S:-::penses 
Accrued Income 

Current Liabilit i es: 
Hotes Payable 
Accounts Pay.::ible 
Accrued Expenses 

Decrease in Working Capital 

~~42, 500 
28,or o 
65 ,500 

2,200 
2,100 

7,500 
32,000 
1,800 

$37,000 
35,000 
61,soo 

2, 000 
1,700 

12,000 
34,000 
1,500 

{~ (S, soo) 
7,000 

(4,000 ) 
(200) 
(400) 

(4,500) 
(2, 000) 

JOO 
$9,3~ 
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EXHIBI T H 

Company A 
Statement of Source G.Ild ADolication of Funds 

Defined as All Fin2ncial Resources 
For the Ye~r Ended December 31, 1967 

Funds Here provided by: 
Sale of Common Stock 

Operations : 
Net Income (Loss) $(1,200) 
Add: Deoreciati on 18, 900 

Amortization lJ,000 
Dec. in \'Jorking Capital 9, JOO 
Issua.11ce of ?referred StockJO, 000 

Total F\L11ds Provided 

Funds were applied to: 
Purchase of Land 
Purchase of Building 
Purchase of Machinel"J 
Purchase of O.:'fice Equipment 
Dividends 
Retirement of Bonds 

Total Funds Applied 

$20,000 
30,000 
6,000 
3,000 
6,000 

1,,000 

~~10 ,ooo 

70 000 
~~ 

~~80,000 
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