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 In a Business Organisation Cash is 

generated from any or a combination of 

more than one of the following activities

 Operating Activities

 Investing Activities

 Financing Activities



Operating Activities

 Operating Activities include the following:

 Cash received from Sale of Goods and 

Services

 Cash received from Fees, Commission 

and Royalties etc.

 Cash paid to Suppliers for goods and 

services

 Cash paid to and on behalf of employees



Cash from 
Operating Activities

Cash Inflow

Cash Sale

Cash Received from Debtors

Cash from Commission and fees

Royalty and other revenues

Cash  Outflows 

Cash Purchases

Payment to Creditors

Cash Operating Expenses

Payment of Wages

Income Tax



Investing Activities

 Cash flows from Investing Activities 
include the following:

 Cash paid for purchase of fixed assets

 Cash received from sale of fixed assets

 Cash paid for purchase of  shares and 
debentures

 Cash received from the sale of Shares and 
debentures

 Cash loans and Advances



Cash from Investing 
Activities

Cash Inflow

Sale of Fixed Assets

Sale of Investment

Interest Received

Dividend Received

Cash  Outflows 
Purchase of Fixed Assets

Purchase of Investment



Financing Activities

 Cash proceeds from the issue of shares 

and Debentures

 Repayment of borrowed funds in Cash



Cash from 
Financing 
Activities

Cash Inflow

Issue of Shares

Issue of Debentures in Cash

Proceeds from long term and short-
term borrowings

Cash  Outflows 

Cash repayments of amounts borrowed

Interest paid on loans/debentures

Dividends paid on equity and preference 
share capital





Budgeting and Budgetary 

Control



 A Budget is defined as a “ Comprehensive and Co-
ordinated plan, expressed in financial terms,for the 
operations and resources of an enterprise for some 
specified period in the future.”

 According to the definition the essential elements of a 
budget are as follows:

i) Plan

ii) Operations and Resources

iii) Financial Terms

iv) Specified Future Period,

v)  Comprehensiveness ,and

vi) Co-ordination



Types of Budgets

 A Budget normally consists of the 

following three types:

i) Operating Budget

ii) Financial Budget,and

iii) Special Decision Budget



Operating Budget

 The Operating Budget has the following 
Components

i) Sales Budget

ii) Production Budget

iii) Purchase Budget

iv) Direct Labour Budget

v) Manufacturing Expenses Budget

vi)Administrative and Selling Expenses 
Budget



Financial Budget

 The Financial Budget has the following 

Components

i) Budgeted Income Statement

ii) Budgeted Balance Sheet

iv) Cash Budget



Special Decision Budget

It includes 

 Flexible Budget



 Liquidity ratios

 Leverage ratios

 Activity ratios

 Profitability ratios
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Types of Financial Ratios 



 Liquidity ratios measure a firm’s ability to 

meet its current obligations.
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LIQUIDITY RATIOS

Current assets
Current ratio = 

Current liabilities

Current assets – Inventories
Quick ratio = 

Current liabilities

Cash + Marketable securities
Cash ratio = 

Current liabilities



 To judge the long-term financial position of the firm,

financial leverage, or capital structure ratios are

calculated.

 These ratios indicate mix of funds provided by owners

and lenders.
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LEVERAGE RATIOS



 Activity ratios are employed to evaluate the

efficiency with which the firm manages and utilizes

its assets.

 These ratios are also called turnover ratios

because they indicate the speed with which assets

are being converted or turned over into sales.

 Activity ratios, thus, involve a relationship between

sales and assets.
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ACTIVITY RATIOS
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Inventory Turnover and Debtors Turnover



 The profitability ratios are calculated to

measure the operating efficiency of the

company.

 Generally, two major types of profitability

ratios are calculated:

1. profitability in relation to sales

2. profitability in relation to investment.
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PROFITABILITY RATIOS
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Cont…
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Particulars Amount

(Rs.)
Particulars Amount

(Rs.)

To Opening Stock

To Purchases   

To Wages

To Gross Profit C/d

99,000

5,45,250

14,250

3,40,000

By Sales

By Closing Stock

8,50,000

1,49,000

9,99,000 9,99,000

To Administrative Expenses

To Selling Expenses

To Finance Charges

To Loss on Sale of Assets

To Net Profit C/d

1,50,000

30,000

15,000

4,000

1,50,000

By Gross Profit B/d

By Interest

By Profit on sale of Investment

3,40,000

3,000

6,000

3,49,000 3,49,000
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Liabilities Amount

(Rs.)

Assets Amount

(Rs.)

Share Capital

Reserves

P/L Account

Sundry Creditors

Bills Payable

Tax Payable

Outstanding Expenses

Bank Overdraft

Debentures

Mortgage Loan

2,00,000

90,000

89,000

15,000

10,000

18,000

5,000

22,000

60,000

40,000

Buildings

Machinery

Stock

Debtors

Cash

Bills Receivable

Prepaid Expenses

Marketable Securities

1,50,000

80,000

1,49,000

75,000

30,000

10,000

5,000

50,000

5,49,000 5,49,000



From the above mentioned information find out 

the following Ratios:

 Current Ratio

 Liquid Ratio

 Cash Ratio

 Debt-Equity Ratio

 Gross Profit Ratio

 Net Profit Ratio
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