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Cash Budget: Meaning, Objectives and Utility: 

Cash budget is a written estimate of a firm’s future cash position. It predicts for some future 

period the cash receipts from different sources, cash disbursements for different purposes and 

the resulting cash position generally on a monthly basis as the budget period develops. It is, 

thus, a formal presentation of-expected circular flow of cash through the business. 

The usual forecast period of a cash budget is one year broken down by monthly periods or 

weekly periods. This allows incorporation of seasonal variations in cash flow. When cash flows 

are relatively stable, the finance manager may prepare budget for full one year period. When 

the outlook is very uncertain, he may have to be satisfied with a projection for only quarterly. 

Cash budget is different from income statement. The cash budget depicts movement of cash 

whereas the projected income statement presents account for all sources of income to be tapped 

and for all classes of expenses to be incurred during a stated period and shows how much profit, 

if any, is expected to be earned in a future period. 

Cash budget consists of all expected inflows of cash including income and non-income sources 

such as receipts from sale of stocks and bonds and receipts from sale of fixed assets. 

The later items (receipts from non-income sources) do not appear in the income statement. 

Likewise, cash budget provides for all types of cash outgo including payments of expenses 

accrued in the prior periods, the forecast period, or the subsequent periods (prepayments) or as 

payments not immediately related to expenses such as the purchase of fixed assets or dividend 

distribution to the stockholders. 

Disbursements in respect of purchase of fixed assets or dividend distribution would not find 

place in the income statement. Similarly, there are certain items that would appear in the 

income statement but are not included in the cash budget. 



All appropriations such as depreciation and amortization of patents appear only in the 

anticipated income statement and are not shown in cash budget. In view of these reasons, cash 

budget should not be confused with income statement. 

The cash budget is also different from other budgets, in that the cash budget is concerned with 

the timing of receipts and disbursements of cash whereas the other budgets are concerned with 

the timing of transactions themselves. 

The cash budget consists of three parts: 

(1) The forecast of cash inflows, 

(2) The forecast of cash outflows, and 

(3) The forecast of cash balance. 

Principal Objectives of Cash Budget: 

Cash budget in a firm is prepared to accomplish the following objectives: 

(1) To project firm’s cash position in future period. 

(2) To predict cash surplus or deficit for the ensuing months. 

(3) To permit planning for financing in advance of need. By indicating when cash will be 

required, the budget helps the management to arrange in advance bank loans or other 

short-term credits, to prepare for a sale of securities or to make other preparations for 

new financing. 

(4) To help in selection of proper source of financing cash requirements of the firm. 

(5) To permit proper utilisation of idle cash. 

(6) To maintain adequate balance between cash and working capital, sales, investments and 

loans. 

(7) To exercise control over cash expenditure by limiting the spending of various 

departments. 

Utility of Cash Budget: 

Cash budget is an extremely important tool available in the hands of a finance manager for 

planning fund requirements and for controlling cash position in the firm. As a planning device, 

cash budget helps the finance manager to know in advance the cash position of the firm in 

different time periods. 



The cash budget indicates in which months there will be cash surfeit and in which months the 

firm will experience cash drain and by how much. 

With the help of this information finance manager can draw up a programme for financing cash 

requirements. It indicates the most opportune time to undertake the financing process. There 

will be two advantages if the finance manager knows in advance as to when additional funds 

will be required. First, funds will be available in hand when needed and there will be no idle 

funds. 

In the absence of the cash budget it may be difficult to determine cash requirements in different 

months. If cash required is not available in time it will entail the firm in a precarious position. 

The firm’s output is reduced because of imbalance in financial structure and the rate of return 

consequently declines. 

If the firm is marginal, the decline in profits could lead to disaster. Further, it would be difficult 

for the firm to meet its commitments and would consequently lose its credit standing. A firm 

with a poor credit standing stands little chance of success. 

With the help of cash budget finance manager can determine precisely the months in which 

there will be cash surplus. Nevertheless, a reasonable amount of cash adds to a firm’s debt 

paying power of the firm, holding excess cash for any period of time is largely a waste of 

resource yielding no return. This will result in the decline in profits. 

The cash budget offsets the possibility of decline in profits because the finance manager in that 

case will invest idle cash in marketable securities. Thus, with the help of the cash budget, 

finance manager can maintain high liquidity without jeopardizing the firm’s profitability. 

The cash budget, besides indicating cash requirements, reflects the length of time for which 

funds will be needed. This will help the finance manager to decide the most likely source from 

which the funds can be obtained. A firm which stands in need of funds for a short-term duration 

will use a source different from the one requiring funds for a long time. 

Bank loan is most appropriate source to cover temporary cash requirements while permanent 

funds requirements are met by selling stock and bonds. If long-term cash requirements are met 

through short-term funds, this will leave the company in considerable financial predicament. 

The firm will have to either renew the loans to make it long-term or an entirely new loan must 

be negotiated. In either case the negotiations are on a much shorter notice than the original loan 



and the renewal or new loan will very likely be made with less favourable terms. Further, 

planning for cash may engender the confidence of suppliers of cash and credit to such an extent 

that they are more likely to grant loans on easier terms. 

Usually bankers are loath to lend to companies which do not follow good managerial practices 

with respect to their financial requirements. However, when they grant loans they usually 

charge higher interest rates and place restrictive clauses in the loan contract. When funds are 

obtained for period longer than necessary, the cost of capital will go up resulting in decline in 

profits. 

Cash budget is also conducive to the formulation of sound dividend policy for the firm. As 

already stated, availability of adequate amount of cash is necessary for dividend payments. A 

firm may experience cash drain despite high earnings because of the fact that bulk of sales was 

effected through credit. 

Even if the firm has sufficient cash in hand it may not be able to pay high dividends because 

of the need to repay loan or retire debt, to carry inventories and to meet other emergent 

requirements. Keeping the firm’s cash position in mind finance manager can reach suitable 

dividend decision. 

Cash budget is also a useful device to establish a sound basis for current control of the cash 

position. Cash budget sets the limitation on cash expenditure which must be observed by all 

those whose activities involve cash disbursements. With the help of cash budget reports which 

are prepared periodically finance manager can compare actual receipts and expenditure with 

the estimated figures. 

With these reports finance manager can find out deviations and study reasons for variation and 

finally take steps to remedy the variations. But this tool is not devoid of its limitations. Errors 

in estimation anywhere along the logline of budget that must be prepared prior to the cash 

budget will obviously create inaccuracies in the cash forecast. 

This means that cash budget should be reviewed from time to time against actual performance 

so that corrections can be made and plans adjusted accordingly. 

Another drawback of the cash budget is that it fails to indicate time segments of cash flows. 

For example, if company has planned to invest money in short-term securities in the month of 

April, the budget would not indicate when in April. Will it be early or late April? It is quite 



possible that the company could run out of cash altogether by April 10 leaving it without 

adequate cash balance with which to meet wages bills. 

Thus, the finance manager may find it useful to prepare more than one cash budget depending 

on how critical he feels his firm’s cash position is. He may prepare a weekly forecast for the 

next 30 to 60 days, another for one year month by month and yet another long-range forecast 

for several years. This points up another reason for close administration of the cash budget. 

Difference between Cash Budget and Cash Flow Statement: 

The upcoming discussion will update you about the difference between cash budget and cash 

flow statement. 

Cash Budget: 

i. Purpose: 

Cash Budget reveals the surplus or deficit of cash for a particular period while carrying out 

planned activities and shows the ways of sources of cash in case of deficit, and ways of 

investing the idle cash, if there is a surplus of cash. 

ii. Nature: 

It highlights the future cash position from the receipts and payments of cash under different 

heads for the budget period to indicate surplus or deficit. 

iii. Applications: 

Cash Budget directly helps the management to know the estimated cash position and thereby 

the management may take important decisions in financial matters. 

iv. Duration: 

Cash Budget is usually prepared for a short period, viz., daily, weekly, fortnightly, monthly, 

half-yearly etc. 

v. Basis of Preparation: 

Cash Budget actually depends on various functional budgets, viz., Purchase Budget, Sales 

Budget, Capital Expenditure Budget, for its preparation. Moreover, some useful information 

are also needed for various receipts and payments. 

 



 

Cash Flow Statement: 

i. Purpose: 

Cash Flow Statement reveals the changes in cash position for various activities from the 

beginning to the end of the period by way of sources and applications. 

ii. Nature: 

It highlights the analysis of various inflows and outflows of cash on the basis of past 

information. 

iii. Applications: 

Cash Flow Statement helps the various interested persons relating to financial position viz., 

creditors, shareholders, bankers, investors etc. and in various areas of management viz., 

operating activities, investing activities and financing activities. 

iv. Duration: 

Cash Flow Statement is prepared for a long period, usually yearly. 

v. Basis of Preparation: 

Cash Flow Statement is prepared on the basis of opening and closing balance of cash plus funds 

from operations and some other useful information relating to sources and applications of cash. 
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