A-LEVEL BUSINESS « EXERCISE SHEET

5.3 Forecasting and managing cash flows

Name: -~ Class: . Date: Total: 29 marks
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Objective

Build the skills to answer exam questions on cash-flow forecasting Fl & &M —
cash inflows and outflows Il 4 i A Flji ), net cash flow ¥ 477, the opening
and closing balance ##JF1H] A& 4%, and how to fix cash-flow problems.

You must be able to:

« calculate net cash flow and the closing balance
« explain the causes of cash-flow problems (including overtrading i+ 22 %))
» analyse and evaluate ways to improve cash flow

1 Worked examples

B Reading a cash-flow forecast
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closing = opening + net - negative = cash shortage
FEach month’s closing balance carries forward as next month’s opening balance

net cash flow = cash inflows — cash outflows

closing balance = opening balance + net cash flow

o Worked: opening $8,000; inflows $30,000; outflows $25,000 — net = $5,000,
closing = $13,000.

« Improve cash flow by: bringing cash in sooner (faster payment, discounts),
delaying cash out (longer trade credit), an overdraft, or holding less stock.

Answer shapes: AO1 + AO2 + AO3 (reasoning chain) + AO4 (a supported judge-
ment in context).

2 Practice

2.1 Define the term net cash flow. 2]
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2.2 A month opens with $4,000. Inflows are $20,000 and outflows are $23,000. Calculate

the closing balance. 2]

2.3 State two causes of cash-flow problems. 2]

3 Exam-style questions

3.1 Explain one benefit to a business of producing a cash-flow forecast. 3]

3.2 Analyse two ways a business could improve its cash flow. 8]
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3.3 A business has forecast a cash shortage in three months’ time. Evaluate the best way
for it to deal with this. [12]
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