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Spending and working capital

Capital spending buys assets that last (a van, a machine). Revenue spending is
day-to-day (wages, stock). Working capital Ziz#7x = current assets — current

liabilities — the cash to keep trading.

Cash is not the same as profit

Profit is revenue minus costs in a period. Cash is money in the bank. A profitable firm Sou rces and caSh fIOW

can still run out of cash if customers pay late or it buys a machine.

Cash flow keeps the business alive this month. Profit is why it is worth running.




Sources of finance

sources of finance

external
(from
outside)

retained profit
sale of assets
owners’ savings

share capital, loans

overdraft, leasing
trade credit,
crowdfunding

Internal &3k (retained
profit B2 777j, asset sales) vs
external 4} #15iE (share
capital fZ7%, loan 557,
overdraft %37, leasing 7).

Choose by amount, purpose,
cost, structure & collat-
eral i 5.

-e- closing balance
20
== net cash flow

£000s

\
cash shortage
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Net cash flow &3 457 =
inflows — outflows; add to the
opening balance i#5:%7 for
the closing balance. Fix
shortages: collect sooner, delay
payments, arrange an overdraft,
hold less stock.

Costs and break-even

output (units)

total cost

variable cost

total cost = fixed + variable.

u fixed EEM 7 (rent) vs
variable FTZE A (materials)

m direct E#EA vs
indirect (8357 (overheads)

Budgets and variances

Break-even analysis
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Contribution 7 = price —
variable cost.

_ fixed costs

" contribution”

Price £20, VC £12, FC
£40,000

contribution £8 = BEP =
5000 units

BEP

A budget £ is a financial plan. A
variance %5 = actual — budgeted.

u favourable F 7|5 — better for profit

m adverse 17| 5 — worse for profit

Wages: budget £30k, actual
£34k

variance = £4k adverse




Topic 5 — key takeaways

o Cash vs profit

a profitable firm can still run out
of cash

o Break-even

BEP = fixed costs / contribution

o Sources

internal vs external; short vs long

o Budgets

variance = actual — budgeted

Check yourself

o Can a profitable firm run out of cash?

Retained profit: internal or external fi-

e nance?
e Contribution if price £15, variable cost

£97

Higher-than-planned costs: favourable or
adverse?

IAnswers 1.yes 2.internal 3. £6 4. adverse




