Cash Flow Forecasting – Past Paper Questions
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Three years ago, Jenny set up her own business called Treasures making and selling
personalised items such as T-shirts, mugs and badges. She operates as a sole trader
and, in addition to her shop, Jenny now has a presence in several online

market places.

Jenny has bid for contracts to supply merchandise to larger organisations and
believes that if she is awarded these, she will need to expand her business quite
quickly. She knows how important it is to control her finances and has asked you for
advice about her expansion plans.

7 Businesses such as Treasures should produce a cash flow forecast.

Identify two other inflows, apart from cash sales, that this business is likely to have.
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8 Outline one benefit to Jenny of using a cash flow forecast.
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This is an extract from Treasures’ current cash flow forecast.

October | November | December | January | February March

Income

Cash sales 21000 22600 28480 14250 17500 19650
Total Income 21000 22600 28480 14250 17500 19650
Expenditure

Purchases 11480 12300 14500 8200 9450 10020
g:::; diture 10773 9945 11200 9963 11540 9680
::t:eln diture 22253 22245 25700 18163 20990 19700
g:l:::;g 12450 11197 11552 14332 10419 6929
Net Flow -1253 355 2780 -3913 -3490 -50
Closing Balance 11197 11552 14332 10419 6929 6879
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(a) Jenny has managed to negotiate 30-day credit terms with her suppliers.
This will start in February.

Complete the revised cash flow forecast for Treasures using the
information above.

October | November | December | January | February March
Income
Cash sales 21000 22600 28480 14 250 17 500 19 650
Total Income 21000 22600 28480 14 250 17 500 19 650
Expenditure
Purchases 11 480 12300 14 500 8200
Other 10773 9945 11200 9963 11540 9680
expenditure
Total
Expenditure 22253 22245 25700 18163
Opening 12450 11197 11552 14332 10419
Balance
Net Flow -1253 355 2780 -3913
Closing Balance 11197 11552 14332 10419
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Arabella owns a small business, Bella’s Bean Bags, making and selling bean bag chairs.
Arabella sells these bean bag chairs at various markets each Thursday, Friday and
Saturday. She buys the covering material and filling from a wholesaler. She employs
a member of staff to make the bean bags.

The bean bags are made and stored in a small rented unit. She uses social media to
promote the business.

Arabella regularly sells out her stock and is struggling to keep up with demand. She is
looking to expand her business and has asked for your help.
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Arabella has been advised to produce a cash-flow forecast but she is unsure why she
needs one. She says that her business is short of money and that she cannot afford

to spend extra time doing unnecessary paper work. She argues that she must make
sure orders are fulfilled on time and there is enough stock available to meet customer
demand.

11 Discuss how useful a cash-flow forecast can be to a small business such as
Bella’s Bean Bags.




