Cash Flow Key Terms and Concepts

                                          
Use notes and textbook to write out definitions and explanations of the following as appropriate.
Define Cash Flow FORECAST

Why do companies undertake cash flow forecasts? An excellent answer will mention other Business Studies terms such as budgeting.

Identify one item that would be recorded under the REVENUE heading in the cash flow

Identify TWO that might be included under the COSTS heading.

Define Working Capital

Why does a company need to maintain a healthy working capital position?

A company has run into cash flow problems. Outline THREE ways it might try to improve its cash flow (working capital)

Complete the following cash flow forecast using the information provided.

1. Sales for December and January were 12500 units

2. Sales for February will be 11000 units

3. Sales in March are forecast to be 11500 and sales in April to be 10000
4. Each unit is sold at a price of £5.

5. The company gives one month credit to its customers so money from sales is received in the following month.

6. Rental Income remains constant each month

7. Rental costs and Insurance remain constant each month

8. Direct labour is costed at £1.50 per unit and is paid in the month of production

9. Direct materials are costed at £2.00 per unit and are paid in the month following production

10. Production for each month is the same as the sales forecast.

	
	Jan
	Feb
	Mar
	Apr

	Revenues (£)
	
	
	
	

	Sales
	62500
	
	
	

	Rental Income
	410
	
	
	

	Total Revenue
	
	
	
	

	Costs (£000s)
	
	
	
	

	Rent
	850
	
	
	

	Insurance etc 
	105
	
	
	

	Salary overheads
	9700
	
	
	

	Direct labour
	18750
	
	
	

	Direct materials
	25000
	
	
	

	Total Costs
	54405
	
	
	

	Net Cash Flow
	
	
	
	

	Opening Balance
	2400
	
	
	

	Closing Balance
	
	
	
	


What action, if any does the company need to take in planning its working capital over the period shown above?

Outline TWO limitations of cash flow forecasts for a business.

