Cash Flow Difficulties
1. Missing words
The majority of new businesses who do not survive their first year of trading, fail because of cash flow problems. Without sufficient cash to pay day-to-day bills, even a highly ____________________ firm will be unable to _______________. In order to improve its cash flow situation, one action a firm can take is to speed up cash _____________ . They could do this by reducing credit time for customers or by offering cash discounts to encourage immediate payments. They could also ensure that current customers pay promptly by sending reminder letters or phone calls. Alternatively a business could seek to delay cash ________________. This can be achieved by negotiating longer ______________ _____________ with suppliers. 
Hint: words from outflows, credit terms, survive, inflows, profitable
2. Cash flow. True or false?

2.1 Cash flow is more important than profit.
2.2 The best way to improve cash flow is to get a loan

2.3 Cash flow is only important in the start-up phase of a business
2.4 Factoring improves cash flow but is likely to reduce profit
3. Doing well or badly?
Cash flow forecast for Two Jags Ltd
	
	Jan
	Feb
	Mar
	Apr
	May
	Jun
	Jul

	Cash at start
	100,000
	-50,000
	-100,000
	-175,000
	-150,000
	-75,000
	0

	Cash in
	0
	0
	0
	100,000
	150,000
	150,000
	150,000

	Cash out
	150,000
	50,000
	75,000
	75,000
	75,000
	75,000
	75,000

	Net cash flow
	150,000
	-50,000
	-75,000
	25,000
	75,000
	75,000
	75,000

	Cumulative cash flow
	-50,000
	-100,000
	-175,000
	-150,000
	-75,000
	0
	75,000


3.1 Outline two ways that Two Jags could cope with the period of negative cash flow. ______________________
______________________________________________________________________________________

3.2 If you were a bank manager would you be willing to give Two Jags a bank loan? Explain your answer 

______________________________________________________________________________________

___________________________________________________________________________________________________________
4. Identify the word formed by the first letter of each of the following terms?

4.1 When a customer proves unable to pay a bill, perhaps due to liquidation
4.2 The banking facility that enables a firm to spend more than the balance of the bank account

4.3 Cash in minus cash out over a period of time
4.4 Money owed
4.5 When a firm sells a property freehold but simultaneously leases it

14. ANSWERS – Cash Flow Difficulties
1.  profitable … survive … inflow … outflow … credit terms/periods
2. Cash flow. True or false?

2.1 FALSE
2.2 FALSE

2.3 FALSE
2.4 TRUE
3. Doing well or badly?
Cash flow forecast for Two Jags Ltd
3.1 Outline two ways that Two Jags could cope with the period of negative cash flow.

· Negotiate with the bank to have an overdraft for this period. 

· Get a bank loan 

3.2 If you were a bank manager would you be willing to give Two Jags a bank loan? Explain your answer 

· Yes because it looks like it will be a profitable business. 

· Before agreeing to give them a loan it is important to find out how the business forecasted these numbers because ultimately it is only a forecast and thus may not prove to be correct. However it the numbers were well researched – the forecast holds more significance. 
4. Identify the word formed by the first letter of each of the following terms?

4.1 Bad debt
4.2 Overdraft. 

4.3 Net cash flow
4.4 Debt
4.5 Sale and leaseback. 
The word is BONDS

