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32.7 Workbook

Revision questions
40 mars; 40 i)

1 ety two croumtances in wich a new
business mightdecide ot o wie a business.
plan.

2 Winat fs meant by cash fow'?

3 Wiy s timpeortant to manage cosn flow?

4 Wt i 0 cash flow forecast?

5 Exolln o Imiatons of cash flow forecasts.

6 Giv two reasons wy 3 bank manager may
Wwant 1o see o cash flow forecast befor ging
aloan 10 a new business

@

7 How could  fim benafit fiom dolaying ls
cash outfows? @
8 Wnat probiems could a fm face f s cash
fow foocast proved unrelabie? @
' How could  fim benefit from constructing s
cash flow forecasts on a computer spreadsheet? (&)
10 Explin why ‘good management of cash flow

stars with good orecasting.. @
1 Outine two problems that may arise fa fim
is operating with very poor cash fow. ®

2 Outine three ways I which a business can
improve ts cash flow situaion. ©
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Cash flow

(18 marks; 20 minutes)

A business s to be started up on 1 January next year
with £40,000 of share capital. It will be opening a
designer clothes shop. During January, it plans to spend
£45,000 on start-up costs (buying a lease, buying
equipment, decorating, and so on). On 1 February, it
will open its doors and gain sales over the next five
months of: £12,000, £16,000, £20,000, £25,000 and
£24,000, respectively. Each month it must pay £10,000
in fixed overheads (salaries, heat, light, telephone, and
0 on) and its variable costs will amount to half the
revenue.

Draw up a cash flow table as per Table 32.5 to find out:
1 the company's forecast cash
position at the end of June
2 the maximum level of overdraft the owners will
need to negotiate with the bank before starting up.

Jan  Feb M J

Apr M

Cash at start
Cash in

Gash out

Net cash flow
Opening balance
Closing balance

Table 32.5 Cash flow (all figures in £000s)
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Cash problems at a pound store
PoundLandine was quicky a media success after
opening day publicty due to a fow betwieen the online
startup and the long-established Poundiand retail
chain. As the row spread over social media, opening day
Sales through PoundLandine were eight times higher
than the budget. At 3.00pm, the ste rashed -
Incapab of dealing with all the its 1 its website.
Founders Sonia and Colin had sel the site up with an
expectation of seling 8,000 items a day at £1 each,
leading to annual revenue of £2.8 milion but with sim
gross margins and therefore g105s proft of £420,000.
With fied overheads of £200,000 (covering the
warehouse rental and other costs), they antiipated
very satisfactory net prof.

“The problem now was the cost of iing the website
crash. They needed exira bandwidth and a more robust
site. Although Colin was a very good programmer,

he needed to hire extra cxpertie. Their budget had
“been too tight for contingency allowances’, according,
o Sonis, 5o this was a strain on cash flow. A second
issue was that high sales would mean speedy
purchasing of extra stack - and paying for It There was.
much to be done,

An underling problem faced by the two entrepreneurs
had been the unhelpful atitude of the banks. Despite
TV acvertisaments boasting how much banks help
smal firms, Sonia and Colin had found the unwiling.
1o commit o the siightest risk. Therefore, they
efused to give bank loans and would only provide

an overdraft when guaranteed by the securlty of
Sonia’s fat. I things went wrong, even though the
business was PoundLandiine Ld, Sonia could end

up homeless. As shown in the cash flow forecast,

the pair had needed to Invest £54,000 to get the.
business up and running. That was the limit of their
financial resources.

S0 now, with customers desperate to shop at the frst
online pound store, the entrepreneurs had a cash
flow problem - on day one of month onel The carefully
constructed cash flow forecast was aiready being
distupted.
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Figuro 32.4 Cash flow forecastfor PoundLandine Lid

Questions
(35 marks; 0 minutes)
4 ) Explain the day one cash flow prolems at
PoundLandine Ltd. ®
) Assess whether Sonia and Coln could be:
blamed for these causes of the cash flow

diffculties. o)
2 Given the situation the business was n by,
the end of day one, evaluate the actions the.
entrepreneurs might take to overcome their
cash flow problems. 0




