IB Business Management | Part 6 | Managing Cash Flow

Business Management | Trimester Assessment H L

Cash Flow Risk and Forecasting Workshee

Suggested time Total marks Focus Assessment

70 minutes 50 forecasting, financing mix, growth risk Class/trimester worksheet
Teacher note: Reward quantitative use of the data and balanced evaluation of different short-term responses.

Section A - Multiple choice (5 marks)

. The main purpose of a cash-flow forecast is to [1]

. estimate timing of future cash surpluses and shortages
. measure labour productivity

. set the company's mission

. determine shareholder votes

. A rapidly growing business can still face a cash crisis if [1]

. sales revenue rises too quickly for cash receipts to arrive in time
. its brand awareness increases

. it uses technology in production

. it reduces fixed costs
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3. An overdraft is usually most suitable for [1]
A. financing a long-term factory acquisition
B. covering a flexible temporary cash gap
C. issuing shares to the public

D. permanent working capital with no cost
4
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. An early-payment discount creates a trade-off between [1]
. higher wages and lower prices

. faster cash inflow and lower revenue per sale

. longer credit and lower risk

. more profit and more waste

. The most serious consequence of persistent cash shortfalls is that the business may [1]
. gain market share more quickly

. be unable to continue operating

. automatically reduce competition

. increase long-term loyalty

Section B - Short answer (9 marks)

6. Define a long cash cycle and a cash-flow forecast. [4]

7. Explain why forecasting errors can be especially risky during rapid business expansion. [5]
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Section B - Short answer (6 marks)

8. Distinguish between using an overdraft and a fixed-term commercial loan to manage cash shortages. [6]

Section C - Data response / case study (18 marks)

VoltMotion E-Bus Systems

VoltMotion manufactures electric buses for municipal buyers. It is expanding production before several large contracts are fully paid, and managers are
concerned that fast growth could create a serious short-term cash gap.

Case study data

Value

Opening cash balance for Q2 $1.4 million
Planned capital expenditure in Q2 $2.2 million
Average customer payment period 75 days
Average supplier payment period 35 days
Projected Q2 cash inflows $4.8 million
Projected Q2 cash outflows $5.6 million
Available overdraft facility $1.0 million
Discount offered for payment within 15 days 3%

9. Using the data, analyse the scale of VoltMotion's cash-flow risk in Q2. [6]

10. Analyze whether the 3% early-payment discount is likely to be an effective response. [6]

11. Recommend the best short-term response: tighter credit control, discounting, overdraft use, or delaying capital expenditure. [6]

Section D - Extended response (12 marks)

12. Evaluate how a manufacturer with a long cash cycle should balance production growth, customer credit terms, and financing costs. [12]

Continue on separate paper if needed.
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Teacher answer key and marking guidance

Indicative answers are provided below. Equivalent valid points and alternative reasoned judgements should also receive credit where clearly supported.

Section A answers

Q
1

2
3
4
5

Answer Guidance

A Forecasts are primarily about the timing of cash receipts and payments.

A Growth can absorb cash when production and credit terms expand faster than cash inflows.
B Overdrafts are designed for short-term and flexible borrowing needs.

B Customers pay sooner, but the seller accepts a reduced price.

B A business can fail through illiquidity even if it is otherwise profitable.

Section B marking guidance

Q

6

Indicative marking guidance

Long cash cycle: a long delay between spending on production and receiving payment from sales. Cash-flow forecast: a prediction of future cash receipts and payments
over time.

Forecasting errors are risky during expansion because firms commit cash to inventory, labour, and equipment before customers pay. If receipts arrive later than
expected, the business may be unable to pay suppliers or wages.

An overdraft is flexible, short-term borrowing with interest only on what is used, while a fixed-term loan usually provides a specific amount with scheduled repayments.
An overdraft suits timing gaps; a loan may suit planned and larger funding needs.

Section C marking guidance

Q
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Indicative marking guidance

Projected outflows of $5.6m exceed inflows of $4.8m by $0.8m. After using the opening cash of $1.4m, VoltMotion can cover the quarter on paper, but the $2.2m capex
and 75-day customer credit create timing pressure within the quarter. The $1.0m overdraft gives some protection but could be heavily used.

The 3% discount may speed up collections and reduce reliance on borrowing, which is useful with a 75-day payment period. However, it reduces revenue and may be
expensive if many customers would have paid reasonably quickly anyway.

A strong recommendation may combine tighter credit control with selective use of the overdraft, and possibly delaying part of the capex if it is not urgent. Reward other
responses if the sequencing and trade-offs are explained clearly.

Section D marking guidance - Q12

Indicative content: Strong responses weigh the need to secure future sales and scale against the increased working-capital pressure created by longer payment periods,
inventory build-up, and expensive short-term finance. Better answers consider sequencing decisions rather than choosing only one tool.

Marks Descriptor

0 No relevant answer or answer not worthy of credit.

1-4 Limited understanding with little analysis or weak application. Conclusion, if present, is unsupported.

5-7 Some analysis and application. Relevant issues are identified but evaluation is uneven or only partly developed.

8-10 Good analysis and well-focused application. Different perspectives are considered and a supported judgement is offered.
11-12 Excellent evaluative response with accurate terminology, balanced analysis, and a clear, well-justified conclusion.
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