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Chapter 9 –

Managing Cash Flow

Multiple Choice Questions

127. The first step in managing cash more effectively is:

127. having an adequate cash reserve for emergency expenditures.

127. rapid payment of accounts payable.

127. speeding up payment of accounts receivable.

127. understanding the company’s cash flow cycle.

Answer d
(Cash Management     Page 272)

128. ________ is the money that moves through the business in a continuous cycle.

128. Profit

128. Net income

128. Cash

128. Cash flow

Answer c
(Cash and Profits are Not the Same     Page 274)

129. _________ companies are most likely to suffer cash shortages.

129. Slow-growth

129. Service

129. Manufacturing

129. Fast-growth

Answer d
(Cash Management     Pages 270-272)

130. Bill and Henry are discussing the volume of cash that has been coming into and going out of their business during the accounting period. They are discussing:

130. profit.

130. net income.

130. accounts receivable and payable.

130. cash flow.

Answer d
(Cash Management     Page 273)

131. __________ typically lead(s) sales; ____________ typically lag(s) sales.

131. Production; receivables

131. Collections; purchases

131. Receipts; production

131. Purchases; collections

Answer a
(Cash and Profits are Not the Same     Page 273)

132. _________ is simply a "cash plan" which shows the amount and the timing of cash receipts and cash disbursements over time.

132. The income statement

132. A balance sheet

132. A cash budget

132. The pro forma

Answer c
(The Cash Budget     Page 274)

133. When creating the cash budget, keep in mind that:

133. it should be a monthly plan, projected out for 3 years.

133. the more variable the sales pattern, the shorter the planning horizon should be.

133. it should be quarterly estimates for a period of 1 year.

133. it is a verbal or mental “document” in order to permit maximum flexibility.

Answer b
(Preparing a Cash Budget     Page 275)

134. The cash budget is based on the _________ method of accounting.  

134. cash

134. financial

134. accrual

134. hybrid

Answer a
(Preparing a Cash Budget     Page 276)

135. Which of the following items appear on a cash budget?

135. depreciation

135. bad debt expenses

135. noncash items not involving cash transfers

135. cash receipts and disbursements

Answer d
(Preparing a Cash Budget     Page 279)

136. Once the owner determines an adequate minimum cash balance, what is the next step in creating a cash budget?

136. Forecasting profits

136. Forecasting sales

136. Forecasting cash receipts

136. Forecasting cash disbursements

Answer b
(Step 2: Forecasting Sales     Page 279)

137. Jane is arguing with Joan about how much cash on hand their small retail outlet needs as they prepare their cash budget. Jane feels that with the Christmas season coming up, their busiest time, they need more cash handy. Joan feels they don’t because their sales volume will be up significantly. Jane and Joan are discussing which step of the cash budgeting process?

137. Determining an adequate minimum cash balance

137. Forecasting sales

137. Forecasting cash receipts

137. Forecasting cash disbursements

Answer a
(Determining an Adequate Minimum Cash Balance     Page 279)

138. The heart of the cash budget is the ________________ forecast.

138. cash receipts

138. cash disbursements

138. sales

138. receivables

Answer c
(Step 2: Forecasting Sales     Page 280)

139. A cash budget is only as accurate as the ________ forecast from which it is derived.

139. profit

139. receivables

139. income

139. sales

Answer d
(Preparing a Cash Budget     Page 280)

140. Which of the following would be a potential source of information for a sales forecast?

140. past records

140. trade associations and the Chamber of Commerce

140. similar firms

140. all of these

Answer d
(Step 2: Forecasting Sales     Page 280)

141. When a firm sells goods or services on credit, the owner needs to remember that for cash budgeting purposes:

141. the sale may be immediately posted as if it has been collected.

141. the sale should be recorded in the month it was made.

141. he/she must account for a delay between the sale and collection of proceeds.

141. such a transaction counts as a cash disbursement.

Answer c
(Step 3: Forecasting Cash Receipts     Page 281)

142. When forecasting cash disbursements in the cash budget:

142. they count as a cash receipt until they are paid.

142. they should be recorded in the month they will be paid.

142. the disbursement should be recorded in the month the obligation was incurred.

142. the money can be used for other purposes until it is due for disbursement.

Answer b
(Step 4: Forecasting Cash Disbursement     Page 283)

143. Generally speaking, most small business owners tend to:

143. overestimate cash disbursements.

143. underestimate cash receipts.

143. underestimate cash disbursements.

143. try to count unpaid cash disbursements as cash that can be spent.

Answer c
(Step 4: Forecasting Cash Disbursement     Page 283)

144. When estimating the firm’s end-of-month cash balance the owner should first:

144. determine the cash balance at the beginning of the month.

144. add up total cash receipts and subtract cash on hand.

144. review the accounts receivable.

144. make a daily list of cash disbursements.

Answer a
(Step 5: Estimating the End-of-Month Cash Balance     Page 283)

145. The "big three" of cash management include:

145. accounts receivable, overhead, and inventory.

145. accounts payable, accounts receivable, and taxes.

145. accounts receivable, accounts payable, and inventory.

145. accounts receivable, prices, and expenses.

Answer c
(The “Big Three” of Cash Management     Page 286)

146. _____ is simply the money owed the firm by customers because they’ve purchased goods or services on credit.

146. Accounts receivable

146. Accounts payable

146. Barter

146. Cash management

Answer a
(Account Receivables     Page 286)

147. The most important item on the balance sheet is:

147. cash.

147. disbursements.

147. expenses.

147. receivables.

Answer a
(Account Receivables     Page 287)

148. Small businesses selling on credit find that:

148. it is relatively inexpensive and simple.

148. it is expensive and requires a great deal of effort.

148. it is essentially borrowing money from the customer.

148. many can get by without selling on credit because their business customers don’t expect to use credit.

Answer b
(Account Receivables     Page 286)

149. ____ percent of small businesses sell on credit.

149. Ten

149. Forty

149. Seventy-seven

149. Ninety

Answer c
(Account Receivables     Page 286)

150. The first step to building a workable credit policy is:

150. screening customers carefully before granting them credit.  

150. establishing a firm credit policy in writing.

150. developing a policy for pursuing past-due accounts.

150. creating a thorough credit application.

Answer a
(Account Receivables     Page 287)

151. The first line of defense against bad debt losses is:

151. screening customers carefully before granting them credit.  

151. establishing a firm credit policy in writing.

151. developing a policy for pursuing past-due accounts.

151. creating a thorough credit application.

Answer d
(Account Receivables     Page 287)

152. Which of the following are credit reporting services a small business owner could use to check a customer’s credit?

152. National Association of Credit Management

152. TRW

152. Dun & Bradstreet

152. All of these

Answer d
(Account Receivables     Page 287)

153. An important source of credit information that collects information on small businesses that other reporting services ignore is:

153. National Association of Credit Management.

153. TRW.

153. Dun & Bradstreet.

153. National Association of Small Business Owners.

Answer a
(Account Receivables     Page 287)

154. When a small business is writing off more than ___ % of its sales as bad debts, it needs to tighten its credit and collection policies.

154. 10

154. 5

154. 25

154. 3

Answer b
(Account Receivables     Page 288)

155. Once a small business has established a firm written credit policy and communicated it, the next step in building an effective credit policy is to:

155. send invoices promptly.

155. determine what percentage of sales is being written off as bad debt.

155. create a simple credit application.

155. create a “tracking file” of events.

Answer a
(Account Receivables     Page 288)

156. Once a credit account becomes past due, a small business owner should:

156. wait patiently; the customer will most likely pay the bill sooner or later.

156. turn the account over to a collection agency the day it becomes past due.

156. contact the customer immediately, ask for full payment, and set a deadline.

156. call the "deadbeat" in the middle of the night and make harassing and threatening remarks until he pays.

Answer c
(Account Receivables     Page 288)

157. The Fair Debt Collection Practices Act prohibits business owners from:

157. harassing people who are past due.

157. sending invoices the same day the product is shipped.

157. hiring debt collection attorneys.

157. referring past due bills to collection agencies.

Answer a
(Account Receivables     Page 289)

158. The American Collector’s Association has found that only about ___ of accounts over 90 days delinquent will be paid voluntarily.

158. 5%

158. 10%

158. 2%

158. 13%

Answer a
(Account Receivables     Page 289)

159. A small business owner could accelerate accounts payable by:

159. having customers mail printed orders to you.

159. sending or faxing invoices the day of shipment.

159. slowing their own accounts payable.

159. depositing customer checks and credit card receipts weekly.

Answer b
(Account Receivables     Page 289)

160. If a small business owner receives a “Notice of Filing” from a customer, he should:

160. send a second notice.

160. ask that customer for a portion of the purchase price up front.

160. arrange for a lockbox for future payments from that customer.

160. immediately file a proof-of-claim.

Answer d
(Account Receivables     Page 289)

161. When designing a collection system the small business owner should keep in mind that ____ makes it much easier to collect accounts receivable on time.

161. dealing fairly

161. starting collection the first day past due

161. using an outside collection agency

161. making the first collection contact through an attorney

Answer a
(Table 9.5 Designing a Collection System That Really Works     Page 290)

162. An arrangement in which customers mail their payments on account to a post office box which the company's bank monitors, from which it collects the payments, and then immediately deposits the payments into the firm's interest-bearing account is called a:

162. zero balance account.

162. lockbox.

162. sweep account.

162. credit reference.

Answer b
(Account Receivables     Page 290)

163. A bank account that technically never has funds in it but is tied to another master account so that when checks are presented for payment the master account is debited, permitting the company to use its own money during the “float” period, is called a/an:

163. cash account.

163. accrual account.

163. sweep account.

163. zero balance account.

Answer d
(Account Receivables     Page 291)

164. When managing your accounts payable, as a small business owner you should:

164. take advantage of any float you have before your check is cashed.

164. send second notices when payables are only 15 days past due.

164. pay payables as early as possible.

164. stretch out all payables as long as possible.

Answer d
(Account Payables     Page 291)

165. Efficient cash managers:

165. disregard trade discounts because of their hidden expenses.

165. avoid the use of credit cards to stretch their firm’s cash balance.

165. set up a payment calendar in order to both pay on time and take advantage of cash discounts for early payment.

165. use expressions like “the check’s in the mail” to mollify creditors when short on cash.

Answer c
(Account Payables     Page 291)

166. When it comes to trade credit, the small business owner:

166. should avoid it as it generally leads to overextension of his/her credit line.

166. should almost always take advantage of it.

166. should only consider it if they have a strong accounts receivables situation.

166. should know that its use makes little difference in the company cash flow and therefore should be avoided.

Answer b
(Account Payables     Page 293)

167. It is not atypical for a manufacturing company to pay _____ of the value of the inventory for the cost of borrowed money.

167. 60%

167. 15%

167. 30%

167. 90%

Answer c
(Inventory     Page 294)

168. Exchanging goods and services for other goods and services, or _______, is an effective way for a small business to conserve cash.

168. leasing

168. bartering

168. arbitraging

168. credit sales

Answer b
(Avoiding the Cash Crunch; Bartering     Page 295)

169. It is estimated that nearly ______ companies, most of them small, engage in barter every year.

169. 475,000

169. 8 million

169. 250,000

169. 80,000

Answer a
(Avoiding the Cash Crunch; Bartering     Page 295)

170. Barter among companies in the United States is worth more than:

170. $250 million a year.

170. $800 million a year.

170. $7.3 billion a year.

170. $12 billion a year.

Answer d
(Avoiding the Cash Crunch; Bartering     Page 295)

171. The real benefit of barter for the entrepreneur is that:

171. it is essentially without cost to the business owner.

171. it is considered a depreciable item for tax purposes rather than as income.

171. it saves the small business owner between $50,000 and $150,000 a year on average.

171. it is “paid” for at the wholesale cost of doing business, yet it is credited at the retail price.

Answer d
(Avoiding the Cash Crunch; Bartering     Page 295)

172. Nearly ___ of U.S. companies use leasing as a cash management strategy.

172. 77%

172. 50%

172. 100%

172. 60%

Answer a
(Avoiding the Cash Crunch; Trimming Overhead Costs     Page 296)

173. Which of the following is an effective way to trim overhead?

173. Leasing inventory

173. Accelerating accounts receivable

173. Establishing lockboxes or zero balance accounts

173. Negotiating fixed loan payments to coincide with company cash flow

Answer d
(Avoiding the Cash Crunch; Trimming Overhead Costs     Page 297)

174. The budgeting strategy that evaluates the necessity of every item on the budget each year by starting with a zero in each budget category is called:

174. accrual budgeting.

174. cash budgeting.

174. zero-based budgeting.

174. cash flow budgeting.

Answer c
(Avoiding the Cash Crunch; Switch to Zero-Based Budgeting     Page 298)
175. When investing surplus cash, the small business owner’s key objectives should be:

175. high yields.

175. current income.

175. liquidity and safety.

175. long-term yield.

Answer c
(Investing Surplus Cash     Page 298)

176. Many successful, growing, and profitable businesses fail because they:

176. Become insolvent

176. Don’t have adequate cash to meet the sales

176. Don’t have management expertise

176. Both a and b

Answer d
(Cash Management     Page 272)

177. A firm whose sales fluctuate widely over a relatively short time might require a ______ cash budget.

a. Weekly

b. Monthly 

c. Quarterly

d. Biweekly

Answer a
(Preparing a Cash Budget     Page 275)

178. ___________ is not one of the three estimates a financial analyst suggests

a. optimistic

b. pessimistic

c. standard

d. most likely

Answer c
(Forecasting Sales     Page 280)

179. Some financial analysts recommend that a new owner estimate cash disbursements as best he can and then add an another __ to __ percent of the total

a. 30, 60

b. 25, 50

c. 30, 50

d. 25, 50

Answer b 
(Forecasting Cash Disbursements     Page 283)

180. The purchases for inventory and production lead sales. This statement means that:

180. Purchases for inventory and production provide sales leads.

180. The bills for inventory typically must be paid before sales are generated.

180. Cash must be available in order to pay for the purchases.

180. Both b and c

Answer d 
(Cash and Profits are Not the Same     Page 273)

181. Some businesses use ____________, in which a company bills a portion of its credit customers each day of the month, to smooth out uneven cash receipts.

a. Cycle billing

b. Zero balance account

c. Alternate billing

d. Cycle billing

Answer d 
(Accounts Receivable     Page 288)

182. A cash discount of “5/15, net 30” implies

182. Take 15% discount if you pay the invoice within 5 days; otherwise total payment is due in 30 days

182. Take 5% discount if you pay the invoice within 15 days; otherwise total payment is due in 30 days

182. Take 30% discount if you pay the invoice within 5 days; otherwise total payment is due in 15 days
182. Take 5% discount if you pay the invoice within 15 days; otherwise total payment is due in 31 days

Answer b 
(Accounts Payable     Page 292)

183. The statement, “collection of accounts receivable lags behind sales,” means that:

183. The collection of funds in the accounts receivable is always late.

183. Customers always are late in paying their bills.

183. The customers who purchased goods on credit may not pay until a month or more later.

183. None of the above

Answer c
(Cash and Profits Are Not the Same     Page 273)
184. By planning cash needs ahead of time, an entrepreneur is able to:

184. Reduce the amount and cash flowing out of the company

184. Develop a sound borrowing and repayment plan.

184. Both a and b

184. Increase borrowing costs by borrowing only when necessary

Answer c
(Estimating the End-of –Month Cash Balance     Page 284)

185. Marking down inventory items that don’t sell will result in:

185. Keeping the inventory lean

185. Reduction in inventory turn over ratio 

185. Paying expenses on time

185. All of the above

Answer a
(Inventory     Page 294)
186.  At the end of ____________, a business turns the equipment back over to the leasing company with no further obligation.  

186. Capital lease

186. Operating lease

186. Open-ended lease to return

186. None of the above

Answer b
(Trimming Overhead Costs     Page 296)

187.  At the end of__________, a business may exercise an option to purchase the equipment, usually for a nominal sum.    

187. Capital lease

187. Operating lease

187. Open-ended lease to return

187. None of the above

Answer a
(Trimming Overhead Costs     Page 296)

188. Entrepreneurs can trim costs by:

188. Avoid nonessential outlay

188. Look for simple ways to cut costs

188. Establish an internal security and control system

188. All of the above

Answer d
(Trimming Overhead Costs     Pages 296-298)

189. Cash management  involves:

189. forecasting

189. collecting

189. disbursing and investing

189. All of the above

Answer d
(Cash Management     Page 270)
190. ________ measures a company’s liquidity and its ability to pay its bills and other financial obligations on time by tracking the flow of cash into and out of the business over a period of time.

190. Forecasting
190. Cash Flow

190. Cash on hand

190. None of the above

Answer b
(Cash and Profits are Not the Same     Page 273)
191. _________ which is nothing more than a “cash map,” showing the amount and timing of the cash receipts and the cash disbursements day by day, week by week, or month by month.

191. Cash budget
191. Cash on hand
191. Cash forecast
191. Both a and c
Answer d
(Cash Management     Page 274)
66. What are the steps to creating a cash budget (not necessarily in order)?

a. Determining an adequate minimum cash balance.

b. Forecasting sales & forecasting cash receipts.

c. Forecasting cash disbursements & estimating the end-of-month cash balance.

d. All of the above

Answer d
(Preparing Cash Budget     Page 279)

67. Lockbox refers to

a. customers send payments to a post office box the bank maintains.

b. customers send payments to company’s mail box that has a lock

c. customers send payments to collection company’s mail box

d. None of the above

Answer a
(Accounts Receivable     Page 290)

68. A ________________is a checking account that technically never has funds in it but is tied to another master account like payroll

a. Cash account
b. Money Market Account
c. Zero balance account
d. Sweep account
Answer c
(Accounts Receivable     Page 291)

69. Sweep account refers to:

a. An account that sweeps cash from checking to personal savings

b. An account that sweeps zero balance account to an interest bearing account

c. An account that allows the small business owner sweep funds between personal and business accounts

d. All of the above

Answer b
(Accounts Receivable     Page 291)
70. __________ refers to buy much needed materials, equipment, and supplies—without using cash.

a. Sweeping

b. Bartering

c. Purchase on an account

d. Net terms

Answer b
(Bartering     Page 295)
71. One important characteristic of bartering is that:

a. The value of the products must be identical and the difference can be paid in cash

b. The value of exchange of products or services could vary

c. The exchange is in cash only

d. No cash is being exchanged when bartering.

Answer d
(Bartering     Page 295)

72. Ways to cut overhead cost are:

a. When possible buy instead of lease

b. Avoid non-essential outlays
c. Hire consultants and full time employees

d. None of the above

Answer b
(Trimming Overhead Costs     Pages 296-298)

True or False Questions
73.  The lack of cash has driven a number of small businesses, even those with solid profits, into bankruptcy.

Answer T
(Introduction
Page 270)

74. It is possible for a business to make a profit and go out of business due to cash flow problems.

Answer T
(Introduction 
Page 270)

75. The objectives of cash management are to adequately meet the cash demands of the business and to avoid retaining unnecessarily large cash balances.

Answer T
(Cash Management 
Page 270)

76. The cash management role of  “cash conserver,” controlling the cash needed to pay bills, and prioritizing and timing those payments, is the entrepreneur’s first and foremost responsibility.

Answer F
(Cash Management 
Page 272)

77. The cash flow cycle is the time lag between paying suppliers and receiving payment from customers.

Answer T
(Cash Management 
Page 272)

78. The longer a company's cash flow cycle, the more likely it is to encounter a cash crisis.

Answer T
(Cash Management 
Page 272)

79. For a small business, cash planning is relatively simple since cash and profits are the same.

Answer F
(Cash and profits are not the same 
Page 273)

80. Profit is the difference between a company’s total revenue and its total expenses.

Answer T
(Cash and profits are not the same 
Page 273)

81. Cash is money that flows through the business and is not tied up in any asset.

Answer T
(Cash and profits are not the same 
Page 274)

82. A firm whose sales volume is expanding rapidly need not be concerned about managing its cash flow.

Answer F
(Cash Management 
Page 274)

83. A study of 230 fast-growing companies showed that 73% tracked cash flow either daily or weekly.

Answer F
(The Cash Budget 
Page 274)

84. A cash budget is the document that shows a company the margin between its profit and its costs of goods and how to manage it.

Answer F
(The Cash Budget 
Page 274)

85. Typically, a small firm should prepare a monthly cash budget for at least one year into the future.

Answer T
(Preparing a cash budget 
Page 275)

86. The cash budget is based on the accrual method of accounting.

Answer F
(Preparing a cash budget 
Page 276)

87. A cash budget is a forecast of the firm’s cash inflows and outflows over a specific time period.

Answer T
(Preparing a cash budget 
Page 276)

88. The first step in preparing a cash budget is to forecast cash receipts.

Answer F
(Preparing a cash budget 
Page 279)

89. Ideally, a small firm's cash balance should be two times its average weekly sales.

Answer F
(Determining an adequate minimum cash balance 
Page 279)

90. Some experts suggest that a small business should maintain a supply of cash on hand equal to one-fourth its current debts.

Answer T
(Determining an adequate minimum cash balance 
Page 279)

91. One of the most reliable methods of determining an adequate minimum cash balance is using past experience.

Answer T
(Determining an adequate minimum cash balance 
Page 279)

92. Since even the best sales forecast can be wrong, the small business owner should prepare three forecasts - optimistic, pessimistic, and most likely.

Answer T
(Forecasting sales 
Page 280)

93. In a cash budget, credit sales to customers are recorded as soon as the sale is made.

Answer F
(Forecasting Cash Receipts 
Page 281)

94. The key factor in forecasting cash disbursements for a cash budget is to record them in the month when they are incurred, not when they are paid.

Answer F
(Forecasting cash disbursements 
Page 283) 

95. For cash planning purposes, it is better to underestimate cash disbursements than to overestimate them.

Answer F
(Forecasting cash disbursements 
Page 283)

96. To avoid cash crises, many owners add a "cushion" to each cash disbursement account since many expenses run higher than expected.

Answer T
(Forecasting cash disbursements 
Page 283)

97. To estimate a firm’s cash balance for each month, the owner must first wait until the end of the month.

Answer F
(Estimating the end-of month cash balance 
Page 284)

98. If a small firm's profits are climbing, the owner can be sure its cash balance also is rising.

Answer F
(Estimating the end-of month cash balance 
Page 284)

99. 40% of small business sales are on credit.

Answer F
(Accounts receivable 
Page 286) 

100. According to the National Association of Credit Management, receivables are only the second most important item on the balance sheet.

Answer T
(Accounts receivable 
Page 286)

101. The first line of defense against bad debt losses is to have a financial institution extend loans to credit-seeking customers.

Answer F
(Accounts receivable 
Page 286)

102. Most small businesses conduct a thorough credit investigation before selling to a new customer.

Answer F
(Accounts receivable 
Page 287)

103. An important first step in protecting the small business from bad debt losses is a detailed credit application.

Answer T
(Accounts receivable 
Page 287)

104. One effective technique for improving cash management is to establish a firm credit policy in writing and let customers know in advance what it is.

Answer T
(Accounts receivable 
Page 288)

105. The layout and readability of an invoice affects the likelihood of it being paid in a timely manner.

Answer T
(Accounts receivable 
Page 288)

106. Small business owners should not press customers for payment of their past due accounts for fear of losing them as customers altogether.

Answer F
(Accounts receivable 
Page 288)

107. The longer a debt is outstanding, the lower its probability of collection.

Answer T
(Accounts receivable 
Page 289)

108. When it comes to debt collection, it is appropriate to seek to motivate the customer to pay and not get into why the bill hasn't been paid during the "discussion stage" of the collection process.

Answer T
(Accounts receivable 
Page 290)

109. A lockbox arrangement is very inexpensive to operate and is economical even for small businesses with a low volume of payments on account.

Answer F
(Accounts receivable 
Page 290)

110. Some companies manage their accounts receivable and cash by using sweep accounts.  These are accounts where all funds above a certain minimum are automatically moved into an interest-bearing account.

Answer T
(Accounts receivable 
Page 291)

111. The wise small business owner should strive to stretch out his/her payables as long as possible without damaging the company's credit rating.

Answer T
(Accounts payable 
Page 291)

112. An invoice marked 3/12 net 30 means that you can take a 3% discount if you pay the bill in 12 days but you must pay the entire balance in 30 days.

Answer T
(Accounts payable 
Page 292)

113. Usually, trade credit from vendors is expensive, and small business owners should avoid it.

Answer F
(Accounts payable 
Page 293)

114. The danger inventory poses to a small business is the amount of cash it ties up.

Answer T
(Inventory 
Page 294)

115. Because inventory is illiquid, cash invested there is tied up and cannot be used for other purposes.

Answer T
(Inventory 
Page 294)

116. Surplus inventory yields about a 3% return rate and tends to be very liquid.

Answer F
(Inventory 
Page 294)

117. One highly effective cash management strategy is to schedule inventory deliveries as early as possible to speed your payment of accounts payable.

Answer F
(Inventory 
Page 294)

118. The nice thing about barter is that there is almost no cost involved in the process.

Answer F
(Bartering)

119. Nearly 80% of companies in the United States use leases to help cash management.

Answer T
(Trimming overhead costs 
Page 295)

120. A lease is treated as an operating expense and is not carried as a liability on a company's balance sheet.

Answer T
(Trimming overhead costs 
Page 296)

121. Rather than build the current year's budget on increases from the previous year's budget, zero-based budgeting starts from a budget of zero and evaluates the necessity of every item.

Answer T
(Zero-based budgeting 
Page 298) 

122. Small business managers need not be concerned about investing surplus cash since small amounts of cash sitting around for a few days or weeks are not worth investing.

Answer F
(Investing surplus cash 
Page 298)

123. When investing surplus cash, the small business owner should seek the highest returns possible on the money.

Answer F
(Investing surplus cash 
Page 298)

124. Asset-management accounts are available to small businesses that have at least $1.5 million in annual revenues.

Answer F
(Investing surplus cash 
Page 298)

125. Proper management of cash accounts can yield the owner additional leverage, the equivalent to actually keep the capital in the accounts.

Answer T
(Conclusion 
Page 299)

126. Hiring both part-time and free lancers rather than full-time workers saves on both the cost of salaries and employee benefits.

Answer T
(Trimming overhead costs 
Page 297)

127. At the end of a capital lease, a business has no option left to purchase the equipment

Answer F
(Trimming overhead costs 
Page 296)

128. Lease is considered a liability on the balance sheet.
Answer F
(Trimming overhead costs 
Page 296)

129. Only 60% of a typical business’ inventory turns over quickly

Answer F
(Inventory 
Page 294)

130. Twenty percent of the typical company’s customers generate 80 percent of all accounts receivables.

Answer T
(Accounts receivables 
Page 289)

131. Cash flow cycle refers to the time lag between paying suppliers for merchandise and receiving payment from customers.

Answer T
(Cash Management 
Page 272)

132. Cash flow measures a company’s liquidity and its ability to pay its bills and other financial obligations on time by tracking the flow of cash into and out of the business over a period of time.

Answer T
(Cash Management 
Page 270)

133. Cash budget is the same as “cash map”.

Answer T
(The Cash Budget 
Page 274)

134. There are four steps to creating a cash budget: Determining an adequate minimum cash balance; Forecasting sales; Forecasting cash receipts; and Estimating the end-of-month cash balance.

Answer F
(Preparing a Cash Budget 
Page 279)

135. Carrying too much inventory increases the chances that a business will run out of cash.

Answer T
(Inventory 
Page 294)

136. One disadvantage of carrying too much inventory is controlling and managing the inventory.

Answer T
(Inventory 
Page 294)
137. Bartering refers to buy much needed materials, equipment, and supplies in exchange of other products or services and cash.
Answer F
(Bartering 
Page 295)

Essay Questions

138. What are the five cash management roles an entrepreneur needs to fulfill in his/her small business?

(Five cash management roles an entrepreneur)

139. Define or describe the terms: revenue, cash, profit, cash budget, cash flow, and cash flow cycle. Why is it important to understand the differences among them?

(Preparing a cash budget)

140. Discuss the five basic steps to establishing a cash budget for a business.

(Preparing a cash budget)

141. What are the big three of cash management? How does each impact the operation of the small business?
(The “three big” of cash management)
142. Create a credit and collection policy for a privately owned small bookstore/café which has a number of customers who buy pastries on account and numerous customers with standing book orders that they pay on once a month.
(Creating a collection system that works, table 9.5)

143. If you were having difficulty getting your customers to pay in a timely manner, what could you do to speed payment?

(Accounts receivables)

144. How should a small business owner manage his/her accounts payable?

(Accounts payable)

145. How can an entrepreneur manage inventory in order to improve cash flow?

(Inventory)

146. What role does barter and investing surplus cash play in improving a small firm's cash flow?

(Avoiding the cash crunch)

147. Offer several suggestions on how to trim overhead expenses in order to avoid a cash crunch.  Explain how each technique can reduce the cash requirements for a small business.

(Trimming overhead costs)
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