
Managing Expenses, Credit, and Cash Flow ENTR 5-3 
 
Think Critically 
 
1. What are some ways you can improve your cash flow? 

2. Why is it important for an entrepreneur to analyze the financial statements of the business? 

3. What would be the benefit of preparing an income statement monthly instead of once a year? 

 
True or False 
 
_____ 1. A cash budget is based on past revenues and will show the projection of incoming cash. 

_____ 2. If your cash receipts will not cover your expenses, you can try to increase the cash coming into 
your business. 

_____ 3. To encourage customers to pay more quickly, you can offer discounts on bills paid immediately. 

_____ 4. Reducing your payroll expenses by laying off workers can improve your cash flow. 

_____ 5. You can reduce fixed expenses to improve your cash flow. 

_____ 6. Dividing total sales by the sales of a specific product gives the percent of sales accounted for by 
that product. 

_____ 7. Net sales is the dollar amount of all sales, including sales that have been returned. 

_____ 8. The profit ratio for a business can be compared to the average profit ratio for the industry. 
 
 
Multiple Choice 
 
_____ 1. Offering discounts on bills paid right away will (a) increase your cash receipts, (b) get customers 

to pay more quickly, (c) reduce your accounts receivable, (d) all of these. 

_____ 2. You can reduce your disbursements by (a) holding more inventory, (b) adding to your payroll, (c) 
paying your bills more promptly, (d) none of these. 

_____ 3. Reducing your inventory will (a) decrease your accounts payable, (b) increase your accounts 
payable, (c) decrease your accounts receivable, (d) not improve your cash flow. 



_____ 4. Analyzing your sales by product can help you (a) determine the amount of income tax to pay, (b) 
find the breakeven point, (c) make decisions about what kind of inventory to stock, (d) 
determine whether or not your business is earning a profit. 

_____ 5. All of the information necessary for calculating net profit on sales is found on the (a) cash flow 
statement, (b) balance sheet, (c) income statement, (d) inventory record. 

_____ 6. What must be subtracted from net sales to find gross profit? (a) Cost of goods sold, (b) 
Operating expenses, (c) Total expenses, (d) Interest expense. 

_____ 7. Net profit on sales is equal to net income after taxes divided by (a) gross sales, (b) cost of goods 
sold, (c) net sales, (d) none of these. 

_____ 8. The volume of sales that must be made to cover all the expenses of a business is (a) the 
breakeven point, (b) impossible to determine, (c) net revenue from sales, (d) the profit point. 

_____ 9. You can increase cash receipts by (a) establishing tighter credit policies, (b) following up on 
unpaid accounts receivable, (c) holding shipments to customers with unpaid bills, (d) all of these. 

_____ 10. The net-profit-on-sales ratio determines (a) cash flow, (b) the breakeven point, (c) business 
profits, (d) interest expense. 

Problem Solving 
 
1. Complete the following income statement. 
 

Revenue from sales 

     Gross sales $183,000 

     Returns $1,900 

     Net sales  

     Cost of goods sold $74,400 

     Gross profit  

Operating expenses 

     Salaries $32,400 

     Advertising $1,200 

     Rent $12,000 

     Utilities $900 

     Insurance $1,200 

     Other $780 

     Total expenses  

Net income from operations  

Interest expense $3,600 

Net income before taxes  

Taxes $13,350 

Net income after taxes  

 
  

2. Use the income statement from 
Question 1 to compute the net 
profit on sales ratio. Show your 
work in the space below. 



What Went Wrong? ENTR 5-3 
 

 

 

 


