[image: ]Profit is not the same as cash! 
Cash is probably more important than profit.


·  Cash is the money that is immediately available to spend. 

·  Not all customers pay for products straight away.

· [bookmark: _GoBack]Businesses do not always pay for their supplies and expenses straight away. 

· However, these credit transactions are included in the profit calculation.

Profit = total revenue (cash and credit sales) – total costs (cash and credit purchases) 

· A successful business making a profit can run out of cash

· This can lead to a business becoming insolvent as creditors might take the business to court to obtain money owed.

Not all transactions affect the profit or the cash flow of the business
· Money invested or borrowed by the business 
Cash increases, 
No change to profit
· Capital expenditure (buying capital goods eg machine)
Cash decreases
No change to profit
· Sale of goods on credit
Profit increases
No change to cash
· Buyer pays for goods previously bought on credit
Cash increases
No change to profit
· Business purchases supplies on credit
Profit decreases
No change to cash
· Business pays for purchases previously bought on credit
Cash decreases
No change to profit

Cash is important for the business at all times. Profit becomes more important for the long run success of the business
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