Cash Flow Buster

This sheet has been designed to help you learn everything you need to know about cash flow.

· One of the most important forecasts that a business makes concerns the amount of money which it expects to have flowing into (income) and out of (expenditure) the business in the future. This is called a cash flow forecast.
· A cash flow statement differs from a cash flow forecast in that it details something which has happened to the business, not what might happen (which is shown in a cash flow forecast).

· Income (revenue) is money coming into the business. This can be in the form of sales, rent, loans etc. 

· Expenditure (outgoings) is the money going out of the business. This can be in the form of materials (stock), energy costs, wages, transport, other bills etc. 

· USE THE POINTS BELOW TO HELP YOU FILL IN CASH FLOW FORECASTS
· On a cash flow forecast, total income is calculated by adding all your various incomes together. E.g. sales revenue + rental income + AND YOUR BALANCE BROUGHT FORWARD FROM THE PREVIOUS MONTH
· On a cash flow forecast, total expenditure is calculated by adding all your various outgoings together. E.g. stock + wages + bills 

· Profit is calculated by taking your income and subtracting your expenditure.

· On a cash flow forecast, your balance carried forward (profit or loss for the month) is calculated by taking your total income and subtracting your total expenditure. 
· E.g. 

Balance brought forward (£1,000) + Sales revenue (£1,000) + rental income (£500) = total income (£2,500)
Stock (£200) + wages (£300) + bills (£150) = total expenditure (£650) 

Balance carried forward (profit for the month) = total income (£2,500) – total expenditure (£650)

Balance carried forward therefore = £1,850

· Your closing balance for the month (balance carried forward) is the same as your opening balance for the following month (balance brought forward).
· A negative cash flow is not necessarily a problem. It just means that for that month, more money went out of the business, than the money coming in. 

· However, if negative cash flow continues for a long period of time, this will be a problem. 

· A profit and a cash flow surplus (positive amount at the end of the month) are not the same; nor are a loss and a cash flow deficit (negative amount at the end of the month).
A CASH FLOW FORECAST MUST BE COMPLETED ON A MONTH BY MONTH BASIS – DO NOT JUMP AHEAD BEFORE YOU HAVE FILLED EVERYTHING IN FOR ONE MONTH

	
	March
	April
	May
	June

	
	£
	£
	£
	£

	Balance brought forward

	20,000
	
	
	

	
	
	
	
	

	INCOME:


	
	
	
	

	Sales revenue


	100,000
	125,000
	130,000
	80,000

	Rental income


	10,000
	10,000
	10,000
	10,000

	TOTAL INCOME:


	
	
	
	

	
	
	
	
	

	EXPENDITURE:


	
	
	
	

	Wages


	20,000
	25,000
	20,000
	30,000

	Stock


	100,000
	120,000
	70,000
	80,000

	Electricity


	0
	10,000
	0
	0

	Phone


	5,000
	0
	0
	5,000

	TOTAL EXPENDITURE:

	
	
	
	

	
	
	
	
	

	Balance carried forward


	
	
	
	


a) In which months might the next phone and electricity bills be due?
b) Explain why the business above might still be profitable despite the fact that it has a negative cash flow during one month.

	
	Jan
	Feb
	March
	April

	
	£
	£
	£
	£

	Balance brought forward

	100,000
	
	
	

	
	
	
	
	

	INCOME:


	
	
	
	

	Sales revenue


	50,000
	
	
	

	Rental income


	20,000
	
	
	

	TOTAL INCOME:


	
	
	
	

	
	
	
	
	

	EXPENDITURE:


	
	
	
	

	Wages


	10,000
	
	
	

	Stock


	5,000
	
	
	

	Electricity


	5,000
	
	
	

	Phone


	1,000
	
	
	

	TOTAL EXPENDITURE:

	
	
	
	

	
	
	
	
	

	Balance carried forward


	
	
	
	


· Sales revenue grows by £10,000 each month

· Rental income decreases by £5,000 each month

· Wages grow by £2,000 each month

· Stock increases by 50% each month

· Electricity stays the same

· Phone bill increases by £200.

Fill in the cash flow forecast above
Please comment on how well you think this company is doing and give reasons for your answer.
