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Learning Outcomes 
Students should be able to: 
• explain the purpose of cash flow forecasts, in the context of both forward planning and review;
• analyse the importance of cash flow to a business;
• complete parts of a cash flow forecast;
• calculate and interpret a simple cash flow forecast;
• analyse the consequences of incorrect forecasting.

 
Cash Flow
Cash flow is the amount of money flowing into and out of a business over a period of time. Cash flow is vital 
to all businesses – if they don’t ensure they have a healthy cash flow then they could find themselves in 
difficulty paying essential bills.

Cash Flow Forecasts
Cash flow forecasts are statements that enable a business to plan and analyse its expenditure and receipts 
over a period of time, considered on a month by month basis.

A cash flow forecast outlines the expected cash/bank receipts and payments for a business, usually on a 
month by month basis. A balance is shown each month and this allows the business to forecast periods 
when outgoings are higher than incomings, so that they can take action.

To prepare a cash flow forecast the organisation needs to know what receipts and payments are likely to 
take place and when. This allows the firm to identify any time that there might be a shortage of cash and 
provides them with an opportunity to plan for this, e.g. by arranging an overdraft. Seasonal businesses need 
to be careful they have enough cash available to keep them going through the less busy months.
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Source: CCEA GCSE Unit 2 June 2011

Calculate:

(i)  Sales for July

(ii)  Total payment for August

(iii)  Opening balance for September

(iv)  Total Receipts for September

(v)  Closing balance for September
 
Note: The closing balance of one month forms the opening balance of the next month.

Receipts July August September

£ £ £

Opening Balance 5500 5400

Sales 4100 4600

Total 9700 9500

Payments

Rent 500 500 500

Rates 100 100 100

Advertising 400 600 800

Purchases 2300 4600 7000

Telephone 0 0 600

Wages 1000 1200 1300

Shop Fittings 0 0 2000

Total 4300 12300

Closing Balance 5400 2500

Cash Flow Forecast for the Pastry Shop for the three months
July to September 2010
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Construction of a cash-flow forecast
Construct a CASH-FLOW FORECAST from the following information:

Jan
(£)

Feb
(£)

Mar
(£)

Apr
(£)

Opening balance 500

Cash sales 600 200 500 200

Monthly rent paid 100

New machine bought 800

Government grants 900 900

Credit sales 800 500 700 900

Wages paid 400

Invested some of my savings in the business 500

Cash purchases 300 900 700 500

Paid for light, heat and power 400 300 200 100

Withdrew cash each month for my own use (drawings) 200
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Cash-Flow Forecast for quarter ending April 30th

Jan
(£)

Feb
(£)

Mar
(£)

Apr
(£)

Receipts

Cash sales

Government grants

Debtors

Personal investment

Total Receipts (a)

Payments

Rent

New machine

Wages

Purchases

Light, heat and power

Drawings

Total Payments (b)

Net Cash Flow (a less b)

Opening balance

Closing balance
  

A business should draw up a cash flow forecast for the following reasons:

• To forecast periods when outgoings are higher than incomings;
• To highlight periods when overdraft facilities may be needed;
• To allow remedial action before cash flow problems arise;
• To identify areas where costs need to be cut;
• To identify seasonal fluctuations and take appropriate action.
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Methods to Improve Cash Flow 
Cash flow is the most liquid of all business assets. There are many solutions to managing cash deficits some 
of which include the following:

• leasing instead of buying equipment;
• delaying the purchase of equipment, thereby delaying expenditure;
• asking suppliers to extend credit periods;
• finding additional funding to cover cash shortages, e.g. overdraft/bank loan;
• cutting expenditure, e.g. cheaper suppliers;
• in a seasonal business the cash situation could be improved at more difficult times of the year through 

diversifying.

Consequences of Incorrect Cash Flow Forecasting
• It may cause a shortage of working capital – wages or supplies may not be paid.
• It may cause capital to be unused.
• Some of the business’s assets may have to be sold.
• Purchases may be made at the wrong time – payment may be difficult.
• Trading opportunities may be lost.
• Business may have to close in extreme cases.
• Banks may not lend money.
• Targets may not be met.
• Business may need a loan/overdraft.


