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	A business will fail if cash is not available to meet commitments.  It is often termed the “life blood” of the business. A cash flow forecast is not concerned with profitability but with the movement of cash through the business and therefore the ability of the business to meet financial obligations as they fall due. 
Every business needs to produce a forecast and the following guidance notes to be used in conjunction with the blank cashflow forecast in your workbook, will help you to do that. Whilst the profit forecast must be used as a guide where appropriate, there will be differences such as stock, where a business may have to buy up-front stock in quantity, whilst the profit forecast only shows stock used.
a) Having established your target sales figure in your profit forecast, copy that figure to the work anticipated line (adding VAT if registered) broken down month by month starting with your first trading month. This is the month in which you do the work which may be different to when you get paid.

b) This monthly figure must now be entered again in the lines immediately below, but this time with a realistic breakdown between cash (instant) transactions and credit transactions into the months when payment is anticipated e.g. 30 days or 60 days later. 
c) Enter all own/family cash introduced, loans, grants etc usually in the pre-start column, but could be later or ongoing if the business has to be subsidised in early trading.
d) Enter in the pre start column all expenditure which has to be incurred before you are in  a position to trade (ie. Start-up costs)
e) Enter anticipated business expenses in the months when such payments fall due e.g. monthly, quarterly, annually.  
f) Enter proposed capital expenditure where assets are being purchased.

g) Enter repayment amounts for loan commitments, which will be the monthly payments –capital plus interest. This item is another example where the figure will not show in the profit forecast although the cost of borrowing (interest) will.

h) Enter your own drawings established from the personal budgeting exercise.

i) Add all receipts and enter totals at a) and add all payments and enter totals at b)
j) Subtract payments from receipts (b from a) to create the movement (difference) in cash each month.

k) Assume opening balance to be nil which, when added to pre-start movement, will give the projected closing bank balance, and this figure becomes the opening balance in month 1 and so on across the page.

ACTIVITY
Produce a cashflow forecast for your first year of trading. 

The anticipated time for this activity is between 10 and 15 hours
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