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Cash flow forecasting
Learning aim B (Topic B.2)
Cash flow problems are a major reason why businesses fail. This means that forecasting, and taking action when there may be problems, is vital to success.

Your tasks

1 ‘Cash flow’ concerns cash inflows and cash outflows. Put a cross (X) against the three items which are cash outflows for a small hotel.
	
	Cash outflows

	Staff wages
	x

	Sales of drinks in the bar
	

	Share capital
	

	Insurance
	x

	Interest on business loan
	x


2 The hotel, Smallfields, has just opened in a small seaside town on England’s south coast. Its owner, Martin, would like to work out his cash flow forecast for next month.

a Calculate Martin’s net cash flow and enter it in the table below.
b Calculate Martin’s closing bank balance at the end of June and enter it in the table.

	

	June

	Total receipts
	20,000

	Total payments
	12,000

	Net cash flow
	8000

	Opening balance
	(6,000)

	Closing balance
	2000


3 Martin is preparing his cash flow forecast for the winter months.
c Complete the forecast for the hotel by filling in the table below.

	
	December
	January
	February

	Total receipts
	25,000
	11,500
	10,200

	Total payments
	18,200
	14,200
	8,600

	Net inflow / outflow
	6800
	(2700)
	1600

	Opening balance
	1,250
	8050
	5350

	Closing balance
	8050
	5350
	6950


d In February, Martin discovers that a local business that has owed him £6,000 since July is closing down and cannot pay him. Calculate his revised closing balance.
4,200 – 8,600 = NCF (£4400). Therefore closing balance = £1,600 + (4,400) = (£2,800)
_________________________________________________________________________

e Recommend two actions that Martin can take to manage his finances better.

Sensible suggestions about reducing payments and/or increasing cash in. Or spreading / delaying payments 
_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

4 Explain two ways in which cash flow forecasting can help a business to plan for success.

______Helps to spot times when business sis likely to run out of cash _______________________________________________________________________

______Forewarns business to see if they need to get in external finance _______________________________________________________________________

___________helps business see if they need to do something to reduce payments or increase cash in __________________________________________________________________

_____________________________________________________________________________
Activity sheet 7
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