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Cash flow 
A cash flow forecast is a best estimate of your expected receipts and payments throughout the period in question. The cash flow will assist you to set out what you can achieve within a given timeframe. Sometimes you may wish to grow your business faster but cash is necessary to enable you to trade at all. If cash planning is a weakness in your personal life take extra care in business to avoid difficulty with what will probably be large amounts of money.
· Overtrading: Cash planning is very important to ensure that you do not overtrade, particularly at the early stage. If you want to take on extra business, you must fund stock, debtors and other items at roughly the rate at which the business is growing. For instance if, instead of the £50,000 sales forecast in your business plan, your sales reach £15O,OOO, there will be considerable additional stock and debtors to fund, as well as higher overheads to pay. However, if you agreed a £5,000 overdraft with your bank but now find that, due to serious overtrading, you cannot pay the bills this is a threat to your business. Your only option is to work your way out of this difficulty through a return to cash planning. It may be clear from your forecast that you are trying to grow too fast without adequate funding. Cash planning will help you to avoid overtrading and associated problems.
  

· Difference between cash and profit: One businessperson put it thus: "Profit is an accounting concept but cash is reality". People who run successful companies place great emphasis on cash flow. It is true that you can survive a month of losses but could you survive a month in business without cash? If you offer credit to your customers the real difference between profit and cash will become very clear. You may have made a healthy profit during the month on your invoiced sales but, although there are a number of cheques in the post, you are under severe pressure because you are unable to pay the wages. Equally, if you are in a retail environment the value of your stock may reflect well in your balance sheet but if you cannot convert this stock into cash you could go out of business.
  

· Preparing your cash flow: In your first year of business cash planning will be difficult because you do not have solid figures from previous years to work from. Your bank manager will not expect you to predict your exact position three years ahead in your first year of operation. However, he or she would like to think you took the time to make a best estimate of your cash requirement for the first 12 months and that you have given some thought to the "what if" possibilities that could arise such as: "What if we only do half this level of turnover?" or, "What if the customers are slow to accept the product?" or indeed, "If the product or service takes off what are the parameters within which we can operate?" The quality of the cash flow will be determined by the time and effort that go into its assumptions.
 
There are four stages in the preparation of a cash flow, as follows:
· Estimate the amount and timing of expected receipts. 

· Estimate the amount and timing of anticipated payments. 

· Compare each month's total receipts and payments to determine the net cash inflow or outflow for the period. 

· Include the opening balance for each period with net cash inflow/outflow for that period to arrive at the projected closing balance. The closing balance in period one will be the opening balance in period two, etc.
  

· In summary: your cash plan must provide a detailed picture of the financial position of the business. It is only possible here to give you a very simple introduction to assist you and get you started.
  

