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Cash flow

Introduction
If you are involved in running any organisation, at some time you will come across
the idea of a Cash Flow projection. It may sound complicated, but it is really quite
simple. For most groups, a detailed projection will not be necessary, but it is worth
thinking about.
Cash Flow is simply a way of making sure you will have the right amount of cash in
the bank to pay your bills. Even if you do not do a formal cash flow projection you
need to keep an eye on the bank balances.
The potential problems due to running out of cash are obvious, particularly if there
are contracts that need to be honoured. Perhaps the most obvious are contracts of
employment. Any failure to pay staff on the contracted date, because of a cash
shortage, could have serious implications for an organisation.

When to bother with Cash Flow
• if you are poor - simply making sure you do not run out of money
• if you are very wealthy - some groups may be able to maximise their income from

bank interest by moving their money around to get the best deal
• if your income and expenditure is variable throughout the year - common

problems are where grant payments arrive every three months, or an
organisation is very busy over the summer months

• if you have a current account to pay the bills, but you want to keep as much as
possible in a deposit or higher interest account. If possible, get your bank to
arrange an automatic transfer system so that you do not have to worry about this.

How to do it
Taking the budget for the year, you spread the receipts and payments among the 12
months. Some will spread evenly (cleaning and hygiene) some will not (Grant
payments) The aim is to predict, as accurately as possible, when the transactions
will occur. The totals for all months should, of course, match the budget for the year.
If you include certain 'non-cash' items in your budget (like depreciation) you should
ignore these, but most small groups would not be affected by this.

Your starting point is to estimate the bank balance at the start of the year. This
amount, plus receipts for the first month, less the payments, gives the expected bank
balance for the end of the month. This is then the 'opening balance' for the next
month and so on.

As the year proceeds, you can replace your estimates with actual figures. This will
make your estimates for the final months more accurate.
You can do this with pen and paper, by a graph, or by a spreadsheet. A



spreadsheet is ideal for this as it saves a lot of time once you have set it up.

An Example
The Following example was compiled on Microsoft Excel, but any spreadsheet will
do.

It shows that this group will need to take action if it is to avoid a serious problem in
July. The advantage in doing the Cash Flow early is to enable you to take action
now in order to avoid a panic later. Sometimes the way to avoid a problem is to
delay spending plans until a later date. Sometimes you may need to generate more
cash, or try to receive the cash earlier. A final resort could be to talk with your bank
about a short-term overdraft facility.

As the months pass, the estimates can be replaced by the actual figures from the
books. For example, if April's payments were only £100. instead of the estimated
£300, you will see that the closing balance for April would be £1100. This would
change the 'opening balance' for May to £1100. and the closing balance for May to
£800. ...and so on. You can see that the problem in July is now avoided.

Month April May June July August September

Opening Balance 1000 900 600 200 -100 100
Plus Income 200 0 500 0 500 400
Less Expenditure 300 300 900 300 300 300

Closing Balance 900 600 200 -100 100 200

The codes for the spreadsheet would look like this:

Month Ap My Jn Jl Au Se

Opening Balance 1000 =C7 =D7 =E7 =F7 =G7
Plus Income 200 0 500 0 500 400
Less Expenditure 300 300 900 300 300 300

Closing Balance =C3+C4-C5 =D3+D4-D5 =E3+E4-E5 =F3+F4-F5 =G3+G4-G5 =H3+H4-H5

In conclusion:
Cash Flow is not too complicated, and it can be very important for some groups.
Even if there is a slight risk that you may go overdrawn during the year, it could be
worth checking the situation by a simple cash flow projection. In any event, it is a
good way of learning about spreadsheets.


