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Cash flow tips

1. A good cash flow is not just a spreadsheet of numbers.  It’s the document that people examining your business will spend the most time reading. You need to make it watertight. If there are gaps then people will wonder what else you haven’t thought through. 

As you complete the cash flow, note the assumptions you’re basing the figures on. These will show anyone reading the cash flow how you arrived at these figures.
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The time you spend assessing a realistic sales level is crucial. You should outline exactly how you came to the sales figures for each month. Don’t forget seasonality. Sales rarely stay at the same level throughout the year.


3. Once you’ve outlined the sales for each month you’ll be able to estimate your costs. You need to explain in detail how you calculated these amounts.

You can be certain about some costs (for example, you can find out your rent), and some will be estimates (power and phone charges).
4. Check your capacity. Don’t put $50,000 for a month unless you can physically do it.  There are only a certain amount of hours in the day.
5. If you can, find out your industry information such as average net profit and gross profit amounts.  If you differ from the average, people will want to know why.
6. Make sure your drawings are realistic.  Don’t take out too much money, or too little.
7. Don’t forget one off items like accounting fees, and your tax obligations. Many businesses struggle to find the cash to pay taxes when they are due. You must get your accountant to help estimate your tax.
8. Prepare at least two years of cash flow so you can see what might happen in the second year of business. Don’t look too far ahead because longer predictions are unlikely to be accurate.
Not every invoice gets paid on time. You need to take this into account. You might decide that 80% of payments come in on time, 10% a month late and 10% two months late.
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