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INTRODUCING BUDGETS AND CASH FLOW FORECASTS 
 
WHAT ARE THEY? 
 

These are critical sections of any Business Plan or Grant Application – and funders will pay a lot of 
attention to them when considering whether or not to make an investment in your Childcare Business. 
Firstly, it’s essential you understand that Budgets and Cash Flows are very different things;  
 

Budgets seek to give an overall picture of the levels of trading income and expenditure expected over 
the year. They don’t seek to reflect the actual “timing” of money that flows into and out of your business.  
 

Cash Flows aim to ensure that your business will have enough money in the bank to cover the costs of 
all the goods and services it may need throughout the year, as and when the payments fall due.  As 
well as reflecting the actual timing of money moving in and out of the organisation (usually on a 
month-by-month basis), Cash Flows also begin with the money available ‘in the kitty’ at the start of the 
year, and end-up with a figure for the money that should remain left over at the end of the year. 
 
Many businesses of all types “go bust” each year because, although they have a full order book, and 
make profits on paper, they don’t have enough hard cash available in the bank to pay their bills!  There is 
an old saying in business:  “Turnover is Vanity – Profit is Sanity – but CASH IS KING!” 
 
 
WORKING OUT BUDGETS 
 

 Make them as accurate as possible; check what the actual figures should be. Don’t guess what you 
will spend on salaries, utilities etc – look at what you’ve paid previously – or what other people are 
paying for similar posts.  Ignore pence in the outcomes, work in round pounds. 

 Don’t forget to include other staff costs such as Employer’s National Insurance, Employer’s Pension 
Contributions, training and travel expenses, recruitment advertising etc. if they are relevant. 

 Include an allowance for inflation each year – this will affect the costs of employing staff (not least 
because of changes to the National Minimum Wage) as well as many other items of expenditure. It’s 
unrealistic to expect to pay the same year-on-year – and your staff may not stick around if you try! 

 Make certain you include everything! A budget should contain all the costs of running your 
organisation – from rent to sanitary waste disposal and from the cost of supplies to utility bills.  Don’t 
forget to allow for ‘one-offs’ like accountancy charges, OfSTED Registration fees, replacement 
equipment etc. 

 Just breaking-even (i.e. covering your costs but no more) is not enough.  Even a “Not For Profit” 
organisation still needs to make a surplus, to allow for building reserves. 

 
If you are producing a Budget on a spreadsheet and feel it’s getting too detailed, think about creating a 
series of ‘Working Sheets’ for each major aspect, all linking to an overall ‘Summary Spreadsheet’.  
 
When you think your Budget is complete, sit back and review it carefully. Does the overall picture seem 
to reflect your experience of the way the business has actually run over the last few years? If not, what is 
different, and why?  Does it ‘feel right’ to you? Perhaps you can show a colleague a draft for a second 
opinion?  It’s common at this stage to find that some areas have been omitted or even over-budgeted 
and this ‘reality check’ is a good way of finding such errors.  
 
 
UNDERSTANDING CASH FLOW FORECASTS, AND HOW THEY DIFFER FROM BUDGETS 
 

Cash Flows predict your “actual” cash-in-the-bank position as money comes and goes.  They need to 
show month-by-month figures for the remainder of your current Financial Year, and can be extended if 
required to show the following 12 months, and so-on, on an annual basis for future years after that.  Your 
figures should be your best realistic estimate of what’s expected to happen over the period.  
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The essential difference between Budgets and Cash Flows is best demonstrated by an example: 
  
 Suppose an organisation has a post funded by a Local Authority Grant. The person filling the post 

works full time, 12 months of the year, but the Local Authority pays the grant in quarterly instalments 
3 months in arrears, and its processes for authorising and making such payments are rather slow. 

 
 An annual Budget would simply show total yearly staff cost of this post on one side and total yearly 

grant on the other. Even a month by month Budget usually shows expenditure on the person’s salary 
as spread evenly over 12 months, and would often therefore show the income spread evenly over 12 
months as well. This reflects the way organisations “think” about employing staff – they’re paid every 
month so it’s normal to just match-up expenditure to covering income in a similar fashion. 

 
 However, that’s far from what would happen in actual cash terms here!  The quarterly grant covering 

April, May & June would come in one single lump sum payment – supposedly due in July, but received 
quite possibly as late as August or even September - even though the salary has to go out each month 
before then!  This could give the organisation a real problem, in having to pay wages for up to six 
months before receiving any grant towards them.  (No-one doubts it will come through in the end, but 
that’s not the point; employees can’t wait for their pay till it does!).  If this pattern were repeated across 
a number of budget areas, such Cash Flow timing variations could make a significant difference to the 
amount of money (often called ‘working capital’) needed to keep the business’s finances healthy.  In 
a serious case it might have to fold, simply for want of hard cash to pay bills as they fall due. 

  
You therefore need to bear this in mind when creating your Cash Flow – make sure it reflects when the 
money will actually arrive (for example, if you invoice parents monthly at the end of the month, then 
September’s fees will not be in your Bank Account until during October even if they pay promptly), and 
when it will leave your account to pay your Nursery’s bills. It’s nearly always easier to construct your 
Budget first and then build your Cash Flow from that; once you know how much you need to raise or 
spend, then you can think about when it’s likely to arrive or leave. 
 
 
DEVELOPING YOUR CASH FLOW FORECAST 
 
Once you’ve completed your Forecast, the next step is preferably to look at and comment on a couple of 
“What If?” Scenarios.  Where would it leave you if they happened, and what would you do? This “stress-
testing” of the assumptions you’ve made can be time-consuming but it will really help you to assess and 
understand the risks for your Setting – and to plan for what you’ll need to do if they have to be addressed. 
 
For example (having first carefully saved the original spreadsheet on your computer!) you could take the 
“Expected Scenario” figures and re-work them to show what the effects would be if you failed to get a 
grant you applied for; or if Occupancy was (say) 20% less than you expected.  This is known as your 
“Worst Case Scenario” and – just for instance – your fee income would probably be 20% down, but 
after a reasonable interval you might also expect to make some staff redundant, so your expenditure on 
staff costs might also reduce (not necessarily by 20% though!).  But some cost overheads (e.g. rent) 
would always remain fixed irrespective of child or staff numbers.  
 
Then do the opposite – what would happen if you were even more successful than you expected to be?  
This is the “Best Case Scenario” and you might think it would see all your problems solved, but actually 
success can bring a whole different set of challenges – you may find you need to advertise to recruit 
more staff sooner; buy more equipment; bring forward an extension to the premises . . . 
 
Finally, work-out how you can cover any gaps in your funding these exercises reveal.  Do you need to 
cut costs, borrow money, rearrange the timing of expenditure . . . or what? 
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