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Why DO Cash Flow Forecasting?

• It’s your job (or someone in Finance)

• Ensure sufficient liquidity 

• Inform investment decisions

• It’s all about knowing when you will need your cash/liquidity



What is Cash Flow Forecasting?

• What’s coming in - what’s going out
• Today
• Tomorrow
• Yesterday

• Cash flow forecasting is an art  - it is NOT a science!
• Estimates don’t need to be exact

• Cash flow forecasting is not the same as your cash balance
• (Cash balance should be checked every day!)

• It’s all about knowing when you will need your cash/liquidity



The basics

• No need to think in budget years 
• WHEN DEVELOPING ONE IT SHOULD BE YEARLY

• Don’t conflate a cash flow forecast with fund balance

• Expenditures and revenues can be unpredictable, but that can be 
addressed!

• Use tools already available and team members
• EXCEL!



Types of cash flow forecasts

• Yearly Forecast
• Monthly Forecast
• Weekly Forecast
• Daily Forecast
• Project-Based Forecast



Yearly forecast

• Estimates annual cash position
• Determines cash available for investments of more than 30 days
• Provides a useful monthly overview for investment decision-making
• Prepared for this fiscal year and next one to three fiscal years
• Rolling year



Yearly example



Monthly forecast

• Estimates monthly cash position
• Determines cash available for investments of less than 30 days
• Monitors accuracy of annual forecast



Monthly example

Jan Feb Mar Apr May Jun Total

Beg. Balance: $500 $2,585 $3,044 $2,401 $1,669 $1,226 $500

Receipts:
Property tax $2,775 $975 $50 $10 $50 $50 $3,910
Sales tax $250 $375 $200 $200 $250 $250 $1,525
Utility billing $300 $300 $300 $300 $500 $500 $2,200
Other $10 $10 $10 $10 $10 $10 $60
Total $3,335 $1,660 $560 $520 $810 $810 $7,695

Disbursements:
Payroll $1,130 $1,103 $1,103 $1,103 $1,144 $1,144 $6,727
Payables $65 $65 $65 $65 $65 $65 $390
Capital projects $32 $33 $35 $38 $44 $47 $229
Debt Service $23 $0 $0 $46 $0 $0 $69
Total $1,250 $1,201 $1,203 $1,252 $1,253 $1,256 $7,415

End Balance: $2,585 $3,044 $2,401 $1,669 $1,226 $780 $780



Weekly forecast

• Estimates weekly cash position
• Determines cash available for investments of less than 7 days
• Monitors accuracy of monthly forecast



Weekly example



Daily forecast

• Predicts daily available fund balances
• Based on actual bank balances
• Operational in nature



Daily example



Project-based forecast

• Provides monthly data on status of capital projects
• May require input from contractors or in-house project managers
• Can be stand alone or be combined into consolidated cash forecast



Project-based example



How to get started

• Collect the Information
• Annual budget
• General ledger
• Capital plan
• Investment reports

• Beginning Cash Balance

• Establish Cushion
• How to determine amount



Who is involved?

• Finance/treasury office
• Budgeting office
• Capital planning office
• Other large departments where there are large payables and/or 

receivables
• Investment adviser



Outsourcing and tools

• Investment Adviser
• Other outside professionals
• ERP system
• Cash flow programs
• EXCEL



Identifying revenues and expenditures

Major Revenue Types
• Property tax
• Sales tax
• Other taxes
• User fees 
• Bond proceeds
• Non-recurring/Other:
• Grants
• Sale of assets

Major Expenditure 
Types
• Payroll and benefits
• Operating expenses
• Utilities/treatment 

charges
• Debt service
• Capital projects
• Non-recurring/Other:
• Land acquisitions
• Legal settlements



Degree of certainty

• Fixed
• Payroll
• Debt Service
• Rent

• Predictable
• Regular Accounts Payable
• Utilities
• Insurance
• Capital Projects
• Tax Receipts

• Less Predictable
• Lawsuits/Settlements
• Acquisitions/Sale



Know what’s coming up soon

• Assumptions Regarding How Historical Patterns Will Change 
Due to Current Conditions
• Labor negotiations
• Changing benefit costs
• Tax receipts

• Non-recurrent Cash Flows
• Large purchases
• Debt—new issuance and principal payments
• Legal settlements



Forecasting receipts
• Identify 3-5 Categories For Major Sources of Revenue

• Property tax daily receipts

• Sales tax monthly receipts

• Credit card daily receipts

• Franchise fee quarterly receipts

• Compile Historical Data of Actual Monthly Receipts

• Identify Significant Changes

• Identify Non-recurring Items From Prior Years and For Coming Year

• Develop Analysis of Monthly Receipts As A Percent of Annual

• Adjust Historical Distribution For Known Differences



Forecasting disbursements

• Establish Reasonable Number of Categories
• Payroll - biweekly
• Recurring Expenditures (e.g. utility, water, rent, etc)
• Non-Payroll Costs
• Capital Projects - variable

• Compile Historical Data of Actual Monthly Disbursements
• Identify Significant Changes
• Identify Non-recurring Items From Prior Years and For Coming Year
• Develop Analysis of Monthly Disbursements As A Percent of Annual
• Adjust Historical Distribution For Known Differences (e.g. seasonal/parks)



Forecasting non-recurring items

• Look at Non-recurring Receipts
• Bond proceeds, sale of assets, etc.

• Factor in Non-recurring Disbursements
• Capital projects, capital purchases

• Work With Engineers or Project Managers to Develop Estimates For 
Capital Projects

• Work With Department Heads For Timing of Capital Purchases



You want something like this



Fine tuning

• Detailed financial information
• Revenue streams
• Routine
• Seasonal

• Expenses
• Routine
• Periodic/seasonal

• Bank history
• Review past budget and financial reports
• Talk with other departments to understand their needs
• Investment snapshot



forecasting and investing

• Basics of Public Investing:  SAFETY – LIQUIDITY – YIELD
• Key Objective:  You Never Want to Have to Sell at a Loss to Meet 

Liquidity Needs!
• Know Your Liquidity Needs, to Have A Better Sense of the Available 

Time Horizons For Your Investment Strategies
• When Do You Need The Funds?

• Know Permissible Investments Under State Laws and Your Entity’s Code
• Types of investments
• Duration of investments

• Buy And Hold To Maturity (Passive) or Buy and Sell (Actively Managed)



Policy and advisors

• Have Written Investment Policy and Strategies That Navigate Your 
Investment Portfolio 
• Types of permissible investments and investment options
• Very short term (overnight)
• Short term
• Longer term

• Duration of investments
• Have and know your risk/diversification strategies

• External Adviser May Assist With Developing and Executing Strategy
• If Entity Does Not Use Investment Adviser, There Should Be Staff 

Dedicated to the Monitoring And Implementation of the Entity’s 
Investment Program



diversify

• How Does an Entity Approach Knowing How Much Should be Invested 
in Different Types and Duration of Investments
• Matching liquidity needs and investment horizons
• Having a “cushion” in place
• How far is too far out?
• Understanding opportunity costs with not utilizing an investment 

strategy
• “We just keep everything in the checking account”
• “Don’t have time to track and focus on this”
• ”I don’t need, want or especially want to pay for an investment adviser”
• We are coming out of a zero to negligible interest rate environment



liquidity

• Based On
• Six to twelve months projected net expenditures, or
• One year's annual budgeted expenditures, or
• Percent of total portfolio
• With a "cushion" for the unknown

• These Factors Determine Average Maturity or Duration of Liquidity 
Component, and Allocation to Different Maturity Points
• All in local government investment pool
• Laddered to match cash needs
• Or other short-term investment strategies



So…why is cash flow forecasting 
important?

• Ensure Entity’s Liquidity of Funds to Meet Payables Needs
• Avoid selling of investments to meet cash needs

• Be Aware of Receivables and Payables
• Early warning system of cash deficits or extra funds

• Avoid Overdrafts!
• Have all been there, but always important to avoid

• Be Able to Compare Against Historical Data to Identify any Irregularities
• Fraud prevention

• Be Able to Prepare For One Time Unique Inflows and Outflows
Know what’s coming (e.g. Influx of ARPA funds, paying a legal settlement)

• Be Able to Invest Appropriately For Liquidity Purposes and Investing Reserves



Overcome hurdles

• Build Off Tools and Data Already In Place

• Acquire Overdraft Protection

• Consult With Bankers to Determine Other Techniques Available and 
Suitable For Each Individual Government to Fight Opportunity Costs

• Determine How Different Processes Can Help With Cash Flows
• Cutting checks once a week
• Frequent conversations with other departments about their needs
• Keep an eye on outside variables (e.g., inflation, market conditions) that impact 

project costs and investment earnings 



Review and maintain

• Compare Actual Versus Forecast
• Identify Reasons For Variances
• Adjust Assumptions if Warranted
• Follow Up With Department Heads on Capital Project Slippage
• Update Database For Accurate Future Projection 
• Retain Documentation For Future Reference
• Addressing Unexpected Issues Such as COVID or Other Non-entity 

Based Factors



Questions & Answers


