Course:
01.411 Agricultural Business and Management

Unit 6:
Cash Flow
Lesson 1:
Cash Flow Projection and  Development

QCC:
50, 55, 57, 58, 61, 62, 63
Objectives: 

1.
Identify the components of a cash flow projection.

2.
Formulate a cash flow projection.

3.
Utilize the cash flow projection in decision-making process.

Teaching Time:
 

5 hours
References:

Deere and Company.  Farm and Ranch Business Management.  Moline, IL. ISBN: 0-86691-135-9.  1992.  

Deere and Company.  Farm and Ranch Business Management Student Guide.  Moline, IL. ISBN: 0-86691-135-9.  1992.  
Materials and Equipment:

Handouts 6.1.1 and 6.2.2
Teaching Procedure

Introduction and Mental Set

Distribute a sample cash flow projection sheet for the students to review.  
Allow the students to study the projection sheet and then ask them the purpose of completing cash projections and how to interpret them.
Discussion

1.
What is the purpose of a cash flow project?

A.
Enables one to compare projected dollar flows to those that actually happened the previous year.

2.
What are the advantages and disadvantages of cash flow projections?  Display and discuss transparency 6.1.1.

3.
What are the key points of cash flow components? 

Display and discuss transparency 6.1.2.

A.
Cash Inflows

· All sales from enterprise activities

· Government payments

· Other farm income

· Sale of capital items

· Withdrawals from savings

· Off farm earnings and income

· Income from other investments
B.
Cash Outflows

· All Cash expenses for input purchases

· Personal and real estate taxes

· Insurance, utilities, rents, leases, freight and trucking

· Capital purchases

· Principal payments on loans

· Interest payments on loans

· Family living

· Cash paid on investments

4.
The students should complete pages 6-1 to 6-3 of the Farm and Ranch Business Management Student Guide.

5.
The students should do assignment #1 Chapter 6 - Cash Flow Analysis - pages 6-5 to 6-11 in the Farm and Ranch Business Management Student Guide to formulate a cash flow projection.

6.
The teacher should use Farmland Ranch Business Management Teacher Guide to make overheads of pages 6-3 to 6-10 to review correct answers with the students for the cash flow prediction exercise.

7.
Assign Cash Flow Projection that is included.  Discuss how the advantages of having this information and how it can be used.

8.
Students should write a one page essay explaining how a cash flow projection can help in making management decisions.

Summary
In order to make sound financial decisions, it is vital that the decision maker look at the entire financial picture.  The best way to achieve this is to utilize a cash flow projection.  The cash flow projection will allow you to view the future as realistically as possible.  Decisions can then be based on what will probably happen as opposed to making decisions and seeing what happens.  Emergencies and disasters can devastate a cash flow projection so keep in mind that a cash flow projection is just a projection - or best guess of future financial situations.
Evaluation

Complete a cash flow projection

Interpret a cash flow projection

Essay


6.1.1

Define the problem: Jorge is trying to make a decision to purchase a new truck and is not sure he can afford the payments with his other expenses.  He is also questioning the value of doing a cash flow projection.  What are the advantages and disadvantages of completing a cash flow projection?

	Advantages
	Disadvantages

	It shows the operator when excess cash will be available, and when cash deficits will occur.
	The farm or ranch manager must devote time to the collecting and projecting of data.

	It provides for budgeted loans that are borrowed only for the periods through which they are required.
	Projected prices due to inflation, supply and demand, and yield and weather - are difficult to estimate.

	It provides a technique for com-bining personal and farm or ranch financial needs for the next period.
	Borrowing rates may fluctuate.

	It lets you plan purchases.
	Family and business consumption of resources may vary.

	It allows comparison of the cash flow projection with the cash flow summary to record actual perfor-

mance against the advanced planning.
	Inventories constantly change.

	It helps you evaluate the relation-ship of your short term debt to your repayment capacity.
	The entire cash flow projection plan needs constant review and revision.

	It lets the manager immediately see the cash position throughout the year.  A cash flow projection helps determine when cash will be required for production expenses, when major capital investments will be made, and how they will be financed.  The plan indicates whether investments can be paid for with cash on hand or if it is necessary to borrow funds. 
	


6.1.2

Cash Flow Components:

Cash Inflows

· All sales from enterprise activities

· Government payments

· Other farm income

· Sale of capital items

· Withdrawals from savings

· Off farm earnings and income

· Income from other investments

Cash Outflows
· All cash expenses for input purchases

· Personal and real estate taxes

· Insurance, utilities, rents, leases, freight and trucking

· Capital purchases

· Principal payments on loans

· Interest payments on loans

· Family living

· Cash paid on investments

CASH FLOW PROJECTION

	
	
	
Totals
	
Months


	
	
	Actual last year
	Estimated last year
	Jan
	Feb
	Mar
	Apr
	May
	June
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	1
	Cash balance, beginning month
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating receipts
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2
	Crops
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	Livestock
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4
	CCC
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	5
	Non-farm income
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	6
	Total operating receipts
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	7
	Hired labor
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	8
	Custom work
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	9
	Fertilizer and lime
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	10
	Seeds and plants
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	11
	Feed purchased
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Actual Last Year
	Estimated Last Year
	Jan.
	Feb.
	Mar.
	Apr.
	May
	June
	July
	Aug.
	Sept.
	Oct.
	Nov.
	Dec.

	12
	Livestock bought for resale
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	13
	Livestock expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	14
	Chemicals
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	15
	Fuels and lubricants
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	16
	Repairs
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	17
	Utilities
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	18
	Insurance
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	19
	Taxes
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	20
	Rents and leases
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	21
	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	22
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	23
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	24
	Total operating expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	25
	Net operating difference

(6-24)
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Capital sales
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	  
	Actual Last Year
	Estimated Last Year
	Jan.
	Feb.
	Mar.
	Apr.
	May 
	Jun.
	July
	Aug.
	Sept.
	Oct.
	Nov.
	Dec.

	26
	Livestock breeding and dairy
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	27
	Machinery and equipment
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	28
	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	29
	Total capital sales
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Capital purchases
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	30
	Livestock breeding and dairy
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	31
	Machinery and equipment
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	32
	Buildings, fences, etc.
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	33
	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	34
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	35
	Total capital purchases
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	36
	Net capital difference

(29-35)
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Actual Last Year
	Estimated Last Year
	Jan.
	Feb.
	Mar.
	Apr.
	May
	Jun.
	July
	Aug.
	Sept.
	Oct.
	Nov.
	Dec.

	37
	Principle and interest payments previous loan
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	38
	Family living expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	39
	Net total cash difference

(1+25+36-37-38)
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	40
	Credit needs and amount borrowed
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	41
	Projected loan payments- principle
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	42
	Projected loan payments-interest
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	43
	Cash balance- ending

(39+40-41-42)
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Cash Flow Projection (Example)
	
	
	
Totals
	
Months


	
	
	Actual last year
	Estimated last year
	Jan
	Feb
	Mar
	Apr
	May
	June
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	1
	Cash balance, beginning month
	1250
	1500
	1500
	
	220
	630
	190
	500
	250
	485
	310
	270
	1080
	8595

	 
	Operating receipts
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2
	Crops
	135750
	151500
	
	
	
	
	
	
	
	
	78000
	52500
	21000
	

	3
	Livestock
	28380
	31680
	
	
	5000
	
	
	10000
	
	
	10000
	
	
	6680

	4
	CCC
	2000
	4000
	
	
	
	
	
	
	
	
	2000
	1000
	1000
	

	5
	Non-farm income
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	6
	Total operating receipts
	166130
	187180
	
	
	5000
	
	
	10000
	
	
	90000
	53500
	22000
	6680

	 
	Operating expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	7
	Hired labor
	8800
	9000
	750
	750
	750
	750
	750
	750
	750
	750
	750
	750
	750
	750

	8 
	Custom work
	2500
	2700
	
	
	
	
	
	
	
	
	
	2700
	
	

	9 
	Fertilizer and lime
	31650
	34800
	
	
	27600
	3400
	3800
	
	
	
	
	
	
	

	10
	Seeds and plants
	7150
	9100
	
	
	3900
	
	4200
	1000
	
	
	
	
	
	

	11
	Feed purchased
	13050
	10000
	500
	500
	900
	900
	900
	900
	1000
	1000
	1000
	800
	800
	800

	
	Actual Last Year
	Estimated Last Year
	Jan.
	Feb.
	Mar.
	Apr.
	May
	Jun.
	July
	Aug.
	Sept.
	Oct.
	Nov.
	Dec.

	12
	Livestock bought for resale
	7500
	8000
	1500
	
	
	2500
	
	
	2500
	
	
	1500
	
	

	13
	Livestock expenses
	800
	1000
	50
	50
	50
	100
	100
	150
	125
	125
	100
	50
	50
	50

	14
	Chemicals
	13080
	18450
	
	
	5800
	2000
	2000
	2500
	3500
	1650
	1000
	
	
	

	15
	Fuels and lubricants
	5900
	6000
	2000
	    
	
	
	200
	
	
	2000
	
	
	
	

	16
	Repairs
	5550
	6850
	550
	550
	550
	550
	600
	600
	600
	600
	600
	550
	550
	550

	17
	Utilities
	300
	500
	40
	40
	40
	40
	40
	40
	40
	40
	40
	40
	40
	40

	18
	Insurance
	800
	875
	
	
	
	
	
	150
	
	
	
	
	
	425

	19
	Taxes
	2000
	2500
	
	
	1500
	
	
	
	
	
	
	
	
	1000

	20
	Rents and leases
	10000
	11000
	11000
	
	
	
	
	
	
	
	
	
	
	

	21
	Other  
	2800
	3000
	250
	250
	250
	250
	250
	250
	250
	250
	250
	250
	250
	250

	22
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	23
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	24
	Total operating expenses
	1118880
	123775
	16640
	2140
	41340
	14690
	11440
	5640
	8765
	6425
	3750
	6650
	2435
	3860

	25
	Net operating difference

(6-24)
	54250
	63405
	16640
	2140
	36340
	14690
	11440
	4360
	8765
	6425
	86250
	46850
	19565
	2820

	  
	Capital sales
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Actual Last Year
	Estimated Last Year
	Jan.
	Feb.
	Mar.
	Apr.
	May
	Jun.
	July
	Aug.
	Sept.
	Oct.
	Nov.
	Dec.

	26
	Livestock breeding and dairy
	3000
	3500
	
	1000
	
	
	
	1000
	
	
	
	1500
	
	

	27
	Machinery and equipment
	4000
	2000
	
	
	
	500
	
	
	
	1500
	
	
	
	

	28
	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	29
	Total capital sales
	7000
	5500
	
	1000
	
	500
	
	1000
	
	1500
	
	1500
	
	

	  
	Capital purchases
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	30
	Livestock breeding and dairy
	3500 
	4000
	
	
	
	
	2000
	
	750
	
	
	1250
	
	

	31
	Machinery and equipment
	19460
	15000
	
	
	10000
	
	
	
	
	5000
	
	
	
	

	32
	Buildings, fences, etc
	1500
	1800
	
	
	
	
	
	
	
	
	
	
	1800
	

	33
	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	34
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	35
	Total capital purchases
	24460
	20800
	
	
	10000
	
	2000
	
	750
	5000
	
	1250
	1800
	

	36
	Net capital difference

(29-35)
	17460
	15300
	
	1000
	10000
	500
	-2000
	1000
	-750
	-3500
	
	250
	-1800
	

	
	Actual Last Year
	Estimated Last Year
	Jan.
	Feb.
	Mar.
	Apr.
	May
	Jun.
	July
	Aug.
	Sept.
	Oct.
	Nov.
	Dec.

	37
	Principle and interest payments previous loan
	20000
	14000
	
	
	
	
	
	
	
	
	
	
	
	

	38
	Family living expenses
	12000
	15000
	1250
	1250
	1250
	1250
	1250
	1250
	1250
	1250
	1250
	1250
	1250
	1250

	39
	Net total cash difference

(1+25+36-37-38)
	6040
	20605
	16390
	1780
	47370
	-14810
	-14500
	4610
	-10515
	-10690
	85310
	41120
	8595
	10165

	40
	Credit needs and amount borrowed
	91000
	119000
	17000
	2000
	48000
	15000
	15000
	
	11000
	11000
	
	
	
	

	41
	Projected loan payments- principle
	91000
	119000
	
	
	
	
	
	3000
	
	
	77000
	39000
	
	

	42
	Projected loan payments-interest
	4540
	10440
	
	
	
	
	
	1360
	
	
	8040
	1040
	
	


	43
	Cash balance- ending (39+40-41-42)
	1500
	10165
	610
	220
	630
	190
	500
	250
	485
	310
	270
	1080
	8595
	10165
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