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Objectives

* Intro to farm financial analysis
* What 1s Cashflow?

* Why 1s 1t important?

* How 1s it constructed?

e How can Cashflows be used to
make decisions?



Cashflow

* The net amount of cash and cash
equivalents being transferred in
and out of a company. Cash
received represents inflows,
while money spent represents
outflows.



Types of Cashflow

* Operating cash flow: This refers to the net cash generated from a
company’s hormal business operations. In actively growing and expanding
companies, positive cash flow is required to maintain business growth.

* Investing cash flow: This refers to the net cash generated from a
company’s investment-related activities, such as investments in securities,
the purchase of physical assets like equipment or property, or the sale of
assets. In healthy companies that are actively investing in their businesses,
this number will often be in the negative.

* Financing cash flow: This refers specifically to how cash moves between a
company and its investors, owners, or creditors. It’s the net cash
generated to finance the company and may include debt, equity, and
dividend payments.



Importance of Cashflows



Cashflow vs Profit

Cash flow refers to the net balance of cash moving into
and out of a business at a specific point in time

Profit is the balance that remains when all of a business’s
operating expenses are subtracted from its revenues. It’s
what's left when the books are balanced, and expenses

are subtracted from proceeds.



What's not included?




What's included?

+Cash inflow from operations

+Capital assets sales

+Non-farm sources of income which should be included if used to pay farm bills

-Non-farm outflows of cash including family living

=Net Cash flow




What are some ways knowing our cashflow could
be helpful?

* Forces the planning function of
management

* Provides a means of
communicating the amount and
timing of financial needs to
yourself, owners, managers,
investors, lenders, etc.

* During times of low
profitability cashflow can be a
survival strategy



Cashflow setup

= Vonthly

Quarterly

B |Wwice year

= Annual




Quarterly Example



Examples
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See Information File. Understanding Cash Flow Analysis to help in understanding cash flow budgeting.

Enter yvour input values in shaded cells.
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Ag Budget Calculator (ABC)



Measures from the Cash-Flow Statement

The cash-flow statement provides information on a business's repayment capacity. Repayment capacity shows
the borrower's (i.e. your) ability to repay debts on time. It includes non-farm income and as such is not a measure
of business performance alone.

Recommended Repayment Capacity

* Debt Coverage Ratio

Indicates whether your business generated enough income to cover current interest expense and all intermediate
and long-term debt payments.

* Replacement Coverage Ratio

A ratio of less than 1.0 indicates that you did not generate enough income to cover debt payments and unfunded
capital purchases.

e Term Debt & Finance Lease Coverage Ratio*

Indicates whether your business generated enough income to cover all intermediate and long-term debt payments.
A ratio of less than 1.0 indicates the business had to liquidate inventories, run up open accounts, borrow additional
funds, or sell assets to make scheduled payments.










Decisions decisions

e Monitor and control cash out flows
and inflows

* Help to plan for budgeting and cash
needs

* Can help 1dentity where ways to more
efficiently time payments



Questions?

* Shannon Sand
* Agricultural Economist

* ssand2(@unl.edu
* 308-696-6733
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