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Objectives

e What 1s Cashtlow?
* Why 1s 1t important?
e How 1s 1t constructed?

* How can Cashflows be used to
make decisions?
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Cashflow

* The net amount of cash and cash
equivalents being transferred 1n
and out of a company. Cash
received represents inflows,
while money spent represents
outflows.
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Types of Cashflow

* Operating cash flow: This refers to the net cash generated from a
company’s normal 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.
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Importance of Cashflows
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Cashflow vs Profit

Profit is the balance that remains when all of a business’s operating expenses are subtracted from its revenues.

[E Cash flow refers to the net balance of cash moving into and out of a business at a specific point in time
$ It’s what's left when the books are balanced, and expenses are subtracted from proceeds.
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What's not included?

% Depreciation

V Inventory changes

o _ ,
m Changes in accounts receivable/payable
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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
-Cash outflow from operations

-Capital asset purchases

-Non-farm outflows of cash including family living

-Debt service

+New Borrowing

=Net Cash flow
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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
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Cashflow setup

s Monthly

s Quarterly

B |Wice year

= Annual
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Quarterly Example

Sample 1. Cash flow budget (by quarter of the year)

Cash inflow
Beginning cash balance
Sale of crop products
Sale of livestock products
Government payments
Total inflow

Cash expenditures
Seed
Fertilizer
Feed
Processing
Marketing
Capital purchases
Interest
Debt payments
Total expenditures

Quarterly net cash flow
Cumulative net cash flow

1st Quarter

$5,000
25,000

$30,000

$10,000

10,000

$20,000

$10,000
$10,000

Znd Quarter

$50,000

$50,000

$20,000

10,000

$30,000

$20,000
$30,000

3rd Quarter

$10,000

5,000
10,000
$25,000

-$25,000
$5,000

4th Quarter

$10,000
$10,000

$5,000

$5,000

$5,000
$10,000
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Examples

Statement of Cash Flows Statement of Cash Flows

Cash In Cash Out
Operating - Cash Provided by Operating Activities Beginning cash balance 5 5, 000.00
Gross cash farm income 5 S0, 000,00
Cash fam expenses 5 40,000.00 Gross cash farm income 5 50,000.00
Cash farm expenses - 5 40,000.00
Investing - Cash Provided by Investing Activities Cash provided by operating activities = 5 10,000.00
Sales of capital assets 5 S00.00
Purchase of machinery, equipment, and farm buildings 5 10,000.00 Sale of capital assets 5 500.00
Purchase of machinery, equipment and farm buildings - S 10,000.00
Finnancing - Cash Provided by Financing Activities Cash provided by investing activities = 5 (9,500.00)
Money borrowed 5 10:0,000.00
Principal Payments 5 12,000.00 Money borrowed 5 100,000.00
Principal payments S 12,000.00
Non-Farm Activities Personal income + 5 100,000.00
Mon-farm cash invested in the farm business 5 100,000.00 Owner withdrawals and income taxes paid - 5 75,000.00
Cash withdrawn for family living, taxes, savings, etc. 5 75,000.00 Cash provided by financing activities = 5 113,000.00
Cash-on-Hand (from beginning and ending balance sheets) MNet change in cash 5 113,500.00
Beginning of year cash 5 5,000.00 Ending cash balance 5 10,000.00
End of year cash 5 10,000.00 Discrepancy 5 108,500.00
Total Cash-In and Cash-Out $255,500 $147,000 MICHIGAN STATE | Evtansion
UMNIYERSITHY
MCHGANSTATL | Extension

Note: The torals for the cash in and cash out showld be approximately equal. If they are not, the discrepancy indicates
unaccounted dollars exist in farm records.

If cash in and cash out are egual, this indicates farm records are reconciled and accurate for assessing historical performance
{i.e., a financial aralysis) and forward budget projecting (.., cash fiow projections).

Accurate, reconciled records are essential in creating an enterprise analysis, which identifies a farm's cost of production(s).

R Ctatemeant nf Cach Flawe oL
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Monthly

JLOR o NHINIWS | T G L e = = = =
Monthly Cash Flow Budget For Year: 2022 Step 1: Beginning | a — & . , I infarm Etm".‘r?ﬂ'm.”mfmmmp'Et'“g
Show Data Entry Workshests Step 4: Inflows (Others) step 6: Outflows (Operations- | and reconciling Frojectad annual and
Step 2: Last Year Data | Monthly cash flows.
Bezinnine Balances For: Step B: Inflows Mew Step 7: Qutflows (Others) | Projected :Projected/l
Cazh on hand: 10,000 g PoeEEEeLE 2
" 5 c c c Cash Flow For
Term Debt [principal only): 5,000 User input in yellow-and light green shaded cells el NDURN DU
Operating Loan Debt (principal only): 2,000 (sum of all column S s £
months)
! LastYear : Projected lan | Feb Mar | Apr May | Jun ul  § Aug Sep | Ot Mow | Dec [nearor monthly
snnal torernd i distribotinn
Beginning Cash Balance | 10,000 10,000 : 22000 19,750 : 18,000 11,000 : 9,500 84,500 : 54,500 84,500 : 84,500 84,500 : 159,500
Infloves From Farm Operations Showr Marketing Plan Worksheet Corn Marketing Plan Soybean Marketing Milk Marketing Flan Feeder Cattle Marketing Fat Cattle Marketing Plan
gray-shaded rows are information. Grairl‘i’:>< 0 0 0 0 0 o o o 0 0 0 0 0 o o o
. Thevalues are results of
pleting the "Marketing Flan I'u'lilké 0 0 0 (1 (1 a a a L L H H 0 o o o
<sheets". They do not automatically ¥
sfer to the CASHFLOW, Sales musy Mrkt C3ttl E'>'< L = = = = L L L . . L L L 0 0 0
rain zales 100,000 : 250,000 250,000 | 250,000 0 20,833
lilk zales * 0 0 0 o
farket cattle sales (feeders and fats) * CO,000 0 125000 75,000 75,000 150,000 {25 000) 10,417
ales of other market items/products 1] a0 a0 (e}
grmal cull livestock sales 3, O 3,00 3, 000 3,000 a0 250
eed =ales L 0 0 0
ustom work 0 0 0 0
gricultural program payments [cazh) 10,000 0 0 o
CC Loans ] 0 0 o
rop insurance and disaster payments 1,200 (1] 12,000 12 000 (12 OO0} 0
atronage dividends 0 0 0 0
entalfleaze income v 0 0 o
ash income, investments from farm accounts L1 (1] (1] o
Other’ 0 0 0
Other’ 0 0 0
Other’ 0 0 0
Total Inflow from Farm Operations | 163200 | 378,000 | 15,000 [r] 0 0 0 75,000 o o o o 73,000 : 250,000 | 415000 (37 000}
Inflowss from Capital Asset Sales
reeding livestock [other than normal cull sales) 0 0 0
lachinery and equipment (1] (1] 0
eal estate 1] 1] 0
uildings 0 0 0
Cther 1] 0
Total inflow from Capital Asset Sales o o o o 0 0 L] o o o o ) o o 0 0
Inflows from Mon-Farm Sources
ff-farm wages 0 0 0
1terest and Dividends (1] (1] (1]
ther busineszes & investments (1] (1] 0
ontributed Capital’ 1] 1] 0
Cther 1] 1] 0
Tatal inflnw frinm Nan-Frerm Snarrrec n n n n n n n n n n n n n n 0 0 (1]
[ L S rASH FI MtAS RA_ o2l . Mo TP - T D IR T B o IaloTa 1
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onthly

]

Enter your input values in shaded cells.

Mame:
Sand |

Total Time Period:

See |nformation File, Understanding Cash Flow Analysis to help in understanding cash flow budgeting.

Individual Time Periods

CASH INFLOWS

January

February

March

April

May

June

July

August

September

October

Movember

December

Tatal for
All Periods

Cattle sales

50

Cull sales

50

Grain sales

50

50

50

50

50

50

50

0

50

50

50

50

50

50

Total Cash Inflows

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

50

Individual Time Periods

CASH OUTFLOWS

January

February

March

April

May

June

July

August

September

October

Movember

December

Total faor
All Periods

50

50

50

50

50

50

50

50

50

50

0

50

50
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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.

« 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.
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Farm Finance Scorecard

Liquidity Vulnerable 14 20 Strong

1. Current ratio e |_| |_|

2. Working capital $
10% 30%

3. Working capital to gross revenues Yo |_| |_ |

Solvency 80% 0%

4. Farm debt-to-asset ratio % |_| |_ |
40% TO%

5. Farm equity-to-asset ratio % | I L1
1.5 0.43

6. Farm debt-to-equity ratio —_— |_| |_ |

Profitability

7. Net farm income 3
4% 8%

8. Rate of return on farm assets % | _| |_ |
3% 10%:

9. Rate of return on farm equity Yo | _l |_ |
15% 25%

10. Operating profit margin % |_| |_ |

11. EBITDA b

Repayment capacity

12. Capital debt repayment capacity $

13. Capital debt repayment margin 3

14. Replacement margin 3
125 1.75

15. Term-debt coverage ratio e _| |_
1.10 1.50

16. Replacement margin coverage ratio __-__ | [INGG_ | |

Financial efficiency 20 -

17. Asset-turnover rate % |_| |_ |
BD% B0%

18. Operating-expense ratio % | NN |
10% 5%

19. Depreciation-expense ratio % _| |_
10% 5%

20. Interest-expense ratio % | I | |
10% 20%

21. Net farm income ratio % | I | |




Repayment Capacity™*
Debt

Coverage Ratio

Repayment & Replacement
Capacity

Total Debt Repayment
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Replacement
Coverage Ratio

Repayment & Replacement
Capacity

[Total Debt Repayment
(+) Unfunded Capital Expenditure]

Term Debt & Finance
Lease Euuaruga Ratio

Term Debt Repayment &
Replacement Capacity

Total Principle & Interest on
Term Debt and Finance Leases




Decisions decisions

* 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
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Questions?

* Shannon Sand
* Agricultural Economist

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




Evaluation
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