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Ho w much financing will yo ur farm business require this year? When

will mo ney be needed,  and fro m where will it co me? A little advance

planning can help yo u avo id sho rt- term sho rtages of cash.  One useful

to o l fo r planning the use o f mo ney in yo ur farm business is a cash flo w

budget.

Cash Flow Budget
A cash flo w budget is an estimate of all cash receipts and all cash

expenditures during a certain time perio d.  Estimates are made mo nthly,

bimo nthly,  o r quarterly.  Estimates can include no n- farm inco me and

expenditures as well as farm items.  Cash flo w budgeting lo o ks o nly at

mo ney mo vement,  no t at profitability.  Table 5 ( pp.  22-23)  pro vides an

example fo rmat fo r a bimo nthly cash flo w budget.

A cash flo w budget is a useful management to o l because it:

• Fo rces yo u to  think thro ugh yo ur pro ductio n and marketing plans fo r

the year.

• Tests yo ur farming plans:  will yo u pro duce eno ugh inco me to  meet all

yo ur cash needs?

• Pro jects yo ur need fo r o perating credit and yo ur ability to  repay

bo rro wed funds.

• Pro jects when yo u must bo rro w mo ney and when yo u can repay it

• Helps yo u co ntro l yo ur finances.  By co mparing yo ur budget to  actual

cash flo w, yo u can spo t develo ping pro blems because of an unex-

pected dro p in inco me o r unplanned expenses,  and spo t o ppo rtunities

to  save o r invest funds if net cash flo w is higher than expected.

• Helps yo u co mmunicate yo ur farming plans and credit needs to  yo ur

lender.

Develo ping a cash flo w budget fo r the first time is never easy.  The

acco unt to tals fro m last year’s reco rds o r tax return pro vide a go o d

beginning po int.  No tice that Table 5 pro vides a co lumn just fo r tho se

to tals.  Tho se numbers pro vide the best evidence yo u may have o f a

reaso nable estimate fo r next year fo r so me o f the revenue and expense

catego ries.  On the o ther hand,  yo u sho uld estimate many o f the values

fo r revenues and expenses based o n yo ur plans fo r the new year.  Yo u

can find additio nal info rmatio n abo ut the develo pment of a cash flo w

budget in Purdue Extensio n publicatio n EC-616,  “The Pro jected Cash

Flo w Statement.”

*    Adapted fro m Edwards,  William, “Develo ping a Cash Flo w Budget,”  Ag

De cisio n Make r,  C13-15,  July 1995,  and Edwards,  William, “Analyzing a Cash

Flo w Statement,”  Ag De cisio n Make r,  C3-16,  May 1995.

Cash Flow Budget : What  Will I t  Tell Me?*
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Table 5. Cash Flow Budget

g
Cash flow budget for  ___         Name ____________________________  Date Prepared
___________

Last
Year*

Jan.-
Feb.

March-
April

May-
June

July-
August

Sept.-
Oct.

Nov.-
Dec.

Total
Projected

INCOME (all sources)

Livestock sales $ $ $ $ $ $ $ $

Livestock product sales

Crop sales

Government payments
Custom work income
Other income
Capital sales

New term debt

TOTAL INFLOW $ $ $ $ $ $ $ $

EXPENDITURES

Feed - commercial $ $ $ $ $ $ $ $

Feed - grain
Livestock purchases

Labor $ $ $ $ $ $ $ $
Mach. & equip. repair
Gas, fuel, oil
Machine hire
Auto, operating
Utilities
Fertilizer and lime
Other crop expense
Livestock expense
Building repairs
Taxes — R.E. & P.P.
Insurance
Rent
Other farm expense
Life insurance
Living expenses

Capital purchases
Term debt payment due
Term interest due
Income tax State
      Federal and

TOTAL OUTFLOW $ $ $ $ $ $ $ $

NET CASH FLOW (+ or
-)

$ $ $ $ $ $ $ $

* Use the first column for last year’s totals as a guideline.

1

1
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Table 5. (Continued)

Jan.-
Feb.

March-
April

May-
June

July-
August

Sept.-
Oct.

Nov.-
Dec.

Total
Projected

CASH TRANSACTIONS

a) Beginning cash balance

b) Net cash flow (+ or -)

c) New operating borrowing

d) Operating loan repayment
— principal

e) — interest

Cash balance, end of period
(a + b + c - d - e)

$ $ $ $ $ $ $

ACCUMULATED OPERATING
BORROWING

a) Balance, beginning of period

b) Operating borrowing

c) Operating principal repayment

Balance, end of period
(a + b - c)

$ $ $ $ $ $ $

ACCUMULATED TERM
BORROWING

a) Balance, beginning of period

b) Term borrowing

c) Term principal repayment

Balance, end of period
(a + b - c)

$ $ $ $ $ $ $
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Analyzing a Cash Flow Budget  Stat ement
If yo ur to tal pro jected net cash flo w fo r the year is negative,  there are

a number o f annual adjustments yo u can make.

• Sell mo re current assets ( cro ps and livesto ck) .  Be careful here,

tho ugh. Reducing invento ries may so lve the cash flo w squeeze this

year,  but result in even mo re severe pro blems next year.

• Finance capital expenditures with credit,  o r po stpo ne them until

ano ther year.

• Try to  reduce the size o f intermediate and lo ng- term debt payments

by lengthening the repayment perio d o r adding a ballo o n payment at

the end.

• Co nvert carry-o ver sho rt- term debt to  intermediate o r lo ng- term debt

by refinancing.

• Reduce no n- farm expenditures,  o r increase no n- farm inco me.

• Sell intermediate o r lo ng- term assets.

Even when yo ur yearly net cash flo w is po sitive,  sizable defic its can

o ccur in certain perio ds.  This is due to  the seaso nal nature o f expenses

in farming and the tendency to  sell large quantities o f a pro duct at

o nce.  So me types o f enterprises,  such as dairy,  pro duce a mo re co nstant

cash flo w than o ther types.

Seaso nal adjustments that yo u can make when pro jected net cash

flo w is po sitive fo r the who le year but negative fo r so me perio ds

include:

• shifting the timing o f so me sales,

• shifting the timing o f so me expenditures,

• increasing sho rt- term bo rro wing in perio ds of negative cash flo w with

repayment pro jected in perio ds o f po sitive cash flo w ( Do n’t fo rget to

add interest charges to  payments.) ,  and

• delaying the due date o f fixed debt payments to  perio ds with po sitive

net cash flo ws.

So me farm business managers o perate with a line o f credit fro m their

lender,  with a maximum bo rro wing limit,  instead o f bo rro wing funds in

fixed amo unts.  Yo u can also  use the cash flo w budget to  test if the need

fo r o perating capital will exceed this limit,  as sho wn in the lo wer part

of Table 5.

Review yo ur cash flo w budget fro m time to  time during the year.

Prices and co sts may have been different fro m yo ur estimates,  o r yo ur

pro ductio n plans may have changed.  Mo nthly bank statements and

canceled checks are a go o d so urce o f cash flo w info rmatio n against

which yo u can co mpare yo ur budget.  This will help yo u anticipate

changes in yo ur needs fo r cash and credit later.  By planning where yo u
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are go ing financially,  yo u can increase yo ur chances of arriving there

safely.  Cash flo w budgeting is an essential part o f so und financial

management.

A cash flo w budget can also  be very helpful in evaluating majo r

capital investments o r changes in yo ur farm business.  Examples are

purchasing land,  building new ho g facilities,  o r expanding a beef co w

herd.  Often it will be necessary to  develo p multi-year budgets:  o ne fo r a

typical business year after the investment o r change in the business is

co mplete and o ne fo r each intermediate o r transitio n year.  Often there

is a lag o f several mo nths to  several years between when yo u make the

initial expenditures asso ciated with capital investment and when yo u

realize the full inco me po tential o f the new asset.

Because of the large amo unt o f detailed info rmatio n in a mo nthly o r

multi-year cash flo w, yo u sho uld co nsider a co mputerized cash flo w

generato r as an alternative to  making all the calculatio ns by hand.  A

co mputer pro gram can pro vide a framewo rk fo r making the necessary

co mputatio ns.  A co mputer can also  ease the number-crunching cho res.

In particular,  it is much easier to  make needed adjustments to  the cash

flo w with a co mputer.

Co mputerized cash flo w generato rs generally have sub-ro utines fo r

estimating lo an payments and scheduling lo ans.  The best pro grams of

this type include to o ls fo r budgeting expenses that typically change

fro m year to  year and estimating changes in balance sheet acco unts,

such as invento ries.  They also  pro vide mo nito ring wo rksheets to  facili-

tate the co mpariso n o f the pro jected cash flo ws with actual cash flo ws.

The FINFLO pro gram in FINPACK*  is a prime example o f a co mputer

software pro gram designed fo r develo ping mo nthly budgets fo r a single

year,  o r multi-year cash flo w budgets.

*  Se e  the  fo o tno te  o n page  14 fo r mo re  info rmatio n.
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