Cashflow Forecasting Tasks
[image: ]Activity 1: Strawberry Production 
Prepare a CASH FLOW FORECAST to show receipts (inflows) and payments (outflows) for July to December for Sophie who owns a Strawberry Growing business in the Hawkes Bay.
Her business has been expanding lately and she has decided to approach the bank for a loan to purchase the next-door neighbours paddock.
 
The loan of $100 000 was approved in July and the funds were made available at the beginning of September.   Sophie has decided to float this loan at 4.15%pa. 
 
The following estimates and information is available:
	 
	Sales (Inflows)
	Farming Expenses (Outflows)

	July
	-
	116,000

	August
	-
	116,000

	September
	120,000
	124,000

	October
	320,000
	124,000

	November
	430,000
	150,000

	December
	460,000
	160,000


 
Sophie intends to purchase the land in August, to enable her to have it planted and the strawberries ready to harvest for summer.  She has worked out a plan with her neighbours to pay for the land in three instalments, over 3 consecutive months of $75 000 each month (Outflows).  These payments start in July.
 
Sophie intends to increase her advertising in the lead up to summer, this will cost her $7,000 in September and October, but will decrease to $5,000 per month for the rest of the period. (Outflow)
 
Sophie will also start to offer 30 day credit terms to the local fruit market. She anticipates that from October, $60,000 of sales each month will be on credit to this market. 

Sales WORKING TABLE
	
	July
	August
	September
	October
	November
	December

	Cash Sales
	
	
	
	
	
	

	Credit Sales
	
	
	
	
	
	



75% of the farming expenses are paid in the month they are incurred and the remainder 25% are paid in the following month, there are no farming expenses in June.
 
Farming Expenses WORKING TABLE
	
	July
	August
	September
	October
	November
	December

	Cash Expenses
	
	
	
	
	
	

	Credit Expenses
	
	
	
	
	
	



Sophie already has a business mortgage on her farm which costs $12,000 per month. (Outflow)
 
Sophie also opens the farm for a Halloween party in October that brings in $65,000, (Inflow) but costs $20,000 to run. (Outflow)
 
Sophie pays herself $15,000 per month (outflow drawings) and she has three employees for the months of July – September at a cost of $10,800 per month, though this is predicted to rise to $30,000 a month from October to December as Sophie employs extra people to pick the fruit. (Outflow)
Fruit picking expenses are estimated to be $30,000 in September and October, but these will increase by 20% for the rest of the period. (Outflow)
 
The $100,000 loan was for a period of three years and with a floating interest rate of 4.15%, this would mean monthly repayments of principal and interest of $2,000 per month, starting October. (Outflow)
 
Sophie has an opening bank balance of $7,000.
YOU ARE REQUIRED TO;
Part A.
On Sheet 1 prepare a cashflow forecast based on the information above...setup is important ...enter your formulas correctly!
Inflows	Outflows
Cash Sales	Land
Loan	Advertising
Credit Sales	Cash Farming Expenses
Halloween Party	Credit Farming Expenses

At the end of June Sophie received an invoice from the Hastings Council for a land change of ownership fee of $10 000.  This needs to be paid in August.  Sophie has not factored this into her cash flow forecast!

Part B.
· Copy Sheet 1 into Sheet 2, and show the effect on the land change of ownership fee on Sophie’s Strawberry Farm.
· Copy Sheet 2 onto Sheet 3 and show a possible response(s) of the Sophie’s Strawberry Farm to the change of ownership fee on the cash flow forecast.
· Explain and justify the possible response(s) of the Strawberry Farm, using evidence from the cash flow forecast to support your explanation/s. Consider whether certain features of the Strawberry Farm have affected its response to the unexpected invoice.
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Prepare a cash flow forecast to show estimated receipts and payments for August to January for Matty who owns a Goat Farm in Patuamahoe, north-west of Pukekohe, Auckland.

His business has been expanding lately and he has decided to approach the bank for a loan to enable him to purchase a new vat for milk storage.

The loan of $100 000 will be approved in August and the funds will be made available at the beginning of October.  Matty has decided to float the interest on this loan at 5.8%pa.  

The following estimates and information is available:
	
	Milk Cash Sales
	Farming Expenses

	July
	
	30,000

	August
	70 000
	30,000

	September
	70 000
	40,000

	October
	70,000
	40,000

	November
	80,000
	45,000

	December
	90,000
	50,000

	January
	100,000
	55,000



Matty intends to purchase the vat ($60 000) in November.  He has worked out a plan to pay for the machine over 2 months – half the payment November with the other half in December. 

60% of the farming expenses are paid in the month they are incurred and the remaining 40% are paid in the following month. 

Matty already has a business mortgage on his farm which costs $5 000 per month.

Matty has been looking at alternative income sources.  He knows goat milk is popular because it has the reputation of being more readily digested and less likely to cause allergic reactions than cow's milk, it's suitable for a range of dairy products and is particularly good for making cheese, so has decided to give it a go and started making cheese to sell at local farmer’s markets.

He had to buy a basic cheese making equipment in September ($40 000) and after some experimentation started selling cheese at the markets in November ($13 000), 
December ($15 000) and January ($15 000).

Matty intends to advertise this new venture in the local newspapers and in the community, this will cost him $1,000 each month from November onwards.

Matty will also start to the cheese on 30-day credit terms to the local supermarkets. He anticipates that from November $14 000 of sales each month will be on credit.

Matty plans to pays himself $20,000 per month and he only has one employee for a cost of $5 000 per month.

Electricity expenses are estimated to $15 000 per month, but these will increase by 70% fin November with the purchase of the larger vat.

The $100,000 loan was for a period of three years and with a floating interest rate of 5.8%, this would mean monthly repayments of principal and interest of $2 000 per month.

Matty has an opening bank balance of $15 000.

YOU ARE REQUIRED TO
Part A.
On Sheet 1 prepare a cashflow forecast based on the information above for August to January.

Part B.
In December Matty received a fine from the local council for failing to comply with Health and Safety regulations.  This fine was $50 000 and had to be paid in December.

YOU ARE REQUIRED TO
· Copy Sheet 1 into Sheet 2, and show the effect of the fine on Matty’s Goat Farm.
· Copy Sheet 2 onto Sheet 3 and show a possible response(s) of Matty’s Goat Farm to the fine on the cash flow forecast. 
· Explain and justify the possible response(s) of the Goat Farm, using evidence from the cash flow forecast to support your explanation/s. Consider whether certain features of the Goat Farm have affected its response to the unexpected event.




[image: ]Activity 3: Prawn Farm
Paula Tails runs a prawn farm in Wairakei, Taupo. Her business had been expanding so he decided to approach the bank for a loan to help him build a new breeding pool.
The loan of $100,000 was approved in January and the funds were made available at the beginning of February. As the floating interest rates were currently lower than the fixed interest rates, Allan decided to float his loan at 5.25% pa. 
The following information and estimates are available:
	[bookmark: _GoBack] 
	Sales#
	Prawn Farming Expenses

	January
	60,000
	16,000

	February
	60,000
	16,000

	March
	90,000
	24,000

	April
	95,000
	24,000

	May
	100,000
	50,000

	June
	125,000
	60,000

	# sales include cash and credit


· Paula is planning starting the build for the breeding pool in March. The build is to take two months and Paula will be required to make two payments of $50,000, one at the beginning of March and then another at the beginning of April.
· In order to help increase her sales, Paula will start to advertise in “FoodFirst”, a magazine for restaurants in New Zealand. This will cost him $7,000 in January and February, but decreases to $5,000 per month for the rest of the period.
· Paula will also start to offer 30-day credit terms to the restaurant market. She anticipates that from March, $20,000 of sales each month will be on credit to restaurants.
· 80% of the prawn farming expenses are paid in the month they are incurred and the remainder 20% are paid in the following month.  December’s prawn farming expenses were $14,000.
· Paula has a business mortgage on his prawn farm, which costs $14,450 per month. Paula rents out the shop for a restaurant on site for $5,800 per month.
· Currently Paula pays herself $8,000 per month and has three employees at a further $10,800 per month, though this rises from March to $14,400 as Paula needs an extra employee for the new breeding pool.
· Operating expenses, such as electricity, vehicles, weed and pest control, repairs and maintenance, water, rates, communication, insurance etc. are currently $15,000 per month.  Paula expects these to increase by 20% with the completion of the new breeding pool from the beginning of May.
· Other business expenses, miscellaneous and sundry items usually come to about $18,000 per year and are paid evenly throughout the year.
· The $100,000 loan was for a period of three years and with a floating interest rate of 5.25%, this would mean monthly repayments of principal and interest of $3,000 per month.
· Paula has an opening bank balance of $6,400.
YOU ARE REQUIRED TO
Part A.
Sheet 1 prepare a cashflow forecast based on the information above.

Part B.
Paula did not know that she needed a consent for the new breeding pool and therefore had not factored this cost into her cash flow forecast when she applied for the initial bank loan.  The bank loan was to pay for the building of the pool at a cost of $100,000.
YOU ARE REQUIRED TO
· Copy Sheet 1 into Sheet 2, and show the effect of the consent fee on Paula’s Prawn Farm
· Copy Sheet 2 onto Sheet 3 and show a possible response(s) of Paula’s Prawn Farm to the consent fee on the cash flow forecast.
· Explain and justify the possible response(s) of Paula’s Prawn Farm, using evidence from the cash flow forecast to support your explanation/s. Consider whether certain features of the Prawn Farm have affected its response to the unexpected invoice.


[image: Image result for crayfish]Activity 4: Cray fishing 
Part A.
Prepare a cash flow forecast to show receipts and payments for May to December from the information below. You must use an appropriate software programme.
· Chris Cray runs a crayfish boat out from Whakatane in the Bay of Plenty. His business had been expanding so he decided to approach the bank in January for a loan to help him buy new cray quota (amount of cray he is allowed to catch) of $100,000.
· The loan of $100,000 was approved for July (the start of the crayfish season) and the funds were made available at the beginning of July. 
· As the floating interest rates were currently lower than the fixed interest rates, Chris decided to float his loan at 5.25% pa.  The $100,000 loan was for a period of three years and with a floating interest rate of 5.25%, this would mean monthly repayments of principal and interest of $3,000 per month starting at the end of July.
· Chris pays for the increased quota costing $100,000 in July.
· Chris cannot increase sales as he is limited by the amount of quota that he owns, however, he does sell everything that he catches, to the value of $71,000 each month.
· Chris has decided to offer 30-day credit terms to his existing restaurant market. He anticipates that from July, $20,000 of sales each month will be on credit to restaurants. 
· Currently Chris takes out personal drawings $4,500 per month and has three employees at a further $6,680 per month, though this rises from July to $11,101 as the cray fishing season starts.
· Chris intends to advertise in May and June at a cost of $500 per month and this will increase to $1,500 each month from July to December.

· The following information and estimates are available:
	
	Sales#
	Cray Fish Expenses

	May
	0
	12,500

	June
	0
	12,500

	July
	71,000
	45,500

	August
	71,000
	45,500

	September
	71,000*
	45,500*

	October
	71,000*
	45,500*

	November
	71,000*
	45,500*

	December
	71,000*
	45,500*

	# sales include cash and credit
*estimated



· 80% of the cray fishing expenses are paid in the month they are incurred and the remainder 20% are paid in the following month.  Business expenses for April were all paid in cash.
· Provisional tax of $8,000 is paid twice a year, in May and August.
· Chris has an opening bank balance in May of $55,000 and a prearranged overdraft facility with a limit of $10,000. To extend the overdraft facility, for any reason it would cost $500 per month. 

Part B
Using your cash flow forecast information, show, explain and justify the response to an external factor on the cash flow forecast.  This should be no longer than 2000 words. 
	At the end of August, Chris Cray received an invoice from the Ministry of Fisheries for a remote monitoring fee for installation of cameras on his cray boat of $50,000. This needs to be paid in September. Chris had not factored this cost into his original cash flow forecast. 



You will need to:
· Show the effect of the monitoring fee on the cash flow forecast.
· Explain the effect of the monitoring fee on the crayfish business, using evidence from the cash flow forecast to support your explanations.
· Show at least two possible responses of the crayfish business to the monitoring fee on the cash flow forecast.
· Explain and justify the possible responses of the crayfish business, using evidence from the cash flow forecast to support your explanation/s. Consider whether certain features of the crayfish business have affected its response to the unexpected monitoring fee.

	Page 8 of 8
image3.jpeg




image4.png




image1.jpeg




image2.jpeg
g~

e




