
CASH FLOW FORECASTING – Goat Farmer
[bookmark: _GoBack][image: C:\Users\k.allen\AppData\Local\Microsoft\Windows\INetCache\Content.MSO\AEAFA411.tmp]

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
(a) On Sheet 1 prepare a cashflow forecast based on the information above for August to January.



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
(b) Copy Sheet 1 into Sheet 2, and show the effect of the fine on Matty’s Goat Farm.

(c) 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. 

(d) 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.
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