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Part A
Prepare a cash flow forecast to show receipts and payments for January to August from the information below. You must use an appropriate software programme.

· Pete has a Potato growing operation on his farm in Pukekohe. His business had been expanding so he decided to approach the bank in January for a loan to help him buy a new tractor.

· The loan of $120,000 was approved for November and the funds were made available at the beginning of February. 

· As the floating interest rates were currently lower than the fixed interest rates, Pete decided to float his loan at 4% pa.  The $120,000 loan was for a period of four years and with a floating interest rate of 4%, this would mean monthly repayments of principal and interest of $3,500 per month starting at the end of February.

· Pete pays for the tractor in full in March.  The tractor costs $130 000.

· Pete cannot increase sales as he is limited by the amount of land that he owns, as all fields he owns are fully planted.  In the past, Pete has investigated the idea of leasing land of a neighbouring farmer for $10 000 a month.

· Pete has decided to offer 30-day credit terms to McDonalds, who are buying some of his crop to make French fires. He anticipates that from March, $120,000 of sales each month will be on credit to them. 

· Currently Pete takes out personal drawings $8,500 per month and has three employees at a further $7 000 per month, though this rises from April to $12 000 as Pete begins picking his crop.

· Pete spends $2 500 per month on advertising, but increase this to $6,500 each month from April onwards.

· The following information and estimates are available:
	
	Sales#
	Farm Expenses
	
Calculations 
(80% for current mth, 20% of previous)
	
Actual

	Dec
	
	
	
	

	Jan
	60 000
	52,500
	
	

	Feb
	50 000
	52,500
	
	

	March
	170,000
	65,500
	
	

	April
	170,000
	65,500
	
	

	May
	180,000*
	65,500*
	
	

	June
	140,000*
	65,500*
	
	

	July
	120,000*
	65,500*
	
	

	August
	120,000*
	65,500*
	
	

	Sept
	
	
	
	

	# sales include cash and credit
*estimated
	
	



· 80% of the farming expenses are paid in the month they are incurred and the remainder 20% are paid in the following month.  Farming expenses for December were $52,500.

· Provisional tax of $30,000 is paid twice a year, in Jan and June.

· Pete has an opening bank balance in May of $10,000.

Part B
	At the end of April, some of Pete’s crop was destroyed by a flash flood. This meant sales decreased by 10% from May onwards. Pete had not factored this into his original cash flow forecast.



Using your cash flow forecast information, show, explain and justify the response to the above external factor on the cash flow forecast.  This should be no longer than 2000 words. 


You will need to:
· Show the effect of the flash flood on the cash flow forecast.
· Explain the effect of the flash flood, using evidence from the cash flow forecast to support your explanations.
· Show a possible response(s) of Pete to the flash flood on the cash flow forecast.
· Explain and justify the possible response(s) of Pete, using evidence from the cash flow forecast to support your explanation/s. Consider whether certain features of Pete’s Potatoes have affected its response to the flash flood.
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