[image: ]CASH FLOW FORECASTING – COMPREHENSIVE EXERCISE 1
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
(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!
 YOU ARE REQUIRED TO
(b)      Copy Sheet 1 into Sheet 2, and show the effect on the land change of ownership fee on Sophie’s Strawberry Farm.
 (c)     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.
[bookmark: _GoBack] (d)        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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