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Using Farm Cash Flow Statements for Management Decisions1 

The flow of capital into and out of the farm business occurs frequently. Many of these 
transactions occur as cash transactions. Successful business managers know that it is 
important to control, and monitor, this flow of cash in and out of the farm business. 
Understanding of the proper management of the flow of capital, and especially of cash, 
can significantly improve the performance of the farm business. 

What Is Cash? 

Cash is money on hand, either being held in the bank or in the business. By this 
definition, cash does not include inventory, accounts receivable, or property. All of these 
items might be converted to cash during the course of business (classified as current 
assets on the balance sheet as discussed in a companion publication). Cash, not current 
assets, is important since cash is required to pay suppliers, to pay the rent, and to meet 
hired labor expenses. 

There is a difference between profit and cash. Some profitable businesses can experience 
cash shortages while other businesses may not have cash flow problems, but they may 
not profitable. Profit is the amount of money that would be left if all income was 
received and all expenses were paid. However, profit is not a day-to-day consideration. 
Cash is what is required to run the business while trying to make a profit. 

What Is Cash Flow? 

Cash flow simply refers to the flow of cash into and out of a business over a period of 
time. A positive cash flow is experienced when the cash coming in to the business is 
more than the cash going out of the business. A negative cash flow occurs when the cash 
going out of the business is more than the cash corning in to the business. 

Successful business managers will prepare both a statement of cash flows and a cash flow 
statement (also called a cash flow budget or projected cash flow). This publication 
explains the differences between the two statements and why both are important for 
successful business management decision making. 

Statement of cash flows 

A Statement of Cash Flows is typically prepared at the end of the business period being 
analyzed at the same time the income statement and ending balance sheet statement are 
prepared. Thus, the statement of cash flows differs from the more common projected 
cash flow in that it is statement of the flow of cash for the business period just ended. 
The Statement of Cash Flows is divided into three components so that the sources and 

I 
TI-us intonnation has bcl..'Il adapted for use in South Dakota from Cash Flow Projection for Opemting Loan 

Detennination by Larry Langemeier. Danny Klinefelter and Dean McCorkle; RMS-7.0; 5-98;Assessing and Improving 
Farm Cash Flow by Dale Johnson, James Hanson, and Billy V. Lessley; FS-541; College ofAgricultme and Natmal 
Resources: University of Maryland. 



uses of cash can be analyzed and understood. These components include internal and 
external sources of cash. The internal components of a Statement of Cash Flows include 
operating cash flow and investing cash flow. Financing cash flow is classified as an 
external flow of ash. 

Operating Cash Flow 

Operating cash flow is the cash flow generated from general business activities. It is the 
cash generated from sales of the product or service of your business. Operating cash flow 
is sometimes referred to as working capital 

Investing Cash Flow 

Investing cash flow is generated from non-operating activities. This component would 
include the flow of cash from investments, one-time gains or losses, or other sources and 
uses of cash outside of normal operations. 

Financing Cash Flow 

Financing cash flow is the cash to and from external sources, such as lenders, investors 
and shareholders. Committing to additional debt commitments from taking out a new 
loan, or the repayment of an existing loan, are some of the activities that would be 
included in this section of the statement of cash flows. 

Preparing Statement of Cash Flows 

The cash flow statement is used to analyze the cash inflows ( where the money came 
from) and outflows (where the money went) during a designated time period. 

Businesses that prepare profit and loss statements on a monthly basis know that there are 
certain business activities which may not affect the profit and loss statement for some 
time. Some of these activities include increases in inventory purchases, increases in 
accounts receivable, and the purchase of equipment. 

The statement of cash flows is used to highlight these activities in a way that an income 
statement will not. Some creditors want to see a statement of cash flows showing how the 
funds from a previous loan were used before they renew an existing loan or approve a 
new loan. 

To determine operating cash flow, calculate business net income and the account for 
those business transactions which did not result in inflows or outflows of cash. The most 
common non-cash expense is depreciation. 

Next, identify all the balance sheet accounts that are associated with operations and 
determine the change in the account from the end of the last period to the end of the 
current period. Operating cash flow will include all the balance sheet accounts that are a 



part of normal operations. Trade receivables and payables as well as accrued expenses, 
prepaid expenses and other current assets that are a part of day-to-day operations are 
included in operating cash flow. 

Other balance sheet accounts will either be investing activities or financing activities. For 
investing and financing activities, again determine the change in each balance sheet 
account from the beginning of the period to the end of the period, and compute the sum 
of all three activities. The statement of cash flows provides a complete picture of the 
cash flow for the farm business. 

It is easiest to think of a statement of cash flows as the opposite of a projected cash flow 
statement. Preparing a projection of cash flows for the nest business period will be easier 
if the statement of cash flows is prepared for the business period just completed. If 
business managers know the flow of cash through their business for the last period, it 
becomes easier to project what the flow of cash will be in the next business period. 

Example of Statement of Cash Flows 

STATEMENT OF CASH FLOWS 

CASH FROM OPERATING ACTIVITIES 
Gross caah 1'aml Jncome 
Nonfarm income 
Tml caah r.m...­
Famly llvlng ...... 
lnoomeiRIIOCB�m 

279,321 
(+) 

M 191,472 
(·) 38,819 
(·) 9,635 

(g) C8eh from openlllioll8 (=) 39,305 

(ll) 

CASH FROM INVESTING ACTIVITIES 
Sale d breeding IIYeltock 
Siie d 11..chir181y & equipmllnt (+) 

Siie al tiled Wihides (+) 

Siie d farm lllnd (+) 

Sale cl farm buildings {+) 

Sale d Olhar 1'aml 81188ls (+) 

Saled nonfam..ts (+) 

PurdwN ol br-a,g IIWllllock (·) 

PurdwN d machinery & equip. (-) 12.342 
PurdwN ol tiled whicles (·) 

PI.IChase al ra,m land (·) 

Pwchale d fwm buildings (·) 

PUIChele ot Olher farm aaaets (·) 

Purchaae fl nanfarm 8S8IIB (·) 

C8lh from irMlltilg ...... (=) ·12,342 

CASH FROM FINANCING ACTMTIES 
Money bomMlld 8,400 
Caahi;ftsMdilhel .. lCe& (+) 

Principel payments (·) 30,706 

OividllndlJ pllid (-) 
Giiis gMII (·) 

© Calh flan llnmlC:lng IICIIYllla (=) ·22,306 

(g+h+i) 

(f>j) 
4.747 
1,073 



CASH FLOW STATEMENT 

A cash flow statement is also referred to as a cash flow budget or as a projected cash 
flow. A cash flow statement is actually a budget for the whole farm. The cash flow 
statement is a projection for the business of cash inflows and outflows over a certain 
period of time. Typically, a cash flow budget is prepared on an annual basis and is 
prepared to reflect the flow of capital over the entire year. More useful are those cash 
flow budgets that are prepared on a month-to-month basis. Uncertainties in agriculture 
lead to uncertain projections of future events. Thus, many business managers argue that 
trying to project cash flows too far into the future may prove be a waste of time since 
nothing ever turns out just as expected. However, a cash flow budget that doesn't look 
far enough into the future will not predict future events early enough and will thus 
prevent or hinder the manager from taking corrective action in time to make a difference 
in the management of business. 

Preparing the projection of business cash flow should become customary and be part of 
the annual budget and budget paperwork. All budgets, whether for an individual 
enterprise or for the whole farm or ranch, are the foundation of controlling cost and 
profitability during a production plan. It does not matter whether the budgeting process 
is simple or complex, it is imperative that it be accomplished. All budgets, irrespective of 
the area being managed, are constructed upon historical data and are the basis for our 
future budget based upon actual or best attainable results to the most likely. The cash 
flow statement can be thought of as the whole farm combination of all the various 
individual enterprise budgets. 

Individual enterprise budgets are reviewed and combined into a whole farm budget ( cash 
flow statement) for monitoring and feed back on management decisions. Generally, 
when budgets are prepared, past performance is reviewed as a basis on which to make the 
projection. Therefore, the preparation of a Statement of Cash Flows can become 
invaluable when preparing the Cash Flow Statement. 

Like the Statement of Cash Flows, the cash flow statement examines the flow of capital 
into and out of the farm business. Cash flows into the farm/ranch business from various 
sources such as crop and livestock sales, sale of capital assets, and from borrowed 
money. This inflow of cash is used to meet financial obligations like production 
expenses, capital expenditures, loan payments and family living expenditures. Proper 
planning and budgeting is important because inflows and outflows seldom coincide with 
each other. Consequently, a liquidity or cash reserve should be managed to prevent cash 
shortages from disrupting your normal farm business operations. The Cash Flow 
Statement can be used to predict when cash shortages may occur and when cash may be 
available. This prediction is based on the accounting of cash inflows and outflows. 



Cash Inflows 

The primary sources of cash inflow for a farm or ranch business are crop, livestock and 
livestock product sales. Some enterprises, such as a dairy, generate a relatively even flow 
of cash into the farm business over the production year. Other enterprises like com or 
feeder livestock result in sporadic cash inflows as sales are lumped into relatively few 
transactions during the course of the production period. 

Another source of cash inflow may be realized from payments from participation in 
government commodity programs, income from custom work performed, and co-op 
dividends. Cash may also flow into the business from the sale of capital assets such as 
from the sale of land, buildings, machinery, breeding livestock and tools. 

Borrowed money is another source of cash flowing into the farm/ranch business. 
Borrowed money can take the form of short-term loans to cover operating costs, 
intermediate-term loans for assets such as machinery and livestock, or long-term loans 
such as farm mortgages on land and buildings. 

Cash Outflows 

One of the largest uses of cash in the farm/ranch business is for the purchase of 
production inputs. Expenses for production inputs include money spent for seed, 
fertilizer, chemicals, feed, hired labor, repairs and other inputs. 

Capital expenditures may not occur often during the business year, but can require a 
sizeable amount of cash. The Cash Flow Statement should include cash outlays for 
replacing and adding machinery and breeding livestock, and purchase of land and 
buildings. These outlays are important for maintaining and increasing the growth of your 
farm/ranch business. 

During the business year, cash will have to be available to make scheduled loan 
payments. This outflow of cash should be included in the cash flow statement to ensure 
that adequate cash will be available to make the payment on time and in the proper 
amount so as to avoid additional financing expenses. 

Additionally, family living expenditures should be included in the cash flow statement. It 
is important to account for the family living expenditures so as to not to penalize the 
business by taking money designated for farm expenditures and using it for family living. 
It is also important to account for family living expenses in order to insure that needed 
money will be available in a timely fashion. 

How to Use a Cash Flow Statement 

Already discussed is how a cash flow statement records the timing and size of cash 
inflows and outflows that occur over a given accounting period. The projected cash flow 
statement is completed at the beginning of the accounting period, usually on a monthly 



basis, to estimate ending cash balance for each period (month). If the ending cash balance 
is negative in any month, this is indicative that adjustments will have to made to the cash 
flow plan. Adjustments will have to be made in the timing of either income or expenses, 
or plans will have to be made for additional borrowing to cover the cash shortage. This is 
the first use of the cash flow statement. 

Another use of the cash flow statement is to monitor business performance over the 
accounting period. During the course of the business year, prudent managers will keep a 
record of actual cash inflows and outflows as they take place. These managers then 
compare the actual cash flow statement with the projected cash flow statement to see if 
things are going as planned. If deviations from the plan are discovered, these managers 
will devise remedies for solving previously unforeseen problems, or to take advantage of 
opportunities not anticipated. By using the cash flow statement in this manner, managers 
are able to act on opportunities or take corrective action while a problem is still small 
rather than let a cash flow problem in one month grow over time. 

Solving Cash Flow Problems 

Most farms and ranches experience cash flow problems at one time or another. As 
mentioned, adjustments will have to be made in the timing of either income or expenses, 
or plans will have to be made for additional borrowing to cover the cash shortage. It is 
easy to say that adjustments will be made, but it is helpful to know some strategies for 
dealing with cash flow problems. Each of the strategies discussed below may work by 
themselves; however, often a combination of strategies will yield the best results. 

Improving profitability. Cash flow problems may be the symptom of the greater 
problem of low profitability. In approaching cash flow problems, first analyze profits and 
profitability of individual enterprises. Enterprise analysis is a method that can be used to 
pinpoint profitability problems of individual enterprises. It may be possible to decrease 
production expenditures, or use marketing strategies to achieve a higher market price and 
greater gross revenues. Increasing the profitability of the individual pieces of the farm 
business is often the best way to remedy cash flow problems for the entire business. It 
may be that an individual enterprise cannot be made profitable and a change in 
production plans is necessary. 

Changing production plans. A careful examination of the combination of enterprises on 
the farm may indicate that a different set of cropping enterprises or the addition/deletion 
of a livestock enterprise would increase overall profitability and improve cash flow. 

Managing expenditures. A common strategy among farm and ranch families is to 
become the lowest cost producer that could be achieved. Lowering productions costs is 
an effective way to improve the cash flow of the business. Sometimes, enterprise 
analysis will indicate that different inputs or a lower quantity of current inputs could be 
used to produce goods for sale. The caution about lower input costs is that managers 
want to make sure that they reduce the level so far that economical levels of output are no 
longer achieved. Sales dollars are generated by having product for sale. Managers need 



to scrutinize every cost to see if input reductions can be made without adversely affecting 
performance and profitability. 

Achieving higher income. One of the easiest methods to achieving higher incomes is to 
obtain a higher market price for products sold. Better commodity marketing is a key to 
achieving higher prices and thereby higher incomes. A detailed marketing plan is an 
important step towards higher incomes. Marketing plans may be as simple as spreading 
sales throughout the marketing year to complex marketing plans that employ more 
complex marketing strategies using futures and options. While greater farm profitability 
should be the main goal in formulating a marketing plan, the cash flow implications of 
timing the sales of commodities should also be considered. 

Leasing or renting. The high cost ofland, buildings and machinery may make 
purchasing these assets financial un-feasible. Down payments and scheduled loan 
payments may place such a burden on cash flow that purchasing is not feasible. Leasing 
or renting may enable the manager to gain the use of an asset without the longer-term 
financing obligations. While cash will be needed to make lease or rent payments, the 
amount of cash necessary may be lower than purchasing and would enable some cash to 
available to meet other obligations. 

Reducing living expenses. One strategy for improving cash flow problems has always 
been to reduce expenditures for family living expenses. Once cash expenditures are fully 
accounted, many farm/ranch families are surprised by how much they spend for personal 
living expenses. It may not always be possible to reduce family living expenses, but 
farm/ranch families should fully understand the differences between necessities and 
wants. It may be prudent to base family expenditures on the performance of the farm 
business and/or off-farm income. 

Debt structure. Cash flow problems are sometimes caused by an imbalance in the 
structure of business debt. Short-, intermediate- and long-term debts shold be balanced 
against the assets that were acquired with the financing. Some business managers use 
short-term or operating loans to finance the purchase of intermediate- and long-term 
assets. Normally, operating loans are used to purchase variable inputs such as seed, feed, 
fertilizer, chemicals, others. These loans are then paid back as the commodities are sold. 
The idea situation is to have all loans be self-liquidating loans. Self-liquidating loans are 
paid from the profits generated by employing those assets in the business. A proper 
financing program for loans would match the input's life and pattern of earnings with the 
length of repayment schedule on the loan used to obtain the input. If a drought year 
results in insufficient receipts to cover the operating loan, rolling this loan over to the 
next year may cause cash flow problems. Perhaps you should refinance the loan over a 
longer period so the cash shortfall can be absorbed over several production periods. 
However, while restructuring business debt may alleviate short-term cash flow problems, 
if the business is not profitable over time, debt restructuring may just prolong the 
inevitable by simply prolonging problems rather than finding the solution. 



Selling assets. Selling assets is usually a drastic measure for dealing with cash flow 
problems. However, it some situations, selling assets may be justified. Selling assets that 
do not contribute to the profitability of the business may generate needed cash. This 
strategy may work in the short-run and for any one particular assets, can be used only 
once. Before selling business assets, an in-depth Jong-term financial analysis of the 
business should be undertaken to understand the impact of these actions used to correct a 
cash flow problem. 

Cash Management 

There is nothing magical about good cash management. A few simple considerations 
will lead to proper management of the business cash flow. Cash flow management really 
means: 

• Knowing when, where, and how cash needs will occur, 
• Knowing the best sources for meeting cash needs; 
• Knowing alternatives for managing cash flow problems and, 
• Being prepared to act on the alternatives when the need occurs. 

The starting point for avoiding a cash crisis is to develop a cash flow projection. Smart 
business owners know how to develop both short-term (weekly, monthly) cash flow 
projections to help them manage daily cash, and long-term (annual, 3-5 year) cash flow 
projections to help them develop the necessary capital strategy to meet their business 
needs. They also prepare and use historical cash flow statements to gain an understanding 
about where all the money went 



Cash Flow Statement Example2 

..... ""' .... Apr '*'Y .,., Jul Alllf .. Od "°" Dec TotJII 

CASH INFLOWS 

Begcaahbll 1258 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1258 
Na!MtO.. 667 8111 81!1 2000 
Cash can 1!1357 11361 34600 51314 
So)1)elnlS 2ST.!8 'Zf1l2B 

DCP� 8145 8146 
Olhergoyt - 366 
Clllllam- 4IJ87 9333 14000 
O!t'«fllm 6741 157411 67. 8748 67,48 77411 6741 8748 6741 674 8748 7748 112976 
N-Fann Wl(lll!II 2833 2833 21133 1833 1833 1833 1833 1833 1833 18.'n 2833 21133 27000 
TOQlllnllow 17849 11l971 411333 11!181 142411 10581 111581 9581 9581 9581 19915 4818' 213785 

CASH OUTFLOWS 

SesJ 89t7 5632 14549 
Fertilzer 3815 3615 
Clwnil:ala 121ell 121ee 
Croplneur. 2'31 2410 4541 
Or)1ng fuel 2llD2 2892 
C.Llbor 3112 3112 723 
Fuel& cil 700 1«lCI 700 1400 2100 700 7000 
Rt!pllinl 684 684 1368 2053 1368 684 684 2053 'ZT3J' 684 13000 
Cualhn 800 800 
t.abor 81!1 861 1'167 f/lfl flB1 861 4000 
un1 rem 7000 7000 1«o:I 
M&B_... 2741 2741 2741 27-41 2741 2741 2741 2741 2741 27,41 2741 2741 32892 

RE'- 1800 111100 3200 
Fann ineu'. 9l(JO 5000 
\Jllllles 475 475 475 475 475 475 475 41'5 475 41'5 475 475 5700 
Ml8c. 208 208 208 2ll8 2Dfl 2Dfl 208 208 208 208 208 208 2500 
F.-n. lNlrc, 3417 3417 3417 3417 3417 3417 3t17 3417 3417 3417 3417 3417 41000 
lncanei- 5000 5000 
Min end bat 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 
Tct outllow 7841 13525 13525 19493 4'Z176 1111576 8525 8525 11294 17437 225155 8508 173581 

..... Feb .... Apr ...... .llln Jul Aus .. Od IIIN Dec TOAi 

LOAN PA YIIIENTS 

FCS 5742 5742 

JDC!d1 8107 8107 

Ida TRlltie1 544 544 

Mary Trcuble mg TTl57 

Ida Tmuble2 11IBI 11031 

FCSBldg 964 964 964 954 964 964 954 964 954 964 964 964 11448 

FCSPI 11'1'9 111'9 117'9 1179 4716 

Home Leen 317 317 317 317 317 317 317 317 317 317 317 317 3810 

Tctklan pay 12n 2451 26358 1272 2451 1272 1272 2451 1272 1272 2'151 9379 53165 

Suip. « def IU7 3111 ... -111U -al1I ·121111 .Z11 _,.. -ZIN -1121 .-1 - ·12112 

ANNUAL OPERATING LOAN TRANSAC110NS & BALANCES 

BegAObal 105191 104608 101244 93501 1046&4 135883 1311929 137145 138539 141523 150650 1557,41 105191 

AO borrllWll'O 111113 31)979 12116 215 1394 29114 9127 5<81 62240 

AO It pay 7853 732 709 8361 17654 

AO pm pay 683 32&4 7743 19936 31625 

l!ndAObllL ....... 1ft1:M4 11*1 flMDI 131113 131921 13714a 1- M112S - 111741 13II07 1l1118117 

Awuedlnt. 1155 1387 23:Sl 3295 4255 522!5 6218 Tl10 

Encl caah ba1 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 

2 
This example of an income statement is taken from the FINP ACK financial planning and analysis 

software package used by SDSU Extension Economics and represents a hypothetical sample farm 



Test Yourself on Understanding Cash Flow for Management Decisions3 

Indicate whether each of the following statements is true (T) or false (F) and calculate the 
answers to questions 19-23. 

T F 1 .  A statement of cash flows summarizes all cash transactions of a business 
during a given period of time. 

T F 2. A statement of cash flows can only be used as a statement of past 
performance. 

T F 3. A statement of cash flows contains the same information as an income 
statement, except the information is organized into operating, financing and 
investing activities. 

T F 4. A statement of cash flows is used primarily to report business profitability. 

T F 5. Principal payments on term loans are included in a statement of cash flows. 

T F 6. A statement of cash flows can indicate a positive change in a business' cash 
position at the same time the business is experiencing a negative net income. 

T F 7. Depreciation expenses are included in a statement of cash flows. 

T F 8. A statement of cash flows eliminates the need to prepare a cash flow budget 
in which cash inflows and outflows are broken down into monthly or 
quarterly time periods. 

T F 9. Projected cash expenses are reflected on a projected statement of cash Bows 
in the period you expect to receive the item purchased, regardless of when 
the bill is paid. 

T F IO. A statement of cash flows is prepared for a specified period of time. 

T F 1 1 . A cash flow statement can only be used as a statement of past performance, 
since it contains only historical data. 

These assessment exercises are taken from Business Alanagement in Agriculture, a video tape based 
educational program. Business Alanagement in Agriculture was financed and produced by the Cooperative 
Extension Service, United States Department of Agriculture, Washington D.C., and Farm Credit Bank of 
St. Paul, Minnesota. 



T F 1 2. A cash flow statement contains the same information as an income 
statement, except the information is broken down into the actual months 
transactions occurred. 

T F 13. Principal payments on intermediate and long-term loans are included in a 
cash flow statement 

T F 14. The first line of a cash flow statement is usually the ending cash balance for 
the previous period. 

T F 15 . Depreciation expenses are included in a cash flow statement. 

T F 1 6. Projected cash expenses are recorded on a projected cash flow statement in 
the month you expect to receive the item purchased, regardless of when the 
bill is paid. 

T F 1 7. A cash flow statement is prepared for a specified period of time. 

T F 1 8. A cash flow statement can be prepared on an annual, quarterly or monthly 
basis. 

Use the following facts to prepare a projected annual cash flow statement for year 20X5. 
Some of the information may not be needed . 

• Projected annual cash crop sales for 20X5 $ 100,000 . 
• Projected annual cash livestock sales for 20X5 = $50.000 . 
• Cash balance on 1 2/31/20X4 = $ 10 . 000 . 
• Anticipated depreciation for 20X5 $ 1 5 .000 . 
• Projected family living expenses for 20X5 = $20,000 . 
• Projected cash operating expenses to be paid in 20X5 $ 1 25,000 . 
• Projected annual feed purchases to be paid in 20X5 $20,000 . 
• The current operating loan balance is $50,000. Additional operating funds can 
be borrowed. This farmer wants to always keep a minimum of $5,000 in his 
checking account for emergencies. 

Once you have prepared a projected cash flow statement, answer the following questions. 

1 9. What is the projected total cash available for the year? ____ _ 
20. What is the total cash required for the year? ____ _ 
2 1 .  What is the projected ending cash balance? ____ _ 
22. What is the cash position before savings and borrowing? ---··--
23. What is the projected operating loan balance on 1 2/31/20X5? ____ _ 



Test Yourself on Understanding Cash Flow for Management Decisions 
Answers 

Indicate whether each of the following statements is true (T) or false (F) and calculate the 
answers to questions 1 9-23 .  

T F 1 .  A statement of cash flows summarizes all cash transactions of a business 
during a given period of time. 

T F 2. A statement of cash flows can only be used as a statement of past 
performance. 
Comment: False. A statement of cash flows can be used as a statement of 
past performance or projected to reflect future plans. 

T F 3 .  A statement of cash flows contains the same information as an income 
statement, except the information is organized into operating, financing and 
investing activities. 
Comment : False. A statement of cash flows includes family living 
expenses, loan proceeds, principal payments on loans, and the purchase of 
capital items, which are not included on an income statement. On the other 
hand, an income statement prepared using accrual accounting includes 
changes in inventories and changes in certain accrued asserts and liabilities. 
A statement of cash flows includes cash sales and expenses, but there are no 
adjustments for changes in inventories and accrued items. Also, an income 
statement includes depreciation expense, which is not included on a 
statement of cash flows because it is a non-cash expense. 

T F 4. A statement of cash flows is used primarily to report business profitability. 
Comment: False. A statement of cash flows by itself tells nothing about the 
profitability of a business, because it includes only cash transactions and 
omits depreciation. 

T F 5 .  Principal payments on term loans are included in a statement of cash flows. 

T F 6. A statement of cash flows can indicate a positive change in a business' cash 
position at the same time the business is experiencing a negative net income. 

T F 7. Depreciation expenses are included in a statement of cash flows. 
Comment: False. Depreciation is non-cash expense so it is not included on a 
statement of cash flows. 



T F 8. A statement of cash flows eliminates the need to prepare a cash flow budget 
in which cash inflows and outflows are broken down into monthly or 
quarterly time periods. 
Comment: False. A cash flow budget prepared to reflect periodic cash 
inflows and outflows within a year is still a very valuable management tool 
for projecting operating credit needs and repayment plans, as well as a 
valuable tool for monitoring projections versus actual cash flows. 

T .E 9. Projected cash expenses are reflected on a projected statement of cash Bows 
in the period you expect to receive the item purchased, regardless of when 
the bill is paid. 
Comment : False. Projected cash expenses are reflected in the time period 
when the bill is to be paid. 

T F I O. A statement of cash flows is prepared for a specified period of time. 

T F 1 1 . A cash flow statement can only be used as a statement of past performance, 
since it contains only historical data. 
Comment: False. A cash flow statement is a budget or projection and should 
be used to reflect the cash flows of future plans. 

T F 1 2. A cash flow statement contains the same information as an income 
statement, except the information is broken down into the actual months 
transactions occurred. 
Comment: False. A complete cash flow statement includes non-farm or 
non-ranch business items, family living expenses, principal payments on 
loans, and the purchase and/or sale of capital items, which are not included 
on an income statement On the other hand, an income statement prepared 
using accrual accounting includes changes in inventories. A cash flow 
statement includes sales and purchases, but there is no adjustment for 
inventory changes. Also, an income statement includes depreciation as an 
expense. On a cash flow statement, depreciation ( a non-cash expense) does 
not appear. 

T F 1 3. Principal payments on intermediate and long-term loans are included in a 
cash flow statement 

T F 1 4. The first line of a cash flow statement is usually the ending cash balance for 
the previous period. 



T F 1 5 .  Depreciation expenses are included in a cash flow statement. 
Comment: False. Depreciation is non-cash expense, so it is not included in a 
cash flow statement. 

T F 1 6. Projected cash expenses are recorded on a projected cash flow statement in 
the month you expect to receive the item purchased, regardless of when the 
bill is paid. 
Comment: False. Projected cash expenses are recorded in the time period 
when the bill is expected to be paid. 

T F 1 7. A cash flow statement is prepared for a specified period of time. 

T F 1 8. A cash flow statement can be prepared on an annual, quarterly or monthly 
basis. 

Use the following facts to prepare a projected annual cash flow statement for year 20X5. 
Some of the information may not be needed. 

• Projected annual cash crop sales for 20X5 = $ 1 00,000. 
• Projected annual cash livestock sales for 20X5 $50. 000. 
• Cash balance on 1 2/3 1 /20X4 = $ 1 0. 000. 

Anticipated depreciation for 20X5 $ 1 5 . 000. 
• Projected family living expenses for 20X5 $20,000. 
• Projected cash operating expenses to be paid in 20X5 = $ 1 25,000. 
• Projected annual feed purchases to be paid in 20X5 $20,000. 
• The current operating loan balance is $50,000. Additional operating funds can be 

borrowed. This farmer wants to always keep a minimum of $5,000 in his 
checking account for emergencies. 

Once you have prepared a projected cash flow statement, answer the following questions. 

Projected Cash Flow Statement 

Beginning cash balance 
Cash operating receipts: 

Crops 
Livestock 

Total cash available 

$ 1 0, 000 

$ 1 00,000 
$ 50,000 

Cash operating expenses $ 1 25,000 
Feed purchases $ 20,000 
Family living expenses $ 20,000 

$ 1 60,000 

Total cash required $ 165,QOO 
Cash position before savings and borrowing ($5,000) 
Operating loan $ 1 0,000 
Ending cash balance $ 5, 000 



1 9. What is the projected total cash available for the year? $ 1 60,000 

20. What is the total cash required for the year? $ 165,000 

2 1 .  What is the projected ending cash balance? $ 5.000 

22. What is the cash position before savings and borrowing? 

23. What is the projected operating loan balance on 1 2/3 l /20X5 $ 60,000 

Remember : the balance on the operating loan on 1 2/3 1 /2004 is $50,000. 
The $ 1 0,000 operating loan during 20X5 is added to the $50,000 to give a 
projected operating loan balance on 1 2/3 1 /20X5 of $60,000. 
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