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	 Because	 it	 is	 a	 forward-planning	 tool,	 a	 cash-flow	
budget contains estimates or projections for a future time 
period	such	as	next	year.	However,	a	record	of	cash	flows	
for last year can be developed from the year’s records 
to	give	some	insight	into	the	past	financial	management	
of the business.
	 Many	managers	keep	a	record	of	actual	cash	flows	
on	a	monthly	basis	to	compare	with	the	figures	in	the	
projected	cash-flow	budget.	This	comparison	helps	to	
verify	the	accuracy	of	the	projected	cash	flows	and	iden-
tifies	the	need	to	adjust	borrowing	and	loan	repayment	
plans	if	the	actual	figures	deviate	too	far	from	projected	
figures.	Another	use	for	historic	cash	flows	is	in	making	
estimates	for	cash-flow	budgets	for	future	years.

Steps in Constructing  
a Cash-Flow Budget
 A	large	amount	of	information	is	needed	to	construct	a	
cash-flow	budget.	It	is	easier	if	some	logical	approach	is	
followed.	The	following	steps	provide	a	general	outline	of	
the process and the type of information required.
1.	Develop	a	whole	farm	plan.	It	is	impossible	to	estimate	

cash income and expenses without knowing what crops 
and livestock will be produced.

2. Estimate crop production and livestock feed require-
ments.	This	will	provide	an	estimate	of	crops	available	
for sale after meeting livestock feed requirements and 
how much additional feed, if any, needs to be purchased.

3.	Estimate	livestock	sales.	This	should	include	sales	of	
livestock products such as milk and wool as well as the 
projected sales of market livestock including cull 
breeding stock.

4.	Estimate	crop	sales.	This	should	be	done	with	refer-
ence to step two above.

5.	Estimate	other	cash	income.	This	may	include	such	
items as interest, dividends, wages from non-ranch 

 A	cash-flow	budget	is	a	tool	that	has	important	applica-
tions in the forward-planning activities of a ranch business. 
It	 is	a	summary	of	 the	cash	 inflows	and	outflows	for	a	
business	over	a	given	time	period.	As	a	forward-planning	
tool, one primary purpose is to estimate future borrowing 
needs and the loan repayment capacity of the business.
	 Cash	flows	into	the	business	from	many	sources	through-
out the year and is used to pay business expenses and meet 
other	cash	requirements.	The	concept	of	identifying	sources	
and	uses	of	cash	is	important	when	constructing	a	cash-flow	
budget.	Two	features	make	a	cash-flow	budget	substantially	
different from an enterprise or whole-farm budget:
1.	A	cash-flow	budget	measures	all	cash	flows	but	does	

not include any non-cash income or non-cash expenses.
2.	A	cash-flow	budget	 is	 concerned	with	 the	 timing	of	

income and expenses.
	 Cash	inflows	would	include	income	from	the	sale	of	
capital items and proceeds from new loans, for example, 
but not inventory increases. Principle payments on loans 
and the cost of new capital assets would be included as cash 
outflows	but	not	depreciation	or	inventory	decreases.	The	
emphasis	is	on	cash	flows,	regardless	of	the	source	or	use.	
For this reason, personal cash income and cash expenses 
are typically included as they affect the amount of cash 
available for business use.
	 As	far	as	the	timing	of	income	and	expenses,	a	cash-flow	
budget gives importance to when the income and expenses 
will	occur	as	well	as	what	and	how	much	they	are.	To	show	
this	timing	of	cash	flows	properly,	a	cash-flow	budget	is	
typically done on a quarterly or monthly basis. Because 
farming and ranching is a seasonal business, most farm or 
ranch	cash-flow	budgets	are	done	on	a	monthly	basis	to	
permit a more detailed analysis of the relationship between 
time	and	cash	flows.	It	should	also be emphasized that 
a	cash-flow	budget	does	not	replace	any	other	type	of	
budget or any of the records to be discussed in other fact 
sheets.
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