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Cash Flow Management: A key risk management tool
TOPICS '

* Understanding Cash Flow Management
* Know Your Numbers
— Cost of Production

— Projected Cash Flows
— You cannot manage what you do not measure

* Budgeting and Control Tools
— DairyCOP$
— Monthly Cash Flow Budgeting Spreadsheet

XTENSION

Cash Flow Management & Control
+ Challenge of Volatile Milk Prices
— Managing the Down Cycles

+ Challenges of 2009

— Number 1 — Managing Cash Flow
— Number 2 — Managing Cash Flow
— Number 3 - Managing Cash Flow

- Profits # Cash Flow
* Understanding Cash Flow

— Sources and Uses
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Cash Flow Management & Control

+ Shifting Management Priorities
— In down price cycles CASH is KING
- MANAGE ACCORDINGLY!
A decision that might improve long term

profitability is NOT an option right now
if it does not improve cash flow

Cash Flow Management & Control

* SOURCES OF CASH FLOW

— Operations

— Investing

— Financing

— Reserves

When prices are down and margins are limited,
You will likely have to analyze and utilize all FOUR!

Cash Flow Management & Control

+ Cash flow from Operations
—Components

* Revenue

* Expenses
Management and Control of both important

—Cutting Costs # Improved CF

» Marginal Cost vs. Marginal Return




Cash Flow Management & Control

* Cash from Investing Activities
— Capital Purchases - Outflow
— Capital Sales - Inflow
* Asset Sales (Excess Heifers, Timber, NPA)
* Gifts and Contributed Capital

Liquidating capital assets might be necessary

in down price cycles

Cash Flow Management & Control

* Cash from Financing Activities

* Loans — Inflows
—Operating Loans
—Capital Loans

* Principal payments - Outflows
* Vendor Credit — limited in 2009

Cash Flow Management & Control

* Cash from Reserves

» Savings/Cash Reserves

— Inflow or outflow

* Traditionally not well utilized

—Tax Planning
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Cash Flow Management & Control

* Know Your Numbers

—Cost of Production
—What COP
* Cash Flow or Profitability
—Remember:
—PROFITS # CASH FLOW
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Cash Flow Management & Control
Know Your Numbers

* Cost of Production — Components
— Operating Expenses - Variable

 Not all variable expenses are always variable

—Overhead Expenses - Fixed
« Interest & Depreciation (Profitability)
« Interest & Principle (Cash Flow)
« Others (Insurance, Repairs ??, taxes - DIRTI-5)

— Amount of Product Sold - Milk

Cash Flow Management & Control
Know Your Numbers
» Cost of Production — Controllable Factors
— Expenses

« Cost control measures (variable expenses)
— Forage Quality, Labor efficiency, Repro Efficiency, Vet

« Investment Strategies (fixed expenses)

—Milk Sold

* Feeding Management Which do you
have greater
control of ?

* Cow Comfort
« Udder Health & Repro




Cash Flow Management & Control

Know Your Numbers

 Cost of Production — Controllable Factors
— How about Milk Price?

-YES!
» Components — Impact Basis
* Udder health — Bonuses

Cash Flow Management & Control
Know Your Numbers

* Monthly Surplus / Deficit
— Cash Flow from operations must cover:
* Fixed costs (Debt Service)
* Owner Draws
» Growth of Business (Investments)
* Ifnot, how will you cover it?
— Operating Line of Credit
— Can Investments be financed?

XTENSION

Cash Flow Management & Control
DairyCOPS - A tool for calculating COP

Penn State University

* Why Bother? DairYCOP 9
* You cannot manage what ﬁ

you do not measure!
* Knowledge = better ability Cout of Prodictian Sysiens

to control

+ System focuses on
Management COP et e
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» DairyCOP$ can do both!

INSTRUCTIONS

This Cost of Production Amabzer will calculate your cost of preduction:
1) Ba

7) B

To Caleulate COP B
COP Based
Maice Here 1

| s the High-Bghted Coll
Eter ; in the Hightlighted Cell
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Profit Strategies:
Know Your Numbers — Cost of Production
How do you calculate? + DairyCOP$
— Whole Farm COP? - Menu Driven Excel SS
— Profitability or Cash Flow - Enable macros on entry
* Which concerns you right now? - Accrual COP

Profit Strategies:
Know Your Numbers — Cost of Production
« Data Entry Fairly Simple e
— 4 Sections |

« Income & Expenses
« Inventory and Assets
« Liabilities
* Production Data
* Two Reports
— Detail
— Summary

Profit Strategies:
Know Your Numbers — Cost of Production

Income & Expenses
Milk Income is Key
Enter milk sales for year

« Accounting if accrual records
+ Or from YE Milk Check
Statement

— Include Gain Loss on Hedging
+ Other Income as Outlined




Profit Strategies:
Know Your Numbers — Cost of Production
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Income & Expenses RS
«  Detail levels - DA RCOA v
No detail - Pick a line
Feed - include nutritionist
fee
Labor

— Management Labor
(owner)

Other Issues

— Crop Expenses (Storage &
Crop Ins) 1

8 Lo faed
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Profit Strategies:
Know Your Numbers — Cost of Production
Income & Expenses

+ Depreciation or
Principle Payments
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Profit Strategies:
Know Your Numbers — Cost of Production

[er=w— .

Inventory and Assets

* Inventories
— Raised (Value at Cost)
— Purchased

P e




Profit Strategies:

Inventory and
Assets

« Capital Assets —cu.es

Know Your Numbers — Cost of Production

Profit Strategies:

Liabilities

» Accounts Payable
« Operating Loans
» Term Debts

Know Your Numbers — Cost of Production

Profit Strategies:

Production Data
Milk Shipped
Enter Ibs. milk sold for
year

* YE Milk Check
Statement

« Or make
adjustments to
accounting

Cow numbers
Other Data

Know Your Numbers — Cost of Production
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Profit Strategies:
Know Your Numbers —

Reports
* Detail
— Progressive Breakdown
— Feed
« Feed
« Crop Expenses
« Crop Income Adj
— Labor
« Owner Draws

— Machine
+ Custom Hire Income Adjst

Cost of Production

Overkill Disiry 2000
PropviBy  Paim Dwade

Dute Prepared:  o1-fubtt

IendEpewe  EeoeCar

Veserinars Expease

TOTAL [XPENSES
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Profit Strategies:

Reports
* Summary
— Progressive Breakdown

« Basic Production Exps
« Labor
+ Replacements
» Marketing and Distribution
« Facility
« G&A
« Capital

» Net Margin/Cwt

Know Your Numbers — Cost of Production
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Profit Strategies:
Know Your Numbers — Cost of Production

Reports

. Evaluating COP PAAL ik P T with Rollig P Toa A
— Progressive Breakdown :
— Adjusted for Other Inc
— COP vs Milk Price

* Net Margin/Cwt

+ Trends

+ Planning

— COP vs Projected Milk Price
—  What costs have changed
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Profit Strategies:
Know Your Numbers — Planning

Developing a Monthly CF
+ Allows you to anticipate
— Budget Deficits / Surplus
LOC Draws
— When can you repay LOC
— Will you need further debt service?
+ Can you implement corrective
measures?
— Isbarn full?
Is there more milk/cow
— Excess expenses

Profit Strategies:
Know Your Numbers — Planning

Developing a Monthly CF

« Components - Operations E
— Income
« Milk per Cow L
« Cow Flow B——
CARRYOVER
* Milk Price T

Cakme

« Other Income

Profit Strategies:
Know Your Numbers — Planning
DeVEIOping a Monthly CF 'I:.RTI.‘;SES Py vt Jﬂ?-na m
+ CompoNeNts - OPErations resmremese o 1| s
— Expenses T
« Labor oo Bty
- Feed e
+ Other Fipaes "
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Profit Strategies:
Know Your Numbers — Planning

Developing a Monthly CF e . |Haeaites
Pl viarens 020 B B
» Components oo e |
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— Investments -
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Profit Strategies:
Know Your Numbers — Planning
Developing a Monthly Cash Flow £ - j a0 | Eodd
. EXPENGES  Pagrpmicdetios: H H
+ Use Data from DairyCOP$ HerdLaber Vages s | psw m‘
FIEAMAC T swws g B ) 223 L)
- Expected changes pamdsannipd®iley |||
— Increase or Decrease “'.':'__“:“ :: ::
« Income o ot 4 ves|  garn| s
« Expenses Foed Ha [osmsta] aians
Fups won|  ogee| e
— What expenses are: - ame| s g
. Variable Unbrag wo|  wmaw| e
PE b O Tt 1 3E Tamet) ™ w
_ Per CWT [——-— = " w
s (30 o
— Per Cow s P w
. Fi o Mg wno| gl |
Fixed _ | osm| el
Sagder "o "ns 1% |
; ]
wl|  wm| e

Profit Strategies:

. E | Jongs | Febos
Know Your Numbers — Planning = m
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Developing a Monthly Cash Flow i rver)
+ Sections ] P [
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— Milk Income =y ]
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14 % ¥o0
2008 Data Basis 5414 $5.20 126 $412 $155 .04
Milk Price $23.45 $223 $19.26 $20.58 $18.73 §2132
Class NPY  $19.32 $17.03 $18.00 $16.76 $18.18 $2028
Class IICY  §10.78 san $10.44 $10.78 $9.83 §$10.54
Projected 2005 Basis 52.50 £2.50 £250 §2.50 $2.50 §250
Projected 2009 Milk Price $13.28 $11.81 $12.94 §$13.28 $12.33 $13.04
MILC PaymentiCwt $0.00 $1.63 2.0 $1.60 20 20
2,650,000 Total Monthly Lbs Elgible 14,261 460,064 537,980 561,179 500, 288 483,821
Receive MILC This Month(Y / N} N Y Y Y Y ¥
Founds MILE Paid on 0458054 537960 561179 509. 765 483,571
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« Sections

— Feed

Profit Strategies:
Know Your Numbers — Planning
Developing a Monthly Cash Flow

Zero Based Budgeting

« Actual use & price

Feed Costs Caloulations

Tons fesa per Mons tutrin

Dry o Pre-Fren Ral
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» Sections

— Labor
* Wages/pay period

— Other Expenses

Profit Strategies:
Know Your Numbers — Planning
Developing a Monthly Cash Flow g

Zero Based Budgeting

« Pay periods/month
« Other Payroll Expenses
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« Sections
— Owner Draws
— Investing

— Financing
« Loans
« Loan Payments

Profit Strategies:
Know Your Numbers — Planning
Developing a Monthly Cash Flow

Enter as Negative Number
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Using Your Cash Flow Projections

« Cash Flow Planning

— Not a once and done chore

— Adjustments likely necessary through out year
« Skills improve with practice

« Use your projections

— Comparison to actual

— This is what you said you were going to do
If you are not doing it, why? (Are reasons controllable?)
— What management interventions can you implement.

Cash Flow Management & Control
Summary

Volatile Markets

— Demand strong cash flow management skills

Must know COP if you want to manage it

— Step 1: Calculating your COP (DairyCOPS$)

— Step 2: Budgeting enables management & control
— Step 3: Compare to actual performance

— Step 4: Intervene when and where it’s needed

» Tools are available to help you do this!

— DairyCOPS$ & Monthly Cash Flow Budgeting SS
— Others methods exist (but use something)

XTENSION

Upcoming Finance Workshops
Check out Dairy Alliance program guide:
www.dairyalliance.org
« Implementing Sound Accounting Principles and
Practices for Dairies

— Brown’s Country Kitchen, Portersville, PA - Dec. 17, 2009

* Introduction to QuickBooks for Dairies

— Mercer Co Ext. Office — Jan. 13, 2010

 Advanced Accounting (Focus on Reporting and Analysis)
— Penn State Harrisburg, Middletown, PA - Nov. 16-17, 2009

* Dairy Technology Conference

— Western PA, Mercer Co. Ext. Office, - Feb. 18, 2010

— Follow up hands on Workshop - Mar. 11, 2010

X
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For your reference...
Dairy Alliance website:
www.dairyalliance.org

Dairy Alliance Business Information Management Tools:
http://dairyalliance.psu.edu/im/organization

Contact Information

Brad Hilty
Business & Information Management Specialist

Penn State Dairy Alliance
324 Henning Building
University Park, PA 16802
bhilty@psu.edu
cell:  717-503-8114
phone: 717-948-6612
fax:  717-948-6611
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