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A Guide to Budget Preparation 
and Cash Flow Analysis 
for PACAP Projects
Introduction
There are many tools for determining the financial sustainability of a project.  There are numerous financial ratios; internal rates of return, present values, profitability measures and others.  Yet most of these tools are inappropriate for the kinds of projects supported by PACAP.  Internal rates of return are useful when an investor must decide between several competing options; this is not usually the case at PACAP.


Commercial analysis of investment projects in Philippine corporate board rooms must consider depreciation schedules, tax effects, etc.  These things are only of secondary importance in the kinds of projects submitted for PACAP funding support.


Profit and Loss (Income) Statements are important in commercial analysis but these can also give very misleading information on the health of an enterprise.  It is possible for an enterprise to show very strong “profits” and still go out of business due to cash flow problems.


Small enterprises (such as the ones supported by PACAP) are at a disadvantage when operating within the context of an economy such as the Philippines where big business enjoys a number of open (as well as hidden) subsidies.  Small enterprises must content with a number of adverse factors, e.g.,

· inadequate working capital and limited access to additional capital;
· small markets;
· obsolete production technology; and 
· lack of management skills.

Given the above, it must be emphasized that the primary objective of a small enterprise, particularly during its start-up period, is to survive.  This objective is best achieved through the proper management of its cash resources.


The primary concerns must be:  Can the project pay for itself?  If not now, when?  How much cash must be put into the project before it achieves self-sufficiency?  Can the project repay the original seed capital and continue its operations?  How long will this take?  These are questions that can be answered through cash flow analysis.


Cash flow analysis will be PACAP’s basic tool for the financial analysis of potential and ongoing projects.

The Purposes of Cash Flow Analysis

It is not enough to know the production capacity, prices and break-even sales of an enterprise.  Equally important is the length of time required before it can start production and, once operational, how long it will take before it achieves a break-even level.


What is the length of time required to put together all the different elements so that an enterprise can actually begin production?  Will this take a month? two months? three months? half a year?  What are the capital and start-up costs that are to be incurred during this pre-operating period?


Once an enterprise begins actual operations, how long will it take before it achieves its planned 100% production capacity?  Obviously, no business achieves 100% production capacity on the day it begins operations.  It may take some months before all production problems are straightened out.  The enterprise may also encounter difficulties in its initial marketing efforts.


Because of the above, cash flow analysis is critical for any business.  On a periodic basis, cash inflows (=receipts) must be matched against cash outflows (=disbursements) so that it can be determined when an enterprise can generate enough cash to cover all its costs and, therefore, will no longer have to depend on external funds.


Once this is determined, the amount of external funds required for the enterprise and, more important, the timing for the infusion of these external funds would also have been determined.  

Cash Flow Analysis for a Manufacturing Enterprise:


Table I (see next page) is an example of a Projected Cash Flow statement for a typical agricultural manufacturing enterprise of the kind supported by PACAP.  It is done on a monthly basis for very specific reasons related to effective enterprise management.  Good management requires very careful control of expenses and knowing where the enterprise stands with respect to plans.  Monitoring this performance once every six months or once every three months is insufficient for good control.


Cash Inflows.  In completing this category, one should not equate goods produced with goods sold.  The schedule of production is an internal decision made by the management of an enterprise.  The actual selling of products is based on external market forces and therefore, is subject to seasonal fluctuations.


Not all sales are done on a cash basis; oftentimes, goods are sold on credit.  The cash received from the collections of sales on credit should be listed during the period when it is actually received, not during the period when the sales transaction was made.


Cash Outflows.  In completing this category, it is important to remember that only transactions involving the disbursement of cash should be listed.  Depreciation, which is a non-cash cost, is not listed in the cash flow.  Loan amortization payments (both principal and interest), on the other hand, are listed in the Cash Flow as they involve the disbursement of cash.  (Conversely, only the payment of interest income, not the payment of principal, is included in the Profit and Loss Statement.


Costs are listed in the periods when cash is actually disbursed to pay for them.  Table II lists the four categories of costs of a typical enterprise.


Pre-operating cost (i.e., capital and start-up) are listed in the early periods when the different elements of the enterprise are still being assembled prior to the start of production.


Fixed and variable costs (i.e., operating costs) are incurred when the enterprise has actually begun production.


Net Inflows (Outflows).  This is the difference between Cash Inflows and Cash Outflows.

External Funds. During periods when cash outflows exceed the combined total of the cash inflows and the beginning cash balance, external funds must be infused into the enterprise to cover the cash shortfall.  External Funds may be drawn either from the proponent NGO, the beneficiaries of the project, PACAP or any combination of the three parties.


The amount of external funds to be infused into the project should be exactly equal to the cash deficit to avoid possible over-funding of the enterprise.


Net Cash Flow.  This is the sum of the net inflows (outflows) and external funds.  During periods when external funds are infused into the enterprise, this sum should be equal to zero, again to avoid over-funding of the enterprise.


Cash Balance, Beginning.  This is the amount of cash available to the enterprise at the beginning of a particular period.  At project start-up, this is usually be equal to zero.


Cash Balance, Ending.  This is the amount of cash left available for the enterprise at the end of a particular period.  It becomes the beginning cash balance for the next period.

Cash Flow Analysis for a Revolving Loan Fund

A large number of PACAP-supported projects involve the establishment of revolving credit funds that are used by the proponent NGO to extend loans to either individuals or groups to capitalize a variety of microenterprises.


Loan repayments, both principal and interest, are usually plowed back into the revolving credit fund for re-loaning purposes.  Repayment periods, while sometimes fixed for all loans, are often based on the business cycle of the microenterprise supported.


Most of these projects incorporate a capital build-up (CBU) component, both for individual savings and group funds.  The funds generated from the CBU scheme are often incorporated into the revolving credit fund to service either new borrowers or existing borrowers who have need for larger loans.


Planning the effective utilization of a revolving credit fund requires the preparation of a Projected Cash Flow Statement.


The Projected Cash Flow Statement would indicate the number of borrowers whose loan applications can be accommodated (cash outflows)  given the amount of cash that will become available, either from external funds or inflows from loan repayments and other sources.


(All of these releases are dependent on the submission of a satisfactory progress report.)


The cash flow would also show the amount of cash that will be built up over time, i.e., the ending cash balance, at the end of every period and at month 12 (the end of the project period.


This will provide the proponent NGO with some indication of the length of time required for the community to generate enough internal funds to sustain the credit program, if the intention is to withdraw the original seed capital for the loan funds and transfer it to serve to other communities.


Table III provides a sample projected cash flow statement for a revolving credit fund that is typical of the kind of project normally supported by PACAP.



Table IV lists the different assumptions used in the preparation of the Projected Cash Flow Statement in Table III.

Table I

	SAMPLE PROJECTED CASH FLOW STATEMENT

RURAL WOMEN'S MARKETING COOPERATIVE, INC.

INTEGRATED RICE MARKETING PROJECT

(12 MONTHS, MONTHLY BASIS)

	MONTH
	I
	II
	III
	IV
	V
	VI
	VII
	VIII
	IX
	X
	XI
	XII
	TOTALS

	CASH INFLOWS:
	
	
	
	
	
	
	
	
	
	
	
	
	

	     Cash Sales
	0
	0
	x
	x
	x
	xx
	xx
	xxx
	xxx
	xxx
	xxx
	xxx
	22x

	     Collections of
	
	
	
	
	
	
	
	
	
	
	
	
	

	         Credit Sales
	0
	0
	0
	xx
	xx
	xx
	xxx
	xxx
	xxx
	xxx
	xxx
	xxx
	24x

	     Other Inflows
	0
	0
	0
	0
	x
	x
	x
	x
	xxx
	xxx
	xxx
	xxx
	8x

	     Sub-total
	0
	0
	1x
	3x
	4x
	5x
	6x
	7x
	7x
	7x
	7x
	7x
	54x

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	LESS:  CASH OUTFLOWS
	
	
	
	
	
	
	
	
	
	
	
	
	

	     Capital Costs
	xxxx
	xx
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	     Start-Up Costs
	x
	x
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	     Fixed Costs
	0
	0
	x
	x
	x
	x
	x
	x
	x
	x
	x
	x
	x

	     Variable Costs
	0
	0
	xx
	xxx
	xxxx
	xxxx
	xxxx
	xxxx
	xxxx
	xxxx
	xxxx
	xxxx
	xxxx

	     Sub-total
	5x
	3x
	3x
	4x
	5x
	5x
	5x
	5x
	5x
	5x
	5x
	5x
	55x

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NEXT INFLOWS (OUTFLOWS)
	(3x)
	(3x)
	(2x)
	(1x)
	(1x)
	0
	1x
	2x
	2x
	2x
	2x
	2x
	(1x)

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ADD:  EXTERNAL FUNDS
	5x
	3x
	2x
	1x
	1x
	0
	0
	0
	0
	0
	0
	0
	12x

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NET CASH FLOW
	0
	0
	0
	0
	0
	0
	1x
	2x
	2x
	2x
	2x
	2x
	11x

	ADD:  CASH BALANCE,
	
	
	
	
	
	
	
	
	
	
	
	
	

	          BEGINNING
	0
	0
	0
	0
	0
	0
	0
	1x
	3x
	5x
	7x
	9x
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CASH BALANCE, ENDING
	0
	0
	0
	0
	0
	0
	1x
	3x
	5x
	7x
	9x
	11x
	


Table II

THE FOUR CATEGORIES OF COST OF AN ENTERPRISE

1. CAPITAL COSTS:

These are cost to acquire, build and install all elements of the production unit to ensure that it is fully commissioned and ready to start production.

Examples of Capital Costs are: land, building and improvements, machinery, equipment, etc.

2. START-UP COSTS:

These are one-time costs associated with getting started in business but are not capital costs.

Examples of Start-Up Costs are:  legal fees, engineering fees, training, preparation of feasibility studies, licenses and registration, etc.

3. FIXED COSTS:

These are operating costs that are incurred to operate the enterprise, regardless of the level of production and/or sales.

Examples of Fixed Costs are:  salaries (fixed), loan interest, depreciation, repair and maintenance, rent, etc.

4. VARIABLE COSTS:


These operating costs related directly to the level of production and/or sales.


Examples of Variable Costs are:  raw materials, production labor, salaries and wages (commission basis or piece-rate), energy, transportation of raw materials and finished goods and marketing.

Table III

	SAMPLE PROJECTED CASH FLOW STATEMENT

PEOPLE MULTI-PURPOSE COOPERATIVE,  INC

MICROENTERPRISE DEVELOPMENT PROJECT /

REVOLVING FUND COMPONENT

Period Covered: July 93 - June 94

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ITEMS
	Jul-93
	Aug.93
	Sept.93
	Oct.93
	Nov.93
	Dec.93
	Jan.94
	Feb.94
	Mar.94
	Apr.94
	May.94
	June.94
	TOTAL

	CASH INFLOWS
	
	
	
	
	
	
	
	
	
	
	
	
	

	LOAN REPAYMENTS
	
	
	
	
	
	
	
	
	
	
	
	
	

	PRINCIPAL
	
	
	
	
	
	
	
	
	
	
	
	
	

	Batch 1: First Loan
	
	40,000
	40,000
	40,000
	40,000
	40,000
	
	
	
	
	
	
	200,000

	         Second Loan
	
	
	
	
	
	
	40,000
	40,000
	40,000
	40,000
	40,000
	
	200,000

	             Third Loan
	
	
	
	
	
	
	
	
	
	
	
	40,000
	40,000

	Batch 2: First Loan
	
	
	40,000
	40,000
	40,000
	40,000
	40,000
	
	
	
	
	
	200,000

	         Second Loan
	
	
	
	
	
	
	
	40,000
	40,000
	40,000
	40,000
	40,000
	200,000

	Batch 3: First Loan
	
	
	
	
	
	40,000
	40,000
	40,000
	40,000
	40,000
	
	
	200,000

	         Second Loan
	
	
	
	
	
	
	
	
	
	
	40,000
	40,000
	80,000

	Batch 4: First Loan
	
	
	
	
	
	
	40000
	40,000
	40,000
	40,000
	40,000
	
	200,000

	         Second Loan
	
	
	
	
	
	
	
	
	
	
	
	40,000
	40,000

	LOAN REPAYMENTS
	
	
	
	
	
	
	
	
	
	
	
	
	0

	INTEREST
	
	
	
	
	
	
	
	
	
	
	
	
	0

	Batch 1: First Loan
	
	4,000
	4,000
	4,000
	4,000
	4,000
	
	
	
	
	
	
	20,000

	         Second Loan
	
	
	
	
	
	
	4,000
	4,000
	4,000
	4,000
	4,000
	
	20,000

	             Third Loan
	
	
	
	
	
	
	
	
	
	
	
	4,000
	4,000

	Batch 2: First Loan
	
	
	4,000
	4,000
	4,000
	4,000
	4,000
	
	
	
	
	
	20,000

	         Second Loan
	
	
	
	
	
	
	
	4,000
	4,000
	4,000
	4,000
	4,000
	20,000

	Batch 3: First Loan
	
	
	
	
	
	4,000
	4,000
	4,000
	4,000
	4,000
	
	
	20,000

	         Second Loan
	
	
	
	
	
	
	
	
	
	
	4,000
	4,000
	8,000

	Batch 4: First Loan
	
	
	
	
	
	4,000
	4,000
	4,000
	4,000
	4,000
	
	
	20,000

	         Second Loan
	
	
	
	
	
	
	
	
	
	
	
	4,000
	4,000

	CAPITAL BUILD-UP
	
	30,000
	30,000
	30,000
	30,000
	30,000
	30,000
	30,000
	30,000
	30,000
	30,000
	30,000
	330,000

	OTHER INFLOWS
	 
	600
	600
	600
	600
	600
	600
	600
	600
	600
	600
	600
	6,600

	
	
	
	
	
	
	
	
	
	
	
	
	
	0

	Sub-total………
	0
	74,600
	118,600
	118,600
	118,600
	166,600
	206,600
	206,600
	206,600
	206,600
	202,600
	206,600
	1,832,600

	CASH OUTFLOWS
	
	
	
	
	
	
	
	
	
	
	
	
	0

	LOAN RELEASES
	
	
	
	
	
	
	
	
	
	
	
	
	0

	Batch 1: First Loan
	200,000
	
	
	
	
	
	
	
	
	
	
	
	200,000

	         Second Loan
	
	
	
	
	
	200,000
	
	
	
	
	
	
	200,000

	             Third Loan
	
	
	
	
	
	
	
	
	
	
	200,000
	
	200,000

	Batch 2: First Loan
	
	200,000
	
	
	
	
	
	
	
	
	
	
	200,000

	         Second Loan
	
	
	
	
	
	
	200,000
	
	
	
	
	
	200,000

	Batch 3: First Loan
	
	
	
	
	
	
	
	
	
	
	
	200,000
	200,000

	         Second Loan
	
	
	
	
	200,000
	
	
	
	
	
	
	
	200,000

	Batch 4: First Loan
	
	
	
	
	
	
	
	
	
	200,000
	
	
	200,000

	         Second Loan
	
	
	
	
	
	200,000
	
	
	
	
	
	
	200,000

	
	
	
	
	
	
	
	
	
	
	
	200,000
	
	200,000

	SALARIES
	
	
	
	
	
	
	
	
	
	
	
	
	

	  Credit Manager
	3,000
	3,000
	3,000
	3,000
	3,000
	3,000
	3,000
	3,000
	3,000
	3,000
	3,000
	3,000
	36,000

	  Loan Collector
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	30,000

	  Bookkeeper
	2,000
	2,000
	2,000
	2,000
	2,000
	2,000
	2,000
	2,000
	2,000
	2,000
	2,000
	2,000
	24,000

	TRANSPORTATION
	700
	700
	700
	700
	700
	700
	700
	700
	700
	700
	700
	700
	8,400

	OTHER ADMIN. EXP.
	300
	300
	300
	300
	300
	300
	300
	300
	300
	300
	300
	300
	3,600

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Sub-total……
	208,500
	208,500
	8,500
	8,500
	208,500
	408,500
	208,500
	8,500
	8,500
	208,500
	408,500
	208,500
	2,102,000

	
	
	
	
	
	
	
	
	
	
	
	
	
	0

	NET INFLOWS
	
	
	
	
	
	
	
	
	
	
	
	
	0

	(OUTFLOWS)
	(208,500)
	(133,900)
	110,100 
	110,100 
	(89,900)
	(241,900)
	(1,900)
	198,100 
	198,100 
	(1,900)
	(205,900)
	(1,900)
	(269,400)

	ADD: EXTERNAL FUNDS
	
	
	
	
	
	
	
	
	
	
	
	
	0

	NGO COUNTERPART
	8,500
	8,500
	8,500
	8,500
	8,500
	8,500
	8,500
	8,500
	8,500
	8,500
	8,500
	8,500
	102,000

	PACAP GRANT
	200,000
	125,400
	0
	0
	0
	81,600
	37,400
	0
	0
	0
	0
	0
	444,400

	
	
	
	
	
	
	
	
	
	
	
	
	
	0

	Sub-total…..
	208,500
	133,900
	8,500
	8,500
	8,500
	90,100
	45,900
	8,500
	8,500
	8,500
	8,500
	8,500
	546,400

	
	
	
	
	
	
	
	
	
	
	
	
	
	0

	NET CASH FLOW
	0
	0
	118,600
	118,600
	-81,400
	-151,800
	44,000
	206,600
	206,600
	6,600
	-197,400
	6,600
	277,000

	ADD:  CASH BALANCE,
	
	
	
	
	
	
	
	
	
	
	
	
	

	         BEGINNING
	0
	0
	0
	118,600
	237,200
	155,800
	4,000
	48,000
	254,600
	461,200
	467,800
	270,400
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CASH BALANCE, ENDING
	0
	0
	118,600
	237,200
	155,800
	4,000
	48,000
	254,600
	461,200
	467,800
	270,400
	277,000
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