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PURPOSE AND SCOPE OF

THE CASH BASIS CAPITAL INVESTMENT ANALYSER
The Cash Basis Capital Investment Analyser has been set up in an Microsoft Excel Version 95 / Microsoft Excel 97 Spreadsheet. The purpose of the Cash Basis Capital Investment Analyser is to provide farmers and extension agents with a reliable tool that will assist the management decision making process in the area of capital investment.

The Capital Investment Analyser is composed of 4 sections:



1)
Input  - 1 page



2)
Cash Basis Investment Report


A 15 year Cash Flow Analysis ( before and after tax )   - 2 pages

1)  
Tax Summary on Investment, 


 Compares Tax Liability for Sole Proprietorship, Partnership, or Corporation


 Over a 15 year planning horizon   - 1 page

2)  
CCA Rate Table – 1 page

The Capital Investment Analyser Investment Analysis section:

· considers cash revenues and expenses from the investment 

· considers tax implications of investment

· provides opportunity to have investment in 3 different areas



      in any one  analysis scenario

· provides opportunity to finance with either

· personal funds

· 1, 2, or 3 loans

· is capable of consideration of residual or resale values of capitalisation

· considers the fact that money changes value over time

· accounts for the Net Present Value of the investment

REQUIRED RATE OF RETURN
All of the present values arrived at in the Cash Basis Capital Investment Analyser are based on a certain "Required Rate of Return".  This rate is used to discount (or bring future values back to their present values) all future income, expenses or capital values entered in the spreadsheet.

Many articles have been written on the subject of discount rates and many conflicting ideas have been proposed as to what should be included in such rates.  In the spreadsheet, it is left to the farmer to decide what level of return he wishes to consider appropriate.  The most frequent guideline in this matter is the current or long term interest rate on the money market.  Used as a basis, it is adjusted upwards or downwards to take into consideration such factors as risk, opportunity cost, return on investment, return on labour and management, return after income tax, etc.  Farmers here have to judge the state of the farming industry, the economy at large, their own efficiency as farm manager and all of the factors mentioned above, and, estimate as fairly as possible their own required rate of return.  Considering the rapidity at which calculations are done in the worksheet, one might try different rates of return and see if the conclusion is the same.

.

DATA ENTRY
To complete the Input Section, it is suggested that you have available for your information, the producer's most recent income tax statement.

Program Updating Material
-     Industry Newsletters

· Producer Magazines

· Enterprise Budgets

· Business Analysis Reports

· Bank Loan / Credit Information

NOTE:
The input section when viewed on a colour monitor, has 2 different formats.


1)  Blue
- Ariel  Bold 10pt Font




- This is producer related information that "must be" supplied.


2)  Black
- Ariel 10pt Font




- This is subject information, or guidance information.

An example of the input page from the program is attached at the back of this manual.

CASH BASIS CAPITAL INVESTMENT ANALYSER
GUIDE TO USE


This Microsoft Excel worksheet is designed to assist a manager with the decision making process related to a capital investment.

Input:  

Fill input data in range A9 to H47 prior to entering data in range K5 to O59.

Cell C10 – Enter Farm or Producer Name

Cell D12 – Enter Description of Investment

Cell D16 – Enter the investment return rate one could acquire if money was to be invested

      in another known instrument ( ie – Bank GIC’s, Savings Bond, etc.)

Cell H16 – Enter the number of years you want the analyzer to plan over. The maximum is

      15 years . One must enter a number between 1 to 15. It is recommended to leave

      as 15.

Cell D17 - Enter amount of cash the producer will put into the investment from savings or cash 

Cell F19 - Enter the present Taxable Income of the business

Note: If the producer is a partnership, or a corporation, ensure that you enter the taxable

income of the business. This is an important number, as it will influence the tax schedules

for the additional investment.

Cell E21 – Enter the Business Structure Code. 1 for sole proprietorship, 2 for a partnership or

       income splitting, 3 for a corporation. This is also an important entry, as it too 

       influences the tax schedule for the additional investment.

Cell E23 – If you entered a 2 for a partnership in Cell E21, indicate the number of partners or

       individuals who split the taxable income of the business.

Input: Purchase and Loan Information 


In this area you have the opportunity to enter three purchases 

Purchase #1, #2, #3 – In this area, enter ( in Cells D29, D36, D43  ) a description of the


purchase. Enter ( in Cells D30, D37, D44  )  the dollar amount the producer may

spend on each asset purchase. In Cell D31, D38, D45 enter the percent of each

 investment that is eligible for as Capital Cost Allowance depreciation on the

 income tax of the business. In Cell D32, D39, D46, enter the percent of that

 eligible amount that can qualify in the First year ( ie – year of acquisition ) . 

In Cell D33, D40, D47 enter the Capital Cost Allowance rate of depreciation per

 year. 

Loan Information: The program permits a producer to have up to three loans attributable to the investment. It should be noted, that for the loan calculator to work, the interest rate and term must be a number greater than zero. For a zero interest rate, enter .001.

Loan 1, Loan 2, Loan 3 –Enter the dollar amount ( Cell G29, G36, G43 ), the effective

 interest rate ( Cell G30, G37, G44  ), and the term in years ( Cell G31, G38,  G45 ),  for each loan . Enter  the number of payments per year ( Cell G32,  G39, G46 ). Enter the number of times the loan is compounded per year ( Cell G33, G40, G47). Mortgages are usually compounded 2 times per year. Other types of loans are usually compounded 12 times per year. 

Note: It is not necessary to have 3 loans. The total amount borrowed can be in

Loan 1 for the entire investment. 

Go To Input Advantages / Disadvantages ( BUTTON )

This button will take you to the top of the section for Advantages / Disadvantages ( J1 ).
This section has 6 sections, 3 in Disadvantage, 3 in Advantages.


Disadvantages:


Added Operating Expenses – This section allows for 13 direct operating 

Expenses to be recorded, in lines 5 to 17. The 

program allows for a description of the expense,

an adjustment for inflation ( deflation is minus ),

and the annual amount. This factor is an average 

percent increase/decrease per year, that the producer 

budgets for over the planning period.

Reduced Income 
         - This section has an automatic calculation for

interest lost on the down payment provided from the cash or savings of the producer. It also has blank lines for three other items should there be additional potential for lost income. Enter the description, the a return you could expect, if funds were invested in another option, and the annual amount.



Non-Annual Expenses
- This section is for the entry of an expense, in a 

specific year of the planning period, that is not on 

an annual basis ( ie – a major repair in the 10th yr. ) Enter the year  ( Cell M28 to M31 ) and the amount

( Cell O28 to O31 ). A description can be entered in 

( Cell K28 to K31 ).

Advantages :


Capital Sales / Disposals
- This section is for the entry of a sale, in a specific 

year of the planning period, that is not on 






an annual basis ( ie – a sale of used equipment ) 






Enter the year  ( Cell M37 to M40 ) and the amount

( Cell O37 to O40 ). A description can be entered in 

( Cell K37 to K40 ).


Added Annual Income 
- This section is broken into two parts :






Operating Revenue – Similar to the section on






Operating Expense, the program permits 






description and entry of up to 9 different revenues . 






Enter the description and the inflation / deflation






factor, and the amount.






Reduced Costs – Program permits entry of up to 4






costs that would  be reduced, as a result of the 






investment ( ie – rental charges, custom rates ). 






Enter the description and the inflation / deflation






factor, and the amount.

REPORTS PAGE - CASH BASIS CAPITAL INVESTMENT ANALYSER
  ( CASH FLOW ANALYSIS )


This page requires no input. It is a summary of the information provided on the input page. 


The top section, rows 7 to 14 indicate the Basic Information, and Details on the Loans for each purchase category.  


The next section, rows 19 to 30 show the detail on the Principal and Interest Payments for each of the loans.


It is now important that the user appreciate the impact of ‘Discounting’ and Future Value of money. 


Note that in Column E, rows 19- 21, the actual amount of the total principal borrowed is shown. Then in Column C, rows 23 – 25, the Net Present Value of the Future Payments ( Principal and Interest paid in years 1 to 15 ) , discounted by the Required Rate of Return , that was entered on the input . Another way of looking at this is – You make an investment. The investment requires a series of future payments. However, the investment returns an income, and the income is greater than the required payment, then you discount the actual investment required payment, by the amount of the actual required payment, that came from the profit of making the original investment.  Another approach to understanding the concept is simply – You borrow a dollar. You have to pay it back in one year. The dollar made you 10 cents. The actual amount to be paid back is very close to 90 cents in today’s dollars, as 10 cents came from the investment of the dollar.


In columns E to S, the 12 months are `cash flowed’ out. The entries are in Present Dollars, and are not discounted.  The impact of discounting is only considered in the Net Present Value Column.


In rows 32 to 81 , the Disadvantages and Advantages as entered on the input, are cash flowed across 15 year period. In column D, the expected annual percent inflation is shown . The entries are adjusted by this amount ( can be positive or negative ) each year over the planning period.


Row 55 is the Total of the Disadvantages, and Row 84 is the Total of the Advantages. The Advantages are subtracted from the Disadvantages, and the Net Gain ( or Loss )  is shown in Row 86. The one number that indicates the overall return from the investment is cell C86. This is the Net Gain or Loss in Net Present Value terms. Regardless of the length of the planning period, this number brings the total for the period down to today’s dollars.

Rows 89 to 107 evaluate the impact of Taxation and Business Structure 

on the cash flow in each year of the planning period. Rows 94 to 101 make the adjustment to the Capital Cost Allowance tables for each of the purchases, and calculates the eligible amount available for depreciation, as an Eligible Capital Cost Allowance Expense for that year. It is important to note that the program is formulated to write off 100 % of livestock purchases, in the first year. It is important to enter livestock as 100% eligible deduction at a rate of 100% in the first year. 


To this point Columns ‘C’ to ‘S’ have calculated the Net Gain or Loss in cash dollars

( shown in row 86 ) and the Additional or Reduced Capital Cost Allowance that can be used by the user to impact on the amount of tax that is payable by the operation ( shown in row 103 ). 

It is an important concept of the program, to appreciate the next steps. The program takes the Present Taxable Income ( the amount shown in cell C105 ). This is the Taxable income of the operation before the investment. The program then adds the Net Gain or Loss shown in Row 86, to the Present Taxable Income, and calculates the Tax Payable after the investment, based on the Tax Rates of the Business Structure, and shows the new Tax Payable in line 107. 


The program then takes all the information and gives you a yearly summary. Row 109 , 

Net cash Position  ( Before Tax ) ( including Principal Payments ) which is a repeat of Row 86, Net Gain or Loss. To this number is added the Increase or Decrease in Tax Payable , which is shown in Row 112. The Increase or Decrease in Tax Payable is simply the Tax Payable Before the Investment  ( shown in cell C 107 ) subtracted from the Tax Payable after the investment, for each of the planning years. 

Row 114 – Net Cash Position after Taxes and Principal are Paid is then:



Taxable Income Before ( Cell C105 )


Less: 
Tax Payable Before
   ( Cell C107 )


Plus: 
Net Gain or Loss in Cash Position  ( Row 109 )


Less:   Tax Paid Increase or ( Decrease )  ( Row 112 )

Row 116 – Net Change in Position from Investment is then:



Row 114 – Net Cash Position after Taxes and Principal are Paid


Plus:
Taxable Income Before ( Cell C105 )


Less: 
Tax Payable Before
   ( Cell C107 )

Row 117 – ‘CUMULATIVE’ Position adds the results of the previous years, 

( commencing in year 2 ), to the Net Change in Position from Investment row 116

 for that year, to show the Cumulative Net Change in Position of the Investment.

Rows 114 and 116 are very important lines to the investor, as they indicate at what point

they can expect to see a positive return from the investment, and at what point any 

previous losses are recovered. 

Tax Page


This page permits a user to compare the tax implications from the business structure. It shows the same investment, and compares the tax payable before and after for the three different business structures – Sole Proprietorship, Partnership and Corporate.

CCA Rate Table  


This page is information as to specific tax rates for various capital investments. It is to assist the user in completing the Input section on Investment, Cumulative Capital Account Percentage , % CCA Eligibility and Rate to Use .
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        CASH BASIS CAPITAL INVESTMENT WORKSHEET

NAME:

ANDERSONVIEW FARMS

DATE:

29-Aug-2002

PROPOSED INVESTMENT:

DAIRY EXPANSION

- BASIC INFORMATION -

REQUIRED RATE OF RETURN:

6.00

%

# OF YEARS OF PROJECTION:

15

DOWN PAYMENT PROVIDED :

$19,500

 ( MAXIMUM 15 YEARS )

PRESENT TAXABLE INCOME:

$80,000

Business Structure Codes:

BUSINESS STRUCTURE (enter number code) :

1

Sole Proprietorship

1

 

Partnership

2

 

Note: If a Partnership Enter Number of Partners

2

Corporation

3

 

- CAPITAL PURCHASES -

- LOAN INFORMATION -

ASSET PURCHASE # 1:

LOAN # 1 :

 - DESCRIPTION    :

Equipment

 LOAN REQUIREMENT:

$80,500

 -  AMOUNT        :

$100,000

 INTEREST RATE   :

7.00

%

 - % C.C.A.ELIGIBLE:  

100

%

 TERM ( YEARS )  :

10

 - % C.C.A.YEAR 1 :  

50

%

 PAYMENTS / YEAR

12

 - C.C.A. RATE %   :  

20

%

 COMPOUNDS/YR

12

ASSET PURCHASE # 2:

LOAN # 2 :

 - DESCRIPTION    :

Building

 LOAN REQUIREMENT:

$600,000

 -  AMOUNT        :

$600,000

 INTEREST RATE   :

7.00

%

 - % C.C.A.ELIGIBLE:  

100

%

 TERM ( YEARS )  :

20

 - % C.C.A.YEAR 1 :  

50

%

 PAYMENTS / YEAR

12

 - C.C.A. RATE %   :  

10

%

 COMPOUNDS/YR

12

ASSET PURCHASE # 3:

LOAN # 3 :

 - DESCRIPTION    :

Quota

 LOAN REQUIREMENT:

$1,646,100

 -  AMOUNT        :

$1,646,100

 INTEREST RATE   :

7.00

%

 - % C.C.A.ELIGIBLE:  

75

%

 TERM ( YEARS )  :

7

 - % C.C.A.YEAR 1 :  

100

%

 PAYMENTS / YEAR

12

 - C.C.A. RATE %   :  

7

%

 COMPOUNDS/YR

12


[image: image2.wmf]   DISADVANTAGES

ADDED OPERATING EXPENSES

INFLATION FACTOR

  AMOUNT

Feed

1

%

$55,668

Health & Breeding

2

%

$20,907

Marketing

1

%

$46,298

General Dairy

1

%

$9,487

Hydro Telephone

3

%

$8,004

Custom Work

2

%

$1,871

Homegrown Feeds

1

%

$81,163

.

0

%

$0

.

0

%

$0

.

0

%

$0

.

0

%

$0

.

0

%

$0

.

0

%

$0

REDUCED INCOME

INFLATION FACTOR

  AMOUNT

Down Pymnt Interest Lost

YOUR RATE OF RETURN

$1,170

.

0

%

$0

.

0

%

$0

.

0

%

$0

NON-ANNUAL EXPENSES

ITEM

YR.( 1-15 )

  AMOUNT

Cows

1

$93,525

Major Repairs

10

$50,000

.

0

$0

.

0

$0

     ADVANTAGES

CAPITAL SALES/DISPOSALS

YR.( 1-15 )

  AMOUNT

.

0

$0

.

0

$0

.

0

$0

 

ADDED ANNUAL INCOME

OPERATING REVENUE

INFLATION FACTOR

  AMOUNT

ADDED MILK SALES

1

%

$400,374

.

0

%

$0

.

0

%

$0

ADDED CATTLE SALES

1

%

$40,500

.

0

%

$0

.

0

%

$0

.

0

%

$0

.

0

%

$0

.

0

%

$0

REDUCED COSTS

INFLATION FACTOR

  AMOUNT

Building Repair & Mainteneance

1

%

$5,000

.

0

%

$0

.

0

%

$0

.

0

%

$0











2

