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This study aimed to present a study case concerning Cash flow 
measurement  and its role in farm management  based on the data 
collected from a Danish Dairy farm. The following specific indicators 
were computed :  (a) Cash sufficiency measures (Cash flow adequacy , 
Reinvestment ratio, Long – term debt payment ratio),(b)Free cash flows, 
(c)Depreciation ratio impact , (d)  Recapitalization index  (e) Cash flow 
efficiency (Cash flow return on assets ,  Cash flow return on sales). 
Taking into account  the obtained  values , we reached the conclusion  
that the farm generated insufficient cash flows from its operations. 
Consequently, we would conclude that the farm’s cash measures were 
inefficient. 
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INTRODUCTION 

The amount of cash being received and spent by a business during a 
defined period of time, sometimes tied to a specific project is called Chs 
flow. Measurement of cash flow can be used to evaluate the state or 
performance of a business or project, to determine problems with liquidity, 
to generate project rate of returns and net present value ,  to examine income 
or growth of a business when it is believed that accrual accounting concepts 
do not represent economic realities. Alternately, cash flow can be used to 
'validate' the net income generated by accrual accounting. The cash flow 
statement is one of the four main financial statements of a company, which 
can be used to determine the short-term sustainability of a company. If cash 
is increasing and operational cash flow is positive, then a company will 
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often be deemed to be healthy in the short-term. Increasing or stable cash 
balances suggest that a company is able to meet its cash needs and remain 
solvent. This information cannot always be seen in the income statement or 
the balance sheet of a company. For instance, a company may be generating 
profit, but still have difficulty in remaining solvent. This paper presents a 
study case concerning Cash flow measures in a dairy farm using the specific 
formulas  for evaluation Cash flow adequacy , free cash flow and Cash flow 
efficiency. The purpose was to demonstrate   the primary cash sufficiency 
ratio and its components, additional cash sufficiency measures, and cash 
efficiency ratios ( 1,2 ). 

MATERIAL AND METHOD 
 

The data used in this study were collected from a Danish Dairy  , 
from Financial Statement for  the years 2004 and 2005, but also for  the 
period 2001-2005.  

Cash sufficiency measures were determined based on three ratios  
(a)Cash flow adequacy = Cash flow from operations/( Fixed assets 
purchased + Long term debt paid + Cash divided distribution). A ratio value 
of one or more  shows that the farm operating cash flows were sufficient to 
replace obsolete resources, meet contractual obligations to creditors, and 
compensate owners for their investment. A ratio value less then one has the 
opposite meaning. (b)The reinvestment ratio measures the amount of 
operating cash used to replenish the productive base of an enterprise. 
Reinvestment ratio = Fixed assets/ Cash flow from operations. (c) Long – 
term debt payment ratio = Long – term debt paid /Cash flows from 
operations. 

Free cash flows = Cash flows from operations – (capital 
expenditures for capital maintenance + dividends) . They   represent net 
operating cash available to a company after it has maintained its productive 
capacity and met its financing obligations to share-holders. They   provide 
us another means of measuring an entity’s ability to grow internally and 
increase its financial flexibility.  

Depreciation impact ratio = (Depreciation + Amortization expense)/ 
Cash flow from operations.  It measures the percentage of operating cash 
flows derived from the periodic cost allocation of long-term assets. A small 
proportion of depreciation to operating cash indicates financial strength. A 
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disproportionately large depreciation impact ratio means there are 
significant differences between income and cash flows.  

Recapitalization index  = Reinvestment ratio/ Depreciation impact 
ratio. When the recapitalization index exceeds one, a company is investing 
more cash in equipment and buildings than it is allocating for the past costs 
of productive assets. If depreciation impact is the larger of the two ratios, it 
signals that the organization is not maintaining and expanding long-term 
resources. This problem is compounded by the fact that buildings and 
machinery costs increase over time. 

Cash efficiency measures. Farms acquire assets and make sales to 
produce cash. Cash efficiency measures provide data about the extent to 
which that desired effect has been achieved. There are two measures of cash 
efficiency: (a) Cash flow return on assets = Cash flow from operations/ 
Total assets. (b) Cash flow return on sales = Cash flow from 
operations/Revenues. 
 

RESULTS AND DISCUSSIONS 
 

Cash flows from operating activities. Operating cash flows was 
reported on  an indirect basis which reconciles accrual based net income to 
operating cash flows by reporting non cash items and changes in current 
balance sheet account. The dairy farm  reported an increase in operating 
cash of DKK 61,000 in 2004 and a DKK 599,146  in 2005.  

Cash flows from investing activities. The dairy farm  provides an 
example of how cash flow from investing activities exhibit life-cycle 
behavior. The farmer spent substantial amounts of cash in the year 2005 for  
buying long-term assets  of DKK 4,479,135 . In  2004 , he spent  
approximately DKK 1,544,000 . 

Cash flows from financing activities disclose cash generated from 
debt and equity issues and the cash used to retire them. Similar to investing 
activities, cash flow from financing activities correlate to a life-cycle stage. 
New business, for example the dairy farm case , requires extensive external 
financing, which for most of companies is “ debt”. Determining this optimal 
debt level involves a trade-off between two competing economic forces – 
taxes and bankruptcy. The advantage of debt financing is that interest on 
debt is tax deductible. The disadvantage is that highly leveraged firms have 
a greater risk of bankruptcy. We can only make the observation that during 
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the last five years 2001-2005 the farmer made less investment then in 2005, 
but this does not necessary means that he used as financing source only 
short-term debt. 

Cash Flow Sufficiency .Any farm manager should be concerned 
about sufficiency and efficiency of cash flows. The data indicate insufficient 
cash generated from operations during the 2004 and 2005 years – not 
surprising, given farm status as a new entity. The farm ability to generate 
sufficient cash to purchase fixed assets and pay long term debt was not 
much better in the previous reporting period. The cash flow adequacy ratio 
of 3.6 percent means that the farm produced approximately three and a half 
øre from operations for every Danish krone needed to cover legal and 
economic obligations (Table 1). 

Tabel 1  
Computing cash flows sufficiency measures for the year 2004 and 2005 

Specification  
DKK 

2004 2005 2005/2004 
% 

Cash flow from 
operations 

61,000 599,146 982.20 

Fixed assets 
purchased 

1,544,000 4,099,865 265.53 

Long-term debt paid 499,000 12,358,030 2476.55 

Cash flow adequacy 2.99 3.6 120.40 

Reinvestment ratio 2,531.15 684.28 27.03 

Long-term debt 
payment ratio  

818 2,029.65 248.12 

 
The extremely large reinvestment ratio 2,531.15 %  is the primary 

cause of cash insufficiency in 2004. In the early years of the business, we 
could expect that this ratio to be quite high as the farmer invest heavily in 
fixed assets. In fact the ratio is an investment ratio, rather then a 
reinvestment ratio, for an emerging enterprise. 

Free Cash flows. It is important to note that negative free cash flow 
is not bad in itself. If free cash flow is negative, like in our case, it could be 
a sign that the farm is making large investments. If these investments earn a 
high return, the strategy has the potential to pay off in the long run. 

The depreciation impact ratios  for the dairy farm for the 2004 and 
2005 years were  92.84 % and 934 %. The  large positive ratios in both 
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years means that the farm has more depreciation and amortization expenses 
then cash flows. The results clearly indicate that the farm did not contribute 
sufficient cash from operations to replace fixed assets. Again we can 
consider that our farm is in the emerging life-cycle phase.  

The  capitalization index demonstrates the overstatement of its 
depreciation impact ratio. This index is 7.37 in 2005 and 2.71 in 2004, 
which means that the farm invested seven times as much cash in the 
business as it allocated for the use of fixed assets in 2005 and approximately 
three times in 2004 ( Table 2 ). 

Tabel 2  
Computing  free cash flows  for the year 2004 and 2005 

Specification  

DKK 

2004 2005 2005/2004 

% 

Cash flow from 
operations 

61,000 599,146 982.20 

Capital expenditures 
for capital 
maintenance 

1,544,000 4,099,865 265.53 

Amortization 570,000 556,275 97.59 

Reinvestment ratio, 
in % 

2,531.15 684.28 27.03 

Free cash flows - 1.483.000 - 3.500.719 236.05 

Depreciation impact 
ratio, in % 

934 92.84 9.90 

Recapitalization 
index 

2.71 7.37 271.95 

 
Cash flow efficiency measures. Large return on assets and revenues 

indicates successful operations. Because is difficult to evaluate cash 
efficiency without the benefit of either significant time period or at least 
other farm to benchmark its measures, we computed the cash efficiency for 
the presented farm for a period of five years, starting with 2001 ending with 
2005. The farm had  not large return on assets and revenue ratios, but it 
recorded  positive increasing values, except the falling in 2004 year.  

Total assets of the farm increased by 37.15 % during the analyzed 
period, Revenues by 8.56 % , while  Cash flow from operations only by 
14.31 % . Taking into account this gap of  increasing rhythm among these 
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indicators, it is normal to get a low level  for Return on assets and Revenue 
ratios as shown in Table 3. 

Table 3 
Cash flow efficiency measures during the period 2001-2005 

1,000 DKK 2001 2002 2003 2004 2005 
Cash flow 
from 
operations 

524 585 631 61 599 

Total assets 19,644 20,902 22,019 22,160 28,668 
Revenue 3,936 4,101 4,321 4,161 4,273 
Cash flow 
return on 
assets 

2.67 2.51 2.87 0.28 2.09 

Cash flow 
return on 
sales 

13.31 14.26 14.60 1.47 14.02 

 
CONCLUSIONS 

 
1.This study aimed to analyze cash flow measures in order to evaluate is 
cash flows are efficient or not. 
2.The conclusions reached from cash efficiency measures help us make 
inferences about cash sufficiency. Sufficiency means that an entity, in our 
case the presented farm, produced enough operating cash for its intended 
purposes. Efficiency is defined as achieving a desired result with a 
minimum of waste. Therefore, cash flow sufficiency is a necessary 
condition for efficient cash flows.  
3.Taking into account  the values of the specific  indicators  computed  for 
the dairy farm , we are drawing the conclusion   that the farm generated 
insufficient cash flows from its operations. Consequently, we would 
conclude that the farm’s cash measures were inefficient. 
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