Problem 2: Performance of Chem-Co Coatings

1. Statement of Changes Reconciled to cash

	Net sales
	$861

	Change in A/R
	‑113

	   Cash receipts from sales
	748

	
	

	COGS
	‑680

	Change in Inventory
	‑39

	Change in A/P
	17

	   Cash purchases
	‑702

	
	

	Cash margin
	$46

	
	

	Total operating expenses
	‑150

	Depreciation
	26

	Change in prepaid expenses
	3

	Change in accruals
	7

	   Cash operating expenses
	‑114

	
	

	Cash operating profit
	‑ 68

	
	

	Interest income
	  6

	
	

	    Cash before interest and taxes
	‑62

	
	

	Interest expense
	‑18

	Income taxes reported
	‑ 5

	Change in income tax payable
	1

	
	

	Cash flow from operations                                
	‑ 84

	
	

	Capital expenditures                                         
	‑ 38

	Change in intangible assets
	1

	   Cash used for investing
	 ‑ 37

	
	

	Payment for last period's CMLTD                   
	‑ 9

	Dividends paid                                                
	‑ 10

	   Payments for Financing
	‑ 19

	
	

	Change in notes payable ‑ bank
	$11

	Change in LTD + end of period CMLTD                
	0

	Change in LT mortgage                                    
	‑ 1

	  External financing
	$11

	
	

	Change in cash                                                 
	‑$ 24


2.  Days Cash = 6 / 2.3589 =  2.5436

     Days Receivable = 215 / 2.3589 = 91.144

     Inventory turnover = 680 / 104 =  6.5385

     Days AP   = 50 / ((680 + 104 – 65) / 365) = 25.3825

3. Because cash flow from operations is negative, the firm is in trouble. It borrowed an additional $117 from the bank and essentially used the proceeds to cover an operating cash outflow, plus pay dividends, capital expenditures and the principal and interest payments on debt. The ratio of cash flow from operation to dividends plus last period's CMLTD is negative -- signifying the same problems.

4. The firm appears to have increased its accounts receivable and inventory too much as these combined to reduce cash flow by 152. It may have too lax of credit terms and may be accumulating inventory that is not useful or is outdated. The cash margin is entirely too low.

