Working capital / owner equitin account is same as retained earnings ( SEE KNIGHTS IMPORT).. the capital investment = added to the R/E T part AND AND THE STATEMENT OF CASHFLOWS
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· SCF: SCF ANALYSIS : 1) ops? 2) uses and sources( major) 3) MATCH ( SUSTAINABLE???)
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5) Differential! MUST decide..
6) IS AND BS
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· USE EXPENSES FOR AMRT
· For calculating % and differences for B/S… y2-y1/y1
· Subunit eval = per product.. subtract its variable costs!  Use fixed cost if LONG TERM DECISION
· Margin of safety ( projectedsales-B/E sales)/ projected

Projected Income StatementProcess:
1. Estimate sales forecast
2. Estimate expense levels using vertical 
analysis, management policy, and/or past 
income statements
3. Apply tax rate
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Product/service (details and specifics)
Price

Promotion (including advertising)
Placement (distribution, sales channels)
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Methodology of the Cash Budget

1. Identify the nature and timing of all cash
inflows. These include:

Inflows from financing (e.g., bank loans,
capital infusions, proceeds from sale of fixed
assets). Usually on a one-time basis.

© Investment income collections. Sporadic.
® Collections from sales (recurring over time).

This may involve sales forecasts, collections
schedules.
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2. Identify the nature and timing of all
cash outflows. These include:
© Cash operating expenditures
© Capital expenditures
© Financial commitments
® Equity reductions
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3. Subtract outflows from inflows to get
net cash flow for the period (either a
surplus or deficit).

4. Add (subtract) cash flow for the period
to the ending balance in cash from the
previous period to get new ending
balance.
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1. Operations

How much cash did we generate (use) from our
regular day-to-day operations?

STEPS
Record net income.
% Addoack non-cash expenses.
3. Negate the effect of items which do not relate to normal

business activities such as the loss on sale of a fixed asset.
Add back losses. Subiract gains.

4. Account for the changes i current accounts associated with
normal operations (L.6., non-financial).
« An increase of a current asset s a USE of cash.
« Adecrease of a current asset is a SOURCE of cash.
« An increase of a current liabilty is a SOURCE of cash.
« Adecrease of a current liability s a USE of cash.
Add SOURCES
‘Subtract USES.
Stops 1-4 provide: NET CASH FLOW FROM OPERATIONS
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2. Financing

How much cash was generated through
financing activities (debt or equity financing)?

STEPS
Look at balance sheets for any increase or decrease in
the level of loans, stock, personal investment.

2. Reconstruct the Retained Earnings account (or
Owner's Equity account) to determine the level of
dividends (or drawings).

3. Subtract dividends/drawings.

Steps 110 3 provide: NET SOURCES OF CASH FROM
FINANCING
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3. Investing Activities

How much cash was used (generated) from
investments (or divestments)?

STEPS
Focus on the balance sheets and consider the effects
on_cash of all the changes in the level of investment
for NON-CURRENT assets (e.g., land, equipment),
excluding marketable securities.
2. Reconstruct any depreciable asset accounts
nsidering amortization and any losses or gains on
disposals in order to determine the CASH impact of
fixed asset transactions.
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Calculating Ending Cash

id the company have a positive o negative
cash flow? What was the impact on the
company’s ending cash balance?

STEPS

1. ADD net Cash Flow from Operations, Cash Flow from
Financing and Cash Flow from Investments to the
opening cash balance for the year (i.e., LAST year's
ending balance from the balance sheet.)

2. This total should reconcile with the ending cash
balance for THIS fiscal year.
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Reconstructing the Retained
Earnings/Shareholders’ Equity Account

Retained Earnings/Shareholders’ Equity

Given || OIB (lastyear's E/B)

Add | [Netincome (this year)

Dividends/Drawing | | PLUG

Given |[[E/B (from BIS)
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Reconstructing a Fixed Asset -
Account—Combined Method
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SAMPLE COMPANY INC.
STATEMENT OF CASH FLOWS
For the year ended December 31, 2005

opERaTIONS:

Retincome s 50000
Adgsubirace_Changes in Werking Capital Accourt.

e S0

Accounts Payable o0 1000

Fesso0

NET CASH FLOW FROM OPERATIONS

‘S indestacine: s 7300

Bividands Payapi @500

Cona-Torm Cont )

ol invecmant 0000

Siiaanas o0
NET CASH FLOW FROM FINANCING ACTIVITIES 12000

NotBuidings 09900

Nt Equipment 2508
NET CASH FLOW FROM INVESTING ACTIVITIES. 500,
NET CASH FLOW 5 40000
BEGINING CAsH 13500

ENDING CASH. 383500
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Direct Cost

DIRECT COST PER UNIT

® Include only the direct, traceable costs
* Direct material
* Direct labor
= Direct selling expenses
® For all intents and purposes, direct
cost/unit = variable cost/unit
® Direct cost per unit does not change
with changes in volume
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Absorption Cost

ABSORPTION COST PER UNIT
® Include all production costs regardless of their
classification as fixed or variable.
* Direct Materials
* Direct Labour
* Factory Overhead
® Can be calculated using the financial statements
of manufacturing companies: (cost of finished
goods manufactured divided by units
manufactured or cost of goods sold divided by
units sold)
® Absorption cost per unit changes depending on
volume
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FULL COST PER UNIT
© Include all costs in the price per unit
Direct materials
Direct labor
Al factory overhead
All selling expenses.
All general and administrative charges
* Allfinancing charges
® May need to make use of allocation rates to
calculate full cost on a per unit basis

© Full cost per unit changes depending on
volume
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Meanings—Profitability
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Frofitability (continued)

2. Return on Investment
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Investment Utilization
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Liquidity
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Differential Definitions

1. Differential cash flow:

These are costs or revenues that:

a.

Are future-oriented

b. Affect cash
c.
d. Are recurring

Are different between alternatives
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Differential Definitions
2. Differential investment:
Expenditures that are:
a. Future-oriented
b. Cash
c. Different between alternatives
d. One-time

Examples of investments:

a. Property, plant or equipment
b. Intangible assets

Increase in working capital
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Differential Definitions

Differential Wor

g Capital =

Differential Inventory
+ Differential Accounts Receivable
-~ Differential Accounts Payable

Where:
Diff. Inventory = Diff. COGS x Days of Inv.
360 days
DIiff. AIR = DIff. Credit Sales x Days of AR
360 days

DIiff. AIP = Diff. Credit Purchases (or COGS) x Days of AIP
360 days
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Differential Definitions

3. Differential ROI:

ROl = Differential Cash Flow
fferential Investment

Relates the size of the investment to the recurring
cash flows expected.
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4. Differential Payback:
An alternate means of expressing the
relationship between return and investment.
Payback measures the length of time needed
before an investment pays for itself.

Payback = Differential Investment
Differential Cash Flow
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Contribution Margin Rate

Definition: Unit contribution of a product expressed as a
percentage of its sales price.

Contribution Margin Rate = Selling Price — Variable Costs
Selling Price

= Unit Contribution
Selling Price
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Breakeven

The point at which the business earns neither a
loss nor a profit (i.e., Revenues equal Expenses).

B/E Units

Fixed Costs
Unit Contribution

Fixed Costs
Selling Price  Variable Cost per Unit

BIE Sales § Fixed Costs

Contribution Margin Ratio
= ixed Costs
(SP - VC per Unit) + SP
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Breakeven

2. Weighted Average Contribution Margin Rate =

Weighted Avg. Price — Weighted Avg. Variable Cost
Weighted Average Price
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Breakeven

Cash Breakeven

BEUNs = Cash Fixed Costs.
Selling Price — Cash Variable Costs per Unit
B/E Sales§ = Cash Fixed Costs

(SP - Cash VC per Unit) = SP

Target Profit Breakeven
Target = Units

ixed Costs + Target Profit
Selling Price — Variable Cost/Unit

Target x Sales §

Fixed Costs + Target Profit
(SP—VC per Unit) : SP





