Projecting Cash Needs

This is an exercise in using the Cash Flow Ratios to project cash needs of the company.

THE QUESTION:  Does the company have sufficient Cash to operate without obtaining an additional Loan or other cash infusion?

Calculate projections for Year 1, then calculate the projected results for Year 2 to determine if the Company has sufficient cash for Year 2 or if it has to borrow additional funds.  The situation is:


-  Initial Cash investment in Common Stock = 30,000 USD

-  Purchase of Building = 6,000 USD

-  Purchase of Equipment & Furniture = 15,000 USD

-  Additional Equipment & Furniture must be added for additional Sales

HINT: Use your knowledge of Cash Flow Ratios to project: (1) Accounts Receivable; (2) Inventory; and (3) Accounts Payable.  After amounts for those items have been determined, then the only 2 detail items remaining are Cash and Loan Payable, and they are mutually exclusive.  The company has either Cash or has a Loan Payable.  It does NOT have both.  Since the Balance Sheet must balance (Assets = Liabilities + Equity), you can determine whether the amount needed to balance the Balance Sheet is an Asset (Cash) or a Liability (Loan Payable), and then you will be able to complete the chart, one account at a time.

	
	YEAR 0
	YEAR 1
	PROJECTED

YEAR 2

	INCOME STATEMENT
	
	
	

	Revenue
	
	36,500
	43,800

	- Cost of Goods Sold
	
	21,900
	26,280

	Gross Profit
	
	14,600
	17,520

	- Depreciation-Building
	
	240
	240

	- Depreciation-Equipment & Facilities
	
	1,500
	1,800

	- Operating Expenses
	
	12,860
	15,480

	Profit
	
	-0-
	-0-

	
	
	
	

	(a) CASH FLOW RATIOS
	
	
	

	Days Sales Outstanding
	
	55
	55

	Inventory Turnover
	
	4
	4

	Accounts Payable Days
	
	40
	40

	
	
	
	

	BALANCE SHEET
	
	
	

	Cash
	30,000
	
	

	Accounts Receivable
	
	
	

	Inventory
	
	
	

	Fixed Assets:
	
	
	

	  Building
	
	6,000
	6,000

	  Accumulated Depreciation-Building
	
	(240)
	(480)

	  Equipment & Furniture
	
	15,000
	18,000

	  Accumulated Depreciation-Eqp/Furn
	
	(1,500)
	(3,300)

	Total Fixed Assets
	
	19,260
	20,220

	Total Assets
	30,000
	
	

	
	
	
	

	Loan Payable
	
	
	

	Accounts Payable
	
	
	

	Accrued Payables
	
	1,143
	1,299

	Total Liabilities
	
	
	

	
	
	
	

	Common Stock
	30,000
	30,000
	30,000

	Retained Earnings
	
	-0-
	-0-

	Total Equity
	30,000
	30,000
	30,000

	Total Liabilities + Equity
	30,000
	
	


