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Cash Management Exercises SOLUTIONS

1) A company has the following information regarding end of year transactions:

What is the amount of cash and cash equivalents at year end?

[image: ]

2) A company has the following operating activity during the year:
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a) What is the company’s operating cycle?
b) What is the company’s cash conversion cycle?
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3) A company has the following planning information for the period:




a) What is the amount of cash in during the period?
b) What is the amount of cash out during the period?
c) What is the increase/(decrease) in cash during the period?
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4)  A company wants to use cash management to reduce its debt outstanding by making changes to working capital policy.  The following information relates to the company:

a) What is the amount of cash generated by reducing days receivables?
b) What is the amount of cash generated by increasing days payables?
c) What is the interest savings realized from these policy changes?
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Operating

Cash

Description Day Cycle Cycle

Purchase inventory 1                   1                

Sell inventory 12               

Pay vendor 25                25                   

Receive payment from customer 36                36              36                   

35              11                   
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Sales

Units 7,200       

Sales price 12.00 $    

Cash from customers 86,400 $    

Production

Unit sales 7,200       

Add ending inventory 1,200       

Less beginning inventory 1,000       

Inventory units 7,400       

Cost per unit 8.00 $      

Cash for inventory 59,200 $    

Operating expenses 22,400 $    

Debt payments 4,200 $      

Tax payment 7,600 $      

Equipment purchase 16,000 $    

Dividends - $          

Cash outflow 109,400 $ 

Cash increase/(decrease) for period (23,000) $  
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Current New Change

Days sales in receivables 41              35                6                

Days purchases in payables 37              45                9                

Change Total

One day sales 148 $         6                 822 $             

One day purchases 110 $         9                 932 $             

Cash generated for decrease in loan balance 1,753 $          

Interest rate 6.65%

Decrease in interest expense 117 $             

Days
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Description Amount C/CE

Cash in bank 3,900 $           3,900 $    

Cash in stores 12,400 $        12,400 $  

Check written to pay vendor, dated 3 January 120 $             

Check received from customer, dated 30 December 240 $              240 $        

US Treasury bills, 90 days, maturity 5 February 2,800 $           2,800 $    

Us Treasury bonds, 5 year term, maturity 10 March 4,500 $          

Total 23,960 $        19,340 $  
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Description Day

Purchase inventory 1                

Sell inventory 12             

Pay vendor 25             

Receive payment from customer 36             


