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	Sparkle & Gleam Profits vs. Cash Flow


Sparkle & Gleam…Continued


“It’s not enough to have profits,” Serena told Carmen that Sunday, as they sat together at one of the picnic tables at Serena’s car wash. “You need to have cash flow. Otherwise, your paperwork looks good and your bank account looks pathetic. And creditors are not impressed with paperwork.”


Carmen bit into her pimento cheese sandwich and watched a woman rinse off a brand new car that already looked clean. She glanced at the corn chips and chocolate pudding Serena was eating. It looked fattening and delicious.


“An old family recipe. Help yourself,” Serena said, as she handed Carmen three sets of financial statements. Gerald, her friend in the finance department, had helped her understand the income statement and balance sheet. Carmen felt like she could now analyze financials with the best of them. But they hadn’t really focused on cash flow. 


“What do you do if you don’t have enough cash?”


“I borrowed money from my uncle, maxed out my credit card, tried to get another loan from the bank, plus tried about every guerilla marketing technique known to womankind, including begging my friends to come wash their cars. I thought I was going to lose my business the first year. Some of my creditors were great and others were very sticky.”


“You can borrow these,” Serena continued, handing Carmen the papers. “Why don’t you have Gerald or Ted walk you through them and see what you learn? If I’d known about cash flow, I would have planned more strategically and saved myself a lot of heartache.”


Carmen dipped a chip in the pudding, surprised at how yummy it tasted. She tucked the papers into her briefcase and thought, “This is what they mean when they say, ‘Go with the flow.’”

Estimated Time

30 minutes

Learning Objective

•
Using a simple cash-flow statement, identify the critical difference between profits and cash for a successful business.
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Overview

Profits are instrumental to building a long-lasting company. Profits do not guarantee success; cash is needed, too. In successful businesses, profits bring cash into the business. Sometimes companies do not bring in enough cash through sales to survive. This exercise will help you explore the differences between profits and cash. It will also help you work through a simple cash flow statement that identifies a company’s cash strength or weakness. 

Step 1

Read the income statements for Tidy Auto Plaza. Look at the following income statement for three years. With a partner, discuss the financial situation described in this statement. Using the highlighting tool, highlight any item that is still unclear to you. Refer to the on-line glossary to reinforce the meaning of these unknown terms.

tidy auto plaza

Income Statement for First Three Years in Business


Year 1 Total
Year 2 Total
Year 3 Total

Sales
$75,000
$175,000
$225,000

Cost of Products
18,750
35,000
34,670

Gross Income
56,250
140,000
190,330

Operating Expenses
95,000
98,500
115,500

Net Income <or Loss>
<$38,750>
$41,500
$74,830
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Step 2 

Look at cash flow. Serena had $90,000 remaining after purchasing the car wash.  The New Tidy Auto Plaza’s first year net loss was only $38,750.  Why did she have such a tough time keeping the business going that first year?  It’s all about cash flow! Unfortunately, Serena hadn’t anticipated replacing worn-out equipment ($11,000), making substantial improvements to the leased building ($13,500), and a high cost of product/service that her cousin had established.  She even had to use her credit cards to loan the business additional money to pay company expenses ($6,000).  

Using information provided about Tidy Auto Plaza, complete the following cash flow statement to identify the critical nature of cash. 

tidy auto plaza

Cash Flow Statement for First Three Years in Business

	
	Year 1
	Year 2
	Year 3

	Cash On Hand
	90000
	250
	

	Cash Receipts
	
	
	

	
Sales
	75000
	175000
	

	
Loans
	
	0
	0

	
Other Cash Injected

	6000
	0
	0

	Total Cash Available
	171000
	175250
	

	
	
	
	

	Cash Paid Out
	
	
	

	
Cost of Product/Service
	18750
	347505000
	

	
Operating Expenses
	95000
	98500
	

	Total Expenses
	113750
	133500
	

	
	
	
	

	Other Costs
	
	
	

	
Equipment & Fixtures
	11000
	3,250
	14,000

	
Leasehold Improvements
	13500
	0
	0

	
Loan Principal Payments

	12,500
	15,000
	17,500

	
Owners’ Draw

	20,000
	23,000
	35,000

	Total Other Costs
	57000
	41250
	

	
	
	
	

	Total Cash Paid Out 
	170750
	174750
	

	Cash Position

	250
	500
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