Case 5-1 Northrop, Statement of Cash Flows

1. Compare Northrops cash from operations and earning for 1991 - 1997.  What aer the major reasons why they differ?

From 1987 to 1989, accounts receivable is increasing (this is subtracted from net income), showing an increasing trend in cash flow.  From 1989 to 1991, accounts receivable decreases significantly (from 1,209 M to (1,058.2M)), this should show a decresding trend in cash flow, but because there is an increase in progress payments (which I assume are payments on poducts), the cash flow trend continues to increase.  Going forward, unless accounts receivalbe shows growth, future collections from sales will be reduced.  If the decrease in accounts receivable continues, cash flow from operations may not be sustainable.

Differences in CFO and Net Income (Earnings)

1991: CFO = 609.4, NI = 200.8


Main reasons for difference are changes in accounting rules, amortization and depreciation, accounts payable and inventoried costs

1990: CFO = 266.1, NI = 210.4



Large gain on PPE 103M

1989:  CFO = 78.6, NI = (80.5)


Depreciation

1988, NI = 97, NI = 104.2


Large loss in income taxes due to accounting rule change (135.1)

1987, NI = (67.2), NI = 94.2


Large increase in accounts receivable compared to progress payments (457.8)
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3. Prepare a total statement of cash low for 1987 - 91.  What did you learn about Northrop?  How are they financing working captital growth? How are they financing dividends. What other information would you like to have to make this judgement?

The table below shows the total cash flow from 1987 - 1991.  Northrop shows strong positive cash flows from operations and high investment in property, plant and equipment, which is financed through borrowing under credit.  The investment in property, plant and equipment is higher than the sale of the same for a net increase in PP&E investment.  Working capital is financed with what appears to be short-term borrowing (lines of credit), which is paid back through collections from customers.  The following appears to be Northrops financial model:
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Total Cash Flow - 1987 - 1991

Cash from Operations
984


 

Investing
 

Additions to PPE
-974

Proceeds from Sale (subsidiaries, lease, PPE)
401.2

Dividends
20.9

Other
2.6

Cash from Investment
-549.3


 

Financing
 

Borrowing - lines of credit
3449.6

Repayment of borrowing
-3558.5

Issuance of LT debt
551

Payments of LT debt
-454.9

Stock repurchase
-0.5

Dividends paid
-281.84




Cash from Financing
-295.14




Net Cash
139.56

Northrop is financing dividends through cash from operations.  Their financial flexibility has decreased over the past five years.  The company has paid off a significant amount of debt (this reduces the amount of cash they have available for investment) and their accounts receivable has decreased significantly reducing future cash flows from operations.  Information on non-cash transactions such as sale of PP&E for equity would have been useful in analyzing the company's position.

Borrow on line of credit





Expand operations (PPE) �





Use PPE to build/sell products - increase A/R





Use revenue from customers to repay line of credit








