Memorandum
To: President of ABC, Co.
From: Credit Department, National Bank.
Date: Saturday, January 28, 2017.
Subject: Feedback on application for a loan by ABC, Co.
[bookmark: _GoBack]Funding businesses to spur them to greater heights has always been one of our missions. We are delighted with the transactions we have made in the past year. Following your application for a loan of $ 50,000, we decided to analyze your financial statements by preparing a cash flow statement. The statement is as shown below.
ABC COMPANY
CASHFLOW STATEMENTS
FOR THE PERIOD ENDING DEC 31, 2016
	Net Income
	$20,000

	Depreciation Expense
	$5,000

	Increase in Accounts Receivables
	($25,000)

	Increase in Inventory
	($20,000)

	Increase in Accounts Payable
	$10,000

	Increase in Interest Payable
	$5,000

	Total Adjustments to Operating Income
	($25,000)

	Net Cash Flow Provided by Operating Activities
	($5,000)

	
	

	Cash Flows from Investing Activities
	

	Purchase of Equipment
	($55,000)

	Net Cash Used in Investing Activities
	($55,000)

	
	

	Cash Flows from Financing Activities
	

	Issuance of common stock
	$20,000

	Issuance of note-payable
	$45,000

	Net Cash Used in Financing Activities
	$65,000

	Net Increase / Decrease in Cash and Cash Equivalents
	$5,000

	Cash and Cash Equivalents at the Beginning of the Period
	$ 0

	Cash and Cash Equivalents at the End of the Period
	$5,000



Based on the above, we have a few concerns about the operating efficiency you have had in the past year. The cash flow statement reveals that your cash inflows have majorly been from financing activities. The operating segment was characterized with a negative cash flow. A negative cash flow does not imply bad business but we are concerned with awarding another loan that will weigh your business down with diversion of profits to loan payments. Our department feels that awarding you the $ 50,000 will increase your debt level to an unhealthy level for your business. The analysis has also shown that ABC Co might have future liquidity problems since the composition of your current assets are held by receivables. As a result, we have to decline your request for a loan based on the grounds stated. 


