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ABSTRACT

An Analysis of Cashflow and Liquidity of Public
Enterprise ; The Case of Local Public Enterprise A

Yong-Goo Woo

Department of Accounting
Graduate School of Business Administration
Cheju National University
Supervised by Professor Kyung-Joo Lee

The purpose of the above thesis is to analyze the management
effectiveness of public companies; particularly, the cash flow, which has
settled in the form of a new paradigm in business administration, during
the 4-year period in the wake of the 1997 Korean economy crisis including
a variety of financial statements such as profitability and liquidity. For the
analysis of cash flow, I compared the cash flow operating activities with
return on sales in order to understand the effectiveness of the qualitative
security of profit and current assets management.

The increase in the flow of operating cash and net profit at the
same time involves the hike in sound profit. However, when the profit was
made, showing that cash flow is negative it means that the process of
sales on the account book transferred in the form of cash used in a
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company 1S not fast enough. In the analysis of cash flow for investment
activities, the majority of companies, which spent more the cash flow of
the investment activities than the cash flow of the operating activities, are
funded by the cash flow of financial performance.

On the other hand, companies spend retained earnings coming from
the operation on the improvement of financial structure which spent money
on the investment activities within the limit of the cash flow of the
operating activity.

Current ratio, quick ratio and net working capital ratio were
analyzed in the part of short-term solvency. The record of the current
ratio has been fairly satisfactory and the quick ratio has been in good
shape except for some. Net working capital rate has a stable financial
structure because it has been in a considerably good condition except for a
certain company, current assets exceeded the current liabilities showing a
capable of an excellent income management and used the surplus to
provide the long-term capital (long-term debts and equity).

In the analysis of the liquidity, cash conversion period, appropriate
cash reserve ratio and cash more or less ratio were examined in
accordance with the liquidity. Most of them are far short of half cash
reserve ratio which leads to the unstable short-term capital structure
depending on the short-term borrowing which resulted from the shortage
of cash necessary for the operation in business management. .

There has been an evolving change all over the world in the
evaluation standard of the effective business management and corporate
value into cash flow from the accounting income on the account book. The
current ratio 1s considered to evaluate the short-term solvency of a
corporation. Although the ratio is high, it doesnt necessarily mean that the
company 1s capable of an excellent income management.

As we discussed In the text earlier, due to the several reasons
mentioned, we needed to come up with an alternative to correct the wrong
evaluation made. There are three ways of analysis methods in solving the
problem: an analysis of quick ratio and net working capital rate. The other

_64_



method is to analyze the cash flow in business operation.

Cash flow information is a key indicator that plays a prominent
role in catching and managing how the cash flows and how much cash
flow 1s coming along in the whole sector of a company and helps to
evaluate correctly the internal stability of a corporation.

Liquudity indicator of public enterprises has changed since the 1997
Korean economic crisis. The cash conversion period was shortened and
there has been a lot of improvement in liquidity showing a high level of
cash reserve. However, we are not out of the woods yet. When the
unstable state financial market occurs, there should be sustainable
improvements in the sectors involving the size of cash flow and the
contents. In other words, we should make an effort to keep the cash flow
going smooth because we are short of reserved cash and vulnerable to a
change in the money market.

In order to support the effective business management, the cash
conversion period should be reduced along with the efforts to keep the
appropriate cash reserve and to collect trade receivables actively. The most
optimal condition of cash flow i1s when the flow of cash is changing to
investment outflow and operating capital outflow from operating capital
inflow while the worst situation is vice versa.

In order to keep a steady cash flow, there are 3 things to be done.
First, the investment size should be within the limits of internal retained
funds such as depreciation and retained income. Second, until clearing the
liquidity strain, we should make it a priority to focus on plant equipment
investment rather than a new investment. Third, when there is a decision
to be made regarding the long-term investment, we should decide
according to the principle of making a priority to raise funds.
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