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I. Overview of Corporation or

Background & History

Organizational Structure-Business/Company Structure:

“X” Company is a subsidiary of____  Inc., City Name, State.  The parent company owns 100% of the capital stock.  The parent is  “ “XX”, City Name, USA. “ XX” operates as a holding company that operates, through its subsidiaries, in two business segments: ________ Services, and Corporate Operations and Other (which includes _____________).  

“X” Company was originally incorporated on February 15, 1930 as (name)___ Corporation.  On December 22, 1993   (name) ___ Corporation changed its name to “X” Corporation.  

(May insert an Organizational Chart/ Diagram here, if relevant/available)

What the Company Does/Provides/Type of Business:

  “X” Company provides_______services in two principal segments.  The company’s  _______ services segment offers a variety of (products) (type services) integrated   _______ services.  The installation and maintenance services segment performs_______.   The Company provides a full range of managed________ and services.   “X” Company owns and controls a high percentage of the world’s most ________business, reaching _______ countries and more than _____ major cities.  The markets in those cities represent approximately 85% of the world’s ____________(industry/services or type business)

II. Financial Analysis Findings

A. Revenues 

The Company has one reportable segment, which is “___” Services.    Revenues for the period 1998-2001 are provided in Table 1.

	Year
	1st Quarter ($Ms)
	2nd Quarter ($Ms)
	3rd Quarter ($Ms)
	4th Quarter ($Ms)
	Total ($Ms)

	1998
	 
	$100
	$117
	$203
	$420

	1999
	$178
	$190
	$255
	$868
	$1,491

	2000
	$906
	$899
	$987
	$997
	$3,789

	2001
	$1,082
	$562
	$793
	
	$2,437


Table 1 - Revenue

(Sales comparisons between 1998-2001 include actions/ results of mergers/acquisitions) 

Beginning in 2Q2001 quarter to quarter revenue comparisons show a decline as revenues were impacted by the economic downturn in this type industry due to weakened demand and industry overcapacity. 

For continuing operations in the fourth quarter of 2001, “X” Company expects to report revenue of approximately $799 million which includes Service Revenue of approximately $760 million. “X’ Company announced that it would release earnings on______, but said that it will release its complete fourth quarter and full year _______………… when it files its Annual Report on Form 10-K.

B. Profit Margins & Returns

Sales, income (operating and net), profit margins and profit returns for the period 1998 through 3Q2001 are shown in Table 2.  As indicated,” X” Company did not earn either an operating profit or net profit in any of their fiscal years, which strained the company’s cash position.  Performance weakened post-1999 as increases in expenses outpaced revenue increases due to  business expansions and associated expenses of the expansions.

Profit comparisons within the industry and the S&P 500 were unfavorable throughout the period.  All trends were negative since FY 1999. 

	$ (Millions)
	1998
	1999
	2000
	3Q2001

	Sales
	$423
	$1,490
	$3,788
	$2,436

	Operating Loss
	$( 20 )
	$( 4 )
	$(1,396   )
	$(1,972  )

	Operating Margin
	-4.7%
	-.2%
	-37%
	-79%

	Net Loss
	$(135)
	$(178)
	$(1,980)
	$(4,772)

	Net Margin (ROS)
	-32%
	-12%
	-52%
	-196%

	Return on Equity (ROE)
	-37%
	-3.6%
	-19%
	-69%

	Return on Assets (ROA)
	-8.4%
	-1.6%
	-8.0%
	-15%


*Data Source: SEC 10-Ks and 10-Qs for applicable period.

Table 2 - Profitability

C. Debt Management

“X” Company’s Debt Management has been unfavorable in relation to industry standards.  All ratios analyzed indicated an unfavorable trend.  High debt levels indicate higher risk.  Debt management was analyzed by calculating the company’s interest coverage (times interest earned), debt coverage, and debt to equity.  Times Interest Earned calculates the number of times current operating income could pay-off interest expense and is a measure of a firm’s ability to pay its long-term debt obligations.  As Table 3 indicates, that since 1998, “ X” Company has never been able to cover their interest expenses from their operating income necessitating either additional borrowings or equity offerings to pay the interest on previously incurred debt.

	Year
	1998
	1999
	2000
	3Q2001

	Times Interest Earned
	-.48
	-.03
	-3.58
	-4.87

	Industry Average
	NA
	NA
	NA
	3.53



NA – data not available.

Table 3 – Interest Coverage

The Debt Coverage ratio represents total debt divided by cash from operations and estimates how many years it will take to retire all debt at the current level of cash from operations.  Again, Table 4 shows an unfavorable trend indicating inadequate operating cash flow and weakness in managing debt.

	Year
	1998
	1999
	2000
	3Q2001

	Debt Coverage
	3.96
	10.4
	15.8
	35.0


Table 4 – Debt Coverage

Debt to Equity (Total Liabilities divided by Shareholder Equity) expresses the relationship between capital contributed by creditors and that contributed by owners.  The higher the ratio, the greater the risk being assumed by the creditors.  A trend of lower ratios indicates a stronger financial position that assures future borrowing ability.  Table 5 indicates rising debt with an unfavorable comparison to industry.

	Year
	1998
	1999
	2000
	3Q2001

	Debt to Equity (%)
	1.78
	.83
	1.22
	2.13

	Industry Average (%)
	.96
	.82
	.83
	1.45


*Data Source: Company SEC 10-Ks and 10-Qs for applicable period and Dun & Bradstreet Industry Financial Profile

Table 5 – Debt to Equity

Considering the increasing amount of debt, declining interest and debt coverage, and unfavorable industry comparisons, “X” Company does not manage their debt effectively.

D. Cash Flow

Cash flow from operations was analyzed to determine the Company’s quality and efficiency in generating cash to meet its needs.  A number of ratios were calculated and are shown in Table 6.  The Cash Flow to Sales ratio represents cash from operations divided by sales and shows the percentage of each sale dollar realized as cash from operations.  The Cash Flow Return on Assets represents cash from operations divided by total assets and measures the cash generation from assets (as opposed to income generated from assets).    The Operating Cash Flow to Capital Expenditures Ratio measures the ability of the company’s current operating cash flow to provide cash in excess of the desired level of plant capacity.  When the ratio is in excess of 1.0, it is normally a sign of financial strength; the ratio is an indication of the reliance on outside financing to fund capital improvements.   Each of the three ratios showed an unfavorable trend indicating weakness in cash flow generated from operations.

	Year
	1998
	1999
	2000
	3Q2001

	Cash Flow to Sales
	.82
	.49 
	.24
	.17

	Cash Flow ROA
	.132
	.038
	.030
	.016

	Cash Flow to Capital Expenditures
	.63
	.37
	.21
	.13


Table 6 – Cash Flow

Another cash flow ratio is the Cash Flow Yield ratio.  This ratio represents cash from operations divided by net income and measures the ability of a company to generate cash from its operations.  This ratio is an indication of how close to cash the net income is and measures the quality of earnings.  The Cash Flow Yield ratio was not measured, as “X” Company has not earned net income during its operation.

E. Liquidity

Table 7 trends  “ X” Company’s liquidity.  Liquidity is the ability of a company to meet its short-term debt.  Review of the “Current Ratio” (current assets divided by current liabilities), which measures the company’s ability to meet its current liability obligations out of current assets, disclosed a steep drop in liquidity in 1999 and 2000.   Increase at the period ending September 30, 2001 resulted from the company drawing down their credit facility completely.  While their current/acid ratios compare favorably to the industry average at this time, the current ratio remains below the banking standard of 2.0 for favorable loan rates.  Liquidity will be further strained in coming weeks, as published reports indicate that a number of companies (subs) are demanding that “ X” Company provide adequate assurance of future performance in the form of weekly prepayments for services.

Another measure of liquidity is the “Acid or Quick Ratio” which is a more stringent test because it excludes inventories that may not be easily convertible to cash.  Results mirror current ratio indicating a steep drop in liquidity followed by increase due to credit facility draw down.

	
	1998
	1999
	2000
	3Q2001

	“X” Current Ratio
	4.0
	1.6
	.64
	1.13

	Industry Median
	1.5
	1.6
	1.5
	.94

	
	
	
	
	

	“X” Acid Ratio
	3.8
	1.45
	.53
	.96

	Industry Median
	1.0
	1.1
	1.1
	.78


*Data Source: Company SEC 10-Ks and 10-Qs for applicable period and Dun & Bradstreet Industry Financial Profile

Table 7 - Liquidity

F. Market Value

Market Value was analyzed by trending value per share over the subject period.  Figure 2 indicates a decline in shareholder value beginning in 1999 after a year of strong growth.  Shares of “X” Company have declined from an intraday high of $ ______ in April of 1999 as investor confidence weakened.  Subsequently, the NY Stock Exchange delisted the stock 26 months later. 

Figure 1 – Stock Performance

 Insert a Chart


G.  Z-Score

Table 8 shows “ X” Company’s “Z” Score (Altman Model for Bankruptcy Risk) at year-end 1998-2000 and at September 30, 2001.  Scores of 1.80 and below highlight a potential bankruptcy risk; scores between 1.81 and 2.99 (Zone of Ignorance) cannot be assessed; and scores of 3.00 and above pose little risk.  As the Table 9 indicates, there was high risk of bankruptcy throughout the period with indication of imminent bankruptcy…

	YEAR
	1998
	1999
	2000
	9/30/2001

	Z-score
	.75
	.87
	.31
	-.49


Table 9 – Z Score

H. Summary of Financial Findings

Based on the above financial analysis, “X” Company is considered to be in critical financial condition and a “High” financial risk.  (“Critical” financial condition indicates near-term bankruptcy; market conditions alone cannot preserve viability.  Entity will likely exit the market without extraordinary management action.)  All financial indicators are weak with negative trends.  The Sales trend is unfavorable with declining demand, multiple competitors, and a large overcapacity throughout the industry resulting in declining prices.  The Company has been unprofitable since 1998.   Their balance sheet is weak with long-term debt that doesn’t appear to be manageable.  Operating cash flow is not sufficient to continue operations.

III. Conclusions

Poor financial performance along with unfavorable trends of key financial indicators exposes the Government to significant  (High)  risks in entering into any contracts with “X” Company.
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