Whole-class Analysis #3 Solution
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	Summary Analysis of Cash Flows
	
	
	

	
	
	
	
	2004-2006
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2005
	%
	2004
	%
	2003
	%

	
	
	
	
	
	
	
	
	
	
	

	Inflows (amounts in millions)
	
	
	
	
	
	
	

	
	Operations
	
	
	$4,451
	78.7%
	$3,259
	38.7%
	$3,733
	73.8%

	
	Sale of fixed assets
	
	58
	1.0%
	56
	0.7%
	67
	1.3%

	
	Sale of business segment
	
	
	 
	4,881
	58.0%
	
	 

	
	Issue long term debt
	
	913
	16.2%
	10
	0.1%
	1,200
	23.7%

	
	Proceeds from stock options
	231
	4.1%
	215
	2.6%
	61
	1.2%

	
	Total inflows
	
	
	5,653
	100.0%
	8,421
	100.0%
	5,061
	100.0%

	
	
	
	
	
	
	
	
	
	
	

	Outflows (amounts in millions)
	
	
	
	
	
	
	

	
	New property, plant & equipment
	3,388
	54.2%
	3,112
	45.2%
	2,986
	58.5%

	
	Investment activities
	
	
	 
	
	 
	
	

	
	Purchase treasury stock
	
	1,197
	19.2%
	1,290
	18.7%
	48
	0.9%

	
	Pay dividends
	
	
	318
	5.1%
	272
	4.0%
	237
	4.6%

	
	Repay long term borrowing
	528
	8.4%
	1,520
	22.1%
	1,294
	25.4%

	
	Other investing
	
	
	819
	13.1%
	690
	10.0%
	538
	10.5%

	
	Total outflows
	
	
	6,250
	100.0%
	6,884
	100.0%
	5,103
	100.0%

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Change in cash (millions)
	
	-$597
	
	$1,537
	
	-$42
	


Target generates the largest portion of its cash flows from operations – in excess of 70%.  Notice that in 2004 only 39% of cash inflows came from operations due to the infrequent event of selling a segment of the business (Mervyns and Marshall Field were sold in 2004).  A relatively small amount of additional long term debt augments operating cash flows to provide almost all of the cash generated by the firm.  This represents a very strong liquidity position.

The largest use of cash is in expansion of the business – new property, plant & equipment (i.e., new stores).  The next largest use of cash is in purchasing treasury stock – a strategy similar to that of Wal Mart.  Target generates very substantial positive cash flows from operations and appears to use them to expand the business.  This is a healthy cash flow profile.

