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Introduction

This narrative provides a comprehensive financial analysis of Med-I-Mark Tech Ltd., focusing on the
company’s cash budget and operational performance for the remaining fiscal year. The purpose is
to evaluate key financial decisions, including the timing of equipment investments, the issuance of
optional quarterly bonuses, and the potential impact of increased interest rates on these decisions.
Based on the analysis, strategic recommendations are proposed to enhance the company’s
financial health and operational efficiency.

Financial Scenario Overview

Med-I-Mark Tech is experiencing a steady increase in sales growth, projected to increase by 1%
each month. The company’s financial operations are governed by several key parameters:

e Sales Growth: Starting from $312,058,000 in April, sales are expected to reach
$337,914,000 by December.
e Purchasing Strategy: Monthly purchases are set at 40% of the projected sales for the next
month.
e Sales Collections: The company collects 20% of sales in cash immediately, 36% in the
following month, and 42% in the second month after the sale.
e Uncollectible Sales: 2% of all sales are considered uncollectible.
e Operating Expenses:
o Wages: Salaries consist of 28% of the current month’s sales.
o Marketing, Admin, and Operations: Fixed at 23% of the current month’s sales.
e Bonuses: Optional quarterly bonuses are considered based on the company’s profitability.
3.5% and 3% of sales are expected to be paid for quarter two and three respectively.
o Investments: Planned capital expenditures include equipment purchases and facility
modernization
e Financing: The company has a line of credit with a maximum limit of $250,000,000 and a
borrowing rate of 5.40% annually. This rate is calculated based on the prime rate of 4.40%
plus a 1% premium.

Timing of Equipment Investment

The company plans to invest $60,000,000 in additional equipment. Initially scheduled for the fourth
quarter, the investment has been strategically made in December. The rationale for this timing is as
follows:

1. Time Value of Money: By delaying the equipment purchase to December, the company can
utilize available funds to pay down existing debt, particularly the significant long-term
principal repayment of $200,000,000 due in November. This approach reduces interest
expenses over time and improves the company’s financial position.

2. Debt Reduction Prioritization: Prioritizing debt repayment before making new investments
helps in lowering the company’s leverage and interest obligations. It is recommended to
delay the equipment purchase until after the line of credit and significant debt payments



are addressed, unless the equipment is expected to generate immediate additional
revenue.

Assessment of Company’s Operational Performance

As analysis of the company’s financial data reveals several insights into its operational
performance:

1. Revenue Growth: The company shows steady sales growth, increasing from $312,058,000
in April to $337,914,000 in December. However, the reliance on non-core revenues, such as
license revenues and vendor trade credits, raises concerns about the sustainability of
profits derived from core operations.

2. Profitability Metrics

a. Gross Profit Margin: Averaging around 60%, indicating efficient management of
direct costs.

b. Operating Profit Margin: Fluctuates due to high operating expenses and variable
revenue streams. The average operating margin is approximately 12.52%.

c. Net Profit Margin: The company’s net profit margin averages 1.88%, with significant
volatility, including a negative margin of -55.59% in November largely influence by
non-core revenues and high expenses.

d. Variable Profitability: Profits are heavily influenced by non-core revenues. Without
license revenues and vendor credits, the company’s profitability from core
operations is marginal.

3. Expense Analysis:
a. High Operating Expenses: Wages and marketing expenses are consuming a
substantial portion of revenues. Salaries are at 28% of sales, while marketing,
admin, and operations are at 23%.
b. Purchases: Purchases consist of 40% of projected next month’s sales, whichis a
significant portion and impacts the gross profit margin.

4. Liquidity and Cash Flow:

a. Ending Cash Balance: The company maintains an average ending cash balance
above the required minimum of $150,000,000, with a notable dip in November due
to the equipment investment.

b. Line of Credit Usage: The reliance on the line of credit is minimal, with an average
balance of $11,050,000. If the company lowered its minimum cash balance by
$50,000,000, they would eliminate the need for a line of credit entirely.

5. Dependence on Non-Core Revenues: A significant portion of profits comes from license
revenues and vendor trade credits. This dependency raises concerns about the stability of
future earnings if these sources are not recurrent.



Decision on Optional Quarterly Bonuses

After analyzing the company’s financial performance, the decision is to pay the second-quarter
bonus but not the third-quarter bonus. The rationale is as follows:

1. Employee Morale and Retention: Paying the second-quarter bonus recognizes the
employees’ contributions and helps maintains morale, which is crucial for sustained
productivity and employee retention.

2. Financial Sustainability: The company has significant upcoming expenses for which funds
should be prioritized, such as the fourth-quarter equipment purchase and the long-term
debt principal repayment.

3. Revamped Bonus Structure: Instead of the third-quarter bonus, a new incentive program
is proposed for the fourth quarter. This will aim to prevent discouragement for not receiving
a bonus, while simultaneously improving metrics. This program offers a potential 5% bonus,
with 1% awarded for achieving each of the following performance metrics:

a. Increase Sales Growth to 2% per Month: Encourage the sales team to drive higher
revenue.

b. Reduce Purchases to 30% of Sales: Aims to improve gross profit margin by
lowering the cost of goods sold.

c. Decrease Salaries to 23% of Sales: Promotes efficiency in wage expenses.

d. Lower Marketing Expenses to 18% of Sales: Seeks cost optimizationin
administrative functions.

e. Achieve All Metrics: An additional 1% bonus is awarded if all targets are met,
fostering a collaborative effort across departments.

This performance-based bonus structure aligns employee incentives with the company’s
financial goals, promoting a culture of accountability and efficiency.

Impact of Increased Interest Rates on Financial Decisions

If the index rate increased by two percentage points, raising the borrowing rate from 5.40% to 7.40%
annually, the company would experience minimal impact on interest expenses due to its limited
reliance on the line of credit. Currently, interest payments from both short-term and long-term
borrowings consist of approximately 1.07% of total revenue. With the rate increase, this figure
would rise marginally to 1.08%.

Effect on Financial Decisions:

1. Bonus Decisions:

a. Second-Quarter Bonus: The decisions to pay the second-quarter bonus remains
unchanged, as the slight increase in interest expense does not significantly affect
cash flow or profitability. The interest expense on the bonus would go from $173,000
to $238,000.



b. Third-Quarter Bonus: The decision to not pay the third-quarter bonus is maintained
due to existing long-term profitability concerns. The interest rate change would not
affect this bonus regardless as it would be paid with in cash.

2. Equipment Investment Timing:

a. Investmentin December: The timing of the equipment purchase in December
remains appropriate. The minimalimpact of increased interest rates does not
necessitate a change in this decision as the interest expense would go from $13,000
to $19,000. Without additional cash flow impact from the new equipment, itis
impossible to determine the true return on the investment.

Suggestions and Recommendations

To improve financial performance and reduce dependency on non-core revenues, the following
recommendations are proposed:

1. Enhance Sales Growth:

a. Increase Monthly Sales Growth to 2%: Implement strategies to accelerate sales
growth, which could include optimizing pricing strategies, expanding market reach,
or enhancing product offerings. It should be noted that before pursuing sales
growth, the company needs to address expenses and margins; otherwise, increased
sales could lead to decreased profits.

2. Optimize Cost Structure:

a. Reduce Purchases to 30% of Sales: Negotiate better terms with suppliers or
identify cost-effective sourcing alternatives to lower the cost of goods sold, thereby
improving the gross profit margin.

b. Decrease Salaries to 23% of Sales: Evaluate staffing efficiencies and consider
productivity improvements to align wage expenses with industry benchmarks.

c. Lower Marketing Expense to 18% of Sales: Review marketing activities to focus on
high-impact, cost effective channels, ensuring optimal return on investment.

3. Strengthen Financial Planning:

a. Comprehensive Budgeting: Develop a detailed annual budget that accounts for all
significant expenses, including large debt repayments and capital investments. This
approach allows for better cash flow management and financial forecasting.

b. Capital Expenditure Evaluation: Assess the expected return on investment (ROI)
for the equipment purchase to determine if it will generate additional revenue or
operational efficiencies. Understanding the financial benefits helps in making
informed investment decisions.

c. Revenue Predictability: Evaluate the consistency of license revenues and vendor
credits. If these are not regular income sources, the company should avoid relying
on them for operational profitability and focus on strengthening core revenue
streams.

4. Improve Core Profitability:
a. Focus on Core Operations: Prioritize strategies that enhance profitability from core
sales activities to reduce reliance on non-recurring revenues.



b. Cost Control Measures: Implement ongoing cost-monitoring practices to identify
and address areas of inefficiency promptly.

Conclusion

Med-I-Mark Tech projects steady sales growth but faces challenges in profitability due to high
operating expenses and reliance on non-core revenues. By paying the second-quarter bonus and
implementing a performance-based incentive program, the company acknowledges employee
contributions while aligning future rewards with financial objectives.

The strategic timing of the equipment investment in December allows the company to prioritize
debt reduction and improve its financial position before incurring new capital expenditures.
Delaying the investment leverages the time value of money, reducing interest costs and enhancing
cash flow.

The minimal impact of a potential interest rate increase on the company’s financial decisions
emphasizes the importance of effective debt management and limited reliance on external
financing.

By adopting the recommended strategies to boost sales growth, optimize costs, and strengthen
financial planning, Med-I-Mark Tech can improve its profitability from core operations. This
approach positions the company for long-term financial stability and success, reducing
dependency on non-recurring income sources and enhancing overall operational efficiency.



