Cash Flow Analysis:
Stories Behind the
Spreadsheets

C-AE24 Strategic Business Analysis — Module 8, Part 2

We move from corporate bookkeepers to visionary financial

strategists — learning to read between the rows, audit earnings
quality, calculate growth metrics, and examine how Jollibee Foods
Corporation uses cash intelligence to fuel global conquest.
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The Executive Mandate: Reading
the Narrative

The cash flow statement is unique — it carries very minimal subjective accounting
estimates. Revenue can be recognized before cash arrives; expenses can be deferred.

— The cash flow statement strips away these distortions.
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@ The Core Question

Is Jollibee's global expansion funded by Chickenjoy sales — or floating on high-
interest debt?

o@ The Risk
%‘;: Executives who miss this narrative drive companies into liquidity traps despite

record book profits.




Diagnosing Cash Quality: The Core Framework

What Is Cash Quality?

A rigorous audit of the structural relationship between reported profits and organic cash

generation. High-quality businesses generate operating cash flows that equal or exceed net
operating income.

Soaring profits + stagnant operating cash = accrual-based illusion.

This framework lets us peer into JFC's engine: is explosive global growth backed by hard cash from real customers, or by
volatile balance sheet adjustments?



The Accrual Matrix: Understanding Divergence

Non-Cash Expenses Revenue Recognition The Executive Signal

Depreciation and amortization Aggressive timing policies inflate Persistent multi-year lag of

lower book profits while leaving net profits while cash stays operating cash behind operating

bank balances untouched. trapped in unpaid invoices or profit signals deep structural
inventory. issues.

Determine whether a profit spike is an accounting adjustment — or a true influx of deployable liquid capital.



The Operating Cash Flow Loop

The ultimate heartbeat of any corporation. For Jollibee: cash collected from millions of
daily sales and franchise royalties, minus payments to suppliers, staff, logistics, and

landlords.

If the Loop Breaks

No financing or asset liquidation can permanently save a company whose core
engine burns cash.

Why Executives Prioritize It

A self-sustaining loop weathers downturns, supply disruptions, and price wars —
without emergency bailouts.




Auditing JFC's 2024 "Profit Breakthrough Era"

The Headline

Net income crossed Php 10 billion — an unprecedented historical milestone.

The Audit Result

9 ~ Operating cash flows expanded in perfect tandem with book income, driven by genuine menu

ZZIN optimization, cost discipline, and margin extraction across the domestic network.

© Textbook high-quality earnings — cash quality ratio matched executive expectations
perfectly.



Unpacking the
2025 "Aggressive Global Scaling Era”

1,126 P20.1B

New Stores Operating Income

Opened in a single calendar year across multiple All-time high reported operating income during this era.
international markets.

Rapid scaling demands massive front-loaded cash outlays — inventory, leases, franchising fees, and payroll training —
long before the first dollar of revenue is captured. The 2025 cash statements reveal how JFC balanced a profitable
domestic core against volatile international expansion.



The Cash Quality Ratio

The Formula

Operating Cash Flow

Cash lity Ratio =
ash Quality Ratio Operating Profit

Interpretation

 =1.0 — High-quality, cash-backed earnings

 Below 1.0 (persistent) — Early warning: profits locked in receivables, valuation adjustments, or inventory cycles

Tracking this ratio across JFC's 2024 and 2025 eras reveals how efficiently soaring restaurant profits converted into
actual liquid capital.



Free Cash Flow: The Ultimate Metric

The Executive Formula

Free Cash Flow = Operating Cash Flow — Capital Expenditures

CapEx

Hard cash spent to maintain,
upgrade, and expand physical
infrastructure — new stores,
refurbishments, kitchen
automation.

Free Cash Flow

Unencumbered cash remaining
after keeping the machine
running. Gives leadership true
strategic freedom.

Strategic Power

Pivot into new markets, absorb
shocks, and out-invest
competitors — without begging
capital markets for funding.



The Strategic Power of Positive FCF

Positive FCF represents complete strategic independence from external market pressures.
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Self-Fund Expansion

Build hundreds of new stores
in North America, Europe, and
China — without external
capital.

&

Pay Down Debt

Aggressively retire high-
interest obligations,
strengthening the balance
sheet.

I

Execute Acquisitions

Capitalize on market
downturns to acquire
competing brands at
depressed valuations.



The Danger Zone: Managing Negative FCF

When Is It Acceptable?

Temporary negative FCF is normal for hyper-growth firms undergoing massive infrastructure buildouts.

The Structural Vulnerability

A firm unable to self-fund must rely on equity issuance (diluting shareholders) or heavy bank debt. If capital markets
freeze or rates spike, catastrophic insolvency can follow rapidly.

Negative FCF must be tightly controlled, temporary, and tied to high-return investments.



Jollibee's Capital Allocation Dilemma
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The Bold Commitment

Open 1,126 global stores in a
single year — requiring enormous
front-loaded CapEx.

The Core Question

Could JFC organically fund this
expansion from spare operational
cash — or was it flying on high-
interest loans?

The Executive Judgment

Does the long-term value of
capturing international market
share justify the short-term
liquidity stress of negative FCF?



Analyzing Investing Cash Flows: Growth vs.
Maintenance

Maintenance CapEx
NON-DISCRETIONARY

______ -~ Growth CapEx

FULLY DISCRETIONARY

refurbished
REFURBISHING DINING ROOMS

repair
REPAIRING KITCHEN EQUIPMENT

7

S\ update

UPGRADING POS SOFTWARE

new footprints
NEW RESTAURANT FOOTPRINTS

international territories
INTERNATIONAL TERRITORIES

POS software . @

BRAND ACQUISITIONS

The Hidden Risk

If executives quietly cut maintenance CapEx to make
short-term FCF metrics look better, they are actively
destroying the company's long-term operational
foundation.

True financial intelligence tracks whether a company is
under-investing in core assets to fund unsustainable
outward expansion.



Working Capital Traps: The
Hidden Growth Tax

True growth demands massive cash investment in operational working
capital — not just building the restaurant shell.

—> Regional Inventory Spikes

Distribution hubs must be stocked with ingredients and supplies

A\l

long before the first customer meal is sold.

— Receivables & Supplier Risk

Slow franchisee collections or immediate supplier payment

demands drain operating cash flow silently. B L

—> Multi-Currency Complexity

Managing the cash conversion cycle across currencies and time
zones is critical to avoiding regional cash shortages.




Strategic Interpretation: The Capital Structure Balance

Operating Cash

Recurring cash from core business
operations

I B .
I N .
Investing Outflows
CapEx and long-term asset investments
2
Financing Activities
Debt, equity, and returns to investors
BN NN s SRS
I B e
A chronic imbalance — weak operating cash, high investing outflows, and constant financing inflows to plug the gap — increases financial leverage and
exposes the firm to shifting macroeconomic conditions. Executives must monitor this balance to ensure long-term solvency.




The Strategic Significance of IFRS 18

What Changed

IFRS 18 eliminates options that allowed companies to classify interest and dividend
cash flows in multiple ways under IAS 7 — creating a level playing field across all
industries.

Impact on JFC

Operating cash flow is now fully insulated from financing choices. Whether —
expansion is funded via equity or debt, reported operating cash remains pure, =
comparable, and undistorted.



Case Study: The European Hub Decision Matrix

Financing Activities Investing Activities Operating Activities

+Php 3.0B commercial bank loan -Php 2.0B deployed into high- Zero immediate impact. The
provides immediate expansion tech automated kitchen hardware European strategy is a long-term
runway. across European cities. capital play dependent on future

operational execution.

Year 1interest expense: Php 150 million. Under IFRS 18, this is classified as a Financing Outflow — keeping operating
metrics clean and comparable.



Tracking the Operational Reaction

The Front-Loaded Cost

The Php 2.0B investing outflow is heavy and immediate. The payoff must appear in future
operating cash flow.

The Feedback Loop

Once automated kitchens serve European consumers, the operating cash loop should
expand rapidly. If inflows fail to materialize on schedule, leadership adjusts regional
pricing, marketing, or supply chain logistics.

[J The cash flow statement is an objective, real-time scorecard for strategic capital
investments.



The Strategic Threat of
Interest Drag

Under IFRS 18, the Php 150M interest payment is a Financing Outflow
— it doesn't depress operating metrics. But the cash is still gone.

The Fixed Drain

Mandatory interest payments reduce total liquidity reserves
regardless of accounting classification.

The Compounding Risk

(
o — Multiple debt-funded hubs across continents create cumulative
interest drag — crowding out R&D, dividends, and crisis

— - reserves.
- >



Cash Flow Signaling: What the Markets See

Lower cost
of capital

--Drives u
stock price

Erratic,
debt-dependent
cash flow -,

Vulnerability

5--Triggers credit
~ downgrades

-Increases
borrowing costs

Who Is Watching

Global institutional investors, credit rating agencies, commercial lenders, and
competitors constantly monitor cash movements to decode corporate strategy.

Your cash flow statement is not just an internal report — it is a public strategic
signal to every market participant.



Forecasting and Scenario Planning

Executives use historical cash flow data from 2024 and 2025 to build predictive cash models and stress-test the

business.

Supply Chain Shock

What if a global disruption
doubles the cost of automated
kitchen hardware?

Demand Contraction

What if high inflation cuts average
store sales by 15%?7?

The Objective

Maintain enough cash runway to
survive worst-case scenarios
while capitalizing on sudden
market opportunities.



Mitigating Liquidity Risk in Fast-Food Retail

The Structural Advantage

Fast-food operates on an immediate cash-and-carry basis — customers pay
before consuming. This creates a highly liquid daily cash inflow unavailable to most
industries.

The Structural Vulnerability

Thin operating margins are heavily exposed to volatile global commodity prices —
chicken, beef, wheat, and cooking oil. Localized food cost inflation can quietly
erode liquid capital reserves before management can react.




Sustainable Scaling: The Ultimate Executive
Balance

The goal is not to become the /argest fast-food chain by store count — but to become the most sustainably profitable

chain over time.

Sustainable scaling is achieved when the core operating engine generates cash efficiently enough to fund long-term
investments, maintain physical assets, and service debt — without constant external financing. This discipline protects

Jollibee from the over-expansion traps that have historically destroyed other retail giants.



Executive Checklist for Cash Flow Audits

Cash Quality Ratio = 1.0?

Confirms reported book profits are fully backed by
hard cash.

3

CapEx Properly Balanced?

Healthy split between asset maintenance and strategic
market growth.

Is FCF Positive?

Or is there a clear, time-bound operational path to
becoming positive?

2

Hidden Interest Drag?

Are financing inflows creating a cumulative drain that
threatens future corporate liquidity?



Leading with Financial Intelligence

Book profit is an opinion. Cash flow is a fact.

Through IFRS 18 structural pillars, the Indirect Method, and Free Cash Flow analysis applied to Jollibee's historic expansion
eras, you now possess the tools to read corporate strategy in its purest form.

Protect Liquidity Drive Sustainable Growth

Guard the operating cash loop as the firm's primary Balance capital discipline with bold market opportunities.
strategic asset.



