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LakewoodLaserSkinCare'sendingcashbalanceasofJanualy31,2012

(theendofitsfiscalyear2011)was$10,000.Itsexpectedcashcollections

andpaymentsfbrthenextsixmonthsaregiVeninthefbllowingtable.
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CollectiOnsMonth PaymentS

$16,500 $19,400February

March 18,300 20.800

April 22翁700 21,600

29,100May 24,300

June 32,500 26,700

July 36,000 27,200

Calculatethefinn'sexpectedendingcashbalancefbreachmonth

Assumingthatthefirmmustmaintainanendingcashbalanceofat

least＄9,000,howmuchmusttheyborrowduringeachmonth？

Ifthefinnmustpay5%annualinterestonitsshort-tennborrowing,
howdoesthisaffbctyourendingcashbalancecalculations？

Finally;howwouldyourendingcashbalancechangeifthefinnuses

anycashinexcessoftheminimumtopayoffitsshort-tennborrowing
lneachmonth？
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LoblawManufacmringhasaskedyoutocreateacashbudgetinorderto

detennineitsborrowingneedsfbrtheJunetoOctoberperiod.Youhave
gatheredthefbllowinginfbnnation.

MOnth Sales OtherPayments

June2012 $172,000 $80,000

July 142,000 75,000

August 121,000 70,000

September 93,000 50,000

October 76,000 45,000

November 81,000

AprilandMaysaleswere$115,000and$135,000,respectively.Thefirm

collects35%ofitssalesduringthemonth,55%thefbllowingmonth,and

10%twomonthsaherthesale・Eachmonthitpurchasesinventolyequalto
60%ofthenextmonth'sexpectedsales.Thecompanypaysfbr40%ofits
inventorypurchasesinthesamemonthand60%inthefbllowingmonth.

However,thefirm'ssuppliersgiveita2%discountifitpaysduringthe
samemonthasthepurchase・Aminimumcashbalanceof$25,000mustbe

maintainedeachmonth,andthefirmpays6%annuallyfbrshort-tenn

bolTowingfiomitsbank.

a.CreateacashbudgetfbrJunetoOctober2012.Thecashbudget

shouldaccountfbrshort-tennborrowingandpaybackofoutstanding
loansaswellastheinterestexpense・ThefinnendedMaywitha

$30,000unadjustedcashbalance.

b.BobLoblaw,thepresident,isconsideringstretchingoutitsinventory
payments.Hebelievesthatitmaybelessexpensivetoborrowfiom

suppliersthan廿omthebank.HehasaskedyoutousetheScenario

Managertoseewhatthetotalinterestcostfbrthistimeperiodwould

beifthecompanypaidfbr0%,10%,30%,or40%ofitsinventory
purchasesinthesamemonth.Thebalancewouldbepaidinthe
fbllowingmonth・Createascenarlosummaryanddescribewhether
theresultssupportBob'sbeliefS.
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Problems

CampandFevurlyFinancialPlannershavefbrecastedrevenuesfbrthe

firstsixmonthsof2012,asshowninthefbllowingtable.

Month

November2011

December

Janualy2012

February

Revenue
瓦一一一

喝

$48,000

45,000

25,000

27,000

ロマ,,.‐＝

Month Revenue

March 30,000

April 38,000

May 40,000

June 45,()00

Thefirmcollects60%ofitssalesimmediately)39%onemonthafierthe

sale,andl%arewrittenoffasbaddebtstwomonthsafierthesale.The

finnassumesthatwagesandbellefitspaidtoclericalpersonnelwillbe

$7,000permonthwhilecommissionstosalesassociatesaverage25%of

collectablesales.Eachofthetwopartnersispaid$5,000permonthor

20%ofnetsales,whicheverisgreatelLCommissionsandpamlersalaries

arepaidonemonthafiertherevenueiseamed.Rentexpensefbrtheir

officespaceis$3,500permonth,andleaseexpensefbrofflceequipment

is$800.Utilitiesaverage$250permonth,exceptinMayandJunewhen

theyaverageonly$150.TheendingcashbalanceinDecember2011was
$12,000.

a.CreateacashbudgetfbrJanualytoJune2012,anddetenninethe

finn'sendingcashbalanceineachmomhassumingthatthepartners
wishtomaintainaminimumcashbalanceof$10,000.

b.CampandFevurlyarethinkingofobtainingalineofcredit廿omtheir

bank.BasedontheirexpectationsfbrthefirstsixmonthsoftheyealU

whatistheminimumamountthatwouldbenecessary？Roundyour
answertothenexthighest$1,000andignoreinterestchalgeson

short-tenndebt.(Hint:LookuptheRouNDUPfimctionintheonline

help.)

c.Createthreescenarios(bestcase,basecase,andworstcase)assuming

thatrevenuesarelO%betterthanexpected､exactlyasexpected,or

10%worsethanexpected・Whatisthemaximumthatthefinnwould
needtoborrowtomaintainitsminimumcashbalanceinallthree

cases？UsetheScenarioManagerandcreateasummaryofyour
results､Wouldthischangeyouranswerinpartb？
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Youwererecentlyhiredtoimprovethefinancialconditionofldaho

SpringsHardware,asmallchamofthreehardwarestoresinColoradoOn

yourfirstdaytheowner,ChuckVitaska,toldyouthatthebiggestproblem
ftlcingthefirmhasbeenperiodicunexpectedcashshortagesthathave
madeitnecessalyfbrhimtodelaywagepaymentstohisemployees.
Havingrecentlyreceivedadegreeinfinance,youimmediatelyrealizethat

yourfirstpriorityistodevelopacashbudgetandtoarrangefbrashort-
termborrowingagreementwiththefmn'sbank.Afierlookingatthe

finn'spastfinancialrecords,youdevelopedasalesfbrecastfbrthe
remainderoftheyear,asispresentedinthefbllowingtable.

Month SaleS P Month Sales

June2012 $62,000 October 59.000

July 73,000 November 47,000

August 76,000 December 41,000

September 70,000

Inadditiontotheseasonalityofsales,youhaveobservedseveralother

patterns・Individualsaccountfbr40%ofthefinn'ssales,andtheypayin
cash.Theother60%ofsalesaretocontractorswithcreditaccounts,and

theyhaveupto60daystopay.Asaresult,about20%ofsalesto

contractorsarepaidonemonthafterUnesale,andtheother80%ispaid
twomonthsafterthesale.EachmonththefrmpurchasesinventolyeqUal
toabout45%ofthefbllowingmonth'ssales.About30%ofthisinventory

ispaidfbrinthemonthofdelivery,whiletheremaining70%ispaidone
monthlater.

Eachmonththecompanypaysitshourlyemployeesatotalof$9,000,

includingbenefits.Itssalariedemployeesarepaid$12,000,alsoincluding
benefits.Inthepast,thecompanyhadtoborrowtobuilditsstoresandfbr

theinitialinventories.Thisdebthasresultedinmonthlyinterestpayments
of$4,000andmonthlyprincipalpaymentsof$221.Onaverage,

maintenanceatthestoresisexpectedtocostabout$700permonth,except
OctobertoDecemberwhensnowremovalcostswilladdabout$200per
month.Salestaxesare7%ofquarterlysalesandmustbepaidinJune、

SeptembelJandDecembel:Othertaxesarealsopaidduringthosemonths

andareexpectedtobeabout4%ofquarterlysalesineachofthose
months.Theownerwishestomaintainacashbalanceofatleast$12,000

tolimittheriskofcashshortages.ThecashbalanceattheendofMayis
expectedtobe$15,000(befbreanyborrowingorinvesting)
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PrOblemS

CI℃ateasimplecashbudgetfbrldahoSp血gsHardwarefbrJuneto

DecemberbNotethatyourrecordsindicatethatsalesinAprilandMay
were$51,000and$57,000,respectively.Janualy2013salesare
expectedtobe$36,000.Whatwouldbetheendingcashbalancesif
thefinndoesnotboITowtomaintainits＄12,000minimum？

NowassumethatthefirmcanborrowfiFomthebankatarateof9%

perannumtomaintainitsliquidityandmeetitsI℃quiredminimum
cashbalance.Inaddition,ifthefirmhasfilndsinexcessofthe

minimum,itwillusetheexcesstopayoffanypreviousbalance.

Whilenegotiatingalineofcredit,thefinn'sbankofferedtosweep
anycashinexcessoftheminimumintoamoneymarketfimdthatwill

retumanaverageof4%peryearaiterexpenses.Ifyouacceptthis
offeI;howwillitaffectthefinn'sendingcashbalancesandneedto

borrowineachmonth？Notethatthefirmmusthavepaidoffallshort-
tennloansbefbreanyexcesscashcanbeinvested,andinvestedfimds

willbeusedinsteadofborrowingwhenneeded.

Aftercompletingthecashbudget,youbegintothinkofwaysto
filrtherreducethefinn'sborrowingneeds.Oneideathatcomesto

mindischangingthefinn'screditpolicywithcontractorsbecause
theyseemtoalwayspayatthelastminute.Threescenarioscometo

mind:(1)Inthebestcase,contmctorsarerequiredtopayfbrlOO%of
theirpurchasesduringthemonthafterthesale・Youbelievethatthis

wouldcausea5%declineinsales.(2)Inthebasecase,everything
remainsasall℃adyoutlined.(3)Intheworstcase,contractorswould

berequiredtopayfbrlOO%oftheirpuI℃hasesduringthemonthafter
thesale,andyoubelievethatthiswouldcausea20%dmpinsales.
YoudecidetousetheScenarioManagertoevaluatethesescenarios.

Tbsummarizetheimpactofthechange,youwillexaminetheimpact
onthefinn'smaximumbolTowingneedsandcumulativenetintel℃St

cost(afteraccountingfbrinvestmenteamings).Inyouropinion,
shouldthefinnchangeitscreditpolicy？
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