Q2a. Prepare a cash flow conversion cycles for the periods 2009-2011.
Year
Receivable Days	41.3		45.8		64.7
Inventory Days	50.4		71.2		89.9
Payable Days		28.4		35.9		61.6
CCC			63.3		81.1		93

b. what difficulties and strategy appear to be apparent over that time, and what are the implications of these on present and future periods?
- it is evident that the company’s CCC is increasing, which means that the capital/cash available is tied up in the firms operations leaving little space for other uses in the cash flow, this is due to their strategy to create promotions (longer days to receive their accounts payables)
- over time the company has increased its inventory and payable days at a larger rate than the receivable days which means the company is taking more time to collect the cash owed to them, which intern takes a longer time for the company to pay their bills (ultimately increasing the CCC)
- extended CCC would increase interest cost and default risks
- TimberTree has the strategy to increase the administration in order to increase sales, however this expense has ultimately increased their cost of sales to produce less profit, if able to expand the companies hope is that the sales may start to increase at a faster rate than there cost of sales
- with regards to accounts receivable days the company is to relaxed in making collections and needs to tighten up in order to collect more quickly and efficiently 

Q3. by reference to the numbers, and/or ratios what are the main causes for the fall in net profit margin over the three year period?
Provide three causes or reasons, and by reference to the case narrative explain why this might be happening?

1. the Cost of Sales are increasing at a faster rate than the Sales ultimately decreasing the companies net profit margin
- Timbertree is spending to much money on their expenses, such as selling and administration and new equipment
- they need to focus on cutting back expenses in order to free up more cash that can be used with their creditors

2. Timber tree is allowing their clients to pay them back over a longer period of time 
- if they were able to collect their accounts receivable at a quicker pace they would be able to decrease their current liabilities and total debt, ultimately increasing their net profit and liquidity
- quicker receivables enables a better debt to equity/ current ratio and a higher asset turnover
- the company needs to increase sales but not at the expense of the cost of sales which in this case has reduced the net profit margin

3. TimberTree needs to sell more of their inventory, it seems that they are stock piling inventory and spending to much on expenses
- by reducing the amount of inventory the company has they are able to become more liquid and are able to pay off creditors at a faster rate which benefits their debt to equity/ current ratio
- the expenses are ultimately increasing the cost of sales which is decreasing the net income which then decreases the net profit margin

Q4. provide trends that indicate that the banker should have cause for concern. Support your answers by indicating why each would be a concern. Provide two reasons or points for each item selected. 

1. If TimerberTree will become in default with the bank (unable to pay their loans) if the trend of the drastically increasing Debt to Equity ratio continues
- the Debt to Equity ratio is increasing at an arming rate where if it increases over 1.5 : 1 the bank would be inclined to repossess assets in order to acquire their unpaid debt
- the current ratio is not 2.0 :1 or better (a declined from 2010), the banks and TimberTree have a contractual agreement that it is to be 2.0 :1 or better and therefore since it is not they bank has the right to immediately call for repayment of its short term loan, potentially forcing the company into insolvency 

2. the Cost of Sales are increasing at a faster rate than the Sales
- if this trend continues eventually cost of sales will be higher than the sales of the company
- no profit will be made if this trend continues to develop and the company will be forced into bankruptcy if specific measures are not made (ie. cut backs)

3. the net profit margin is declining at an unsustainable rate 
- if the net profit margin continues to fall at the same rate that it declined in the past three years there is potential for it to be in the negatives at the end of 2012
- this means that there will be no profit to be made, meaning that for every sale they make they will be losing money

4. TimberTree faults on many of the four C’s of Credit
- character: there is poor management within the companies internal structure, by allowing the company’s financial positions to be in the current state that it is
- Capacity to Repay: the company has a lot of capital tied up in inventory leaving little liquidity to pay creditors 

Q5a. What is the net cash flow from : operations		126 source
Indicate a use or source		 Investing		(480) use
					 Financing		342 source

b. from your statement of cash flow: The major source	A/P
					  the major use	A/R

c. What are the risk or rewards for current or future periods from each of above? Name two for each.
- stretching the A/P:
1. trouble with suppliers (may go to COD)  REWARD: Free’s up some cash to use
2. creditors may view the stretching A/P and view it as management issues, they may enforce more stringent restrictions with the company. Already to long.

- stretching A/R:
1. cant get paid by customers (so the A/R is high), therefore cash is tied up which creates bad debt
2. the creditors look at that and see inefficiency, bad management, and enforce tighter restrictions

Q6. What would happen if:
Reduce Accounts Receivable by 15 days, and apply the savings to Accounts Payable.

Once this is done what would be:
The new Accounts payable?

A/R  64.7 days – 15 days = 49.3 days,     2011 A/R  $5,535 @ 64.7 days

A/P days = A/R / COGS * 360  49.3 = A/R / 30,800 * 360  49.3 * 30800 / 360 = 4218
5535 – 4218 = 1317  AP Days= AR/AR Days = 1317 / 49.3 = 26.71 days

The new current ratio?
Current Ratio= Current Assets/ Current Liabilities = (12,023-1,317)/(7,076-1,317)= 10,706 / 5,759 = 1.9 compared to the 2011 1.7

The new debt to equity ratio?
[bookmark: _GoBack]D/E= Total liabilities/ Owners equity= (8,976 – 1,317) / 6,122 = 7,659 / 6,122 = 1.25 compared to the 2011 1.47

Once this was done what impact could this have on the future activities of the company? What would be the possible risks or positive outcomes?
Provide three impacts and two risks or outcomes.
- can pay the A/P more quickly therefore the current liabilities decreases and the debt decreases
- current ratio and debt to equity ratio improves
- liquidity has improved and improved 2 of 3 components of CCC

Q7. As an alternative consideration, Pete Hanson also noted that Winston’s was not able to take advantage of supplier discounts in the Industry of 2/15/n45. 
He asked you to determine whether he should increase the line of credit with this objective in mind.

Pete assumed all Cost of Goods Sold for 2010 would serve as a proxy for purchases.
He assumed that the current average interest rate of 48% would apply to savings on losses or increase in profits.

a) What is the net loss or savings?
b) Would this be a suitable allocation for any increase in line of credit?
WHY or WHY NOT?

Discounts
Currently A/P is at 61.6 Days  2/15/n45,       at 61.6 Days A/P= 4,376
COGS x 0.02 = 25,564 x 0.02 = 511.28  Discount
i. What do I borrow?
61.6 Days – 15 = 46.6 Days
ii. Cost per Day?
25,564 / 360 Days = 71 represent 1 day purchases 
71 x 15 Days = 1,065       (15 Days of A/P)
iii. Bonus?
46.6 x 71 = 3,309
iv. Interest Cost @ 8% 
0.08 x 3,309 = 265,                   511-265 = 246 of Net Savings
v. After Tax
Net Savings 246 (1-.48) = 128          

1. Discount > Interest Cost = Take Discount
2. Discount < Interest Cost = Don’t Take Discount
3. Discount = Interest Cost = Indifferent
	
	2010
	2011

	Net Income
	1050
	345

	Add: Deprectiation
	273
	360

	
	1323
	705

	A/R
	-635
	-1667

	Inventory
	-2121
	-1145

	A/P
	710
	1909

	Accruals
	137
	324

	
	
	

	Operating ^
	-586
	126

	
	
	

	Fixed asset purchase
	-596
	-480

	
	
	

	Investing ^
	-596
	-480

	
	
	

	Bank Loan
	382
	328

	CP LTD
	50
	0

	Long Term Debt
	1000
	-150

	Common Stock
	0
	250

	Dividends
	-263
	-86

	
	
	

	Financing ^
	1169
	342

	
	
	

	net change in cash
	-13
	-12

	opening balance, Jan 1st
	127
	115

	Closing Balance, Dec. 31st
	114
	103

	
	off by one from mistake in retained earnings in 2010


Working Capital = Current Assets – Current Liabilities    2010: 
Current Ratio= Current Assets/ Current Liabilities
Quick Asset Ratio= Quick Assets / Current Liabilities 
Quick Assets= Current Assets – Inventory – Prepaid Expenses
Debt to Equity Ratio= Total liabilities/ Owners equity
Operating margin= operating income/ net sales
Net profit ratio= net income/ net sales

Profitability
Gross Profit Margin= Gross Profit/ Sales
Operating Expense= Operating Expenses/ Sales
Net Profit Margin= Net Income/ Sales
Return on Assets= Net Income/ Total Assets
Return on Equity= Net Income/ Shareholders Equity
Earnings per share= Net Income/ # of common shares

Efficiency
Days Receivables= AR / Credit Sales * # Days in Income Period
Receivables Turnover= # days in income period/ days receivables
Days inventory= Ending inventory/ cost of goods sold * # Days in Income Period
Inventory turnover= # days in income period/ days inventory
Days payables= AP/ purchases * # Days in Income Period
Asset Turnover= Sales/ Total Assets

Liquidity
Current Ratio= Current Assets/ Current Liabilities
Quick Ratio= Current Assets – (inventory + prepaid expenses)/ current liabilities
CCC= days receivables + days inventory – days payable

Leverage
Debt to Equity Ratio= total liabilities/ owners equity
Asset to BOE ratio= Total Assets/ Beginning owners equity
Times interest earned= earnings before interest and taxes/ interest expense
Payback period= new loan granted/ (net income + depreciation)
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