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George and Cindy Simpson are collectors of antiques and interesting miscellaneous pieces of home furnishings. Some of their collection was used to start a retail venture they originally named “Bounty of the County” in 1992. By the end of 2010 their business had grown to include several outlets that are located near large cities, but which retain the atmosphere of early 20th century small-town merchandise stores. As far as their business is concerned, antiques are truly a thing of the past since the inventory is new - although reminiscent of early-American and pioneer designs.  

The Simpson business has increased to the point that they are able to purchase merchandise at lower prices than their local competitors. They pass along the cost savings to their customers in the form of weekly sales events called “Mutiny at the Bounty,” featuring the sales staff in sailor costumes. After achieving total purchases exceeding $5,000 a customer is given a “Bounty Hunter” certificate together with special discounts on future purchases.

 Phyllis Bergeron, loan officer with American Bank in Dewberry, Tennessee, is the banker who has helped Bounty grow to its present size. At this point she feels that her knowledge of the business is almost second nature since she has guided the financing aspects of Bounty through good and bad economic times. Because Bergeron knows that the Simpsons plan to add a new location early in 2012, she is not surprised when they request a loan from American Bank to finance the purchase of a building together with renovations that will permit sales to begin soon.

 The cost of the building is $1,350,000 and the Simpsons ask that American Bank provide funding equal to 80 percent of the cost. They also request that the new long-term debt be combined with their company’s existing long-term debt at American Bank, so that the new total loan to be amortized over 15 years will have a beginning principal of $3,558,836 on January 1, 2012. The long-term loan will be repaid through equal monthly payments of $33,439.04 including interest and principal as shown by the amortization schedule on Exhibit 1.

Exhibit 2 shows the increase planned for fixed assets, accumulated depreciation on existing fixed assets at the end of 2011, depreciation expense during the 2012 forecast year, new accumulated depreciation at December 31, 2012, and net fixed assets at the end of the forecast year. Bergeron believes that the loan amortization and depreciation schedules fairly represent the asset and loan relationships presented, and that the assets financed by the earlier loan are compatible with those covered by the new combined loan.

George Simpson has given Bergeron a cash budget extending from the date of their planning session in September 2011 through the end of 2012. Cash flows for the final four months of 2011 are considered to be in place and not to be adjusted, while the forecast year shows probable results of sales revenues and expenses assuming no changes are made. The entire budget depends on forecasted sales for each month in 2012 and the first two months in 2013. Based on Bounty’s past history, there are seasonal variations in sales to be considered. Exhibit 3 shows the proportion of total annual sales for each month, with monthly index numbers adding up to 12. To compute the forecast sales for any month, Bergeron will multiply the sales forecast for the year 2012 by the monthly index number and divide the result by 12.

The Simpsons are confident that sales for Bounty will increase at a rate of 6 percent in 2012 and again in 2013. They expect the retail economy to improve during 2012 in Dewberry County and adjoining metropolitan areas. However, Bergeron notes that no assessment of risk has been done with regard to lower sales projections or higher sales growth that could strain Bounty’s inventory sources and result in larger costs of goods sold. 

Customers pay for Bounty merchandise in cash (10 percent of sales), bank credit cards (40 percent of sales), and Bounty charge cards (50 percent of sales). In terms of collection time, bank credit cards are treated the same as cash sales on the cash budget, since they are collected in same month as sales. The planned collection schedule for customer purchases bought with Bounty charge cards is 30 percent in the next month following sales, 45 percent in the second month, and 22 percent in the third month. At the end of three months, the remaining 3 percent is written off as bad debt expense.

Credit losses are also expected to be 2 percent of bank credit card sales. This loss also occurs at the end of three months following sales, and represents a cash outflow at the end of three months since the bank is repaid for the loss. Both charge card and bank card credit losses are deductible expenses for income tax purposes. Bounty budgets a bank card terminal fee to be paid each month equal to $10 for each bank card terminal. There will be one terminal for each $100,000 of planned bank credit card sales in the forecast year.

Cost of goods sold for 2012 and 2013 is expected to be 65 percent of sales. This cost covers inventory which is ordered two months ahead of sales and the employee time spent preparing the goods for sale and other work with respect to inventory. 

Expenses include sales commissions equal to 6 percent of sales each month, and several expenses for which the expected annual cost is divided by twelve and applied to each month – salary expense, $545,000, advertising expense, $228,000, and lease expense, $325,000.  Through 2011 the company retained a retail sales consultant, Cindy’s Uncle Bubba Jackson, whose knowledge of his state’s demographics is uncanny. Mr. Jackson’s employment was terminated following his giving advice to another company. The consultant position is left unfilled in the 2012 budget.

 Maintenance & Other expense will be $183,000 for the year 2012. This expense covers a variety of operations, some of which are paid for after a delay of several months. Delayed amounts are shown in the Accrued Expense account on the company’s balance sheet, and represent the results of management’s choices concerning the time of payment. In 2012 the company intends to pay out $260,000 for Maintenance & Other, thus reducing the Accrued Expense account by the difference between the listed expense and the amount paid out, or $77,000. 

American Bank manages the Bounty account so there is a target balance of $50,000 cash at the end of each month. Any excess over $50,000 is automatically invested in short-term securities at a planned interest rate of 2 percent during 2012. This interest rate is multiplied times short-term securities at the end of the previous month, and the result is divided by 12.

The Simpsons have also requested that the bank provide a short-term line of credit to Bounty backed by Bounty’s inventory and accounts receivables. Short-term borrowing at the end of the previous month is multiplied by an interest rate of 6 percent and then divided by 12. The amount and terms of the line of credit to be determined upon reviewing and accepting a cash budget for 2012.

Interest on the combined long-term debt is an annual rate of 8 percent, as shown on Exhibit 1. Since each month’s payment includes interest and principal, the amortization schedule shows interest expense gradually decreasing while the principal component of the payment increases each month.

Although George and Cindy Simpson are the primary owners of the Bounty Corporation, there are other stockholders. There are 100,000 shares of common stock at par value of $1.00 per share. Capital surplus (the difference between the original issue price of the stock and the par value) totals $150,000. Retained earnings are expected to be $757,540 at the end of 2011. Dividends of $1.75 per share will be paid to the stockholders during 2012, divided into four quarterly payments – in March, June, September and December.

Bounty’s tax rate on before-tax profit is 26 percent. For the year 2012 the company expects to pay total income tax of $61,028. The tax will be paid quarterly – in March, June, September and December. 

Phyllis Bergeron looked over the credit requests – combined term loan and line-of-credit – and the financial forecasts provided by George and Cindy. She planned to complete the cash budget, income statement, balance sheet, ratio analysis and cash flow statement for the 2012 forecast year before making her recommendations to the bank’s loan committee. The analysis would assist in the decisions involved in loan approval and in questions that the committee might have for the Simpsons and other managers of the Bounty enterprise.

Exhibits 4, 5, and 6 are Bounty’s balance sheets, income statements and ratio analysis for years 2007 through 2011. The company’s ratios are compared with the averages of several firms that George and Cindy consider their peer group. Exhibit 7 shows the final four months of 2011 for the cash budget and projected figures for January, 2012. 

The credit analysis is assisted by cash budget, balance sheet and income statement Excel worksheets that are available for Bounty at the GSBLSU.org Website. 

“Bounty”

LOAN PRESENTATION

After completing the analysis and other calculations, prepare written presentations of “Bounty” two loan requests.  The attached “Loan Memorandum” format should be duplicated and used for each request.  Your presentation should be completed as if you were presenting it to a bank loan committee.  To access “Bounty’” spreadsheets online, go to the website www.gsblsu.org, click on “Students”, then “Bank Study Project”, and finally choose the “Basic Credit Analysis” and “Bounty”.

With information given to you in the case and information that you develop in the ratio, budget, and pro forma analysis, justify your recommendations; whether positive or negative, in the “Remarks” section of the memorandum (attach additional sheets).

In the “Remarks” section, make sure to discuss the following:

A) Background of company

B) Past and present financial condition of company

C) Pro formas & Ratio Analysis

1. Pro forma profitability

2. Pro forma liquidity

3. Efficient use of assets

4. Pro forma leverage

D) Nature of Request


1.  Purpose of each loan request

2. Determination of loan structure

a)   Type of loan

b)   Maturity

   

     c)   Principal & Interest Payments Due

3.  Determination of maximum amount of credit needed.  How?

4. Determination of when borrowings are needed.  How?

5. Determination of primary source of repayment.  How?

6. Determination of secondary source of repayment.  How?

E)
Collateral

1. 
Description of collateral

2. 
Value of collateral.  How valued?

F)       Summary of Recommendations

1. 
In this section, give positive and negative comments concerning 
the request and make your recommendation.

SUGGESTION:  When preparing your memorandums, you may want to identify the presentations as “Loan #1” and “Loan #2”; thus using only one “remark” section tying both presentations together by their identifying numbers.

Your completed Bank Study Project should contain the above-mentioned Loan Presentation, along with the Budget, Pro Forma and Ratio Analysis attached.  If you have difficulty or questions involving the “Bounty” case, you may call or email numbers/addresses listed below for assistance or advice.

HELP LINES:

Paul Cretien
Cretien619@aol.com (e-mail)

Or

Jim Sartain
254-761-2900 (office)

jsartain@fcfc.com (e-mail)

Karlyn Gomez, Assistant

254-761-2901 (office)

kgomez@fcfc.com  (e-mail)
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