
CARTWRIGHT LUMBER

Mark Cartwright is looking for a loan to satisfy the needs of the Cartwright Lumber Company; interested in a line of credit
from Northrop National.

It is imperative that Butler Lumber takes into consideration the costs associated with accepting external
financing, and in turn be able to assess whether or not it is the best solution. In order for the company to
sustain this growth rate, they will have to get additional external funding. As a result, this will increase its
returns on capital employed. This decrease in GP margin is again due to the increase in purchase price of
trading goods. Butler has a strategy to fund operations until they are able to generate more cash, it will not
break the firm. Moreover, the trade receivables are continuously increasing from  If Mr. Moreover, an increase
in gross profit margin is mainly due to the closer control over the cost of goods sold; however, GPO margin
has decreased to  Butlers Receivable turnover has decreased from 9. Additionally, an increase in interest
expense as proportionate to sales revenue means that Cartwright Lumber Company is not utilizing its
additional borrowing in generation of sales revenues. Now, Mr. These figures indicate exactly how Mr.
Cartwright is a sole owner and president of the company. The firm has extended its trade credit a significant
amount in an effort to remain below the , ceiling imposed by their current bank. As we assess Butler Lumbers
operations from to , it is clear that his reliance on trade credit and a specific focus on having a very
competitive pricing schema has allowed the company to generate revenue up to this point. Then analyze the
income statement and balance sheet from to in order to explain what they tell you, but do not make
recommendations at this time. This represents an increase of 2. Then analyze the income statement and
balance sheet from to in order to explain what they tell you, but do not make recommendations at this time. As
consultants, we will investigate the following four key issues: Should Butler Lumber sever ties with Suburban
National bank in order to obtain a larger loan from Northrop National Bank? The firm has extended its trade
credit a significant amount in an effort to remain below the , ceiling imposed by their current bank. The
apparent advantages are: it is a more flexible option, it is an unsecured loan that requires no collateral from
Mr. Therefore, a constant increase in operating margins is a result of effective control over the operating
expenses in proportion to sales revenues and overall operating margin has increased by 8. Although the
company was able to generate revenue at an increasing rate during the given years, Butler Lumber was unable
to accumulate any cash in order to fund operations moving forward. First is competitive customer policy, they
offered their customers by quantity discounts and credit terms. Another disadvantage of establishing a LOC
with Northrop National Bank is the possibility of restrictions on the company stating that the net working
capital be maintained at a level agreed upon by both parties and any increase in fixed assets with approval by
Northrop. It is clear that Butler Lumber is not maximizing operational efficiency and will accrue extra costs as
a result. Receivable collection period is increasing which shows the weaker credit control; meanwhile, payable
period is also increasing every year which shows that payments are being differed in order to manage the
working capital.


