

CASE STUDY
Loans to Small Business

FOODS FOR LIFE

Foods For Life is a family business owned and operated by Fred Allen and his children, Mark, Jack, Tom, and Carol.  The company has been quite successful during the past few years, designing and building unique food dehydrators.

The family began their dehydrator business eight years ago.  Before that, Allen worked most of his life as an engineer at a large local automobile manufacturer.  He enjoyed his job but spent most of his outside time working at home on small projects with his family in their well-equipped workshop.  One of these projects has been the building of a small food dehydrator so that the family could store more of their home-grown vegetables and fruits by drying them.

Allen’s early dehydrator was so successful at preserving the family’s home-grown food that many of his relatives and neighbors requested dehydrators of their own.  The dehydrator worked better than other commercial dehydrators because it relied on natural air flow rather than forced air flow from fans.  Fred was able to perfect this natural air flow system in subsequent dehydrator models by relying on his technical knowledge and the use of a home computer.  Before long, he realized that he had developed a unique dehydrator far superior to any other on the market.  With the help of his family he secured a patent on the dehydrator and its dehydration process, and he started business as “Foods For Life”.

With the country’s renewed interest in growing and preserving natural foods, the dehydrator has done very well.  It was originally marketed locally, then regionally through health food stores and specialty shops.  Now most sales come from large retail chain stores.  It is also listed in several national catalogues.  With some pride, Allen tells you that this year the dehydrator will be carried by Wal-Mart.

Foods For Life offers 60-day terms, which are common with small specialty manufacturers.  The company has little problem with losses from bad debts.  Allen is considering reducing his terms and offering a discount to lower his receivables.  Because the dehydrator is a medium-priced specialty item, sales are fairly constant over the year except for minor sales increases during the growing season.

The company has a five-year lease on its facilities with the option to renew for another five.  With business doing so well, they have recently had to add space in an adjacent building and buy additional equipment.  Allen would like eventually to automate some of the labor-intensive aspects of production.

The daily operations of Foods For Life are managed by Fred and his family.  Although Jack the “born salesman” handles most sales activities, he does bring in Allen on the “big deals.”  Carol, an economics major in college, works with their accountant to keep the daily books in order.  Mark and Tom both run production of the dehydrators and manage the small production crew.  In general, you feel the family works well together and is interested in building a strong business for their future.

Foods for Life started business from family savings and from the financial backing of a wealthy relative.  In organizing the company, Allen was concerned about protecting the other existing family assets.  He consulted an attorney friend before structuring the business.

The company was previously able to finance its growth from internal sources.  However, last year Allen came to the Bank with a loan request of $32,000 to purchase a piece of equipment.  His request was granted, and the loan is being paid as agreed.

Now Allen finds the company is again short of working capital.  His new request is for $120,000.  He feels he can repay this amount from continued company profits.  The family had done their personal banking with you for years and opened a business account with you when the business was started.

The company has a good credit reputation, but after checking with a few suppliers and a Dun and Bradstreet report, you find that Allen has been late in paying some recent large invoices.  However, these suppliers seem confident that the company is paying its bills and is trying to correct the problem.

QUESTIONS:  “Food For Life”

1. What is the legal structure of the business?  Why do you think “Foods For Life” chose this structure?




2.  What type of business is this?  Explain your answer.




3.  In what stage of the business life cycle is this business?  What characteristics indicate this stage?




4.  What caused the need to borrow?  How can you determine this need from the financial statements?





5.  What is the probable use of the loan proceeds?




6.  What do the financial statements tell you about the management of the company?



7.  Is the likely term of a loan made to Foods for Life long term or short term?  Explain.




8.  Three strengths of credit – 

	a).

	b).

	c).

     Three weaknesses of credit – 

	a).
	
	b).
	
	c).



9.  What financial ratios would you utilize in analyzing the credit-worthiness of this request?





10.  What is your impression of the company’s ability to repay the loan request?




11.  What additional information, if any, would you request?

12.  Would you recommend approval?  If so, what would be your proposed loan Structure?
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Current Assets:
Cash
Accounts Receivable
Inventory
TOTAL CURRENT ASSETS

Other Non-Current Assets:
Prepaid Exp.
Other Assets
TOTAL NON-CURRENT
ASSETS
Fixed Assets:

Leasehold Improvements
Machinery & Equipment

(Less: Accumulated
Depreciation)

TOTAL FIXED ASSETS

TOTAL ASSETS

XXX1 XXX2 XXX3
$38,048 $17,644 $5,092
223,356 302,648 430,364
293,132 398,952 554,544

$554,536 $719,244 $990,000
$24,072 $28,412 $31,584

17,316 24,080 33,332
$41,388 $52,492 $64,916
$56,620 $66,244 $80,156
137,092 167,252 217,424
(35.260) (52,564) (81.096)
$158,452 $180,932 $216.484

$754,376 $952,668 $1,271,400
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XXX1 XXX2 XXX3

Current Liabilities:
Accounts Payable $97,564 184,176 351,368
Note: Bank 0 0 12,700
Accrued Taxes 8,520 11,756 35,468
Other Accruals 19,892 33,216 17,400
TOTAL CURRENT  $125,976 229,148 $416,936
LIABILITIES
Capital:
Capital Stock 200,000 200,000 200,000
Retained Earnings 428,400 523,520 654,464
TOTAL CAPITAL  $628,400 §723,520 854,464
TOTAL LIABILITIES & $754,376 $952,668 $1,271,400

CAPITAL
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Net Sales
Cost of Goods Sold
GROSS PROFIT
Operating Expenses:
Selling Expense
General & Admin. Expense
Lease/Rent Expense
Depreciation
Personnel Expense
TOTAL OPERATING EXPENSES

OPERATING INCOME
Other Income
PROFIT BEFORE INCOME TAX

Income Tax
NET INCOME

XXX1
$1,854,200
1,372,108
$482,092

$17,940
62,592
12,000
15,260

280,200

$387.992

$94,100
s$0
$94,100

$17.876
$76.224

XXX2
$2,503,168
1.807.120
$696.048

$23,584
85,240
17,000
17,304

366,100

$509,228

$186,820
$2.512
$189,332

$31.212
$158,120

XXX3
$3,529,468
2,629,148
$900.320

$38,052
135,760
27,140
28,532
503,940
$733.424

$170,364

$3.468
$170,364

$39.420
$130,944
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