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First Bank and Trust
Bank Loan Review Committee
369 Peters Road
Stetson, MN 32905

June 18, 2018

Dear Mr. Smith,
Last week your loan request was presented to the bank’s loan committee. The outcome of the committee’s vote resulted in a non-renewal of the loan. The loan committee focused on positive and negative year to year cash flow trends. The more significant trends reviewed by the committee include:
A. Positive Trends
· Decrease in Accounts Receivable by $58563 led to increase in cash balances in the company. This is because customers paid cash to the company to settle their credit accounts. If the customers paid the debts within 10 days, they would have enjoyed 2% discount, hence the cash increase to the company would be lower. This is in accordance with the 2/10 net 30 payment terms which states that if a customer pays in a period before 10 days, he/ she will enjoy a 2% discount. If the payment is made within 30 days, no discount will be allowed.
· Increase in Accounts Payable by $46232 led increased cash flow in the company. This is because the company had increased it’s debts which in turn increased the cash balance. However, the company risk legal action by it’s suppliers. This is in accordance to the fillings of a Mechanic Lien, where the suppliers seek unpaid compensation through fillings of legal documents.
· Increase in Wages Payable by $6625 increased the company’s cash balance. This is because there was cash held by the company which belonged to employees, thus an increase in cash. This is in line with accrual concept of expense, where expenses are recorded when they have been incurred rather than when they are paid.

B. Negative Trends
· Increase in inventory by $71079 decreased the cash held in the company by the same amount. This is because money was paid out for the purchase of the inventory. This decreased the year to year cash balance of the company. To decrease cash paid out due to inventory buildup, the frequency of inventory purchase should be reduced if possible, as it is achieved through EOQ for inventory management.
· Purchase of Plant Property and Equipment reduced the cash held by the company by $109455.This is because cash was paid out for the purchase. Thus reducing the cash balances of the company. There was also money paid out as value tax, which further led to cash out flow. To reduce the cost incurred, the value tax should be minimized through modified accelerated cash recovery tax table, which helps to minimize the value tax over time due to depreciation of the property.
· Pay down of Long Term Debt: Bank Note reduced cash balance of the company by $113534. This is because cash was paid out to settle the debts. To reduce this, the company could have changed the ownership of collateral in favor of the lender to settle the debts. This is possible due to concept of collateral and UCCI fillings where a creditor files legal forms to lay claim of  debtor’s property as a way of loan repayment.
The loan was denied mostly based on three factors. One of the factors was the state accounts receivables. They were found to have decreased by $58563 from 2016 to 2017.  Under the collateral and UCCI fillings, this means that the collateral that the company could have used to secure a loan had decreased in value. An increase in accounts payables was another factor that the committee focused on. They were found to have increased by $46232 from 2016 to 2017. This meant that the company’s debts had increased, thus an additional debt of a bank loan was denied. Otherwise, this could have put a burden of debts to the company.  Increase in inventory by $71079 from 2016 to 2017 also warranted loan denial. This is because the cash in circulation in the company was reduced by payment for the inventory. Less cash in circulation means the company has no enough cash for loan repayment. 
[bookmark: _GoBack]To improve the cash flow of your company, you should strategize on how to decrease the additional costs such as transportation inventory. This should be done by making purchase in bulk, to reduce frequent transportation costs, as it is applied under economic order quantity for inventory management. The company should also reduce the purchase of plant property and equipment to reduce the amount in cash paid out. This will increase the cash flow to the company thus standing a better chance to secure a loan. 
Lastly, the bank’s loan committee is looking forward to meeting you in six months’ time. It will be of great importance if there will be an improvement in the company’s cash flow as this will be an assurance of a loan approval. 
Regards,
President, First Bank and Trust 

