

Introduction to Finance Case Study – Yates Motors
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Yates Motors is a family owned and operated car dealership, which means the Yates’ are directly involved in day-to-day operations and know many of their customers on a first-name basis. They are committed to the promise of something better and that's exactly why they've been satisfying customers for over 50 years. Yates Motors is about more than selling cars. Management and staff are committed to offering a total customer care experience, from purchase to ongoing maintenance of the customer's vehicle. In addition to the GMC showrooms, the dealership includes an extensive Parts and Service Department, a state-of-the-art Body Shop, and a full-service Auto Cleaning and Detailing Centre. As well, financing can be handled on the premises.
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Mission Statement
The Yates Promise:
1- To be the leading provider of automotive sales and service in Central Ontario
2- To provide superior customer care through honesty, integrity and respect.
3- To provide our employees with a safe and positive workplace
4- To be a responsible business member of our community.

History
The Yatesautomotive story began in 1958, when Mr. George Yates opened his first Auto Repair facility in Barrie. George Yates Jr. and Peter Yates began working with their father while still quite young, and became involved on a full-time basis after graduating from university. In 1974, George Yates Sr. and his sons began selling GM automobiles.  In 1988, after their father’s retirement, the Yates brothers opened up their cleaning and detailing centre.  Since that time, several of George Yates’ grandchildren have also joined the company.

When you come to the dealership you will finda 71,000 sqft GMC dealership and service department. The building features spacious showrooms, large, comfortable waiting areas, and customer work centers with internet access. The Yates Motors team is committed to giving back to the community that has supported them for over 50 years. Long-time supporters of countless local charities and community events, the family's efforts have assisted close to 200 charitable groups in recent years.



Part One - Internal Sources of Funding
The management of Yates Motorsis considering investing $950,000 to purchase a Hyundai dealership and expand operations in Barrie. Last year’s financial figures are as follows:
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Revenues
1,850,000
Total Expenses 
1,550,000
Net income
300,000
)Prior Year - Financials
	Assets
	 

	Current assets
	 

	    Cash
	40,000

	    Accounts Receivable
	90,000

	    Inventory
	400,000

	Total current assets
	530,000

	 
	 

	Long term Assets 
	 

	Building
	800,000

	equipment
	310,000

	 
	 

	TOTAL ASSETS
	1,640,000

	 
	 

	Liabilities and Equity
	 

	Current liabilities
	 

	      Accounts Payable
	100,000

	      Working Capital Loan
	135,000

	     Total Current liabilities
	235,000

	 
	 

	Long term debts
	645,000

	TOTAL DEBTS
	880,000

	 
	 

	Shareholders Equity
	 

	Common Shares
	360,000

	Retained earnings
	400,000

	TOTAL SHAREHOLDERS EQUITY
	760,000

	 
	 

	TOTAL SHAREHOLDERS EQUITY and  LIABILITIES
	1,640,000







Next year the company expects sales to increase by 80% due to the expansion. The return on sales is expected to fallto 11.5% due to the initial set up costs.
Management also expects there to be changes in the working capital accounts on the balance sheet.

1. Due to increased sales with the new dealership, average accounts receivable is expected to increase to $160,000 - a total increase of $70,000 on last year.

1. Again due to the expansion, Yates’expects  to take on more inventory next year. They expect it to increase by $125,000 to $525,000.

Questions:
1. What was the company’s return on total assets last year? ( 2 marks)
1. How much cash will internal operations provide (i.e. what is generated by net income and changes in A/R, inventory etc.)?( 3 marks)
1. How much will the company have to raise from external sources to continue with an investment of 950,000 in capital assets?( 2 marks)







Part Two - Budget
	
	 3-Year Average Sales per month

	

	
	Canyon
	Sierra
	Terrain
	Acadia
	Savana
	Yukon

	January
	20
	18
	19
	17
	12
	8

	February
	15
	7
	9
	11
	11
	11

	March
	13
	7
	9
	10
	10
	11

	April
	16
	6
	7
	9
	7
	12

	May
	15
	5
	6
	8
	7
	12

	June
	12
	5
	6
	7
	6
	8

	July
	6
	5
	5
	7
	7
	9

	August
	4
	4
	8
	6
	9
	8

	September
	3
	6
	5
	5
	7
	7

	October
	5
	5
	6
	7
	6
	8

	November
	5
	9
	10
	10
	10
	9

	December
	19
	13
	16
	13
	14
	11














Yates Motors prepares sales budgets on a product-line basis. To create reliable sales budgets, the dealership uses two main planning assumptions:
a) Future sales can be reasonably predicted based on the three yearaverage of the types ofGMC vehicles that are sold at the dealership. 
b) An prediction of changes in customer activity and economic assessments can be used to  determine how sales levels will change over the coming year
Due to the economic recovery and the recent growth in vehicle sales, Yates Motors is expecting a 10% increase in vehicle sales across all models next year.
Pricing and commission rates are expected to be as follows:
	
	Canyon
	Sierra
	Terrain
	Acadia
	Savanna
	Yukon

	Sales Price
	23935
	26260
	27465
	37945
	38790
	49290

	Dealer’s Commission per Vehicle
	2000
	2150
	2575
	3000
	3125
	3890

	Salesman Commission per Vehicle
	220
	236.50
	283.25
	330
	343.75
	427.90



Questions:
1. Based on the information provided, prepare:
I. Monthly Product Line sales budget for next year showing total sales( 6 marks)
II. A monthly budget showing commission earned by the dealership for next year (6 marks)
III. A monthly budget showing the commission the dealership needs to pay to its sales people per month next year.( 6 marks)
IV. Expected gross profit per month for the nextyear  (6 marks)

1. Is there anything that could be wrong with the planning assumptions used to create the sales budget?   Discuss the weaknesses of each assumption and what you would do to improve those weaknesses. ( 4 marks)

Part Three - The Expansion
As was mentioned previously, an opportunity has arisen for the family to purchase a Hyundai dealership. The available business has a very good reputation and high levels of customer satisfaction. One of the characteristics of customers in the automobile market is a lack of the loyalty to brands and models that is often seenin other consumer good markets, for example soda or beer. In other words, the Yates family has noticed that customers don’t tend to buy the same type of car again when making a new purchase. Customers will seek to upgrade or try something different even though they have been fully satisfied with their last vehicle purchase. Yates Motors believes the second dealership provides them with an opportunity to satisfy that customer need more fully by having more cars to offer the customer. This will enable them to increase sales and profits by increasing their local market share. The following is a list of the assets and costs of the second dealership:
Financial Investment Analysis

	Working Capital
	

	1. A/R
	90,000

	1. Inventory
	175,000

	
	

	Capital assets
	

	1. Building
	472,000

	1. Furniture & Fittings
	98,000

	1. Equipment
	75,000

	
	

	Marketing costs
	40,000

	Total Financial Investment Needed
	950,000



Yates Motors has been preapproved for a $350,000 mortgage. 

Assignment:

Develop a financial requirement plan that can provide guidance on how to raise funds to meet this need.(Note:  There are many potential solutions)
1. Your financial requirement plan must include a minimum of 5 difference sources of financing and meet the financial needs of the business (2 marks)
1. Each source that you choose to use must be evaluated with a written discussion of the advantages and disadvantages of each method.  (Minimum one paragraph per source) (20 marks)
1. A final conclusion outlining the main reasons why you think that your chosen sources of financing are the most suitable for this company’s expansion needs.( 3 marks)
The total financial plan should be at least 2 but no more than 4 pages long, double spaced.  If you have used any resources other than the text to complete the assignment, please cite them on the last page of your report.




Solution: 
                                                              Part One - Internal Sources of Funding

1. Return on total asset = net income/average total assets
                                            =300,000/1737500 =17.26655%
2.cash internal operation provide 
net  income/change in account receivable         net income/change in inventory
                               =300000/70000  =4.28                   300000/125000=2.4
3.950000 from external sources
                                                         Part Two - Budget
1.
	
	Monthly product line budget

	

	
	Canyon
	Sierra
	Terrain
	Acadia
	Savanna
	Yukon

	January
	478700
	472680
	521835
	645065
	465480
	394320

	February
	359025
	183820
	247185
	417395
	426690
	542190

	March
	311155
	183820
	247185
	379450
	387900
	542190

	April
	382960                                     
	157560
	192255
	341505
	271530
	591480

	May
	359025
	131300
	164790
	303560
	271530
	591480

	June
	287220
	131300
	164790
	265615
	232740
	394320

	July
	143610
	131300
	137325
	265615
	271530
	443610

	August
	143610
	105040
	219720
	227670
	349110
	394320

	September
	71805
	157560
	137325
	189725
	271530
	345030

	October
	119675
	131300
	164790
	265615
	232740
	394320

	November
	119675
	236340
	274650
	379450
	387900
	443610

	December
	454765
	341380
	439440
	493285
	543060
	542190


I.








	
	 Monthly budget showing commission earned by the dealership

	

	
	Canyon
	Sierra
	Terrain
	Acadia
	Savanna
	Yukon

	January
	40000
	38700
	48925
	51000
	37500
	31120

	February
	30000
	15050
	23175
	33000
	34375
	42790

	March
	26000
	15050
	23175
	30000
	31250
	42790

	April
	32000
	12900
	18025
	27000
	21875
	46680

	May
	30000
	10750
	15450
	24000
	21875
	46680

	June
	24000
	10750
	15450
	21000
	18750
	31120

	July
	12000
	10750
	12875
	21000
	21875
	35010

	August
	8000
	8600
	20600
	18000
	28125
	31120

	September
	6000
	12900
	12875
	15000
	21875
	27230

	October
	10000
	10750
	15450
	21000
	18750
	31120

	November
	10000
	19350
	25750
	30000
	31250
	35010

	December
	38000
	27950
	41200
	39000
	43750
	42790


        

 II. 





III.           Monthly budget showing the commission the dealership needs to pay to its sales people
	
	

	

	
	Canyon
	Sierra
	Terrain
	Acadia
	Savanna
	Yukon

	January
	4400
	4257
	5381.75
	5610
	4125
	3423.2

	February
	3300
	1655.5
	2549.25
	3630
	3781.25
	4706.9

	March
	     2860
	1655.5
	2549.25
	3300
	3437.5
	4706.9

	April
	   3520
	1419
	1982.75
	2970
	2406.25
	5134.8

	May
	3300
	1182.5
	1699.5
	2640
	2406.25
	5134.8

	June
	2640
	1182.5
	1699.5
	2310
	2062.5
	3423.2

	July
	1320
	1182.5
	1416.25
	2310
	2406.25
	3851.1

	August
	880
	946
	2266
	1980
	3093.75
	3423.2

	September
	660
	1419
	1416.25
	1650
	2406.25
	2995.3

	October
	1100
	1182.5
	1699.5
	2310
	2062.5
	3423.2

	November
	1100
	2128.5
	2832.5
	3300
	3437.5
	3851.1

	December
	4180
	3074.5
	4532
	4290
	4812.5
	4706.9












IV.                    
                                                             Expected gross profit per month
	
	
	

	
	Canyon
	Sierra
	Terrain
	Acadia
	Savanna
	Yukon

	January
	434300
	429723
	467528.3
	588455
	423855
	359776.8

	February
	325725
	167114.5
	221460.8
	380765
	388533.8
	494693.1

	March
	282295
	167114.5
	221460.8
	346150
	353212.5
	494693.1

	April
	347440
	143241
	172247.3
	311535
	247248.8
	539665.2

	May
	325725
	119367.5
	147640.5
	276920
	247248.8
	539665.2

	June
	260580
	119367.5
	147640.5
	242305
	211927.5
	359776.8

	July
	130290
	119367.5
	123033.8
	242305
	247248.8
	404748.9

	August
	86860
	95494
	196854
	207690
	317891.3
	359776.8

	September
	65145
	143241
	123033.8
	173075
	247248.8
	314804.7

	October
	108575
	119367.5
	147640.5
	242305
	211927.5
	359776.8

	November
	108575
	214861.5
	246067.5
	346150
	353212.5
	404748.9

	December
	412585
	310355.5
	393708
	449995
	494497.5
	494693.1


       









                                                                    





                                                        Part Three - The Expansion
Assignment 
a)  Debentures, Loan from financial institutions, Retained earnings, public deposits, Commercial paper.
b) Debentures
Advantages: Debentures make a positive larger position in the ‘pecking order’ for compensation as a creditor. Otherwise, the loan is unsecured - the function of unsecured lenders close to the bottom of the price hierarchy practicable a notably reduce the hazard of improving any money.  Valuable financial security and reassurance are provided for directors as regards their non-public funds. The use of debentures can encourage long-term funding to enhance a business. It is moreover reasonably priced when in distinction with different kinds of lending.
Disadvantages: As a long way as the enterprise company is concerned, there is no flexibility in their accountability to make interest repayments on the debenture. In cases of economic trouble, this can compromise business enterprise growth, and even pressure insolvency in some cases.
Loan from financial institutions
Advantages: The main reason for an economic organization loan is to lend to people who do now not have organized cash. A financial group loan can help a character or a business employer in buying for some element as convenient as a car or a home for which he doesn’t have a corpus, or it can help firms to buy gear or set up giant devices for which it doesn’t have money. The scope of a financial group loan is vast, and the borrower can borrow as per their capacity depending on their creditworthiness.
Disadvantages: It is very difficult to gain an economic group loan besides a character or an enterprise has a sound savings rating ranking or treasured collateral. Banks are cautious to lend money, and they completely provide loans to debtors who have the potential and willingness to repay the loan. Small groups who are new to the business company and have now not taken any monetary organization loans in the previous find out it even greater challenging to gain an economic group loan.

Retained earnings
Advantages: The use of retained revenue does now not include any acquisition cost. The organization has no obligation to pay something in an understanding of retained earnings. Shareholders can additionally get a constant dividend even if the corporation does no longer earn sufficient profit. Retained income support the economic feature of a business organization and respect the capital which in the end will expand the market charge of shares.
Disadvantages: If the purpose of utilization of retained revenue is now no longer, in reality, stated, it might additionally lead to careless spending of funds. Conservative dividend insurance leads to a huge accumulation of retained earnings primarily to over-capitalization. Retained earnings do no longer allow shareholders to experience full gain of the actual earnings of the company. This creates no longer total dissatisfaction amongst the shareholders on the other hand moreover adversely has an impact on the market price of shares.
Public deposits
Advantages: The acquisition of finance by using public deposits is very easy. Interest paid on public deposits is tax-deductible expenditure. The administrative fee of issuing a public credit score is limit than the price involved in issuing shares and debentures. Since the cost of activity paid on public financial savings is fixed, it helps the organization play shopping for and promoting on equity. It does no longer dilute the control of shareholders.
Disadvantages: They are not sure and unrealistic types of financing. Public deposits are reachable for speedy intervals only.  The administration may also additionally misuse the financial savings as these deposits are no longer secured. Public deposits are undecided and unreliable provide of finance. The depositors may additionally no longer reply when economic stipulations are uncertain. Moreover, they may also withdraw their deposits on each event they experience shaky about the financial fitness of the company. Depositors are entitled to withdraw their deposits at any time after giving prior notes to the company. During cases of financial tightness or misery, the depositors might also additionally get panicky and want to withdraw their deposits. Moreover, if a large vary of depositors simultaneously withdraws their deposits for the length of a slump, the organization can additionally locate it difficult to repay a massive sum at once. Therefore, public deposits are described as ‘fair climate friends ‘.
Commercial paper
Advantages: It is fast and rates tremendous way of elevating working capital. Best way to the corporation to take the gain of speedy time length activity fluctuations in the market. It gives the exit choice to the merchants to cease the investment. They are less highly-priced than an economic organization loan. As commercial enterprise papers are required to be rated, the right rating reduces the fee of capital for the company. It is unsecured and consequently does no longer creates any liens on the property of the company. It has a broad vary of maturity. 
Disadvantages: It is reachable totally to a few chosen blue-chip and rewarding companies. By issuing industrial paper, the credit score rating available from the banks may also additionally get reduced. The issue of commercial enterprise paper is very carefully regulated through the RBI guidelines. There is no secondary market for industrial paper and as quickly as your money is tied up, it is hard to get them out. You have to wait until the maturity time to get the face or par rate for the industrial paper and to redeem funds. If we take a look at commercial enterprise paper with Treasury repayments in phrases of taxation, then T-bills are entirely taxed at the federal stage while the industrial paper is taxed three cases on the federal, kingdom, and nearby levels. Commercial papers are typically loaded steeply-priced for the day-to-day public to buy and totally large corporations and banks can come up with the money to buy them.
c) These financings are chosen as appropriate for the enterprise as one of the best benefits of the use of exterior sources of finance is that your commercial enterprise has got admission to a huge vary of enterprise finance solutions. Rather than depleting your very own financial savings or drawing dollars away from key areas in your business, you now have a range of economic equipment at your disposal, offering you with the skill to increase and borrow the capital your commercial enterprise needs. Plus, as properly as enabling you to unfold out giant fees and make them extra manageable, exterior sources of finance can additionally be used to gain any issue of your enterprise due to the fact many of the merchandise on provide aren’t a situation to precise utilization restrictions. As such, exterior sources of finance should assist to pace up your growth, accumulate new equipment, buy property, guide uneven money flow, launch equity, fund advertising, and marketing campaigns, fill up supplies, supply emergency remedy and an awful lot more. In addition, relying on your chosen product, many on provide are additionally reachable for a large variety of economic situations. Even if you possess a detrimental savings ranking or don’t presently personal any enterprise assets, you ought to nevertheless use exterior sources of finance to proceed to ride your organization forward. When you are the use of interior sources of finance, then you do no longer have identical compensation commitments as you would with exterior debt. You don’t want to fear that price agenda matching up with your salary schedule. Your foremost requirement is to make sure a compensation occurs at some point, which capability you can time table your personal repayments when it makes economic feeling to do it. Firms have a tendency to be extra cautious when planning new initiatives when the usage of interior financing in contrast to exterior financing. There is no phantasm that you have money to spare when the usage of inside sources of finance. You’re solely spending the cash that your business enterprise has earned or set apart for an assignment simply like the one being considered. That makes it much less possible that spending on extraneous matters will occur, which creates nice spending habits over time.
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