a) Fred Ltd has asked you to prepare a monthly cash flow forecast from the following budgeted information for the six month period from 1 January 2012.

	2012
	January
	February
	March
	April
	May 
	June

	
	£’000
	£’000
	£’000
	£’000
	£’000
	£’000

	Income:
	
	
	
	
	
	

	Cash Sales
	20
	30
	30
	20
	25
	30

	Credit Sales
	100
	110
	120
	130
	120
	140

	
	
	
	
	
	
	

	Expenditure:
	
	
	
	
	
	

	Rent
	5
	5
	5
	5
	5
	5

	Purchases
	60
	70
	70
	70
	60
	80

	Wages
	15
	15
	15
	20
	20
	20

	Fixed Assets
	
	120
	
	
	
	

	Depreciation
	3
	3
	3
	3
	3
	3

	Taxation
	
	
	
	30
	
	

	
	
	
	
	
	
	



Notes:
1. Credit sales are paid two months in arrears. Credit sales for November and December 2011 were £120,000 and £130,000
2. All purchases are made on credit and terms are one month in arrears. Purchases for December 2011 were £80,000
3. Fixed assets are to be paid for in the month following purchase
4. Rent, tax and wages are to be paid in the month incurred
5. Fred Ltd was overdrawn by £120,000 on 1 January 2012 


b) Fred Ltd’s bankers have refused to increase the overdraft facility during the first 6 months of 2012. Discuss what difficulties, if any, this may create for Fred Ltd and what action could be taken.

