Question 25 – Working capital, Liquidity, Cash forecasts & Financing
[bookmark: _GoBack](a)    Alpha Limited has experienced a period of rapid expansion in the last 6 months following the launch of a new product on 1 July 2016. The following actual data is available from the management accounts of Alpha (all amounts are x £1,000):
						6 months to 30		6 months to 31
June 2016		December 2016
Sales for the period				2,000			3,100 	
Cost of sales for the period			1,450 			2,420 	
Stock at period end 				460			1,220	
Trade debtors at period end			790			1,715 	
Cash and cash equivalents at period end	150			 - 	
Trade creditors at period end 			580			1,190 	
Short-term borrowings at period end 		-			250 	


(b)   At 31 December 2016, Alpha has produced the following actual data for October to December 2016, and forecast data for the next 3 months: 
(x £1,000)			Oct	Nov	Dec	Jan	Feb	March
				2016	2016	2016	2017	2017	2017
Operating expenses 		345	336	307	336 	345 	359
Other expenses			285	293	263 	241 	264 	266
Trade Debtors			1,324	1,585	1,715 	1,896 	2,105 	2,358
Trade Creditors			910	1,055	1,190 	1,345 	1,542 	1,720
Purchase of new machinery				400 		
Sale of scrap						50 		

Alpha expects on average, to pay all trade suppliers after 3 months, and to receive payments from customers after 2 months.  Operating expenses will be paid immediately, and other expenses will be paid 2 months later.
The purchase of the new machinery will be on 2 months credit, and the old machinery will be sold for scrap with 1 month credit.
On 1st January 2017, the bank accounts are overdrawn by £51,000.  Alpha proposes to pay a dividend of £46,000 in March 2017.  A tax instalment of £25,000 is due in March 2017.
Required:
(a) Critically analyse the working capital and liquidity position of Alpha Limited at 31 December 2016, including a discussion of the causes of any risks, and the management actions needed to address those risks.  
(b) Prepare a cash forecast for each month from January 2017 to March 2017, identify any areas of concern and discuss management actions needed to address those concerns.  
