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Case Objectives and Use

The case illustrates the problems a firm is likely to experience when it does not adequately analyze the liquidity of its accounts receivable and the solvency of its major business associate. It also shows the importance of financial flexibility, which enables firms to alter the timing and amount of their cash flows to effectively respond to unexpected needs or opportunities. The case was written for business school undergraduate and graduate courses in accounting. It is best suited for the intermediate accounting course and the sections on accounts receivable, ratio analysis, and statement of cash flows. The case should be introduced after students have studied financial ratios and are familiar with financial statements.

Case Synopsis

George Roberts (CEO) and Thomas Dake (CFO) formed Delta Group in 1998. The firm was organized and located in Baltimore, Maryland. It provided loan brokerage services for individuals and businesses in Maryland. Delta’s strategy was to position itself as a discount loan broker. It obtained its fees and commissions from lenders. By forgoing the loan origination fees charged to borrowers, the firm increased its business substantially. Between 1999 and 2001, Delta’s revenues increased by nearly 267 percent and its assets increased by about 81 percent. Pink Tree Finance was Delta’s major business associate. Over 60 percent of Delta’s revenues were from Pink Tree. 

In August 2001, Delta decided to explore additional business opportunities. Because of this strategy, it identified the “West Baltimore Senior Housing Project” as a good investment opportunity. The project involved the development of an existing property on West Baltimore Street into a senior housing facility and commercial spaces. The entire project was estimated to cost $10.5million. In November 2001, Delta applied for a $10.5million loan to carry out the project. The loan agreement provided Delta with 90 days to close the transaction and it required a closing fee of $100,000. Delta planned to use outstanding brokerage fees from Pink Tree to pay the closing fee. Delta anticipated Pink Tree’s payment in the third week of January 2002; however, Pink Tree filed for chapter 11 bankruptcy on January 10, 2002. At the time of Pink Tree’s bankruptcy, Delta had three weeks to close the loan. As Mr. Dake reviewed his firm’s options, he thought, “Why didn’t we foresee the problem? Was it a poor business strategy to rely on one client for over 60 percent of our revenues?”

The author developed the case for class discussion rather than to illustrate either effective or ineffective handling of the situation. The case, instructor’s manual, and synopsis were anonymously peer reviewed and accepted by the North American Case Research Association (NACRA) for its annual meeting, October 27-29, 2005, North Falmouth, MA. All rights are reserved to the author and NACRA. ( 2005 by Nana Amoah. Contact person: Nana Amoah, Earl G. Graves School of Business and Management, Morgan State University, 1700 East Cold Spring Lane, Baltimore, MD 21251, 410-532-8290, yamfo1@yahoo.com
