1. As treasurer of the Universal Bed Corporation, Aristotle Procrustes is worried about his

bad debt ratio, which is currently running at 6 percent. He believes that imposing a

more stringent credit policy might reduce sales by 5 percent and reduce the bad debt

ratio to 4 percent. If the cost of goods sold is 80 percent of the selling price, should Mr.

Procrustes adopt the more stringent policy?
2. Knob, Inc., is a nationwide distributor of furniture hardware. The company now uses a

central billing system for credit sales of $180 million annually. First National, Knob’s

principal bank, offers to establish a new concentration banking system for a flat fee of

$100,000 per year. The bank estimates that mailing and collection time can be reduced

by three days. By how much will Knob’s cash balances be increased under the new system?

How much extra interest income will the new system generate if the extra funds

are used to reduce borrowing under Knob’s line of credit with First National? Assume

that the borrowing rate is 12 percent. Finally, should Knob accept First National’s offer

if collection costs under the old system are $40,000 per year?
