owser for plug-ins
g PDAs (Personal Digital

I D

NTOC -
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-"-=—‘-~‘=' phone to off (not vibrate)

J[’ﬁe*chat feature to type in

| ‘quesfons

_ ePresentation slides can be located
at: www.sbdccba.com

= SBA

SBDC...the driving
force behind small
business success!
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J\/\/omm J LclOJf.cl is th rme
funigioleitigels available
HONTIEET i e aaily

oohg _z__t‘ Siof a business.

T:"

g capital IS money that Is used to meet the day-
éa‘-day expenses of:
— L-— Inventory (both raw materials and labor)
= — lending to customers (credit sales)
— Miscellaneous expenses
— Minimum levels of Cash

® Unlike Fixed Assets or Long-term Debt, Working Capital
fluctuates based on the behavior of customers and
suppliers.



“ @ \II WOI‘EII’]Q Eapltal IS deflned as

L } p Current Assets — Current Liabilities.

= beyond a sustamable growth rate can run out of

~ _cash, leading to conflicts with suppliers,
employees, and lenders. It can lead to
Insolvency and bankruptcy.
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DESpIte a 900MING 19USIF ess a firm witir a high

UfQ\j\jl‘f] r-lr‘—\" aVv run out ot casn because
COIECHONS Lrall EXPEenses.

Exeil OJ e
— el filims must pay employees weekly
— H" +suppllers in 30 days.

== Carry increasingly greater amounts of inventory for
— future sales

- — Customers may take 45 to 60 days.
—_Growmg firms fails to keep up with collections

e \Working Capital requirements may
outpace Working Capital available! ¢

Y



Growth beyond the Sustainable Growth Rate

$ 10,000,000

$ 8,000,000 Under High Growth,
Payments will exceed

$ 6,000,000 Collections

$ 4,000,000

$ 2,000,000 Under Lower Growth, Collections
will exceed Payments

$ (2,000,000)

$ (4,000,000)
200% 100% 100% 100% 80% 40% 30% 20% 20% 10% 5% 5%

Percent Growth Rate

—e— Cash —=— Payments Total Collections sales
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> To rrljfxm( S0, "( ccc”z Witheut
ziclelfije runa fmancmg firms can:
= Reduct ;*the time Inventory Is stored =
— Qec ace the time they take to collect money

o= _ =—r cmase the time they take to pay bills

These three items make up the Cash
conversion cycle. They provide
useful information on the day-to-day
management of the company.



fiConversion Cycl ‘};‘-—
) mtqry + Days Acecounts
tstPayable

Worklng capital Is requwed which
may. require more financing!
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g0 dcl_/ga e/ taenisell
eIReENEual 01+ 105 days. Hew
SYEMIBRSOINIS reduces the cycle
Delys vaenror/ + JA/; ACCOUIISARECEI
me CCC = JQ + 45 - 30 = 75 Days.

'-_-_.-"\
g

|

_ ~ Dollar Leaves Firm Dollar Returns to Firm
l Sell Collect
— — Upphes Pay for Product ST Payment
== —:: —on Credit Supplies on Credit from Sale
s =5 30 Days 30 Days 45 Days

A 4

Inventory (60 days)

A 4

CCC = 75 Days



Appllance

Plumbers | Plumbers Fabrlcated Fabrlcated Appllance
Pipe Mfg. Pipe Mfg. Retailer Retailer

BOLIem) Rjejare)ny] BOLeM:
Tojo 25% 25%0 e 2520 25%0 [ep 2556 25%)

Days
1N/

-—| Days
AR
| Days

| oap [ 2L AT AT 55 | 2t ] 58
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S Used 1o:

Comd?n‘ c your perfarmance to similar firms
el J_r 2f tlfy areas to improve

— Yz ke adjustments to your financial
= - m nagement that:

e

s ijncrease your liquidity

-
e — - ——
- e

=

-~ eprovides the necessary working capital
' ® Reduces the need for financing




ABC Plastics Manufacturing

Example

Income Statement

Net Sales 22,380
Less Costof Goods Sold 12,533
Gross Profit 9,847
Less SGA 7,979
Less Depreciation 397
Earnings Before Interestanc 1,471
Less Interest Expense 781
Earnings Before Taxes 690
Less Taxes 193
Net Income 497

Balance Sheet

Current Assets

Cash 24
Accounts Receivable 3,137
Inventory 4,533
Other Current Assets 734
Total Current Assets 8,428
Fixed Assets
Land, Bldg., Mach., Equip. 6,721
Less Accumulated Depret 4,061
Other Fixed Assets 1,314
Total Fixed Assets 3,974
Total Assets 12,402

Current Liabilities
Accounts Payable
Accrued Expenses
Current Portion Long Ter

1,471
764
313

Total Current Liabilities

Long-Term Debt

2,548

6,195

Total Liabilities

Shareholders (Owners) Equity
Common Stock
Retained Earnings
Less Dividends

8,743

340
3,319

Total Equity

3,659

Total Liabilities & Equity

12,402




Calculating the Net Balance Position & the Cash Conversion Cycle

Working Capital Available

Long-term Interest Bearing Debt* 6,195.0
Plus Owner's Equity 3,659.0
Equals Permanent Capital 9,854.0
Less Fixed Assets 3,974.0
= Working Capital Available 5,880.0

Working Capital Required

Minimum Cash 306.6
Plus Average AR 3,137.0
Plus Average Inventory 4,533.0
Less Average AP 1,471.0
Working Capital Required 6,505.6
Net Balance Position (WCA-WCR) -625.6

Cash Conversion Cycle
| - Reducing Inventory

COGS 12,533.0
Inventory 4,533.0
Average COGS per day (COGS/365) 34.3
Age of Inventory (Inv./ Avg. COGS) 132.0 days
Reduction needed to have NBP =0 -18.2 days
New Age of Inventory 113.8 days

Il - Reducing Accounts Receivable
Accounting Receivable

Sales

Sales per day

Collection period

Reduction needed to have NBP =0
New Collection period

ll- Extend Payment Deferral Period
Non-interest Bearing Current Liabilities
Cash Expense

Cash Expense per day

PDP (dy)

Increase needed to have NBP =0
New PDP

Old Cash Conversion Cycle
New Cash Conversion Cycle

*(include RLOC)

3,137.0
22,380.0
61.3

51.2 days
-10.2 days

41.0 days

2,235.0
21,486.0
58.9 days
38.0 days
10.6 days

48.6 days

145.2 days
106.2 days
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Wordislei@s aitallis typically defined as
urren ? \Ssets — Current Liabilities.
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:@ﬂsultmg with small business, Net
fBéfance Position Is a helpful tool to assess

. —

"?-_- ‘Whether there is an adequate amount of
Working Capital.
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NET Ow;" Equity
-~ Lopje rf ‘m Debt

(J }m Rey. Line)
“anent Capital
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' Né-t Fixed Assets
= Working Capital
Avallable
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NEROIE rS” quity 3,659
-~ Lofie)- rf m Debt 6,195

(Jnc Rev. Line)

— Perm: inent Capital 9,854

i
¥ ---_._—_

fﬂet Fixed Assets 3.974

e - Working Capital 5,880
Available
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I\/Ilmmllm (CESHNG L]
(Sales~ 65) X 5
+ r\ver:lges’ Received

T —

u I
l'_

=S AVera e Tnventory
AVer: ge Accounts Payable

'-._-—-1-' ——

.,; Worklng Capital Required

*This is a simple rule of thumb; business owners may be able to give a
more useful estimate of Minimum Cash relative to Sales based on the
market conditions, industry, and time of the year.
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ilgimiim Cash Required

(S ele —365) X5 307

+ r\\/; _;e Accounts Receivable 3,137
=Y AVE _ge Inventory 4,533
54\ verage Accounts Payable 1.471

= Working Capital Required 6,506
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\/\/omm Capital vallable 5 380
\/\/Jf:ﬁ gl Capital Required 6,506
alance Position -626

=

_@BP is negative, immediate action must
pe taken to achieve CASH LIQUIDITN




JJF Accounts Recelvable
J: g'Cash Needs

e|ncreasing Accounts Payable
eIncreasing Debt
e|ncreasing Equity Investment
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Ve ror/
COGS __1-)9

AC e_ =

*"6‘*’ ;EH"“ P itton needed

: tﬁmrrect negative NBP:
, I\_Iet Balance Positions =

<NBP> = COGS per day =

New Age: of Inventory =
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Celleuleiie Aefeiof nvemror/
Age = |1l ema y = (COGS/aay)r

' Wi
T

L =niy

IVERGIA --,_f_... = $4,533K

OESI-365 —  $34.3K per day

_H,.-. i

r\ge e = 132.0 days

_‘- 3
—

e —

— Ca {"“ te reductlon needed
= “"f f:orrect negative NBP:
Net Balance Position = -$626K

<NBP> = COGS per day -18.2 days

New Age or Inventory/ = 113.8 days



'ﬁ‘ ccﬁate reductlon needed

| ;.te ‘correct negative NBP:
- Net Balance Position

NBP =Sales per day
New: Collection Period




lactjog) Henorl
—Sales per day

_ ;_celvable
‘ _PEI'IOd

--.F"‘" —\.--'-

—:_-"'-‘af"‘T'Jate reduction needed

', to correct negative NBP:
Net Balance Position

NBP = Sales per day
New: Collection Period

=

$61.3K per day
$3,137K
51.2 Days

-$626 K

-10.2 Days
41.0 Days
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eal n Current Llabllltles =

Currape | ] -' = Interest bearing debt =
(/// e Debit could be: CPL D, Revolving Line
S :t"Term nores elc.)

Ceisf) .;g' m' 3657 —365 = Cash Expense per day

— NIBCL — sh_Expense per day

- --'-:._r
A __.-—-'

:@a‘l,'g?ﬁlate increase needed to correct
Wegatlve NBP:

‘Net Balance Position

NBP = Cash Expense per day

*Sales — Cash Expenses = Net Income + Depreciation
Cash Expenses = Sales — (Net Income + Depreciation)

Think of it this way: Sales is all the $ that comes into the business; Net Income is the amount of $ you get to keep.
Depreciation is a non-cash charge against Net Income, so you get to keep that as well. Subtract what you keep
from what you receive, and that is the amount you pay out.



Current Liabilities =
Ji] niterest bearing debt = $2,235K

a, I£f] J ,e/ﬁt could be: CPLTD, Revolving Line
SLIOLE Frr ( roles etc.)

365 Cash Expense per day

$58.9K per day

xpense Per day = 38.0 days
: —_ — Cal cula _:mcrease needed to correct
- ga-'twe NBP:
f I\fet.Eé_Iance Position = -626K
' NBP = Cash Expense per day = 48.6 days

=

*Sales — Cash Expenses = Net Income + Depreciation
Cash Expenses = Sales — (Net Income + Depreciation)

Think of it this way: Sales is all the $ that comes into the business; Net Income is the amount of $ you get to keep.
Depreciation is a non-cash charge against Net Income, so you get to keep that as well. Subtract what you keep
from what you receive, and that is the amount you pay out.
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or/—r Day/SACCOUNLSFRECEIVANIE"— Day
52 }._-51 38 = 145 [Days.
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ACcounts FPayabie

.

| Dollar leaves Firm Dollar Returns to Firm
l Sell Collect
ipplies —, Pay for . Product —Payment
_ n Cred|t Supplies on Credit from Sale
= e 38 Days 94 Days 51 Days

A 4

Inventory (132 days)

A 4

CCC = 145 Days




Somparable Cash Conversion Gycles.
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Plastics MEG | Plastics MFG Plastics MFG Plastics MEG
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(RUENT _._-'e’échs'the median score on
£1C ) ela nent of the cash conversion cycle,
hovv__;._g uch cash would it raise?
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Déys of Inventory (132-50)*$34.3K = $2,812.6K
= Days of AR ( 51-48)*$61.3K=$ 183.9K
= Days of AP ( 38-38)*$58.9Kk=$%  0.0K
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1. Inves) ory Reductlon This has plenty of room
f or iprevement. This is the low lying fruit that
J 0 d be picked first.

&= CO iectlon Period: This Is close to median, room

'*-__i_;i_;i Or improvement but not as much as Inventory

— Reductlon

3 ‘Deferred Payment Period: Already at the
median. While it is the simplest to do (just don't
pay!) you are moving toward the lower quintiles

of performance, which is the wrong direction!

.I

|| \
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OHENNE 2 ay3|s has been performed
rec ommer atlons shieuld alse focus on how:

- vae _1'y can be reduced
—_',Je rease turns, JIT practices, reduce COGS

h_.l.-

_ﬁ ceounts Receivable can be reduced
j = — Reduce time before billing, prompt second notices,
- personal contact, customer evaluation, collection

Incentives, lockboxes, etc.
® And pessibly If they can extend their payments.

|.

_——

—
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Jance Position and the Cash Conversion
"—*busmesses a way te more profitably
fianag: t ' theirr business with lower amounts of
Work _"C apital.

N o
_‘_—* f——_-"-

= “"’*When plannlng future growth, NBP and the CCC
~  can be analyzed to determine if the firm can
grow within It's own capital structure or if

additional financing Is require.
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