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Scenario
You have a chaice between reducing the
outstanding Ioan burden and maintaining
relationships with the business par~

Ask the managers, refer to th
and the graphs, and make th
choices.

© Business Partners | - 2]

Mayo | Gartner | Murray

Mayo Gan|

o Ask the Managers

& Hold up the payment of past payrt
e Weeks of My 12-18 and 1idy

(" From the Week of May 5-11, pay
purchase, 40% in the next week, an
femalning 45% in the week after,

(" Continue with the earlier arr=
76% on purchase and th~
fallawing week fram

Use these colors fo trace the maney 1o ha ekt
originated from

& Done.
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What really' happened:..

Stephanie’s comments ‘

Global Comments

This is alarming! Not anly were you
unable ta repay the existing loan, but
you alsa borrowed additionally. The
autstanding bank barrowing Is now
$802,000. Afinough there was an
unexpected hike In operational outfiows,
you should have tried to bring down the'
outstanding bank barrowing. T will take
aver from here.

Mayo

ou macde a decision that did not annoy
Mayo 100 much. Actual sales In the
Wieek of May 13-25 were $600,000,
which is a lfle Iower than the promised
$650,000. Although Gartner is not
camplaining with your decision naw, they
are still annoyed with your decision to
strefch payments in May. Ann Teels that
yau nezd o focti on buiding
Felatianship with them in the future. You
will nat have any traubles with Murray
now, since they are happy with your
decisions

Murray

March 17-April 27

| April 28-May 25 May 1225

Mayo was willing to caoperate with your decisian to pay 30% on
sales and the remaining 70% in the week after. However, sales
in the Week of May 19-25 came down

Gartner preferred your decision to split autstanding payment for
just the Week of May 12-18 aver the Weeks of May 12-18 and

i@y 15-25 They thought it was an improverent on your last
decision o strefthing Rayments aver three weeks

Murray was uite happy with your decision of paying 15% on
purchase, 40% in the fiext week, and the remaining 45% in the
week after from the Week of May 12-18_They think this Is an
Improvement on your last decision of deferring payment for the
Iast twa weeks

Continue
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What really'happened:..

SO March 17-April 27 ‘ April 28-May 25

March  March  March 31-
1723 2430 Aprile

A Opening Cash Balance 50 50 50
Sources of Cash
Maya
Total Inflow

Uses of Cash
Gartner
Murray
Operating expenses
Total Outfiow

Cash Balance during the week
Income from other activities
Borrowing
1. Expense on ather activities
All values in $'000 Loan repayment

and have been
rounded off J. Closing Cash Balance

April
713

50

May 1225

April
14-20

395

April
2127

692

Continue
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What really’happened:..

Stephanie’s comments | March 17-April 27 | April 28-May 25

April 28- May May
May4 51 12-18

A Opening Cash Balance 50 174 100
Sources of Cash
Mayo
Total Inflow

Uses of Cash
Gartner
Murray
Operating expenses
Total Outfiow

Cash Balance during the week
Income from other activities
Borrowing
1. Expense on ather activities
All values in $'000 Loan repayment

and have been
rounded off J. Closing Cash Balance

Continue
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What really’happened:..

Stephanie’s comments | March 17-April 27 | April 28-May 25

April 28- May May
May4 51 12-18

A Opening Cash Balance 50 174 100
Sources of Cash
Mayo
Total Inflow

Uses of Cash
Gartner
Murray
Operating expenses
Total Outfiow

Cash Balance during the week
Income from other activities
Borrowing
1. Expense on ather activities
All values in $'000 Loan repayment

and have been
rounded off J. Closing Cash Balance

Continue
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The

StO I’y so far...

March17-ApriI17‘ April 28-May 25 \ May 12-25

Mayo  Gartner Muray

Q Q Q I:’Iprll 28- May May May
ayd 51 1218 1925
A, Opening Cash Balance 50 174 100 50
B. Sources of Cash
Mayo 520 150 500 530
C. Total Inflow 520 150 500 530

D. Uses of Cash

Gartner 28| 112 296 386
Murray i 11 a9 73
E. Operating expenses 00| 100 as0 100
. Total Outflaw 3% | 224 786 561
G.Cash Balance duringtheweek (o 19
H. Income from cther activties
Borrowing 0 0 236 El
1. Expense on other activities
All values in $'000 Loan repayment o o o o
A awoic  J.Closing Cash Balance 174|100 50 50 & Continue

ou can print these details for your recards.
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Concept Summary

Good cash management is the hackhone of every well-run organization. VWhen day-to-day cashflows are taken care of
smaothly, top management gets the time and peace of mind to concentrate on long-term strategic planning.

Although Warking Capital Management has na dificult conceptual issues, itis a vital process for running a business. The
best Capital Budgeting and Financing decisions won't help a cormpany that has difficulies in paying its bills.

Receivables and payables have direct impact on the bottom line of the cormpany. Improvement of the bottom line is an
incremental process, which amounts to individual managers negotiating with customers and suppliers to optimize the price
terms and financing relationships

In this simulation, you would have noticed how the managers in charge of customer and vendors were constantly negotiating
for better collection and payment schedules. Yau wauld also have noticed how each decisian you made impacted nat anly
yaur company's cash fiow, but the cash flaw of your partners as well. Far example, you could have driven Murray to
bankruptey by stretching payments to thern for too long

A positive cash balance position makes you better prepared for unforeseen emergencies. I this simulation, you would have
appreciated this fact when a sudden, unplanned autfiow in the farm of payments to Gartner and Gersen happened

Replay





