Working Capital Management

Applications and Cases

James S. Sagner



Table of Contents

Chapter 1 — Concepts in Working Capital Management .............ccoooviiiiiiiiiiiiiiinnnssss s 1
LarNiNg ODJECHVES .....eiiiiiiiiiiiii ettt e ettt e e e e e e sttt et e e e e e e e anteeeeeaae e e e e nnnbeeeeeaaeeeaannrneeeaaaeas 1
INEFOAUCTION ... 1
Working Capital CONCEPLS.......cciiieeieeeeee e 1

Description of Working Capital ACCOUNES .......ccooiiiiiieeiee e 1
Ideas Basic to WOrKing Capitall...........ooiiuuuiiiiiiae ettt e e e e e e e e 3
Improving Working Capital Management...........ooueiiiiiiaiee e e e e e e 3
The Missing Working Capital Manager...........ooouuiiiiiiiie e a e ea e 3
Payment Stream Matrix: First Draft ... e e e e e 4
Payment Steam Matrix: FiNal VersioN.............ueiiiiiiiieiiee et e e e e e 4
Overcoming ResisStance t0 Change .........cooiiiiiiiiie et e e e e e et eea e e e e annes 5
The Significance of Working Capital...........ooi i e e e e e e e e e e e 5
Working Capital: The Traditional VIEW...........ooouieiiiiia e e e e 5
Working Capital: the MOAEIN VIEW ..........oiiiiiiiiiiiee et e e e e eeaa e 5
Cost As the WOorking Capital ISSUE ..........oouuiiiiiiieeeeetee ettt e e e e et e e e e e e e nneeeeeas 6
Working Capital tIMElINE ..........ooii i e e e e e e e e e e e e e s e e nnnnaeeaaaeas 6
Working Capital Cost EIBMENTS...........uieiiiiieeee et e e e e e e eeeaaeas 7
lllustrative Total Potential SaviNgS.........cc.uueiiiiii et e e 7
Leisure Industry Working Capital HUStration ............oooueiiiiiii e 7
Applying These ldeas to a Real BuSIiness: BESt BUY..........ccoovviiiiiiiii 8
What IS Best BUY'S INAUSTIY? ...ttt e e e e e e sttt e e e e e e e e e nnnareeeaaaeas 8
Working Capital @t BeSt BUY.........ooiiiieiiiiiiee e e e e e e e e e e e s 9
ST 0 gE SRR 10
REVIEW QUESHIONS ...ttt e e e e e e oottt et e e e e e e s e ab b e e e e e e e e e e e anbbaeeeeaaeeaaannnneneas 11
REVIEW ANISWEN'S ...ttt sttt ettt 55555555kttt £ttt sttt et ennnnnn e 12

Chapter 2 — Working Capital Ratios and Other Metrics .............coooeiiiiiiiiiccccc 13
=TT a1 Lo IO o] [=Tex V=L SRR 13
INEFOAUCTION ... 13
e Lo I N 0 B2 Y TP TP PP P PP PP P P PP PPPPPPPPPPPPPPPNS 13

How Ratios Are CONSITUCTEA ..........eiiiiiiiiiiii et e e e e e e e st e e e e e e e e nneeeeeeaaaeeeaanns 13
L GUIIEY 14
ACHVILY ULHIZATION ...ttt ettt ettt s e s nnnneees 14
07 1= o111 YU PUPUPURRPRR 15
LB BT A .. 15
Other Ratios and Their APPICAtioN........ccoiiiieieeeeeeeeee s 15
Troy @nd RMA ..o 16
HOW RAEIOS AI USE ... . 16
L0 (g 1T 1V ot {4 oSSR 17
Cash CONVEISION CYCIE.......eiiiiiiiiiiiiiie ettt e e e e e e e ettt e e e e e e e s e neteeeeaaaeeeeaanenaenaeaaeas 18
7= 0o Ty g1 o 10 €= o 19
27T aTed o100 = 4 (T T AP PP P PP TP PP PPPPPPPPPPPPPPPNS 19
MEENOAOIOQY ... 19
Working Capital BENChMArKiNG ........oouueiiiiiiee et e e e e e e e e e e e nneeeees 20
Benchmarking CONCEIMS ... ittt e ettt e e e e e e s e bt e e e e e e e e e nnebeeeeaaaeeaaanns 20
General Problems in the Use of Ratios and MetriCs. ...........oooiiiiiiiiiiie e 21
F ISl Y B . 21
ACCTUBI ACCOUNTING ..ttt ettt ettt ettt eennenneee 21
WINAOW DFESSING ....ciiiiiiiiiiiiiiiiiee et 22
F e e[ =Te E= 1 (=To [ = = PP P PP P PP PPPPPPPPPPPPPPPPPRt 22
Off-Balance Sheet Obligations ............eoiiii i e e e e e e eeeeeaaeas 22
ST 00 g E SRR 22
REVIEW QUESHIONS ...ttt e e e e e e oottt et e e e e e e e e ab e et e e e e e e e e e e anbtaeeeeaaeeaaannneneas 23

REVIEW ANSWELS ... ittt e oot e e ettt et e et e e e et e et e e s e e e s et s e e s s ea e ea e e b s eassaee s seanssnssnaannss 24



Table of Contents

Chapter 3 — Cash: Management and Fraud Prevention ...........ccocccoiiiiieemmnnncssesns s ssnsnnens 27
=TT a1 Lo IO o] [=Tex V=L TP 27
g eTo 0T i o] o 1SR 27
e T4y g Lo 07 1] o PP PPPPPPPPPPPS 27

Reactive Cash ManagemeEnt ...........oooi it e e et e e e e e e s eeeeeaaaeeaaanes 27
Essential Cash Management EIEMENES ...........ooiiii i 28
Paper Transactions: LOCKIDOXING ......uuuuuuiiiiiiiiiiiiiiiiiiiiiitiiibbbie bbbt ee bbbt e e e e seeseeeeneeneee 28
LOCKDOXING PrOCEAUIES. ... . 29
How Does Lockboxing RedUCE FIOat?............uoiiiiiiiiiiie et a e e 29
How Does Lockboxing Prevent Fraud? ............cooio i 30
Paper Transactions: DepositOry ACCOUNES ........oo e e e e e e e e e e eaee e e e aeeeees 30
CONTIOl Of A CCESS .. 30
MUIIPUIPOSE ACCOUNLS ...ttt oo et ettt e e e e et eetta e e e e e e e e eeeannn e e eeeaennnnnnn e aeaaaennes 30
TOO MANY ACCOUNLS ....coiiiiiiiiiiiiiii ettt 30
Paper Transactions: Controlled DiShUIrSEMENL............uuuuuuiiuiiiiiiiiiieiiiiiiiieeerererreeeeeeerrerereerr——.. 31
Controlled Disbursement ProCEAUIES ............ccceiiiieeeeeee e 31
Account RECONCIHIALION.......co ettt e e e e e e et e e e e e eeeeen e eeas 31
How Does Controlled Disbursement Improve FIoat?..........ccooooiiiiiiiiiiececee e 31
How Does Controlled Disbursement Prevent Fraud?..........coooooiiiiiiiiiiicceee s 31
L= [=Tor (oo Tl I =T 1< =Tox £ o] o 1 PR USPRRN 32
=Yoo oI AT I = g =Y 32
Terminal-Based Electronic Payments............coooiiiiiiii 33
Why DO Frauds Still OCCUI? ......ooiie ittt ettt e e e e e e et e e e e e e e e e nnseaeeeaaaeeesaanneenes 33
[ [0 1 o= T aTo O 013 B 11T 1= PSP PPPPRPPPIRS 33
BaSE a8 .ttt ettt 34
BaSEIING. ... ettt e e et e entaaa e e e aeeeneann e aaaaanes 34
POSSIDIE IMPrOVEMENTS........o e e e e e e et e e e e e e e e eetn e e e eaaaeaees 34
FIrSt SCBNMAIIO ... ——————— 34
SECONA SCENAMO ...t 35
ST 0 E SRR 35
REVIEW QUESHIONS ...ttt e e e e e e oo ettt e e e e e e e e abbeeeeaaaee e s e anbtaeeeaaaeeaaanrneneas 36
REVIEW ANSWETS ...ttt e oo oo et e ettt oo e e e e e e ettt e e e e eeeeetaan e e eeeeeentannaaeeeaeeennsnnnnaaaaaaaees 37

Chapter 4 — Cash: Credit and Short-Term Financial Instruments .........cc...cccoiiiiiiiccci s 39
[T g1 Lo IO o] [=Tex 1)Y= SRR 39
g (e T 0T i o] o 1SR 39
Developing @ Short-Term FOreCast............uui it e e e e e e 39

How to Use the Distribution Method ... e 39
0= L1 T =W o [o 1= (] o PSRRI 40
Information Required for the Cash BUget...........ocuuuiiiiiiiiiie e 40
How to Prepare the Cash BUAQGEL .........ooii ittt e e e e e 41
107 (Yo [1 0 10 F= T o o o SRR 41
Arranging for Bank Credit........ ... et a e e e e e e e ne s 42
T TS ) O = [ 42
Bank Returns on LiNes Of Credit........cooiiiiiiicceeeeeeeeeee e 42
ASSEE-BASEA FINANCING ....tttttttiiiiiiiiiieee ettt bbbttt sttt sttt e st bbb e e eennneees 43
STt o =Y 0 T LY== 13 0 1= £ 43
“No Effort Investments” and Equivalents.............cooooiiiiiii 44
“Some Effort” Investments and EQUIVaIENTS............coooiiiiiiiiii 45
Policies on Short-Term INVESTING.........cooiiiiiii e e e e e e e e 46
ST 0 g E SRR 47
REVIEW QUESHIONS ...ttt e e e e e e oo ettt e e e e e e e e abbeeeeaaaee e s e anbtaeeeaaaeeaaanrneneas 48
REVIEW ANSWETS ... ettt e e oo e e ettt oo oo e e e e e ettt e e e e aeeeetaan e e eaaeeentannaeeeaeeenssnnnnaaaaaaaees 49

Chapter 5 — Managing Bank Relationships ............cccoommiic e 51
=TT a1 Lo IO o] [=Tex 1)Y= TP 51
g (e T 0T i o] o 1SR 51

i



Table of Contents

The Changing FINancCial LANdSCAPE .........ceiiiuiiiiiiiee ettt e e e et e e e e e e s anneeaeeaaaeeaannns 51
Financial DereguIation ... 51
Bank Relationship ManagemENnt.............uuuuuuuiiiiiiiiiiiiiiiieiiteeiiieeeeee e eeb bbb bbb e b e seeeseeeeseseseeeeennene 52
Twenty-First-Century Banking..........oo et e e e e e e e e e e 52
Finance as the Gatekeeper to Banking SEIVICES ............uuiiiiiiiiiiiiiiiiiiie e 52
Cash Mobilization in @ Multibank NEtWOIK ...........coiiiiiiiiiie e 53
FUNAS MODITIZATION ... 53
Too Many Bank ACCOUNES? ......coiiiiiiiieeiee ettt e e e e e s ettt e e e e e e e e et e e e e e e e e e e aanneeneas 54
SeleCtiNg the BaNnK ...........eeiiiiiiieie ettt e e ettt e e e e e e e e e e e e e e e e e e nreaaeaaaaeas 54
General Terms of Credit FACHItIes ..........ooiiiiiiiie e e e e 54
The BasiC ProVISIONS .......ccoviiiiiiiiiiiiiiieie 55
Representations and Warranties ......... oot e e e e e eeee e e e eeaees 55
Restrictions in LINes Of Credit....... ...t e e e e e 56
Specific Terms in Credit FACHItIES .......ccooiiieeeieeeeeeeeeeeee e 56
PrICING T8 LO@IN . 58
Ongoing Bank Relationship CONCEINS ...........uiiiiiiiiei e a e e 58
MONItOriNg COMPIIBNCE .......eoiiiiiiiiiii et e ettt e e e e e e et e e e e e e e e s e neeeeeeaaaeeeaannbnneeeaaaeaaaann 58
Control of BanKiNg RECOMS .........uueiiiiiiae ettt e ettt e e e e e e s bt e e e e e e e e e annneeeeeeaaeas 58
Periodic Relationship REVIEWS ... et e e e e e e e eeeaaa e e e aeeeees 58
ST 0 gE SRR 59
Appendix to Chapter 5 — Selecting Noncredit Banking Services..........cccccccvmemmmeemeeeeennnnnnnnnnnnnnnnnnnnes 61
INEFOAUCTION ... 61
The Request fOr PropoSal ..........ccoiiiiiieeeeeeeeee e 61
ISSUES Covered iN REPS ........ ittt e e e e e e e e e e e e e e e anneeeeas 61
SPECITIC SEIVICE ISSUES ... 62
REVIEW OF PHICING ... ittt e e e et ettt e e e e e e e s et e e eeaeaaeesaannbaneeeaaaaaaanns 62
RIFP EVAIUGLION. ...ttt ettt ettt ettt s e e e nnnnn e e 63
Weighted Scoring of PropoSals .............ueeiiiiiiiiee ittt e e e e e 63
Managing Banking RelationShiPS .......cooooii 64
REVIEW QUESHIONS ...ttt e e e e e e oo ettt e e e e e e e e abbeeeeaaaee e s e anbtaeeeaaaeeaaanrneneas 65
REVIEW ANISWET'S ...ttt sttt ettt 5555555555ttt 85ttt sttt ettt st e e e e e nnne e 66
Chapter 6 — Accounts Receivable and Working Capital ISSues .............cccovcmmmmiiinniciinennnneenns 69
[T g1 Lo IO o] [=Tex 1)Y= SRR 69
INEFOAUCTION ... 69
Elements of Receivables Management ............ooo i 69
Developing Receivables POlICIES. ... ..o 69
Getting to Know You—Getting to Know Your Company!...........ccooiiiiiiiiaeeeiiiieee e 70
Float Opportunities in Managing ReCeIVabIes...............ooiiiii e 70
Calculating Receivables FIOat.............eiiiii e eee e e 7
Receivables Cycle Monitoring: RAtiOS ..........eiiiiiiiiiiiiiii et e e e 7
Receivables Ratio ANalY SIS .. ..o 7
Interpretation of ReCEIVabIES RALIOS.........uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeereeereeereeeeeseessessesssenees 72
Receivables Cycle Monitoring: The Aging Schedule...........coooiiiiiiiii e 72
Interpretation of the AQING SChedUIe ...........oooi i 73
ST 1LoT N T E= g o3 o o SRR 73
Outsourcing Sales FINANCING .......ueeiiiiiiee ettt e et e e e e e e e e e b e e e e e e e e e e annneneeeeaaens 73
107 (Yo (10 LT o] i1 T SRR 74
Reporting on Business CreditWorthiNeSs ..........cooi i 74
Fixing @ Company’s Credit SCOME ........ooiiiiiiiiii et e e e e e e e e e e eeaaeeeannes 75
TEIMMNS OF SAIE ...ttt e e e e e e sttt e e e e e e e s e nnbbeeeeaaaeeeaannrnaeeaaaaaaaaanns 75
Cash DiISCOUNE BASICS .......uueeiiaaeiiiitiiiiea e e e e ettt e e e e e e e ettt ee e e e e e s s e ntteeeeeaaeeaaannseeeaaaaaeesaannnnneaaaaeas 75
Cash Discount DeCISION FACOFS .........uiiiiiiiiiiiie et e et e e e e e e e nneeeeeaaeaeas 75
L@ g T B Te o0 o | < TR 76
Vo ot o =T =Y -1 (o] o RSO 76
Lo\ [e = B =] [o ] o [P T PP P P PP P PP PPPPPPPPPPPPPIRt 76

il



Table of Contents

Invoice and Statement TIMING .........oo i et e e e e e e e e e e e e e e e e annneeees 76
INVOICES VErsSUS SEAtEMENLES .......eiiiiiiiii et e e e e e et e e e e e e e s e anneeees 77
Asset-Based FINANCING .......oouiiiiiiiiii 77
RECEIVADIES FaCOMNG. ... 77
D= o]l @70] | =Tor 1 To] o I [T 0 o1 (= SRR 78
ST 00 aE SRR 78
REVIEW QUESHIONS ...ttt e e e e oot bttt e e e e e e e s e ab b et eeaaaeeesaansbaeeeeaaeeaaannneneas 79
REVIEW ANISWEN'S ...ttt ettt 55555555555ttt ettt ettt ettt st st eeennnn e e 80
Chapter 7 — Inventory and Working Capital ISSUES........cccccciriiiimmmmii e e 83
[T T g1 Lo IO o] [=Tex V=L SRR 83
INEFOAUCTION ... 83
Elements of Inventory Management......... ...t 83
Developing INVENTOry PONICIES ... 83
Organizing for Inventory Management..............uuueiiiii et a e e eeeeaaeeas 84
Inventory Cycle Monitoring: RaAtiOS ..........uiiiiiiiiiiiiii it e e e e e e e eeaaaaens 84
SupplemMeENtal Data ..........coooiiiieee e 84
Inventory Cycle Monitoring: METHCS. ........uiiiiiiiiiee e e e eeeae e s 85
The Purchasing FUNCHON ... 86
The PUrChasing CYCle ... ... ettt e ettt e e e e e e e et e e e e e e e e e e enneeeeas 86
Purchasing Cycle ProblemMS ...... ... et e e e e e e e e e e e e 86
Analyzing PUurchasing ACHVItIES........cooiiiiiiiiiii 87
A Situation of Decentralized PUrChasing..........ccoiiiuiiiiiiiie e e e 87
Investigating a Company’s Payables HiStory ..............eeiiiiiiiii e 88
=L L@ = g o [ | N SRR 88
Economic Order QUANTITY ... ...ttt e e e e e e et e e e e e e e e e e eeaaaeeaaaas 88
(0= 1[IV = L [o ] W) i =1 1 PP SPRRI 89
JUSE-IN-TIME i 89
WOTK-IN-PrOCESS ... 89
WIP Cycle ManagemMENt .........eooiieeiiiiiie ettt e e e e e e e s ettt e e e e e e e e e nnteeeeaaaaeeeaaannennns 90
Benefits of Supply Chain Management.............cooi i e e e e e e 90
Supply Chain Management SYSEIMS.........ooi e e e e e e e e neeaeeeaeaeas 90
ABF: INVentory FINANCING ........cooiiiiiiiiii 92
Asset-Based LeNErs: INVENTOIY .........uuuiuiiiiiiiiiiiiiiiiiiieiibieeieiieeeeeeeeeeeesesseeee s beeebbeeeeeeebeeseeeeeeeesenneneees 92
ST 0 aE SRR 93
REVIEW QUESHIONS ...ttt e e e e e oottt e e e e e e s e ae b et e e e e e e e s e anbtaeeeeaaeeaaansneeeas 94
REVIEW ANISWE'S ...ttt ettt ettt 555555ttt 5 ekttt ettt ettt e e e e e nnnn e 95
Chapter 8 — Payables and Working Capital ISSUES ........cccccciiiiimmmmmiiin s ssssnnens 97
[ICT= T g1 To IO o] [=Tex 1)Y= TR 97
INEFOAUCTION ... 97
Elements of Payables Management.............cooi e 97
Developing Payables POlICIES ........coooii e 97
Organizing for Payables Management.............uuiiiiiii et eaa e 98
Payables Cycle Monitoring: RAtIOS ............ueiiiiiie e a e e 98
Payables IMELIICS ... 98
The Accounts Payable FUNCHON.............ooo i 98
Active versus Passive Payables Management.............uuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeeeneneees 99
Float Costs of Mismanaged Payables ..............cooi e 99
Payables USINg INtErNal PrOCESSES .......uuuuiiiiiiiiiiiiiiiiiiiieiiibtieiieebeeeeeeee e eeesbb bbb bbb bseeeeeeeeseeeeeeeeeenene 99
Checks, ACH, and FEAWIIE .........oiieeiie ettt et e e e e e e e e e aaaeeees 100
COStS Of CHECK ISSUANCE ....coiiiiiieieeiei et e e e e et e e e e e e e e nnnreaeeaaaens 100
ProCUuremMENt Cards........eoi ittt e ettt e e e e e e e e ettt bt e e e e e e e s e anneeeeeeaaeeesaaanenaeeeaaaeeaann 101

e A= Lo L @ 101 £=To 10 {4 o PR 102
EleCtroniC DishUISEMENTS. ... 102
FrEIGNE BillS ... 102
Comprehensive Payables CONCEPLS.........covvviiiiiiiicee e 103

v



Table of Contents

Check Payments in a Comprehensive Payables Environment............cccccooiiiiiiiiiiiiieeeeee 103
Benefits of Comprehensive PayabIes..............ooiii e 103
PayrOll DiSDUISEIMENTS .....uuiiiiiiiiiiiiieiieeti ettt e bbb bbbt ettt ettt s st eeebbee bt eeesnnenee 104
MechaniCs Of Dir€Ct DEPOSIT.....ccciiieeieie e 104
Promoting Payroll DIireCt DePOSIT.......ccoieiee e 104

P aY CANAS ... 105
SUMIMIAIY ..ttt e ettt e e oottt et e e e oo ookt ettt ee e e e e e e e o neeeeeeeaae e e e nseeeeeaaaaeesaanssseneaaaeeaaaansseneaaaaaeasannns 105
REVIEW QUESHIONS ...ttt e e e e e e ettt e e e e e e s e nate e e e e e e e e e s s e anbtbaeeeaaeeaaannnnneeas 106
REVIEW ANISWEN'S ...ttt ettt ettt ettt 8ttt 5555555555tttk sttt ettt e e e nnnnn e 107
Chapter 9 — International Working Capital .............ccooeeiiiiiiiiiicc 109
T T a1 To IO o] [=Tex 1)Y= PR 109
INEFOAUCTION ... 109
Capitalism GOES GIODAL .......cccoiiiiiieeceeeeeee e 109
Elements of International Working Capital ............cooiiuiiiiiiia e 110
Corporate GOVEIMNANCE. ........ccee e 110
The Financing of International TranSaCtioNS ............coi i 110
Global FiNanCial RISKS. ........ciiiiiiiii e e e e e e e e e e eeaa e s 110
Letter Of Credit CONCEPLS .o 111
Letter of Credit DOCUMENTALION. ........oii et e e e e e e e e e e e e e e aes 111
The Foreign Exchange Markets ... 111
X M B NN SIS - 112
Continuous Link Settlement versus Spot FX........coooviiiiiiiii 113
Factors INfluencing FX RAES .........eiiiiiiiie e e e e e e e 114
MUICUITENCY ACCOUNES ... e 114
EleCtrONIC PayMENnts ... 115
CoUNLTY RISK ANGIYSIS ....eeiiieeiiiieiee et e oottt e e e e e et bttt e e e e e e s s nnaeeeeeaaaeaasaannbeneeaaaaeaaaann 115
CoUNtry RISK EXPEIENCE. ....coii ittt ettt e e e e e e ettt e e e e e e e s e anne e e e e e e e e e e s annrneeeaaaeas 115
Other Significant Issues in International Working Capital............cccuviiiiiaiiiiiiiiiie e 116
Structures t0 Manage FX ...t e et e e e e e e e aaae s 116
EU Tax-Advantaged CENLEIS ..........ooiii ittt e e e e e sttt e e e e e e e s e e ntbaeeeeaa e e s aanneseeeaaaaeeaaanns 116
Cross-Border Clearing and Settlement ..............eiiiiiii e 116
Cultural and Corporate Practices Affecting Working Capital..............eooiiiiiiiiiiiiiiieee e 117
CURUIAl DIffEIENCES ... .ottt e e e e e e e ettt e e e e e e e e nnes e e e e e aaeeseannrneeeaaaens 117
BanKiNG PraCliCes ... . 117
Communications INFrastrUCUre............ooiii e ee e 117
Legal @nd TaX ISSUES ... 118
Time Zones and Language Barriers ... 118
SUMIMIAIY ..ttt e ettt e e oottt et e e e oo ookt ettt ee e e e e e e e o neeeeeeeaae e e e nseeeeeaaaaeesaanssseneaaaeeaaaansseneaaaaaeasannns 118
REVIEW QUESHIONS ...ttt e e e e ettt et e e e e e e s e aabe e e e e e e e e e e s e antaseeeeaaeeaaannnneneas 119
REVIEW ANISWE'S ...ttt ettt ettt ettt sttt 55555555tttk sttt ettt e e e nnnnn e 120
Chapter 10 — Information and Working Capital .............cccoeiiiiiiiiiciic s 123
=TT g1 To IO o] [=Te1 1)Y= PRSP 123
INEFOAUCTION ... 123
1oy aat= 1 loTa T =Ted o TaTo] (oo |20 USRI 123
The Special Status Of IT.....covviiiiiiiceeeeeeeee e 123
Bank Information TEChNOIOGY .......cceaiiiieiiiie et a e e e e eneeees 124
Development of BanK SYSIEMS .....ocoiiiiiiiiiiiii ettt e e e et e e e e e e e e ner e e e e e e e e e e nneeeees 124
Basic Transactional FUNCHONAIILY .........coooiii s 125
Modules fOr Standard SEIVICES ........coiai i e e e e e e eeaaeeeaaans 125
Modules fOr AQVANCEA SEIVICES ......coiiiiiiiiiiieii ettt e ettt e e e e e e st e e e e e e e s e anereeeaaaaeaaannns 126
Internet Bank TECNOIOQY .......ccoiiiiiiiiiiiiiii 126
Responsibilities in Banking DECISIONS. ........cooiiii s 127
Benefits of Internet Bank TEChNOIOGY ...........uuiiiiiiiiiiiiiie et a e 127
Disadvantages of Internet Bank T€ChNOIOGY........ccoiiiuiiiiiiiieiiiiiiee e 128
ERP: An Alternative APPrOaCh .. ... e 130



Table of Contents

LT )V =1 USRS 130
Advantages from ERP........ e e e e e e e e enes 130
Disadvantages Of ERP ... ettt e e e e e e e e e e aaes 130
Choosing Working Capital Information Systems ..............uiiiiiiiiii e 131
Information System Problems? It's Easier to Unplug than Sue............ccoooiiiie 131
Phase 1: Determine ReqUIFEMENES. ...... .o e e e 131
Phase 2: ConducCt VENdOr SEAICH .........oiiiuiiiiiii ettt e e e e e e e e e e aanes 132
Phase 3: Provide Justification to Senior Management ... 133

T eTaa b= Y iTo T o g oo o] L= PP PPNt 133
SUMIMIAIY ...ttt ettt e e oottt et e e e e oo e st tee e e e e e e e e e e aneeee e e e e e e e e e e nseeeeeaaaeeesaannsbanneaaaeaaaaansseneaaaaaessaanns 133
REVIEW QUESHIONS ...ttt e e e e e e ettt e e e e e e s e nate e e e e e e e e e s s e anbtbaeeeaaeeaaannnnneeas 135
REVIEW ANISWEN'S ...ttt ettt ettt ettt 8ttt 5555555555tttk sttt ettt e e e nnnnn e 136
Chapter 11 — Managing the Working Capital Cycle..........cccccoiiiiimmmmineerrn s 139
T T a1 To IO o] [=Tex 1)Y= PR 139
INEFOAUCTION ... 139
Risk and Working Capital............eoiiii oottt e e e e e e e e e e e e e e e nnneeeas 139
Risks Inherent in Working Capital............ooueeeiiiiaiiiii et e e e e e e 139
Traditional Risk Management...........oooo i 140
Enterprise RiSK MaNagEmIENT ... .....uuuuiiiiiiiiiiiiiiiiiieieeetbebieeeeeeeeeee e seeeeesb bbb bbb bbb s bbb e e eeesesseseseseessbebenenees 140
The ERM PrOCESS......co oo 141
Efficiency and Working Capital...........ooo et e e 141
Management Differences in Current Asset ACCOUNES ........coieiiiiiiiiiiiiie e 142
The Required TeaMWOIK.... ... i et e e e et e e e e e e e e eeeeana e e e aeeeeeennnns 142
Working Capital and LiQUIdITY...........eeeiiiiiiiiie et e e e e e e e e 143
How to Measure and Manage LiQUidity........cooooooooi s 143
T8 To o [oTS] (=T I Nox 1T o PP PPERT 144
LT o cT = T o T PRSPPI 144
BaNKING [A@aS ... 145
RECEIVADIES [ABAS. ... 145
TNVt a1 o] YA (o =TI ST PP P P PP PP PP PO PP PPPPPPPPPPPPPPPRY 145
Payables [AEAS ... 145
INEEINALIONAI IAEAS ......eiiiiiiiiiiiie ettt bbbttt s e e snnnnnnnes 145
Information TEChNOIOGY IAE@S .......oeiiiiiiiiii et e e e e e e e e e e e e enes 146
Ideas on Managing the Working Capital CyCle ............oeiiiiiiiiiii e 146
Changes to Working Capital Management—How to Get Started .............cccooiiiiiiiiiiie, 146
Developments in Working Capital Management ............coooi i 146
Twentieth- and Twenty-First-Century Business Models ..., 146
The Cost Of @ TraNSACHON .......coiii ittt e e e e et e e e e e e e s eeeeaaa e e e e eanneeenas 147
The Gizmo Deal: How Delays Turn Profits INt0 LOSSES.......cciiieiiiiiiiiiiiiee et 147
ACCEPL OF DECINE thE DEAIT ... .. uuiiiiiiiiiiiiiiitiitieieiitite e eeeeee e eaeeaaeeseeaeseseeeeeeaeeessssssssssssssnsnsnssnsnnnes 147
How These Situations Can OCCUN..........ii ittt e e e e e e e e e e e s eneneeeeaaaeeaannes 148
Interconnectivity in the Twenty-First Century ...........c.ueiiiiiii e 148
SUMIMIAIY ..ttt ettt e oottt ettt e e e e oo e sttt e et e e e e e e e e o neeeeeeeaae e e e nseeeeeaaaaeesaannstaeeeaaaeeaaaansseneaaaaaessaanns 148
REVIEW QUESHIONS ...ttt e e e e e ettt e e e e e e e s s naee e e e e e e e e e s e aanntteeeeaaeeaaannnnnneas 149
REVIEW ANISWEN'S ...ttt ettt ettt ettt 8ttt 5555555555tttk sttt ettt e e e nnnnn e 150
Chapter 12 — Introduction to Working Capital Cases............cceeevriiiiiiiiinissssssssssss s sssss s s s 153
=TT g1 To IO o] [=Te1 1)Y= PRSP 153
INEFOAUCTION ... 153
SEqUENCE Of the CaSES ... i ii i 153
The Concept of the Working Capital Case...........cccvvviiiiiiiiiiee e, 153
Case Analysis: Defining the Problem........ .. 154
Case: Widget ManufaCturing ..........eeeiiii et e e e e e e e e e e e e e e e e aaes 154
(O7eTa0] oF= 10}Vl (151 (o] oY 20U 154
TSR O%= g O3 [ P PERP S 155
Bank RelatioNSNiPS ... .ot e e as 155

vi



Table of Contents

I .M. Cash IS PromMOtEA ... ..o e e 156

(O TS To] o TP 156

PN () [0 BT R U=T= T3 () o VT 156
COllECHON ACHVITIES ... e e e e e e 157
DIShUISEMENT ACHVITIES ... et e et e e e e et e e et e e e reeans 158

U. R. ClIUEIESS GIVES AQVICE ...ttt e e e 158

(O TS To] o TR 159
The MEXICaN OPHION.....cciiiiiiiiiieeeeeeee et a e e 159
Widget's INfOrmMation Gap...... . eiiie ettt e e e e ettt e e e e e e e s e e e e e e e e e e e enneeees 160

(O TS To] o TP 160
T8 (o o oTS1 (=To IS Yol 11 o]0 - SRR P P PPERT 160
REVIEW QUESHIONS ... ettt ettt e e et e e e et e e e e et e e e eaan e e s eaa e eeeeaaneeensnnaeees 166
REVIBW ANSWETS ...ttt ettt e ettt et e et et e et e e e e e e e e e e e e e e s s e e e s et s enee s s eansrnanns 167
Appendix 1 — Basic Financial CoONCEPLS.........uuuuuuemmmmmmmmeneeennnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnsssnssnnsssssssssnnssnnnnns 169
General BalanCe St ISSUES.........oou e 169
P NI 631 (ol I E=1 o111 (=T 170
[N L= AT Lo { o T TP 170
COSt OF CaPItal . ———— 170
Appendix 2 — Websites of Working Capital Organizations.........ccccccceeeeemmmmmmmmmmmmmmmmmenmmneeennennnnnennnne. 173
Appendix 3 — Cases on Working Capital Management..............cccccceeeemmeemmmnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnes 175
Case 1: DINNEI BeII HOEL..... ..o 175
CASH FIOW ISSUES ... e e 175
PN A (=Y g A= AV X ([0 1T 175

I LT R VTV =) o= TP 176

(O TS To] o TR 176
CaSE 2: KOAIA FUN ... e 177
THe Partners’ FIrSt SUCCESS .......ou.ooeieeeeeee et 177
FINANCIAI CONCEINS ... ..ot e e e e e e e e 178
BOITOWING ISSUES ... e 178

LA Lol g o 0T o] - | U PERPSR 178
FINal TROUGNES ... s 179

(O TS To] o TR 179
107 TSI S V1 = L0 o g o S T o] =T 180
Joseph Miller StartS MBS ........coooiiiiiiiieeeeeeee e 180
Variations in Working Capital REQUIFEMENTS...........uuuuuuiiiiiiiiiiiiieiiiiiiiiiieieieereeeeeeeareeeeeeerrrrr. 181

A BaNKEI'S ASSISTANCE .. ..eieiieiie ettt e e et e e e e e e e e e e et e e e aaaaas 181

(O TS To] o TP 181
Case 4: OffiCe SIMAI ... ... oo 183
The Business of OffiCe SMAIt.........cou e 183
FINANCIAI ISSUEBS ... .ottt ettt e et e et et e e e e e et e et et e easeaesaeanns 184

(O TS To] o TR 184
(OF= T R @ U= o] (=T O = (o7 (= TR 186
The AttIHUAE TOWAIA DEDI ..... et e e e e et e e e e e e e e eaeeaeen 186
FIN@NCIAL PlaNNING. 186

(O TS To] o TR 187
(O E T T o TN Lo I == 1o o [P PPERTR 187
Changes in YB’s Global Marketing Strategy ........ccouueoiioiiieiieaae i 188
Forecasting ConSIiderations. ............cuii it e e e et e e e e e e s eeeeaaeeeanns 188
WOrking Capital ISSUES .........ueiiiiieiiieie ettt e e e e e e ettt e e e e e e e s ennae e e e e e aaaeeeanneeenas 189
FINANCIAI ISSUEBS ... .ottt e et e et et e et e e et e e st e e s s e s sneeens 189

(O TS To] o TP 189

L€ o =TT 1 191
1 e = G 207

vii





