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™) Avavz DECIDE: -

Decisions Phase 2: 2016 - 2018

© Pursue Big-Box Distribution Impressed by SNC's success with developing private-label products, Fountain of Youth Spas, a California-based network of
@ exclusive day spas, has approached SNC with its own private-label product-ine request. Fountain of Youth Spas would like

‘SNCto develop a high-end, organic, age-defying nutraceutical line that spa beauticians could offer to well-heeled clientele.
Overall sales would increase by 5% in 2016-and by a cumulative 4% in 2017 and 3% in 2018. This project would definitely
increase SNC's overall margin by 2% butwould also increase both DSO and DSI

© Expand Online Presence

Develop a Private-Label Product
What would you like to do about this opportunity?

pportunities Selected

- Pursue Big-Box Distribution (remove) o1 o o1 Post 2018
- Expand Online Presence (remove) Incremental Summary Income Statement ($ in thousands)
Change in Sales 650 $1.19 $1622 s1622
Change in Cost of Sales 5333 5831 $1219 $1219
Change in EBIT $317 5365 5403 5403

Incremental Balance Sheet ($ in thousands)

Change in Inventories 5216 5340 5438 5438
Change in Accounts Payable 538 590 5131 5131

©2014 Harvard Business School Publhing. Credts  Archived Runs. Developed in partnership with Forio Online Simulatons.
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HARVARD
USINESS WORKING CAPITAL SIMULATION: MANAGING GROWTH
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Dashboard: End of 2018 (Data in thousands of dollars)
Equity Value: 52,175 Total Value: @ 54,719
sales Annual Free Cash Flow Total Value Created 2010
5 $22,856 5
H ¢ [ 1] Phase 1: 8496 2011 z
2 2 I 2012
3, 3
10 M2 14 6 s EFEEETEET |
2013 I
0 Cumulative Free Cash Flow Available Credit
Lo Lo [ -
Z suso | |} T s =] i
[T g [IES [
= = = 2015
2 2 2 |
M0 2 s 16 s M0 12 s s s M0 12 s s s
2016
Netincome Cash Surplus (Shortfal) Total Current Assets. I N
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Cash and Cash Equivalents — A
Minimum Cash Requirement 5300 5300 5300 5300 ° - " I g
I
Cash & Equivalents (Shortfall)* EY 5300 5362 546 2012 I
200
Accounts Receivable $3.425 54400 $5015 $5376 :
2013 i
Inventories 52806 s4145 s4702 55,190 I
wo b -
Other CA 50 50 0 0 " v R I ]
[
Total Current Assets $6,620 $8,634 $9,746 $10,819 Total Current Assets 2015 I
15k
Net PP&E $40 840 840 840 |
ok 2016
Otner FA 50 50 50 50 o
Total Assets $6,660 $8,674 $9,786 $10,859 = 2017 I 8 L
2 =
e a7 18 2018
Accounts Payable $1,306 51808 52007 $2275 |
Acrued Expenses 50 50 50 50 2019 I
K ®
Total Current Liabilities $1,308 1,808 $2,097 $2,275 2020 2
Amount Borrowed from Credit Line s2.427 53,200 53,200 53,200 ZK I -
2021
Total Liabilities $3,733 5,008 5,207 85475 I
2022
Common Stock 5200 5200 5200 5200 o LIS o o Complete.
Retained Eamings s2.727 53467 54,288 55185
Total Stockholder's Equity $2,927 $3,667 s4488 5,385
Total Liabilities & Equity 6,660 s8674 s9.788 $10,859
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DEGIDE:
Income Statement (fistory, | Phased) Pnsez

(data in thousands of dollars) 2015 2016 2017 2018

sales $13,000 $18,200 $21,086 $22,856

Cost of Sales $12,118 $16.773 $19,460 $21,106

EBIT $882 $1.427 $1,625 $1,750

Interest Expense $226 $194 $256 $256

Pre-Tax Income $656 $1,233 $1,369 $1.454

Income Taxes. $263 $493 $548 $597

Net Income s394 $740 5822 $896

7" Copy to Clipboara

©2014 Harvard Business School Publhing. Credts  Archived Runs.
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L 2010 =
(data in thousands of dollars) 2015 2016 2017 2018 "
Cash Flow from Operations .
Net Income s304 s740  se2z2 ss%6 " 2om I s
T
Depreciation 50 50 50 50 o —_— . g I m
Change in Account Receivable 50 51074 8516 -5360 " . ‘
B 2013
‘Change in Inventories $0 -$1.249 -$648 -$398 I
- -
6 a7 s 3
Change in Other CA 50 50 50 50 2014 I 2
. &
Change in Account Payable $0 $502 $290 $177 Ending Cash and Equivalents 2015
° |
Change in Accrued Expenses EY EY EY EY |
2016
Cash Flow from Operations 394.20 -1,081.51 -52.32 315.89 200 ~ =
CAPEX 50 50 50 50 2017 I &
&
Cash Flow from Investments. $0 s0 s0 s0 400 o 2018 I
Change in Credit Line 3304 5773 50 50 |
2019
Equity Issuance $0 $0 s0 s0 o
Dividends $0 EY EY $0 2020 I -
Cash Flow from Financing 5394 $773 so so 2021 I 1
Net Cash Flow $0 -$309 -$53 $315 2022
Complete
Beginning Excess Cash and Cash Equivalents $0 $0 5300 5362
Ending Cash and Equivalents $0 8309 5362 846
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Cash Cycle (fistory, | Phased) Pnsez

2010 -
The Cash Conversion Cycle
89 days 85 days 2011 =
Days Sales in Inventory (DSI) Days Sales Outstanding (DS0) H
2012
2013
39 days 136 days.
2014 I 2
&
2015
Day 0: Receipt of Raw ' Day 39: Pay for Day 175 : Collect in ‘ =
Materials Purchased Materials Accounts Receivable 2016 I
2015 2016 2017 2018 o
2017 3
Accounts Receivables (days) % 90 87 86 &
2018
Inventories (days) 87 90 90 90 |
Accounts Payables (days) 39 39 39 39 2019 I
Cash Cycle (day 144 141 137 136 2
yele (02 2020 &
Cash Cycle (months) 5 5 5 5 & 14
2021 I
7" Copy to Clipboard
202 Gompiete
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Phase 2

Pursue Big-Box Distribution
Expand Oniine Presence
Develop a Private-Label Product

Phase 2: 2016 - 2018 Synopsis

You selected Pursue Big-Box Distribution, Expand Online Presence, and Develop a Private-Label Product and declined no
opportunities . Below is a synopsis of how each opportunity affected your Working Capital and Cash Flow.

&~  Pursue Big-Box Distribution

ml Taking on Mega- Mart Inc. as a customer resulted in impressive top-ine growth but the company's EBIT margin declined Phase 1
‘Acquire a New Customer
Revenue ‘Opportunity EBIT ‘Opportunity Free Cash Flow Leverage Supplier Discount
s 200 B Tighten Accounts Receivable
- Drop Poorly Selling Products

EY -s00

200
) . . B
o o ER
6 a7 18 6 a7 18 6 a7 s
| Expand Online Presence

&5 Expanding SNC's presence in online retail increased sales with litle negative impact on working capital balances.

Revenue Opportunity EBIT Opportunity Free Cash Flow
3K 200 100
2« o = —
100
) . . -
0 0 200
kg n7 s kg n7 s 6 "7 s

Develop a Private-Label Product
©2014 Harvard Business School Publhing. Credts  Archived Runs. Developed in partnership with Forio Online Simulatons.
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Develop a Private-Label Product

Seling the private Iabel product to Fountain of Youth Spas increased SNC's EBIT margin, only modestly resulting in increased
accounts receivable and inventory balances.

Revenue Opportunity EBIT Opportunity Free Cash Flow
2 500 200
o |
1K 250
. .
o o 400
kG 7 s kG 7 s kG 7 s

Phase 1: 2013 - 2015 Synopsis

You selected Acquire a New Customer, Leverage Supplier Discount, Tighten Accounts Receivable. and Drop Poorly Selling
Products and declined no opportunities . Below is a synopsis of how each opportunity affected your Working Capital and Cash Flow.

Acquire a New Customer
L ]
Taking on Atlantic Wellness as a new customer increased sales significantly but resulted in higher accounts receivable and
inventory balances.

Revenue Opportunity EBIT Opportunity Free Cash Flow
sk 400 ®
0
3K 200
1K
©2014 Harvard Business School Publhing. Credts  Archived Runs.
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{Q Leverage Supplier Discount

Selling ts herbal nutraceutical line to Nutrilife enabled meaningful top-line growth. While this growth increased both the
accounts receivable and inventory balances, the drain on cash flow was partially offset by increased EBIT due to the favorable
contract negotiated with Ayurveda Naturals.

Revenue Opportunity EBIT Opportunity Free Cash Flow
E3 200 500
o —
® 100
500
0 0 1K
kR na s kR na s EE kN s

k Tighten Accounts Receivable
Although sales declined as a result of SNC's decision to drop Super Sports Centers, the company's accounts receivable picture
improved dramatically, freeing up cash

Revenue Opportunity EBIT Opportunity Free Cash Flow
0 0 E3
®
1K 100
0 ——
-2k 200 1K
kR na s EE kN s EE kN s

X Drop Poorly Selling Products
Although reducing the number of SKUs that SNC carries in its product offering did have a negative impact on sales volume, the
©2014 Harvard Business Schol Publshing. Credis  Archived Runs. Developed in partnership with Foro Online Simuiatons.
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Tighten Accounts Receivable

Although sales declined as a result of SNC's decision to drop Super Sports Centers, the company's accounts receivable picture
improved dramatically, freeing up cash

Revenue Opportunity EBIT

0 0
) I I I - I
-2k 200

kR na s EE

Drop Poorly Selling Products

Opportunity Free Cash Flow

E3
I I ) .
0
1K
kN s EE kN s

Although reducing the number of SKUs that SNC carries in its product offering did have a negative impact on sales volume, the.
‘amount of cash tied up in inventory decreased significantly as a result of streamlining the SKU count

Revenue

0 0

- I I I )

1K 100
kR na s

©2014 Harvard Business School Publishing.

Opportunity EBIT Opportunity Free Cash Flow
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0 —
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™) Avavz DECIDE:

Decisions Fhase 3: 2019 - 2021

Acquire a High-Risk Customer SNC s considering an opportunity to add a large customer, Midwest Miracles, a recently launched weight-loss center thatis in

a precarious financial situation because its entrepreneurial founder took on a significant debt burden. Acquiring Midwest

Miracles would allow SNC to increase sales by 30% in 2019. Some analysts have forecasted a 20% probabilty that Midwest

Miracles will declare bankruptcy, and they estimate a recovery rate for suppliers of 50%. Midwest Miracles would be willing to

pay significantly higher prices for SNC's products, which can increase the EBIT margin of the whole company by almost 1%.
Adopt a Global Expansion Strategy  However, Midwest Miracles is likely o take a longer-than-average time to pay its invoices. Therefore, SNC's DSO islikely to increase
significantly-by 190 days.

Renegotiate Supplier Credit Terms

TR What would you like to do about this opportunity?

No opportunities selected yet.

2019 2020 2021

Incremental Summary Income Statement ($ in thousands)
Change in Sales 6,857 6,857 6,857
Change in Cost of Sales 6,109 6,109 6,109

_ Change in EBIT 5748 5748 5748
Submit D

Incremental Balance Sheet ($ in thousands)

Change in Accounts Recsivable 53241 53241 53241
Change in Inventories 51502 51502 51502
Change in Accounts Payable 5658 5658 5858
©2014 Harvard Business School Publhing. Credts Archived Runs.
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€ - C f D foriocom/simulate/harvard/working-capital-growth/simulation/#page=decide

HARVARD

PREPARE: ()  ANALYZI

Decisions Fhase 3: 2019 - 2021

Acquire a High-Risk Customer
© Renegotiate Supplier Credit Terms

Adopt a Global Expansion Strategy

pportunities Selected
- Renegotiate Supplier Credit Terms (remove)

©2014 Harvard Business School Publhing.

BUSINESS WORKING CAPITAL SIMULATION: MANAGING GROWTH

DECIDE:

One of SNG's main vendors is Dynasty Enterprises, based n China. Dynasty has offered SNG very advantageous payment

J 1 terms: 2110 net30. This could reduce SNC's cost of sales by an incremental $200,000 and s accounts payable by an
incremental $812,000 depending on choices made n prior phases. SNC ses this opportuniyfo inquire aboutrenegoiating
creditterms wih s ofher suppliers. Most ofthe suppliers respond favorably, similarty ofering a 3% discount for payment
Wihin 10 dys, as they do notwanto lose out on SNC's business.

What would you like to do about this opportunity?

2019 2020 2021

Incremental Summary Income Statement ($ in thousands)

Change in Sales 50 50 50
Change in Cost of Sales 8457 5457 5457
Change in EBIT 5457 s457 s457

Incremental Balance Sheet ($ in thousands)

Change in Accounts Recsivable 50 50 50
Change in Inventories 5112 $112 $112
Change in Accounts Payable 51803 51803 51803
Credts Archived Runs. Developed in partnership with Forio Online Simulatons.

B
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BOSKRSR WORKING CAPITAL SIMULATION: MANAGING GROWTH

PREPARE: ()  ANALYZI DECIDE:

Decisions Fhase 3: 2019 - 2021

Acquire a High-Risk Customer SNC s considering adding to ts client base Viva Familia, a family-oriented vitamin retail chain with medium-size outlets in

75 mostmtopotan e ntatn Amens sy o ancs T, UG Cou st s, v

© Renegotiate Supplier Credit Terms priced selection of ts product line to this company. This would provide SNC with a moderate increase in intial sales volume
(an incremental rise of 3%), butthe margins would be similar to those for the existing business. Because Viva Familia is
willing to pay upon delivery of SNC's shipment of goods at ports, the DSO measure is essentially equivalent to the time for
© Adopt a Global Expansion Strategy transit thereby reducing SNC's overall DSO by almost 2 days. However, itwould cause a minor DSl increase of 2 days.

What would you like to do about this opportunity?
pportunities Selected

- Renegotiate Supplier Credit Terms (remove)
- Adopt a Global Expansion Strategy (remove)

i

2019 2020 2021

Incremental Summary Income Statement ($ in thousands)

Change in Sales see6 1627 1527
Change in Cost of Sales 633 51503 51503
Change in EBIT 552 5125 s125
Incremental Balance Sheet ($ in thousands)
Change in Accounts Receivable s07 s249 s249
Change in Inventories 5215 5403 5403
Change in Accounts Payable s68 162 st62
©2014 Harvara Business SchoolPubishing Credts Archivea Runs

Developed in partnership with Forio Online Simulatons.





image19.png
([ harvard: x ¥ [P forio.cor x ¥ % Newme x @ Homew: x M Trial Call x [ HigherE x \ [*) Working x { [} Search

/ & eCampu x | [l Working x
€ - C i [[ forio.com/simulate/harvard/working-capital-growth/simulation/#page=dashboard T =
Dashboard: End of 2021 (Data in thousands of dollars) A
Equity Value: 52618 Total Value: @ 55,162
saes AnnuatFreo Cash Fiow TotalValue Createa 2010 I
L ek Lo
H $24,483 H Phase 1: $496 2011 I z m
g 20k [ Phase 2: s974 T
2 2 2012
Mo s s e o 3 s e |
2013
= Available Credit
P [ -
Z s20% I st =] i
g [ [
= = 2015 I
) ) |
Mo s s e N Mo 13 s e
2016 L
Netincome Total Current Assets. N
Lo $1,251 Lo ". Lo . I 5
3 3 3 2
z z z &
[IRTS I I I £ 00 £ ok
5 5 5 2018 I
) TS ) ‘
Mo s s e o 3 s e Mo 13 s e 2010 I
2020 &
&
2021 I
2022 I Complete
Credts Archived Runs Developed in prtnership with Foio Onine Simulatrs. i

©2014 Harvard Business School Publhing.





image20.png
/ & eCampu x | [l Working x \ [ harvardt x \ [l forio.cor x ¥ o0 keawrite. x \ @) Homew: x Y M Trial Call x [ Higher x { [ Working x [} Search x \ [') Working x \ @ Workca x |\ leconlifThojiebidemy
& 2 € # [D forio.com/simulate/harvard/working-capital-growth/simulation/#page=balance_sheet | =
Minimum Cash Requirement 5300 300 300 300 ° 2o I H b
Cash & Equivalents (Shortfall)* 46 5779 EY EY 2012 I *
Accounts Receivable $5376 $5472 55624 55624 - -t
Inventories $5,190 55203 $5.571 55571 » I _ ,
Other CA 50 50 0 0 - 2014 I z
Total Current Assets. $10,819 $10,286 $11,485 $11,485 e Total Current Assets 2015 I ¢
Net PP&E $40 540 $40 $40 |
ok 2016
Other FA 50 50 50 50 I “
Total Assets $10,859 $10,326 $11,535 $11,535 - 2017 I é
&
T 20 21 2018 I 1
Accounts Payable 52275 5540 634 634 |
Acrued Expenses s0 50 50 50 Credit Line Utilization 2019 I
Total Current Liabilities 52275 $540 s634 s634 h 2020 E
Amount Borrowed from Credit Line $3,200 53,200 53070 51818 ” I £
Total Liabilities $5.475 $3,740 83,703 s2.452 e I
Common Stock $200 $200 $200 $200 o s o o 2022 I Complete L.
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Total Stockholder's Equity $5,385 6,587 §7,832 $9,083
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Income Statement

iy

(data in thousands of dollars) 2018 2019 2020 2021
sales $22,856 $23,542 $24,483 $24,483 40K
Cost of Sales $21,106 $21,262 $22152 $22152
EBIT $1,750 $2,259 $2,331 $2,331 o
Interest Expense $256 $256 $256 5246 B
Pre-Tax Income $1.494 $2,003 $2,075 52,086
Income Taxes $507 $801 $830 $834 o
Net Income 5896 $1,202 $1,245 $1,251

7" Copy to Clipboara
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Ve

(data in thousands of dollars)
Net Income.

Depreciation

Change in Account Receivable

Change in Inventories

Change in Other CA

Change in Account Payable

Change in Accrued Expenses

Cash Flow from Operations.

CAPEX

Cash Flow from Investments

Change in Credit Line

Equity Issuance

Dividends

Cash Flow from Financing

Net Cash Flow

Beginning Excess Cash and Cash Equivalents

Ending Cash and Equivalents

©2014 Harvard Business School Publshing.
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Phase 3: 2019 - 2021 Synopsis Phase 3

Renegotiate Supplier Credit Terms
Adopt a Global Expansion Strategy

77 Renegotiate Supplier Credit Terms Phase 2
wl  snC's abilty to renegotiate payment terms with Dynasty Enterprises resulted in a significantly lower accounts payable balance Pursue Big-Box Distribution

and improved margin Expand Oniine Presence
Develop a Private-Label Product

You selected Renegotiate Supplier Credit Terms, and Adopt a Global Expansion Strategy and declined Acquire a High-Risk
Customer _ Below is a synopsis of how each opportunity affected your Working Capital and Cash Flow.

Revenue Opportunity EBIT Opportunity Free Cash Flow Phase 1

s00 ®
Acquire a New Customer
o . Leverage Supplier Discount
250 Tighten Accounts Receivable
K Drop Poorly Seling Products
o o -
i 2 @ 19 20 2 s 2 @

@ Adopt a Global Expansion Strategy
4

Taking on Viva Familia as a new customer helped SNC grow its top line with a very modest increase in cash tied up in inventory.

Revenue Opportunity EBIT Opportunity Free Cash Flow

E3 150 200

o0 o |
" .
. ) . -
0 0 300
e 20 21 e 20 21 ED) 20 21
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Ve

You selected Pursue Big-Box Distribution, Expand Online Presence, and Develop a Private-Label Product and declined no
opportunities . Below is a synopsis of how each opportunity affected your Working Capital and Cash Flow.

ol

Pursue Big-Box Distribution

Taking on Mega- Mart Inc. as a customer resulted in impressive top-line growth but the company's EBIT margin declined

Revenue Opportunity EBIT Opportunity Free Cash Flow

K 400 - |

K 500

200
) . . B
o o -2
e n7 ns e n7 ns e "7 s
1 Expand Oniine Presence
&5 Expanding SNC's presence in online retail increased sales with litle negative impact on working capital balances.
Revenue Opportunity EBIT onnommiw Free Cash Flow
3 200
—
x I |
I I ) I I

) . .

o o

e n7 ns s
Develop a Private-Label Product
Selling the private Iabel product to Fountain of Youth Spas increased SNC's EBIT margin, only modestly resulting in increased
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Develop a Private-Label Product B

:‘ Seling the private Iabel product to Fountain of Youth Spas increased SNC's EBIT margin, only modestly resulting in increased
accounts receivable and inventory balances.

Revenue Opportunity EBIT Opportunity Free Cash Flow
% 00 200
° |
® 250
. .
o o 400
s n7 s s n7 s s a7 s
Phase 013 - 2015 Synopsis

You selected Acquire a New Customer, Leverage Supplier Discount, Tighten Accounts Receivable. and Drop Poorly Selling
Products and declined no opportunities . Below is a synopsis of how each opportunity affected your Working Capital and Cash Flow.

Acquire a New Customer
L ]
Taking on Atlantic Wellness as a new customer increased sales significantly but resulted in higher accounts receivable and
inventory balances.

Revenue Opportunity EBIT Opportunity Free Cash Flow
sk 400 ®
0
) B l l l
1K
©2014 Harvard Business School Publhing. Credts  Archived Runs. Developed in partnership with Forio Online Simulatons.

11:49 PM

014




image27.png
/ & eCampu x | [l Working x \ [} hanvard: x  [ffl forio.cor x o2 kezwrite. x \ @ Homew: x \ M Trial Call x [ Higher £ x \ [') Working x { [ Search
€ - C # [ foriocom/simulate/harvard/working-capital-growth/simulation/#page=synopsis

{Q Leverage Supplier Discount <

Selling ts herbal nutraceutical line to Nutrilife enabled meaningful top-line growth. While this growth increased both the
accounts receivable and inventory balances, the drain on cash flow was partially offset by increased EBIT due to the favorable
contract negotiated with Ayurveda Naturals.

Revenue Opportunity EBIT Opportunity Free Cash Flow
E3 200 500
o —
® 100
500
0 0 1K
kR na s kR na s EE kN s

k Tighten Accounts Receivable
Although sales declined as a result of SNC's decision to drop Super Sports Centers, the company's accounts receivable picture
improved dramatically, freeing up cash

Revenue Opportunity EBIT Opportunity Free Cash Flow
0 0 E3
®
1K 100
0
-2k 200 1K
kR na s EE kN s EE kN s

X Drop Poorly Selling Products
Although reducing the number of SKUs that SNC carries in its product offering did have a negative impact on sales volume, the
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k Tighten Accounts Receivable
Although sales declined as a result of SNC's decision to drop Super Sports Centers, the company's accounts receivable picture
improved dramatically, freeing up cash

Revenue Opportunity EBIT Opportunity Free Cash Flow
0 0 E3
®
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0 ——
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X Drop Poorly Selling Products
Although reducing the number of SKUs that SNC carries in its product offering did have a negative impact on sales volume, the
‘amount of cash tied up in inventory decreased significantly as a result of streamiining the SKU count

Revenue Opportunity EBIT Opportunity Free Cash Flow
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SHOSKESS WORKING CAPITAL SIMULATION: MANAGING GROWTH

PREPARE: () AN DECIDE:

Congratulations!

You've successfully completed the simulation

Here are your final metrics:

- Sales: $24,483
- EBIT: $2,332
« NetIncome: $1,251
- Free Cash Flow. $1,399
+ Equity Value: 52,618
« Total Firm Value: $5,162
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Phase 1: 2013 - 2015 Synopsis Phase 1

You selected Acquire a New Customer, Leverage Supplier Discount, Tighten Accounts Receivable. and Drop Poorly Selling
Acquire a New Customer

Products and declined no opportunities . Below is a synopsis of how each opportunity affected your Working Capital and Cash Flow. Leverage Supplier Discount
R Now Custe Tighten Accounts Recelvable
\cquire a New Customer Drop Poorly Selling Products

oy
Taking on Atlantic Wellness as a new customer increased sales significantly but resulted in higher accounts receivable and

inventory balances.

Revenue Opportunity EBIT Opportunity Free Cash Flow
400 ®

sk
3K 200
BT
0 0 N
N3 4 s N3 4 s

3 i s
:O Leverage Supplier Discount

Selling ts herbal nutraceutical line to Nutrilife enabled meaningful top-line growth. While this growth increased both the
accounts receivable and inventory balances, the drain on cash flow was partially offset by increased EBIT due to the favorable
contract negotiated with Ayurveda Naturals.

o

Revenue Opportunity EBIT Opportunity Free Cash Flow
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{Q Leverage Supplier Discount 1

Selling ts herbal nutraceutical line to Nutrilife enabled meaningful top-line growth. While this growth increased both the
accounts receivable and inventory balances, the drain on cash flow was partially offset by increased EBIT due to the favorable
contract negotiated with Ayurveda Naturals.

Revenue Opportunity EBIT Opportunity Free Cash Flow
E3 200 500
o —
® 100
500
0 0 1K
kR na s kR na s EE kN s

k Tighten Accounts Receivable
Although sales declined as a result of SNC's decision to drop Super Sports Centers, the company's accounts receivable picture
improved dramatically, freeing up cash

Revenue Opportunity EBIT Opportunity Free Cash Flow
0 0 E3
®
1K 100
0 ——
-2k 200 1K
kR na s EE kN s EE kN s

X Drop Poorly Selling Products
Although reducing the number of SKUs that SNC carries in its product offering did have a negative impact on sales volume, the
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Tighten Accounts Receivable

Although sales declined as a result of SNC's decision to drop Super Sports Centers, the company's accounts receivable picture
improved dramatically, freeing up cash

Revenue Opportunity EBIT

0 0
) I I I - I
-2k 200

kR na s EE

Drop Poorly Selling Products

Opportunity Free Cash Flow

E3
I I ) .
0
1K
kN s EE kN s

Although reducing the number of SKUs that SNC carries in its product offering did have a negative impact on sales volume, the.
‘amount of cash tied up in inventory decreased significantly as a result of streamlining the SKU count

Revenue

0 0

- I I I )

1K 100
kR na s
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Decisions Phase 2: 2016 - 2018 B
Pursue Big-Box Distribution B e e

increase in sales in 2016, plus additional cumulative increases of 10% in 2017 and another 5% n 2018. However, because
Mega-Hart uses its national, volume-based purchasing powerto negotiate lower prices, the overall margins for SNC will drop
from 6.5%to 6%. Nevertheless, Mega-Mart pays its invoices very promply, which would benefit SNC by reducing DSO for the.
Develop a Private-Label Product  whole company by 3 days in the first year (2016) and by an additional 2 days in 2017 and beyond, for a total improvement of 5 days. Thus, the
'DSO will be 5 days lower than what itwas at start of 2016. Going forward, the DSO would stay atthis lower level

stores across the United States. This opportuniy could bring promising growth to SNC's top line over next three years: a 25%
Expand Online Presence ml

Opportunities Selected What would you like to do about this opportunity?

No opportunities selected yet.

2016 2017 2018 Post 2018

Incremental Summary Income Statement ($ in thousands)
Change in Sales 53250 54875 5769 5769
Change in Cost of Sales s3111 54533 s5471 s5471

_ Change in EBIT $139 5242 5298 5298
‘Submit D

Incremental Balance Sheet ($ in thousands)

Change in Accounts Recsivable 5723 $1039 51263 51263
Change in Inventories §743 51,107 $1307 $1307
Change in Accounts Payable 5335 5499 5590 5590

") Copy to Cipboara
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PREPARE: ()  ANALYZI DECIDE:

ns Phase 2: 2016 - 2018

© Pursue Big-Box Distribution ‘SNC has its own, modest intemet-based business. However, the company has been approached by Golden Years
5] Nutraceuticals, a much larger oniine distrioutor ofhird-party brands with connections to a national healthcare website
EETIEHEOR I o endorsed by aleading senior advocacy association. Therefore, Golden Years reaches alarge-and increasing-consumer base

of older Americans. This opportunity would generate an additional 10% increase in sales in 2016, followed by increases of 5%
in 2017 and 3% in 2018 Increasing the percentage of SNC's business thatis conducted online would decrease DSO,
Develop a Private-Label Product  because intemet sales are collected very quickly. Accounts receivable would decrease by 7 days inthe irst year and by an additional 3 days
in 2017, for a total improvement of 10 days. In 2018, the DSO would decline by another 2 days-in effect, 12 days lower than at the start of
2016, Going forward, the DSO would stay at this lower level and SNC's profit margin would remain unchanged

pportunities Selected

- Pursue Big-Box Distribution (remove)

What would you like to do about this opportunity?

2016 2017 2018 Post 2018

Incremental Summary Income Statement ($ in thousands)
Change in Sales $1.300 52015 52,465 52465
Change in Cost of Sales $1212 51878 52208 52208

Incremental Balance Sheet ($ in thousands)

Change in Accounts Recsivable 568 5119 5141 5141
Change in Inventories 5290 $449 $549 5549
Change in Accounts Payable 5131 5202 5248 5248
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