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Management of Working Capital Case Study: “George’s Trains”


There are more than a few ways to describe the financial performance of a company. Working capital is one of the most important approaches, besides analysis of capital budgeting practices (Byrd, Hickman & McPherson, 2013). In this regard, George is running a profitable business, based on the information in the provided video, Management of Working Capital Case Study: "George's Trains," by Intelecom. This paper describes George’s working capital practices, including his methods of capital budgeting analysis techniques. Also, it provides an analysis of potential pitfalls in his capital budgeting practices that George should be aware of. To recommend areas of improvement, a simple statement of cash flows for George’s Trains is developed using the information gleaned from the video. 
· Describe his working capital practices, including his methods of capital budgeting analysis techniques.
While the case study portrays George’s Trains as a business that has been faced with a myriad of challenges, George’s smart business practices, as well as quick and smart reactions, have been critical to the success of the firm’s success. He managed to make sound working capital and capital budgeting decisions that enabled a successful startup and sustainable financial performance amidst the challenges. An excellent net working capital practice employed by George involves streamlining end-to-end processes. Baños-Caballero, García-Teruel, and Martínez-Solano (2014) note that this is an approach that can help a company reduce inventories, for instance, keeping the inventory at a reasonable level provided George with an excellent opportunity to maintain reasonable working capital levels. Given that George’s Trains is not operated on a large scale, it requires less working capital, and thus, George’s decision to keep inventory as low as possible makes sense.
George strives to minimize the impact of excess operative working capital by maintaining his inventory at a reasonable level. While inventory is considered to be a firm’s asset, an excess of it would quickly become a liability when it does not sell (Baños-Caballero et al., 2014). In essence, this practice allows him to simplify as well as streamline processes in a manner that eliminates waste while keeping potential trade-offs in mind. George cuts back on heavy inventory during quiet months, for instance, after Christmas. It goes without mentioning that he anticipates increased demand and orders his inventory accordingly. 
Positive capital budgeting is a practice that involves focusing on the potential payoffs on successful investments, which mostly require ingenious efforts to develop new products as well as build existing products at a lower cost (Byrd et al., 2013; Kashyap, 2014). George manages to improve the quality of the Classic Lionel Trains as well as introduce a new product line when the demand drops. He chooses to go with the trend as he manages to introduce smaller trains and race cars. 
Kashyap (2014) highlights that managerial decisions that align businesses with current trends play a significant role when it comes to promoting organizational success. It’s a practice that George aligns himself with by adjusting inventory to consumer and social trends within the market. The highlighted working capital practices and capital budgeting analysis techniques help George run a successful business amidst the challenges that faced him. Analysis of consumer trends also helps inform George’s capital investment decision, especially when he decides to buy the building as well as introduce the new product line. 
· Analyze the potential pitfalls in his capital budgeting practices that George should be aware of. 
A very important capital budgeting practice employed by George involves analyzing data to predict trends in consumer behavior. However, a major pitfall that George should be aware of is the fact that consumer behaviors are sometimes unpredictable. It’s impossible to predict changes in consumer purchasing habits as accurately as possible (Cusumano, Kahl & Suarez, 2015). Overreliance on this technique might increase the chances of the business suffering the undesirable costs of incorrect predictions. Another pitfall in a technique like positive capital investing is that of focusing on accounting results. Like most business owners, George makes capital investing decisions like purchasing the building and investing in a new product line because he’s incentivized by the high net present values. However, he fails to consider the possibility of project failure, and regardless of the fact that he makes positive gains, it’s critical that he considers both the risks and benefits of a capital investment in the future. 
· Develop a simple statement of cash flows for George’s Trains using any information gleaned from the video. What areas of improvement do you recommend?
Byrd et al. (2013) affirm that a statement of cash flows mainly provides crucial information about a business’s cash receipts, cash payments, as well as the net change in cash resulting from the operating, investing, and financing activities within a particular period. Considering George’s Train Store, there is no mention of specific financial figures, but based on the description of the business’s operations and activities, the following could be a simple statement of cash flows for George’s Trains. 
	George’s Train Store
Statement of Cash Flows
For the Year Ending Dec. 2016

	Cash flows from operating activities
	
	

	Net Sales Income
	
	$76,000

	Less Cash Paid for
	
	

	Inventory
	$25,000
	

	Wages
	$7,000
	

	Interest
	$3,500
	

	Other operating expenses
	$3,000
	

	Income Taxes
	$7,500
	($46,000)

	Net cash from operating activities
	
	$20,000

	

	Cash flows from investing activities
	
	

	Equipment purchase
	($6,000)
	

	Net cash provided by investing activities
	
	($6,000)

	

	Cash flows from financing activities
	
	

	Repayment of loans
	($5,000)
	

	Net cash used in financing activities
	
	(5,000)

	
	
	

	Net Cash
	
	$19,000


Based on the above hypothetical statement of cash flows for George’s Trains Store, one area of improvement that would be recommended involves expanding the inventory further to include other toys. There are so many types that are in demand by children within the current market, such as model trains, cars, and trucks, and by including these products to its existing portfolio. By so doing, George will increase the store’s sales volume by appealing to more consumers. This would translate to increased cash inflows in the form of net sales income. Another area includes minimizing operating costs by innovating crucial business operations, for instance, by investing in an online website that allows consumers to pre-order toys as recommended by Cusumano et al. (2015).
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