Understanding Business Borrowers Course 1: Business Sectors and Operating Cycles

BUSINESS OPERATING CYCLES

Obtain cash.

Disburse excess cash or accumulate 1

cash for company’s use to service P

long-term debt, distribute as \ Purchase raw material, namely
profit, and start cycle over again. 7 2 seed, fertilizer, or livestock.

f

Operating Cycle of a
Pay suppliers, other operating AGRICULTURAL Hire labor to plant, fertilize,
expenses, and debt. 6 BUSINESS 3 feed, and maintain crops or

\ livestock during growth.
Collect cash from sale of crops or livestock. 5 ~— 4 Harvest or sell finished product.

Note: The more acres planted or more livestock grown requires more cash in the operating cycle.

Obtain cash.
Disburse excess cash or accumulate > 1
cash for company’s use to service Purchase raw materials from
long-term debt, distribute as 8 2 supplier. Receive trade credit.

profit, and start cycle over again

) . ¥ Hire labor to convert raw
Pay supplier or bank Operatmg Cycle of a materials to G CIET

partially or in full for 7 MANUFACTURER 3 goods available for sale.
previously borrowed funds. \

Collect accounts receivable. 6 4 Sell finished goodS NS,
\ customer. Create accounts receivable.

5 <«

Pay supplier from cash balance. If company does not have
enough cash, may have to borrow from bank to pay suppliers.

Note: The longer it takes a company to complete each step in the cycle, the
more money the company will need in order to complete its operating cycle.
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Understanding Business Borrowers Course 1: Business Sectors and Operating Cycles

BUSINESS OPERATING CYCLES

Obtain cash.

Disburse excess cash or accumulate ) 1 Purchase finished goods
BRI By S 11se o service \ inventory from manufacgturer
long-term debt, distribute as 7 2 Receive (ol inm dit.

profit, and start cycle over again.

Operating Cycle of a ¢
Partially pay supplier or bank WHOLESALER Hire labor to sell finished
for previously borrowed funds. 6 3 goods inventory to retailer.
\ Create accounts receivable.
Collect accounts receivable from customer. 5 -~ 4 Pay supplier from available

cash or borrow from a bank.

Note: The longer it takes a company to complete each step in the cycle, the
more money the company will need in order to complete its operating cycle.

Obtain cash.

Disburse excess cash or accumulate > 1
cash for company’s use to service \ Purchase finished goods
long-term debt, distribute as inventory from wholesaler or

profit, and start cycle over again. 2 directly from manufacturer.
f Receive trade credit.
Collect accounts receivable Operating Cycle of a ¢
from credi.t card Cf)mpanies. RETAILER Hire labor to sell finished
Pay bank in full, if not 6 3 goods inventory to customer
done already. \ for cash or credit card.
Pay bank or supplier partially 5 -~ 4 Pay supplier for purchases. If company

or in full using cash from sales. does not have enough cash, it may

have to borrow from bank to pay supplier.

Note: The longer it takes a company to complete each step in the cycle, the
more money the company will need in order to complete its operating cycle.
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Understanding Business Borrowers Course 1: Business Sectors and Operating Cycles

BUSINESS OPERATING CYCLES

Obtain cash.

Disburse excess cash or accumulate 1
cash for company’s use to service e
long-term debt, distribute as
profit, and start cycle over again.

Repay bank partially or in full. 6

\

Collect accounts receivable. 5 ) 4

\ Hire labor and incur expenses before
2 and while providing the service.

Collect cash or create accounts
receivable during and after
3 providing the service.

Operating Cycle of a ¢
SERVICE BUSINESS

r'4

Pay expenses incurred to perform the service
from available cash. If company does not have
enough cash, it may have to borrow from a bank.

Note: The longer it takes a company to complete each step in the cycle, the
more money the company will need in order to complete its operating cycle.

Obtain cash.

Disburse excess cash or accumulate 1
cash for company’s use to service i
long-term debt, distribute as 8

i 2 Purchase any materials needed.
profit, and start cycle over again.

Operating Cycle of a ¥ _ _
Collect any retainage. 7 CONSTRUCTION Hire labor to build,
remodel, or construct.
\ COMPANY

Pay suppliers and bank debt. 6 4 Bill owner or general contractor
R for work performed.

5 <«

Collect initial accounts receivable less any retainage.

Note: The more jobs performed, the greater the need for cash to keep the operating cycle going.
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