SHOE COMPANY SCENARIO ANSWER GUIDE


1.
This process is called capital budgeting. Managers make these decisions through the involved process of estimating each potential project’s value to the business. In other words, financial managers ask themselves, “How likely is it that the new project will be profitable?” This is 
a capital investment decision. Capital investment decisions are made for the long-term and involve company projects that will (in theory) last for years into the future.


2.
Equity refers to assets the company already owns. In the case of Smith’s Shoe Company, this can include current employees and machinery. It can also include the significant money that the company already has. 


3.
If Smith’s Shoe Company wants to impress investors, it should be sure to monitor its cash conversion cycle and return on capital. The cash conversion cycle is a ratio that refers to the number of days between a company’s paying for raw materials and receiving cash from selling the products made from those raw materials. When investors consider investing in a company, they often look at the cash conversion cycle as an indicator of whether or not the company has good working capital management. A downward trend in the cycle is a positive sign, while an upward trend is a negative one. Return on capital (also known as return on invested capital) is a measure of how well a business generates cash flow in relation to the capital (both debt and equity) it has already invested in itself, and it is usually expressed as a percentage. The company needs to make sure its net profit is positive if it wants to be a solid choice for investors. If the net profit is negative, the company is losing value.

4.
If Smith’s Shoe Company makes a profit, one of its capital investment decisions is to determine whether or not to pay dividends to its shareholders and, if so, when and how much. If the company chooses to pay dividends, it will have to decide whether to pay them in cash or stock. If the company does not choose to pay dividends, it will use its profits to either finance new projects or reinvest in existing ones. It’s up to the financial managers of Smith’s Shoe Company to decide what’s best for the business. 
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