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PressClipping (A): Relations with Suppliers

The Frankfurt-based firm PressClipping prepared news reports for financial
institutions, government agencies and large corporations. In December
2003, Albert Wurcher, PressClipping’s CEO, was reviewing the company’s
financial expenses and bank policies

The Shareholders

Founded in 1998, the company had grown to be the third largest in its
sector in Germany. Its current shareholders had first entered with a small
participation in 1999, but after a fallout with the previous management,
they took over the control of the company.

The Product

PressClipping’s activities started at 6 o’clock in the morning, when the day’s
newspapers were collected and the TV and radio channels started being
monitored, to select relevant information for the clients’ dossiers. These
dossiers were elaborated following a set of preferences in terms of news and
current affairs previously defined by the clients.

This case was prepared by Professor Javier Santoma as the basis for class discussion rather than to
illustrate either effective or ineffective handling of an administrative situation. December 2004.
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When PressClipping started producing reports in 1998, the process was entirely
manual. But after the incorporation of Albert Wurcher as CEO, scanners were
introduced to treat the information electronically and the reports were sent, when
requested, to the customers by e-mail in electronic format. Even after these changes,
the business was still labor intensive, employing 147 people. Though some newspapers
could be obtained in digital format, these versions were frequently incomplete with
respect to the printed version, rendering the format useless. An additional difficulty
was image treatment: since many clients were interested in the presence of their logos
and brand names in the newspapers, their recognition was only possible at present
through human screening, as OCR (ocular recognition programs) were not able to
detect logos and brand names in the images. TV and radio programs required personal
recognition. To reduce personnel costs, one person would be in charge of more than
one channel.

The Problem

Growth did not come easily to the company. PressClipping suffered competition from
small-sized companies that offered low prices, and from the clients’ own information
departments. There were only four sizable companies in the sector.

PressClipping had changed its premises several times since it was set up. In 2001, it
had lost an important client, representing 30% of its sales, and had later cancelled
several unprofitable contracts. The company had a number of clients with overdue
invoices, leading to frequent cash shortages and payment delays in salaries and
account payables. As a result, Albert had spent a good number of sleepless nights
planning how and where to obtain funds to pay for the company’s overdue obligations.

The company’s chronic liquidity shortage had started to improve after Albert had taken
over its management. Nevertheless, the firm was still having difficulties in terms of
liquidity (see Exhibits 1 and 2).

Albert had to work hard to solve the liquidity problem. Cash difficulties had obliged
him to work with five different banks, opening credit lines for up to €1.2 million.
These credit lines were practically always exhausted. As the credit lines had been
insufficient, he had had to factor some of the invoices. The factoring institution would
not buy the risk of the invoices, but was ready to finance the invoices. The invoices
were used as guarantees. Banks would argue that unpaid bills and defaults were high
in this sector.

The Objective

At the top of Albert Wurcher’s agenda was opening and negotiating an additional €1
million credit line. This credit line would be used cover abnormal liquidity needs and
to reorganize the company-bank relationships. Frequent liquidity shortages had forced
Albert to work with too many banks, which prevented him from negotiating good
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contract terms and conditions. He was satisfied just to have these banks working with
the company. He also wanted to reorganize the current bank accounts. His final goal
was to reduce his financial expenses and to have a reasonable liquidity level.

Financial expenses amounted to 3.4% of the company’s sales, and net profits were
4.3% of net sales. For this reason, any reduction in financial expenses would be
especially welcome. Albert was unclear why PressClipping had such a high level of
financial expenses. Exhibit 3 gives details of financial expenses, Exhibit 4 gives
information on interest, income and expense, and Exhibit 5 provides details on the
float volume.

Bank Relationships

PressClipping had relationships with four banks, although it had very limited dealings
with one of the banks:

Deutsche Bank

Most of the domestic payments and collections were made through a nearby branch of
this bank. The bank’s national geographic coverage justified the convenience of its
selection

Citibank

The products contracted with this bank were loans, guarantees and international
payments and collections.

Commerzbank
This bank was used for factoring operations. The bank was seeking aggressive growth.
There was a fourth bank, but the business activity with it was minimal.

Exhibit 6 gives details of products provided by different banks and the volume of
business with each bank. Exhibit 7 gives an estimation of the volume of the bank
floats and Exhibit 8 describes the banks’ conditions.

Albert decided to analyze these numbers and start negotiating with the banks.
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