
 

Topic 3.3: Effective financial management 

Case study 
Skillen’s is a small chain of indoor play zones. Typically, it 
leases a building on an industrial estate and fits it out 
with an indoor play area aimed at 3-11 year olds. It is 
popular with parents giving birthday parties for their 
children and for somewhere to go during the school 
holidays or at a weekend. There is a small bar and 
kitchen area in each outlet for the sale of tea, coffee and 
soft drinks to parents and children. Party food is also 
prepared and served, mainly for birthday parties. 
The company has firm policies about payment designed 
to maximise cash inflows and minimise cash outflows. 
Parents booking parties have to pay a 20 per cent deposit 
on booking and then pay the balance a week in advance. 
Parents who bring their children individually pay at the 
door. Sometimes, a local business will book a party. 
Skillen’s treats them like any other customers and does 
not give any credit. On the other hand, it has an 
unwritten policy of paying as many invoices as late as 
possible. It knows which suppliers put pressure to pay 
roughly on time and which suppliers are very lax in 
chasing up invoices. 
Management at Skillen’s knows that maximising cash 
inflows is key to also maximising profit. The manager of 
each outlet is expected to keep the outlet as busy as 
possible. For example, parents of children coming to 
birthday parties are given money off vouchers if they 
come with their children as individuals. Parents can buy 
season tickets. Less popular evenings are promoted in 
local newspapers with low entry prices. With high fixed 
costs, getting as much revenue as possible through 
flexible pricing is essential. 
The main cost that can be varied is the labour cost. Most 
of the workers in the outlets are employed on the 
minimum wage. They tend to be young girls or working 
mothers. Many are casually employed. It is up to the 
manager to have the minimum level of staffing needed at 
any time in order to minimise cost. So the manager has 
to call in casual staff as and when they are needed. This 
has its disadvantages. Managers of outlets complain they 
spend too much time sorting out staffing. Casual workers 
also often lack training and commitment. This can lead to 
customers getting less than satisfactory service. 
When considering whether to open a new outlet, 
management prepares a business plan including break-
even analysis.  The rent on industrial units differs in 
different locations. So too do a variety of other costs. 
This affects the break-even point and the margin of 
safety. New outlets are expected to reach break-even 
point within six months. If they are not showing a profit 
after a year, they are closed down. Closing down a poorly 
performing outlet has only happened once fortunately. It 
was a reminder that choosing a good location is also 
important to success. 
The business was initially financed from a mix of bank 
loans and equity (share capital) put in by the two 
founders of the business. These two shareholders want 

to keep control of the company and so would not 
contemplate issuing new shares to raise finance for 
expansion. The company is now heavily reliant on 
retained profit to finance the opening of new outlets. 
Bank borrowing is kept to a minimum in an effort to 
minimise risk to the business. 

Suggested discussion points/answers 

1. How does Skillen’s maximise cash inflows? 
Indicative content 
 20% deposit on party bookings 
 Individual entry payments on the door 
 No credit facilities 
 Paying invoices as late as possible 
2. Why does employing casual staff help minimise costs 

for the business? 
Indicative content 
 Helps with minimum levels of staffing 
 Managers can call in staff when they need them 
 Minimises wage bills 
 Not paying for staff when they are not needed 
 Full time staff tend to be more expensive  
3. How do promotions and special offers help increase 

profit? 
Indicative content 
 Promotions aim to increase sales and thus increase 

revenue 
 If the rise in revenue is higher than the cost of running 

the promotion then profit will rise 
 Promotions will inform customers of the goods and 

services on sale 
 May attract new customers or make existing ones aware 

of new products/ideas 
 Can target times where slow sales occur 
 Current customers can be targeted with ‘money-off’ 

vouchers for future purchases 
4. Why does Skillen’s use break-even analysis when 

considering whether or not to open a new outlet? 
Indicative content 
 Helps to identify the break-even number of customers 

required 
 Different industrial units they locate at attract different 

rental prices. The lower the rent the lower the break-
even point. Using break-even helps focus on the number 
of customers needed in each location 

 Margin of safety will be larger or smaller depending on 
the level of costs 

 Helps staff understand the targets they may have to 
meet 

5. What internal and external sources of finance are used 
by this business?   

Indicative content 
 Internal 

Equity put in by founders 
Retained profit 

 External 
Bank loans 


