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Abstract 

Working capital management involves the relationship between a firm's short-term assets & 

its short-term liabilities. The goal of working capital management is to ensure that a firm is able 

to continue its operations & that it has sufficient ability to satisfy both maturing short-term debt 

& upcoming operational expenses. The management of working capital involves managing 

inventories accounts receivable & payable& cash. 

Working capital management refers to the administration of all aspects of current assets namely 

cash marketable securities debtors & stock (inventories) & current liabilities. The financial 

manager must determine levels & composition of current assets. He must see that right sources 

are tapped to finance current assets& that current liabilities are paid in time. He must see that 

right sources are tapped to finance current assets& that current liabilities are paid in time 

KeyWords: Working Capital Management Current assets Current liabilities Marketable 

Securities  etc 

Introduction: 

    Working capital structure is concerned with the problems that arise in attempt to manage the 

current asset the current liabilities & the interrelationship that exist between them.  It also simply 

known as working capital which impels total of all current assets.  It is the difference between 

current assets & current liabilities or that portion of a firms current assets which is financed with 

long term funds. It will be positive when current assets are more than current liabilities. It will be 

negative when current liabilities are in excess of current assets. 
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      The investment in current assets which is as permanently as investment in fixed assets. It covers 

that minimum amount necessary for maintaining the circulate assets. The working capital which is 

required to meet the seasonal dem&& special unforeseen events. The unit does not have any facility 

with bank for working capital purpose they get the required funds transferred term its corporate 

office Delhi as & when required. The company has introduced SAP which integrates all the 

transactions taken place in the organization. Under financial accounting the following are main 

categories of modules which taken care all account work. 

 General Ledger. 

 Accounting Payable 

 Accounting Receivable 

 Fixed Assets 

 Balance sheet & P&L account. 

 

Objectives of the study: 

1. Explain the various types of working capital  

2. Discuss the significance & tools of planning for working capital. 

 

LITREATURE REVIEW 

 Theoretical Background:  

Simply Working Capital means amount of funds which a company should have to maintain day to 

day operations. An important function of the finance manager is to oversee the firms’ day-to-day 

financial activities. This area known as Working Capital Management is concerned with the 

management of firms’ current accounts. The goal of finance manager is to attain the maximum 

profits with minimizing the risk by managing the current assets of cash Short term Securities 

Accounts receivables Inventory & Current Liabilities of Short term financing all debts of the firm 

which are one year or less.  

Components  

 Current assets also known as gross working capital current capital or circulating capital can take 

the form of cash near cash & other assets in the process of getting converted into cash in the short 
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run normally a year. The other assets include stocks of raw materials & supplies needed for 

manufacturesemi finished goods stock of finished goods awaiting sale sundry debtors or accounts 

receivables that will finally emerge as collections against credit sales & short term investments if 

any.The following are the frequently occurring items of the working capital in most of the business 

concern.  

CURRENT ASSETS: 

Inventories: 

 Raw materials  

 Work in progress 

 Finished goods 

 Scrap 

 Others 

Loans & Advances & other debtor balances :  

 Sundry debtors 

 Bills receivable 

 Loans & Advances  

 Other Current advances 

Investments (Short term) 

 Government securities  

 Industrial securities  

 Others including private deposits  

Cash & Bank balances: 

 Fixed deposits with bankers 

 Cash & Bank balances  

payment of tax 

Current Liabilities: 

1. Borrowings: 

 From Banks other than those against debentures & other mortgages 

 Other borrowings such as loans. 
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2. Trade dues & other current liabilities: 

3. Sundry Creditors  

4. Bills payables  

5. Advances from customers  

6. Other current liabilities 

 Provision for Taxation 

 Other provisions including outst&ing expenses 

The concept used in two ways. They are: 

 Gross Working Capital 

 Net Working Capital 

Gross Working Capital is represented the investment in Current Assets Net Working Capital is 

difference between current assets & current liabilities. Right now the finance manager’s decision is 

the position of current assets which the firm has to either from long term funds or short term funds 

like bank borrowings. 

 

 Acquisition of Resources 

 Conversion of Raw materials  

 Work in process into finished goods into sales  

 Collection of cash from sale 

When the operating cycle is larger the requirement of investment is also in same manner & vice 

versa. 

The following factors are determinant of working capital requirement. They are 

 Nature & Size of the Business  

 Choice of technology 

 Production policy 

 Sales growth 

 Dem& conditions  

 Production policy 

 Firm’s Credit policy 
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Now the major hazardous task is to determine the requirement of cash which can be sourced from 

various sources in a balanced way. In case the company prefers higher borrowings the firm lacks 

liquidity. Thus the financing of current assets involves a trade  off between risk & return.  

 

Inventory Management 

An inventory is materials in various forms & includes raw materialsmaterials for sale & 

components that make up the product. The various forms in which inventories exist in a 

manufacturing company are Raw materials work in processsemi finished goods finished goods. 

 

Need to hold Inventories: 

The motive of maintaining the inventories involves tying up of the company’s funds & optimize the 

incidence of storage & h&ling costs for transaction purpose Precautionary purpose Speculative 

purpose. A company should maintain adequate stock of materials for a continuous supply to the 

factory for an uninterrupted production. 

Industrial Background of Study:  

The main objective of maintaining the inventory management is to overcome the following 

problems of excessive or inadequate maintenance of inventory. The objective are  

 To maintain adequate inventory for efficient & smooth production & sales operation.  

 To maintain a minimum investment in inventories to have a better control on working 

capital management & reduce interest burden which leads to improvement in profitability. 

The unit is engaged in the business of projects for power sector & cement sector engineering 

services & hence the investment in the form raw material work in processsemi finished goods & 

finished goods will be higher. Actually in this type of industry the major part of the investment will 

be in work in process or in any one of the components of inventory depending upon the progress of 

the project that the firm executes every year approximately 60% of the inventory is blocked in the 

work in process.  
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Cash Management: 

Cash is required to meet the firm’s transactions & precautionary needs. A firm needs cash to make 

payments for acquiring resources & sources for he normal condition of business. It keeps additional 

funds to meet any emergency. 

 

MANAGEMENT OF CASH INVOLVES THREE THINGS 

 Managing cash flows into & out of the firm 

 Managing cash flows within the firm 

 Financing deficit or investing surplus cash 

Practically it is important to predict the cash flows & to make synchronization between inflows & 

outflows. Firms can prepare cash budget to plan for short term such as weekly monthly quarterly 

half-yearly yearly. 

The unit has following Bank A/c for making transactions. They are  

1. State Bank of IndiaSecunderabad 

2. State Bank of Hyderabad Shahabad. 

 

Credit Policy  

Every company has the sources for financing short-term basis   naturally they are 

 Trade credit 

 Deferred income & Accrued expenses 

 Bank borrowings 

Above mentioned first two are available in the normal course of business it can be called as 

spontaneous sources of working capital finance. They don’t involve any explicit costs. The unit 

does not have any facility with bank for working capital purpose since; they get the required funds 

transferred from its corporate office Delhi as & when required.  

 

WORKING CAPITAL TOOLS  

Data analysis tools: 

                 The various financial & statistical tools used for the study to derive the objectives are;                          
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1. Ratio Analysis. 

2. Trend Analysis & projection. 

 

Ratio Analysis: 

A ratio is a simple term’s arithmetical expression of the relationship of one number to another. It 

may be called as the indicated quotient of two mathematical expressions. A financial ratio is the 

relationship between two accounting figures expressed mathematically. A ratio can also be 

expressed as percentage by simple multiplying the ratio by 100. The ratio can also be expressed as a 

rate or time. 

The following data involved in the ratio analysis: 

 Acquiring requirement data 

 Calculation of appropriate ratios from the above data 

 Comparison of calculated ratios with the ratios of the firm in the past or ratios developed 

from projected financial statements. 

 Interpretation of ratio 

The following ratios can be calculated for measuring the short-term solvency of a firm. 

1. Liquidity Ratios 

2. Currently assets movement ratios 

 

Liquidity Ratios: 

Liquidity refers to ability of a concern to meet its current obligations as & when these become due. 

The short-term obligations are met by realizing amounts from current assets. These assets are either 

liquid or non liquid should assess the sufficiency of current assets. 

To measure that the liquidity of a firm the following ratios can be calculated. 

 Current Ratio 

 Quick/Acid/Liquid Ratio 

 Absolute liquid Ratio 

Current ratiois the ratio which express the relationship between current assets & current liabilities. 
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                                                  Current assets 

                               C.R =     ------------------------ 

                                               Current liabilities 

Current assets include cash marketable securities debtors inventories loans & advances & prepaid 

expenses.Current liabilities consist of loans & advances (received) trade creditors accrued expenses 

& provision. 

                         The current ratio is very popular financial ratio which measure the abilities of the 

firm to meet its current liabilities. A firm with cash & accounts receivables is more liquid than one 

with a high proportion of current assets in the form of inventories even though both have the same 

current ratio. 

Quick ratio: 

Quick ratio is the ratio which express the relationship between quick assets & quick liabilities.                                   

Quick assets 

                    Quick ratio =    ------------------------ 

                                               Current liabilities  

Quick assets refers those assets which can be converted into cash quickly i.e.within in a short period 

within a short period without much loss. They include Current assets except inventories 

Absolute Liquid Ratio: 

The relationship between cash based items & current liabilities. 

                Cash & Bank + Short term securities 

Absolute Liquid Ratio = ------------------------------------------------------------ 

                                                                  Current liabilities 

 Average Collection Period Ratio: 

The average number of dates for which debtors remain outst&ing is called average collection period

                           360 

 Average Collection Period = ------------------------------------------- 

      Debtors Turnover 
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 The collection period helps in determining the collection ability of debtors & thus the efficiency of 

the collection efforts & comparative strength of advanced relative to its credit policy & 

performance. 

                                                                   360 

           Payment period =       ----------------------------------------- 

                                                      Creditors’ turnover ratio 

      The payment period helps in determining the collection ability of creditors & thus the efficiency 

of the payments efforts& comparative strength of advanced relative to its performance. 

Current assets movement ratios: 

These assets are actively or turnover ratios measure the efficiency or effectiveness with which a 

firm manages its resources or assets. The various activity ratios are 

 Inventory/stock turnover ratio 

 Debtors Turnover ratio 

 Creditors Turnover ratio 

 Working capital Turnover ratio 

Inventory Turnover Ratio: 

Inventory is stock of finished goods so as to be able to meet the requirements of the business. The 

ratio represents the number of times stock turned over during a year it means the average inventory 

is the average of the opening & closing balance of inventory. 

                                                        Net sales 

   Stock Turnover Ratio =   ------------------------------ 

                                                        Inventory 

                      Days in a year 

  Inventory Turnover Ratio = ------------------------------- 

                                                    Stock Turnover ratio 

Debtors’ turnover Ratio: 

  The liquidity position of a concern to pay its short-term obligations in time depends upon quality 

of its trade debtors. Debtors turnover indicates the number of times debtors turnover each year. 

Generally the higher the value of debtor’s turnover the more efficient is the management of credit. 
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                                                   Total sales 

Debtors Turnover Ratio =        --------------------- 

                                                    Debtors 

The average number of the days for which debtors remain outst&ing is called the average collection 

period. 

                                                   No. of working days 

Average collection period =   ------------------------------- 

                                                  Debtor’s turnover ratio 

Creditors’ turnover ratio:   

            Creditors’ turnover ratio expresses the relationship between creditors & purchases. This 

ratio is also known as Average payment period. It is calculated as follows: 

                                               Total purchases 

Creditors turnover ratio =   --------------------------- 

                                               Trade payables 

The average number of the days for which creditors remain  Outst&ing is called the average 

collection period.                                                       Sales 

                         Liabilities turnover ratio   =       ----------------------- 

                                                                             Net Liabilities 

 

                                                 No. of working days 

Average payment period=   ---------------------------------- 

                                                Creditor’s turnover ratio 

 

Working capital turnover ratio: 

   It represents the velocity of utilization of net working capital. It measures the efficiency with 

which working capital is being used by a firm. 

                                                                        Sales 

      Working capital turnover ratio:  ------------------------------ 

                                                            Net working capital 
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Trend Analysis: 

The financial statements may be analyzed by computing trends of series of information. This 

method determines the direction upwards or downwards & involves the computation of percentage 

relationship that each statement item bears to the same item in base year. 

The following procedure to take up. 

 First year is base year 

 Figures of base year are taken as 100 

 Trend percentages are calculated in relation to base year. 

Findings 

1. The working capital ratio is calculated as: Positive working capital means that the company 

is able to pay off its short-term liabilities. Negative working capital means that a company 

currently is unable to meet its short-term liabilities with its current assets (cash, accounts 

receivable, inventory). 

2. adapting better management practices, the company may attain a sound financial position in 

future and able to manage its working capital efficiently 

 

Suggestion: 

 For improvement of organization ‟ s profitability, much emphasis is needed to improve the 

better working capital management by decreasing the current liabilities through reducing of 

unplanned overhead expenses. 

 

CONCLUSION: 

I want to note that working capital occupies a peculiar position in the Capital structure of a firm. It 

is the life-blood of all types of enterprises manufacturing& trading both. If the business has enough 

working capital it can maintain its operating efficiency. Not only that but adequate working capital 

provides psychological satisfaction & relief to the management. Only those enterprises which have 

adequate working capital can survive in times of depression. It has been observed that number of 

business enterprises have failed due to inefficient management of working capital. Form this point 

of view the management of working capital becomes a tedious exercise for a financial manager of a 
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firm. The most important point of that working capital management is not only for big companies it 

is also quite important for small firms. 
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