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l*a* ala# knowa aa drealatlag faal*
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Caeca tacabacy capAalaa# wccfelag capital 4a caablafi

*£ tewiaiai aadartaklag aaaaatlally catalla a prccaaa af 

coawrsioa af lata toadt lata aaafc vita latacaadlata stages 

4*a* stacks* salsa* rseaiaablas and .«> rsaHsatloa at stab*

Tba aaaaat af facds raqal rad far aaatlag currant aaadt 

aariaa fraa tlaa ta timm 4a avwy bealaaea* Marking capital la 

nl ml f 1 art lata taa «aav*

4) ta tha baala af concept*

44) Qa taa baala af tlaa*

oa tba baala af coaaaati aeaklaa oaaltal la alaaalflad aa 

grata necking capital tad act narking capital*



44

Gft tfca tf liM| ««ki«S Miltil U 40

andar* «

a) NtttMitfltaii walking capital#
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wacking capital ia tin onaaaa meant am tka needa far 

c*9«ltt working capital te ta
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raanaraii ana aagacinankp
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yirlabli worfciay capital ahaagoa «iii woUao of bailaoaa 

or idtii output.

It a«r *• M ttviM lata nmohI aad apodal working

oapltal.

1) apodal vorklag capital la aoodad far flwaadag adhaaa aa 
oar*waioni aadacalaatlaa. oapodaMa to. raaoarobor.

woKklJM oadtal la rooalrad ta aoofc aoaoaaal aooM 
Arialac out flrau boaulao ooadtlaa ia aarbai»

m ig^„„m,i«i».wil,^r,.a«u«»«m» «
fha naad for worklag capital can aot aa ovar aajtoaaloaO. 

svacy botlaMs noada soaa aaouat of working capital. Dm aoec 
yaaarally iriat* duo to tba tiao gap batwaao prodaotloa and 
r walla atlaa a€ caah froa aalaa. ibara ia m oparatlag eyda 
iavdvad in tba aalaa and roUaatloo of aaali. tfcara ara tlaa 
gap* ia purchaaa of raw aatarlala aad iareouctioa. prouuctiaa and 
aalaa and caaliaatioa of caah. Mi ad*juata working capital 
la aaaoiitial far aaootb aid afficiaat opar&tloc or aualaaaa. 
Iharofora. tha wotklag capital la aoodad tor tba following purpoaa.

1. tor tba pardbaaa of raw aa tool ala # naapaaaata aad aparo.

S. to aaka proapt payataat of vagaa aad aalarlaa.
9. to aoot Oar to day axpaaaaa aad otor boat coat. l.a. foal,

powa*. aad off loo oxpaaaaa.
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tka bunions* It aolf but aloo aaoag ita ountanoro# orsditocs and 

baaiaaaa aaaoolataa*
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the praa»i Of bill* to NwUm« wa«ea to workers will

aa# Iimn A CSatiMfted MUDIv Of Materials* het 1*411

credit for the future or for sosoaosl operatise*
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duo to the pr«ipt peyaset# vendors will oily nuMber of 

conceptions like discounts, or vendors asy bear sa livery expenses.

fw adsquaey of the working capital aatataiao the osostant 

inflow of Material* froo whisk tlis stood? work to warkars nay 

too Maintained. woiora II increase **“»{** effieionoy*

4. ..*

Malt advance on the liquidity of the enterprises* the 

•deputy ofweakins capital is an indiestion of saundfceos of the 

enterprise* hanks advance easily to seek easiness coae rns*
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to substantial borrowing willing.paying high a* rato of intnrast, 

MMofi doellno will foaturo mom traof wHsrt tha 

mill ara aogaf to rapay that* abort-borrowlagtasm.

lo start op ox oow projuet uaf initial four* oosotianto 

tha oaat importost phasa foe planning anf provision# of wort log 

capital fund. li praattcti hawsoar «01 . foot i* gaaarally
MMt looknd *ad eo o r«Rult< uoy um vsmturaa run into financial 

difficulties la thslr oarly ©paretlag years. Dm capital 

oxpondlturo phasa foe a mow project wUct loolofoe ifsotifioottan 

of this specification ana source of egdpmsot oaf

facilities to no actpiirof oaf iatsallof* foods rogdronont oto* 

rood wo elooo oaf continuing attention, surt typo of attoatloo 

la howotor aot glooa to Dm Investment la earrent ass os to 

through it eonstltuos a major port of total Investment*

*• .1»..owcn^ t-oLiaia *

Product tloa no! 1 nrl so hsvt to On facmtloiMd so to* osala tlMi^w^wm sn^^^^ws^^^^^^nsssooswseme mosses s^^omswnes^s ovosPOf

iaoiviaual settling of each enterprise* ana company mulch 

experience strong seasonal investment nave apodal warning oapftal 

prodens* &oefe companies may try to maintain a steady rate of 

poofustian tfcoughout yosr as against soasoaal demands for thoir
gOOdS*
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m ootMMloA# Um «h» btwm Km r«f atHfUl pw»i>
Mi iM «f Mo OMMfitrtorlng grnow |i4Ha« Mo
Ualt&M proMot# will «^fMr oono • Ui««r tio-op of fond* 
in Mo f<« of onhOMOf working oofitol noedo* bowing solooto* 
th« procots of noonfootnro# ooro Mi to bo «xorcl*«<l la Mooring 
to too ftOBooi MnifMOtrlat cfolo ttet* Ctrtita policy stopo 
concorning torso of crwdit for r«at Mt«ii«li Md otter canUM 
procoourv eoei help rwduc* working eapitol roguironopf*

.XMimmm *
a huifiici «>***» Ateitiaul Morkina aiaitil jui m bo iooA

Uftoro it no npoeifio formal* to ottohliob Mo link botnoin grawM 
io o*l«o on* worltlof oovitol* or oorroot onoot.Mo oritiooi foot 
bowovor I* Mot Mo noo* of io«roo«o* copitol foooo oooo not 
follow tfeo growth io hiiMM activity hot eooo boioro it*

faf fs^afxl toil is tau* coo tinning * coo* city
for • going coocorn*

AjpM»iM of wctivitiow will involvo oOOitloool invootMot 
in finoO ooooto to sopport incrooio production *na **i«o#

7. W>»lt> Ml tt«»rt.7 W HA* MAfldlALS I
Carwia rad uutiili loos* i»ni»l n la th« aattar M



Duty my* tbaroforo ho leo# oo «Mhli to diaoipllno of pi amort*

Inventory naoageoent. «do enterprise my foei canpolled to 

purchase ana carry largo rsoarr&5 of thorn item to oootoin mooth 

Uov of productlea* in van wry leuvalo risa, «o • mcopoiM 

uiiag op Ban taada*

S«M too Mtsflill say too avaiiabls «aly in cartaia ooooooo i 

#o that thooo hnwo to too ohtaiaad and a tor ad in advanca* la awcb 

ciroaaatancas the working oa^ital r»pir«B«Bt will oo nlfp*

a company which tajoya « doni&ato hold oo it* s«tk«t hart 

Uttla obliged to • train btyort a naaawra ia satisfying cantowers 

rogalraaeato* this involves axtrs dots ana eresv oocoioaoy to 

reaaufacture variety of products ana expand credit taco io kMjrtOI 

with oenpatitioo pcaotieao. morn ov«r> this require# were iavwtaail 

to ba —io iovaotoriaa aort book^dabtaa

.Ilan >

the credit tame ^ranted to easterner* influence too working 

capital level* Liberal credit policy in renpeot of duration of 

credit ana amount involved can prove to ho onpansivO oa oloo 

craata fnndo problane* stock collection procedure in tne natter 

of collection of outstanding can alao lock up funds*
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sea* msnnf setnrsd prssuots aso snbjaot U tmaiiii 

fluctuations in f«i«t thora «n «w1mi ia trying

to mtcb production spool to tba obb and flan of lbs **s*tnal 

o«ma4 pattern*

in ths intsrsst ot toll utilisation of cosonrcos stoody 

production will haM to Iso maintained ladepandeftt of shift* in 

csmand for tlio UtUhod product*.

this will result in progressive accumulation of flnlsfeeo 

yoodi inirontorio* during the off immi owl their «oi4«i disposal 

during the peak season* Ths rising stock level during the period 

of proauction in excess of Osmond will reyeire increasing working 

capital to bo provided*

n* mm* mm mmm »

9m abiiti in prion levels over tbs years always croato 

prabiem for the finance manager xesdoly rising pries croato tho

values of c+i o rv j

for sons levels oo working capital position will vary iron company 

to company depending ops* the nataro of ita operations as stand log
In tit

M* ' *«t»yaia •
Dura 1. ■ iMh> NUttaaltf bMua operating 

efficiency of a company sea in working capital peeltlae*



N««i« aUolaatlon co-ordination to mt Ailtfi# foigbor

offielaecy la operation* and full ar ntlllaatlon of rosoorsao 

u« aaong tho iiiignMt promptly «^Uf«| to »«lv«i« tfoo profits 

iron erosion, ibtft aoanuros foots aloe tba of foots of gottlng 

mom cat of o givon wolwaos of worttlng oafAtol# ifficioncy of 

oporatlons accoloratns tbo pact of oosfo cyclo and inprovos tho 

working capital turnover.releases tfoo pressure m working capital 

*,y Improving prof1tabill ty*

13* J^Vrt*-.dkL. .avaJ,^ *

ay the vory Mfout of things, aoao an torprloo gsoorato high 

gross margin compared to others* High gross attyia taiccvt 

pcospoets of a hlghar ratio of internal generation of tfoo ccmplatl 

of eaeh oaali cycle*

Mt profit ota bo regarded as ultimate pointor of funds 

generation froo witfola tfoo aatarprlse*

sat ia practice, the sot coab inflow operations, represented 

by a not profit pins depresletlea can bo oanaldoroi so evllahle son. 

•t tbo oof of tfoo period# freOdoa fron financial ahog|a is tbo 
aettlaa In *wpi eaonanv asm awitnno ltn arefitahljipp* jv j^^mpana^^^^cp am a^^op ^^^mwon a^emnpmaaa*

operations, eonceatratlng so teeefooaology, product foUljr 

eeetoaors aorvloa oaf other factors*



policy, they u« faUwlftg it hclUly*

*) liYiyPtf IHBia *
iividend eec« dtdtftd, is e snort tin liability,

leading to caeit outgo* ttotei in statutory re questions gtntift

pranpt litbunninti of dltidMMll dm lay payable.Indus trial
I

practice# nml veiled reaction to tte t Interrelationship 

between Mocking capital aa4 dividend pcyncnt* *>ene consider tbo 

shortage of working capital as a atreag reason to oat cash 

dividend. ms the other hand there arc instances* where ctlvtdok 

paynant la continued, provided caah position ia strong through 

earnings arc not adoguate enough to justify tb« payeent*

tax liability ia an in escapable clamant in working capital 

planning, it ia a abort torn liability payable in caah. Van ia 

the first appropriation out of profit* and the anoant of tan in 

deteceiaed by prevailing tax regulations and ia not loft to too 

diacraatloo and i ciivanlifWif of tba antarpriaa ncnaganwitw Ska 

finanoo eeaager who ia wall inforaod in tax natter haa 

appraciabla scope for tax planning with a view to reducing the 

caah drain by way of tan*

■> muot •

MftMlttlM policy Bdlwi crewzxi tM dMaolHUo M lie



flint of depredation b«v« the ef feet of t ruMclng profit* 

•orreapondlngly which ia tom aids on bolding book diatrifettioa 

off dividends. > Depredation policy #jwrti infinenon on the 

itaiM of vnklny MpUal is On enterprise fron tin* to tins*

ifeMlflii.JdMinl 1
mm oi the important goal of enterprise naaegenant Is to 

build up adequate rtiwvi out of profit* Im14m «aH» or funds 

pooition tho urge to retain or plough o«ek priflt» often not* * 

major cans train t on the dividend policy* laccccern function 

well* the built up rooorvoo constitute the tuny ton on which 

corporate growth and onpcaoion has Mon sustained*

*•* mttfittMft.rtr.m&mM >
Hn working capital in essential to maintain too solvency 

and liquidity of iha buaineaa* in the weed* of prof* Jen 

c*Van homo * liquidity management involves deciding upon tho 

Mount and eonpaoltlon of ooaoto and liabilities* Thane 

decision involvw trad* off Mtween rioh and profitability* thn 

greater the relative proportion of liquid oeeoto tho loon tho 

risk of cimeing out of oooh* Other things being equal. .'iowevar* 

profitability will alao be lean* the longer the e«wpoaito notarlty 

oohodulo of ooourltloe uoed to finance the firs the lean risk of 

ceah insolvency all other thing# Ming equal*



the consideration of UodAitj’ ««t procitahility «*• 

gppoeits* Liquidity i* Ho ahility H realise telae la eoney 

Hko maul of liquidity Ha too <—■ostnns* 

it flu tlM ooooosary to esevart «o auoi ioto «my oof 

2* the dsgres of certainty assaeiatad with too conversion or

price NAllMi of the assets*

Higher liquidity has o nahar of fintoirabla inpllostlotk* 

iiko aolvtocy of tho hasioasfi coatlaulty of prodentiaa. assy 

aoiiahiUty of cash discounts* assy availability of haahs loans* 

facility of aaoaon purcOaging* a toady return to share beldam and 

oaoy orerccnlny of ataspa ate*

white another aspect of working capital in regard to 

ereditafcilitv eeenot ho nootectod* 20o naiAtanaaca hv* 

speseiative purchasing leading to Xodklsqi up funds mv*tr 

utiliootiao of ftaiii asoiaalitlaa of oxooaa or surplus ate*

Prof* Outhoan and Xtougall pointed out as followo i 

Profitability Must ho related to aelvency In aroer to aofeieee oo 

adequate interpretation of working capital position and salfmey,

me aalenoe shoot preaaota a static picture to which a 

dynastic alseant of projected earnings east he added* Hie 

iepertaaca of profits to expansion* is frequently suggested in 

aonognood paatpona wants of apoeding wbao earnings



dteUM. tba boainaaa that aacns * high ratum on ita awoosa 

lmtank tat • luyt ttawtigt It tta axtant that it it 

willing !• ntalt Mtai profit in ita ability to wtln dobt# 

to boll* vacfclng capital tad grow, Vw tub bndgat* thon it t 

proviiaa controls ttat inprowa profitability alto ocotritattaa 

taiaifh auch tddtd aamlaga to animacy, ao ala a olaaa cartful 

planning tad taating of tliOMi faetora that produce changes in 

gsnaral vocfclag capital poaitian.

3.5 •

a largo scale taanufactaring canoeme, aay procure funds 

fro» varioua aoureaa to naot ita working capital aaaia. the 

aourcaa of working capital ara greupea Into two claaaoa. t 

A) Longtana aourcaa and,

0) short tom aoorooo.

a> n»ti *sms». i
•lha long ttn warning capital requirements indudaa tho 

initial tad rogula r working capital. lha iavaatlisaat la tha 

ragular working capital is of pommsnt nature aaO require long 

tarn fuade. lha source of long tam working capital ar« gluon 

aa under t

1) 1«*U* «r iIMB i

It ia aaat important sourca of long tarn working capital.



If

as for on possible offertn bo mods to proms* tlm marl mum mount of 
ftfulaf iraAiBf capital «l of the promote of lilt *t aterm, 

ihifi is a* obligation m the post of management to return tlw 
omimI after * fiNM period# — candly# so charge U greeted m 
aoaoli of the eaapaay. The additional fundi eon 1m easily 
obtained when regulirod for the *19*00100 of to* company. Thirdly# 
th* <ai>«ay 1* under 00 Odl9«tiM to pay * iixwS rot* of ohor*• 
tlMi BtfBiMBt floinit4on of workinu ce&ital threuoh the iiiiftO Of 
•boro* pot • certain limitations on the port of the oerporatiom
to trod* on equity#
ii)

Regular wasting capital o*n to* produced by i*«u* of 
debenture or bond** ifcia methcd in adopted for iotiityinf 
th« permanent working capital requirements and not aeaeeoal 
needs# Tha main advantage in ia. u« of debenture holders, tho 
remaining amount can bo utilised for tho equity holders. Thus 
tho rote of dividend for tho ordinary ahoroholdoro ooo bo 
sufficiently increased# but redumption of regular lnet» Amenta
of debentures remain o constant hood echo for tho management#
iii)
imwkJWLMmm

It io tho Choapeat end moot convenient method of scouring 
oapitol by on enterprise. this method la directad on ano hand# 
to increased the quantum of profit*# through tho provision of



additional deprecation allowance* devslqpsent on undistributed 

profits Md on the other, pmwt so 01

profit Of dividend- limitation progressive tarnation of dividend or 

by compulsory deposit of company reserve*

Mid-term o»4 leoy'ttnt loam for a periou above 3 years 

provide important aourcc* of working capital, such term loses coo 

bo bcnrownd from the financial institutions i.e. 1*D.3*I*

^hort tar® requirement of working capital involve 

financing day to day business operation, Normally the duration 

of short term working capital requirement dossnot excels a 

year, -hart tarsi working capital requirement can os met from 

the external and Internal sources*

*• 1

following are the main -aourees 0£ internal sources «

*> fcjyfoiBiftffiA IV& *
Leprsdatlcm fund created out of profits of the company 

provide good source of working capital»'tiiey are not invested in 

sn esaetor distributed as dividends*

U) irHJaiivU fan vujaicm •
Tax U tM sat M miltt a* *• Mount «f



ii
a tine lag bitmaa making tha provision for ana payment of 
taxation* a company nay utilise such provision during tiia 
intermittent pariod temporarily*

. *• V
]t~ld ^vCUK^i/ t

lh« company sometimes post pens the payment of certain 
expenditure due on tha data, of finalisation of the accounts* 
ihaaa secured expenses ( dua but not i aid) also constitute an 
important sources,

2* agiaaMfr *
External scarce* mean* the source* providing finanea for 

company's working capital other than of internal source**

s) i.e. Sank Credit caoh credit i3aq)( eradit and cash credit 
are tha two primary sourc** ol financing working capital in 
lndia«iiank loans arm trsda cradit togather finance a^cut ?SA* 
of working capital cradit requirement of industry*

the Sanker after scruntinfr of tha loan Application flf 
tha lisas suggested by the nesarve wank of India detersunen* tha 
maximum Unas of credit peraisslahle for period based on the 
margin requirements of tha security offered* *ft*r getting 
the overall cradit limit sanctioned by tha banker* thv company 
actually draws the fends naadea from time to time*
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*>> mam Masy* *

In hosu,ey and Ahoedabad# most e£ tha ceitoo t«iUl« si*la 

procmr« their working capital from these sources* it shaulo 

be resttubered that it Is not vary dependable source of finance 

bacons# there is always the risk of withdrawal Our inf tbs 

rainy day*

cl LOMU* fkq* nmMiim sashay *

It was a very popular source at procuring leng mu 

mmdivm torn finance free managing agents at negligible rata of 

interest or no rata of interest*

d) w.OMi» Aw.^X •

Central and state government provide short term finance 

to industries by allowing then tax concessions sanctioning 

direct loans or grant to industries*

el om n riKAK&s. cutpciiAXXcn *

Funds can be obtained from special financa corporation 

«*g* i*F*c* ~t*i*c*i* i*w#i#>-*x* hut this souroa should

not be touched ror satisfying the variable working capital 

requirements*



fS

3*« AaagaamwT or *vmxm capital n*x*\Gm»&T «

The overall position of working capital ia analysed Of 

outside parties as wall aa by the aaMgaaint of the firs* Tha 

outside parties include trad* eraditors, banks «d financial 

institutions, debenture holders and existing potential 

shareholders* *he objectives of analysis of working capital 

position ars to evaluate solvency# liquidity and coot of 

financing* Dm oajor tools for analysing working capital 

position ars • 

a) Ration*

a> fund flow stetesasat* 

a) *uVllo t

Ratio analysis is the process of detemlning and 

interpreting mmarical rolationships based on financial statenant* 

■* ratio is statistical yard stick that provides a measure of 

relationship between two variable or figures which have ironrs 
and relationship* ~»om) cottwly used ratios are briefly 

desrrt hart A

D Miataaq i
Current ratio is tho ratio between current assotu and 

current llabl11tias of the business* it ia also known as 

forking capital Ratio ana t*i natio*



id imm *

Curr »«nt Assets
currant fi«Uo • • ........ .—-

Currant U«blUUM

ud fiattaiaafe *
Currant hatlo expresses the relation between currant assets 

and current llabllltin*, currant assets Include cash In hand 
end bank, stock In trade# sundry debtors# Marketable 
securities and prepaid expenses end current liabilities consists 
of sundry creditors# short tor* loans# and advances (including 
cash credit facilities taken free oomterclal banks# currant 
maturities of long tern debts)# currant liabilities and 
provisions for taxes and other secured expens as#

*v> &k<akMl&£lkk *

This ratio is very eommenly used for finding out the credit 
strength of a concern# Zt also shows ths amount of convaralon 
of currant asset* wasting current liabilities#

amu&frllfr *

juick ratio is also called as "blqpid Katie and 
Add tost Katio# mis ratio shows tha ability of a business 
to neet its lsesadiate coenittnants# It is found out by dividing



qulcft assets i,e* v*.ich are a*o t convertiable in cash toy 
currant liabilities.

ii) «
.nick Assets 

jalck inabilities

Hi) CUWKlhtthXL I

juick ratio la concerned with liquid assets and liquid 
liabilities* uulek assets include* cash, debtors after presiding 
for doubtful debts* marketable securities* Inventories ere 
not included in current assets for the purpose of calculating 
this ratio*

Liquid or wuick Liabilities include creditors* Bills payable 
mvk overdraft la not considered.

iv> »
ectid test retie is esre rigorous test of liquidity than 

currant ratio* It gives better picture of the fires ability 
to meet its sheet term debts out of short tern assets, rule of 
thumb is S * 1 for the quick ratio* If a business has quick 
ratio of at least 100 per cent* It is considered to bn in a
lastly good current financial position.



3. XhVEHTORT TOftH OVER ftAXIO t 

\) KEANli.C *
Inventory Turnover ratio, also known aa stock turnover 

ratio in the traditional imsgage* it establish aa relationship 
between tha coat of goods sold during a given period and tha 
average amount 01 inventory outstanding during that period*

Invan tor y turnover ratio helpe in determining ..a 
liquidity of a firm. It givoa tha rate at which in vent odea 
are converted into a ales end them into cash* It assist tha 
financial manager in avaluatiag inventory policy* find out 
reasonableness of such policy at given level to amid any 
daneger of over stocking*

11) I
iHVs44 ‘lUMh WViM, <<nil W

rts^u. Xl« ViiW *1 wrl ¥ »

cost of goods sold
• l—'KI.I' —..I Ml l< ....... . .11

Average inventory
opening inventory ♦ cloning inventory

iii} CCftPUiUNXa t

inventory turnover r^tio is eapreeaed through the 
relationship between cost of goods sold and average Inventory 
at cost* for greatest accuracy in the calculation of inventory 
turnover ratio, monthly inventories should * ox&nsrlly be used* 
me analyst should always be conscious ef the fact that is only 
rough approximation*
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iv) H i 5M1 PiCAKflS »

inventory turnover ratio is an indication of the wiocit/ 

with which marcandise moves through th« business* this ratio 

indicate reasonable level of finished stock to bs hold by s 

business* this ratio oust Also be considered with the retie 

of stock to working capital*

A low Inventory turnover may reflect dull business* feign 

Inventory turnover ratio indicates greeter sale with the easel 
inventory.

L) nsaninc. t

working capital turnover retie is determined by dividing 

cost of sales by net working capital* ibis ratio measures the 

rata of working capital utilisation, it else shows how nany 

tines tha working capital turns over In trading transetiens*

ii) yuQWhA *
cost of bales

Turnover of working -capital atia * • ...... —... ..
sot working Capital

111) CmkiMii&t* t

working capital turnover ratio asprsea the reletleeship 

between cost Of sales and net working capital* **et working



capital means currant assets minus currant liabilities. Currant 
a a acta include cash, marketable securities, inventory, sundry 
debtors and prepaid expenses, And currant liabilities consist* 
of sundry creditors, short terra loans and advances and
provisions for taxes and secured expenses,

lv> *

company showing a turnover in excess of Industr* 
standards nay oe in need of addiHonal nut working capital t* be 
supplied toj owners through reinvested earning* ~r sale of 
additional shares*

A company concern with a lover than average ratio nay nave 
an excess of investment in n* t working oapital.

An increasing ratio indicates that working capital less 

economically. In short; the higher the turnover, the greeter the 
efficiency and larger the rat- of profit 

5) CASH titOri «
*> *

iaily cash flow is fauna out dividing net profit depreciation 
by ko,of days in a year,
11) I* OAHU LA |

Hat profit + nepreciatioa
**©,of working oayn in a year



•9

ill) iiobmcAhcc *

ihis is 4 exude ratio but useful fee analysing the 

working capital position* It indicates the daily cash flow 

generation* It also indicates tha time period which will be 

taken in repaying the debts with the help of normal working of 

tn« firm*

'0 *

Cash ratio is the relationship ot current assets and 

cash balance( Including bank balance) • It nay determined by 

dividing tiie total current assets to total cash*

ii) fv*KUL» »
cash including wank balance 
" " Total current assets""'

***> >

This ratio shows availability of cash neat the day to 4ay 

requirement in relation to total current asaets* Past 

experience may show the trend of relationship of cash vltn 

current assets, in short! if the ratio is higher than average 

it shows funds are lying idle contribution to th« business*
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iili' sj‘ •*

Fuad flow statsmeat nothing but receipt and payment
statement* it also known ae cash in and cash cut statement*

£The flow of funds in a firm may be conceived as * continuous 
process for ovary uaa of funds* there must da an off sat tiny 
source* m general* the assats of a firs reepsesent the not 
use of funds* its liabilities and net worth represents net 
sources. Thus tha various sources and usas of funds are «

dOMCt ( inflows)

1* Xradiny profits or funds i. 
presided by operation#

2 Issue of equity and 2
preference share#(including 
premium ot excluding discount)

$ Issue of debentures 3
(including premium or 
excluding discount)

4 uong term loan 4
§ bale of Fixed assets 5
6 bale of investments 6
7 non trading incomes i*e* 7 

dividend
0 .-ecreast in working 8

capital

MBUfia,Uftfl8. - flows)
Trading loss or funos depleted 
by operation.

redumption of redemeble 
preference shares(including 
psamium or excluding discount)
redumption of debentures 
(including premium or escludlny 
discount)
repayment of long term,
Purchase of fixed assets*
Purchase of investments*
payment of dividend and nan 
trading items if any.
increase in working capital*

TwT«L TUIAL



71

B) 4Jgi

£r3*o*~ Particulars "“years” * ” ~.ffeet ^^wktag^oisXA'
"rtflol*" Q*rrent Incr*«M D«erea««
XMC X4HMT

I* jub In hand l Bank “*
a -tack in Trad® —
1 ail Is Aeceivabls —
4 sundry emitter* —
f marketable securities — 
6 Pre paid expenses —
A yti VL> ,-. rt OifijfC. 1i< w wAl'I 'i AL

«***»* u*aujT&u»
1 4Ui payable —
2 sundry creditors —
3 abort tore Loans •
4 -utstanciin* Liabilities*
5 Incase lax payable •*
• Llvidend declare —

* SM'kffrk -
Incr ea» e/Lecrease 
in working capital •

Above table shows tbs trend in the changes in working 
capital* «n increase in the eauunt of any current assets in the 
current year in composition to that in the previous year results 
into en increase in the work ing capital* similarly* decreaas in
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ti.c amount o. current asssts in current year in eunjNaeitioci 

to that in the previous yc«r reauita into a decrees* in working 

capital, on the ot- er hand, An increase in any current 

liabilities in current year in coinpariaion on the previous 

year results a aecreasss in working capital and vice versa, 

ihe to al increase and the total decrease is compared in the 

end, end the difference shows the decrease or increase in Hie 

working capital. «n increase in working cepital is the 

application of funds and dacreese in working is the sources 

of funds.


