


ANIROUGCTION ¢

In thdis chapter conceptisl aspects relatiag to weskiag
cayital canagmment have been disoussed in beisf, Hexo differaamt
viows inrespects of working capital givea by differeat sutherities
in the subject have been givea and for this purpese the conoept
of wocking capital 15 explained with simple stwples and
diagrens, In order %0 have conplete ides shout employnst of
working capital in the busines: ecrgammisations differsnt semponents
have been maplained alengvith principles of working capisal
naRagement prections,
3ed  NSEANING ABD DEFIRATAQN

BEANING

working capital which 4s & pars of the tetal capital
ciroulates fram ene t0 snother in the ordinary eendust of husiness
werking capital is the sacunt of funids which cempany must have
te finance its day te day operation, This idea indicates
recurring treamséctions from the cash 0 inveatories %o

secsivebles tO cash tnt ferms the conventiconsl ohain Of
business operation,
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Gemerally, there are o working capital cenospt net sad
gress, ket workiag capital is differencs DOVresn Current asssts
and current 1labilities, It 18 Gls0 knowa a8 exoses ¢f ourreat
assets over curreat liabilities, 1.6, current asset ninus curreat
lMedilities, Current 8ssets ere these Assets which saa
MWMHIQMMMMwMWm;
sarkatable securities, debtess, bills receiveble and stock
current l1iabilities which are 0 be paid within Seecunting yeer,
It includes trade crediters, bills payadble, lank Overdraft and

outstanding sexpenses,
of
Gross working capital is nothing but the asount, funds

finvested in current Sssets. This is & going concern cConcept,

Newweorkiag capital ooncept 183 malitative in mature and
gress working capital eoncept 18 guantitative in netuare,

= Relatisaship betwean C,iA, and Cok,

= Feozspective shect term and leng tetm
Net esmcept Eveluation by extarnal parties

W

= Perspective shect term
= Lvaluation b; asmsgement

S5958 CONEERE « Oitioum iavestast in iadivedwal CeA,
= PFinsnaing of Cuarcent Assess,
= Utilisation of shert tezm or surplus fuands,

8781
R
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The above seaticned GORGEPLS GIesSs ahdi met &re aet
exnvlusive, Cosporats liquidity includes hoth the Ssjests,
Gealitative when it measuses the teshaical sslvensy and
eantitative, Yhen 1t €ORSSdess the cuntus of GUETEAt assets
and 4t utilisation from the mmmagement point of view, doth the
conospt have squal sigaificanes,

REKIRATICNS
8) veghing capital dafine ia wiw following wey

s)

*«0cking capital means curzent assess *
B} ARCOSBING T UMGARK ¢

"working capithal is deseriptive of thst capital which 4s
not fixed, But the ntre conmen use of the woeking capital 4s
to eonsider it a8 differance Detwean the book valus Of the
curreat 1ianilities,
Q)

"working capital is the ansunt ¢f £.248 ROONS.4ZY tO cever
the coat of eperating the enterprise. . vorking capital 4in o
godng concera 18 revolving fund, It ciadist of cAsh receipt fxrem
sales which are used tO gover the cest ©f ths current operation”

L ANSSURING 10 GREES IRMUMNG *

"Ciguulating capital neans curTeht assets of the campany
that are changed in the ogdinary osurse of the isisess from sne
into another, As from exsmils 1 from cash into faveaticies into
sensivables into cash,
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Thus the warking capictal sepressats the epecatien funds,
4.0, 4150 knowva o eireulating fuad,

VIR
N

RECEIVARLE

CIRCULATING WOKRKING Chvliak
Geresternbery axplaians, the werkiag sapdtal is veshiag
oi business wadertaking essentisally entalls & provess of
convuersion of cash into goods iate cesh with Antermediats »tages
1.0, S%aks, Sales, receivables and .= petlisation of ocash,

he ameunt of funds required for seeting current needs
varies frea tine ¢® time in every business, #orking capital is
classified iato tve way, |
F §) a the hasis of comeept,
11) O the basis of time,

n the basis of conoespty woerking capital is classified as
groes werking capital and met wacking capitale



L

Ga the basis of time, wosking capital 16 classified &
under, o

A) Permaneant/fimed woshing capital.

@) Tempoxary /vasiabdble wotking capital,
sKdde GaRh
vermanent/7iaed Tempexsry/vasiable
working capital working capital

This capltal keeps the concern running., This capital i3
permanontly locked upys in the girculation of current assats suoch
a8 sinimus stock of rew materials, work in pregress, fiaished
and seai fixed goods, loose t0Ols euipment. 7This cajdtel is
agein classified as

i)

It 40 Tequired for msintaiaing minimus amcuat of 1igid
capital needsd t0 keay up the eirvulation or capital frem cash
t® iaventories to revsivadles,.
$11) ARREAVE NARGLM ¢ Ok CUSHEOM WORKING CAPLIAL

#9rking oapital is tin excess Smsunt Over the needs fer
regular working capital to e provided for comtimgencies like
rising prices, msiness Jdepressions ssrike, spyecial epesatiens like
gosearch and experinamt,



»)

varisble working capital changes with volums of business
or with cutpat,

It may be Sud divided Lnte setscmal and special verking
capital,

1) Special vorking capital 18 needed for finmneing sehems a8
axpansion, sedernisetion, cxperima ts, researcher,

11) easenal working sapital 185 required tO moet Seasenal needd
arisiag out from hommiang conditien in markst,

The need for working cepital can aot L& Over smihasised,
Svely business needs some &mount 0f working caplital, 7The aecd
generally arises due t0 the time gap between ;rodection and
reslisation of cash from sales, There 15 an Operating cycle
favelved in the sales and relisation of csh, 7Thare are time
gaps in purchass of rev matarials and procuction, prouuctiien aad
sales and reslisation of cesh, Aa sdequate warking capital
s essential for smooth anc efficient operation 0f business,
Therefore, the working capital 1s needed for the following puspose,

3. For the purchase of Tav materisls, cunponents and spare.

2 T0 make prampt payment of vages and salaries,

3o T weet day O day ®xpenses and Over head cost, i.¢, fual,
poOwer, and offics expenses.
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éo 70 maintain iaventories of raw satsdals, work in progress,
stoce and spare parts and finished stock,

30 provide credit facilitiss tO the CUSIOREIs,.

To majintain the solvency of the songern.

TO meet selling costs L.¢, packing, Advertising.

An sdeguate workin, capital ensures require payaoent &f
desdnd to the share holders,

e «& & W»

wecking capital is the life biood and nerve centre of
msliness, Just as circulation of Lhood 4s essential in she
husan body for maintaining life. Thus the workin, capdtal is vooy
essential to maintain the saooth runuing of & Lusiness, ko
business can run sucesSsfully without an adequate &mount of
working capital. The chief advantages of the working cepital
are as follows

Lo

he regular paynssnts ( routine) o works andi other will
Crolte Security and eonfidence in the ainds of wockess, ~ seal
sense of security resulting frem a sufficieat amount of working
capital on hand will ereate confidense and loyalty emly through
the busines: 4t self but 4150 meng 4its custamers, creditors and
basiness associetes,
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The regular Payments t0 VeNders Of saw masezials will
incresse the soelveney of ivsiness eonceras, A masufastariag
concern i3 beund ccllapse in the absence ¢f retdy cash
available t0 pay the bills for satexials, dizeet labour,
adversising and distribition expenses,

3o

The prempt of bills to suppliers, wages to werkers will
a0t insure & contiswed supply of matexials, but will essablish
credit for the future o £or seastoAl cpesetion,

4 CONCESSIONS 1
ue to the proampt peysent, vendors will allow number of
concedbsions like discounts, or vendars aay tear delivery expemses,

$

he adeguacy of the working capital maintains she oomstent
inflew of matarials from whieh ths steady work to weskess may
be maintained . wodncs will imcreass thsir sfificiency,

samk advance on the liguidity of the enterprises, ™The
adeuaey ofwarhing capisal is en indication of soundmcus of the
enterprise, ianks advance aasily tO Such Dusinees ¢onc-ras,

.
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+0
te substantial besrowing willing,paying higher rate of interest,

econcaic decliine will feature = reserve trend vhese the
companies are eaged to repay thelir short-DOErOwiag -S8EWe bovx:wing

70 start wp O maw project end initiel years cemstitute
the mest iapostant phese 0 plebning and jcovisions of werking
capital funds, In practice, hovever thi . fact is generally
over looked e 48 & result, RAAY BeY ventures rust into financial
eifficulties in their sarly operating years, The oagital
expenditure phase for a new project which includes identification
of this specification ahd source of individuals sguijneat end
fasilitios to be acyuired and intsalied, funds repizeiant ete,
receive close and continuing attention, such type ef stteation
is however a0t given to the investment in curreat gssaste
through it constitues a major part of total investment,

4

rrodugtion policies have %0 be formulased en the sasis the
inaividusl settling Of sach enterprise, And company wi.ich
axperience strong secadonal investment have sjecial working caphtal
rroblems, Such companies may tXy to maintain s steidy tate of
pgodugtion thoughout yesl as against seascnal demands fur thelr
goods,
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So  BANUFASIVRING CYCLK

An extended, time Sheh between the rav matacial purchase
and the campletion of the ssmufactaring precess yislding the
tinisaed precuct, will cbviowsly mesa a Jarger tieup of fumde
in the form of enhanced woeshing capital necds, Haviag selested
the process of manufecture, cere has to be exsxcised insdhesing
o the normal manufacturing cycle time, Certain palicy sceps
concerning terms of credit for craw materials and other supplies
provecdurs can help reduce working capital reguirements,

Ge

A Desiness grows, adalitional werkiag capitel hes o be found
There 18 00 specific fosmula t0 estadlish the liak betwess growth
in saled amd werking eajlital, Ur current ascet.the coritical fact
howaver 48 that the nesd of increasted cepital funds uoes ROt
follow the growth An business astivity it come Lefoxe it.
dvance plenning of vorking capital 1is tius continuing necessity

for a going concern,

sxpension of activities wil) invelve additicnal inveswment
in fined asets to SuPPErS increase Production anc sales,

Te

Certain ravw materials looss prcblens in the matter of
pocurenant and helding, Their sources may be rav and irregular,
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D

Thay may, therefore be less a8 wmahle to discipline of planned,

Inventory management. the enterprise say feel cempelled to
Jarchase SR Carry large resecves of these items to sustain smeoth
tiow of preductien, in Qﬁm lovels zise, 45 & cORse RO
using up more funds,

Some raw materials may be avaliable caly in cercala seasoms
20 that these heve to be obtained and stored in adcvence, Ia such
circums tances the workisg cepital reguirement will be nigh.

A company which enjoys a dominate hold oa its market hed
1ittle obliged to strain beycnd a messure ia satisfying customess
requireaents, This involves extrs costs and creatcpecessary to

mapufacture verity of products and expasnd credit term in kespimg
with competition practices. moce evc;ﬂ\u soquizres mete investaent
t® be made in inventories and book=dedhrs,

P sl UOLLECTIC w3 R y ) :

The credit terme ,rented to customers intlusnce Lhe workismg
capital level, Liberal ccedit policy in respect Of surastion of
credit and amount iavolved can prove to be expensive eni slseo
Create funds probleme, Stock collection procedurs in the matter
of collection Of cutstending cen also lock up funds,



Some manufasctured preduces are subjest to semsonal
fluctuations in sales, Thers are covious cifficulties i teying
o match prodGuctica speed to the ekb aad flow of tha seasonal
vemand pattern,

in the interest of full utilissticon ¢f resources stesdy
preduction will have to be maintained independent of shifes in
cenand for the finished producta,

™his will result in progressive acoumulation of riaished
4oods lnventories during the Off seasom and thair swiden dispesal
during the pesk aseason, The rising stock level during the pesiod
of precuction in excess of demand will repuire increasing working
capital to de provided,

13,

e shifes in psica lavels over the yelrs always Creats
Problen for ths finance maneysr rajduly rising price ciusete the
aeed for mere fund for maintaining the ylessent volume Of cCHUtY
£05 same levels an wirkimg cepltal oeition will very icom company
9 campany depandiing uyen the nature of Lts operations a8 standiag
in the market,

2.

Thele 18 am Obviocus relasiomship betwesn the operating
efficiency of a compeny and its working sapital jesicien,



84

wadts elimination improved ce~ordination to out delays, higher
eftictency in operations and fuller wtilisation of rescurees

are amony the sssigneent progptly explezed to salvage the profits
from €30sion. There neasuces have also the efiects of getting
208 Out Of & given volumes of workimng capdtal, sifficieacy of
operations accelerstes the pece of cash cycle and iaproves the
working capital turnover . cteleases the pressurs #n working capital
»y improving profitability.

i3

By thes very nature of things, same snterprise gsnerate high
gress margin comjared to others, High gross asryin ispeve
Prespents Of a highes ratio of internal generation of the camplett
of each sash eyele,

Het prefit can be regarded as ultimats pointer of funds
generetion from within the eaterpcrise,

Mt ia practice, the »et cash infiow cperations, represenced
by a et pret€it plus depresiation cen be considered a8 avileble sas.
at the end of the peried, freedon from financisl shoghs 48 the
setting in which the conpany ead pursue its profisadle
opexations, conoantrating en tshghomclegy, pEodses gualisy
CusSOaners servioe and other factoss,

In protfis appeopriasion policies, theare involves dividesd
pelicies, tamtion policies, reserve policies and deprecistion



policy. 1They are follewing in krlefly.

a) MAYADEMD FOICX ¢

idvidend once declared, is a short term lladdlity,
leading tO cash Gutgd, there are Statutogy requéations governing
prompt disbursements of dividends due aay payable lndustsial
practices rsvedal vealied reaction to the a umcinumm
Between wocking capital and dividend payment, oame casider the
shortage Oof working capital @8 a strong reason %0 out cash
dividend, un the other hand there are instances, wiese dividend
Ppayment is continued, providec cash position 1is strong through
earnings are not adeguate encugh to justify the payment,

b)  JAXATRGH POLICK

Tax liability is an in escspadble elemsnt in workin, capdtal
planning, It 48 & shore term liability payable in cash, Tax is
the first apprapriation cut of profits and the amcunt of x is
determined by prevailing tax regulations and is not lefs t0 the
discreation and convenisnce of the satazrprisse management, Ihe
£40an0e manager wio 18 well informed An tax mattes has

appreciable scope foxr tax planaing with & view to reducing she
cash drain by way ©f tax,

e)

Depresiation policy omires arcund the detecmination of the
améunt t0 be rovided as depreciation charges t0 make up the



uiltizate rescurces £0r replacesent of Asolete assets, Lnhanoed
gates of depreciation have the effsct of & ruducing profits
sccrespondingly which 4{a turn aids on holding back dissributios
of dividends . Depreciation policy exexts influsnce on the
swtatus of working capisal in the sntarprise from time to time,

e of the important goal Of enterprise management 48 W

puild up adeguate resecve cut of profit, besidas cash oz funde
position the urge t0 retain or plough beck Lrifits Often asts &
major constraiat om the dividead peolicy. Inccncern function
wall, the bullt up resesves canstitute the strany bass an whi
cirporats growith and sapansion has been Sustalned,

3.4

he working capital is esssntial to meintain the salveacy
and liquidity of the business., In the wogds of rrof, Janes
CeVan Hogne * Liguidity sansgement involves deciding upon the
emtunt and composition of assets and liabilities, These
decision involwe trade eff between risk and prefitadility, Ihe
greatsr the relative prepertion of liguid assess the less the
risk of rumming out of cash, Other things being equel, ‘ewewvar,
profisabdliity will slse be less, The lenger the cosposite saturity
sshedule of securities used to finance the firm the less gish ot
cath ingolvency all other things being equal,
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The consideration of liquidicy and profitadilicy axe
spposite, Liquidicy is te ability 0 realise value in meney .
The etnospt of ligaidity bas e demamsions .

1. ™e Line NEGEESary 0 eMmvert 4a Asset into amey sad
b ™he degres of certainty asaociated with the conversien o
price reslised of the assets,

Higher liquidity has & mmber of fevacurable implications
1ike solvency of tiw business, oamtimwity of pruoa/ ey
aveilandlicy of cash discounts, sasy Svailability ©f banks leaas,
facility of seascom purchaging, stesdy return tO share helders ond
GASYy Overcoming of stusps etc,

#hile anothaer sspect Of working cepital in regard to
profitability cannots be meglected, e miintendnce like
spesulative purehasing leading ¢0 lesking up funds undes
utilisation of M. agcumlation Of exo8ss O swIplus tG,

Prof, Guthman and Dougall peinted out as faliews
rrofitsbdlity must e related to solvency in orcer wo aghieove an
adegquats interpretaticn Of working ceapital positien and selvency,

The Balance sheat presents a static picture to whigh &
éynsmic element Of projectsd earnings must be added, The
inportance Of profits to expansions is frequently sug.ested in
- enmogpnosd postpene merts of capital spendisg when esrmings



cecline, 7The business that earns & high return On its ouanexs
investment has & large adventage to the extsat that it is
villing to retain such preofit in its ability to retire debdt,
to beild wvogking e:pital and grow, e cesh budget, then it (i
provides gontrols that improve proitmnty 4130 cmsributes
through such added earnings Lo sclvency 50 4130 close careful
planniag 4nd testing of thase factowrs that produce changes ia
general working capital positiem.

A large scale ménufactiring conoeyms, may procure fuade
from variocus sources to meet its varking capital needs., The
sources Of warking capital are groupec into two Classes.
A) Longeerm sOucrces and,

B) Shére torm SCuULoes,

A) LANG TERM o>QKCES 3

‘1he long turwm working capital requirements imcludes the
initial and regula r working capital. The investimeat in the
regular wegking capital 48 of permendnt Reture 4nd require lomg
tarm funds, 7The sourc:. Of long term wogking capital acr: givea
a8 under

It L9 mest important source of loag term wogking capital,



A8 far as possible efferts bs wade to procure the maximum amouat of
rogular wosking capital out of the preceeds of Lfsame of simres,
™haze 15 RO chligatien en the PArt of managemens t0 retusrn the
ameunt after & fiwed period, secendly, 20 eharge is crested e
assets of the campany, The adcitional funds can be eesily
obtained whek xequired £or the expansion of the company. Thirdly,
the eem,.any i3 under no Ghligation to pay a fixed rate <t shares
ihe perminent fisanging Of working capital through the isswe of
shares put & cextain limitations on the part of the carporstion

€0 trade an eyuity,
11)
S.UE ¢ " -
Regular vorking cspital ean be produred by fssus of

debsnture o bonds, This methwd {8 adopwed for satisfyiag
the permansnt working capital reguirements and not seascnad)
needs, The main advantage in is:ue of debenture holders, the
remaining amount can be utilised for the eyuity holdexs., 7Thms
the rate of dividend for the ordinary shareholders ean be
sufficiently increased, Nt redumption of regular instsiments

of debentures remain & constant heed aoche for the managenent,
114)

It 43 the cheapest and most convenisat method of scouring
capitel by an enterprise, This method 1is directed on ocne hand,
te increased the quantum of profits, through the provisioa ef
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acaiticnal deprecation sllcwance, develEpment e wndistriduted
profits and on the other, prevest 8n sxcessive distcimution of
grofit by enm/-muum proyressive tammtion of dividend or
by campulsory deposit Of company reserve.

iv)

Mid-tesm and long-term loans £O0r a pericu above 3 years
provide important scurc:s of working capital,such tarms loans cai
bs hosrowed from the financial institusions 1.8e l.leBele LeFeTels

B)

short term reguirement of working caplital involve
finanging day t0 day business operation. Hormally the duration
of short term warking capital requirsment doesnot sxcecus &
yoar, +hart term wkking capital repirement can b8 met from
the externdal and interneal sources.
le

1)

Lepreciation fund created cut ¢of profits of the cumpaay
provide good saurce of woarking capital They are not invested in
an amsstor distributed as dividends,

1)

Tax 48 the apprepriatica out of profits and the amount of
tax 45 detesmined by prevailiag sax regulations, Ihuse remmias
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& time l8g between making the provision for and paymsnt of
tamation, A company may utilise such provision during the
insersittant period tamposrerily.

i)

The company sOmetimes poat pona the payment Of certain
expendi ture dus on the date of finalisactioa Of the accounts,
ihese accured omu ( due but not ,aid) also constitute an

isportant sources,

2e

ixternal scugrces means the sources providing finance for
campany®s working oapital other than of internal scources,

8) .0, Sank Credit/ cesh credit’ Fack credit and cash creéit
8re the two prizery sOMICss of financing workin, capital in

ladla,san: loans anc trade crudit together finance auwiut 754,
of workiny capital credit reguirement Of industry,

lhe Eanker after scrunginy. of the loan applicucion of
the lines sugy=sted Ly the reserve sank of India deterzines, the
maxious linss of creilt permissiable for peried based un the
aargin regquiremsnts of the security Offered, «fter yetting
the oversall credit limit sanctioned by the vanker, th. campaay
actuslly draws the funds needwi from time to time,
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o)

In Bombay and Amedaibad, 08¢ @f the cotton textile mi.ls
procure their workin, caiital fram these sources, It should
be remenbered th. .t it is not very dependabdble socurce of finsncs
becauss there is slways the risk of withdréawal during the
ralny day.
<)

It was a very popular source at procuring lemg and
mediun torm finance from mandging agents at negligible rate of

interest Oor no rate of interest,

al

weantral and state Government provide short texw tisance
o industries by asllowing them tax concessions sancticning
diregt loAns or grent to Andustries,

e} Ul R PIRANC: CURPURATIIGN

Punds can Le Obtained¢ from special finence cogporaticn
DeGe Leifate gleede Lo eite lowalovele Ut tiis sOMEO: Should
aot be touched f0r satisiging the variakle workiny capital

iejuirements,



The overall position of working cajyital is ensalysed by
watside parties 4s well a8 Dy the managemsnt Of the firm, The
outside perties include trade creditors, banks and financial
institutions, debenture holdcrs and exiating potential
shareholders, 7he Objectives Of analysis of working capital
posiion are tO evaluats sclwency, liguidicty and cest of
tinancing, The major tools for enalysing wogking capital
FAsition are
A) rRatios,

) und flow statement,

A)

Aatie analysis is the process of detersmining and
interpreting numerical relationships cased on financiel scatensant,
-+ catio 18 statistical yerd stick that provides & mecsure of
relationship between two variavle or figures which have cause
and relationship, -~ame conconly used ratios are otriefly
dascribec 3

1)

D HRALIEG
Current catio 15 the ratio between current Assets and

current liabilities Of the Dusiness., 1t 18 4ls0 known as
*sorking cajyital iatio anu 831 ratio,
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i1)  FoRMileh ¢

Current Assets
Current RAgio = =
Surrent iLiablilities

114) GRMFQUNTS @

Current Ratio exprésses the relation between current isasts
and current liabilities,current assets include cash Lin hand
and bank, stock in trade, sundry dedbtors, marketadle
securities and prepeid expenses and current liabilities consiscs
of sundry creditors, short term loans, and advances (including
cash crodit facilities taken from commercial banks, curreat
maturities Of long term debts), wurrent liabilities anc
provisions £or taxes and Other accured exiesnses,

iv)

This ratio is very comnenly used for finding out the credis
strength of & concern, It &ls® shows the amocunt of coaversion

Of current assets meeting current liasbilities,

“I:'x Eﬁ ‘ii!i‘: 3
Jalck ratio 18 also ocallac a8 "idguid Keatio ead
Aclé tast Ratio, Ihis ratio shows the ability of & busimess
tO moet 1t imnediadte comuittmonts, It is tound out by <dividing



65

LulcR assets L,0, wilch ares mx ¢ convertiable in cash by
current liabilities,

11) Fiauiyla o

sick Assets
Jadck Liabilities

i41)

Adck ratio is cancerned with liguid assets and ligmid
liabilities, iuick 8ssets include, cash;debtors sfter prowiding
for doubtful debts, markettllle securities, Inventories are
not included in current assets for the purpose of calculating
this ratio,

Ligquid or .uick Liabilities include creditors, iills payadble,
3ank overdraft is not considered, ’

4v)  2iGRENIoincE

Acid west ratio is mere rigorous test of liquiaity than
current ratio, It yives better picture of the firms ability
to meet its short term debts out of short term assets, rule of
thumb 45 2 & 1 for the quick ratio, If & business has Juick
ratio of at least 100 per cent, It is considered tobe °~ ina
fastly good current financliel pasition,



Inventory Turnover ratic, also xnown as Stuck tuInover
ratio in the traditional imagage. 1t establish as relationship
between the cost Of goods 80ld during & given period and the
average amount Of inveatory ocutstanding during that po:tod.

inventory turnover ratic helpe in determining . ..e
liquidity of & firm, It gives the rate at which inventogies
are convertsd into sales and them into cash, 1t asaist the
finenclal sanager in ewaluating inventery ;olicy. #ini eat
reasonadleness of such palicy at given level to awodd any
danager of over stocking,.

i1) Euasilild 8

IRVarTurY TURB W g4llv »

Cost of goods scla

Average inventory
AVincwi IEVERTWY » upsaing iaventary + Closing inventesy
RS

2

Inventory turnover r:tio is egpressed through the
relationship between ccet Of gOOds 8014 and average LAventicy
at cost, FOr greatest accurécy in the celoulation ¢of fnventixy
turnover ratic, monthly inventories shomld ¢ oxilnerily be used,
‘“he analyst shwuld alvays e consciocus of the fact that is only
rough approximation,
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iv) SICHIPICAHIE 8

inventory turnover ratic is &n indication of the velocity
with which mercandise moves through the business, 1This ratic
indicats ressonable level of finished stock to be held by a
business, This ratio must 4180 be considered with the ratio
of stack to woeking capital,

A low inventory turnover may reflect dull business, hign
inventory turnover ratio indicates greater sale with the same
inventory,

4.

) peedee s
~orking capital turnover rotio is determined L; dividing

cost Of ssles by net working cajitals ihis ratio msasures the
rate of working capital utilisation., It 4180 shows how msany
times the working capital turas overs in tradiamg transctions,
11) Fletuviay 3

Cast Oof Sales

Ket working caiital

inrnover of orking wayital «atio t =

iis)

“OFking ceplital turnover ratio express the relaticoship
between cost 8f sales and net working capital, ret working
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capdital meaus current assets minus current lliabilities,Curreat
agsate 1nc1ndq cash, markatable securities, inventory, sundry

debtors and prepald expenses., And current liasbilities camsists
of sundry creditors, shocrt term loans and . advances and

provisions for taxes and accured ex;snses,

iv)

4 campany showiny @ turnover in excess of industr;
standards may be in need Of additional net working capital to be
suprlied . Owners through reinvested earnings .r sale of
additionsl shares,

A conpany concern with 4 lower than averags rat:o ady have

an exoess Of investment in n«t working capital,

An 8ecresasing ratio indicates that working capital less
eccnomicallye in nhart/- The higher the turnover, the yreater the
efficlency and lerger the rat- of profic

I

1) MaldiNe &

laily cash flow is founu out dividing net profit seprecistion
Dy KO.0f days in 4 year,

i4) i Ui laa 3

Met profit + Lepreciation

HOo,0of working udys in a year
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£14) SIChIrloanch s

ihis {3 a crude ratio hut uweful for analysing the
working capital position, it indicates the daily cesh flow
generation, It also inuicates the time pericd which will be
tiken in repaying the debts witn the help of normal working of
tne firm,
Sgooii anldy 8
Bioslns 3

Cash ratio is the relationship of curtent assets and
cush balance( including bank balanoe), It may determin«d by

dividing the total current assets to total cash.

i1i) A 1L

Cagh incluiin, senk Lalance
Total current 3siets

This ratic shows availanility of cash mest the day to day
reuirement in relation to total current asaets, rast
experience may show the trend of relationship of cesh witnh
current assets, In shorts 1f the ratio is higher than average
it shows funds are lying Adle contrikution to th: business,
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E») Fiwpen &

Fund flow statement ROthing but recei,t and jayuent

Statement,

.
“he flow ¢f funds in & £irwm mdy Le

it also known as cash 4in and cash <ut statsaent,

conceived 48 & continuous

process for every use of ¢unds, there aust be an off setiing

SRILCR,

in general, the assets of a ficm respRescnt the net

use Of funds, 1{ts liabilities and net worth re.resents net

sources,

2rc( dAnflows)

1, ipading irofits or funds 1,
prowided b, operations

2 lssue of eyulity and P
preference shires(including

premipgm or excluding discount)

3 Isius 9f Lebentures 3
(including premjum or
sxcluding discount)

4 00, term loan 4
5 Lale of Fixed assets 5
6 :u).q Of investments é
7 Lom trading incomes L.e6s 7
dividend
8 secreang in wocking 8
ocapiwal
Tuiak

7hus the various sources and uses of funds are

Wit £lows)

peldcations

irading loss or funcs Aepleted
by operation,

dedumption ©of redeméble
preference shares(iacludiag
premium Or excluding discount)
Keduaption of .sientures
{including presium or excluding
discount)

Aepasyment O0f loag term,
rurchase of fixad assets,
Furchase of investments,

rayment Of dividend and aem
trading ftems 4if any,.

increase in working capital,

TUIAL
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By E: T NRTE ErCl § ¢ A O TN PIe) ih e
Tronoe  Farticulars ~  Years unftect on working o -
Previous Oprrent Incre LJecredse

- - toax Year

R s S S G S SN S AR G D AU W NS SIS W A W W W A A B G W G YW S e EE PR D A

3, cash in hend & sank = - - -
3 31lls seceivadble - - - -
4 Lundry Lebtors - - - -
§ .arketable securitices -~ - - -
6 Fre pald expenses - - - -
A SRGS. WuKIlic cAPI) AL

Rk Ein L TLi.o
2 undry <reditors - - - -
3 Lhoart tern Lokns - - - -
4 wtstandin, Liabilitieo~ - - -
8 Incane Tax Fhﬁbl. —-— - - -
6 Lividend declaere - - - -
a - - - -
A -8 Increase/_ecreise

in wecking capital - - - -

Above table shows the trend in the changes in wogkiag
capital, ~n increase in the amwunt Of any current assets in the
curreat year in camposition to that in the previcus year resules
into an increase in the work iny capital, similarly, decresss in
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tiie &noUnt Y. @i, CUrrent 4858t in current year in cumpasition
to that in the jTevious year results {ntc a decrease in working
cajital. +-n the ot.uer hand, An incredse in any current
lianilitice in current year in cunparision n the previous

yeor results a4 cecredses in working capital anc vice versa,

The 0 al incresase and the total decreass 48 coanpéred in the
end, and the difference shows the decrease or increase in the
working cepital, +«n increase in working capital is the
application of furxis anc decredse in working is the sources

of funds,



