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1. Why it is important to manage working capital?
· To avoid huge and unnecessary inventory, which is wasteful and may lead to mis-management

· To avoid a situation whereby a firm may end up lending a lot of money and not being strict enough to collect it all back leading to bad debts and losses.

· Managing capital –that is good capital management ensures that the cash available to a business always exceeds its current liabilities otherwise the business can risk running into problems associated with having a working capital deficits.


· Nourishing Capital- the appointment of an accounts manager can provide additional security by underpinning a company‘s growth rate with careful regulation of investment plans and efficient handling of profit.

· Protection in an uncertain market-in order to protect a company from financial difficulties, and guard against bankruptcy, it is vital that a business has sufficient cash flow to pay its employees, pay its liabilities without delay and react promptly and decisively to competition and changes in the market.

· Increasing productivity in the work force can reduce labor cost per unit. The management can offer incentives to the workforce after assessing the costs per unit. 

· The ability of the company to extend reasonable credit to its customers and manage its debtor’s efficiently. I is an important tool to promote and increase sales.

· The existence of adequate safeguards  ensuring no overtrading or under trading.

· The power of the company to obtain reasonable credit from its suppliers. Sometimes there is one big supplier that supplies to the whole market and at times there is an oligarchy of a few big suppliers. The company can collaborate with other companies to obtain favorable credit terms.

. Efficiency Criteria
.
2. Quick Ratio (QR) = Liquid Assets/Current Liabilities. Why it becomes more important to
Manage quick ratio in a recession for survival of the company?

CR= Current Assets/ Current Liabilities
This ratio is an indicator of how the business manages its current assets and liabilities. It is useful in tracking working capital trends within the company.
CR = Current Assets/Current Liabilities

Why it becomes more important to manage quick ratio in a recession for survival of the company?

Cash to current Assets- Cash is one of the major components of current assets and it is an important indicator of a business’s profitability.

Sales to cash ratios-in order for a firm to achieve maximum sales with the minimum amount of cash on hand, cash turn over must be significant.

Average Collection Period- it indicates the number of days that the company allows its customers to settle their outstanding bills.

Average Payment Period-It indicates the number of days that the company receives from its suppliers to settle its bills with them.

Inventory Turnover Ratio-it reflects the number of times that the company’s stock has turned over to achieve sales.

Working capital to Sales-it indicates the amount of capital needed for an increase in sales, it helps management in assessing the amount of working capital they should maintain if there is going to be a growth in sales.

WORKING Capital to Net Worth-it indicates the relationship between working capital and the owners’ funds. Mismanagement of this ratio leads to the following
· Overtrading in times when the market is upswing, this is signified by:
-High  inventory turnover ratio
-low current ratio
· Under trading during market downturn, indications of this are
-Low inventory turnover
-High current ratio

Both conditions mentioned above should be avoided by managing working capital.

3. What methods can be used by a superstore to manage the working capital?

Speeding up collections- reducing the time gap between making sales and collecting cash for those sales helps to minimize cash holding and control the cash flow, in order to do this managers need to focus on:
· There should be one account for depositing the collected cash. This is a more efficient way of storing cash than maintaining separate accounts as the aggregate cash requirement for different cash centers will be more than that for a single cash collection centre. In case there are separate accounts, they should be remitted in a main account quickly.

· The time difference between receiving a cheque and crediting the company’s bank account should be reduced. The ‘lock box system’ is one way of doing that; it basically hires post boxes with different collection centers where cheques can be dropped off. The company s bank can collect these cheques from post boxes every day in return for service charges. Big companies that have large transactions use this method for reducing transaction time.


Recovering Dues
Receivables are created when goods are sold on credit whether to increase sales or as a business policy. The company must ensure that it does not lock too much cash in receivables to avoid slow repayment of debt or bad debts. It must follow up on its debtors and incentives like discounts for timely payment of debt can also help in recovery.

Controlling Disbursement- The company can come to an agreement with its suppliers regarding the time after which it will pay the suppliers back. This delayed payment will reduce the required amount of the cash balance. Sometimes companies also take advantage of the time gap between issuing of a cheque and the actual date on which it is presented to the creditor.

Investment of idle cash balances
Determination of appropriate cash balances and investing idle cash balances on interest bearing securities are two important aspects of cash management. Cash is not an income-earning asset if it is lying idle. Excess cash can be spent on short-term investments after ensuring that the company’s liquidity is not being compromised on and analyzing the cost and benefits of holding or investing excess cash.

Investment criteria
After the managers have determined that there is no such requirement for idle cash balance, they should invest it in a way that yields returns and is quickly convertible into cash again. It should be ensured that:-
· The investment does not carry risk of default. in other words, there is no risk involved in the timely payment of interest and principle amount.
· It is short term investment
· The investment is easily convertible into cash that is it is marketable. An asset is said to be easily marketable if it can be sold quickly in a large quantity at a prize that is determined in advance.
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