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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	Please insert your completed assignment ( in word format)  here:

1. Why it is important to manage working capital? (10) Note: you will receive one mark for each well-explained point.
           All businesses must have enough money coming in to pay its bills like rent, wages and                  suppliers. There is a familiar saying of Cash Is King.

If the suppliers don’t get paid then they will stop delivering raw materials and therefore the business will have no good to sell.

Firms which deliver a survives need cash to pay the staff. If the wages don’t get paid then they will be unlikely to turn up for work and therefore you won’t be able to deliver the service. 

Too much working capital may mean the company is not investing its excess cash effectively and may be stifling the growth of the business. 

A well-managed working capital will mean the business will always be able to may its short terms debts and therefore will remain in business and not go ‘bust’.

Managing cash flow effectively ensures the business runs smoothly and without disruption to production. This could create an advantage over its competitors. 

The working capital position can be reflective of the overall financial position of the company which could be important to people looking to invest or to existing shareholders who want to see the performance of the company. 

2. Quick Ratio (QR) = Liquid Assets/Current Liabilities. Why is it more important to manage quick ratio, in a time of recession, for the survival of a company? (10)
The quick ratio shows a business’s financial position and its ability to meet its short tern obligations. You need to add the cash, receivables, cash equivalent’s and dividing them by the current liabilities to calculate the Quick Ratio. A ratio of grater than 1 generally shows that a firm can meet its short term obligations. A reducing ratio may show that the firm is paying bills took quickly or is collecting money from its customer too slowly.  

During a recession, a companies are facing uncertainty and may be more reserved in their approach to doing business and giving credit. It is also likely that the sales growth is negative or consistent. Suppliers may reduce their credit terms and having cash readily available will ensure that the business is safe from such changes. 

A cash reserve would help a company be flexible and adapt to a changing economic environment. The level of cash in which you a company should hold would vary dependent upon their expected monthly expenses and ideally should be able to cover expenses for a couple of months. 
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3. What methods can be used by a superstore to manage its working capital? (10)

If a store has stock that has been taken off the shop floor or has been a slow seller, it could lower the sales price to encourage higher sale and therefore have income to buy alternate, more desirable stock.

It may also look at buying in bulk to negotiate better buying process with suppliers or ask for a review of the prices of all items purchased to see if they can be found cheaper elsewhere. Alternatively, they may look to hold lower level’s of stock if the cash flow would benefit from buying kittle an often. 

If the store gives customers credit, it could reduce the credit terms for example from 30 days to 15 days to ensure that it gets the money in faster.

The store may also look at short term financing options if the expect a shortfall working capital. If this is expected, then it is better to be prepared and ensure the gap is plugged if it is a short term issues and the financing can be repaid. 
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