[image: BOLC_Logo]                                                                  
 (
   
Assignment Cover Sheet
)



	Student Name:
	Nora Fadel

	Student Number:
	15987

	Course:
	Diploma in accounting and finance (level 4)

	Assignment NO:
	12



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. According to (https://efinancemanagement.com/working-capital-financing/importance-of-working-capital-management)   it is important to manage working capital for the following reasons: 
· .HIGHER RETURNS ON CAPITAL: Firms with lower working capital will post a higher return on capital so shareholders will benefit from a higher return for every dollar invested in the business.
· IMPROVED CREDIT PROFILE AND SOLVENCY: The ability to meet short-term obligations is a pre-requisite to long-term solvency and often a good indication of counterparty’s credit risk. Adequate working capital management will allow a business to pay on time its short-term obligations which could include raw materials, salaries, and other operating expenses.
· HIGHER PROFITABILITY:, the management of account payables and receivables is an important driver of small businesses’ profitability.
· HIGHER LIQUIDITY: A large amount of cash can be tied up in working capital, so a company managing it efficiently could benefit from additional liquidity and be less dependent on external financing. This is especially important for smaller businesses as they typically have a limited access to external funding sources. Also, small businesses often pay their bills in cash from earnings so an efficient working capital management will allow a business to better allocate its resources and improve its cash management.
· INCREASED BUSINESS VALUE: Firms with more efficient working capital management will generate more free cash flows which will result in a higher business valuation and enterprise value.
· FAVORABLE FINANCING CONDITIONS:A firm with a good relationship with its trade partners and paying its suppliers on time will benefit from favorable financing terms such as discount payments from its suppliers and banking partners.
· UNINTERRUPTED PRODUCTION: A firm paying its suppliers on time will also benefit from a regular flow of raw materials, ensuring that the production remains uninterrupted and clients receive their goods on time.
· ABILITY TO FACE SHOCKS AND PEAK DEMAND: An efficient working capital management will help a firm to survive through a crisis or ramp up production in case of an unexpectedly large order.
· COMPETITIVE ADVANTAGE Firms with an efficient supply chain will often be able to sell their products at a discount versus similar firms with inefficient sourcing. 
And according to (http://www.yourarticlelibrary.com/financial-management/working-capital/working-capital-meaning-types-and-importance-accounting/6510)
Timely Payment of Dividend: Adequate working capital ensures regular payment of dividends to the shareholders.

2. It is more important to manage Quick Ratio (QR) = Liquid Assets/Current Liabilities, in a time of recession, for the survival of a company.
The Quick Ratio is sometimes called the "acid-test" ratio and is one of the Best measures of liquidity. The quick ratio measures firm’s current financial condition. It indicates a firm’s ability to meet its current liabilities with its most liquid (quick) assets. The Quick ratio is calculated by dividing quick assets (current assets – inventories) by current liabilities. Quick assets are those current assets which can be converted into cash immediately or at a short notice without diminution of value such as cash, it indicates whether know in case of recession to know If all sales revenues should disappear, could the business meet its current obligations with the readily convertible `quick' funds on hand?" and also if the business can meets current obligation Marketable securities, debtors, and bills receivables excluding inventories. A quick ratio of 1: 1 is considered as satisfactory. The Quick Ratio is a much more exact measure than the Current Ratio. By excluding inventories, it concentrates on the really liquid assets, with value that is fairly certain. And according to  (https://www.fool.com/knowledge-center/what-is-an-acid-test-ratio.aspx) Importance of the acid-test ratio The acid-test ratio gets its name from the historic use of acid to test metals for gold. If acid was applied to a metal and didn't corrode it, that meant it was real gold. However, if the metal failed the test, it was considered valueless. Today, the acid-test ratio shows a company's ability to convert its assets into cash to satisfy its immediate liabilities. It also compares a company's level of quick assets -- current assets that can be converted to cash within 90 days -- to current liabilities. If a company has enough quick assets to pay for its current liabilities, it can meet its obligations without having to sell off its long-term assets. This is important, because most businesses rely on their long-term assets to bring in additional revenue. Not only might selling these assets hurt a company's profitability, but it might serve as a red flag for investor.
Also according to (https://fitsmallbusiness.com/what-is-the-quick-ratio/) he quick ratio is important because it provides a conservative overview of the company’s financial standing. It tells several things about a company, especially its ability to pay short-term obligations. The quick ratio determines whether the company has enough resources to meet its accounts payable, operating expenses, and other short-term obligations. Both businesses and creditors consider the quick ratio an important way of measuring a company’s liquidity. For example, most financial institutions will often look at the company’s quick ratio when deciding whether or not to extend credit. Generally, companies with higher the quick ratio are typically considered better borrowers compared to companies with a lower quick ratio. though quick ratio does not provide the most accurate picture of the company’s overall financial health, it can help determine the company’s short-term financial position. It measures whether or not the company’s current assets are sufficient to cover its short-term financial obligations. It’s therefore important to monitor your quick ratio and ensure that your finances are under control.

3. The methods that are used by a superstore to manage its working capital are as follows:
According to (http://knowledgegrab.com/learners-zone/study-support/decision-making-financial-management/investment-decision/managing-working-capital-13/) some of the ways to manage working capital is:
· Managing Inventories: Financial managers have to ensure that they manage inventory in an efficient manner especially businesses with high inventory cost such as manufacturing companies. A balance is necessary when managing inventories because if inventory is too low then the business may lose out whilst if it is too high then it may face higher holding costs. To calculate the average time inventory is held for in a business the inventory turnover/holding period can be used. t is calculated as inventory divided by purchases (or cost of sales) multiplied by 365.
· Managing Payables: Businesses are also offered trade credit by suppliers that should be managed effectively. A business will wish to delay payments to the supplier as much as possible whilst still meeting creditor’s terms. The time it takes for the business to pay payables can be calculated using: Payables divided by credit purchases multiplied by 365 days. Delaying payments may cause bad relations with suppliers, which if the business ever needs an extended payment period this could result in the supplier refusing to supply the goods and can even result in the credit facilities being taken away
· Managing Receivables :Most businesses offer credit to customers and this is a cost to the business because interest is charged on any amounts taken from the bank to finance credit. A credit policy is developed to manage credit offerings efficiently. The time it takes for the business to receive payments for receivables can be calculated using: A credit control policy considers:
·  Debt collection– How much does it costs to collect debts
· Controlling credit– Deciding on the credit limits
· Credit analysis systems– Asses the creditworthiness of customers using references e.g. Bank references and Trade references.
According to (https://insights.inneractiveconsulting.com/12-ways-to-manage-working-capital-business-acumen-101/) .Here is 12 ways to manage its working capital:
· Reduce number of types of items in stock.
· Speed up production process. (Cut sets in production process)
· Increase process efficiency to decrease scrap/ damaged / or unacceptable work.
· Use large-supplier’s credit department to obtain optimal bank interest rates.
· Make secured short-term loans of excess cash.
· Speed up disposal of slow-moving inventories including obsolete inventories.
· Establish most economical production or ordering points.
· Combine two or more operations.
· Correlate forecasting data between marketing and production.
· Shift burden of carrying inventory to suppliers.
· Shop market for optimal supplier quality, delivery, and cost.
· Control additions of new items to stock.
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