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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. 
	1.
Working capital is necessary to maintain the daily business processes, routine payments, manage expenses, cover unexpected turnouts, and purchase raw materials. For a business, there must be a proper management of inventory, payable accounts, receivable accounts, cash, debt portions, etc. The approach varies among similar companies due to the policies adopted for collection, payment, asset purchase, due, and capital-raising methods.

Working capital is a common measure of a company's liquidity, efficiency, and overall health. Because it includes cash, inventory, accounts receivable, accounts payable, the portion of debt due within one year, and other short-term accounts, a company's working capital reflects the results of a host of company activities, including inventory management, debt management, revenue collection, and payments to suppliers. Having enough money on-hand for last-minute or emergency needs is incredibly important for business owners. In fact, your ability to master working capital management will determine the health, longevity, and overall quality of your business. 

One of the two key objectives of working capital management is to ensure liquidity. A business with insufficient working capital will be unable to meet obligations as they fall due, leading to late payments to employees, suppliers and other providers of credit. Late payments can result in lost employee loyalty, lost supplier discounts and a damaged credit rating. Non-payment (default) can lead to the compulsory liquidation of assets to repay creditors. The ability to meet short-term obligations is a pre-requisite to long-term solvency. And it is 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. This could include payment for a purchase of raw materials, payment of salaries, and other operating expenses. 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 limited access to external funding sources. Also, small businesses often pay their bills in cash from earnings so efficient working capital management will allow a business to better allocate its resources and improve their cash management. 

Firms with more efficient working capital management will generate more free cash flows which will result in higher business valuation and enterprise value. 

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. 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. 

Efficient working capital management will help a firm to survive through a crisis or ramp up production in case of an unexpectedly large order. Firms with an efficient supply chain will often be able to sell their products at a discount versus similar firms with inefficient sourcing Funds released through sound working capital management practices act as a cheap source of finance that can be used for expansion of existing projects or for investment in new spheres of investment. 

Increasing profitability is one of the main objectives of engaging in working capital management. One of the ways of increasing profitability through adequate working capital management is in saving of financial cost that would have otherwise been incurred but for managing short-term assets and liabilities. 

In case there is proper management of the working capital then the business concern will be able to face crises properly during the emergency period like depression. 

Traditionally, investors, creditors and bankers have considered working capital as a critical element to watch, as important as the financial position portrayed in the balance sheet and the profitability shown in the income statement. Working capital is a measure of the company’s efficiency and short term financial health. 
2.
The quick ratio is a number that tells you within moments whether your company can pay all of its current debts. Also called the acid test ratio, the quick ratio is a measure of your business’s liquidity. Obviously, it is vital that a company have enough cash on hand to meet accounts payable, interest expenses and other bills when they become due. The higher the ratio, the more financially secure a company is in the short term. A common rule of thumb is that companies with a quick ratio of greater than 1.0 are sufficiently able to meet their short-term liabilities. 
Lenders look to the quick ratio because it shows the percentage of a firm’s debts that could be paid off by quickly converting assets into cash. Lenders often look at this ratio because the more liquid a firm’s assets, the better equipped it is to adapt to changing conditions in the business environment.

Ideally, a firm’s quick ratio should be about 1:1, meaning its current assets are just able to cover short-term debts. Low quick ratios are riskier investments because, for those business borrowers, the company’s current debt outweighs current cash reserves. In general, the higher the quick ratio the better because it shows the firm has sufficient cash.
In finance,quick ratio measures a company’s ability to use its most liquid assets to clear all current liabilities. The calculation tells us whether a firm might have difficulties in covering its short-term obligations, debts to be cleared within the next 12 months. 
The failure of some large corporations to make promised payments to others once the crisis got underway contributed to the collapse of the country's oldest and most widely revered brokerages and to the near collapse of many businesses. 
Companies, which are profitable, but have poor short term or long term liquidity measures, do not survive the troughs of the trade cycle. As trading becomes difficult in a recession such companies experience financial difficulties and fail, or may be taken over. 
This knowledge is a must for conducting business activity in the face of adverse conditions such as during a labor strike, or due to an economic recession.A good liquidity position will keep the business afloat in these types of situations.

Liquidity is dynamic and can change according to both business and market conditions. These conditions can be both expected and unexpected, and will give rise to the need to ensure adequate liquidity to cover all events. In the event that a business faces a cash flow crisis, then the consequences can be wide-ranging. 

A business with adequate liquidity has less risk of being unable to meet their obligations than an illiquid one. Where a business has adequate liquidity, there is also the possibility of improved profitability through reduced interest expense or increased interest income, together with greater financial flexibility to negotiate enhanced terms with suppliers and financiers or participate in new business opportunities. 
Comparing acid-test ratios over an extended period can signal trends developing in a company. Modest fluctuations do not automatically spell trouble, but exploring the reasons for changes can help find ways to ward off potential problems. Like the current ratio, the acid-test ratio is an indicator, and a company can manipulate its figures to make it look robust at a given time. Investors who suddenly become keenly interested in a company's acid-test ratio may be anticipating a downturn in the company's business, or in the general economy. 

During economic recession, maintaining financial liquidity is a priority task of every entrepreneur 

3.
Working Capital is measure of company efficiency and operating liquidity. The working capital is usually calculated by subtracting Current Liabilities from Current Assets. It is important indicator of the firm ability to continue its normal operations without additional debt obligations. Management of working capital is a crucial function of any business undertaking, supermarkets included 
Every business needs to be able to maintain day-to-day cash flow. It needs enough to pay staff wages when they fall due, and to pay suppliers when invoice payment terms are reached. Maintaining adequate working capital is important both in the short-term (day-to-day) and the long-term. The challenge is to maintain sufficient liquidity in the business to ensure the business can survive and grow in the long-term. What is crucially important is that a business actively manages working capital. It is the timing of cash flows which can be vital to the success, or otherwise, of the business. Just because a business is making a profit does not necessarily mean that there is cash coming into and out of the business.

For supermarkets to remain profitable they should have working capital management which will help in making decisions about investment mix and policy, matching investments to objectives, asset allocation for institutions, and balancing risk against profitability. Working capital management techniques in supermarkets should focus more on strategic issues for profitability and the ability to achieve strategic objectives. 
Different industries have different working capital profiles, reflecting their methods of doing business and what they are selling. Businesses with a lot of cash sales and few credit sales should have minimal trade debtors. Supermarkets are good examples of this .Businesses that exist to trade in completed products will only have finished goods in stock. Some finished goods, notably foodstuffs, have to be sold within a limited period because of their perishable nature. A supermarket may have low inventory days (fresh food), low receivables days (perhaps just one to two days to receive settlement from credit card companies) and significant payables days (taking credit from farmers). In this case the operating cycle could be negative (ie cash is received from sales before suppliers are paid). Different industries tend to adopt particular approaches to working capital management. Cash businesses such as the supermarket have fewer trade receivables and lower levels of current assets. They tend to adopt an aggressive approach to working capital management, borrowing short term to reduce interest charges. 
A major part of working capital management is the financing of assets and other payables/accruals that arise in the firm’s day-to-day operations. For this, treasurers need to decide the combination of shortand- long-term financing to use to support the company’s current assets. 
Managing liquidity, working capital, risk and profitability go hand in hand. Deciding the optimum level of working capital is not easy and due consideration should be given to the entire value chain. Operating expenses are a crucial element in managing dayto- day cash requirements and can be controlled through automation and outsourcing of non-value adding activities. Treasurers and finance managers need to be aware of the indirect expenses incurred by a company in initiating, recording and reconciling transactions, and they need to implement effective strategies to reduce these costs where possible.
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