
WORKING CAPITAL 

Working Capital is another part of the capital which is needed for meeting day to day requirement 

of the business concern. For example, payment to creditors, salary paid to workers, purchase of 

raw materials etc., normally it consists of recurring in nature. It can be easily converted into cash. 

Hence, it is also known as short-term capital. It is concerned with short-term finance of the business 

concern which is a closely related trade between profitability and liquidity. Efficient working 

capital management leads to improve the operating performance of the business concern and it 

helps to meet the short term liquidity. Hence, study of working capital management is not only an 

important part of financial management but also are overall management of the business concern. 

 

Definitions 

According to the definition of Mead, Baker and Malott, “Working Capital means Current 

Assets”. 

According to the definition of J.S.Mill, “The sum of the current asset is the working capital of a 

business”. 

According to the definition of Weston and Brigham, “Working Capital refers to a firm’s 

investment in short-term assets, cash, short-term securities, accounts receivables and inventories”. 

 

CONCEPT OF WORKING CAPITAL 

Gross Working Capital 
Gross Working Capital is the general concept which determines the working capital concept. Thus, the 

gross working capital is the capital invested in total current assets of the business concern. Gross Working 

Capital is simply called as the total current assets of the concern. 

 

GWC = CA 

 
Net Working Capital 
Net Working Capital is the specific concept, which, considers both current assets and current liability of 

the concern. Net Working Capital is the excess of current assets over the current liability of the concern 

during a particular period. If the current assets exceed the current liabilities it is said to be positive working 

capital; it is reverse, it is said to be Negative working capital. 

 

NWC = C A – CL 

 
 
 
 
 
 
 
 
 
 
 
 



 
 
Component of Working Capital 
Working capital constitutes various current assets and current liabilities. 

 

 

NEEDS OF WORKING CAPITAL 
Working Capital is an essential part of the business concern. Every business concern must maintain certain 

amount of Working Capital for their day-to-day requirements and meet the short-term obligations. 

 

Working Capital is needed for the following purposes. 

 

1. Purchase of raw materials and spares: The basic part of manufacturing process is, raw materials. It 

should purchase frequently according to the needs of the business concern. Hence, every business concern 

maintains certain amount as Working Capital to purchase raw materials, components, spares, etc. 

 

2. Payment of wages and salary: The next part of Working Capital is payment of wages and salaries to 

labour and employees. Periodical payment facilities make employees perfect in their work. So a business 

concern maintains adequate the amount of working capital to make the payment of wages and salaries. 

 

3. Day-to-day expenses: A business concern has to meet various expenditures regarding the operations at 

daily basis like fuel, power, office expenses, etc. 



 

4. Provide credit obligations: A business concern responsible to provide credit facilities to the customer 

and meet the short-term obligation. So the concern must provide adequate Working Capital. 

 

FACTORS DETERMINING WORKING CAPITAL REQUIREMENTS 
Working Capital requirements depends upon various factors. There are no set of rules or formula to 

determine the Working Capital needs of the business concern. The following are the major factors which 

are determining the Working Capital requirements. 

 

1. Nature of business: Working Capital of the business concerns largely depend upon the nature of the 

business. If the business concerns follow rigid credit policy and sell goods only for cash, they can maintain 

lesser amount of Working Capital. A transport company maintains lesser amount of Working Capital while 

a construction company maintains larger amount of Working Capital. 

 

2. Production cycle: Amount of Working Capital depends upon the length of the production cycle. If the 

production cycle length is small, they need to maintain lesser amount of Working Capital. If it is not, they 

have to maintain large amount of Working Capital. 

 

3. Business cycle: Business fluctuations lead to cyclical and seasonal changes in the business condition and 

it will affect the requirements of the Working Capital. In the booming conditions, the Working Capital 

requirement is larger and in the depression condition, requirement of Working Capital will reduce. Better 

business results lead to increase the Working Capital requirements. 

 

4. Production policy: It is also one of the factors which affects the Working Capital requirement of the 

business concern. If the company maintains the continues production policy, there is a need of regular 

Working Capital. If the production policy of the company depends upon the situation or conditions, 

Working Capital requirement will depend upon the conditions laid down by the company. 

 

5. Credit policy: Credit policy of sales and purchase also affect the Working Capital requirements of the 

business concern. If the company maintains liberal credit policy to collect the payments from its customers, 

they have to maintain more Working Capital. If the company pays the dues on the last date it will create 

the cash maintenance in hand and bank. 

 

6. Growth and expansion: During the growth and expansion of the business concern, Working Capital 

requirements are higher, because it needs some additional Working Capital and incurs some extra expenses 

at the initial stages. 

 

7. Availability of raw materials: Major part of the Working Capital requirements are largely depend on 

the availability of raw materials. Raw materials are the basic components of the production process. If the 

raw material is not readily available, it leads to production stoppage. So, the concern must maintain 

adequate raw material; for that purpose, they have to spend some amount of Working Capital. 

 

8. Earning capacity: If the business concern consists of high level of earning capacity, they can generate 

more Working Capital, with the help of cash from operation. Earning capacity is also one of the factors 

which determines the Working Capital requirements of the business concern. 

 

WORKING CAPITAL MANAGEMENT POLICY 

Working Capital Management formulates policies to manage and handle efficiently; for that purpose, the 

management established three policies based on the relationship between Sales and Working Capital. 



 

1. Conservative Working Capital Policy. 

2. Moderate Working Capital Policy. 

3. Aggressive Working Capital Policy. 

 

1. Conservative working capital policy: Conservative Working Capital Policy refers to minimize risk by 

maintaining a higher level of Working Capital. This 

type of Working Capital Policy is suitable to meet 

the seasonal fluctuation of the manufacturing 

operation. 

 

2. Moderate working capital policy: Moderate 

Working Capital Policy refers to the 

moderate level of Working Capital maintainance 

according to moderate level of sales. It means one 

percent of change in Working Capital, that is 

Working Capital is equal to sales. 

 

3. Aggressive working capital policy: Aggressive 

Working Capital Policy is one of the high risky and 

profitability policies which maintains low level of 

Aggressive Working Capital against the high level of sales, in the business concern during a particular 

period. 

 

 


