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ABSTRACT

Working capital management is a critical component of financial management that directly influences an
organization’s liquidity, operational efficiency, and overall financial health. It involves the effective
administration of current assets and current liabilities to ensure that a business can meet its short-term
obligations and operate smoothly without facing liquidity shortages. The core objective of working capital
management is to maintain an optimal balance between components such as inventory, accounts receivable,
cash, and accounts payable, thereby maximizing profitability while minimizing financial risk.

This paper examines the key aspects of working capital management, including its elements, strategies,
challenges, and importance across different sectors and business sizes. It explores how efficient working capital
practices can improve a firm's cash conversion cycle and enhance return on capital employed. Both aggressive
and conservative approaches to managing working capital are analyzed in the context of risk-return trade-offs.
In addition, the abstract delves into the role of working capital policies in maintaining solvency and their impact
on a firm's creditworthiness, supplier relationships, and ability to seize growth opportunities.

Furthermore, the study highlights tools and techniques for measuring working capital performance, such as the
current ratio, quick ratio, working capital turnover ratio, and operating cycle analysis. The influence of external
factors—Iike interest rates, inflation, and market conditions—on working capital needs is also discussed. Case
studies from manufacturing, retail, and service industries are included to demonstrate practical applications of
various working capital strategies.

In conclusion, effective working capital management is essential for maintaining business continuity and
enhancing shareholder value. It not only supports day-to-day operations but also contributes to the strategic
goals of an organization by improving liquidity, reducing financing costs, and increasing operational flexibility.
In a competitive and uncertain business environment, mastering working capital management has become a
necessity for financial sustainability and long-term success.

Keywords: Working Capital, Financial Management, Liquidity, Cash Conversion Cycle, Inventory Management, Accounts
Receivable, Accounts Payable, Operating Efficiency, Current Ratio, Quick Ratio, Risk Management, Profitability.

1. INTRODUCTION

Working capital management refers to the process of managing a company's short-term assets and liabilities to
ensure smooth business operations and maintain financial stability. It involves overseeing cash flow, inventory,
accounts receivable, and accounts payable to optimize liquidity and operational efficiency. Effective working
capital management ensures that a company has sufficient cash to meet its short-term obligations while
minimizing excess capital tied up in inventory or receivables. Businesses must strike a balance between liquidity
and profitability to maximize growth and sustain operations.

A well-managed working capital strategy helps companies avoid financial distress, improve profitability, and
enhance overall business performance. By implementing efficient credit policies, managing supplier payments
strategically, and optimizing inventory levels, firms can reduce costs and increase cash availability. Proper
working capital management also allows businesses to take advantage of growth opportunities, negotiate better
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terms with suppliers, and improve their financial health. In essence, it plays a crucial role in maintaining a
company's operational stability and long-term success.

Working capital (WC) is a financial metric which represents operating liquidity available to a business,
organisation, or other entity, including governmental entities. Along with fixed assets such as plant and
equipment, working capital is considered a part of operating capital. Gross working capital is equal to current
assets. Working capital is calculated as current assets minus current liabilities. If current assets are less than
current liabilities, an entity has a working capital deficiency, also called a working capital deficit and negative
working capital.

A company can be endowed with assets and profitability but may fall short of liquidity if its assets cannot be
readily converted into cash. Positive working capital is required to ensure that a firm is able to continue its
operations and that it has sufficient funds to satisfy both maturing short-term debt and upcoming operational
expenses. The management of working capital involves managing inventories, accounts receivable and payable,
and cash.

2. RESEARCH METHODOLOGY

Research Design:

1. Analytical Research Design

2. The research will focus on analysing financial data, trends, and performance metrics, enabling insights into
the financial position and stability of Integrated Thermoplastic Ltd.

Types of Data:
1. Secondary Data

2. Secondary data will be collected from existing sources, specifically focusing on the financial statements and
reports of RAYALASEEMA THERMAL POWER PROJECT. These reports are already compiled and made
available by the company.

Source of Data:
1. Financial Balance Sheets of RAYALASEEMA THERMAL POWER PROJECT.

2. The primary source of data will be the financial balance sheets, which will include data related to assets,
liabilities, shareholders' equity, revenue, expenses, and profit for the specified duration.

Duration of Study:
1. 5 Financial Years (2013-2014 to 2017-2018)

2. The research will cover a period of five years, offering a comprehensive view of the company's financial
performance, trends, and changes over time.

Data Collection Method:
1. The financial statements will be obtained from the official reports of Integrated Thermoplastic Ltd.

2. The data will include balance sheets, income statements, and cash flow statements for the respective
financial years.

3. DATA ANALYSIS

Working capital ratio means ratios which are related with the working capital management. E.g. current assets,

current liabilities, liquidity, profitability and risk turnoff etc., these ratios are classified as follows
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EFFICIENCY RATIOS:

The ratio compounded under this group indicates the efficiency of the organization to use the various
kinds of assets by converting them in the form of sale. This ratio also called as activity ratio as assets
management ratio. As the assets basically categorized as fixed assets and current assets and the Current assets
further classified according to individual components of current assets viz. investment and receivables or
debtors or as net current assets, the important of efficiency ratio as follows
TABLE 3.1.CURRENT RATIO:

Current ratio Table: 3.1 (Rs. In Lakhs)

2023-24 2022-23 2021-22 2020-19 2019-18 2018-17
Current 614413.00 | 409947.10 | 413088.46 | 339041.01 | 289357.16 | 260668.92
ratio 626964.00 | 404399.40 | 302356.99 | 274725.41 | 150181.41 | 150181.58
0.98:1 1.01:1 1.36:1 1.23:1 1.92:1 1.73:1
Current ratio;: CHART 4.1
Current ratio
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INTERPRETATION:

The Current ratio is an index of firm’s financial ability. The ideal current ratio is 2:1.the ratio always between
standard ratio is better the coverage. It is important to note that 2022-23 the poor current ratio than 2023-24 |
will suggest to the management and also higher current ratio would indicate lack of utilizing various investment
opportunities.

QUICK RATIO:

Quick ratio: TABLE 3.2(Rs. In Lakhs)

2023-24 2023-22 2021-22 2020-21 2019-20 2018-19
Quick | 525375.0 | 353628.27 | 355371.21 | 304246.66 | 249968.60 | 234429.47
Ratio -

626964.0 | 404399.46 | 302356.99 | 274725.41 | 202527.67 | 150181.58
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INTERPRETATION:
Generally Quick Ratio of 1:1 considered to be satisfactory. The quick ratio has increased from the year 2017-
16 to 2023-24 started to decreased. In the year 2023-24 it was increased. After decreased in 2023-24and2022-

23.
ABSOLUTE LIQUID RATIO:
TABLE 3.3 (Rs. In Lakhs)
2023-24 2022-23 2021-22 2020-21 2008-09 2007-08
ALR 11081.00 15248.69 11932.4 6974.4 3982.42 3708.39
626964.00 | 404399.44 | 302356.9 274725.4 202529.6 150181.58
ALR 0.01:1 0.04:1 0.04:1 0.03:1 0.01:1 0.01:1
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Absolute liquid ratio: CHART 3.3
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INTERPRETATION:

The standard ratio is 0.5:1.The ratio has decreased. From 2022-23 to 2023-24 the ratio started falling up to
2022-23due to increase in current liabilities. In 2019 and 2019-20 the ratio has increased as the increase in cash

and bank balances is more than the increases in the current liabilities. The ratio decreased in 2023-24.
4. CONCLUSION

This project is developed keeping in view all limitations of the existing organizations which includes working
capital, where how much of the current assets are available and how much of the amount is used to meet current
liabilities in order to maintain position working capital requirements.

Finally what I would like to conclude is that the company is maintaining increasing trend of current assets which
is good but along with the current liabilities, however the current liabilities slightly fluctuating. So it is good
for the company to reduce its current liabilities. It is running average position and the working capital is good.

5. REFERENCES

[1] Brigham, E. F., & Ehrhardt, M. C. (2016). Financial Management: Theory & Practice (15th ed.).
Cengage Learning.

[2] Gitman, L. J., & Zutter, C. J. (2012). Principles of Managerial Finance (13th ed.). Pearson Education.
[3] Deloof, M. (2003). Does Working Capital Management Affect Profitability of Belgian Firms? Journal
of Business Finance & Accounting, 30(3—4), 573-588.

[4] Lazaridis, 1., & Tryfonidis, D. (2006). Relationship between Working Capital Management and
Profitability of Listed Companies in the Athens Stock Exchange. Journal of Financial Management and Analysis,
19(1), 26-35.

[5] Raheman, A., & Nasr, M. (2007). Working Capital Management and Profitability — Case of Pakistani
Firms. International Review of Business Research Papers, 3(1), 279-300.

© 2025, IJSREM | www.ijsrem.com | Page 5


http://www.ijsrem.com/

