















































































































WORKING CAPITAL ESTIMATES

subject matter of this chapter
A to understand the subject matter of this chp

one should first understand the following
Liability

B's
Assets

Equity Fixed Assets
current assets

Debt Raw material
W I P

current liability Finishedgoods
Debtors
Bank

A W cap means
current assets current liabilities

In the balance sheet we will have assetsnamely
Fixed assets and
current assets namely
Raw material stock

A work in progress stock
Finished goods stock
Debtors
Bank

All the assets are nothing but money in form of
assets Forego

at we have a land worth Flock we
call it property held as investment
but one should understand blockage
of 210dB money

by we have tokgs raw material of Flo kg
in stock we should understand that 100
money is blocked

Therefore one can conclude that all assets ar
nothing but fund that is blocked


















































































































To generate assets we need to raise money from
Equity
Debt
Current liability

current assets is also called as workingcapital
because it is financed by both equity and
also debt Equity and debt put together is calle
as capital If that capital is used to fund
day to day requirements like stock we call
it as working capital
Every year company will estimate its wcap
requirement company has to maintain likely
balance of raw material stock debtors cash bal
ete that estimate will be made on the basis
of sales more the sales more the current assets
and vice versa
this w cap is generally financed by the
bank loans Bank sanctions on loans For

this bank asks for budget on w cap
Thus we need to budget raw material stock
w I P stock FG's stock ete we need to thus
budget CA and cc
so preparation of a w cap estimate budget
which is to be submitted to the bank is the
subject matter of discussion in this chapter
Hence we need to prepare a w cap budget and
submit to the bank on the basis of which a
certain of budgeted amount will be givenas
a cash credit I w cap loan lo D facility

since 1cal Sm did not provide enough ques
on basics we will first solve some self mad
illustrations


















































































































Raw practical self made illustrations
material 1 Budgeted production Gooooon its
valuation Rm consumption unit 2kg

cost of RW 241kg
Rm holding period 2months
solution
material consumed 60,000 units X 2kg

11201000kgs
stock of raw material required
company evenly maintains 2 months raw material
in stock
1 20,000kg 12ms

2ms
20,000 Kgs

value of raw material stock
20,000Kgs X 24 2801000

Formula
Raw material stock
Annual consumption Qty X Purchaseprice X RM AP

12 365
11201000Kgs X E 4 X y2801000

meanings
All the numbers above are just estimates budget
that means company is estimated to consume
11201000Kgs of Rm
company has to keep some amount of Rm in
stock It is always left to the discretion of
company's policy as to howmuch amount ofstock
of Rm should be kept in warehouse It is often
expressed in terms of no of months consumption
In the given question it is 2months consumption
It total consumption is 1,261000kg p a for
2 months it is 20,000Kgs Assumed that RM


















































































































is evenly distributed throughout the year
so company shall maintain that 201000Kgs at
all the times during the year as RM stock For
that we go for a bank loan so amount of loan
company expect is 26,000 4 2801000 So Co
need to 2801000 capital to keep Rm stock in the
store room

2 Estimated production 60,000 units
Rm cost unit 281
stock period 2months

Solution
Alternative formula
material consumed F X RM AP

12 365
690000 8 2112
I 801000

Ffi's 3 Illustration on finished goods stock
valuation Particular per unit

Raw materials
wages 2 4
mant Olt incl deph ED 3

3
91 Cost p

5

Admin selling expenses
715

FG's holding period 2months
Production p a estimated 60,000 units
calculate stock of Fa's in following 3 cases
case 1 when no information is given
case 2 stock valuation cash cost
case 3 stock valuation prime lost

A Solution case 1
The company has decided to keep amonths pood
in stock of FGs

A FG units Annual pod Units X RMHP
601000092112 1010000 12


















































































































A Fh's value 16,000 U X 212 21,201000
selling and Admin on is not considered since
it is incurved to sell FGs not to produce

B Solution case 2
we do not need capital for funding non cash
expenses because they are not going to be spen
Therefore non cash items like depn should b

excluded while calculating FGs value
FGs value 10,000 U X 212 F1

11701000
C Solution case 3
This model requires us to value FGs at
prime cost
FGs value 101000 U X 25 241

296,000

I The Fas stock can be calculated as follows
FGS Cost of production X FGHP

12 365
no of units feet FGHP
produced 12 365

OR
FGS Cash COP X FG HP

12 365
COR

Fhs Prime COP X FG HP
12 365

w I P 4 W I P HP 172months consider basic
valuation cast 1 into fromQ3

w I P is 60 complete

f is sooo complete as to materials
W l P is 60 complete as to wages


























































































case 3 No into given
solve as per a total cost model b cash costmode
solution
situation I total cost approach
case 1 60 complete
a No of units in w l P total production X WIPHP

12365
601000 U X 0 5 12
2,500 units

b calc of cost of W l p
mama
Labour
g H

F 4 601 22.40

29 20
Total cost 2 9.20 2,500units 223,000
case 2 materials so to 4 Labour 60
material 25 80 1 74.00
Labour 24 601 22 40
O H 23460 21.80

28.20
Total cost 2 8 20 21500units 220,500
case 3 No into given
material 25 10010 7500
Labour 24 501 22 00
O H 23 5070

22 Iggy
total cost 2 8.50 21500units 2211250

when no info is given we assume wip to be
50 complete 1cal assumption
But material is always bed at the beginning
of process so it is always assumed as 100
complete unless specifically given in question



situation 2 cash cost approach
All calculations are same expect that replace
23 with 22 in Olt calculation excl depn

Debtors 5 Assume the same facts of Q3
valuation A Debt collection period 2months

Cash sales 20
A SP 220

Solution
Debtors units 60,000 units x 2112 credit sales

101000 units 9806 8 ooo units
this s ooo units it in godown we call it Fa's an
it with customer we call debtors
97 Sales approach total approach
DB 8,000 On its X 220 21,601000

b total cost approach
DB 81000 Units X 275 211201000

17 Cash cost approach
DB 8,000 Units X 214 2 11121000

reditors G Assume same facts of 03 add info
valuation credit period 2ms

Cash purchases 20
Time lag for payment of expenses month
call Crs for rm and other expenses
Solution
creditors depends on purchases not on the
consumption If nothing is said otherwise
consumption purchases

a cos credit purchases x Cp creditors
12 365

60,000Units X 75180 X 2112
for
goods

I 401000
credit
purchase



b creditors for expenses
It is said that time lag is 1 month which
means always 1 month expense is outstanding
since rm irediton is already considered we
will not consider it again moreover depncan
have Ireditors
Expenses unit 24 22 23 79
Annual expenses 60,000 units x 9

creditors forextents 85940,000 1 12
45,000

with this we have completed all items of
current assets w capital

7 Proposed production 6100,000 units
cost sheet summary

Particulars cost pro Particulars cost PU
Raw material 210.00 Total cost 220.00
Direct wages 22.50 profit 500
over heads 27.50 Selling price 225.00
Cind depn 20.25101
Other details
company holds 2 months RM stock
1 2 months production in WIP stock

A FG stock remain for month
Crediton for material extend Imonth credit
Debtors 2 months credit
minimum cash balance 2251000

Forecast the w cap requirement
Solution

P T O



statement of working capital estimation

totai Particulars W N Amount F
approach A current Assets

lit Raw material I 10,001000
Iii W I P 2 31751000
hiii Finished goods 3 10,001000
Iv Debtor 4 251001000
My cash balance 5 251000

Total 491001000
B Current liabilities
Crediton 5,001000

c working capital
CA CBI 441001000

working notes
1 Raw material
Raw material 6100,000 units X 10 2712

270,001000
2 W 1 P

WI P CUNITS 6,001000 10.5
12

25,000 units
cost unit
material 109100 210.00 Since nothing is
Labour 250 507 21.25 said in thequestion
OH 7.50 50 23.75 it is assumed 50

715 00 Completion for Lab
4 OH a mat 100

WIP value for financing
25,000Units X 715 23,751000



3 Finished goods
a FG units 6100,000 units X 1 12

50,000 units
b cost unit

Labour F 2 50

Total 220.00
C Fa's value
501000 units x 220 210100,000

4 Debtors
sales X DCP

12
6160,000 Units 172572112
2251001000

yr
units with customer 6,0010000 2112

11001000
Drs value 1,001000 UX 225 2251001000

5 creditors
It is assumed that purchases consumption
and all purchases are credit purchases
i credit purchases 61001000units X 710

260100,000
creditors credit purchases X CPP

12

266100100091 12
2 51001000

II
cash cost 1 w cap total approach E 441001000
approach 2 Deph in w l p

12510000 0.25 x soy
311251

Indirect
method 3 Depn in F.gs

501000 UX 0.251
I 1275001



4 Dypn in DM
1100,000 0.21 1

R 2510001

5 Profit in DD
11001000Ux s

F 5,00 000

W cap 238,591375

s comprehensive illustration cash cost basis
a Co XHd
b Gross profit margin 20
C Depn is part of cop
d safety margin 15
e cash 50 of current liabilities
f No w l P
g Stock of RM Fas Im holding
h Other info
Particular Amount F1
sales 2m Credit 27,001000
materials consumed 2ms credit 6175,000
wages paid 1st of next month 51401000
manufacturing expensespayable
at the end of year
cash expenses paid im arrear
Admin expes paid as above 1,801000
sales promotion paid
Quarterly in advance

901000

Solution
Estimation of working capital

Particulars W N Amount F
A current Assets
lit Raw material I 561230
Iii Finished goods 3 4 11671250
Iii Debtor 5 3,671500

cutcash balance
6 22,500iv pre paidexpense
no 1,161250



Total 71231750
B Current liabilities
lit Crediton for goods 7 11121500
fit Ols wages 8 451000
liii.to smant.exps Given 60,000
livt Ols Admin exps 9 151000

Total 21321500
c working capital
CA CBI 41911250

D safety margin 15 73,688
E Total w cap requirement 51641938

I D

working notes
I Raw material
raw material consumption.gs ostlynitXRMI
26 75,000 1 12 256,250

2 WI P NIL
3 Before we do calculation of FGs stock we

should analyse the sales and cost
Analysis of sales cost
sales 27,001000

COGS cop Grossprofit
227160,000
727100,000 257,86 86 283
75,491000

materials Labour overheads
bff

26175,000 251401000 9145,000



cash on Depreciation
7601000912M

7120 ooo
bat fig

FzgTÉÉ 7,201000
4 Fas stock
materials 26175,000

147 Wages 251401000
1 7 Cash Cost 771201000
cash COP 219135,000
FGS Cash COP X FG HP

12

219,351000 1 72

F 11611250

5 Valuation of DR

cash COP I 19,351000
Admin OH I 1,801000
SellingOH I 901000
cash COS F 221051000
DR Cash COSX DCP

12
I 221051000 X2112
I 3167,500

6 Pre paid sales promotion expense
pre paid expense 90,000 3112

2221500
7 creditors for goods
creditors Cr par X CPP

12
we assume that material consumed mates
purchased and all purchases are purchased

26175,000 2 12 21,721500



8 Ols wages
Annual wages x time lag

12
251401000 X 1 12
E 4510001012

Alternative for solving Ols wages
when wages are paid on the 1st of next month
the previous month's ist day wages will be Ols
for month and last day wages will be Ols fo
o months Hence on an average half a month wag
is Ols
Ofs wages 2 5140,000 0 50

12
2 221500

9 015 Admin expense
015 Admin expense F 1,801000 1 12

I 151000
10 cash balance
cash balance is 50 of current liability
therefore we can't fill cash balance unless
Cl is known
cash balance CL X 50

22132,500150
21116,250



working capital cycle Analysis

200

152 20d

20d

Notes
w capital is not a stagnant capital but it is a
fluctuating capital rotating capital fore g if we
invest in cand building the capital is locked in
for so many number of years and same is not the
case with w capital
In case of working capital
51 we put some fund i e cash to start the

operations essentially in raw materials
52 This raw material is not immediately

consumed but is kept in warehouse for
days months



53 Then that Rm moves from stores to factory
taking the shape of W l p wherein we ad
other costs like labour and overheads

54 It will take some time to get converted
into F Gs and till then it stay as co l P
stock and then on completion of production
process it becomes f g and lay as stock of
FGs since it cant be sold immediately
Isales promotion publicity etc shall add

55 Then we sell the goods where some sale
is in cash and some on credit which
then creates debtors who will be collected
at a future time It debton pay money
it becomes cash and then entire cycle wi
again restart
This is called as co cap cycle or also
called as operatingcycle

so the summary is cash is blocked in various
forms for some number of days Therefore company
don't need finance for all 365 days it actually
require fund to finance the we cycle because
after each cycle we get back the cash

In the above diagram total cycle period is
75 days That means for the first 30 days co
dont get any kind of cashflow suppose it a
company needs 2201001000 p a for 1 year of
production we need not go for full finance
we need financing for we cycle period In
this case it is

365 days 7201001000
75 days

41101959



The amount invested i e E 4110,959 will come
back in todays and again reinvested If
the company reduces the cycle period move
faster the collection is and lesser the financing

Formulae
1 RMHP WIP HPT FA HP Debtors Gross op

cycle

2 RMAP WI PHP FAHY DCP CPP time lag
Net op cycle

3 RM HP RM stock
Mat cons

A 12 365

4 FGHP FG Stock x 12 365
COP

5 wi PHP w I CK
y 127365

G D CP Debtors
C2 sales

X 12 365

7 CPP Crediton
CV purchased

12 365

8 Time lag Ofs expense
Annual expense

912 365

Notes e
Numerator can be either total average and
it depends on question in exam

A 12m or 365 also depends on type of question
WIP calculation may use cop Gross works
cost depending on data given in question



9 From the following data compute the op cycle
and comment on increase decrease

Particular
F in ooo's
yr 1 yr 2

Stock of RM 20 27
stock of WIP 14 18
stock of FG 21 26
Purchases 96 135
COGS 140 780
sales 160 200
Debtor 32 50
creditors 16 18

consider 360 days in year

step1 operating cycle for year 1
content Formula calculation

1 RM holding period RM stock
RM cons

9360 4360

75 days
since opgadg Rm is assumed as same rm cons
Rm purchase

2 WIP holdingperiod WIPSTOCK1,360 14 360
COP

36 days
coast cop because it is assumed that opgaclg
Fas are same

3 Fas holdingperiod Fasstock
cogs

1360 940 360

54 days
4 Debt collection period Debtors

Cv sales
360 32 11360

I days
s Cv pyt period creditor

Purchases
360 X360

60days



working capital cycle
RM AP T WI PHP T F GHP T DCP CPP
75days 36days 54 days 72days Godays
177 days

Step2 operating cycle for year 2
content Formula calculation

1 Rm holding period ping 4360435 360refer WN 17
66 days

2 WIP holdingperiod AYY
17 360 113 360

refer W N 2
31 days

3 Fas holdingperiod Aggggs 360 220 360
Refer WN 3

45 days
4 Debt collection period IVgypsy360 41 1360
Creer WN41 44days

5 Cv pyt period pittinggX360 17 360

IÉsdays
working notes
1 Avg stock 4 RM consumed
a Aug stock ops t tag s t

2 20127 23.50

b material consumed opst t purchases cist
20 T 135 27
128

2 Avg WIP COP
a Avg WIP OP WI P ICI WIP 14218 16



b cop top Fas CI Fas COGS
blf given Igiven given
COP T 21 24 180
TOP 183

3 Avg Fas
Op FA ICIg FA 214,211 22 50

4 Debt collection period All sales are assumed as
credit

Avg Debtors Opg Dr Clg Dr
2

32150 41

5 credit payment period All purchases are
assumed as credit

Aug creditors opcrtclg.co
2

16118 17

working capital cycle
RMAP T WI PHP T F G HPT DCP CPP
66days 31 days 45days 74 days 45dam
171 days


