
Working Capital Management WCM 
 

Running a business is similar to steering a ship through an ocean; the skill isn't just about initiating the 

voyage but ensuring it navigates smoothly through the ebbs and flows. One crucial aspect that often gets 

overlooked is Working Capital Management (WCM). As a financial management expert, I have seen how 

effective WCM practices can be the lighthouse guiding businesses towards success. 

Working capital, defined as the difference between a company's current assets and liabilities, is the 

lifeblood of any business. It ensures smooth operations, acts as a buffer against unexpected 

contingencies, and signifies your financial health to potential investors and creditors. 

• Understanding Your Cash Conversion Cycle (CCC): The CCC indicates how efficiently your 

company converts resources into cash. It includes the time taken to sell inventory, collect 

receivables, and pay off current liabilities. Generally, a shorter CCC indicates efficient operations 

and quicker cash recovery. For instance, an electronics retailer could streamline their CCC by 

implementing a just-in-time inventory system (back to back order) to reduce storage costs and 

ensuring prompt collection of dues from customers 

CCC = DSO + DIO - DPO 

• Inventory Management: optimizing a balance between holding too much inventory (risking 

obsolescence and storage costs) and too little (risking stock-outs and lost sales) is crucial. A 

catering service or restaurant, for example, would need to carefully manage their food supplies 

to prevent spoilage and waste, while ensuring they have enough to meet customer demand.  

 

• Receivables Management: Effective management of Accounts Receivables significantly improves 

cash flow. Offering early payment discounts and implementing a strict follow-up system can 

reduce Days Sales Outstanding (DSO), accelerating your cash inflow. A marketing or advertising 

agency, for instance, could incentivize clients to pay early by offering a discount for payments 

made within 10 days of invoicing. Another example for project implementation companies could 

receive cash in advance making the DSO equal almost to zero. 

 

• Payables Management: While delaying payments can conserve cash, it may strain supplier 

relationships, always seek win-win. Negotiating favourable payment terms is key here. For 

instance, a construction company could negotiate longer payment terms with suppliers, aligning 

outflows with their revenue collection cycle, and ensuring a continuous cash flow 

 



• Investing Excess Cash: Idle cash is an opportunity lost. Consider investing in short-term, low-risk 

assets or using it to reduce debt. A software development startup, for instance, with excess cash 

might choose to invest in a low-risk mutual fund, which would provide a return while 

maintaining the funds' accessibility. 

 

Efficient WCM isn't about hoarding cash, but strategically using it to fuel growth, improve profitability, 

and enhance shareholder value. Consult with a financial management expert to customize an approach 

based on your unique business model and industry. As you navigate your business towards success, 

remember to keep a keen eye on your working capital. After all, it's not just about making money, but 

managing it effectively. 


