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Working capital is a financial concept that refers to the amount of  
money a business has available to cover its day-to-day operations. 

 
In simpler terms, it is the money a business needs to pay its bills, buy inventory, and pay its employees. 
 
Working capital is calculated by subtracting a business's current liabilities (the bills and expenses it owes 
in the short term) from its current assets (the money it has on hand, such as cash and accounts 
receivable). 
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Positive working capital means that a business has enough money to cover its short-term obligations and 
invest in its operations. Negative working capital means that a business may struggle to pay its bills and 
may need to borrow money to cover its expenses. 
 
Working capital is important because it helps a business maintain its day-to-day operations and invest 
in growth opportunities. For example, if a business doesn't have enough working capital to buy inventory, 
it may not be able to meet customer demand and could lose sales.  
 
On the other hand, if a business has too much working capital, it may be missing out on investment 
opportunities that could help it grow. 
 
Managing working capital effectively is crucial for the success of a business. By monitoring cash flow, 
controlling expenses, and managing inventory levels, businesses can maintain positive working capital 
and ensure that they have the resources they need to operate and grow over the long term. 

 

Here are five tips to optimise the working capital position of a company: 
 
1. Streamline Accounts Receivable: The longer it takes for a company to collect money from its 

customers, the longer the company's money is tied up in unpaid invoices. To optimise working capital, 
it's important to streamline accounts receivable by setting clear payment terms and following up on 
overdue invoices. 
 

2. Control Inventory Levels: Holding excessive inventory ties up valuable working capital. By controlling 
inventory levels and using inventory management techniques such as just-in-time (JIT) inventory, 
companies can reduce the amount of money tied up in inventory. 

 
3. Manage Accounts Payable: It's important to pay bills on time to maintain good relationships with 

suppliers, but paying too early can tie up working capital unnecessarily. By managing accounts 
payable and negotiating favorable payment terms with suppliers, companies can maintain positive 
working capital and build stronger relationships with suppliers. 

 
4. Improve Cash Flow Forecasting: By improving cash flow forecasting, companies can better 

anticipate short-term cash needs and optimise working capital accordingly. Accurate forecasting 
can help companies avoid cash shortages and ensure that they have enough cash on hand to 
cover day-to-day expenses. 

 
5. Consider Alternative Financing Options: In some cases, companies may need to borrow money to 

cover short-term cash needs. By considering alternative financing options such as invoice financing, 
asset-based lending, or supply chain financing, companies can access the working capital they 
need without tying up valuable assets or taking on unnecessary debt. 

 
By implementing these five tips, companies can optimise their working capital position and improve their 
financial health over the long term. Growth opportunities such as new product development, marketing, 
or expansion into new markets. This can lead to falling behind competitors and losing market share. 
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