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Chapter 05: Section 7

The Fundamentals of Working
Capital Management
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Overtrading Analysis

1. Overtrading: A condition where a business expands too quickly without
sufficient long-term capital to support increased working capital requirements.
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Overtrading Analysis
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Overtrading Warning Indicators - Profitability & Liquidity

Cash from Operations
Quarter Sales Revenue (Rs.) Current Ratio Net Profit Margin (%)

(Rs.)
Q1 18 8.0
Q2 14 6.0
Q3 11 45
Q4 09 3.0 (3,000,000)
Table 7.1.1: Overtrading Warning Indicators - Profitability & Liquidity
Overtrading Warning Indicators - Leverage & Working Capital
Quarter Debt-to-Equity Ratio Inventory Days Receivables Days
Q1 08 3 35
Q2 12 38 42
Q3 18 a8 55
Q4 25 2 70
Table 7.1.2: Overtrading Warning Indicators - Leverage & Working Capita
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Overtrading Causes and Contributing-tactors

NADEQUATE CAPITALISATIO POOR FINANCIAL PLANNING

Low initial aquity

Insuficent resorves No cash flow budgets

Over-refiance on debl Ignored waming signs

Limited credit tacilities

No scenaro analysis OVERTRADING

(Causes) CASH CRISIS

Weak crodit control

Rapid expansion —

Excess nventory buldup
Deiayed supplier payments

Price undercuting

Extended crodt terms Overcptimatic projecions

COMPETITIVE PRESSURES
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Overtrading Remedies and recovery-actions

Moderate sales growth
Optimise Working Capital
Secure Additional Financing

P w N R

Improve Operational Efficiency
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Corporate Failure Analysis

1. Corporate Failure: A state where a company cannot meet its obligations to
creditors as they fall due

Corporate Failure Indicator Dashboard

. . . Operating Cash Gross
Fiscal Year Current Ratio Receivables Days Payables Days ;
Flow (Rs. M) Margin (%)

Year 1 21 42 35 250 320
Year 2 17 51 48 15.0 285
Year 3 13 65 62 50 24.0
Year 4 09 78 85 (8.0) 185
Year 5 0.6 95 110 (22.0) 12.0

Table 7.2.1: Corporate Failure Indicator Dashboard
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Recommendations and Intervention Str

1. Secure Immediate Liquidity:

snal Education

*  Accelerate collection of all outstanding receivables
. Identify and sell non-core assets quickly
. Negotiate payment standstills or extended terms

2. Implement Operational Restructuring

* Analyse all business lines to identify and exit unprofitable
segments

* Implement strict cost controls across all departments

* Re-engineer core processes to eliminate waste and improve
productivity metrics




2026-05-12

W Bscsnd DEdMwbdy s NDG
JM€ ————————

Recommendations and Intervention St
4. Manage Stakeholder Communications

Stakeholder Communication Matrix

Stakeholder . o
Primary Concerns Key Messages Communication Frequency
Group
Lenders Weekly progress reports
Employees Job security and future prospects Fortnightly town halls

assurance and continued

Key Suppliers

egotiations a:

Customers

5.1

Shareholders

Proactive monthly updates

Quarterly briefings

7 Table 7.2.4: Stakeholder Communication M’dl!l)( 1 petitive adva ntages

* |dentify defensible market niches where the company can compete
profitably

* Develop a new business plan with realistic projections demonstrating path
to viability
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Failure Prediction Models

Altman Z-Score

Z = 1.2(X1) + 1.4(X2) + 3.3(X3) + 0.6(X4) + 1.0(X5)
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X1 (Working Capital/Total Assets)

X2 (Retained Earnings/Total Assets)

X3 (EBIT/Total Assets)

X4 (Market Value of Equity/Total Liabilities)
X5 (Sales/Total Assets)
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Failure Prediction Models

Altman Z-Score

JmC|

DISTRESS ZONE GREY ZONE SAFE ZONE
<18 1.8-3.0 >3.0
Caution required Low bankruptey risk

5.0+

SAFE ZONE

Financially healthy
Low bankruptcy probability
Conti KPis

KEY INSIGHT

The Z-Score provides a single-number summary of bankruptcy risk, enabling rapid assessment
and clear communication to non-technical stakeholders.
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