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The Fundamentals of Working 
Capital Management

Chapter 05: Section 7

Section 07: 
Working Capital Management Impact on Firm 

Survival and Corporate Failure
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Overtrading Analysis
1. Overtrading: A condition where a business expands too quickly without

sufficient long­term capital to support increased working capital requirements.

Overtrading Analysis
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Overtrading Causes and             Contributing Factors

Overtrading Remedies and               recovery actions
1. Moderate sales growth

2. Optimise Working Capital

3. Secure Additional Financing

4. Improve Operational Efficiency



2026­05­12

4

Corporate Failure Analysis                        and Prediction

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

Recommendations and Intervention Strategies
1. Secure Immediate Liquidity:

• Accelerate collection of all outstanding receivables

• Identify and sell non­core 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

• Re­engineer core processes to eliminate waste and improve

productivity metrics



2026­05­12

5

Recommendations and Intervention Strategies
4. Manage Stakeholder Communications

5. Reposition Strategic Direction

• Evaluate the company’s core competencies and competitive advantages

• Identify defensible market niches where the company can compete

profitably

• Develop a new business plan with realistic projections demonstrating path

to viability

Failure Prediction Models
Altman Z­Score

Z = 1.2(X1) + 1.4(X2) + 3.3(X3) + 0.6(X4) + 1.0(X5)

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 Z­Score
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