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Terms of purchase and sales Some time due to competition or custom, it may be necessary for the company to
extend more and more credit to customers, as result which more and more amount is locked up in debtors or
bills receivables which increase the working capital requirement. However it takes time to reconvert the cash.
Thus the financial managers should have knowledge of the source of working capital funds as well as the
investment avenues, where the idle funds may be temporally invested. On the other hand, inadequate
availability of working capital can threaten the solvency of the bank when it fails to meet its current
obligations. Current liabilities means those claims of outsiders which are expected to mature for payment
within an accounting year, such as creditor, bank overdraft and bills payable. In that regards, banks as well as
other profit seeking enterprises strive to increase their net income and presence value of their assets. The
business will generate more cash or it will need to borrow less money to fund working capital. While
recognizing this, the immediate concern of the bank manger is to provide satisfactory returns for the
shareholders, and this requires holding a sufficient volume of safe and productive assets as well as sourcing
for funds through the fast volatile and expensive available sources. However the need does not come to an end
after the cycle is completed to explain this continuing need of current assets a destination should be drawn
between permanent and temporary working capital. As such amount may be blocked either in raw material or
work in progress or finished goods or even in debtors. As a source for additional understanding of the subject
2. If you can get money to move faster around the cycle collect monies due from debtors more quickly or
reduce the amount of money tied up e. It should be noted however, that a bank does not possess full control
over its assets and also a greater part of its liabilities, the reality it that it possesses partial control on some
current assets and current liabilities absolute control on some and still lack total control over others. As a
consequence, you could reduce the cost of bank interest or you will have additional free money available to
support addition sales growth or investment. Others e. The need for working capital to run the day to day
activities of a bank business cannot be over-emphasized. This may be because of changes in demand for
permanent current assets might be increasing to support a rising level of activity. Size and growth of business
In very small company the working capital requirement is quit high due to high overhead, higher buying and
selling cost etc. On the other hand, there are some businesses like trading activity, where requirement of fixed
capital is less but more money is blocked in inventories and debtors. The banks have to invest enough in
current assets for success of their business. Profitability The profitability of the business may be vary in each
and every individual case, which is in turn its depend on numerous factors, but high profitability will
positively reduce the strain on working capital requirement of the company, because the profits to the extent
that they earned in cash may be used to meet the working capital requirement of the company. Their bank
managers are consistently confronted with formidable problems in striving to meet their level of working
owners investment in their banks. The larger will be the turnover of the funds invested in various purposes.


