Question 19 – Working capital & EMH
A recent review of the company’s working capital position at 30 June 2015 has prompted the finance director of Mumbles Limited to propose “factoring” some of the company’s debtors.
Total credit sales for the 12 months to 30 June 2015 were £13,375,000 and trade Debtors on 30 June 2015 was £2,229,000.  Mumbles Limited has a cost of finance of 6% per year.
The terms and conditions agreed with customers require all credit customers to pay outstanding invoices within 40 days, however many customers have been taking longer.  Also, the review found that approximately 1.5% of credit sales turn into bad debts which cannot be recovered.
The proposed agreement with the factoring company Grabbit Limited, states that the average trade debtor days will be reduced to 30 days, bad debts will be reduced by 40%, and administration costs will be reduced by £25,000 per year.  
A condition of the factoring agreement is that Grabbit Limited would make an up-front payment to Mumbles Limited of 80% of the value of invoices raised, at an interest charge of 8% per year.  Grabbit Limited would charge an annual fee of 0·8% of credit sales.
Required:
Define the term “Working Capital” and discuss the risks to the business of each element of working capital and how these risks can be mitigated by management actions.
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