Managing Working Capital - ANSWER 

Liquidity Ratios
	
	Working capital = Current assets / Current liabilities

	
	
	
	
	

	
	2015
	1,420
	=
	124%
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	2014
	1,410
	=
	98%

	
	
	1,445
	
	

	
	Acid test = (Current assets - Stock) / Current liabilities

	
	
	
	
	

	
	2015
	1,420 - 600
	=
	72%

	
	
	1,145
	
	

	
	
	
	
	

	
	2014
	1,410 - 565
	=
	58%

	
	
	1,445
	
	

	
	Debtor days = (Trade debtors / Sales) x 365 

	
	
	
	
	

	
	2015
	820 x 365
	=
	115 days

	
	
	2,600
	
	

	
	
	
	
	

	
	2014
	845 x 365
	=
	129 days

	
	
	2,400
	
	

	
	Creditor days = (Trade creditors / Purchases) x 365

	
	
	
	
	

	
	2015
	665 x 365
	=
	150 days

	
	
	1,620
	
	

	
	
	
	
	

	
	2014
	831 x 365
	=
	225 days

	
	
	1,349
	
	

	
	Stock days = (Stock / Cost of Sales) x 365 

	
	
	
	
	

	
	2015
	600 x 365
	=
	135 days

	
	
	1,620
	
	

	
	
	
	
	

	
	2014
	565 x 365
	=
	153 days

	
	
	1,349
	
	



The working capital ratio compares the liquid short term assets, cash plus assets that may be converted into cash with twelve months, to the short term liabilities of the company.  It is regarded as an important indicator of solvency.  The working capital ratio for Tangiers Ltd is healthy at 124% of current assets over current liabilities which is higher than the previous year 98%.  
The Debtor Days is a measure of the control exercised by the company over its Debtors, and measures the average number of days it has to wait for customers to pay.  The debtor days has improved from 129 days in 2014 to 115 days in 2015. This could still be considered to be high.  There is probably scope for greater effectiveness in the credit control department of the company to further reduce the credit terms given and the collection of outstanding debts.
The Creditor Days similarly measures the average number of days taken to pay outstanding debts.  The creditor days for the company was high at 225 days in 2014, but reduced to 150 days for 2015.  I expect this was a result of pressure from the creditors.  If the creditors are not content after this reduction of creditor days, there may be a risk that they will cease supplying the company with stock resulting in serious production supply issues for Tangiers Ltd or they may file for insolvency action.
[bookmark: _GoBack]The Stock Days calculations indicate an improving control over stock holdings. However, these values of 153 and 135 days for 2014 and 2015 respectively can still be regarded as excessive and consequently expensive to the company in terms of holding costs i.e. insurances, premises, security, - an inefficient use of limited working capital.
