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An Operating Cycle can be defined as the time duration that starts from the 

procurement of raw materials or goods and ends with the sales realisation. The nature 

and length of an operating cycle vary from one firm to another as it depends upon its 

size and nature.

In a manufacturing company, the operating cycle is the length of time 

required to complete a series of events described as follows:

1.Conversion of cash into raw materials.

2.Conversion of raw materials into work-in-progress.

3.Conversion of work-in-progress into finished goods.

4.Conversion of finished goods into accounts receivable.

5.Conversion of accounts receivable into cash



Objectives of Working Capital
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1. One of the two key objectives of working capital management is to ensure liquidity.

2. A business with insufficient working capital will be unable to meet obligations as they 

fall due, leading to late payments to employees, suppliers and other providers of credit.

3. Late payments can result in lost employee loyalty, lost supplier discounts and a 

damaged credit rating.

4. Non-payment (default) can lead to the compulsory liquidation of assets to repay 

creditors.



Importance Of Working Capital
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• Working capital represents the net current assets available for day-to-day operating 

activities.
• Many businesses that appear profitable are forced to cease trading due to an inability 

to meet short-term obligations when they fall due.

• Working capital management requires great care due to potential interactions between 

its components



Working Capital Operating cycle

Capital/finance is regarded as life-blood of any 

enterprise. Therefore, the significance of working 

capital in an enterprise lies in the fact that its circulation 

has to be properly regulated in the business. Because, 

any over-circulation or under-circulation may create 

problems just as improper blood circulation called high 

or low blood pressure, in the human body may create 

problems.
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Assessment

1) An   can be defined as the time 

duration that starts from the procurement of raw materials 

or goods and ends with the sales realization.

2) Working capital represents the net current assets available for

an   operating activities.
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Summary

Working capital based on operating cycle
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