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Life of < 1year

Balance Sheet

®
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Life of < 1year
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Current assets TR | ‘
0'9 o Future benefit Balance Sheet
‘v to a business
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Cash and cash Short-term Accounts
equivalents investments receivable
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Prepaid Inventory
items
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Life of < 1year

---------- 2 Current liabilities
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Balance Sheet g Future obligation
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Short-term Accounts Accrued
debt payable expenses
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Dividends Taxes
payable payable
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Inventory Valuation
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Inventory is a key item in current assets

The value /l%;
i
of inventory “(iJ
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The normal cost
’ of production
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Inventory for a
phone manufacturer
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Inventory affects items in
the financial statements

.. v 13
‘g & ) o =

| COGS 1 Value of
Inventory for a A (Cost of Goods Sold) A currentassets

phone manufacturer >( Profits D) ios( Totalassets )
>( Retained earnings ) >( Working capital )
e (Shareholders equity)
FINANCIALEDGE!

Inventory Valuation -
FIFO and LIFO
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( FIFO VS. LIFO )

FINANCIALEDGE!

First unit received First unit sold

Today Three days ago One week ago

I I I I I FINANCIALEDGE!

© 2026 Financial Edge Training 6



FINANCIALEDGE!

Last unit received

LIFO

First unit sold

Today Three days ago One week ago
I I I I I FINANCIALEDGE!
FIFO VS. LIFO

E
&

Affects inventory value
N

/

Affects the value

\
5 Y il
‘9- ;!‘0!!-

Affects the value of Affects the value of Affects the value

of inventory sold COGS inventory unsold of balance sheet
ry (Cost of Goods Sold) ry inventory /
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FIFO LIFO
Day Purchases Cost Total cost
1 1 unit 5.0 5.0
1 unit 7.0 7.0
3 1 unit 9.0 9.0
3 units 21.0
FINANCIALEDGE!
FIFO VS.
FIFO - 1 unit sold
COGS 5.0
Total Inventory =70+90 16.0
Day Purchases Cost Total cost
1 T unit 5.0 5.0
2 1 unit 7.0 7.0
Tunit 9.0 9.0
3 units 21.0
FINANCIALEDGE!
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FIFO - 1unit sold LIFO - 1 unit sold
COGS 5.0 COGS 9.0
Total Inventory =70+9.0 16.0 Total Inventory =50+70 12.0
Day Purchases Cost Total cost
1 1 unit 5.0 5.0
T unit 7.0 7.0
3 1 unit 9.0 9.0
3 units 21.0
FINANCIALEDGE!
FIFO VS. LIFO
FIFO - 1unit sold CcOGS LIFO - 1 unit sold
5.0t0 9.0
COGS 5.0 COGS 9.0
Inventory
Total Inventory =7.0+90 16.0‘ 16.0 to 12.0 ‘ Total Inventory =5.0+70 12.0
Day Purchases Cost Total cost
1 T unit 5.0 5.0
2 1 unit 7.0 7.0
Tunit 9.0 9.0
3 units 21.0
FINANCIALEDGE!

© 2026 Financial Edge Training



FINANCIALEDGE!

FIFO LIFO

FIFO - 1unit sold

LIFO - 1unit sold

COGS

5.0t0 9.0
COGS 5.0 COGS 9.0
Inventory
Total Inventory =70+90 16.0 16.0 t0 12.0 Total Inventory =50+70 12.0
mm k o
Day Purchases Cost Total cost . j In an inflationary .
1 1 unit 5.0 5.0 3 IIF\ environment where costs 3
. are going up over time
2 1 unit 7.0 7.0 - s A H
3 1 unit 9.0 9.0  LIFO will give you low inventory
3 units 21.0 A .
‘ssEEEEEEEEEEEEEEEEEEEEEEEEEEEEER (%4
FINANCIALEDGE!

Inventory in the
Financial Statements
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( Financial statements contain many links to inventory )

Balance sheet

INVENTORY
Unsold inventory

FINANCIAL EDGE!
( Financial statements contain many links to inventory )
Balance sheet Balance sheet
>
=
Wy
LX)
INVENTORY INVENTORY
Unsold inventory Inventory purchased
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( Financial statements contain many links to inventory )

Balance sheet

INVENTORY
Unsold inventory

Balance sheet

(S JmS
S

gy

12

INVENTORY
Inventory purchased

Income statement

COST OF GOODS SOLD
Inventory sold

Unsold inventory

FINANCIALEDGE!
Balance sheet Balance sheet Income statement
Ly -
L)
INVENTORY INVENTORY COST OF GOODS SOLD

Inventory purchased

Inventory sold
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Balance sheet Balance sheet Income statement
o o, 1
\}i\ﬁ' o LY
o0 ——==
INVENTORY INVENTORY COST OF GOODS SOLD
Unsold inventory Inventory purchased Inventory sold
~
3] Invento
‘ ry balance
B EL.,é.J! (Unsold inventory)
E . ]
FINANCIALEDGE!
Balance sheet Balance sheet Income statement
= O, 1
\}i\\" o LY
o0 ——==
INVENTORY INVENTORY COST OF GOODS SOLD
Unsold inventory Inventory purchased Inventory sold
~
‘ Bl |hvento
ry balance
B %l!‘! (Unsold inventory)
B g J
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Balance sheet Balance sheet Income statement
Ly ]
0 -
INVENTORY INVENTORY COST OF GOODS SOLD
Unsold inventory Inventory purchased Inventory sold
~
) Invento
‘ ry balance
B %l!‘! (Unsold inventory)
E . ]
FINANCIALEDGE!
Balance sheet Balance sheet Income statement
= O, 1
- : O}
o0
INVENTORY INVENTORY COST OF GOODS SOLD
Unsold inventory Inventory purchased Inventory sold
( )
.L!‘. Inventory balance
%‘0% (Unsold inventory)
A {o
° Wy Inventory purchased
0 ’
B g J
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Balance sheet Balance sheet Income statement
o o, 1
\(\i\ﬁ' o []
o0 ——==
INVENTORY INVENTORY COST OF GOODS SOLD
Unsold inventory Inventory purchased Inventory sold
 m )

Inventory balance

B %l!‘! (Unsold inventory)
A o
B ° \‘Q\g Inventory purchased
‘ )
@,  cost of Goods Sold
B ‘ _E!—;“_ (Inventory sold)
\§ - J
FINANCIALEDGE!
Balance sheet Balance sheet Income statement
-
& %l
L) D
INVENTORY INVENTORY COST OF GOODS SOLD
Unsold inventory Inventory purchased Inventory sold
( )
.E‘. Inventory balance
%L‘! (Unsold inventory) -
A oz wi
° \‘Q\g Inventory purchased e
B iihd Ending inventory
. balance
a8 Cost of Goods Sold
B te _E!—;“_ (Inventory sold)
—— J
FINANCIALEDGE!

© 2026 Financial Edge Training



FINANCIALEDGE!

Working Capital and
Operating Working Capital

FINANCIALEDGE!
Payment ( s )
P
eo Current assets >
current liabilities
-z e I T [T — ]
& By |
== o = curent 3
CUTTent liabilities :
Cash Inventory Accounts assets 1
receivable | RN T T _ """ '
current .
liabilities “bills"
= Non- —
current ) Current liabilities or
Positive assets Equity [ @, accounts payable
Working Capital S )
The company can meet their bills
FINANCIALEDGE!
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Cash tied up
Z N .‘ P o™
& B
Inventory Accounts : Needs @< ':
receivable : funding .

Current
operational

s )
Balance N A
sheet L

Current operational assets > .
current operational liabilities v
o
current Source of funding
liabilities
Non- Accounts payable
o . current ) Suppliers cash can
Positive Operating assets Equity v @ be used to fund the
Working Capital J CEEMEEIR
. ) \__
Requires funding 5
FINANCIALEDGE
Operating Working Capital
“How much cash is tied up in operations?”
Scenario ._;_.j
Balance A A
Current operational assets < v | w
current operational liabilities Sheet — —
> <« v Qo«--. f---"""~"~"—"—~"---—-—-—--—----- 1
@l"n - % — : i Current c t B
SRS RVA - N Y - ovcionc: oot B
10 12 -2 RERI ] assets liabilities i
Cashtied  Accounts Left over — a '
up payable funding I Debt I
Non-
Non- current
current liabilities
| . assets
Negative Operating Equity
Working Capital
ngj-ap — y
Provides funding =
FINANCIALEDGE
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Operating Working
Capital and Funding

FINANCIALEDGE!

Operating
Working Capital

Includes current assets and current liabilities that are operating in nature

----------------------------------------------------------------------------------------------------------------------
. B
o .

Operating Working Operating Current Operating Current
Capital (owc) Assets (OCA) Liabilities (OCL)

e
.
------------------------------------------------------

o
S
----------------------------------------------------

Z Cash tied up in Cash fundin
X Amount of cash 5 ey - P h 9
1I\fe] tied upin your ’//H"// / inventory and provided by
A " operations NPNFEL] accounts =15 accounts
=== receivable payable

FINANCIALEDGE!
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---------------------------------------------------------------------------------------------------------------------

Operating Current - Operating Current
Assets (OCA) Liabilities (OCL)

S
Qe
T8
Q3
;v.n
(o)
25
oz

=

«Q

Z Cash tied up in Cash fundin
Amount of cash | ‘. P ) 9
u W tiedupin your /,",/' E_@ inventory and provided by
A " operations H‘H’ B4 accounts ) @I accounts
=== receivable payable

Operating Balance Sheet Financing Balance Sheet
OWC measures funds needed Provide funds for Operating
to maintain operations Working Capital (OWC)
e.g. accounts receivable, e.g. cash, debt obligations,
inventory, accounts payable equity
FINANCIALEDGE!

L] How can Operating Working
/ ‘L%I Capital (OWC) change the

funding needs of a company?

Example 1 Example 2 Example3 Example 4

Inventory 1,000.0 1,000.0 0.0 0.0
Accounts receivable 0.0 0.0 0.0 2,500.0
Accounts payable 0.0 1,000.0 1,000.0 1,000.0
Operating working capital +1,000.0 0.0 (1,000.0) +1,500.0

nno — Positive Operating
~ Working Capital

( Funding requirement of 1,000.0 to be invested )

( Very common scendrio )

FINANCIALEDGE!
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Y v

L]

How can Operating Working
Capital (OWC) change the
funding needs of a company?

Example1l @ Example 2 Example3 Example 4

Inventory 1,000.0 1,000.0 0.0 0.0

Accounts receivable 0.0 0.0 0.0 2,500.0

Accounts payable 0.0 1,000.0 1,000.0 1,000.0

Operating working capital +1,000.0 0.0 (1,000.0) +1,500.0
S BRI

Requires no funds to be invested

C
C

Desirable scenario

)
)

FINANCIALEDGE!
L] How can Operating Working
‘L%I Capital (OWC) change the
=0)i funding needs of a company?
Example 1 Example 2 Example3 @ Example 4
Inventory 1,000.0 1,000.0 0.0 0.0
Accounts receivable 0.0 0.0 0.0 2,500.0
Accounts payable 0.0 1,000.0 1,000.0 1,000.0
Operating working capital +1,000.0 0.0 (1,000.0) +1,500.0
0.0 -1,000.0 = (1,000.0) Negupve 0pe.rqt|ng
Working Capital
( Provides funds to the rest of the business )
( Highly desirable scenario )
FINANCIALEDGE!
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L] How can Operating Working
/ ‘2%' Capital (OWC) change the

::Q funding needs of a company?

Examplel Example 2 Example3 = Example 4

Inventory 1,000.0 1,000.0 0.0 0.0
Accounts receivable 0.0 0.0 0.0 2,500.0
Accounts payable 0.0 1,000.0 1,000.0 1,000.0
Operating working capital +1,000.0 0.0 (1,000.0) +1,500.0

2,500.0-1,000.0=1,500.0 m— P05|t|ye Oper.cltlng
Working Capital
( Funding requirement of 1,500.0 to be invested )

( Common scenario )

FINANCIALEDGE!

Operating Working Capital
and Cash Flow Impact

FINANCIALEDGE!
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& @

How can changesin
Operating Working Capital
(owc) impact cash flow?

Year 2 — Year 3
More cash has been tied
up e.g. in inventory

= Negative cash
\_ flow impact

( . . Positive OWC Year1 Year 2 Year 3
Funding requirement
Operating working capital 1,000.0 800.0 1100.0
Year1 - Year 2 Cash flow impact +200.0 (300.0)
Cash has been released
and is available amn @"m
=\ Positive cash 1000 800 200
K- flow impact
FINANCIALEDGE!
How can changes in

& @

Operating Working Capital
(owc) impact cash flow?

Positive OWC Year1 Year 2 Year 3
Operating working capital 1,000.0 800.0 1,100.0
Cash flow impact +200.0 (300.0)
ohollo(hol 54
800 1,100 (300)
FINANCIALEDGE!

© 2026 Financial Edge Training

22



FINANCIALEDGE!

Z [@] Operating Working Capital

(owc) impact cash flow?

( . : Positive OWC Year1 Year 2 Year3
Funding requirement

Operating working capital 1,000.0 800.0 1100.0

Year 2 - Year 3 Cash flow impact : 42000 : (300.0)

More cash has been tied
up e.g. in inventory

Negative cash H H

FINANCIALEDGE!

V7 8 ) et

(owc) impact cash flow?

f - Negative OWC Year1 Year 2 Year 3
Source of funding
Operating working capital (10.0) (15.0) (2.0)

Year 1 - Year 2 ‘ Cash flow impact | +5.0 E --------- : (13.0)‘
More free funding from ~ :
accounts payable $ $ z :
i D -8 =4 :
= Positive cash (10) (15) 5 v

FINANCIALEDGE!
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FINANCIALEDGE!

( Source of funding

Year 2 — Year 3
Cash invested, less free
funding is available

= Negative cash
\- flow impact

How can changesin

Y
@ Operating Working Capital

(owc) impact cash flow?

Negative OWC

Operating working capital

(10.0)

Cash flow impact

FINANCIALEDGE!

Working Capital Days Ratios

FINANCIALEDGE!
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Working Capital Days

Assess how long

P q his tied up f
QI8 e buenese

Receivables days

il How long we give our Ending receivables
customers to pay Receivables days

‘v our bills on average Sales

Number of
days of sales

FINANCIALEDGE!

Working Capital Days
Assess how long

P q his tied up f
BB e business

7 Receivables days N

i!'li  How long we give our Endin i
g receivables
{EY customerstopay Receivables days dNum!;er ‘I’f
‘v our bills on average Sales ays of sales
\ J
7 Inventory days N
How long | hold I torv d Ending inventory Number of
nventory days
HH my inventory for Cost of goods sold days of COGS
\ J
FINANCIALEDGE"
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Receivables days

N
J

I How long we give our i i
\ ! Ending receivables
? ) customers to pay Receivables days dNuml:er ‘I’f
‘v our bills on average Sales ays ot sales
\. J
7 Inventory days N
gl Howlongihold : tory d Ending inventory Number of
B my inventory for DAL/ CLpAS e T days of COGS
\ S
7 Payables days N
‘ E How long it takes me e Ending payables Number of
‘ to pay my suppliers QoS cavs E st goodesald days of COGS
|
\. J
FINANCIALEDGE!
: Ending receivables Number of :
Receivables days RS . ; v
Yy sales days of sales ( \
Taken from the
& | end of the balance
sheet date,
e =G commony used
: for forecasting
Inventory days : Ending inventory Number of freneepd Average balances can
............................ N ETRsTCOaS be used instead to
Cost of goods sold Y calculate the ratios
P P P PP PP PEPT PP EPTEPPEPTEPPEPTEPPOPT » Commonly used
: K by credit analysts )
! Ending payables MU Bor of
quqbles dqys Tenmnsnsssssssssssnsnnnnnnnnn y d fCOGS
Cost of goods sold QySO
FINANCIALEDGE!
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Working Capital Days Ratios

Impact Funding

FINANCIALEDGE!

Working capital
cycle

Operating cash
cycle

Operating working
capital cycle

k All the same

Working Capital Days

Receivables days

) Working capital cycle

Inventory days 19.0 22.0 25.0
Payable days 34.0 32.0 26.0
15.0 19.0 23.0

Receivables days = 30

+

Inventory days =19

Payable days = 34

Cashis tied up with
customers for 30 days
which requires funding

Cash was tiedup in
inventory for 19 days
which requires funding

I had my supplier’'s
cash for 34 days which
is a source of funding

=) C

Working capital cycle of 15 days )

FINANCIALEDGE!

© 2026 Financial Edge Training

27



FINANCIALEDGE!

Working Capital Days
Year1 Year 2 Year 3
Receivables days 30.0 29.0 24.0
Inventory days 19.0 22.0 25.0
Payable days 34.0 32.0 26.0
Working capital cycle 15.0 19.0 23.0
Receivables days coming down
Funding required for less of a
period = less funding required
FINANCIALEDGE!

Working Capital Days
Receivables days 30.0 29.0 24.0
Inventory days 19.0 22.0 25.0
Payable days 34.0 32.0 26.0
Working capital cycle 15.0 19.0 23.0
Receivables days coming down
Funding required for less of a
period = less funding required
Inventory days going up
Funds tied up in inventory for a longer
period = more funding required
FINANCIALEDGE!
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Working Capital Days

Year1 Year 2 Year 3
Receivables days 30.0 29.0 24.0
Inventory days 19.0 22.0 25.0
Payable days 34.0 32.0 26.0
Working capital cycle 15.0 19.0 23.0

Receivables days coming down

Funding required for less of a
period = less funding required

Inventory days going up

Funds tied up in inventory for a longer
period = more funding required

Payable days coming down
Period of free funding is decreasing
= more funding required

FINANCIALEDGE!

Working Capital Cycle

FINANCIALEDGE!
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2N
o 6 © Just In Time Manufacturer
\ / Year1
o Yo
Inventory days 7.5

Worklng capltal CYCIe - Receivable days 37.0
Seeks to find the length of time that Payable days 53.0
funds are either required or provided Working capital cycle (8.5)

Working Capital Cycle
8.5 days funding provided

<€—— Payable days 53.0 >

I(— Inventory days 7.5 -)I(— Receivable days 37.0 = -

I I “l
Day 0 Day 7.5 Day 44.5 Day 53.0
Inventory Inventory Customer pays Supplier paid
purchased sold cashin cash out

FINANCIALEDGE!

o
/ =\ .
o A Py Home Improvement Retailer
\\ 'ﬁ / Year 1
. . Inventory days 69.0
worklng cqpltql CYCIe Receivable days 7.0
Seeks to find the length of time that = Payable days 16.8
funds are either required or provided H ; ;
q P mmmm VOrking capital cycle 59.2
Working Capital Cycle
59.2 days funding required
<€~ Payable days 16.8 =>»
|< Inventory days 69.0 —)I(— Receivable days 7.0 = -
1 1 -
Day 0 Day 16.8 Day 69.0 Day 76.0
Inventory Supplier paid Inventory Customer pays
purchased Cash out sold Cashin
FINANCIALEDGE!
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Working Capital
Includes Taxes

FINANCIALEDGE!

( There are many types of taxes in the financial statements )

Income statement

o

a
W,
“©

TAX EXPENSE
On profits

FINANCIALEDGE!

© 2026 Financial Edge Training 31



FINANCIALEDGE!

( There are many types of taxes in the financial statements )

Income statement Balance sheet

[)
(117

2
8— _ o\l
“O D

TAX EXPENSE TAXPAYABLE
On profits To tax authority

FINANCIALEDGE!
( There are many types of taxes in the financial statements )
Income statement Balance sheet Cash flow statement
a &% A
. — @ o)
== o\ s—
“© g
TAX EXPENSE TAX PAYABLE TAX PAID
On profits To tax authority In the period for period prior
FINANCIALEDGE!
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Income statement Balance sheet Cash flow statement
o= A3
i ©v ="
TAX EXPENSE TAX PAYABLE TAX PAID
On profits To tax authority In the period for period prior
B
A
S
E
FINANCIALEDGE"
Income statement Balance sheet Cash flow statement
=, ¥ >
“© ‘;99 =y
TAX EXPENSE TAX PAYABLE TAX PAID
On profits To tax authority In the period for period prior

(

. )
42 Taxpayable
g )
J
FINANCIALEDGE!
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Income statement

A=

[

TAX EXPENSE
On profits

Balance sheet

&

A

©v

TAXPAYABLE
To tax authority

Cash flow statement

A

$:

TAX PAID
In the period for period prior

4 - )
B \y Tax payable
©v
A {ea:
0 9":& Tax expense
E . ]
FINANCIAL EDGE!
Income statement Balance sheet Cash flow statement
. (117 = .
o =S e
"0 o =
TAX EXPENSE TAX PAYABLE TAX PAID
On profits To tax authority In the period for period prior
4 - )
42 Taxpayable
B e
A -
‘ ° % Tax expense
s
B ° Tax paid
\_ J
FINANCIAL EDGE!
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Income statement Balance sheet Cash flow statement
=i kY
i ©v =
TAX EXPENSE TAX PAYABLE TAX PAID
On profits To tax authority In the period for period prior
( )

[ ]
42 Taxpayable
g

(]
I
0 %& Tax expense e {-—g

Gnding tax payable)
t Q g Tax paid

J
FINANCIALEDGE!
Income statement Balance sheet Cash flow statement
[) ' 1 A
. — @
Q=2 A $=
“© ) —
TAX EXPENSE TAX PAYABLE TAX PAID
On profits To tax authority In the period for period prior
BASE analysis
Useful for forecasting balance
sheet figures into the future
Calculating Operating
Working Capital
Use the balance sheet figure
- the taxes payable
FINANCIALEDGE!
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FINANCIALEDGE!
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