
Working Capital

Current Assets and 
Current Liabilities
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Life of < 1 year

Balance Sheet

Current assets Current liabilities

Life of < 1 year

Balance Sheet

Current assets Current liabilities

Future benefit 
to a business

Cash and cash 
equivalents

Short-term 
investments

Accounts 
receivable

Prepaid 
items

Inventory
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Life of < 1 year

Balance Sheet

Current assets Current liabilities

Future benefit 
to a business

Cash and cash 
equivalents

Short-term 
investments

Accounts 
receivable

Prepaid 
items

Inventory

Future obligation 
of the business

Dividends 
payable

Taxes 
payable

Short-term 
debt

Accrued 
expenses

Accounts 
payable

Inventory Valuation
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Inventory is a key item in current assets

The value 
of inventory 

The normal cost 
of production

WIP 
(Work In Progress) 

Half-finished 
phones

Depreciation 
of assets

Machinery 
depreciation

Cost of 
production

Production 
labour

Factory 
overheads

Heating and 
lighting bills

Inventory for a 
phone manufacturer
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Inventory for a 
phone manufacturer

Inventory affects items in 
the financial statements

COGS 
(Cost of Goods Sold)

Value of 
current assets

Profits

Retained earnings

Shareholders equity

Total assets

Working capital

Inventory Valuation –
FIFO and LIFO
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First In First Out Last In First Out
VS.FIFO LIFO

First In First Out Last In First Out

VS.FIFO LIFO

Today

1
Three days ago

2
One week ago

3

INPUT

First unit received
1 2 3

OUTPUT

First unit sold
1 2 3
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First In First Out Last In First Out
VS.FIFO LIFO

Today

1
Three days ago

2
One week ago

3

INPUT

First unit received
1 2 3

OUTPUT

First unit sold
1 2 3

INPUT

Last unit received
1 2 3

OUTPUT

First unit sold
3 2 1

First In First Out Last In First Out
VS.FIFO LIFO

Affects inventory value

Affects the value 
of inventory sold

Affects the value of 
COGS 

(Cost of Goods Sold)
Affects the value of 

inventory unsold
Affects the value 
of balance sheet 

inventory
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First In First Out Last In First Out
VS.FIFO LIFO

Purchases
Total costCostPurchasesDay
5.05.01 unit1
7.07.01 unit2
9.09.01 unit3
21.03 units

First In First Out Last In First Out
VS.FIFO LIFO

Purchases
Total costCostPurchasesDay
5.05.01 unit1
7.07.01 unit2
9.09.01 unit3
21.03 units

FIFO – 1 unit sold
5.0COGS

16.0= 7.0 + 9.0Total Inventory 
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First In First Out Last In First Out
VS.FIFO LIFO

Purchases
Total costCostPurchasesDay
5.05.01 unit1
7.07.01 unit2
9.09.01 unit3
21.03 units

FIFO – 1 unit sold
5.0COGS

16.0= 7.0 + 9.0Total Inventory 

LIFO – 1 unit sold
9.0COGS

12.0= 5.0 + 7.0Total Inventory 

First In First Out Last In First Out
VS.FIFO LIFO

Purchases
Total costCostPurchasesDay
5.05.01 unit1
7.07.01 unit2
9.09.01 unit3
21.03 units

FIFO – 1 unit sold
5.0COGS

16.0= 7.0 + 9.0Total Inventory 

LIFO – 1 unit sold
9.0COGS

12.0= 5.0 + 7.0Total Inventory 

COGS
5.0 to 9.0

Inventory 
16.0 to 12.0
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First In First Out Last In First Out
VS.FIFO LIFO

Purchases
Total costCostPurchasesDay
5.05.01 unit1
7.07.01 unit2
9.09.01 unit3
21.03 units

FIFO – 1 unit sold
5.0COGS

16.0= 7.0 + 9.0Total Inventory 

LIFO – 1 unit sold
9.0COGS

12.0= 5.0 + 7.0Total Inventory 

COGS
5.0 to 9.0

Inventory 
16.0 to 12.0

In an inflationary 
environment where costs 
are going up over time

LIFO will give you low inventory

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

Balance sheet

INVENTORY
Unsold inventory

Financial statements contain many links to inventory

Balance sheet

INVENTORY
Inventory purchased

Balance sheet

INVENTORY
Unsold inventory
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INVENTORY
Inventory purchased

Financial statements contain many links to inventory

COST OF GOODS SOLD
Inventory sold

INVENTORY
Unsold inventory

Income statement Balance sheetBalance sheet

BeginningB
AddA

SubtractS
EndingE

Balance sheet

INVENTORY
Inventory purchased

Income statement 

COST OF GOODS SOLD
Inventory sold

Balance sheet

INVENTORY
Unsold inventory
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BeginningB
AddA

SubtractS
EndingE

Balance sheet

INVENTORY
Inventory purchased

Income statement 

COST OF GOODS SOLD
Inventory sold

Balance sheet

INVENTORY
Unsold inventory

Inventory balance
(Unsold inventory) 

BeginningB
AddA

SubtractS
EndingE

Balance sheet

INVENTORY
Inventory purchased

Income statement 

COST OF GOODS SOLD
Inventory sold

Balance sheet

INVENTORY
Unsold inventory

Inventory balance
(Unsold inventory) 
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BeginningB
AddA

SubtractS
EndingE

Balance sheet

INVENTORY
Inventory purchased

Income statement 

COST OF GOODS SOLD
Inventory sold

Balance sheet

INVENTORY
Unsold inventory

Inventory balance
(Unsold inventory) 

BeginningB
AddA

SubtractS
EndingE

Balance sheet

INVENTORY
Inventory purchased

Income statement 

COST OF GOODS SOLD
Inventory sold

Balance sheet

INVENTORY
Unsold inventory

Inventory balance
(Unsold inventory) 

Inventory purchased+
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BeginningB
AddA

SubtractS
EndingE

Balance sheet

INVENTORY
Inventory purchased

Income statement 

COST OF GOODS SOLD
Inventory sold

Balance sheet

INVENTORY
Unsold inventory

Inventory balance
(Unsold inventory) 

Inventory purchased

Cost of Goods Sold
(Inventory sold) 

+

-

BeginningB
AddA

SubtractS
EndingE

Balance sheet

INVENTORY
Inventory purchased

Income statement 

COST OF GOODS SOLD
Inventory sold

Balance sheet

INVENTORY
Unsold inventory

Inventory balance
(Unsold inventory) 

Inventory purchased

Cost of Goods Sold
(Inventory sold) 

+

-

=
Ending inventory 

balance
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Working Capital and 
Operating Working Capital

Positive
Working Capital

The company can meet their bills

“Can a company pay its bills?”

Working Capital

Balance 
sheet

Current 
assets

Current 
liabilities

Non-
current 
assets

Non-
current 

liabilities

Equity

“bills”

Current liabilities or 
accounts payable

Payment

Current assets > 
current liabilities

Cash Inventory Accounts 
receivable
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Balance 
sheet

“How much cash is tied up in operations?”

Operating Working Capital

Current 
operational 

assets

Current 
operational 

liabilities

Non-
current 
assets

Non-
current 

liabilities

Equity

Debt

Cash

Cash tied up

Positive Operating 
Working Capital

Requires funding

Current operational assets > 
current operational liabilities

Source of funding
Accounts payable
Suppliers cash can 
be used to fund the 
cash tied up

Needs 
funding

Inventory Accounts 
receivable

Balance 
sheet

“How much cash is tied up in operations?”

Operating Working Capital

Current 
operational 

assets
Current 

operational 
liabilities

Non-
current 
assets

Non-
current 

liabilities

Equity

DebtCash

Scenario

Negative Operating 
Working Capital

Provides funding

Current operational assets < 
current operational liabilities

12
Accounts 
payable

10
Cash tied 

up

-2
Left over 
funding
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Operating Working 
Capital and Funding

Operating 
Working Capital

Includes current assets and current liabilities that are operating in nature

Operating Working 
Capital (OWC)  

Operating Current 
Assets (OCA)  

Operating Current 
Liabilities (OCL)  

Amount of cash 
tied up in your 
operations

Cash tied up in 
inventory and 
accounts 
receivable

Cash funding
provided by 
accounts 
payable
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Operating Working 
Capital (OWC)  

Operating Current 
Assets (OCA)  

Operating Current 
Liabilities (OCL)  

Amount of cash 
tied up in your 
operations

Cash tied up in 
inventory and 
accounts 
receivable

Cash funding
provided by 
accounts 
payable

Operating Balance Sheet

e.g. accounts receivable, 
inventory, accounts payable

OWC measures funds needed 
to maintain operations

Financing Balance Sheet

e.g. cash, debt obligations, 
equity

Provide funds for Operating 
Working Capital (OWC)

Example 4Example 3Example 2Example 1
0.00.01,000.01,000.0Inventory

2,500.00.00.00.0Accounts receivable
1,000.01,000.01,000.00.0Accounts payable

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

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

Positive Operating 
Working Capital1,000.0 – 0.0 = 1,000.0

Funding requirement of 1,000.0 to be invested

Very common scenario
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Example 4Example 3Example 2Example 1
0.00.01,000.01,000.0Inventory

2,500.00.00.00.0Accounts receivable
1,000.01,000.01,000.00.0Accounts payable

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

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

Zero Operating 
Working Capital1,000.0 – 1,000.0 = 0.0

Requires no funds to be invested

Desirable scenario

Example 4Example 3Example 2Example 1
0.00.01,000.01,000.0Inventory

2,500.00.00.00.0Accounts receivable
1,000.01,000.01,000.00.0Accounts payable

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

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

Negative Operating 
Working Capital0.0 – 1,000.0 = (1,000.0)

Provides funds to the rest of the business

Highly desirable scenario
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Example 4Example 3Example 2Example 1
0.00.01,000.01,000.0Inventory

2,500.00.00.00.0Accounts receivable
1,000.01,000.01,000.00.0Accounts payable

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

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

Positive Operating 
Working Capital2,500.0 – 1,000.0 = 1,500.0

Funding requirement of 1,500.0 to be invested 

Common scenario

Operating Working Capital 
and Cash Flow Impact
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1000 800 200

How can changes in 
Operating Working Capital 
(OWC) impact cash flow?

Funding requirement Year 3Year 2Year 1Positive OWC
1,100.0800.01,000.0Operating working capital

(300.0)+200.0Cash flow impactYear 1 – Year 2
Cash has been released 

and is available

Positive cash 
flow impact

800 1,100 (300)

1000 800 200

How can changes in 
Operating Working Capital 
(OWC) impact cash flow?

Funding requirement Year 3Year 2Year 1Positive OWC
1,100.0800.01,000.0Operating working capital

(300.0)+200.0Cash flow impactYear 2 – Year 3
More cash has been tied 

up e.g. in inventory

Negative cash 
flow impact
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800 1,100 (300)

Year 3Year 2Year 1Positive OWC
1,100.0800.01,000.0Operating working capital

(300.0)+200.0Cash flow impact

How can changes in 
Operating Working Capital 
(OWC) impact cash flow?

Funding requirement

Year 2 – Year 3
More cash has been tied 

up e.g. in inventory

Negative cash 
flow impact Cash inflow Cash outflow

Year 3Year 2Year 1Negative OWC
(2.0)(15.0)(10.0)Operating working capital

(13.0)+5.0Cash flow impact

How can changes in 
Operating Working Capital 
(OWC) impact cash flow?

Source of funding

Year 1 – Year 2
More free funding from 

accounts payable

Positive cash 
flow impact

(10) (15) 5
Cash inflow
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(10) (15) 5

Year 3Year 2Year 1Negative OWC
(2.0)(15.0)(10.0)Operating working capital

(13.0)+5.0Cash flow impact

How can changes in 
Operating Working Capital 
(OWC) impact cash flow?

Source of funding

Year 2 – Year 3
Cash invested, less free 

funding is available

(15) (2) (13)Negative cash 
flow impact

Cash outflow

Working Capital Days Ratios
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Working Capital Days
Assess how long 
cash is tied up for 
in the business

Receivables days

Receivables days Number of 
days of sales

Ending receivables
Sales

How long we give our 
customers to pay 
our bills on average

10
120

365

Working Capital Days
Assess how long 
cash is tied up for 
in the business

Inventory days

Inventory days Number of 
days of COGS

Ending inventory
Cost of goods sold

How long I hold 
my inventory for

Receivables days

Receivables days Number of 
days of sales

Ending receivables
Sales

How long we give our 
customers to pay 
our bills on average

© 2026 Financial Edge Training 25



Inventory days

Inventory days Number of 
days of COGS

Ending inventory
Cost of goods sold

How long I hold 
my inventory for

Receivables days

Receivables days Number of 
days of sales

Ending receivables
Sales

How long we give our 
customers to pay 
our bills on average

Payables days

Payables days Number of 
days of COGS

Ending payables
Cost of goods sold

How long it takes me 
to pay my suppliers

Inventory days Number of 
days of COGS

Ending inventory
Cost of goods sold

Receivables days Number of 
days of sales

Ending receivables
Sales

Payables days Number of 
days of COGS

Ending payables
Cost of goods sold

Taken from the 
end of the balance 
sheet date, 
commonly used 
for forecasting

Average balances can 
be used instead to 
calculate the ratios

Commonly used 
by credit analysts 
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Working Capital Days Ratios 
Impact Funding

All the same

Working Capital Days
Year 3Year 2Year 1 

24.029.030.0Receivables days
25.022.019.0Inventory days
26.032.034.0Payable days
23.019.015.0Working capital cycle

Cash is tied up with 
customers for 30 days 
which requires funding

Receivables days = 30

Cash was tied up in 
inventory for 19 days 
which requires funding

Inventory days = 19

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

Payable days = 34

Working capital cycle of 15 days

Working capital 
cycle

Operating cash 
cycle

Operating working 
capital cycle
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Working Capital Days
Year 3Year 2Year 1 

24.029.030.0Receivables days
25.022.019.0Inventory days
26.032.034.0Payable days
23.019.015.0Working capital cycle

Receivables days coming down
Funding required for less of a 

period = less funding required

Working Capital Days
Year 3Year 2Year 1 

24.029.030.0Receivables days
25.022.019.0Inventory days
26.032.034.0Payable days
23.019.015.0Working capital cycle

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
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Working Capital Days
Year 3Year 2Year 1 

24.029.030.0Receivables days
25.022.019.0Inventory days
26.032.034.0Payable days
23.019.015.0Working capital cycle

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

Working Capital Cycle
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Working Capital Cycle
Seeks to find the length of time that 

funds are either required or provided

Just In Time Manufacturer
Year 1

7.5Inventory days
37.0Receivable days
53.0Payable days

(8.5)Working capital cycle

Working Capital Cycle
8.5 days funding provided

Day 0
Inventory 
purchased

Day 7.5
Inventory 
sold

Day 53.0
Supplier paid 
cash out

Inventory days 7.5
Payable days 53.0

Day 44.5
Customer pays 
cash in

Receivable days 37.0

Working Capital Cycle
Seeks to find the length of time that 

funds are either required or provided

Home Improvement Retailer
Year 1

69.0Inventory days
7.0Receivable days

16.8Payable days
59.2Working capital cycle

Working Capital Cycle
59.2 days funding required

Day 0
Inventory 
purchased

Day 16.8
Supplier paid 
Cash out

Day 76.0
Customer pays 
Cash in

Inventory days 69.0
Payable days 16.8

Day 69.0
Inventory 
sold

Receivable days 7.0
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Working Capital 
Includes Taxes

There are many types of taxes in the financial statements

Income statement

TAX EXPENSE
On profits
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There are many types of taxes in the financial statements

TAX EXPENSE
On profits

Balance sheet

TAX PAYABLE
To tax authority

Income statement

There are many types of taxes in the financial statements

TAX EXPENSE
On profits

TAX PAYABLE
To tax authority

TAX PAID
In the period for period prior

Cash flow statement Balance sheetIncome statement
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Income statement

TAX EXPENSE
On profits

Balance sheet

TAX PAYABLE
To tax authority

Cash flow statement 

TAX PAID
In the period for period prior

BeginningB
AddA

SubtractS
EndingE

Income statement

TAX EXPENSE
On profits

Balance sheet

TAX PAYABLE
To tax authority

Cash flow statement 

TAX PAID
In the period for period prior

BeginningB
AddA

SubtractS
EndingE

Tax payable
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Income statement

TAX EXPENSE
On profits

Balance sheet

TAX PAYABLE
To tax authority

Cash flow statement 

TAX PAID
In the period for period prior

BeginningB
AddA

SubtractS
EndingE

Tax payable

Tax expense+

Income statement

TAX EXPENSE
On profits

Balance sheet

TAX PAYABLE
To tax authority

Cash flow statement 

TAX PAID
In the period for period prior

SubtractS
EndingE

Tax payable

Tax expense+

Tax paid-

BeginningB
AddA
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Income statement

TAX EXPENSE
On profits

Balance sheet

TAX PAYABLE
To tax authority

Cash flow statement 

TAX PAID
In the period for period prior

EndingE

=

Tax payable

Tax expense+

Tax paid-
Ending tax payableSubtractS

BeginningB
AddA

Income statement

TAX EXPENSE
On profits

Balance sheet

TAX PAYABLE
To tax authority

Cash flow statement 

TAX PAID
In the period for period prior

ESB A
BASE analysis

Useful for forecasting balance 
sheet figures into the future

Calculating Operating 
Working Capital

Use the balance sheet figure 
– the taxes payable
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Please do not redistribute these materials without the 
express permission of Financial Edge Training.

www.FE.training
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