


Financial Management
Working Capital Management Exercises

1) A company has the following information regarding purchases and sales of inventory:
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At the date of payment to the vendor, how much additional cash will the company need?







2) If a company finances computers for office use with a 60-day trade payable, is this aggressive or conservative working capital management?  Why?



3) If a company finances computers for sale in 30 days with a 60-day trade payable, is this aggressive or conservative working capital management?  Why?




4) Given the following loan terms, calculate the interest cost:
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5) If the above loan is a discounted loan, the interest is deducted at the beginning.  Calculate the effective interest rate of the loan.



6) If the above loan requires a compensating balance of 5% of the loan at an interest rate of 2%, what is the effective interest rate of the loan?

7) A company wants to factor its receivables for extra cash.  The relevant information follows:
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a) What is the amount of funds deposited to the seller?
b) What is the interest expense for the transaction?
c) What is the net proceeds to the seller?
d) If no returns are received from customers, what is the additional amount due to the seller after 60 days?
e) What is the total expense of this transaction reported on the income statement?
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Receivables balance 800,000 $       

Factoring fee 2.50%

Holdback 6.00%

Interest rate 25%

Term, days 60                     
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Units Cost

 Payables 

Days 

 Sales 

Price 

 Sales 

Days 

Purchase 300               $22 30             

Sale $40 80             
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Loan $45,000

Rate 6.85%

Term, months 8                   


