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Advanced Professional Certificate in Working Capital Management

Advanced Professional Certificate in Working Capital
Management:

Working Capital Management (WCM) is a critical aspect of financial management for any business. The goal
of WCM is to ensure that a company has enough short-term assets to meet its short-term obligations, while
also making the most efficient use of its excess cash. The Advanced Professional Certificate in Working
Capital Management covers key terms and vocabulary related to this important area of finance.

Current Assets and Current Liabilities are two of the most important terms in WCM. Current assets are
assets that are expected to be converted into cash or used up within one year or less. Examples of current
assets include cash, accounts receivable, inventory, and prepaid expenses. Current liabilities, on the other
hand, are obligations that are due within one year or less. Examples of current liabilities include accounts
payable, accrued expenses, and the current portion of long-term debt.

The Current Ratio is a key financial ratio used to assess a company's ability to meet its short-term
obligations. It is calculated by dividing current assets by current liabilities. A current ratio of 1 or higher is
generally considered to be acceptable, as it indicates that a company has enough current assets to pay off
its current liabilities. However, a current ratio that is too high may indicate that a company is not making the
most efficient use of its excess cash.

Accounts Receivable are amounts of money owed to a company by its customers for goods or services that
have been delivered but not yet paid for. Effective management of accounts receivable is essential for
maintaining a healthy cash flow. This includes establishing clear credit policies, monitoring collections, and
following up on overdue accounts.

Inventory Management is another important aspect of WCM. Inventory includes raw materials, work-in-
progress, and finished goods that a company has on hand. Effective inventory management involves
maintaining the right level of inventory to meet customer demand, while minimizing the cost of carrying
excess inventory. This includes monitoring inventory levels, setting reorder points, and implementing just-
in-time (JIT) inventory systems.

Cash Management is the process of managing a company's cash resources to meet its short-term
obligations and maximize its return on excess cash. This includes forecasting cash flows, establishing bank
relationships, and implementing cash concentration and investment strategies.

Discounts are reductions in the amount owed to a supplier for goods or services provided. Discounts are
often offered for early payment, and can be an effective way for a company to improve its cash flow.
However, it is important to carefully consider the cost of the discount against the benefit of improved cash
flow.
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Days Sales Outstanding (DSO) is a measure of the average number of days it takes for a company to collect
payment from its customers. A lower DSO indicates that a company is collecting payments more quickly,
which can improve its cash flow. However, it is important to balance the need for quick collections with the
need to maintain good customer relationships.

Days Inventory Outstanding (DIO) is a measure of the average number of days it takes for a company to sell
its inventory. A lower DIO indicates that a company is selling its inventory more quickly, which can improve
its cash flow. However, it is important to balance the need for quick inventory turnover with the need to
maintain sufficient inventory levels to meet customer demand.

Days Payable Outstanding (DPO) is a measure of the average number of days it takes for a company to pay
its suppliers. A higher DPO indicates that a company is taking longer to pay its suppliers, which can improve
its cash flow. However, it is important to balance the need for extended payment terms with the need to
maintain good supplier relationships.

Supply Chain Finance is a financing technique that involves using short-term loans or other financing
arrangements to pay suppliers more quickly, while allowing the buyer to take advantage of extended
payment terms. This can improve a company's cash flow and reduce its borrowing costs.

Factoring is a financing technique that involves selling accounts receivable to a third party, known as a
factor, at a discount. This can provide a company with immediate cash, while also transferring the credit risk
associated with the accounts receivable to the factor.

Letter of Credit is a financial instrument that guarantees payment to a supplier, usually in exchange for the
delivery of goods or services. Letters of credit are often used in international trade to reduce the risk of
non-payment.

Lockbox is a cash management tool that involves collecting payments directly from customers and
depositing them into a bank account. This can improve a company's cash flow by reducing the time it takes
for payments to be processed and deposited.

Zero-Based Budgeting is a budgeting technique that involves starting from zero and building a budget
based on actual needs, rather than using historical data. This can help a company to identify and eliminate
unnecessary expenses, and make more efficient use of its working capital.

Cash Conversion Cycle is a measure of the time it takes for a company to convert its investments in
inventory and accounts payable into cash. A shorter cash conversion cycle indicates that a company is able
to generate cash more quickly, which can improve its liquidity and financial stability.

Inventory Turnover is a measure of the number of times a company sells and replaces its stock of goods
during a given period. A higher inventory turnover indicates that a company is selling its inventory more
quickly, which can improve its cash flow and reduce its inventory holding costs.

Credit Policy is a set of guidelines that a company uses to determine whether to extend credit to customers,
and under what terms. A well-designed credit policy can help a company to manage its risk, improve its
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cash flow, and maintain good customer relationships.

Credit Analysis is the process of evaluating a customer's creditworthiness, usually in order to determine
whether to extend credit and under what terms. Credit analysis typically involves reviewing financial
statements, payment history, and other relevant information.

Credit Risk is the risk that a customer will not be able to pay its debts as they come due. Effective credit risk
management is essential for maintaining a healthy cash flow and avoiding financial losses.

Credit Limit is the maximum amount of credit that a company is willing to extend to a customer. Credit
limits are typically based on a customer's creditworthiness, payment history, and other relevant factors.

Credit Terms are the conditions under which a company is willing to extend credit to a customer. Credit
terms typically include the credit period, discounts for early payment, and penalties for late payment.

Credit Period is the amount of time that a customer is given to pay for goods or services that have been
delivered on credit. Credit periods are typically expressed in days, and can vary depending on the industry
and the creditworthiness of the customer.

Discount is a reduction in the amount owed to a supplier for goods or services provided, usually in
exchange for early payment. Discounts are typically expressed as a percentage of the invoice amount, and
can be an effective way for a company to improve its cash flow.

Early Payment Discount is a discount offered to customers who pay their invoices early, usually within a
specified number of days. Early payment discounts can be an effective way for a company to improve its
cash flow and reduce its borrowing costs.

Invoice Financing is a financing technique that involves using short-term loans or other financing
arrangements to pay invoices more quickly, while allowing the buyer to take advantage of extended
payment terms. This can improve a company's cash flow and reduce its borrowing costs.

Maturity is the date on which a debt or other financial obligation comes due. Maturity dates are typically
expressed in months or years, and can vary depending on the type of obligation and the terms of the
agreement.

Net Terms are the credit terms offered to a customer, expressed as the difference between the invoice date
and the due date. Net terms typically include a credit period, and may also include discounts for early
payment or penalties for late payment.

Payment Terms are the conditions under which a customer is required to pay for goods or services that have
been delivered. Payment terms typically include the due date, the acceptable forms of payment, and any
discounts or penalties that apply.

Prompt Payment Discount is a discount offered to customers who pay their invoices promptly, usually
within a specified number of days. Prompt payment discounts can be an effective way for a company to
improve its cash flow and reduce its borrowing costs.
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