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What are the types of working capital policies? 

There are certain policies that must be followed while calculating and managing working 

capital. The most commonly followed working capital policies are: 

 

1. Aggressive Policy 

This policy, as the name suggests, is 

a high-risk one. Owing to the risk 

factors, returns are also higher. To 

follow this, a business must minimise 

its current assets or the amount of 

debt its owed to. 

 

Here, there are no debtors- payments are collected in time and are eventually invested 

in business. Creditors’ payments are delayed to the maximum. Doing so, sometimes 

might land up with possibilities to sell out company assets to clear debts. 
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This type of working capital policy is mostly followed by companies looking for brisk 

growth. 

 

2. Conservative policy 

Businesses with low-risk 

appetite are mostly inclined 

towards such a policy. In 

this policy, credit limits are 

pre-set to a specific 

amount. Also, such policies 

refrain doing business on 

credit with any debtor who 

defaults. 

 

Generally, a conservative working capital policy is followed to keep the company assets 

and liabilities in sync with each other, with the assets value on the higher side, in case 

of sudden exigencies. 

 

3. Matching policy 

This one is a hybrid between a working capital management policy and a working 

capital financing policy. 

 

Businesses generally follow this policy when they want their working capital to be less; 

thereby utilizing or investing the money elsewhere. 

 

Here, the current assets of the balance sheet are matched with the current liabilities and 
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less cash is kept in hand. This in turn, enables the rest of the finance to be used for 

expanding business, increasing production scale, etc. 



 

 

LIQUIDITY VS PROFITABILITY 
 

 

Profitability refers to profits which the company has 

made during the year which is calculated as difference 

between revenue and expense done by the company, 

whereas liquidity refers to availability of cash with the 

company at any point of time. 

The liquidity of a firm is measured primarily by current 

ratio and net working capital whereas 

the profitability is measured by return on 



assets and return on equity. The liquidity focuses on short term assets which generate 

low profit and contain low risk. 

Working capital affects both the liquidity as well as profitability of a business. As the 

amount of working capital increases, the liquidity of the business increases. ... For 

example, an increase in the inventory of the business increases its liquidity but since 

the stock is kept idle, the profitability falls. 

 

Working capital is the difference between a company's current assets and current 

liabilities. ... For a company, liquidity essentially measures its ability to pay off its 

liabilities when they are due, or how easily and effectively a company can access the 

money it needs to cover its debts. 

The trade-off between profitability and risk is 

the key to working capital management. Too 

little working capital increases profit but 

reduces liquidity, as current assets are more 

expensive than fixed assets. For instance if 

a management feels that worker training is a 

cost they will apportion less funds for it. 

LIQUIDITY PROFITABILTY TRADE OFF 

Liquidity - Having enough money in form of cash,to meet your financial obligations. 

Alternatively,the ease with assets can be converted in to cash. ... If you are on the line 

and move towards one,you automatically move away from the other.In other words, 

there is a trade – off between liquidity and profitability. 

 



 

 

 

 

 

 



 

 

 

 



 

EVALUATION OF CREDIT POLICY 
 

Definition: Credit Policy 

A firm's credit policy is the set of 

principles on the basis of which it 

determines who it will lend money to or 

gives credit (the ability to pay for goods or 

services at a later 

date). Credit Analysis. Credit Risk.  

 

A good credit policy is as important to a company as its sales and customer service 

teams. ... Credit policy is in place to help mitigate the risk, formalize procedures for 

determining acceptable risk, and set up procedures for dealing with 

the credit relationship. 

To facilitate financial assistance and basic services for the community's poor Customer 

Care, Credit Control, Debt Collection and Indigent Policy and provide incentives for 

prompt payment as well as ensuring limited risk levels by means of effective 

management tools. 
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