A Firm Has Net Working Capital Of $560,
Net Fixed Assets Of $2,306, Sales Of
$6,700, And Current Liabilities

Introduction

A Firm Has Net Working Capital Of $560, Net Fixed Assets Of $2,306, Sales Of
$6,700, And Current Liabilities — these financial metrics provide a snapshot of the
company's liquidity, asset structure, and operational efficiency. Understanding what these
figures imply about the firm's financial health requires a detailed analysis of each
component, their interrelations, and the broader context within which the firm operates.
This article delves into the significance of net working capital, fixed assets, sales figures,
and current liabilities, exploring how they shape the firm's financial strategy, operational
capacity, and growth prospects.

Understanding Key Financial Metrics

Net Working Capital (NWC)

Net Working Capital is calculated as:

e Net Working Capital = Current Assets - Current Liabilities

In this case, NWC is $560, indicating that the company's current assets exceed its current
liabilities by this amount. This surplus is essential for covering short-term obligations and
maintaining operational liquidity. A positive NWC generally signifies a healthy liquidity
position, enabling the firm to meet its immediate financial commitments without resorting
to external financing.

Implications of a $560 NWC:

- The firm has enough liquid assets to handle routine expenses.

- It provides a buffer against unexpected short-term cash flow disruptions.

- A relatively modest NWC suggests the company might operate with tight liquidity
management or may have efficient working capital utilization.



Net Fixed Assets

Net Fixed Assets of $2,306 refer to the firm's long-term tangible assets, such as property,
plant, and equipment, net of accumulated depreciation. These assets are crucial for
production, operational capacity, and long-term growth.

Significance:

- Indicates the scale of the firm's physical infrastructure.

- Reflects investment in assets that generate revenue over multiple periods.

- High net fixed assets relative to sales can imply capital-intensive operations.

Sales Figures

Sales of $6,700 represent the total revenue generated from the firm's core operations
within a specific period. This figure is vital for assessing the company's market position,
operational scale, and revenue-generating efficiency.

Key points:

- Serves as the top line in the income statement.

- Helps in calculating profitability ratios, such as profit margins.
- Indicates market demand for the firm's products or services.

Current Liabilities

Current liabilities include obligations due within a year, such as accounts payable, short-
term debt, and other accrued expenses. The precise value isn't specified but can be
inferred or analyzed in relation to other metrics.

Importance:

- Represents the firm's short-term financial obligations.

- Must be managed carefully to prevent liquidity crises.

- The relationship between current liabilities and NWC influences the company's liquidity
position.

Analyzing the Financial Position

Liquidity Analysis

Given the NWC of $560, the firm's liquidity is generally sound, but the sufficiency depends
on the size of current liabilities. If current liabilities are less than $560, the firm can
comfortably meet short-term obligations. Conversely, if they are close to or exceed this
figure, the firm might face liquidity pressures.



Possible scenarios:

- Scenario 1: Current liabilities are $1,000.

- NWC is insufficient to cover short-term debts, indicating potential liquidity concerns unless
the firm has access to other short-term financing.

- Scenario 2: Current liabilities are $500.

- The firm has a comfortable buffer, supporting liquidity and operational stability.

To fully understand liquidity, one would analyze ratios such as the current ratio (Current
Assets / Current Liabilities) and quick ratio (acid-test ratio).

Asset Structure and Capital Intensity

The ratio of net fixed assets to sales provides insight into the capital intensity of the firm's
operations:

e Net Fixed Assets / Sales = $2,306 / $6,700 = 0.344

This suggests that approximately 34.4% of sales are supported by fixed assets, indicating a
moderate level of capital expenditure relative to revenue.

Implications:

- The firm invests significantly in fixed assets, which may reflect manufacturing, production,
or infrastructure-heavy operations.

- Efficient utilization of fixed assets is critical for maintaining profitability; underutilized
assets could suggest inefficiencies.

Financial Ratios and Performance Metrics

Liquidity Ratios

- Current Ratio:

\[ \text{Current Assets} / \text{Current Liabilities} \]

Since current assets are not directly provided, but NWC is, one can estimate or derive it if
current liabilities are known.

- Quick Ratio:
\[ (\text{Current Assets} - \text{Inventory}) / \text{Current Liabilities} \]
Without specific inventory data, this remains an approximation.



Asset Turnover and Efficiency

- Asset Turnover Ratio:
\[ \text{Sales} / \text{Total Assets} \]

Given:
- Total Assets = Net Fixed Assets + Current Assets

If current assets are estimated from NWC and current liabilities, further analysis becomes
feasible.

Leverage and Capital Structure

- Understanding the firm's leverage involves examining debt ratios, which require
knowledge of total liabilities, including current and long-term liabilities.

Strategic Considerations for the Firm

Operational Efficiency

The firm’s ability to generate $6,700 in sales with net fixed assets of $2,306 indicates an
asset turnover ratio of approximately 2.91, which is a measure of operational efficiency.
Higher ratios generally reflect better utilization of assets.

Financial Flexibility and Growth Prospects

- A positive but modest net working capital provides flexibility but also signals the need for
prudent cash flow management.

- Investment in fixed assets suggests growth ambitions or capacity expansion plans.

- The relationship between sales and assets hints at potential scalability; if sales grow faster
than assets, profitability could improve.

Risk Factors and Management

- Tight liquidity could pose risks during downturns or unexpected expenses.
- Over-reliance on fixed assets might lead to underutilization or asset obsolescence.
- Effective working capital management is essential to maintain operational stability.



Conclusion

The financial snapshot of this firm reveals a balanced organization with sufficient liquidity,
substantial fixed assets, and healthy sales figures. While the net working capital of $560
indicates a comfortable liquidity cushion, understanding the firm's current liabilities is
essential for a complete liquidity assessment. The investment in fixed assets underscores a
possibly capital-intensive operation, and the sales figure demonstrates market strength.
Strategic management of working capital, asset utilization, and growth investments will be
crucial for sustaining and enhancing the firm's financial health. By continuously monitoring
key ratios and adjusting operational strategies accordingly, the firm can position itself for
long-term success in a competitive environment.

Frequently Asked Questions

What is net working capital and how is it calculated?

Net working capital (NWC) is the difference between a firm's current assets and current
liabilities. It is calculated as NWC = Current Assets - Current Liabilities.

Given a net working capital of $560, what does this
indicate about the firm's short-term financial health?

A net working capital of $560 suggests the firm has more current assets than current
liabilities, indicating good short-term liquidity and ability to meet short-term obligations.

How do net fixed assets relate to a company's overall
asset base?

Net fixed assets represent the value of the company's long-term tangible assets after
depreciation, contributing to the firm's capacity to generate revenue over time.

With sales of $6,700, what can be inferred about the
firm's sales efficiency or turnover?

While specific efficiency metrics require additional data, high sales relative to assets often
indicate good sales performance; further analysis like asset turnover ratios would provide
more insight.

What role do current liabilities play in assessing the
firm's liquidity position?

Current liabilities are short-term obligations; comparing them with current assets (or net
working capital) helps assess the firm's ability to cover these obligations promptly.



How can the firm improve its net working capital
position based on the given data?

The firm can improve NWC by increasing current assets (e.g., cash, receivables) or reducing
current liabilities, thereby strengthening liquidity.

What additional financial ratios could provide a more
comprehensive view of the firm's financial health?

Ratios such as current ratio, quick ratio, debt-to-equity ratio, and return on assets would
offer more detailed insights into liquidity, leverage, and profitability.

Additional Resources

A Firm Has Net Working Capital Of $560, Net Fixed Assets Of $2,306, Sales Of $6,700, And
Current Liabilities

Understanding a company's financial health requires a detailed examination of its key
financial metrics. When analyzing a firm with a net working capital of $560, net fixed assets
of $2,306, and sales of $6,700, along with current liabilities, it becomes essential to
interpret these figures in context. These numbers provide insight into the company's
liquidity, asset management, operational efficiency, and overall financial stability. In this
comprehensive review, we will explore each component in detail, analyze their implications,
and evaluate the company's financial position.

Understanding Net Working Capital (NWC)

Definition and Significance
Net Working Capital (NWC) is a measure of a company's short-term liquidity and
operational efficiency. It is calculated as:

\[ \text{NWC} = \text{Current Assets} - \text{Current Liabilities} \]

A positive NWC of $560 indicates that the firm has more current assets than current
liabilities, suggesting it can cover its short-term obligations comfortably.

Implications of a $560 NWC

- Liquidity Buffer: The firm has a modest buffer to meet its short-term liabilities, which is
generally favorable.
- Operational Flexibility: Adequate NWC allows the company to finance day-to-day



operations without additional borrowing.
- Potential for Growth: Surplus working capital can be reinvested into operational
improvements or strategic initiatives.

Pros and Cons

Pros:

- Ensures smooth operational flow.

- Reduces dependency on short-term borrowing.

- Reflects prudent management of current assets and liabilities.

Cons:

- Excessive NWC might indicate inefficient asset utilization (e.g., holding too much cash or
inventory).

- Very low NWC could signal liquidity issues.

Analyzing Net Fixed Assets (NFA)

Definition and Context

Net Fixed Assets represent the value of a company's property, plant, and equipment (PP&E)
after depreciation. A figure of $2,306 suggests substantial investment in long-term assets.

Role of NFA in Business Operations

- Production Capacity: High NFA typically indicates significant investment in infrastructure,
machinery, and facilities.

- Asset Utilization: Efficient use of fixed assets can lead to higher revenue generation.

- Capital Intensity: The ratio of NFA to sales can reveal how capital-intensive the business
is.

Features and Insights

- The firm’s NFA of $2,306, in relation to sales of $6,700, indicates a capital investment that
supports its operations.

- High NFA relative to sales may suggest potential under-utilization or a need for asset
optimization.

- A lower NFA compared to industry standards might imply agility or recent asset sales.

Pros and Cons

Pros:



- Long-term assets underpin operational stability.
- Assets can appreciate or be leveraged for financing.

Cons:

- High fixed assets can lead to significant depreciation expenses.
- Maintenance and replacement costs can be substantial.

- If poorly managed, excess assets may reduce profitability.

Sales Performance and Revenue Analysis

Understanding Sales Figures

Sales of $6,700 reflect the company's revenue-generating capacity over a given period.
This figure is crucial for evaluating operational success and market position.

Sales in Context

- Relative to NFA, sales indicate how effectively the company utilizes its assets.
- The sales-to-NFA ratio can serve as a productivity metric.

\[ \text{Sales per dollar of NFA} = \frac{6,700} {2,306} \approx 2.91\]

This suggests that for every dollar invested in fixed assets, the company generates roughly
$2.91 in sales.

Features and Considerations

- The sales figure provides a baseline for profitability analysis.
- Comparing sales growth over time can reveal trends.
- Industry benchmarks are necessary to evaluate whether sales are strong.

Pros and Cons

Pros:
- Indicates market demand and operational scale.
- Provides a foundation for profitability calculations.

Cons:
- Sales alone do not account for profit margins.
- Potential for high sales with low margins.



Current Liabilities and Financial Position

Current Liabilities Overview

Current liabilities are obligations due within a year. While the specific amount isn't
provided, the positive NWC suggests that current liabilities are less than current assets by
$560.

Implications of Current Liabilities

- The firm’s ability to meet short-term obligations appears stable.
- The ratio of current liabilities to current assets (current ratio) can be calculated if current
assets are known, which helps assess liquidity.

Assessing Liquidity Ratios

- Current Ratio: \(\frac{\text{Current Assets} } {\text{Current Liabilities} }\)
- Quick Ratio: \(\frac{\text{Current Assets} - \text{Inventory}} {\text{Current Liabilities} }\)

An ideal current ratio is generally above 1.5 to 2, indicating sufficient liquidity.

Features and Risks

- Lower current liabilities relative to current assets reduce liquidity risk.
- Excessively high current liabilities relative to current assets might indicate potential
liquidity issues.

Financial Ratios and Overall Evaluation

Key Ratios and Metrics

- Working Capital Turnover: Indicates how efficiently the company uses its working capital
to generate sales.

\[ \text{Working Capital Turnover} = \frac{\text{Sales}} {\text{Net Working Capital}} =
\frac{6,700} {560} \approx 11.96\]

This high ratio suggests effective utilization of working capital.

- Fixed Assets Turnover:



\[ \frac{\text{Sales} } {\text{Net Fixed Assets}} = \frac{6,700}{2,306} \approx 2.91\]

- Asset Turnover Ratio: Reflects overall efficiency in using assets to generate sales.

Strengths and Weaknesses

Strengths:

- Positive NWC indicates good liquidity.

- High working capital turnover shows operational efficiency.

- Sales relative to assets suggest effective use of fixed assets.

Weaknesses:
- Without profit margins, profitability remains uncertain.
- The level of fixed assets might indicate over-investment or under-utilization.

Conclusion and Final Thoughts

Analyzing the provided figures reveals a company that maintains a comfortable liquidity
position, substantial investment in fixed assets, and a solid sales base. The firm’s net
working capital of $560 signifies that it can handle immediate liabilities without strain,
which is a positive indicator of liquidity health. The net fixed assets of $2,306 support
operational capacity but warrant scrutiny regarding asset utilization efficiency.

The sales figure of $6,700 illustrates a company with a decent revenue stream relative to
its asset base. The high ratios of sales to working capital and fixed assets suggest effective
operational management, though profitability metrics such as profit margins, return on
assets, and return on equity are necessary for a comprehensive assessment.

However, several considerations merit further exploration:
- The specific amount of current liabilities to evaluate liquidity ratios accurately.
- Profitability margins to determine if revenue translates into sustainable profits.
- Industry benchmarks to contextualize ratios and figures.

In summary, the company's financial snapshot portrays a stable and potentially efficient
enterprise. Its positive net working capital and asset utilization ratios are promising, but
detailed profitability analysis and industry comparisons are essential for a complete
understanding. Strategic management of fixed assets and ongoing liquidity monitoring will
be critical to sustaining growth and financial stability in the long term.
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