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Case B: Ospry, Inc., Has Working Capital In The Amount Of $ 960,000. For Each Of The
Following Transactions, this comprehensive article explores how different financial transactions
impact Ospry, Inc.'s working capital, which currently stands at $960,000. Understanding these
transactions is crucial for managers, investors, and financial analysts to assess the company’s
liquidity, operational efficiency, and overall financial health. In this detailed analysis, we will
examine various types of transactions and their effects on Ospry, Inc.'s working capital, providing
insights and practical examples along the way.

Understanding Working Capital and Its Importance

What Is Working Capital?
Working capital is a key measure of a company's short-term liquidity and operational efficiency. It is
calculated as:

Working Capital = Current Assets - Current Liabilities

A positive working capital indicates that a company can meet its short-term obligations, fund daily
operations, and invest in growth opportunities. Conversely, negative working capital may signal
liquidity issues.

Why Is Working Capital Important?
- Liquidity Assessment: Helps determine if a company can cover its immediate expenses.
- Operational Efficiency: Reflects how well a company manages its receivables, payables, and
inventory.
- Financial Flexibility: Influences the company's ability to invest, expand, or handle unforeseen
expenses.

Given Ospry, Inc.'s current working capital of $960,000, it is positioned favorably but must
understand how specific transactions affect this figure.

Analyzing Transactions and Their Impact on Ospry,



Inc.’s Working Capital

Below are common types of transactions that can influence Ospry, Inc.'s working capital. Each will
be analyzed for its potential effect.

1. Purchasing Inventory on Credit

Scenario: Ospry, Inc. acquires inventory worth $150,000 on credit.

Impact Analysis:
- Current Assets: Increase by $150,000 (inventory).
- Current Liabilities: Increase by $150,000 (accounts payable).
- Net Effect on Working Capital: No change.

Explanation: Since both current assets and current liabilities increase equally, the overall working
capital remains unaffected. This is a typical transaction that maintains liquidity levels while
expanding inventory.

2. Selling Goods for Cash

Scenario: Ospry sells products worth $200,000 for cash.

Impact Analysis:
- Current Assets: Cash increases by $200,000; inventory decreases by the cost of goods sold.
- Overall Effect: Assuming cost of goods sold is $120,000, inventory decreases by that amount,
leading to a net increase in current assets by $80,000.
- Working Capital Impact: Increases by $80,000.

Explanation: Cash sales improve liquidity and working capital, especially if the inventory sold had a
higher value than the cost.

3. Paying Off Accounts Payable

Scenario: Ospry, Inc. pays $100,000 toward its accounts payable.

Impact Analysis:
- Current Assets: Decrease by $100,000 (cash).
- Current Liabilities: Decrease by $100,000.
- Net Effect: No change in working capital.

Explanation: Settling liabilities reduces both sides equally, maintaining the working capital level but
improving cash flow.



4. Borrowing Funds from a Bank

Scenario: Ospry, Inc. borrows $250,000 from a bank, depositing the amount into cash.

Impact Analysis:
- Current Assets: Increase by $250,000 (cash).
- Current Liabilities: Increase by $250,000 (bank loan).
- Net Effect: No change in working capital.

Explanation: Similar to credit purchases, this transaction increases both assets and liabilities
equally, leaving working capital unaffected.

5. Purchasing Fixed Assets with Cash

Scenario: Ospry, Inc. purchases equipment for $300,000 cash.

Impact Analysis:
- Current Assets: Cash decreases by $300,000.
- Current Liabilities: No change.
- Working Capital Effect: Decreases by $300,000.

Explanation: Using cash to buy fixed assets reduces current assets without affecting current
liabilities, decreasing overall working capital. This could impact liquidity if not offset by other
inflows.

6. Declaring and Paying Dividends

Scenario: Ospry, Inc. pays dividends of $50,000 in cash.

Impact Analysis:
- Current Assets: Decrease by $50,000.
- Current Liabilities: No change.
- Working Capital: Decreases by $50,000.

Explanation: Paying dividends out of cash reduces current assets, thereby lowering working capital
and potentially affecting liquidity ratios.

7. Collecting Accounts Receivable

Scenario: Ospry, Inc. collects $100,000 from customers on account.

Impact Analysis:
- Current Assets: No net change (cash increases, accounts receivable decreases).
- Working Capital: No change.



Explanation: This transaction does not impact working capital, as it involves a reallocation within
current assets.

8. Issuing Long-Term Debt

Scenario: Ospry, Inc. issues bonds worth $500,000.

Impact Analysis:
- Current Assets: Increase by $500,000 (cash).
- Current Liabilities: No change (long-term debt is a non-current liability).
- Working Capital: Increases by $500,000.

Explanation: Since long-term debt is not part of current liabilities, this inflow boosts working capital,
enhancing liquidity.

Summary of Transaction Effects on Ospry, Inc.’s
Working Capital

| Transaction | Effect on Current Assets | Effect on Current Liabilities | Net Effect on Working
Capital |
|--------------|---------------------------|------------------------------|------------------------------|
| Purchase inventory on credit | No change | No change | No change |
| Sell goods for cash | Increase | No change | Increase |
| Pay accounts payable | Decrease | Decrease | No change |
| Borrow from bank | Increase | Increase | No change |
| Purchase fixed assets with cash | Decrease | No change | Decrease |
| Pay dividends | Decrease | No change | Decrease |
| Collect accounts receivable | No change | No change | No change |
| Issue long-term debt | Increase | No change | Increase |

Strategic Implications for Ospry, Inc.

Understanding how various transactions impact working capital enables Ospry, Inc. to make
informed decisions about managing liquidity and operational efficiency.

- Maintaining Adequate Working Capital: The company should balance asset growth with liability
management to sustain liquidity.
- Optimizing Asset Utilization: Selling inventory or collecting receivables can improve cash flow
without harming working capital.
- Managing Debt and Investments: Strategic borrowing and asset purchases should be aligned with
the company's liquidity position.
- Dividend Policy: Distributing dividends should consider current working capital to avoid liquidity
shortages.



Conclusion

For Ospry, Inc., with a healthy working capital of $960,000, understanding the impact of each
transaction is vital for maintaining financial stability. Transactions like credit purchases, sales, and
issuing debt often leave working capital unchanged, while cash purchases or dividend payments
reduce it. Conversely, borrowing or issuing long-term debt can increase liquidity.

By carefully analyzing each transaction's effect, managers can devise strategies to preserve or
enhance working capital, ensuring Ospry, Inc.'s short-term operational success and long-term
growth. Regular monitoring and prudent financial planning are essential to navigate the
complexities of corporate finance effectively.

---
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Frequently Asked Questions

What is the initial working capital of Ospry, Inc. in Case B?
The initial working capital of Ospry, Inc. is $960,000.

How does a transaction impact Ospry, Inc.'s working capital in
Case B?
Each transaction affects current assets and liabilities, thereby increasing or decreasing the
company's working capital accordingly.

What types of transactions are considered in Case B for Ospry,
Inc.?
Transactions include sales, purchases, payment of expenses, receipt of income, and other operating
activities that influence current assets and liabilities.



How can Ospry, Inc. maintain positive working capital after
transactions?
By managing cash flows, controlling expenses, and optimizing receivables and payables, Ospry can
sustain or improve its working capital position.

What is the significance of working capital in Ospry, Inc.'s
financial health?
Working capital indicates the company's ability to meet short-term obligations and fund its day-to-
day operations effectively.

How are accounts receivable and accounts payable affected in
Case B transactions?
Transactions involving sales increase accounts receivable, while payments to suppliers decrease
accounts payable, influencing overall working capital.

What impact does cash flow have on Ospry, Inc.'s working
capital in the transactions?
Positive cash inflows boost working capital, whereas cash outflows reduce it; managing cash flow is
crucial to maintaining liquidity.

Can a single transaction significantly change Ospry, Inc.'s
working capital in Case B?
Yes, large transactions such as major sales or large purchases can substantially impact the
company's working capital balance.

What strategies can Ospry, Inc. implement to optimize
working capital after these transactions?
Strategies include accelerating receivables, delaying payables without penalties, managing
inventory efficiently, and controlling operating costs.

Additional Resources
Case B: Ospry, Inc., Has Working Capital In The Amount Of $960,000. For Each Of The Following
Transactions,

Understanding a company's working capital is fundamental to assessing its financial health and
operational efficiency. In this detailed review, we analyze Ospry, Inc., which maintains a robust
working capital of $960,000, and explore the implications of various transactions on its liquidity,
operational capacity, and overall financial stability. This comprehensive evaluation aims to provide



insights into how different financial activities interact with and influence working capital, offering a
nuanced perspective that business owners, investors, and financial analysts will find invaluable.

---

Understanding Working Capital: The Foundation of
Business Liquidity

Before delving into specific transactions, it’s essential to clarify what working capital entails. Simply
put, working capital is the difference between a company's current assets and current liabilities:

Working Capital = Current Assets – Current Liabilities

In Ospry, Inc.'s case, a working capital of $960,000 indicates that the firm has sufficient short-term
assets to cover its short-term obligations, reflecting a healthy liquidity position. This buffer allows
the company to fund daily operations, invest in growth opportunities, and withstand unexpected
financial shocks.

Key Components of Working Capital:

- Current Assets: Cash, accounts receivable, inventory, marketable securities, and other assets
expected to be liquidated or consumed within a year.
- Current Liabilities: Accounts payable, short-term debt, accrued expenses, and other obligations due
within a year.

Significance of Positive Working Capital:

- Ensures smooth operational flow
- Facilitates supplier and creditor confidence
- Supports creditworthiness and borrowing capacity
- Provides flexibility for strategic investments

Now, with this foundational understanding, we turn our attention to how various transactions impact
Ospry, Inc.'s working capital.

---

Examining Specific Transactions and Their Effects on
Working Capital

Each financial activity can influence Ospry, Inc.’s working capital positively or negatively. The
nature of this impact depends on the transaction's structure — whether it involves current assets,
current liabilities, or both.

Below, we analyze common types of transactions, their mechanics, and their implications.



---

1. Purchasing Inventory on Credit

Scenario: Ospry, Inc. acquires inventory worth $150,000 on credit.

Impact Analysis:

- Current Assets: Inventory increases by $150,000.
- Current Liabilities: Accounts payable increases by $150,000.

Net Effect on Working Capital:

Since both current assets (inventory) and current liabilities (accounts payable) increase by the same
amount, the working capital remains unchanged.

Implications:

- This transaction has a neutral effect on liquidity.
- It enables the company to expand inventory without immediate cash outlay.
- It depends on efficient inventory management and the ability to turn over inventory quickly to
realize cash flow benefits.

Expert Insight:
While this transaction doesn't affect working capital immediately, it can influence future cash flow if
inventory turnover is slow, leading to increased holding costs or potential obsolescence.

---

2. Paying Off Short-Term Debt

Scenario: Ospry, Inc. repays a short-term bank loan of $200,000.

Impact Analysis:

- Current Assets: Cash decreases by $200,000.
- Current Liabilities: Short-term debt decreases by $200,000.

Net Effect on Working Capital:

Both assets and liabilities decrease by the same amount, resulting in no change in working capital.

Implications:

- Improves liquidity ratios in the short term but doesn't alter overall working capital.
- Reduces future interest obligations and improves solvency metrics.



Expert Insight:
While neutral for working capital, timely debt repayment enhances credit standing, potentially
reducing borrowing costs in the future.

---

3. Collecting Accounts Receivable

Scenario: Ospry, Inc. collects $100,000 from customers.

Impact Analysis:

- Current Assets: Cash increases by $100,000; accounts receivable decreases by $100,000.

Net Effect on Working Capital:

No change, as total current assets remain the same; only their composition shifts.

Implications:

- Improves liquidity by converting receivables into cash.
- Enhances the company's ability to meet short-term obligations.

Expert Insight:
Efficient receivables collection is vital for maintaining healthy working capital, especially if the
company operates with tight cash flows.

---

4. Purchasing Fixed Assets with Cash

Scenario: Ospry, Inc. buys equipment worth $250,000 paid in cash.

Impact Analysis:

- Current Assets: Cash decreases by $250,000.
- Fixed Assets: Increases by $250,000 (non-current asset).

Net Effect on Working Capital:

- Current assets decrease, while current liabilities remain unchanged.
- Working capital decreases by $250,000.

Implications:

- Reduces liquidity, potentially affecting the company's ability to cover short-term obligations.
- Long-term investment in fixed assets can boost future revenue but at the expense of current



liquidity.

Expert Insight:
Proper planning is essential when making large capital expenditures to avoid liquidity crunches;
financing options like leasing or long-term loans can mitigate immediate working capital impacts.

---

5. Paying Dividends

Scenario: Ospry, Inc. declares and pays dividends of $75,000.

Impact Analysis:

- Current Assets: Cash decreases by $75,000.
- Retained Earnings: Decreases by the same amount.

Net Effect on Working Capital:

- Working capital decreases by $75,000.

Implications:

- Short-term liquidity diminishes, but the impact depends on the company's existing cash reserves.
- Dividends reduce retained earnings, impacting shareholder equity.

Expert Insight:
Regular dividend payments can signal financial strength, but must be balanced against the need to
maintain adequate working capital for operations.

---

6. Borrowing Short-Term Funds

Scenario: Ospry, Inc. borrows $300,000 via a short-term note.

Impact Analysis:

- Current Assets: Cash increases by $300,000.
- Current Liabilities: Short-term debt increases by $300,000.

Net Effect on Working Capital:

No change, as both assets and liabilities increase equally.

Implications:



- Provides immediate liquidity for operational needs.
- Increased liabilities could impact leverage ratios.

Expert Insight:
Short-term borrowing is a double-edged sword; it enhances liquidity but requires careful
management to avoid future repayment strains.

---

Strategic Implications of Transactions on Ospry, Inc.'s
Working Capital

Understanding how each transaction influences working capital allows for strategic decision-
making:

- Maintaining Liquidity: Activities like collecting receivables and delaying inventory purchases can
bolster working capital.
- Managing Growth: Capital investments and inventory expansion should align with available
working capital to prevent liquidity shortfalls.
- Debt Management: Balancing short-term liabilities with cash flows ensures operational stability.

Key Takeaways for Ospry, Inc.:

- The company’s current healthy working capital of $960,000 provides flexibility.
- Transactions that involve simultaneous increases in current assets and current liabilities tend to be
neutral, but their future implications depend on operational efficiency.
- Large investments or payouts can significantly impact liquidity if not managed prudently.

---

Conclusion: Navigating Working Capital Dynamics for
Sustainable Growth

Ospry, Inc.’s sizable working capital position offers a solid foundation for operational agility and
strategic expansion. However, each transaction presents unique considerations that influence
liquidity and financial stability. By carefully analyzing how activities like inventory purchases, debt
repayment, asset acquisitions, and dividend payments affect working capital, management can make
informed decisions that promote sustainable growth.

In the broader context, maintaining a balanced approach—leveraging working capital effectively
while avoiding overextension—is essential for long-term success. For stakeholders, monitoring these
transactional impacts provides critical insights into the company's operational health and readiness
to capitalize on future opportunities.

Final thought:



A company's working capital is not just a number; it is a dynamic indicator of financial resilience.
Ospry, Inc.’s management should continue to strategize around its working capital management to
ensure continued liquidity, operational efficiency, and value creation for shareholders.
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