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Relationship of working capital with liquidity, Profitability and

solvency: A case study of ACC limited
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2.3 Maximize profitability

Profitability, in this reference may be the return earned on the total assets of the company.
The success of the company usually depends on its returns earned, keeping the liquidity
prospects in view. Usually, it is a difficult task to trade off between the liquidity and
profitability, as the conservative policy of working capital may ensure sound liquidity but
endangers the profitability. On the other hand, aggressive policy helps in making profits but
the liquidity is not promised. Before deciding an appropriate level of working capital
investment, a firm’s management has to evaluate the tradeoff between expected profitability
and the risk that it may be unable to meet its financial obligations. The investment of excess
cash, minimization of inventories, speedy collection of receivables, and elimination of
unnecessary and costly short-term financing all contribute to the maximization the
profitability.
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