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Working Capital Discipline for Sustainable Profitability 
Diagnosing Working Capital Pressure Before It Becomes a Cash Crisis 
 

EXECUTIVE QUESTION 

Is our working capital cycle quietly consuming cash faster than the business generates it — and would we see it before 
it forced a financing decision or a liquidity crisis? 

CORE SIGNAL  

Working capital problems often surface in the operating cycle — lengthening receivables, swelling inventory, stretched 
payables — before they show up as declining profitability. Firms that stay within a balanced range recover cash faster and 
withstand shocks better; firms at either extreme (too loose or too aggressively tightened) put profitability and stability at risk. 

 

WARNING SIGNS TO CHECK NOW 

▪  Sales or revenue are growing, but cash and liquidity are not keeping pace — a warning sign of overtrading. 

▪  Receivable collection periods are lengthening, or overdue customer balances are rising. 

▪  Inventory (or days-in-inventory) is growing faster than sales, without a clear commercial reason. 

▪  Supplier payments are being delayed for reasons other than negotiated financing terms. 

▪  Reliance on external financing or credit lines to cover operating gaps is increasing. 

▪  Cash balances or inventory holdings are high relative to operating need, or receivables are expanding without a clear commercial 
reason, while margins or returns have flattened. 

▪  Stockouts, lost sales, or supplier friction are appearing after inventory, customer-credit, or supplier-payment policies have been 
tightened — a sign working capital may have been tightened too far. 

DECISION GUIDE — IF THIS EXISTS, EXAMINE THIS, CONSIDER THIS  

If this condition exists Examine Consider 

Receivables and inventory are both 
rising relative to sales 

Trend in the cash conversion cycle 
(inventory days + receivable days − 
payable days) over several periods, not a 
single snapshot 

Whether growth is outrunning the firm's ability 
to generate cash internally — an overtrading 
risk 

Cash feels tight despite reported 
profits 

Collections, receivables, inventory, and 
financing needs together, not in isolation 

Whether accounting profit is masking a cash-
flow problem inside the operating cycle 

Cash, inventory, or receivable buffers 
are high while returns have flattened 

Whether liquidity or inventory levels 
exceed genuine operating need 

Whether idle capital is depressing returns 
without meaningfully reducing risk 

Payment terms to suppliers are 
stretching 

Whether the delay reflects negotiated 
financing strategy or emerging cash strain 

Supplier-relationship and reliability risk versus 
short-term liquidity relief 

 
ESCALATE WHEN 

Sales or revenue growth is accelerating at the same time receivables, inventory, and reliance on external financing are all rising 
together — a pattern that may indicate overtrading, where even a profitable firm can become unable to meet short-term 
obligations. 

NEXT STEP 

First: Pull the trend — not a single-period snapshot — for receivable days, inventory days, payable days, and reliance on 
external financing over the last several reporting periods, and bring it to a focused cash-conversion review. 
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