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Fixed capital: 

Funds required to invest in fixed assets are called fixed capital requirements. 

Fixed Capital remains invested in the business for more than one year. Decision related to fixed 

capital be taken very carefully as these decisions are usually irrevocable except at a huge loss. 

 

Factors affecting the fixed capital requirement: 

 

1. Nature of business: 

Manufacturing business requires more fixed capital as compared to trading business. 

 

2. Scale of operations: 

Large scale business requires more fixed capital as compared to small organisation. 

 

3. Choice of technique: Capital intensive business requires more fixed capital to invest in plant 

and machinery as compared to labour intensive business firms. 

 

4. Technology upgradation: Those organisations who use assets which become obsolete faster 

will require amount of fixed capital to replace such assets. 

 

5. Growth prospects- Business organisation planning to achieve higher growth in future requires 

higher amount of fixed capital. 

 

6. Diversification- Business planning to diversify its operations will require more fixed capital to 

purchase additional machinery, building etc. 

 

7. Financing alternatives - If the business does not have an access to leasing facilities it will 

require larger fixed capital as compared to firms which can acquire fixed assets on lease. 

 

8. Level of collaboration- Business organisations who are into collaborations use each other’s 
facilities hence require less investment in fixed assets and as such require less fixed capital. 

 

Working capital- 

Capital which is required for investment in current assets are called working capital 

requirements. 

Working capital= current assets- current liabilities. 

 

Factors affecting the working capital requirements- 

 

1. Nature of business- Trading business and service providing business requires less working 



capital as compared to manufacturing business since they are able to realise cash from sales  

faster. 

 

2. Scale of operation- Business operating on a large scale requires more working capital as 

compared to  business working on a small scale . 

 

3. Business cycle- If there is a boom phase in business there will be increased requirement for 

working capital due to increase in production and sales whereas during depression working 

capital requirement is reduced. 

 

4. Seasonal factors - In peak season the level of activity is high leading to increased need of 

working capital as compared to lean season. 

 

5. Production cycle- It  is the time taken to convert raw materials into finished goods. 

The business with longer production cycle requires more working capital as compared to 

business having shorter production cycle . 

 

6. Credit allowed- A business with liberal credit policy will require larger amount of working 

capital as it will take time to recover money from debtors. 

 

7. Credit availed-  Business firms who purchase goods on credit will require less working capital 

as compared to business who purchase goods for cash. 

 

8. Operating efficiency - A business managing its operations efficiently will have lesser working 

capital requirements as compared to business operating inefficiently. 

 

9. Availability of raw material - If raw materials are freely, continuously and easily available then 

the business  is not required to maintain high stock levels, thereby decreasing the requirement 

of working capital . 

 

10. Growth prospects - Firms planning higher growth rate will require higher amount of working 

capital to meet increased production and sales target. 

 

11. Level of competition- The business which is facing tough competition will have higher 

requirement of working capital as it will be forced to offer liberal credit terms and maintain high 

level of stocks. 

 

12. Inflation- During inflation business will require large amount of working capital to purchase 

same quantity of raw material and to meet operating expenses. 
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