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Research on Differences in Working Capital between
Chinese and International Practices, Matching
Imperfections, and Forecasting Models

Wang Jinjiang, Sun Yu

( CHINA ENTERPRISE APPRAISALS Co., Ltd., Beijing 100020 )

Abstract: Changes in net working capital are a component of cash flow in the income approach. Chinese and
foreign valuation practices differ in their understanding and treatment of working capital, and this paper analyzes
these differences. Working capital essentially represents the necessary working capital required for business operations
under certain risks. Its forecasting requires necessary adjustments, and the forecast table serves as a bridge between
the balance sheet and the cash flow statement. Working capital should be consistent with value type, assumptions,
and other elements. Several flaws in working capital forecasting in valuation practice are pointed out. Cash reserves
represent the immediate daily cash needs of operations. Forecasting models for cash reserves established. The
reasonableness of working capital forecasts needs to be verified. An application of this approach is demonstrated

through a case study of working capital forecasting for a specific project.

Keywords: Cash flow composition in income approach, Differences in working capital between Chinese and

international practices, Matching imperfections of working capital, Cash on hand forecasting model
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