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Cash Management
“Despite whatever lifelong teachings you might have learned about the virtues of cash, the corporate financial manager actively seeks to keep this non-earning asset to a minimum” (Block et al., 2005, pg 175). An efficient firm will judiciously attempt to synchronize production with forecasting and time cash inflows with outflows. This goal should be an ongoing discussion in management meetings, to refresh continually the direction of the organization. Having good cash management techniques and positive net trade credit helps in turning short term decisions into longterm success. Achieving sustainability in an industry requires proper planning, market strategy, sound asset management and an optimal capital structure.
Primary uses for cash in an organization are expenses such as payroll, supplies and taxes. This is defined as the Transactions motive, which is the most common use. Cash flow cycles should be accurately monitored and are dependent upon the customer patterns, suppliers and banks involved (Block et al., 2005, pg 175). Understanding the activities that create cash flow is important for creating positive balances to meet obligations. Sometimes excess cash is converted into interest-earning securities. “Variables such as float, the mail system, use of electronic funds transfer mechanisms, lockboxes and international sales” are all techniques that eventually will affect the accounting books (Block et al., 2005, pg 177).
Float is used to describe the time between payment processing and check clearance in the bank system. Both receivables and payables are relative to any situation, therefore, must be managed to balance the recorded cash and crediting from the bank. “This means float can be managed to some extent through a combination of disbursement and collection strategies” (Block et al., 2005, 178). Even though a firm may have a negative balance on the books, the temporary 
positive balance backed by the bank will allow the company to meet obligations (also known as play the float).
Turning receivables into cash can be assisted by a low cost system at a bank called a Lockbox. Using post offices as a holding house for payments, a local bank will process checks through the nearest clearing house, which makes the money available within 1 day. Balances are then electronically transferred to the firm’s bank. In contrast, some corporations prefer to slow processing by having a disbursement center in a far away town. This is called the “extended disbursement float” (Block et al., 2005, pg 180). As mentioned earlier, the timing of inflows with outflows is important to capital management. An expert should always guide management decisions based on a cost/benefit analysis.
Technology is helping companies through computer processing called the electronic funds transfer (ETF). New links have been created to connect clearing houses which expedites the payment processing. ETF has begun to replace the lockboxes and float. “Automated clearing houses (ACH) are an important element in electronic fund transfers…claiming total membership of over 12,000 financial institutions. These institutions transmit or receive ACH entries through central clearing facilities operated by the American Clearinghouse Association, the Federal Reserve system, the Electronic Payment Network, and VISA” (Block et al., 2005, pg 182). With the advances in payment processing, banks have designed services for firms who wish to have help managing cash flow using the ACH networking. For example, having what is called a Sweep account will direct unused cash into interest earning accounts.
Short Term Financing


Firms ideally want to minimize the costs of financing assets. Most common methods for short term financing include trade credit, bank loans, un-secured promissory notes, foreign markets and factoring companies. Organizations that are strong tend to have better credit which generally reduces interest rates due to minimized risk. “Approximately 40 percent of short term financing is in the form of accounts payable or trade credit” (Block et al., 2005, pg 211). Depending on the relationship between a firm’s receivables and payables, the payment period will fluctuate (net trade credit). Cash discounts are also sometimes offered with reductions in price based on prompt payments. (example 2/10, net 30: 2% discount if paid within 10 days and full amount at 30 days).

An organization’s credit has much to do with the interest rate it receives on a loan. Therefore, in order to minimize cost and increase profit, careful attention must be given to dependable financial relationships. The favored rate of interest is referred to as the prime rate. For companies that use the Euro, the London Interbank Offered Rate (LIBOR) is generally competitive with the United States Prime Rate. “The effective interest rate on a loan is based on the loan amount, the dollar interest paid, the length of the loan, and the method of repayment” (Block et al., 2005 pg 216). A company may also pay for short term obligations through a term loan which extends credit and is usually set to the prime rate or LIBOR (depending on the present value of the firm’s future). For strong entities this is possibly advantageous, however, unpredictable due to the variable interest. Additionally, banks might require a minimum balance (in the account) for security, which has an inverse relationship to interest rates. 

Strong credit also makes other short term loans available called commercial paper, which is un-secured (not backed by assets). These loans are reserved for companies with good credit ratings and generally do not have required compensating balances (minimum balance). Another means of acquiring a loan is by selling the firm’s receivables. This is called factoring. “Receivables financing is popular because it permits borrowing to be directly tied to the level of expansion at any time” (Block et al., 2005, pg 222). Again, as with bank institutions, the stronger credit reaps better rewards. The amount of the loan may be more or less a specific percentage value of the receivables and is potentially greater than the prime rate due to inherent risk.

Optimal technique for cash management and short term financing requires expert analysis and updated process. As technology grows exponentially, an organization’s approach to cost minimization and profitability will change. Similarly, management must maintain a refreshed perspective on how present value will improve based on informed short term financial decisions meant to strengthen a future sustainable competitive advantage.
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