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GURRENT ASSET MANAGEMENT
AND SHORT-TERM FINANCING

|. INTERNATIONAL CASH
MANAGEMENT

Il. AGCOUNTS RECEIVABLE
MANAGEMENT

lIl. INVENTORY MANAGEMENT
IV. SHORT-TERM FINANCING
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|. INTERNATION CGASH MANAGEMENT
A. Seven Key Areas:

Organization

Gollection/Fund Dishursement
Interafiiliate Payments Netting
EXxcess-Funds Investment
Optimal Global Gash Balances
Gash Planning/Budgeting
Bank Relations
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1.

2.

Quick/efficient cash control
Optimal conservation/usage

1.

Advantages:

a. Efficient liquidity levels

h. Enhanced profitability

c. Quicker headguarter action
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1.

I Greater cash management
expertise
g. Less political risk
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1. KeyElement: Accelerate collections
2. Acceleration Methodls:

a. Gable remittances

b. Mobhilization centers

c. Lockhoxes

d. Electronic fund transfers
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3. Methods to Expedite Cash Payments
a. Cable remittances
h. Establish accounts in client's hank
c. Negotiate with banks
- obtain value dating
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E. Payments Netting
1. Definition:

ofiset payments of affiliate
receivables/payabiles so that net
amounts only are transferred.

2. Create Netting Center
a. asubsidiary setupin alocation
with minimal exchange controls
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2. Netting Genters (con't)

b. Coordinate interaffiliate payment
flows
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1.  Majortask:
d. determine minimum cash

balances
b. short-term investment of
excess balances
2. Requirements:
a. Forecastof cash needs
b. Knowledge of minimum
cash position
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3. Investment Selection Griteria:
a. Government regulations
b. Market structure
c. Foreigntaxlaws
G.Optimal Globhal Cash Balances
1.  Establish centrally managed cash
nool

2. Require affiliates to hold
minimum
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Less horrowing nceded
More excess fund
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Good Relations Will Avoid
1.  lostinterestincome
2. Overpriced services
3. Redundant services
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2.

Too many banks
High costs

Inadequate reporting
EXcessive clearing delays
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MANAGEMENT
A. Trade Credit

1. expanded sales volume
2. retaining existing customers
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B.Credit Terms Should Consider

1.
2.

lll. INVENTORY MANAGEMENT

Prohlems:

seem to he more difficult due to

1. Longyvariable transits

2. lLengthy customs procedures
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1.

GURRENT ASSET MANAGEMENT
AND SHORT-TERM FINANCING
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1.
2.
3.
a

GURRENT ASSET MANAGEMENT
AND SHORT-TERM FINANCING

7 . SHORT-TERM FINANCING
A. Strategy

ldentify: keyfactors
Formulate/evaluate: ohjectives
Describe: available options
Develon a methodology:

to calculate/compare costs
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B.Key Factors
1. Deviations from Int'l Fisher Effect?
a. lfyes
trade-off required hetween
cost and exchange risk
h. lino
COStS are same everywhere



[eul - JISluM 4dd 4AdXSap UM paleald 4dd

WI02°}Sapnaop MMM/ :dny ::

GURRENT ASSET MANAGEMENT
AND SHORT-TERM FINANCING

2.
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.

Does Interest Rate Parity Hold?

Yes. Gurrency is irrelevant.
No. Cover costs may differ
-atded riSk may mean the
forward premium/discount
does not offset interest rate
differentials.
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9. Political Risk: If high,
a. MNCs should
1] maximize
local financing.

2) Facedwith
confiscation Or currency
controls,
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G.Short-Term Financing Objectives
Four Possible Objectives:

1.

Minimize expected cost.
Minimize risk without regard
10 COSL.

Trade off expected cost and
systematic risk.

Trade off expect cost and
total risk.
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D.Short-Term Financing Options

1.

Three Possibilities

a. Intercompany loans
b. Local currency loans
c. [Euromarket
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Local Currency Financing: Bank Loans

1)
2)
3.
4.]
9.}

Term loans

Line of credit
Overdrafts
Revolving Gredit
Discounting
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Definition:
short-term unsecured promissory
note generally sold by large MNGCs
on a discount hasis.
standard maturities
Bank fees charged for:
1]  Backup line of credit
2) Creditrating service
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unsecured short-term debt
securities denominated in US$S

Issued by corporations and
governments.
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1)

2)

Average maturity longer (2x)
for Euro-CPs

sSecondary market for Euro;
not U.S. CPs.

Smaller fraction of Euro use
credit rating services to rate.



