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Cash Management

Definition

Cash management involves the collection, handling, usage, and control of cash. It is a key

aspect

of a company's financial stability and involves processes that ensure a company's

liquidity, manage cash flows, and maximize profitability.

Objectives

1.

2.

3.

Liquidity Management: Ensuring that the company has enough cash to meet its
short-term obligations.

Minimizing Cash Holding Costs: Reducing the costs associated with holding and
managing cash.

Maximizing Cash Utilization: Efficiently using excess cash to generate returns.

Key Components

1.

Cash Flow Management:
o Forecasting: Predicting future cash inflows and outflows to ensure adequate
liquidity.
o Monitoring: Regularly tracking actual cash flows against forecasts to identify
variances and adjust strategies.
Cash Collection:
o Accounts Receivable Management: Ensuring timely collection of
receivables through effective credit policies, invoicing, and follow-up.
o Electronic Payments: Using electronic funds transfer (EFT), automated
clearing house (ACH), and online payment systems to accelerate collections.
Cash Disbursement:
o Accounts Payable Management: Scheduling payments to take advantage of
credit terms while maintaining good supplier relationships.
o Payment Methods: Utilizing checks, electronic payments, and credit cards
efficiently to manage cash outflows.
Cash Concentration:
o Concentration Accounts: Centralizing cash from various accounts into a
single control account for better management.
o Sweeping: Automatically transferring excess cash from various accounts to a
central account.
Liquidity Management:
o Cash Reserves: Maintaining an optimal level of cash reserves to meet
unexpected needs.
o Short-Term Investments: Investing excess cash in short-term, liquid
instruments like Treasury bills, money market funds, and commercial paper.



Tools and Techniques

1.

2.

Cash Flow Forecasting Models: Using spreadsheets or specialized software to
project future cash flows.

Bank Reconciliation: Regularly reconciling bank statements with company records
to ensure accuracy.

Lockbox Services: Outsourcing the collection of receivables to a bank to speed up
the availability of funds.

Zero Balance Accounts (ZBA): Maintaining a zero balance by automatically
transferring funds to or from a master account.

Cash Management Systems (CMS): Using integrated software solutions for real-
time tracking and management of cash flows.

Strategies

1.

2.

3.

Improving Receivables Collection:
o Offering discounts for early payments.
o Implementing robust credit control measures.
o Using factoring or invoice discounting.
Optimizing Payables:
o Negotiating better payment terms with suppliers.
o Taking full advantage of payment terms without damaging supplier
relationships.
Enhancing Liquidity:
o Maintaining a revolving credit facility.
o Establishing a line of credit for unexpected needs.

Risks and Challenges

N

Forecasting Inaccuracies: Incorrect predictions can lead to liquidity crises.

Fraud and Theft: Weak controls can lead to misappropriation of funds.

Interest Rate Fluctuations: Changes in interest rates can impact the cost of
borrowing and the returns on investments.

Economic Volatility: Economic downturns can affect cash flows and liquidity.

Best Practices

Regular Review and Adjustment: Continuously monitor and adjust cash
management strategies to align with changing business conditions.

Diversified Investment Strategy: Spread investments across various instruments to
minimize risk.

Strong Internal Controls: Implement robust controls to prevent fraud and ensure
accuracy.

Efficient Communication: Ensure clear communication between finance, operations,
and treasury departments.

Conclusion



Effective cash management is crucial for the financial health of a company. By ensuring
sufficient liquidity, minimizing costs, and maximizing returns on excess cash, companies can
achieve financial stability and support their growth objectives.



