
CURRENT ASSET MANAGEMENT AND SHORT TERM FINANCING

LEARNING OBJECTIVES At the end of the chapter, you should be able to; Describe the facets of accounts receivable
management Describe inventory.

In factoring, a company sells its invoices to a third-party funding source for cash. Lost interest income b.
Issue: Production Location Overseas location may incur larger inventories due to a. Electronic fund transfers
b. A firm sells its accounts receivable outright to a factor, a financial institution often a commercial bank or
commercial finance company that buys accounts receivable at a discount. Quick and efficient cash control 2.
Glossary Purchases for which a buyer has not yet paid the seller. Thus, it is both a short-term investment and a
financing option for major corporations. Like expenses, borrowed funds can be divided into short- and
long-term loans. Why might firms choose factoring instead of loans? Enhanced profitability c. If yes trade-off
required between cost and exchange risk b. Short-term financing is shown as a current liability on the balance
sheet and is used to finance current assets and support operations. Methods to Expedite Cash Payments a.
Efficiency and quality A small number of reliable suppliers - to deliver frequently and guarantee quality The
aim of JIT is to reduce the total cycle time from raw material to sale 15 Just-in-Time continuedâ€¦ The Risks
JIT has resulted in improvements in quality and reduction of costs But there are risks: the system is fully
optimised, interdependencies are compounded and there are higher risks of shutdown companies should not
rely on only one supplier for any component or material increases in insurance premiums and transportation
costs higher risks of business disruption , increase in insurance risk and higher levels of inventory volatility of
input pricing Hold inventories of components and materials that are critical, purchased from one supplier, and
at a higher risk of disruption of supply. Revolving credit agreements are often arranged for a period of two to
five years. Inadequate reporting d. Credit rating service. Summary of Learning Outcomes What are the main
sources and costs of unsecured and secured short-term financing? A line of credit specifies the maximum
amount of unsecured short-term borrowing the bank will allow the firm over a given period, typically one
year. Optimal Global Cash Balances 6. Sales are to increase from Rm to Rm. Factoring, or selling accounts
receivable outright at a discount, is another form of short-term financing. Identify: 3 key guidelines 2. The
investment in relation to new sales will be the investment required to cover the cost of sales. An unsecured
borrower does not have to pledge specific assets as security. Bank Loans Unsecured bank loans are another
source of short-term business financing.


