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The Budjeting Process Inhances Internal Coordination
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Current Investments Management

(Working Capital Management)
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"Working Capital refers to a firm's investment in short - term (current)
assets - cash, marketable securities, accounts recetvable and inventory” !
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" Weston I.F. and Brigham E.V. Essentials of Managerial Finance, op. Cit, . 343.
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Net Working capital is defined as” The difference between a firms's
current assets and its current liabilitics"  *.

Current asscts minus current liabilitiles and liabilitics are defined as
having lives or maturities of one year or less.
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- Gitman L., J. Jochak, M. ., and Pinches G E.,op. Cit, p. 321.
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"Working capital policy refers-to the firm's basic policies regarding (1)

target levels for each category of current assets and(2) how current asscts
will be financed as reflected in the ﬁrm's targct cuzrent and Qulck ratios™ !
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. Weston L F. and Brigham F. F, op, cit,, p. 344
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"Working capital management involves the administration withing
policy guidelines, of current assts and current liabilities" *
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"Whereas long - term financial analysis is primarily Concerned With
strategic planning, working cap1ta1 management is pnmarﬂy concerned
with day - to - day opera.nons
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"Obviously, Without good .Worki.ng Capital management no firm can
be efficient and profitable” :
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"In small firms, working capital management may be the factor that
decides success or failure : in larger firms, efficient working capital

. Ihid. P. 344.
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management can significantly affect the fim's risk, return and
shareprices’
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any Increase in an account on the left side of the balznce sheet must
be matched by an increasc on the right side.
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“it is imperative that the financial manager be aware of sales trends and
their effects on the firm's working capital needs" ©
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“Cash consists of the firm's holding of currency and demand
depdsits" !
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' Westan and Brigham, Managerizl Finance, op. Cit p. 149.
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Businesses or individuais have three primary motives for holding cash :

The Transactzons motive, the preautionary motive and the speculative
mative '
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L. Weston and Brigham, Managerial F. Finance, op. Cit., p. 149,
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"The transactions motive for holding cash is to enable the firm to
conduct its ordinary (routme) business - making purchase and sales® ‘
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The Précautionary motive relates to the predmtablht‘y of cash-inflows
and outflows.. ‘
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The ability to borrow additional cash on short notice when cirum-
stances necessitate).
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“If the predictability (of cash inflows and outflows) is high, icss cash
must be held against an criergency or any other contingency" !
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“The speculative motive for holding cash is to be ready for profit
making opportunitics that may arisc
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"If a bank is providing loans and / or services to a custorner it
penerally requires the customer to leave a minimum balance on deposit to
help offsct the costs of doing so. This type of balance, defined as
compensating balance"
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- Weston and Brigham, Hesentials of Managerial Finance, op, Cit., p. 306,
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"Sound Working capital management requires maintenance of an
ample amount of cash for several specific reasons. First, it is essential that
the firm have sufficient cash to take trade discounts... Second, to maintain
its credit standing. A strong credit standing enables the firm to purchase
goods from trade suppliers on favorabje terms and to maintain its line of
credit with banks and other sources of credit, Third, ample cash is usefiy]
for taking advantage of favorable business opportunities that may come
along from time to time finaly, the firm should have sufficient liquidity to
meet emergencies, such as strikes, fires or marketing campaigns of
competitors™
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- Weston and Brigham, Manageria} Finance, op. Ciz,, pp. 150-15:,
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"The terms of credit specify the period for which credit 15 extended
and the discount given for early payment"'
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"Cash discounts may well atiract customers who want to take
discounts, there by increasing gross sales. Also, the average collection
period will be shortened, as some old customers will pay more promptly
to take advantage of the discount. Offsetting these benefits is the cost of

the discounts taken. The optimal discount is established at the point where
~costs and benefits are exactly offseting." -
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Credit policy refers to the proccdurcs the firm follows to obtain
- payment of past - due accounts.
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The collection process can be cxpensive, but at least some firmness is
nedded to prevent an undue ]engthemng_ the collection period and to
minimize outright losses.
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