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It	is	the	optimum	utilization	of	cash	for	ensuring	liquidity	and	profitability	and	includes	proper	collection,	investment,	and	cash	disbursement.	Cash	is	the	primary	asset	used	by	companies	to	settle	their	obligations	regularly.	Cash	flow	management	is	tracking	the	inflow	and	outflow	of	cash	in	the	business.	The	Cash	flow	statementA	Statement	of	Cash
Flow	is	an	accounting	document	that	tracks	the	incoming	and	outgoing	cash	and	cash	equivalents	from	a	business.read	more	is	the	primary	tool	to	ascertain	cash	flow	management.	It	includes	cash	received	and	paid	during	business	operations	and	for	investing	and	financing	activitiesThe	various	transactions	that	involve	the	movement	of	funds
between	the	company	and	its	investors,	owners,	or	creditors	in	order	to	achieve	long-term	growth	are	referred	to	as	financing	activities.	Such	activities	can	be	analyzed	in	the	financial	section	of	the	company's	cash	flow	statement.read	more.	Objectives	of	Cash	Management	Examples	of	Cash	Management	Example	#1	A	computer	manufacturing
company,	Abc	Limited,	uses	supplier	Alpha	&	Co.	to	purchase	raw	materialsRaw	materials	refer	to	unfinished	substances	or	unrefined	natural	resources	used	to	manufacture	finished	goods.read	more.	Alpha	&	Co.	has	the	policy	of	allowing	credit	of	30-days.	Abc	limited	has	$10	million	in	cash	resources	available	and	has	to	pay	$2	million	to	Alpha	&
Co.	after	the	30-day	period.	However,	after	the	30-day	period,	it	has	an	investment	opportunity	of	$10	million.	Suppose	the	company	can	renegotiate	its	terms	with	suppliers	allowing	more	periods.	In	that	case,	the	delay	in	payment	will	allow	the	company	to	use	cash	in	the	investment	and	then	pay	off	the	amount	to	Alpha	&	Co.	at	a	later	date	from
cash	generated	from	other	sources.	Thus,	proper	cash	management	can	take	investment	opportunities	and	maintain	business	operations.	Example	#2	A	Company	has	120	days	of	inventory	and	receivables	are	due	in	60	days.	The	payable	terms	are	30	days.	The	company	will	face	a	cash	crunch	as	the	funds	are	blocked	in	debtors	and	inventory,	and	the
payables	are	due	in	a	lesser	period.	To	manage	the	cash	prudently,	the	company	should	either	speed	up	the	realization	of	inventory	or	debtors;	or	renegotiate	the	payment	terms	with	creditors.	If	the	company	fails	to	do	so,	it	would	need	to	borrow	funds	to	fill	the	deficit.	Example	#3	Beta	limited	has	the	policy	to	pay	off	its	creditors	in	60	days	and
gives	its	customers	a	credit	period	of	30	days.	Also,	it	doesn’t	hold	an	inventory	of	more	than	ten	days.	How	should	the	company	manage	cash	flows?	Since	the	payment	is	made	in	60	days	and	realization	is	made	for	debtors	and	inventory	in	40	days,	there	is	idle	cash	for	20	days.	To	optimally	utilize	the	same,	the	company	should	find	an	opportunity	to
invest	and	maximize	profitability.	Importance	The	company	should	ensure	the	sufficiency	of	cash	to	meet	the	current	obligations	and	ensure	there	is	no	underutilization	of	funds.	It	has	to	strike	a	balance	between	liquidity	and	profitability.	Also,	businesses	depend	majorly	on	debtorsA	debtor	is	a	borrower	who	is	liable	to	pay	a	certain	sum	to	a	credit
supplier	such	as	a	bank,	credit	card	company	or	goods	supplier.	The	borrower	could	be	an	individual	like	a	home	loan	seeker	or	a	corporate	body	borrowing	funds	for	business	expansion.	read	more,	and	if	a	debt	turns	bad,	it	can	impact	the	cash	flows.	Therefore,	they	also	help	in	determining	enough	provisions	for	contingencies.	The	following	are	the
major	benefits	–	Limitations	It	is	very	time-consuming	and	requires	specific	skills.It	increases	administrative	and	consultation	charges	for	the	experts	hired	to	perform	cash	management.Lack	of	resources	and	risk-taking	ability	of	the	company.	Conclusion	Recommended	Articles	This	has	been	a	guide	to	what	cash	management	is	and	its	definition.
Here	we	discuss	the	objectives	of	cash	management	in	accounting	along	with	examples	and	limitations.	You	can	learn	more	about	accounting	from	the	following	articles	–	Definition:	Cash	management	is	the	efficient	collection,	disbursement,	and	investment	of	cash	in	an	organization	while	maintaining	the	company’s	liquidity.	In	other	words,	it	is	the
way	in	which	a	particular	organization	manages	its	financial	operations	such	as	investing	cash	in	different	short-term	projects,	collection	of	revenues,	payment	of	expenses,	and	liabilities	while	ensuring	it	has	sufficient	cash	available	for	future	use.	What	Does	Cash	Management	Mean?	What	is	the	definition	of	cash	management?	In	the	real	world,
organizations	have	strict	cash	management	controls	to	monitor	its	inflows	and	outflows	while	retaining	a	sufficient	amount	in	order	to	take	advantage	of	attractive	investments	or	handle	unforeseen	liabilities.	Efficient	management	of	cash	prevents	loss	of	money	due	to	theft	or	error	in	processing	transactions.	Numerous	best	practices	are	adopted	to
enhance	management	of	company’s	funds.	This	involves	shortening	of	cash	collection	periods,	regular	follow	ups	for	collections,	negotiation	of	favorable	terms	with	suppliers	allowing	delay	in	payment	periods,	and	preparation	of	cash	flow	forecasts.	Businesses	also	use	of	technology	to	speed	up	cash	collection	process.	They	must	do	all	of	this	while
maintaining	adequate	amount	of	funds	to	meet	daily	operations.	Let’s	take	a	look	at	an	example.	Example	A	computer	manufacturing	company,	Techno	Ltd.,	uses	supplier	Beta	&	Co.	to	purchase	its	core	materials.	Beta	&	Co.	has	the	policy	of	allowing	its	customers	who	buy	on	credit	to	pay	within	30-days	period.	At	the	moment	Techno	Ltd.	has	$20
million	cash	resources	available	and	has	to	pay	$5	million	to	Beta	&	Co.	after	30-day	period	for	the	purchases.	However,	after	30-day	period	Techno	Ltd.	has	an	investment	opportunity	requiring	use	of	the	full	$20	million	cash	resources.	If	the	company	is	able	to	renegotiate	its	terms	with	suppliers	allowing	60-day	period,	the	delay	in	payment	will
allow	the	company	to	benefit	by	using	current	funds	for	the	investment	and	paying	suppliers	with	cash	generated	next	month	from	other	projects.	Thus,	by	properly	managing	its	funds,	Techno	can	take	advantage	of	investment	opportunities	while	maintaining	its	operations.	Summary	Definition	Define	Cash	Management:	Cash	management	means	a
company’s	ability	to	allocate	its	funds	efficiently	in	an	effort	to	cover	operating	expenses,	make	investments,	repay	shareholders,	and	maintain	adequate	reserves.	Contents1	What	Does	Cash	Management	Mean?2	Example3	Summary	Definition	Cash	management	is	the	discipline	of	managing	inflows	and	outflows	of	cash.	It	is	a	vital	process	for
ensuring	the	viability	of	any	business.	Businesses	typically	partner	with	banks	and	give	them	custody	of	their	cash	assets.	Beyond	simply	holding	cash	for	businesses,	banks	can	help	businesses	receive	cash	from	their	accounts	receivable	and	pay	cash	to	both	their	accounts	payable	and	other	liabilities	such	as	payroll.	Why	is	cash	management
important?	Cash	is	the	primary	vehicle	that	businesses	use	to	pay	their	financial	obligations.	Cash	is	different	from	value.	A	company	may	be	valued	at	$1	million	when	considering	all	of	their	assets,	but	they	only	may	have	$50K	in	cash.	Companies	need	to	make	sure	not	to	deplete	their	cash	in	expenditures	more	quickly	than	they	receive	cash	from
their	receivables.	A	company	whose	cash-on-hand	dips	below	the	level	of	their	current	financial	obligations	may	need	to	liquidate	assets	to	raise	cash	or	take	on	a	loan.	Additionally,	a	company	with	insufficient	cash-on-hand	to	build	up	inventory	may	miss	out	on	potential	sales.	Who	are	the	players	in	cash	management?	Chief	financial	officers,	treasury
managers	and	corporate	treasurers	are	among	the	roles	responsible	for	cash	management.	It	is	common	for	businesses	to	outsource	all	or	part	of	their	cash	management	responsibilities	to	service	providers	like	banks.	Those	in	charge	of	cash	management	rely	on	the	cash	flow	statement.	The	cash	flow	statement	is	a	report	on	all	inflows	and	outflows
of	cash	within	a	company.	The	cash	flow	statement	will	be	updated	and	analyzed	daily,	with	quarterly	versions	shared	with	company	stakeholders.	The	cash	flow	statement	will	include	cash	received	for	accounts	payable,	cash	paid	to	accounts	payable,	cash	paid	for	investing	and	cash	paid	for	financing.	Cash-on-hand	will	be	listed	at	the	bottom	of	a
cash	flow	statement.	What	is	working	capital?	Working	capital	is	broken	down	into	current	assets	and	current	liabilities.	Current	assets:	Cash-on-handAccounts	receivable	within	one	yearInventory	Current	liabilities:Accounts	payable	within	one	yearDebt	payments	due	within	one	year	Companies	will	endeavor	to	get	their	current	assets	above	their
current	liabilities.	When	they	do,	they	can	be	said	to	have	sustainable	cash	flows.	If	their	current	liabilities	exceed	their	current	receivables	they	will	need	to	access	financing.	What	are	common	problems	in	cash	management?	Poor	management	of	cash	flow:	Companies	need	to	have	a	good	understanding	of	the	timing	of	both	receipts	and	payments	of
cash.	Companies	must	make	sure	they	are	receiving	enough	cash	from	their	accounts	receivable	to	pay	their	accounts	payable	in	a	timely	fashion.	Not	receiving	cash	from	revenue	quickly	enough:	Revenue	is	calculated	at	the	moment	of	a	sale,	but	cash	may	not	be	realized	for	30	–	90	days.	A	company	may	report	excellent	profits	based	on	revenue,	but
if	they	are	not	collecting	their	accounts	receivable	quickly	enough	(due	to	long	payment	terms,	inefficient	processes	or	delinquency)	then	they	can	run	out	of	cash	even	though	they	are	reporting	profits.	How	to	improve	cash	management?	Regarding	cash	management	support,	there	are	many	things	companies	can	do	to	improve	the	efficiency	of	their
cash	inflows	and	outflows.	Encourage	faster	payment:	Companies	can	pursue	faster	payment	by	reducing	the	days	payable	terms	on	their	sales,	or	by	incentivizing	buyers	to	pay	more	quickly	with	discounts	for	early	payment.	Companies	can	also	embrace	faster	payment	channels	such	as	business	credit	card	payments.	Electronic	payments	such	as
credit	cards	aren’t	delayed	by	transit	time	like	checks	and	the	funds	are	also	easier	to	quickly	apply.	Automate	invoicing	and	payment:	Accounts	receivable	(AR)	automation	vendors	can	help	businesses	deliver	their	bills	electronically	and	receive	electronic	payments.	Electronic	invoices	aren’t	slowed	by	transit	times	the	way	that	paper	bills	are	and,
because	the	invoices	are	already	digitized,	they	can	be	entered	into	the	buyer’s	ERP	system	nearly	instantly.	Payment	process	automation	can	help	encourage	buyers	to	pay	with	faster	electronic	payments	and	can	speed	the	cash	application	process.	Improve	collections	activities:	Companies	can	use	best	practices	in	combination	with	automation
solutions	to	collect	their	coming	due	or	delinquent	receivables	more	quickly.	Collection	automation	tools	can	generate	automatic	“payment	coming	due”	reminder	emails	that	help	prevent	accounts	from	becoming	delinquent.	Collections	automation	software	can	also	help	optimize	the	daily	tasks	of	collectors	and	give	managers	greater	insight	into	the
process.	To	learn	how	accounts	receivable	(AR)	automation	from	Billtrust	can	improve	and	support	your	business	cash	management,	connect	with	[email	protected].		Cgo8cD5UaGFua3MgZm9yIHNpZ25pbmcgdXAgZm9yIHRoZSBCaWxsdHJ1c3QgQmxvZzwvcD4KCg==
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