
Once the overall level of current assets is determined, other questions remain 

 

 

 

 

1. How much should be carried in cash? 

2. How much should be carried in marketable securities?  

We will also find out how to improve the efficiency of cash management and how 

to invest funds in marketable securities. 

 

Three motives for holding cash: 

 

 

  

 

 

 

 

 

 

 

Transactions motive: 

To meet payments, such as 

purchases, wages, taxes, 

and dividends, arising in 

the ordinary course of 

business 

Speculative motive:  

To take advantage of 

temporary opportunities, 

such as a sudden decline in 

the price of a raw material 

Precautionary motive:  

To maintain a safety cushion or 

buffer to meet unexpected cash 

needs. The more predictable 

the inflows and outflows of 

cash for a firm, the less cash 

that needs to be held for 

precautionary needs. 



Note:  

It is important to note that all firms do not keep cash for all cash needs and manage 

it through marketable securities (cash equivalents) and un-borrowed portion of 

credit arrangements. 

 Three most important determinants in the efficiency of cash management: 

 

1. Collection 

2. Disbursement, 

3. Temporary investment of cash 

 

 

 

 

 

 

 

 

“Speeding up” cash receipts and “s-l-o-w-i-n-g d-o-w-n” cash payouts. 

 

 

 

 

 



Collections: 

A number of methods are designed to speed up this collection process by 

doing one or more of the following:  

(1) Expedite preparing and mailing the invoice;  

 

 

      (2) Accelerate the mailing of payments from customers to the firm; and  

      (3) Reduce the time during which payments received by the firm remain             

uncollected funds. 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 
 



Rule of selecting Lockbox system: 

 

Some other methods to speed up collection procedures 

 

 

 


