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‘Engagement 27 :

Fournir un extrait de I'arficle de Halpern dans le Canadian Manager Health
Finance (demandé par la Coalition).

'Réponse a l'engagement 27 :

Voir les extraits aux pages suivantes.
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_Part I Working Capital Management.

Current Asset Management

. If & firm could forecast its cash inflows and outflows perfectly, it would hold .
“exactly enough cash to make disbursements as required, exactly enough -
' ;in_venmries' to meet production and sales ret;uiramenﬁs, exactly the amount of
“aecounss receivable ‘called for by an optimal policy of extending credit to
‘customers, and.mo marketable securilies unless the interest on such assets
. exceeded the: inimum return required.on a firm's investments:(an unlikely
occurrence). The current asset holdings under the perfect foresight case would
\ be the theoretical minimum for a profit-maximizing firm. Any larger heldings
~would inerease’ the firi's assetls without 4 - proporsionate. incronge in its
.vretu&‘ns;_thus lowering its rate of return oninvestment. Any smaller holdings:
‘would mean the inability {6 pay bills ‘on time, lost _sales and/or production .
‘stoppuges because of inventory shortages, and:lost sales bhecpuse of an overly
restrictive credit-pelicy. When uncertainty is imtreduced: into the picture,
. current asset ‘management ‘involves (1) the determination of the ‘minimum
j reqﬁiix‘ed*baianées for each type of asset and (2) the addition of a safety stock .
*to account for the fact thay forecasts nre imperfeet. . e s Sy

 mis

©UIfa fiem follows a “relazed’

Y : working capital assel policy, relatively large.
““balancesof cash.and marketable securities will be maintained, large amounts 0
" of inventories will be kept:on hand, and sales will be stimulated by the use ofal
‘. credit policy that provides liberal finamcing and consequently yvesults inahigh .
+Jevelof aceounts receivable. (The term “relaxed” as used here hasno negative
' connotations.) 1f it follows a ‘wrestricted” working capital asset policy, the
- situation will be reversed, and inventories will ‘be kept at minimal levels. The
..restnicted?policjf generally ,p:mduees”thﬁ" Highest expected returns on invest-
_ "me:gtt,:hm;-in’t._alsa involves the greatest :rie.k.'-?‘ﬂ-xa-.mpies-ofz three aliernatives are
 presented in Table 7-2. As one can observe i the table, the relaxed policy has
the highest ratio of current assets to sales; the restricted approach minimizes.
_the holdings of current assets and has the lowest ratio of current assets 0.
ssales. S0 e : ; it oy :

© In Part 1 of the table, it is assumed that the relaxed working capital asset . -
 investment policies stimulate sales ‘to a slight’degree. pecause of greater: - -
L dnventory wariety, few “stockout problems, and more Liberal arodit, However, . .
_ the indicated rate of return on asseis is highest for the restricted %
Lcapital asset policy because ;‘h;eré'thief:requitééjih'véstmam;i;i’s"tm_fd Wer
o In Partdl an alternative set of assumptions is illustrated, It is agsumed -
““that the restricted ‘eurrent asset investment poliey ‘results: in even greater
wstockouts and other problems, which leadto a larger adverse sales effect and
which ‘ponsequently lower-the percentage af earningsbefore interest and taxes
: (EBIT) to sales. A5 2 conseguence; this poliey row results: in the lowest
“4ndicated return on assets, Tt is assumed that the moderate policy prodngces the.
same results as before, while the results of the relaxed policy are improved -
. somewhat. 8till, in Part I1, the outcome for the moderate policy represents the it
 ’highest return on assets for the relationships postulated. :
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D Table 72

“Effects of Alternative Working Capital Asset:

: _ 'Ptili(é_iés:-"onflhat;esj't)f Returs

Relaxed

- Moderate

Restricted

2 :
SBales. - S
EBIT @ 15% of salés
‘Qurrent assets
Fixed assets
Total assets

Rateof return on assets (.EB’I'T/&%&?;;&)( i

‘Ratioof current assets to sales

Partiy

CBales & T
EBIT as u percentage of sales

Total assets |

- :i; Rate of return on assets (BEBIT/us:

- $1T10 000 000
L LG BO0 000
UL T0 D00 600
R0 900,000

“$105 600 000
S.; 115 750 000,
- BBO0D D00
© B0 080 960

$100°000.060
15000 000
400000000
BE000 0007 -

$120 000 000

‘$115 0007000
L 15%

AT 250000
L s 120.000 000
SR :

“ Ratio-of clrrent assets to sales L T

14.4%

6T

A8.75%

8705 000 000

15%

5105 0O BO0
Sl

S AE TR0 000,

“$3105-000 00D

. 1BY%
- 0.52

‘alEa

$ 80 006000
S LA
C0.400

80 000 000. _
AR%

oe00000

_This example illustrates the gener
resiric

”;}assg;i; :policy a firm. fo

al idea that the kind of working v{:upi_té‘xet

: : ted; relaxed; or =’r¢oderata~—amay_ he d’
13t} profitability or may negatively affect both’ the volume of
-sales ‘and profitability.. However, in the real world, things are considerably

‘Inore.complex: than .ous ‘éimpl'g_-exam;ﬂeesaggestg-. For one thing, different types .

~of ‘current .assets affect both risk @nd

“holdings of cash does more to

returns - differently. Increasing ‘the _
reduce the firm’s. risk exposure than would a i

similar dollar increase in recéivables or inventories, but at the same Lime, idle”

;'}markat;a‘b?g'ggc:u-rities;‘ e s
' Generalizations are difficult w
“inventories because it is difficult to

_ cash penalizés sarnings more severely than would the same. investment in .

hen we ¢onsider accounts receivable and
measure either the earnings pénaity orthe

. risk éffects from increasing the balance of these items beyond their theoretical

 minimum tevels.

2 Alternavive Working Capital Financing Policies

Working capital policies involve decisions with respect to both current asset

... Investments ‘and th@_ma.i’,upity,s:tructure of the findnée of these
“. - Thé implications for the risk-.and ¢

‘¢onsider the impact of the maturity

ooB8sets—ithat is the firm's working copital financing policy.

investments.
_ xpevlted return to the firm of ‘the current
- asset investmént decisibn has been analyzed in the previous section. Here, we'
structure on the findncing of the current -
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- Our nna.lysxs of: i;he cas‘h tow z‘;ycle has demonqtrated that as qales increase,f o
: -i:%he inveatmeat Ain ‘cash, recewahles, and inventories.must Brow . proportmn
: Eately,, As sales ‘rise jover -thei years, ‘there will ‘be assoeiated: spermanent
: ncreases in current assets. Although individual mcewables aceounts are paid
aﬁ: d: 1ndwzdual inventoryitems become embodied in completed producta and:.
S are: so’!d thc conttnuﬂus operatione of ﬂ\@ firm will resuliin rising mvestments i
' g ;»mcrease. Temparary i’luctummns in

mporary: mtrr@mf asgets al‘& na
2] pazi::y The fmancmg pt}l v will

ore. expected be prevaii wheﬁ -] »
fuse ;;c renew the Toan. 'I‘ins woul ] fu (.e
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F‘xgnm 72 : :
.Aitemtive (‘nmnt Assat; Fmancmg }’olxcles =

: ‘» & M-"-“‘ £ App ach (Matuﬂty Matching)
Doliars e

S\ ShortTerm
S F"u'\%ancing‘-

Temporary
JCurrent Assets:

Permanent Level 5 3T O
“of Current As% o LongTerm
; e [ Debtiplug

. “Fluctudtmg" __< ,
Currerst Assets
' L Total | e

!

e TR ¢
- "Permanent” Gl U Fixed Assets s L [N

: AASSBYS b I e |

Eqpuity .Capltz_'ari

6%?"5"3

“th. Aggrmlve ’Approach
Doﬂars.

Temparary Pl
Current Assets 7 i L ShoftTean
: bt Financing.

~7 Fermanent Level _ T
S of C‘urrﬁxm A@ititf 1 LongTerm T ;

i ——*"’"’" e Debt plusoc i,
. Equi‘tyc'amital

R RS A
5 6 7 8
T:meepenod

ﬂonsewat;ve Appmauh | .Short-Term Fmamcmg
Dcaﬁars: &N Reqmrcmams

“marketable 7
Securma& S ™Y

Pérmanent Level o gorégt'nlzr:n
of Current.-Assets | - ~Debtpius..
S e EQUity Capital

'f:'_,‘- e
102083405006 7 8B
i L Time Peridd
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