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Engagement 28 :

Fournir les extraits de Brealey et Myers tel qu'indiqué a HQD-13,
Document 2.1 (Demandé par Ia Coalition).

Réponse a 'engagement 28 :

Les extraits demandés sont reproduits aux pages suivantes.
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[ MOST OF THIS book is-devoted to long-term financial decisions such.as capital ‘buﬁ'getm'g and the
“choite of capital structure’Such dedisions are called fong»term for two reasons: First, they usually.in- |
volve imng»lwed assets or liabilities. Second, they are not eastiy reversed ahd therefore may commit |
the firmto a particular course of action for several years. ‘ v
Short-term financial- decrsrons generally involve short- hved assets and habui:’nzes, and usually they
Care easily reversed. Compare, for example, a 60-day bank loan for $50 million with a $50 million is-
| sue of 20~y@ar bonds. The bank loan is clearly & short-term decision. The firm can repay it two.months
Jater and be right back where it started. A. firm mrght concelvabiy issuea 20~yaar bondin January and ||
" retire it in March, biit it would be extremely inconvenient and expensive to do so. In practice, such’a .
bondissueisia ¥ongpterm decision, not only because of the bond‘s 20- -year: maturzty but. a!so because 1
tha dacision to iscus it cannot ba reversed on . short noticae. s
A financial manager responszbie for short-term financial decxsnons does not have to Iook far. mto 1
1 ;i:he future. The decision to take the 6Q—day bank loan could prcper!y be based on cash-flow forecasts |
1| for the next few manths only. The bond issue dectsnon will normal!y reflect forecasted cash requxre-" ‘
‘ments 5,710; or mora years into the future.. e o : g 2 b
v Managers conc:erned with short-term financial decnssons can avoid many of the d:ﬁlcu!t conceptua! b

“issués-encounterad e|sewhere in thls book. In a sense, short-term decisions:are easier than. long-termii|
:deum«ons, butthey.afenotiess| Wnportants Al can identify extremely valuable capital investmentop- |
- portumties, find the precise optimal debt ratio, follow the perfect dividend po[:cy, and yet founder be-
1 cause no one' bothers to raise the cash torpay this year's bills. Hence the. need for, short-term planning.
. We start the chapter with an overview of the major classes of short-term assets and liabilities. We {-{ -

Fow how Iong~term flnancmg decisions affect the firm’s short-term fmanmai planning probiem We: pof

.'desc.:mbe how financial managerstrace changes in.cash and waorking cap:tal and we look at how the/ :
1 *forecast monfh~by—mmnth cash requuremants or 3urpluses and develop short-term financing strate- | |
-gxes W@ comc!ude by examinihg more closely the prmc:pal sources of short-term finance.

“Bhort-term, orcurrent, assets and liabilities are coﬂectwcly known as wnrkmg cap-
. ital Table 30.1 gwes a breakdown: of current assets and liabilities for all manufac-
turing corpm*atwns in the United States in 2000. Note that current assets are jarger
CEhanccorrent Habilities. Net worklng caplml (cuxrent as:,ets 1%5 carrent hﬁb‘ H
: was, pt::tsxtlve :

vvCu*rmnt A:ssets :

One important current exsaet is accounts f'u,m’vable thn one company sells goods e
to another company or a governmentagency, it does not usually expectto be paid

o immediately. These unpaid bills, or frade credit; malke up the bl
- ceivable. Companies also sell:

i asconmbs fen
oods on credit to the final consumer. This consumer ©
- ereditmakes up'the inder of accounts receivable. We will discuss the manage-
- ment of receivables in Chapter 32, You will learn how companies decide whick cus~
tomers are good Orbad credit visks amdwhen it meakes sense 10 offer credit. i
- Ancther. meortant clrrent asset is inventory. Inventories may consist.of raw
‘ mqtcrzals, Work in: pro;.:css, or ﬁmshed g,oods awartmg sa}e and shipmemt Firms

- 851
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Current Llablhhes

-Curient Assets
Cash S gi s B R £ : : Short-term joans

' Marketable securities o044 o -Accotnts payable .
Accounts.receivable 5272.2 : Accrued income taxes

Invemones . oos1007 | Current payments due-

R o RERi R Corlongsterm: debt : :
Other ::urrent assets L 2AB.S S Other Gurrend lmbxhtzes SLUBOTA
Total: - 15475 i " Total SR 2838

: Ne’c workmg cap:tal (currem asse‘ts - currem hab;}mes} T1EA7E - 1:','233'.‘?
2 EATR A billion ) : R R S

‘nvcntx)ry :The cost Df hu"idmg Jnventory-‘n\c}udtﬂ nct enly s-kcxr: ge cost.
,'k of ;poilage or obsolescence but also the opportunity costof capital,
: f return offered by ‘other, equwalentwmsl\ investoe pportu-
ding inventory are often indirect. For example, '

alarge

I goods (large relative to e%xpectec} sales) reduces the chanéée-
demandl is unexpectedly high.. roducer holding a sma
morelikely to Be caught short, unableito fil}‘tirdezfé
ventories of raw materials: reduce the ¢hance that an
1o shu*t down pmducnon ‘ '

: .ﬂarly, arg s3atd
; '11nexpecled shortage would’ force the flrf_

ibstitiate mater al.: _ .
' Js 16':d to large mrer:ag,c mvc’ntomeq but may b&?

“ces frony suppliers. (Thatis, ‘bulk orders
en wﬁhng to hold large friventories of
mshed goods allows
ctmn manager mvas .

y; man'xg;exnent is to zw%e&«, thc:# enaﬁt ﬁand cmqts ami o

anufacturing companiés the j:)foductmn manager s

- b(:st p!aced to mcxk thi ,}udgmenh Since the financial manager is not usually di-
t] nin ntory man gam;—-nt we will not d1 cuss the 1nvenmry 1:»!?"033E

) 'I’he renmmzng curre t a%sem are cawh and mmketabic f»ecurmem‘ The cas.h con-
: sastq of ¢ Currenc demand deposits (funds in checking accounts), and tme deposits
ing accounts} The principal marketable security is commetcial pa~
r old by other firms). Other qpcuu‘twe mclude UiS.

e :

g, the fmancxa? 3
‘always advantages toh ]
£ nmmng out of cash
; ve ivo dk“i;

In chow%mg between cash ared M > gec
; ke thato 't:he pr‘ndugt;xon manager. Ther
; q” (r-f cash———they mduce the rm‘

p]tnl mve@tmemt# .zmd tlm!e-fme n.a}culafe he

“of capital. You can think of’ many exgeptions toH
s components are madé with' gold comniections. 3
’exaﬁ.,e r:tﬂi Qf mpxtai o it m\rsmmry of g\t;ld" (Hu: ‘i»muon 11 ‘} :

'v_ims ﬁrm a'ppl its
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' 'CHAPTER 30~ Short-Term Financial Planning 853

_cash balances rather than putting the money to work in marketable securities. In
o Chapter 31 we will tell'yvou how the financial manager collects and pays out cash
i and decides on’ an-optimal cash balance. e B S

Current Liabilities fie s e et el
“‘We have seen thata company’s principal current asset consists of unpaid bills from

other companies. One firm’s credit must be another’s debit. Therefore, it is not sur-

prising that a company’s principal current lability often consists of accounts

. payable, that is, outstanding payments to other companies. A firm that delays pay-

- ing its bills is in effect borrowing money from its suppliers. So companies that are

- strapped for cash sometimes solve the problem by stretching payables. - e

- To finance its investment in current assets, a company may rely on a variety of .

i _short-term loans. Banks and finance companies are the largest source of suchloans,: i g

“butcompanies may alse issue short-teron débt, called commercial paper. We will de-.
scribe the different kinds of short-term debt toward the end of the chapter: ©

:v\ ATl Businasses réquiré'gqpxml, that'is, 'ﬁﬁ:}r@ey ;uiifes_ted in plant, :mackunery mnvendto-
I ries, accounts receivable, and all the other assets it takes 1o run:a-business efficiently. .
| ‘Typically, these assets are not purchased all at once but obtained gradually over time.
“Let us call the total'cost of these assets the firny's cumulative capital requirement.
- Most firms” cumulative capital requirement grows irregularly, like the wavy line
in Figure 30.1. This line shows a clear upward trend as the firm's businéss grows. =
~ But there is also seasonal vasiation around the trend: In‘the figure the capital rex
- quirements peak late in each year. Finally, there would be unpredictable week-to- -
week and month-to-monith fluctuations, but we have not attempted to show these
in Figure 304,50 - : E T S SR N
* The cumulative capital requirement can be met from either long-term or short-
- term financing: Whero long-term financing does not cover the cumulative capital
. requirement, the firm must raise short-term capital to make vp the' difference. .
When long-term finaricing more than covers the cumulative capital requirement, . -
~thefirm has surplus cash available for short-term investinent. Thugthe amount of ¥
_long-term finaneing r sed; given the cumulative capital requirernent, determines’
- whether the fiem is a’short-term borrower.orlender.. - SNVl T
7 Lines A; B, anid C in Figure 30.1 illustrate this. Each depicts a different long-term
“financing strategy: Strategy-A always implies a short-term cash surplus. Strategy € -
implies.a permanent need for short-term borrowing. Under' B, which is probably’ -
- the most common strategy, the firm is @ short-term lender during part of the year
‘and a borrower during therest, © BT T L IR & e
L What dscthie hest ievalqu-lcgig-tcpm finnncing relative to the cumulative capital
requirement? It is hard to say. There'is no convincing theoretical analysis of this
question. We can make practical observations, however. First, most financial man-
agers attempt to “match maturities” of assets and liabilities. That is, they finance
Adong-lived dssets like plant and machinery with long-term borrowing and equity.
‘Becond, most firms make a permanent investment in net working capital (current

-assets less current liabilities). This investment is fir nced from long-term sources. .
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