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Working capital finance 

1. 企业为什么要保留现金？ 
 a business needs cash to meet its regular commitments 

 precautionary motive   预防动机 
 speculative motive    投机动机 

 
2. Cash flow problem出现的原因 

• Making losses 

• Inflation 

• Growth 

• Seasonal business 

• One-off items of expenditure 



Working capital finance 

Cash flow forecast： 

       a detailed forecast of cash inflows and outflows 

incorporating both revenue and capital items 

 

Usefulness of cash flow forecast： 

      give management an indication of potential problems 

that could arise and allows them the opportunity to take 

action to avoid such problems 
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Working capital finance 

如何做现金流预测？ 
• Not all cash receipts affect statement of profit or loss 

income 

• Not all cash payments affect statement of profit or loss 

expenditure 

• Some costs in the statement of profit or loss such as 

profit or loss on sale of non-current assets or 

depreciation are not cash items but are costs derived 

from accounting conventions 

• The timing of cash receipts and payments may not 

coincide with the recording of statement of profit or 

loss transactions 

 

 



Working capital finance 

Example： 
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Working capital finance 

Methods for easing cash shortage： 

•Postponing capital expenditure 

•Accelerating cash inflows which would otherwise be 

expected in a later period 

•Reversing past investment decisions by selling assets 

previously acquired 

•Negotiating a reduction in cash outflows, to postpone or 

reduce payments 



Working capital finance 

Cash management models ： 

1）The Baumol model  

 

 

 

 

 

 Drawbacks of the Baumol model： 

•it is unlikely to be possible to predict amounts required 

over future periods 

•No buffer inventory of cash is allowed for 

•There may be other normal costs of holding cash  



Working capital finance 

Cash management models： 

2） The Miller-Orr model 



Working capital finance 

Steps for using Miller-Orr model： 

I.Set the lower limit for the cash balance 

II.Estimate the variance of cash flows 

III.Note the interest rate and the transaction cost for each 

sale or purchase of securities  

IV.Compute the upper limit and the return point from the 

model and implement the limits strategy.  
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