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Abstract 
Cash is the most important current asset for any of the 
operations in the business. Cash is considered as the 
base to keep the business going on continuously. It is 
the most liquid asset. Business should not keep 
adequate cash which should be in excess of the 
requirement nor should it be inadequate. If the balance 
of cash is in excess of its requirement then Business 
Profitability will be affected & if the balance of cash is 
in shortage, then the liquidity position of the 
organization will be affected adversely. Thus it is very 
essential to have proper control and management of 
cash. This paper concentrates on the concept of cash 
management, objectives of cash management, motives 
for holding cash, objectives, and factors affecting cash 
need and devices of cash management. The main 
purpose of cash management is concerned with the 
management of collection and disbursement of cash, 
determination of optimum amount of cash and 
investment of surplus cash. 
Keywords: Marketable Securities, Motives for 
Holding Cash. 
 
Introduction 
 
Cash is the most liquid assets that a business 
owner keeps it in its business.  It includes money 
and such instruments as cheque, bank draft etc., 
which bank normally accepts for deposits and 
immediately credit to the depositor’s account.  It 
is the life blood of any business.  The main 
preoccupation of a business should be cash, 
which is the starting point as well as the 
finishing point.  Cash is the basic input needed to 
keep the business, running on the ultimate output 
expected to be realized by selling the services of 
product manufactured by the firm.  The firm 
should keep sufficient cash, neither more nor less, 
as compared to its needs.  Cash shortage will 
disrupt the firm’s manufacturing operations, 
while excessive cash simply remains idle.  
 
Cash is the least productive asset of business, it 
is important because it is used to pay business 
liability.  The term ‘Cash’ is used in two ways:  

 
1. In narrow Sense:  It includes coins 

currency notes, cheques, bank draft, 
demand deposit etc.  

2. In the Wider Sense: It includes the 
near cash assets like marketable 
securities and time deposits. 

 
In cash management, cash and near cash assets 
both are included.  A business enterprise always 
strives to maintain an optimum level of cash 
balance as the surplus of cash will remain idle 
whereas shortage of cash funds may threaten the 
firm’s liquidity and solvency, resulting into a 
danger to its survival too.  
 
Motives for Holding Cash  
 
Although cash does not generate any profit itself, 
yet certain firms maintain some amount of cash 
balance.  It is because of the fact that the cash is 
maintained for making several types of payments.  
There are four main motives of holding cash.  
These are:  
 

(1) Transaction Motive 
(2) Precautionary Motive 
(3) Speculative Motive 
(4) Compensation Motive 
 
(1) Transaction Motive: One of the 

important reasons for maintaining cash 
is to facilitate business transactions. 
Business needs cash for various 
payments in ordinary course of its 
operations. It includes payment for 
purchase of material, and payment of 
wages, salary, interest, dividend, taxes 
and other expenses. 

 
(2) Precautionary Motive: Firm needs 

cash to combat some contingencies.  
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Some of the contingencies for which 
additional cash is required include :  

 
(i) Strikes, floods, failure of 

important customers.  
(ii)  Slow rate of cash 

collection from debtors.  
(iii)  Rejection of orders by 

customers due to their 
dissatisfaction. 

(iv) Rise in cost of raw 
materials etc.  

 
(3) Speculative Motive: It means to make 

use of profitable opportunities by firm.  
Sometimes, the firm wants to make use 
of such profitable opportunities which 
are outside the operation of the business.  
For this purpose, firm retains some cash.  
Some of these opportunities are :  

 
(i) Opportunity to purchase 

raw material at low price 
by payment of cash 
immediately.  

(ii)  Opportunity to purchase 
securities of falling prices.  

(iii)  Purchasing raw material at 
a time when its prices are 
the lowest.  

 
(4) Compensation Motive: One more 

objective to maintain cash is to 
compensate for providing free services 
by banks to the business.  Banks 
provide a number of services to its 
customers, like clearance by cheques, 
credit information about other 
customers, transfer of funds etc.  For 
certain services banks charge 
commission but some of the services 
are provided by them free of cost for 
which they require indirect 
compensation.  For this purpose they 
wish their customers to maintain 
minimum cash balance.  

 
Objectives of Cash Management 
 
The main objective of cash management is to 
bring equilibrium between liquidity and 
profitability of business to maximize its long-
term profits.  The greater the amount of cash 
balance more will be the liquidity of the firm and 

lesser will be the profitability of business.  This 
is true to a certain limit.  After this limit, lesser 
liquidity will reduce the profitability.  The 
following are two main objectives of cash 
management: 
 

(1) To make payment according to payment 
schedule.  

(2) To minimize cash balance.   
 
Factors Affecting Cash Needs and 
Level of Cash 
 

1. Matching of cash flows: The need for 
maintaining cash arises when cash 
inflows do not take place at one time.  If 
cash inflows match the cash outflows i.e. 
they take place at one time, there is no 
need of cash balance. When cash 
outflows exceed the cash inflows, need 
of cash arises so that the firm can be 
saved from technical insolvency. 

 
2. Non-recurring Expenditure:  In Non-

recurring Expenditure those expenditure 
are included which are incurred for the 
purchase of fixed assets.  Fixed assets 
are acquired for implementing new 
projects or for expanding the existing 
production and marketing capacity or 
for diversification of business.  The plan 
for such type of expenditure is prepared 
once in several years. The quantum of 
such expenditure is very high. 
Therefore, while determining the cash 
requirement, such expenses should also 
be taken into consideration. 

 
3. Cost of Excessive Cash Balance: If a 

firm keeps cash balance more than its 
requirement, it means that management 
loses the opportunity to invest it 
elsewhere.  It causes loss of interest.  
This loss of interest income is called the 
cost of excessive cash balance.  
Therefore, firm should consider this 
factor, too, while determining the level 
of cash. 

 
4. Management Costs: These are the cost 

which are meant for management of 
cash, for example, salary, clerical 
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expenses etc.  These are generally of 
fixed nature.  

 
5. Uncertainty: Sometimes, there is 

uncertainty in the forecasts of cash 
inflows.  Cash inflows can be estimated 
correctly but there may be delay in 
collection from debtors.  To meet these 
contingencies, firm must keep 
additional cash balance. 

 
6. Payment of Loans: Firm has to repay 

its long-term loans.  Therefore, while 
determining cash requirements, 
adequate cash arrangements must be 
made for the repayment of loans.  
Normally, to pay the long-term loans, 
new shares or debentures are issued.  

 
7. Fi rm’s  capac i ty  to  bor row  in 

Emergencies:  If firm can take loans 
quickly at the time of its need, low level 
of cash can be maintained.  Firm’s 
ability to borrow depends on various 
factors.  For example, relations of the 
firm with banks, the quantum of assets 
on whose secur i ty loans  can be 
undertaken, rate of interest and demand 
and supply conditions for short term 
l o a n s  e t c . 
 

8. T h e  a t t i t u d e  a n d  P o l i c y  o f 
Management: The attitude and policy 
of the management towards liquidity, 
risk of technical insolvency, credit sales 
etc.  af fect  the level of  cash.  I f 
management gives more importance to 
liquidity instead of profitability, the 
level of cash will be high. On the other 
hand, if management     attaches more 
significance to profitability instead of 
liquidity, the level of cash       will be 
l o w e r .                                                      

                      .  
  

9. Ef f i c i ency  o f  Ma nag ement  i n 
Managing Cash: I f  management 
follows such                       policies and 
p rocedures  wh ich  he lp  i n  eas y 
collection of cheques from debtors and 
payment to creditors is delayed, the 
balance of cash in business can be 
m i n i m i z e d . 

             

Devices/Techniques of Cash 
Management 
 
The following are the main devices of cash 
management: 
 
A) CASH BUDGET:  Cash budget is an 
important technique of planning and controlling 
cash receipts and payments. Cash budget is a 
statement which presents cash inflows and 
outflows for a future period of time. It also 
provides information about the quantum of 
receipts and payments in future and the timings 
of such receipts and payments.  
 
There are three methods of preparing cash 
budget: 
 
(1) Receipts and payments method 
(2) Adjusted Profit and Loss method 
(3) Balance sheet method 
 
1) Receipts and Payments Method: Under this 
method estimated cash receipts and payments are 
taken in to consideration. The information about 
cash receipts and payments can be obtained from 
other budgets.  Following steps are taken in this 
method to prepare cash budget: 
 

a) Forecast of Cash Receipt: for this 
purpose, cash receipt from cash 
sales, debtors, sale of investment 
and assets, issue of share and 
debenture etc. are estimated. 
Revenue and capital, both types of 
receipts are included while 
preparing the budget. 

 
b) Forecast of cash payments: The 

information about expected 
payment of cash can be obtained 
from material, wages, overheads, 
capital expenditure and other 
expenditure budgets. Other 
expected payment like interest, 
Rent, dividend, charity income tax 
etc. are included in it. 

  
In this method, outstanding expenses and 
accrued incomes are kept outside the purview of 
budget. After forecasting cash receipts and cash 
payments, net cash inflow or outflow shows, 
surplus or deficit of cash. The closing balance of 
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each month becomes opening balance for the 
next month and the process continues.     
 
2) Adjusted Profit and Loss Method: In this 
method, the profit and loss account is converted 
into cash forecast. Therefore, this method is 
known as adjusted profit and loss method. This 
method is adopted to prepare long term forecast 
of cash. In this method, cash forecast is prepared 
like Cash Flow Statement. Closing cash balance 
is determined as follows:- 
 
Closing cash balance = Opening cash balance+ 
Net profit+ Non cash expenses+ Decrease in 
current assets+ Increase in current liabilities+ 
Sale of fixed assets+ Issue of share, debenture 
etc. –increase in current assets- Decrease in 
current liabilities-Payment of tax and dividend- 
Purchase of fixed assets- Redemption of share 
and debenture.     
 
3) Balance Sheet Method: Under this method, 
budgeted balance sheet is prepared at the end of 
year in which besides cash, all items of assets 
and liabilities are presented. Difference of two 
sides of balance sheet is called cash balance or 
bank overdraft. If assets are less than liabilities, 
the difference will be called cash balance and in 
case assets are more than liabilities, the balance 
will be known as bank overdraft. 
 
 
B) CASH FLOW RATIOS : - For the purpose 
of cash planning and controlling, various ratio 
can be used. Some important among them are:  
 
1. Cash Turnover Ratio: This ratio is a 

measure of the speed of cash and efficiency 
of management of cash. 

                                        
                        Sales per Period 

Cash Turnover   =      ------------------------ 
                                                   Initial cash balance 
 
High cash turnover is an indicator of high 
efficiency of cash management. High turnover 
ratio means that for a given level of sales the 
requirement of cash will be less. High turnover 
ratio shows less liquidity but high profitability. 
 
 
 
2. Cash Flow Coverage: If the firm has 

managed cash from loaned capital, it will 
have to pay principal and interest as per the 

term of loan. Firms ability to pay the 
principal and interest is an indicator of its 
credit worthiness, which depends on 
availabilities of cash. Cash flow coverage 
ratio is a measure of this ability. 

 
Annual Cash 
Flow before 
Interest and Tax 

Cash Flow Coverage Ratio     =         ----------------------------- 
                                                                 Interest+ Principal  
                                                                 Payments (1/1-T) 
 
Higher the cash flow coverage more will be the 
credit worthiness of the firm and its financial risk 
will be lower. 
 
3. Cash to Average Daily Purchase Ratio: This 
ratio shows the liquidity, credit worthiness 
ability to take additional credit. This ratio also 
helps to determine cash balance needed to meet 
daily requirement of cash. This ratio is 
complementary to current ratio and liquidity 
ratio.  

                                                                                              
Cash to Average Daily  
            Purchase Ratio =     Cash                    

           -------------------                                                     
Average daily purchases 
 

4. Cash Break Even Point : This ratio helps 
him to determination of that level of cash inflow 
available from operation which is necessary for 
all payment of all cash expenses of business, It 
the level of production at which the inflows and 
outflows of cash are equal while calculating the 
ratio only those items are considered which 
affect cash. Thus, it is the ratio of fixed cash 
coast to the contribution from sales. 
 

                                                 
              Cash fixed costs  

Cash Break Even Point = ---------------------------- 
                                       Sales Price variable costs 
 
 
C) CASH MANAGEMENT MODEL: - To 
determine optimum cash balance, cash 
management model can be used. The model used 
to determine economic order quantity in 
inventory management can be used for cash 
management also. Under this model, optimum 
level of cash means the level of cash at which the 
carrying costs of cash balance and its transaction 
cost are minimum. Thus, EOQ Model helps to 
minimize both types of these cost. In the other 
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words, this model establishes balance between 
carrying costs of cash and its transaction costs.  
The carrying costs of cash balance mean the rate 
of interest which could be earned by investing 
cash in marketable securities. This interest can 
also be called opportunity cost of cash. The 
transaction cost of cash is the cost which are to 
be incurred to convert the marketable securities 
into cash. They include brokerage, accounting 
cost and cost of registration etc. The cash 
management model can be explained as under in 
the form of formula. 
 
  C=    2 U× P 
                    S  
 
C = Optimum cash balance 
U = Annual or monthly cash disbursements.  
P = Fixed cost per transaction. 
S= Opportunity cost of one rupee p.a. or p.m.  
 
 
Advantages of Holding Cash: 
 
Certain companies maintain cash balance to take 
advantage of the discount and cash discount 
which may be available to them on the basis of 
the terms of the sales.  Credit standards can be 
maintained if the firm has sufficient cash.  To 
meet the standard of time of business in which 
the firm is engaged, the firm may like to have 
sufficient cash balance. The firm may like to take 
advantages of the available business 
opportunities.  Emergencies e.g. strike, flood, 
fire etc.  can be met our successfully only when 
firm has sufficient liquidity.  
 
Managing the Cash Flows: 
 
The efficiency of cash management can be 
improved by exercising control on collection and 
disbursement of cash.  The main objective of 
managing the cash flows is to accelerate the 
collection of cash and delay the disbursement of 
cash without damaging the credit worthiness.  
After preparing the cash budget, management 
should try that there should not be any 
significant difference in the actual and budgeted 
cash flows.  
 
A)  Accelerating Cash Collections: 
 
The main objective of management of cash 
collection is to reduce these time gaps, to the 

extent they are possible.  There are two methods 
of reducing these time gaps.  
 

1. Concentration Banking: 
Concentration banking is a system of 
collecting cash from the customers of 
large sized firms which have large 
number of branches at different places.  
Some of these branches at different 
places.  Some of these branches are 
selected for collection of cash from the 
debtors which are called collection 
centres.  Firm opens its accounts in the 
local banks of these collection centres.  
Under this system, customers are 
advised to send their cheques for 
payments to their nearest collection 
centre.  On receiving the eheques, the 
centre sends them to the local branch of 
the bank.  Collection over a particular 
level is transferred to the head office 
daily.  Head office can use these funds 
for disbursements.  
 Thus, this method is a 
profitable technique of realizing the 
debts at the earliest.  It reduces the time 
gap between the sending of cheques by 
the customers and their receipt by the 
firm.  It also reduces the time in 
collection of cheques because the 
collection centres receive such 
payments which are mostly local and 
the cheques are drawn on local banks.  
 

2. Lock Box system :  Under the lock box 
system, this time gap can be reduced.  
Under this system, firm takes on rent a 
lock box from the post office at 
important collection centres.  Customers 
are instructed to send their 
cheques/drafts in the lock-box.  Firm 
authorizes the local banks to withdraw 
these cheques/drafts from the lock-box 
and credit the same to the firm’s 
account.  Bank operates this lock-box 
several times a day.  Local banks are 
also instructed to transfer funds 
exceeding a particular level to the head 
office.  This system is considered better 
to concentration banking because in this 
system, time involved in receiving 
cheques in the collection centres, their 
accounting in the books and the deposit 
of these cheques or drafts in the bank is 
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served.  All these clerical tasks are 
performed by banks at lower costs.  The 
collection of cheques starts immediately 
after their receipt.   

 
B) SLOWING DISBURSMENTS  
  
In the management of efficient cash besides 
exercising control on cash collection, it is to 
control the disbursement of cash.  The main 
objective of disbursement management is to slow 
down the payments without harming the 
goodwill of firm and its credit worthiness.  By 
delaying the disbursements, firm can get 
maximum funds.  But the delay in disbursement 
should not affect the goodwill of the firm 
adversely, otherwise the firm will not be able to 
get goods on credit.  Until the firm is allowed 
cash discount, it will not get any advantage of 
early payment.  Following methods can be used 
for slowing disbursements.   
 

1) Avoidance of Early Payments: On 
method of slowing disbursements is to 
avoid early payment. Under this 
arrangement, firm should make 
payment n due date only, neither early 
nor afterwards. Firm is allowed some 
time to make the payment. But firm 
should not bear the loss of cash discount. 

 
2) Centralized Disbursements: Under this 
system, all payments should be made from 
the central account by the head office.  This 
system will help in delaying payments, It 
will increase the time gap in payment before 
they reach the creditors.  If payment is made 
by local branch, it will not take much time to 
reach to the creditors by post.  In this 
method, greater time will be involved in the 
presentation and collection of cheques.  
Control over payments will also become 
easier.  
 
3) Float: Float is an important technique 

of slowing disbursements.  Float is the 
amount which is trapped in cheques but 
which is yet to be collected.  There is a 
time gap between the issue of cheques 
by the firm and their actual presentation 
by the creditor.  It means that although 
cheque has been issued but actual cash 
will be required later when it will be 
actually presented for payment.  A wise 

financial manager must estimate the 
time taken in presenting the cheque for 
payment after its issuance.  Firm can 
issue cheque on such bank which is far 
away from the actual place of creditor.  
It will cause delay in payment to the 
creditor.  Firm should, therefore, 
estimate the speed with the cheque are 
presented for payment after their 
issuance, on the basis of past experience 
and plan its disbursement accordingly. 

 
4) Accruals: Another method of delaying 

payment is use of accrual.  Wages and 
other expenses can be paid after the date 
of actual services rendered to the firm.   

 
Determining the Optimum Cash 
Balance  
 
Financial manager must determine an optimum 
level of cash balance.  If the available cash is 
more than the operating requirement of the firm, 
additional cash should be invested in short term 
securities.  Optimum cash balance is determined 
by establishing the balance between the 
opportunity cost and transaction cost.  Optimum 
cash balance is that level of cash at which 
transaction cost and opportunity cost are 
minimum.  If the firm maintains cash less than 
the optimum level, the cost to sell the marketable 
securities and repurchasing them after sometime 
increases but the opportunity cost decreases.  If 
firm maintains more cash than the optimum level, 
opportunity cost increases and transaction cost 
decreases.   
 
Investing the Surplus Cash  
 
The balance of cash in excess of the requirement 
of business should be invested in marketable 
securities.  If the nature of surplus cash is 
permanent it can be invested in the long term 
assets.  While investing cash in securities, their 
safety, maturity and marketability should be 
considered.   
From the safety point of view, cash should be 
invested in those securities, the prices of which 
do not change substantially.  Securities will be 
considered safe if there is no risk in repayment of 
its principal and interest.  
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From the view point of maturity, more changes 
take place in the long term securities.  In the 
short run these changes are lesser.   
The marketability of security means easiness in 
converting them into cash, therefore, the surplus 
cash should be invested in such securities which 
can be converted into cash without much loss. 
  
Conclusion 
 
In this paper, we analyzed the concept of 
management of cash and marketable security, 
objectives of cash management, motives for 
holding cash and techniques of cash management. 
We conclude that cash management is required 
to maintain liquidity at optimum level and to 
invest surplus cash in profitable manner. It is 
also necessary that the firm should determine its 
cash requirements considering all the factors 
affecting such requirement. Use of cash flow 
ratios and EOQ formula can be of great help in 
management of cash and marketable security. 
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