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International Cash ManagementInternational Cash Management

 Optimizing the movement of Optimizing the movement of 
corporate fundscorporate funds

•• Minimizing the cash tied up within Minimizing the cash tied up within 
the companythe company

 Ensuring that the firm’s financial Ensuring that the firm’s financial 
flows are managed in an flows are managed in an 
optimal fashionoptimal fashion

11

International Cash Management: International Cash Management: 
The ProcessesThe Processes

 Ensuring that funds are available Ensuring that funds are available 
when & where when & where neededneeded

 SourcingSourcing funds in an optimal funds in an optimal 
mannermanner

 InvestingInvesting excess funds optimallyexcess funds optimally
22

OptimizingOptimizing the Movement of the Movement of 
FundsFunds

 Minimal movement of fundsMinimal movement of funds

 Movement at lowest possible Movement at lowest possible 
costcost

 To extent possible, minimizing To extent possible, minimizing 
tariffs & other taxestariffs & other taxes

33
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Optimization (1)Optimization (1)

 Having the funds:Having the funds:

•• In right In right placeplace

•• At the right At the right timetime

•• In the right In the right amountamount

•• In the right In the right currencycurrency

44

Optimization (2)Optimization (2)

 GoalsGoals

•• Minimal costsMinimal costs

•• Maximum incomeMaximum income

•• Maximum flexibilityMaximum flexibility

•• Maximum control of affiliatesMaximum control of affiliates
55

ObstaclesObstacles to Optimizationto Optimization

 Corporate resourcesCorporate resources

 Environmental constraintsEnvironmental constraints

•• EconomicEconomic

•• PoliticalPolitical

66
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Obstacles: Obstacles: Corporate ResourcesCorporate Resources

 Managerial sophisticationManagerial sophistication

•• Requires a good Requires a good cash budgetcash budgetRequires a good Requires a good cash budgetcash budget

 A schedule detailing the time and size A schedule detailing the time and size 
of future cash inflows and outflowsof future cash inflows and outflows

 Corporate liquidity needsCorporate liquidity needs
77

Obstacles: Obstacles: EconomyEconomy

 InflationInflation

 Interest ratesInterest rates

 Availability of fundsAvailability of funds

 Transactions costsTransactions costs

 FXFX--market conditionsmarket conditions 88

Obstacles: Obstacles: Political EnvironmentPolitical Environment

 Trade controlsTrade controls

 Exchange controlsExchange controls

 Money & capital controlsMoney & capital controls

 Government bureaucracyGovernment bureaucracy

 Legal systemLegal system 99
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Need for FundsNeed for Funds

 Transactions needTransactions need

 Precautionary needPrecautionary needyy

 Investment needInvestment need

1010

Transactions NeedTransactions Need

 Scheduling of payment & Scheduling of payment & receiptsreceipts

 MethodMethod

•• SavingsSavings

•• Line of credit Line of credit 

 StandardStandard
 RevolvingRevolving 1111

Precautionary NeedPrecautionary Need

 Safety balances in excess ofSafety balances in excess of
transaction balancestransaction balances

h dh d MethodMethod

•• Separate balances in each unitSeparate balances in each unit

•• PoolingPooling

1212
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Investment NeedInvestment Need

 Accumulation of funds in excess of Accumulation of funds in excess of 
precautionary balancesprecautionary balances

 In anticipation of specific or In anticipation of specific or 
unspecified opportunitiesunspecified opportunities

1313

PoolingPooling (1)(1)

 Pooling transfers the control of Pooling transfers the control of 
intraintra--corporate fundscorporate funds

Th  f d  d  t il  d t  Th  f d  d  t il  d t   The funds do not necessarily need to The funds do not necessarily need to 
be transferred to the control centerbe transferred to the control center

1414

PoolingPooling (2)(2)

 Transfers the controlTransfers the control——generally, generally, 
the funds do not actually flow to the funds do not actually flow to 
the control pointthe control pointthe control pointthe control point

1515
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PoolingPooling (3)(3)

 Each affiliate retains minimal Each affiliate retains minimal 
cash balancescash balances——transaction transaction 
balancesbalances

 Extra funds are shifted to the Extra funds are shifted to the 
centralized controlcentralized control

•• Precautionary balancesPrecautionary balances

•• Excess balancesExcess balances 1616

DecentralizedDecentralized Cash DepositoryCash Depository

(a)(a) (b)(b)
TransactionsTransactions Standard   Standard   (a) + 3(b)(a) + 3(b)

NeedsNeeds DeviationDeviation

U  KU  K 10 00010 000 1 0001 000 13 00013 000U. K.U. K. 10,00010,000 1,0001,000 13,00013,000

FranceFrance 6,0006,000 2,0002,000 12,00012,000
ItalyItaly 12,00012,000 3,0003,000 21,00021,000

TotalsTotals 28,00028,000 6,0006,000 46,00046,000**

* Total * Total decentralizeddecentralized cash needs: 46,000cash needs: 46,000
1717

CentralizedCentralized Cash DepositoryCash Depository

 The standard deviation of a set The standard deviation of a set 
of standard deviations is the of standard deviations is the 
square root of the sum of the square root of the sum of the 
squares of the individual squares of the individual squares of the individual squares of the individual 
standard deviations.standard deviations.

•• In this example: 3,742In this example: 3,742

1818
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CentralizedCentralized Cash Depository: Cash Depository: 
PoolingPooling

(a)(a) (b)(b)
TransactionsTransactions Standard   Standard   (a) + 3(b)(a) + 3(b)

NeedsNeeds DeviationDeviation
U  KU  K 10 00010 000U. K.U. K. 10,00010,000

FranceFrance 6,0006,000

ItalyItaly 12,00012,000 ____________ ____________
Totals   28,000Totals   28,000 3,7423,742 39,22639,226**

* Total * Total centralizedcentralized cash needs: 39,226cash needs: 39,226
----a savings of 6,774(000)a savings of 6,774(000) 1919

Pooling: AdvantagesPooling: Advantages (1)(1)

 Increased financial control of Increased financial control of 
affiliatesaffiliates

 More efficient use of intraMore efficient use of intra-- More efficient use of intraMore efficient use of intra
company resourcescompany resources

 Minimizes cash needsMinimizes cash needs

 Centralizes FXX mgtCentralizes FXX mgt
2020

Pooling: AdvantagesPooling: Advantages (2)(2)

 Economies of scaleEconomies of scale

•• Greater investment expertiseGreater investment expertise

•• Better knowledge of marketsBetter knowledge of markets

•• Lower costs of investmentLower costs of investment

•• Higher rates of return on investmentsHigher rates of return on investments
2121
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Pooled FundsPooled Funds
 The “pooled” funds do The “pooled” funds do notnot need need 

to be moved to the financial to be moved to the financial 
center of the company.center of the company.

 Funds can be used eitherFunds can be used either

•• Within the firm (or)Within the firm (or)

•• Outside the companyOutside the company
2222

Optimal Borrowing TermsOptimal Borrowing Terms
 Low Low interest rateinterest rate

 Desired Desired formatformat: fixed vs. floating: fixed vs. floating

 Favorable Favorable payment schedulepayment schedule

 Greatest flexibilityGreatest flexibility

•• Restrictive Restrictive covenantscovenants 2323

Payment SchedulePayment Schedule

 Full Full amortizationamortization

 Partial amortizationPartial amortization

•• Interest onlyInterest only

•• Balloon loanBalloon loan

•• Bullet loanBullet loan
2424
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Other Borrowing TermsOther Borrowing Terms
 SecuritySecurity

•• Unsecured Unsecured 

•• CollateralizedCollateralizedCollateralizedCollateralized

 Tangible or intangible assetsTangible or intangible assets

•• Guarantee or insuranceGuarantee or insurance

 CovenantsCovenants (financial ratios)(financial ratios)
2525

Satisfying Financial ObligationsSatisfying Financial Obligations

 Transactions & precautionary Transactions & precautionary 
balancesbalances

Li  f ditLi  f dit Lines of creditLines of credit

•• StandardStandard

•• RevolvingRevolving

2626

NettingNetting

 Process of subtracting intraProcess of subtracting intra--
company payables from intracompany payables from intra--
company receivablescompany receivables

•• Only the Only the netnet difference is paid difference is paid 
receivedreceived

2727
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NettingNetting (2)(2)
 Advantages:Advantages:

•• Lower transaction costsLower transaction costs

•• Lower FXX and hedging costsLower FXX and hedging costs

•• Lower risk of government Lower risk of government 
interferenceinterference

•• Reduced Reduced floatfloat
2828

Netting: Netting: ExampleExample (1)(1)
Payer (000)Payer (000)

U.K.U.K. France    ItalyFrance    Italy Total Total 

ReceiverReceiver ReceiptsReceipts
U.K.U.K. ---- 40004000 30003000 70007000

FranceFrance 20002000 ---- 70007000 90009000

ItalyItaly 50005000 80008000 ---- 1300013000

Total PmtsTotal Pmts 29000*29000*

(7000)(7000) (12000)(12000) (10000)(10000) ((29000)29000)

* Total payments = $29000* Total payments = $29000 2929

Netting: Example Netting: Example (2)(2)

PayerPayer
U.K.U.K. France   Italy      France   Italy      Total Total NetNet

Receiver:Receiver: Receipts  PmtsReceipts  Pmts
U.K.U.K. ---- 30003000 40004000 7000  (15000) 7000  (15000) (8000)*(8000)*

FranceFrance 70007000 ---- 20002000 9000  (  8000)    9000  (  8000)    10001000

ItalyItaly 80008000 50005000 ---- 13000  (  6000)    13000  (  6000)    70007000

Total PmtsTotal Pmts 2900029000 00

(15000)  (8000)  (6000)(15000)  (8000)  (6000) ((2900029000))

* Total payments = $8000* Total payments = $8000 3030
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Netting: Example Netting: Example (3)(3)

 With netting, the total amount of With netting, the total amount of 
the payments has been reduced the payments has been reduced 
from $29,000,000 to $8,000,000.from $29,000,000 to $8,000,000.

 At a cost of 0.10%, the savings is:At a cost of 0.10%, the savings is:

[$29,000,000 [$29,000,000 -- $8,000,000] * 0.001 =$8,000,000] * 0.001 =

= = $21,000$21,000
3131

Blocked FundsBlocked Funds

 Financial assets which cannot be Financial assets which cannot be 
freely transferred out of the freely transferred out of the 
country because of government country because of government 
controlscontrolscontrolscontrols

•• Exchange controlsExchange controls

•• Money & capital controlsMoney & capital controls

3232

Blocked Funds: ExamplesBlocked Funds: Examples (1)(1)

 InconvertibilityInconvertibility

 Multiple exchange ratesMultiple exchange rates

 TaxesTaxes

 QuotasQuotas

3333
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Blocked Funds: ExamplesBlocked Funds: Examples (2)(2)

 Mandatory repatriationMandatory repatriation

 Mandatory conversionMandatory conversion

 Deposit periodDeposit period

 LicensingLicensing

3434

Blocked Funds: ExamplesBlocked Funds: Examples (3)(3)

 QueuesQueues

 CentralCentral--bank approvalbank approval CentralCentral bank approvalbank approval

 Advanced depositAdvanced deposit

3535

Blocked Funds: ResponseBlocked Funds: Response (1)(1)
 Transfer PricingTransfer Pricing

 UnbundlingUnbundling

 SwapsSwaps SwapsSwaps

 Unrelated exportsUnrelated exports

 Local investmentsLocal investments

 CountertradeCountertrade 3636
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Blocked Funds: ResponseBlocked Funds: Response (2)(2)
 Fronting loansFronting loans

 BackBack--toto--back loansback loans

•• = Parallel loan= Parallel loan

 Maximize Maximize 

•• Local fundingLocal funding
•• Local sourcingLocal sourcing

3737

 Fund with loans rather than equityFund with loans rather than equity

 Sell blocked funds at discountSell blocked funds at discount

Blocked Funds: ResponseBlocked Funds: Response (3)(3)

 Sell blocked funds at discountSell blocked funds at discount

 CountertradeCountertrade

3838

UnbundlingUnbundling

 The separation of intraThe separation of intra--company company 
payments / receipts into separate payments / receipts into separate 
parts  instead of “bundling” them parts  instead of “bundling” them parts, instead of “bundling” them parts, instead of “bundling” them 
togethertogether

3939
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UnbundlingUnbundling (2)(2)

 Interest and dividendsInterest and dividends

 Royalties and licensing feesRoyalties and licensing fees

 Shared expensesShared expenses

•• R & DR & D
•• Administrative overheadAdministrative overhead
•• Advertising & public relationsAdvertising & public relations

4040

Transfer PricingTransfer Pricing

 An intraAn intra--company price charged company price charged 
from one affiliate to anotherfrom one affiliate to another

Si  th  ti  t ti  i  Si  th  ti  t ti  i   Since the entire transaction is Since the entire transaction is 
intraintra--company, it is often company, it is often 
possible to set the price to possible to set the price to 
maximize the company’s benefitsmaximize the company’s benefits

4141

Transfer Pricing: Transfer Pricing: MotivationMotivation

 To evade blocked fundsTo evade blocked funds

 To shift profits to lowTo shift profits to low--tax tax 
ttcountrycountry

 To shift profits away from highTo shift profits away from high--
duty countriesduty countries

4242
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Transfer Pricing: Transfer Pricing: EffectsEffects (1)(1)

 Reducing taxesReducing taxes

 Reducing tariffsReducing tariffs

 Avoiding exchange controlsAvoiding exchange controls

 Shifting locus of profitabilityShifting locus of profitability

4343

Transfer Pricing: Transfer Pricing: EffectsEffects (2)(2)

 Bolstering credit rating of affiliateBolstering credit rating of affiliate

 Disguising affiliate’s true Disguising affiliate’s true g gg g
profitabilityprofitability

 Reducing XR risksReducing XR risks

4444

Transfer Pricing: Transfer Pricing: 
Government ControlsGovernment Controls

 Comparable uncontrolled price Comparable uncontrolled price 
requirementrequirement——”arm’s”arm’s--length”length”

 Resale price (backward)Resale price (backward)

 Cost plus (forward)Cost plus (forward)

4545
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Reinvoicing CenterReinvoicing Center

 The problem: Our Singaporean The problem: Our Singaporean 
subsidiary manufactures subsidiary manufactures 
components for our Mexican sub.components for our Mexican sub.

 Singapore wants to be paid in S$, Singapore wants to be paid in S$, 
while Mexico wants to pay in M$.while Mexico wants to pay in M$.
One or the other will have FXX.One or the other will have FXX.

4646

Reinvoicing Center Reinvoicing Center (2)(2)

 FXX, anywhere in the company,  FXX, anywhere in the company,  
can potentially be very damaging can potentially be very damaging 
for the whole company.for the whole company.

 The management of FXX is The management of FXX is 
complicatedcomplicated----& most managers & most managers 
aren’t competent to do it.aren’t competent to do it.

4747

Reinvoicing Center Reinvoicing Center (3)(3)

 The solution: Shifting all intraThe solution: Shifting all intra--
company FX risk to a special company FX risk to a special 
finance officefinance office

 Using a single account to Using a single account to 
concentrate all intraconcentrate all intra--company company 
FCFC--denominated billingsdenominated billings

4848
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Reinvoicing CenterReinvoicing Center (4)(4)

 Singapore bills the R/C in S$.Singapore bills the R/C in S$.

 The R/C bills Mexico in M$.The R/C bills Mexico in M$.

 Both the importer and exporter Both the importer and exporter 
have only localhave only local--currency exposure currency exposure on on 
intraintra--company transactions.company transactions.

•• Neither has any FXX to worry about.Neither has any FXX to worry about.
4949

Reinvoicing CenterReinvoicing Center (5)(5)

 The reinvoicing center bears all The reinvoicing center bears all 
of the FXXof the FXX——an M$ receivable & an M$ receivable & 
S$ payable.S$ payable.

 However, it has the expertise to However, it has the expertise to 
manage that exposure.manage that exposure.

•• OffOff--setting intrasetting intra--company FXX (or)company FXX (or)

•• HedgingHedging 5050

Reinvoicing CenterReinvoicing Center: : AdvantagesAdvantages

 SpecializationSpecialization——in all parts of the in all parts of the 
companycompany

Simplifying the tasks of managersSimplifying the tasks of managers Simplifying the tasks of managersSimplifying the tasks of managers

 Centralization of controlCentralization of control

 Managing FXXManaging FXX
5151



9/21/2009

18

Funds TransferFunds Transfer

 The movement of funds, or The movement of funds, or 
claims on funds, between claims on funds, between 
countriescountries

•• Relatively little currency actually Relatively little currency actually 
moves moves 

 Less than 1% Less than 1% 

5252

Funds Transfer: Funds Transfer: MethodsMethods (1)(1)

 Traditional waysTraditional ways

•• Mail transferMail transfer

•• Cable (or wire) transferCable (or wire) transfer

 For example, Western UnionFor example, Western Union

5353

Funds Transfer: Funds Transfer: MethodsMethods (2)(2)

 Electronic transferElectronic transfer

•• CHIPSCHIPS: : CClearinglearinghhouse ouse IInterbank nterbank 
PPayments ayments SSystemystemPPayments ayments SSystemystem

•• SWIFTSWIFT: : SSystem of ystem of WWorldwide orldwide 
IInterbank nterbank FFinancial inancial 
TTelecommunicationselecommunications

5454
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Mail TransfersMail Transfers
 AdvantagesAdvantages

•• CheapCheap
•• FamiliarFamiliar

 DisadvantagesDisadvantages

•• Slow transferSlow transfer
•• Slow confirmationSlow confirmation
•• Risk of loss, theft or destructionRisk of loss, theft or destruction

5555

Cable / Wire TransferCable / Wire Transfer
 Notice of the transfer is “cabled”Notice of the transfer is “cabled”

 AdvantagesAdvantages

S d f b th t f  & fi tiS d f b th t f  & fi ti•• Speed of both transfer & confirmationSpeed of both transfer & confirmation
•• Lower riskLower risk

 Disadvantages Disadvantages 

•• CostCost
•• Greater complicationGreater complication 5656

CHIPSCHIPS

 AdvantagesAdvantages

•• Fastest methodFastest method
•• SafestSafest

 Test keysTest keys

 DisadvantagesDisadvantages

•• Most expensiveMost expensive
•• ComplicatedComplicated

5757
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Which Method Is Best?Which Method Is Best?

 PayerPayer

•• Slow & cheapSlow & cheap

 PayeePayee

•• FastFast

 Pay for speed, if worthwhilePay for speed, if worthwhile
5858


