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Introduction 

 

In today’s market conditions, one of the main tasks of an international 

corporation is to increase the efficiency of its operations with the help of smart 

cash management, which will ensure financial stability and profit, continuous 

flow of operations, accelerate the turnover of capital and reduce the risk of 

insolvency. Cash flow management is one of the main tasks given that forecasting 

and financial management belong to the everyday activities of corporate 

managers. They decide how to save money from inflation, how to support stable 

current activity, maintain the company’s reputation as a reliable financial partner. 

At the same time, it is necessary to avoid a huge surplus of money, which can be 

used for short-term investments and lead to receiving additional profit in the 

future. The economic growth of the company is based on supporting its financial 

position and, at the same time, ensuring the growth of the business value, which, 

in its turn, is highly determined by successful cash flow management. Therefore, 

research related to cash flow management theory and practice is highly prioritized 

and relevant. 

Theoretical and practical aspects of cash flow management in international 

corporations are well covered in the works of both post-war authors (Baumol, W. 

J., 1952, Markovitz, H., 1952, Modigliani, F. and Miller, M. H., 1958, Sharpe, W., 

1964 etc) as well as modern scientific and scientific-methodological works 

(Pandey, I.M., 2010, Reuvid, J., 2010, Jury, T.D.H, 2012, Hrechyshkina, O., 

2016).  

The purpose of the research is to systematize the theoretical aspect of the 

cash flow management, it’s roles functions and peculiarities in the international 

corporate perspective. 

In accordance with the purpose of the research, the following research 

objectives have been set: 



4 
 

- to reveal the essence of cash management, its role and functions for 

corporations; 

- to identify the models for international cash flow operations; 

- to define cash flow management benefits for international corporations; 

- to characterize planning and budgeting aspect of cash flow management; 

- to analyze accounting and its functions in cash management; 

- to reveal the importance of controlling techniques and their elements; 

- to define the peculiarities of analyzing cash flow at different business 

stages; 

- to characterize decision-making process in business and cash flow 

management; 

- to identify objectives and stages of cash flow forecasting. 

Object of research: cash flow management in international corporations. 

Subject of research: theoretical views on aspects and practices of 

managing cash flows in international corporations. 

The following general scientific methods have been used in order to 

achieve the set objectives: 

- theoretical: research on the formation and development of cash flow 

management practices in international corporations; classification method 

for cash flows models description, systemic and functional analysis of 

sample corporations; 

- empirical: a comparative analysis of budgeting techniques to define the 

characteristics of each and assess their influence on the planning and 

budgeting aspect of cash management. 
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CHAPTER 1. 

Theoretical principles of cash flow management in international 

organizations. 

 

1.1 Cash management in the international corporate perspective 

 

The practice of gathering and controlling cash flow is known as cash 

management. Financial stability for both individuals and businesses depends on 

effective cash management. Cash is any medium of exchange that is immediately 

negotiable, according to Davidson [8]. It cannot be limited for any kind of 

commercial use. Cash must meet the basic requirements of being generally 

accepted and immediately available for purchases and debt repayments. Bank 

acceptance of deposits is a generally considered test that applies to cash. Its 

management is the process of planning, controlling and accounting for cash 

transactions and cash balances.  

Furthermore, cash is the funds available to a bank or business: it is not 

inventory, accounts receivable, or property. The latter can be converted to cash at 

some point, but cash will be needed on hand or in the bank to pay suppliers, rent, 

and cover labor. An increase in profit doesn't necessarily mean an increase in cash 

[8]. 

Cash is an important current asset of a company. Cash is the primary 

resource a business needs to continue operating: the end result the business 

expects to achieve by selling a service or producing a product. The company must 

have enough cash, no more and no less. A shortage of cash disrupts a company's 

production operations, while too much cash just sits idle without affecting the 

profitability of the firm. Therefore, the main responsibility of a financial manager 

is to maintain a sound financial position [35]. 
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Cash is funds that companies can issue immediately without any 

restrictions. The term "cash" refers to the company's bank account balances as 

well as any coins, cash, or checks that are on hand. Cash can occasionally also 

include quasi-cash items like marketable securities or time deposits with banks. 

The ease with which near-cash assets can be turned into cash is a fundamental 

characteristic. When a business has extra cash, it typically invests it in marketable 

securities. Such an investment yields specific returns for the business [38]. 

Cash flow management is a topic primarily addressed by practitioners and 

academics who study the practice of cash flow management or financial modeling, 

but it can also be addressed from a theoretical perspective. In this sense, two 

different approaches can be distinguished. First, cash management can be 

considered a separate topic within short-term asset management and considers the 

question of how much cash is needed relative to other liquid assets. This is the 

main focus of short-term financial management textbooks, such as Hill and 

Sartoris [18], Maness and Zietlow [28]. Second, cash management theory can start 

from Modigliani and Miller's assumptions about ideal markets [33]. The theory 

then suggests that firms do not need cash at all, unless market imperfections cause 

firms to hold cash [19]. Various transaction costs associated with frequent raising 

of additional debt and/or capital, or, if cash is required to pay suppliers or 

employees are typically high. So even if the funds don't generate income, it might 

make sense to keep cash on hand. Additionally, bankruptcy costs became a big 

reason to hoard cash. If creditors do not pay on time, they may bankrupt the 

company, and shareholders and managers try to avoid the associated costs [10]. 

The development of common markets has been influenced by various free 

trade agreements and alliances (NAFTA, Eurozone etc), has reduced market 

imperfections and influenced the cash flow management of international 

companies. These businesses, however, are more sophisticated than those that 

operate in a single nation and frequently have regional corporate headquarters and 
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subsidiaries. Managers of local subsidiaries might be thought of as proxies for 

shareholders and board members of the parent firm of the multinational 

corporation. Since control over money is a key element in the exercise of power, 

the agency connection between the local and headquarters managers is crucial in 

this situation. Local subsidiary managers might wish to have as much cash as they 

can on hand. Jensen claimed that free cash flow results in agency costs [21]. 

Additionally, there won't be substantial returns on investments made in 

cash, bank accounts, or short-term obligations. For these reasons, multinational 

companies may decline in value if they hold unnecessary cash locally. In such 

cases, the multinational corporation’s domestic financial market is inadequate and 

the firm may exhibit "group discounting" compared to similar individual firms 

[10]. 

Therefore, at the enterprise level, international cash flow management can 

be defined as a comprehensive process of planning, accounting, control, analysis, 

decision-making and forecasting of cash inflows and outflows in international 

organizations. This process helps identify trends, prepare for the future and 

resolve any cash flow issues [15]. Businesses use cash flow management software 

to monitor cash flow and forecast future cash flows for the industry. It also helps 

determine how much money a company needs to pay its suppliers and employees. 

The ultimate goal of cash flow management is to ensure that the organization does 

not run out of cash. 

The need for multinational corporations to improve their cash flow 

management processes has never diminished. Especially now, the following 

financial targets and global trends support a focus on cash flow management: 

 improving the efficiency and scalability of cash management methods; 

 increase the clarity of forecasts; 

 meeting the needs of accounting and financial departments of large and 

small companies; 
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 increasing the field of e-commerce and expanding the implementation of 

automation applications in the banking industry; 

 expanding the implementation of innovative and secure cash management 

solutions for various end users; 

 growing demand for supply chain management and working capital 

management; 

 managing cash flow to improve planning and budgeting cycles; 

 increase the implementation of predictive analytics for the company. 

Additionally, businesses are looking for centralized cash management 

solutions tied to enterprise-grade networks and banking applications to 

consolidate cash management practices with the click of a button [15]. Factors 

restraining the market growth include increase in cyber-attacks, financial 

regulation and standards, and data theft. Growing demand for automated cloud 

solutions in the banking industry is expected to create new opportunities for 

profitable growth. 

 

 

1.2 Models for international cash flow operations 

  

The enormous impact of communication technologies, especially the 

Internet, globalization of the banking industry and the reduction of regulatory 

barriers in major economies have allowed to understand the origins of innovation 

in the field of cash flow management. From a theoretical point of view, it is worth 

noting models for the determination of optimal cash balances in a multinational 

organization and models of optimal multilateral netting and international funds 

transfer as well as their implications for short-term borrowing, investment and 

hedging decisions [31]. 
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Keeping various components of cash for an international organization is an 

indispensable part of international cash flow management, including 

determination of optimal cross-border flows transfer, short term investments, 

intercompany company borrowing and short-term loans [43]. Shapiro [40] 

analyzed the need for cash transactions in international setting by extending 

Baumol's optimal cash balance model [4] including numerous currencies.  

Maintaining foreign currency balances has become more important in 

order to avoid borrowing in such currencies, as well as the expenses and exchange 

rate risks involved with cross-border cash transfers. In order to assess how much 

cash a global corporation should hold while taking into account opportunity cost, 

transaction cost, and existing volatility of exchange rates with native currency. 

Essayad and Jordan [11] created an order quantity economic model. Their model 

demonstrates that an ideal equilibrium optimizes the difference between the total 

operating and opportunity cost of buying foreign currency prior to an increase in 

the exchange rate and the total cost for the subsequent quantity ordered without 

the increase.  They found out that assuming current balance is less than optimal 

balance, then a surplus can be recognized in case an appropriate order quantity is 

placed before the price of the foreign currency increases. The practical application 

of the model depends primarily on exchange rate projections: whether the 

currency will appreciate or depreciate. The projections are, however, quite 

unstable, should the relations between the countries get worse.  

Gautier [13] also modeled how much foreign currency an international 

corporation should keep, how much to keep in exchange for domestic currency 

and changes in the amount of domestic and foreign currencies related cost, benefit 

and risk.     The work used an analysis of sensitivity created by Gautier and Granot 

[14] to check how currency holdings, expected returns, exchange rates and their 

volatility influence the cost of different tactics to assist managers realize the 

interdependence of different sources and demands for various currencies. They 
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demonstrated how maintaining a variety of currencies enables one to adjust to 

changes in external cash flows from activities. They did point out that even tiny 

changes in amounts that are to be retained in one currency will have an impact on 

the other currencies that is multiplied by several. The tiny amount of foreign 

exchange trading amplifies this amplification effect [14]. 

Empirical research on how businesses should invest their foreign cash 

balances in light of home country rates of return and currency risk is done by Levy 

[26]. He used historical data to find evidence of the existence of multi-currency 

balances. Optimal stock varies by country. Likewise, Swanson and How [46] 

showed that this would be optimal within the mean-variance model for US 

companies to hold cash balances in US dollars, British pounds, and Deutsche 

Mark between 1981-1982. 

Van der Linden and Gramlich [49] studied the short-term investment 

problem of excess yen in the Japanese money market, which is characterized by 

Interest rates have been close to zero for more than a decade. Using data from July 

1997 to May 2002, they found that the USD/JPY forward rate overestimated the 

future spot rate in 61% of monthly observations. They explored some cash 

investment strategy in order to use this arbitrage when the associated investment 

risk is also controlled. They discovered that using zero-cost or collared options to 

invest in dollars that were later converted to yen yielded higher returns and lower 

risk than other strategies involving the use of covered or unsecured Eurodollar 

options [49]. However, as US nominal interest rates fell after May 2002, such an 

investment strategy was not more profitable. The collared investment strategy 

that invests excess yen in British pounds was found profitable only if the forward 

contract bias was proved to be for yen and pound while the UK nominal rates 

would remain high. 

Madura [27] modeled short-term international borrowing in a specific 

structure. It took into account interest rate and exchange rate risk. He discovered 
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an equally weighted portfolio of related currencies, excluding any currencies with 

higher borrowing rates than a home currency provides   a higher return which is 

supported by the mean-variance framework. 

These models are continuously in use by various transnational 

corporations that hold foreign currency balances to cover operational, investment 

exchange rate risks. What’s left after the transactions needs are considered should 

go towards inter-company lending or investing in currencies that yield higher 

returns for a certain degree of exchange speed risk. 

Other international cash management models focus on getting the best 

solution to multilateral netting and international funds movement. In general, 

there are solutions modeled as a generalized network problem or as a linear or 

goal programming type of mathematical problem. Shapiro [41] showed that 

capital flows between subsidiaries may be similar to transportation issues should 

the transfer costs be linear. However, when the costs are not linear, a programming 

method should be used. The optimal netting for such issues may result in transfers 

that can differ from those obtained using the pen-and-paper method because it 

takes into account transaction costs between different states. What is more, the 

multilateral system also provides information to help move funds considering 

interest rate differences, expected exchange rate fluctuations, and tax differences. 

Shapiro once again highlighted the statement that in a multilateral netting system, 

the exchange rate at which transactions are made is set by the international 

corporation within a week, while the sums netted are converted into one currency 

[41]. In case billing periods among subsidiaries are different, netting could 

stimulate changes to credit terms, causing delays flow and money among the 

subsidiaries. Among the possible decisions to tackle this problem is to implement 

netting more often. 

Anvari [2] designed multi-period cross-border cash transfer-scheduling 

model that uses forecasts to create the most profitable multilateral clearing system. 
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Using transaction forecasts can help identify currency risk that is a part of such 

transfers and how this risk can be navigated. Therefore, his model includes 

currency exchange and other fees hedging as well as transaction fees. As opposed 

to Shapiro, funds transfers do not appear in a single currency. The management is 

therefore responsible for currency risk identification and including hedging costs 

in the optimal transfer model. 

A generalized network optimization model that allows to compute cost 

from available funds and to determine how netting will affect investment and 

short-term borrowing in the existing subsidiaries was designed by Srinivasan and 

Kim [44]. They showed what until a pure netting system cannot generate cash 

flow between subsidiaries, and if short-term borrowing and investment needs are 

considered, transfers between subsidiaries will occur because the costs of 

borrowing money may be higher that the savings from the transaction costs. The 

model developed by Srinivasan and Kim can be further extended in order to 

calculate the cost of foreign exchange spreads and their impact on borrowing costs 

and short-term investments. 

Adkins [1] proposed the international cash management network of a 

single company over time, unlike earlier models that focused on cash flows among 

subsidiaries. In his model, cash flow could be the result of gathering accounts 

receivable in the same currency as well as other transfers, investment disposal, 

borrowing and currency exchanges. Outflows include accounts payable and other 

transfers to repay loans or initiate investments and transfers into foreign currencies 

[1]. This model is designed to come up with one universal way of currency 

exchange, lending and investment opportunities without hedging interest 

arbitration. Adkins’s model for international cash management is capable of 

combining netting, matching and flows from the other parties. The model also 

takes into account currencies exchange costs due to bidding and asking spreads while 

future foreign exchange is made through forward contracts. Model’s implications 
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research related to other derivatives may provide an opportunity to evaluate how 

well these models fit the growth of the currency derivative market. 

While the above models provide insight into the challenges of cross-border 

transactions, most of the models are determined by design and thus are not capable 

of solving all issues that appear in cash flow management. The models are quite 

complex in design while the information requirements are not easy to be followed. 

Anwar, for example (1986) pointed out that although these models can be 

incorporated into computerized information transfer and processing systems, 

input data preparation and administrative tasks records of past decisions requires 

a well-developed information system which companies may not be able to 

implement. However, since 1985 the emergence of integrated service centers 

where financial and accounting activities are grouped and backed up by Enterprise 

Reporting Systems can provide assistance in integrating cash management models 

and other corporate practices [47]. 

 

 

1.3 Cash flow management benefits for international corporations  

 

The financial literature has long focused on the value of conglomerates. 

While diversification theory based on Markowitz [29] suggests that firms can 

benefit by reducing overall risk, the later developed risk theory by Sharpe [42] 

emphasizes that shareholders can diversify their portfolios for themselves, and 

they do not need outside help form the companies they invest in. Creating a 

corporation does not increase the value for a shareholder. For this reason, financial 

theory seeks other advantages and disadvantages of merging firms, since 

empirical evidence shows that, in general, acquisitions only increase value for 

target firm shareholders. 
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The worth of a significant multinational corporation may fluctuate over 

time, according to a thorough investigation of the Beatrice Company [3]. The 

participating companies gained from mergers in the first half of the 20th century 

because the parent company could add value. Particularly, it is simpler for a 

conglomerate than it is for a single firm to access the limited and precious 

financial, legal, management, and financial resources. However, thanks to 

business schools, business knowledge is now more widely available, less 

expensive, and hence more accessible to small businesses. 

Additionally, the emergence of junk bonds gave experienced outsiders the 

ability to dismantle conglomerates in the event of subpar corporate performance. 

For these reasons, individual companies now have the same capabilities as 

conglomerates [10]. It can be added that the knowledge resources of the 

company's subsidiaries may also increase, which reduces the relative power of the 

subsidiary’s parent company. 

If individual companies or sectors are on par with the company, one might 

wonder why the multinationals still exists. Several reasons may arise, but the main 

hypothesis is that co-financing and internal reallocation of funds between 

subsidiaries may have advantages. For example, Stein [45] argues that corporate 

headquarters can add value to diversified firms in the sense that corporate 

headquarters may be better than outside banks at finding profitable investment 

opportunities. However, research conducted by Scharfstein [39] found evidence 

that sectors of high-potential industries tend to invest less than sectors of 

autonomous industries, while the opposite is true for low-potential sectors. 

Conglomerates typically do not allocate more money to sectors in businesses with 

superior investment potential. Further research demonstrates that diversified 

companies typically trade at a discount to similarly sized companies, and that the 

discount is positively correlated with both the degree of investment mismatch and 

the diversity of investment options across sectors [36]. Funds may be allocated to 
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the wrong investment projects, especially where headquarters have little 

influence. This is backed up by Mudambi [34], who discovered that the operation 

of internal capital markets is impeded when parent businesses give subsidiaries 

additional control. 

However, Khanna and Tice [24] argue that joint firm discounting occurs 

mainly in uncorrelated diversification patterns. A conglomerate with unrelated 

subsidiaries has more problems with internal financing than a conglomerate with 

all subsidiaries operating in the same field of activity. In the latter case, there is 

little opportunity for subsidiary managers to mislead corporate headquarters about 

desirable local investment opportunities. In addition, managers are more likely to 

move from one subsidiary to another and thus may be less inclined to prop up their 

subsidiaries through irrational investments. Finally, Burch, Nanda and Narayanan 

[6] argue that conglomerate discounts result from the fact that most low-quality 

firms prefer to participate in clusters. 

Thus, empirical research and theory on firms generally suggests that 

lower-quality firms within unrelated multinationals with weak headquarters may 

be able to obtain financing for weak investments. 

In general, cash management systems for international companies have 

traditionally been simple in structure. In each country where the firm has 

significant operating facilities, the subsidiary’s treasury usually performs its own 

cash management [48]. This is a rational approach due to the imperfections of the 

world's capital markets. These market deficiencies, as well as the costs of 

centralizing financial functions, have been greatly reduced following 

liberalization, deregulation, and the introduction of a single currency in some 

markets (such as the European Union). 

Centralization offers many advantages [5; 23; 32]. First, the concentration 

of funds provides economies of scale and bargaining power. Second, financing 

costs are further reduced as cash balances, cash flows, and risks are reduced. 
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Third, the lead and lag of cash flow within the company are easier to track and 

control. Fourth, there is likely to be a general reduction in finance staff across the 

company. Fifth, it can reduce the bank's cash transfer service and reduce related 

costs. Furthermore, the benefits of internal financing are more readily available 

because a concentration of financial knowledge helps improve investment 

decisions. 

In the case of disintermediation, the shape of the cash management system 

is determined not only by internal characteristics, but also by external 

relationships, especially with banks, so it is not surprising that many companies 

consider their relationship with banks to be almost as important as banks’ fees and 

quality of service [48]. 

Over time, foreign relations developed with centralization. Initially, the 

banking system was used to collect accounts receivable and pay bills. The 

relationship with banks is asymmetrical: banks offer a wide range of products that 

businesses can use. There may then be a trend toward centralized cash 

management, where multinational corporations will seek to efficiently handle 

various financial transactions across operating divisions [10]. This can lead to a 

significant reduction in the number of bank accounts as underutilized accounts are 

closed. The treasury department of the international corporation will act as a 

procurement department, and as "purchasing" with other banks increases and 

financial knowledge at headquarters expands, linkages with banks will weaken. 

A multinational corporation's treasury role might then change to a 

corporate treasury function that balances competing goals including minimizing 

tax and interest payments, lowering interest rate risk, and securing liquidity. 

Banks with international connections, technical know-how, and information 

systems expertise might focus on providing services to these industries rather than 

products. Some enormous financial institutions have actually benefited from these 

changes by expanding their service areas and investing in cutting-edge 
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information systems for European cash management systems [10]. 

Finally, the corporate finance function of a corporation can relate to it 

being considered as an internal bank [17]. Such self-operated banks independently 

provide internal products and services, issue short-term financial instruments such 

as commercial paper, and compete with other banks for the business of third-party 

customers, thus becoming equal partners of investment or commercial banks. 

Obviously, the above centralization trend is not conducive to the intermediary 

function of banks. 

The combined trends of centralization and disintermediation of the cash 

function will have implications for the power of a corporations’ parent companies. 

Centralization generally takes place at the head office and has a positive impact 

on the head office's cash management capabilities. Since the main reason for 

corporate discounts is the parent company's lack of financing and investment 

power, centralized cash management can reduce these discounts. 

With disintermediation present, the power of the headquarters can be 

further increased. First, because there are fewer banks involved, the banks most 

relevant to the corporation will have primary ties to the parent company. Second, 

if the cash management function becomes the corporate treasury function, external 

funds will be channeled through the head office, and likewise, the treasury power 

of the head office will increase [10]. For these reasons, liberalization, 

deregulation, and the introduction of a single currency to improve domestic 

financial functioning and reduce conglomerate discounting should be expected. 

However, not all international corporations have been able to directly 

centralize the cash function, and the degree of centralization of cash management 

still varies between firms [16]. Furthermore, not all multinationals are able or have 

a desire to transform their cash management function into a corporate treasury 

function. Finally, even though corporate finance functions are managed centrally 

at corporate headquarters, decisions about fixed assets need or should be 
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centralized.  

Therefore, conglomerate discounts based on lack of parental rights to 

internal financing and investment will not disappear in all international 

corporations. However, developments in financial markets may have helped 

reduce conglomerate discounting in some multinational firms in the single-

currency markets. 
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CHAPTER 2. 

Tactical aspects of international cash flow management 

 

2.1 Planning and budgeting: definition, types and functions 

  

From a conceptual point of view, a general approach to cash flow 

management in any organization, including international organizations, includes 

the following areas: planning and budgeting, accounting, control, analysis, 

decision-making and forecasting. Given the period during which the results of 

these activities are expected to bring additional value to the organization, the 

functions implemented can be classified as tactical (planning and budgeting, 

accounting, control) and strategic ones (analysis, decision making and 

forecasting). In the next two chapters, each category will be explained in more 

detail. 

Planning can be part of the decision-making process and is a function of 

creating the vision of company goals and determining the means to achieve them. 

It involves analyzing a company's cash flows, predicting the consequences of 

various investment, financing, and dividend decisions, and weighing the impact 

of various alternatives [20]. Additionally, it helps prevent waste by providing 

policies and procedures that allow for closer coordination between the various 

functions of a business. 

If advantages of a successful plan are to be discussed, it’s worth to note that 

a successful plan allows the company to determine which funds are available to 

implement its plans in the material sphere and provides information on the 

expected costs of these operations. Furthermore, it supports the analysis of the 

impact of alternative activity types on the financial results of the company, thereby 

making the decision-making process dependent on financial criteria. 
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Depending on the function of a particular plan and the time period it must 

cover, 3 types of financial plans can be defined (Figure 2.1). 

 

Figure 2.1 - Types of financial plans [20] 

Therefore, the importance of financial planning aspect as part of the 

overall cash flow management process can be summarized as follows: 

- providing an appropriate argumentation for funding; 

- maintain a reasonable balance of capital outflows and inflows; 

- assisting with development and expansion plans; 

- reducing the uncertainty of market trend changes, and providing sufficient 

funds to deal with them; 

- reduce uncertainties that can hinder the company's growth. This helps ensure 

the stability and profitability of the business. 

Each plan executed by an organization typically includes the phases 

outlined on Figure 2.2. Determining where a company currently stands in the 
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market helps to set clearer expectations and specific objectives based on the 

available resources. The company then creates plans that are expected to meet 

previously stated objectives and develops a plan for executing those. Adjustments 

should be made at this stage, as the company strives to make the plan as accurate 

and easy to follow as possible during the execution phase. The analysis and 

control of plans and their execution, as well as market behavior, play a central 

role in the planning phase and form the basis for further refinement of the 

reasoning process. 

 

 

Figure 2.2 – Enterprise planning cycle [20] 

Budgeting in international cash flow management can be considered as 

part of the planning aspect or as a separate activity. Cash flow budgeting forecasts 

company's cash inflows and outflows over a period of time [7]. A typical cash 

flow budget predicts monthly, weekly, or daily cash inflows and outflows. 

A cash flow budget can help predict company's cash flow shortfall and 

allows to take steps to ensure that the shortfall is covered, or at least reduced, to 
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avoid costly and unmanageable overdrafts. These steps typically include reducing 

investments in accounts receivable or inventory, increasing or prepaying revenue, 

or seeking external sources of cash, such as short-term loans, to fill cash flow gaps 

[7]. 

In case a business is considering to apply for a loan, the company will need 

to prepare a cash flow budget that looks several years into the future. It can predict 

future events in advance so that companies can take some corrective actions and 

it can minimize uncertainties related to budgeting. 

The budgetary aspects of international cash flow management typically 

include: 

 preparing sales forecasts; 

 forecasting expected cash inflows and outflows; 

 preparing the forecast of the last line of cash flows; 

 detecting surplus and short-term deposits to earn interest; 

 identifying deficits and the need to accelerate cash flow or borrow money 

in the short term; 

 realizing long-term surplus to fund expansion and development; 

 identifying long-term funding needs from the bank or shareholders. 

When it comes to the budgeting methods most commonly used by 

international organizations, two types can be considered: traditional and zero-base 

budgeting. The first approach is to plan the current year's budget based on the 

previous year's actual (planned) indicators, taking into account known changes in 

inflation and activity levels. 

Zero-based budgeting ignores past experience and starts with goals and 

activities for the coming year. In this case, the estimating developer must justify 

all resource requirements. Table 2.3 details the differences between the two 

budgeting methods. 
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Table 2.3 

Types of budgeting techniques. 

Criteria 

Traditional 

(incremental) 

budgeting 

Zero-base budgeting 

Emphasis 

accounting-oriented; 

“how much” is a key 

question 

decision-oriented; 

“why” is a key 

question 

Approach 
towards the expenditures 

monitoring 

towards the objective 

achievements 

Focus 
changes in the 

expenditures 
cost-benefit analysis 

Communication vertical only vertical and horizontal 

Method 

future projections are 

based on the previous 

ones 

decision is based on 

the cost-benefit 

analysis 

Source: compiled by the author on the basis of [20] 

A typical cash budget for a business usually shows an income statement, 

bank statement, and cash flow statement all at the same time. It starts by providing 

the same projected opening cash balance as the previous month's closing cash 

balance (Figure 2.4). There is space between them for each type of cash receipt, 

such as customer payments for cash sales and credit sales, and cash payments for 

fees and loan repayments. 

A cash budget ends with a cash deficit or surplus based on the company's 

target cash balance, which is the minimum amount the company is willing to have 

at the end of the month. 
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Figure 2.4 – Example of a semi-annual budget for a company, in millions of 

dollars [25] 

In this particular example, the company plans to have cash inflows in 

February, March, and April so that receipts exceed expenditures. In the first 3 

months, the cash flow was good and the expenses were relatively small. However, 

the company expects a net cash outflow in January, May and June, when the 

company expects expenses to exceed revenue. This shouldn't be a problem in 

May, as the cash balance is higher than projected at $70,000. However, the 

company must consider how to manage thousands of fewer people than it wants 

to reserve for emergencies in January and June. 
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2.2 Accounting: objectives, functions and impact of the competitive 

environment 

 

There are many definitions of accounting, but one definition that reflects 

the international corporate context is developed by the American Accounting 

Association. Accounting is described as the process of identifying, measuring, and 

communicating economic information to enable users of the information to make 

informed judgments and decisions. In other words, accounting focuses on 

supplying both financial and non-financial data to assist decision-makers in 

making the best choices. Consequently, to comprehend accounting, one must be 

aware of users of accounting information as well as the decision-making process. 

In the context of cash flow management, the accounting function is 

reduced to recording cash receipts and payments determined by budget items. 

Proper bookkeeping ensures that the company receives payments when they are 

due. It tracks the profits of the businesses to ensure that the revenue stream flows 

into its bank account. Recording cash outflows assists in keeping track of a 

company's liabilities. This ensures that the company pays what is owed and proves 

that it is a trustworthy partner. It also helps to schedule payments so businesses 

can better manage their money based on when it arrives. 

To individuals who are interested in an organization, such as managers, 

potential shareholders and investors, employees, creditors, and the government, 

accounting entails giving both financial and nonfinancial information. Managers 

need information to make decisions and take action. They require details about, 

for instance, the expected selling prices, costs, demand, competitive position, and 

profitability of the many products the company produces [9]. The value of their 

investment and the income they will receive from their equity are two things that 

shareholders need to know. Employees are interested in learning whether a 

corporation can satisfy pay expectations without laying off workers. Debt capital 
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providers and lenders want details regarding a company's capacity to fulfill its 

financial commitments. Governmental organizations gather accounting data and 

demand information on sales activities, profits, investments, shares, dividend 

payments, the proportion of profits that are taxed, etc. Tax officials also demand 

details on taxable income. All of this information is important for determining the 

country's economic management policies. 

Therefore, the goal of accounting is to provide enough information at the 

lowest possible cost to satisfy the needs of various users. Clearly, the benefits of 

using an information system for decision making must outweigh the costs of 

operating the system [9]. 

The different users of accounting information can be divided into two 

categories: 

1. Parties within the organization; 

2. External parties outside the organization, such as shareholders, 

creditors, and regulators. 

Internal and external users of accounting data are the two different forms 

of accounting. While managerial accounting focuses on giving information to 

people inside an organization to help them make better decisions and increase the 

effectiveness and efficiency of present operations, financial accounting involves 

sending information to persons outside the company [9]. It is possible to think of 

management accounting as internal and financial accounting as external. 

Legal requirements, methods scope, accounting principles, timing, and 

frequency of reporting are thought to be the key differences between these two 

fields of accounting. 

Legal requirements for companies require them to prepare annual financial 

statements, whether or not management deems the information useful. Managerial 

accounting, on the other hand, is entirely optional and should only be created when 

the benefits to management of using the information are deemed to outweigh the 



27 
 

costs of collecting it. 

While managerial accounting focuses on more specific aspects of an 

organization, like the cost and profitability of products, services, customers, and 

activities, financial accounting reports cover the entire business [9]. Management 

accounting data also evaluates the financial performance of distinct business units 

and divisions.  

Regulatory organizations like the Financial Accounting Standards Board 

(FASB) in the US and the Accounting Standards Board (ASB) in the UK set the 

laws and generally accepted accounting principles. To guarantee the requisite 

consistency and uniformity of external financial information, these requirements 

are essential. In order to enable inter-company and historical comparisons, 

external users must verify that external reporting is prepared in line with generally 

accepted accounting standards. 

However, when providing management information for internal use, 

management accountants are not required to adhere to widely accepted accounting 

principles [9]. Instead, the emphasis is on meeting management's demands and 

giving them access to data that will help them in their positions as decision-

makers, planners, and controllers.  

Financial accounting reports on what happened to an organization in the 

past, while managerial accounting deals with information about the future and the 

past. Decisions are about future events, so management needs detailed 

information about expected future costs and revenues. 

A detailed set of financial statements is issued annually, while less detailed 

reports are issued semi-annually. Management needs information quickly to act. 

Thus, management accounting reports on various activities can be generated on a 

daily, weekly or monthly basis [9]. 

Cost accounting and management accounting systems must generate 

information that meets specific requirements. Therefore, the main functions of 
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management accounting are: 

1. Cost allocation between costs of goods sold and inventory for internal and 

external revenue reporting; 

2. Providing relevant information to help managers make better decisions 

and plan, control and measure performance. 

Financial accounting rules require companies to compare expenses to 

income to calculate profit. Therefore, any unsold finished goods stock or partially 

completed stock (work in progress) will not be included in the cost of goods sold 

compared to sales revenue over time [9]. In an organization that produces a variety 

of different products, for inventory (stock) valuation it is necessary to assign costs 

to each individual product. The total value of finished goods and work-in-progress 

inventory plus any unused raw materials is the basis for determining the value of 

the inventory, which is deducted from current cost to calculate profit. The cost of 

inventory is calculated on the balance sheet using this total as a starting point. As 

a result, keeping track of the expenses associated with each task or product 

satisfies the requirements of financial accounting for allocating costs incurred 

between the cost of products sold and the cost of inventory. This information is 

necessary to meet external financial accounting requirements, but most 

organizations also generate an internal profit and loss statement each month [9]. 

Therefore, regular internal reporting of benefits also entails product costs. 

However, because many service businesses don't keep inventory, they can 

estimate their inventory without using product costs. 

The second requirement of a cost and management accounting system is 

to provide managers with relevant financial information to help them make better 

decisions. This applies to both periodic and regular reports. Regular information 

on the profitability of different business units (such as products, services, 

customers and distribution channels) is required to ensure that only profitable 

activities are carried out [9]. Making judgments about resource allocation, product 
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mix, and closures also need information. In some circumstances, cost data from 

costing systems also plays a significant role in deciding selling prices, particularly 

in markets where specific goods and services are provided without the knowledge 

of market prices. Making strategic decisions involves knowledge that is outside 

the norm. These decisions, which are made seldom, include those involving the 

creation and introduction of new goods and services, the purchase of new 

machinery and equipment, and the negotiation of long-term business agreements 

with clients and suppliers. 

For decision-making to distinguish between profitable and nonprofit 

activities, accurate cost information is required. The stated cost of the product (or 

service) will be distorted if the costing system does not effectively reflect the 

product's resource consumption, and there is a risk that managers will stop 

producing profitable items or continue to develop unprofitable ones. 

Underestimating a product could lead to accepting unprofitable business, while 

overestimating could lead to rejecting bids and losing profitable business if cost 

information is utilized to establish selling pricing. 

A management accounting system must also include data for performance 

planning, monitoring, and evaluation. Planning is converting objectives into the 

precise steps and resources required to attain them. Companies create both long- 

and short-term plans, and a crucial part of this process is played by the 

management accounting function. One of the tools managers employ as a 

foundation for performance monitoring and evaluation is short-term planning, 

which takes the shape of the budget process [9]. Short-term planning is more 

precise than long-term planning. Controlling is the process of making sure that 

results are as expected. Setting objectives or benchmarks—typically derived from 

the budgeting process—against which actual results are assessed is a part of the 

controlling process.  
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After that, the company’s performance is measured and compared towards 

the targets and previous periods. It is the responsibility of management 

accountants to give managers feedback in the form of frequent reports that have 

been properly analyzed, allowing managers to assess whether operations are going 

according to plan and spot any actions that need to be corrected [9]. Managers 

must receive economic input from the accounting department, in particular, to 

help them control expenses and boost operational effectiveness and efficiency. 

Many businesses in the manufacturing and service sectors have 

experienced significant changes in the business environment over the past ten 

years. Most businesses now compete in a fiercely competitive global market as a 

result of deregulation and intense international competition in the domestic 

market. At the same time, product lifecycles are drastically compressed as a result 

of technical advancements and the requirement to satisfy customers' ever-higher 

expectations. 

The aforementioned changes have not been recorded by management 

accounting systems for a long time despite the fact that they are important 

competitive variables. Historically, financial performance reporting has been the 

main focus of management accounting systems. However, in response to the 

shifting business landscape, management accounting systems have started to place 

more emphasis on gathering and disclosing non-financial data, both quantitative 

and qualitative, on critical factors that are essential for successful competition and 

support an organization's investment strategy [9]. Financial indicators are now 

seen as a component of a larger collection of indicators rather than being the core 

of a management accounting system. 

All changes in the business environment can have a significant impact on 

the management accounting system. Most organizations face changes in cost 

structures that do not directly follow changes in production volumes and are 

difficult to track accurately between products or services. Organizations are 
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reviewing their current management accounting systems and considering 

implementing new systems that arose in the late 1980s and early 1990s as a result 

of this change in cost structure. 

 

 

2.3 Control over cash: common techniques and their elements 

 

Any organization, even major multinational corporations, are facing new 

difficulties as a result of today's economic pressures as they try to manage cash 

flow in an unstable market. Cash is the lifeblood of every business, and it can be 

hard to predict which clients will or will be able to pay when the economy slows 

down and they take longer to pay. Longer payment terms are possible, and there 

is a higher chance that clients will fall bankrupt and never make a payment. Even 

the most responsible and well-funded worldwide companies might become 

bankrupt due to this cash flow instability [37]. Hence, in any international 

company, the controlling aspect of cash flow management plays a vital role in 

ensuring that the company can manage its cash flow well to survive and prosper 

in the future. 

According to Reuvid [37], there are 5 main practices common to 

international companies to support strong cash flow management. These are: 

 new clients’ appraisal; 

 invoice sales financing; 

 invoices collection and credit control; 

 poor/insolvent debts avoidance; 

 successful information management. 

Businesses are continually testing the strength of their present clients as 

well as searching for new markets and customers. The dynamics are continually 
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shifting, bringing with them new dangers and chances in both domestic and 

international markets. As a result, businesses need to establish a reliable procedure 

for assessing their clients, setting reasonable credit limits, and periodically 

evaluating them. 

When it comes to sales invoice financing, there is a wide range of 

financing available, and businesses may be attracted to the simplicity of an 

overdraft, but it has limitations and has nothing to do with day-to-day receipts or 

payment delays and can also be an uncertain source of funds in a tough economy. 

One of the most comprehensive types of support is invoice financing, and as 

invoice financing service providers are closely involved in all aspects of the 

working capital cycle, it is estimated that up to 85% of sales revenue will be 

improved as soon as those are invoiced [37]. This typically covers all cost of sales 

as soon as the invoice is issued, allowing the company to have funds to pay the 

invoice and move on to the next sale. 15%, usually gross profit less commission, 

is earned upon payment of the invoice. These funds can be used to increase 

revenues from internal or export sales and reduce the risk of currency exchange. 

Another common issue affecting international business is cash flow 

constraints, when suppliers want quick payments and customers demand longer 

payment terms or delay payments. Therefore, there is a need for a strict credit 

control unit or dedicated person in charge who knows who is paying and who is 

late on their bills. This business unit/person should also have multilingual skills 

and legal assistance where necessary to enable faster payments. 

Large international companies usually protect themselves from bad debts, 

either by creating multiple sales so that bad debts don't do too much damage, or 

by using some form of protection. This can be accomplished through independent 

business insurance or professional services that can provide pre-approval of 

clients, maintain contacts to monitor any late payments and provide bad debt 

protection in the event of bankruptcy [37]. The advantage of this single-vendor 
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approach is that end-to-end services are provided 24/7 in a simple web-based 

system supported by local relationship managers. 

Ultimately, companies must have robust systems and the ability to say 

“yes” to the discipline of approving, financing, collecting and securing their 

invoiced sales [37]. However, this is rather the case for small businesses that rely 

solely on overdraft financing, so they are better off accepting a package of support 

from an external consultancy that covers all working capital management, 

commonly known as bad debt protection factoring. 

However, it is worth noting that a recent survey of Business Development 

Bank of Canada (BDC) (2014), which included and summarized responses from 

actual business entities highlighted the following key elements of control in 

international cash flow management: 

 ensuring the profitability of the business; 

 prepare cash flow forecasts; 

 cash flow monitoring; 

 timely collection of accounts receivable; 

 cash flow control; 

 taking control over inventory management. 

While some of these appear to be directly related to the general theoretical 

strategies discussed previously, they can be considered more practical and serve 

as recommendations for companies. 

It can be inferred, that proper profit is crucial to any business. Cash flow 

management and its control functions mean nothing in the long run if the company 

is consistently unprofitable. Even when a business is making a profit, it is 

important to know whether profits can be higher, which products/services a 

business offers that generate the most profit, and whether the prices offered to 

customers take costs into account. Therefore, a thorough analysis of the causes of 
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potential revenue problems is crucial to finding the right solutions. Large 

international companies or product lines often encounter multiple problems for 

which solutions can be difficult to find. 

The survey cites insufficient revenue, improper pricing, inefficiencies, and 

low profit margins as the most common reasons for profitability problems [30]. 

The first two reasons are directly related to price and cost and can be eliminated 

by reducing costs or using a different pricing strategy (or both). Two other issues 

require a deeper look, usually involving comparative costs and product line 

analysis, respectively. 

Financial projections are often tied to the starting point of cash flow 

management and in fact need to be tightly controlled. They help companies predict 

the peaks and troughs of cash flow in the coming year. Forecasting allows 

companies to plan the best way to deal with declining cash flows [30]. This may 

include seeking additional financing, altering discretionary spending plans, 

cutting costs, securing adequate cash reserves, or requiring security deposits from 

suppliers and bankers. 

Tracking cash flow throughout the year can be considered one of the most 

important things a business can do to keep track of its financial pulse. To 

streamline the process, international companies use specialized accounting 

software that includes dashboards as part of their cash flow management tools 

[30]. Actual results are done monthly or quarterly and compared to planned 

results. However, some more volatile companies prefer to do it on a weekly basis. 

Timely collection of accounts receivable plays a vital role in the cash flow 

of international companies as an element of control and improvement. One way 

to speed up the debt collection process is to receive invoices sooner. Here, a 

company's level of technological adaptation can be a determining factor. 

Accounting software allows international companies to submit electronic 

invoices, which contain a link that takes customers to a digital portal where they 
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can pay the invoice online [30]. Many companies are using mobile technology to 

further speed up checkout. In addition to being faster than creating invoices by 

hand, the use of technology reduces paper and mailing costs. 

Another way to speed up the debt collection process is to offer discounts 

to those who pay the fastest. Therefore, there may be a small discount of 1-2% for 

fast payments. These discounts are expensive and should only be used if the 

company needs cash urgently. On the other hand, to encourage customers to pay 

on time, companies may charge late fees [30]. Additionally, when a customer 

whose payment was previously delayed returns, the company requests partial or 

full payment. In this case, there is also an automatic billing system that sends 

regular reminders to defaulters. 

Maintaining control over fixed and variable costs is an important part of 

maximizing cash flow and business profits. One way a company can do this is by 

looking at its past variable costs and calculating them as a percentage of sales. 

These percentages can be used as a future baseline to align these costs with sales. 

Also, to maximize cash flow, an international company might consider paying its 

suppliers a bit more (say 1%) [30]. This becomes a win-win situation as the 

company's suppliers earn more and the company itself can use the extra funds to 

increase sales.  

Additionally, many companies today use cloud computing systems rather 

than on-premises systems, which are relatively expensive to purchase and 

maintain. Therefore, investing in technology can be another way for international 

companies to control costs. Finally, large international companies often motivate 

employees who find ways to cut costs. This helps create a zero-waste culture in 

the organization and motivates cost-cutting employees to stay focused and 

creative. 

Although inventory management controls are last on the list, their 

importance cannot be underestimated as excess inventory can significantly reduce 
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an international company's cash flow. However, having too little stock can lead to 

product out-of-stock or delayed delivery. According to Business Development 

Bank of Canada (2014), there are a number of common steps companies take to 

successfully take inventory management under control.  

One of these steps is the coordination of different types of inventories 

between departments. This can improve overall inventory optimization. Another 

step is planning for changes in demand and volatility. This is especially useful for 

international companies with seasonal demand peaks and troughs so they can 

optimize inventory levels according to demand cycles. What is more, it is worth 

optimizing inventory levels for different customers, taking into account their 

different expectations for service levels and delivery times [30]. Additionally, 

international companies have developed strong relationships with suppliers that 

they can rely on to deliver on time and meet tight schedules. This is also a common 

way for businesses to purchase and use inventory management software that helps 

predict demand and streamlines the overall inventory management process. 

Finally, the company analyzes each product line and eliminates loss-making 

products. 
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CHAPTER 3.  

Strategic components of a cash flow management in an international 

corporation 

 

3.1 Peculiarities of a cash flow analysis at different business stages  

 

General cash flow patterns vary widely between different businesses. The 

most important reason for this diversity is the stage the business is in in its life 

cycle. Therefore, in order to correctly analyze the cash flow of a multinational 

company, it is necessary to understand the current stage of the enterprise, as well 

as the cash flow patterns and characteristics at different stages of the business 

cycle: a start-up phase, growth, maturity and the decline stage. 

The term "startup" can apply to businesses until they turn a profit. From 

an analytical point of view, this is a problem because the theme of 

entrepreneurship changes fundamentally in the process [22]. In the early stages of 

a start-up project, the business has no cash flow because transactions with 

customers have not yet started. Owners and investors are essentially giving money 

to the corporate entity at this moment, which then gives money to other 

stakeholders (workers, suppliers) without immediate cash flow. Later, the 

business demonstrates that it can successfully manufacture a good or service, sell 

it to clients, and have them use it. 

The only true cash flow metric that can be studied at this stage is the cash 

burn rate. It is calculated by dividing the available liquidity (funds already raised 

plus any other committed funds) by the expected average cash burn (the monthly 

cash flow value associated with the continued execution of the entrepreneurial 

idea) [22]. Therefore, we get the time period in months until the liquidity is 

completely exhausted. At this stage, if investors can see what they consider to be 

reasonable progress, they will generally continue to invest in the project. In many 
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business areas, this can take years. Cash flow is significantly negative during this 

period, with negative operating cash margins, net current investments, and net 

capital expenditures (Table 3.1). All cash flow comes from the financing provider. 

Table 3.1 shows an example of a company's cash flow at the start-up stage. 

Table 3.1 

Startup Cash Flow Summary [22] 

 

As can be inferred from the table, the business has never generated a 

positive operating cash margin. While being close to breakeven, it was still around 

£2.5m at the end of 20X8. To break even, the income has to be two to three times 

what it is at this point. The business is still a start-up as it has yet to prove a viable 

business model while its current level of activity is well below what the business 

is necessary to achive 

To sum up, when start up projects are looked at and analyzed, two of the 

main things to consider while looking at their cash flows are the cash burn rate 

versus their progress made towards possibility for further financing and achieving 

cash break-even. 

The future viability of the company is currently fraught with uncertainties. 

The product's price must make enough money for the finance source to stay 

confident. If a business owner uses this price as a penetration strategy and sells 
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goods or services below it, the success of the venture won't be evident until it 

establishes an affordable price for its items, which could take some time. Target 

volumes may also need to be reached before economies of scale start to emerge 

[22]. Businesses do not demonstrate viability until they regularly achieve cash 

break-even. 

Businesses operating in emerging markets are often referred to as growth 

companies. An emerging market is one where a new product or service is being 

introduced for the first time [22]. In such a market, all enterprises participating in 

the market can develop according to the market price. If the market is expanding 

at a rate of 30% per year, it means that all related companies can also grow at an 

average rate of 30% per year. This makes these markets very attractive places to 

invest. When an emerging market is recognized, it can be expected that many new 

entrants will be in the early stages of growth. Typically, these will be existing 

companies that have the knowledge and experience to deliver new products or 

develop services. 

Nokia is a great sample of a growing company that has grown over the 

first decade of the 21st century. Table 3.2 shows the cash flows for the past six 

years. In each of these six years, Nokia generated surpluses in cash items available 

to satisfy the needs of finance providers and five years in net cash in/(out) items. 

For many years, the cash available to meet the needs of financial providers has 

been sufficient to cover interest and dividends. The only reason for negative net 

cash before financing in 2008 was two major acquisitions by Nokia. They 

acquired Navtec, an American company specializing in GPS and mapping, and 

increased their stake in Symbian from 47.5% to 100%. 

 

 

 

 



40 
 

Table 3.2 

Summary of Nokia's 2003-2008 Cash Flow [22] 

 

Therefore, it can be concluded that once an emerging market has been 

identified and decided to enter it, the strategies of international firms are usually 

aimed at gaining market share [22]. Once the above business stage has been 

defined, it is worth pointing out some common characteristics of growth stage 

companies. 

Attractive new growth markets can lead to irrational behavior of investors 

and general confusion about the actual potential cash flows of new growth markets 

[22]. This can lead to extreme and absurd results. The latest example is the dot-
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com bubble. Consumer websites ideas have been able to raise millions of dollars 

from venture capitalists or Nasdaq IPOs for website development. Many of these 

companies considered their projects successful if they generate were generating 

thousands of visits per day, i.e. thousands of users per day to their website. Such 

companies’ market values were millions of dollars and they kept rising 

dramatically in value. 

Despite having no real cash flow, many of these sites proudly told 

investors that it was too early to force users to subscribe or pay for content, arguing 

that building a user base or increasing market share was more important. There 

was no real profitability to the service, so consumers could simply find cheaper or 

free alternatives, or drop the service entirely because they didn’t really need it. 

While a small number of these companies were successful in the late 90s, most 

failed. 

Another characteristic of growth companies is that they tend to have 

negative cash flows for many years [22]. This is due to the continued investment 

demand for growth. At this stage, the company has proven the viability of its 

product by generating actual sales from customers. Now they need to build the 

infrastructure needed to manufacture their products and sell them to their target 

customer base. Even though a successful growth company can generate solid 

profits from its existing customers, the need to invest in operating assets and new 

factories, distribution facilities, and possibly retail stores often results in negative 

net cash flow [22]. Cash can also be used for later growth, business acquisitions 

and/or assets from former competitors. 

Over the past 2 decades, there have been a series of bankruptcies of large 

public companies. Enron, WorldCom and Global Crossing were among the US 

companies while Tiphook and Brent Walker – the UK ones. All of these 

businesses took advantage of emerging markets. The reason they went under was 

they ran out of money and there was no other company in the group that could 



42 
 

generate cash to make up. There were 65 banks lending to various components of 

the firm when Brent Walker collapsed [22]. By doing this, 65 separate business 

units have determined that the credit risk that comes along with their exposure to 

the group was acceptable. This means that determining whether a growth 

company is a genuinely viable business entity is a complex and challenging issue. 

Therefore, even when seeking equity or debt investments, growth companies 

should expect to have negative cash. 

In general, it is assumed that all firms want to grow, but that mature firms 

no longer produce large volumes and therefore have a lower need for growth-

related investments. However, for various reasons, this definition may not be 

strong enough to properly understand the cash flows of mature companies. 

Inflation remains a major global problem and is expected to become an 

even greater problem over the next decade. Unless a mature firm intends to expand 

geographically or invest heavily to increase production, the first thing a mature 

firm must do is ensure that its sales are in line with nominal inflation [22]. So, if 

a company is facing 7% inflation in its market, it has to raise prices by 7% every 

year while keeping production constant in order to be in the same position at the 

end of the year as it was at the beginning of the year. This means that if a firm is 

not operating in a zero-inflation economy, its turnover should increase in nominal 

terms every year, but this does not necessarily mean that it will increase 

production. 

The second thing to consider when analyzing the cash flow of a mature 

company is the growth in turnover relative to the market growth rate. Established 

companies must keep up with inflation and the market growth rates of the 

segments they serve in order to maintain real stability relative to their competitors 

[22]. For example, if the market is growing at 3% and inflation is 4%, that means 

revenue and profits growing at 7% per year is equivalent to a shutdown. Below 

this, the business falls short of the requirements of its competitors. 
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A third point to consider when analyzing an established company's cash 

flow is the market in which it operates. Adoption occurred decades or centuries 

ago in most developed markets. This indicates that the businesses engaged in 

competition in these markets have a long history. These sectors have invested 

decades in streamlining processes and lowering costs. 

Small adjustments in customer tastes, however, occasionally offer chances 

to grow market share. If a business expands more quickly than the market in a 

mature market within a year, it indicates that its direct rivals have lost market 

share and consequently revenues. As a general rule, a competitor will react 

aggressively to any innovation that causes it to lose sales; the usual response is to 

copy the innovation and reflect it in the product and business itself, thereby 

negating the advantage over time and reverting to some balance [22]. 

Therefore, depending on the state of the industry, mature enterprises may 

register zero, negative, or positive growth over any period being considered. Due 

to the nature of mature markets, it is challenging to establish profitable mature 

firms in a sustainable manner [22].  

Finally, having defined a mature firm as one operating in a mature market, 

the location of the firm must be considered when analyzing cash flows. A 

company may compete within a single city, county, state, or province, may be 

regional or national, may be a multinational corporation operating in multiple 

countries, or may be a multinational corporation operating across an entire 

continent. In fact, a market can mature in one place and grow in another. The profit 

margins for manufacturers are, therefore, small. Many mature markets in 

developed countries are in a growth phase in developing countries [22]. 

Thus, for the purpose of analyzing cash flows, the market conditions in 

which a business chooses to operate determine whether the business should be 

considered mature. 
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Coca-Cola can serve as an example of one the most successful mature 

companies of the past few decades. As shown in Table 3.3, free cash flow 

available to satisfy capital providers averaged $5.397 billion over the three years. 

Table 3.3 

Summary of Coca-Cola's Cash Flow from 2000 to 2015 [22] 

 

A typical company enters a decline phase when demand in the market in 

which it operates declines. This may be due to technological, environmental, 

demographic changes or related to consumer taste or fashion, Over the past 20 

years, the world in which commodities are produced has changed dramatically. 

These changes have occurred due to a number of factors reducing the economic 

cost of working remotely for consumers. It was the combination of 

containerization, cheap air travel, global courier services, computerization, faxing 

and later the Internet, and a relatively light regulatory environment that made it 

profitable for large manufacturers to supply global markets through multiple 

factories located in countries with low labor costs [22]. 
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Dawson International, formerly a leading supplier of cashmere to the 

textile industry, can serve as a good example of a company being at its decline 

phase. Table 3.4 summarizes Dawson International's cash flows for eight years. 

Operating cash margins are typically negative. This item includes positive and 

negative operating cash margins for the year, as well as non-recurring costs related 

to the year-over-year reduction in the size of the business. In some years, investing 

in current assets helps generate cash flow as the value of investments in inventory 

and accounts receivable (net of accounts payable) decreases. Capital expenditures 

are low and, in some years, capital gains also contribute to cash flow. 

Table 3.4 

Consolidated Cash Flow of Dawson International, 2000-2007 [22] 

 

Since the goal of maximizing corporate welfare is to always seek to 

optimize cash flow, even in recessionary times, managers often seek to diversify 

their business from declining markets into new ones [22]. They use cash flow from 

existing mature and declining business areas to enter new markets, which may be 

emerging, growing or mature ones. 

One consequence of the decline is that price competition among other 

competitors in the market can be intense. This is because each individual firm is 

struggling to maintain or increase production even as total market consumption is 

declining. Due to excess capacity among manufacturers, the market is flooded 
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with products, leaving customers seeking lower prices, potentially switching to 

other suppliers. It is therefore should be expected that operating cash margins will 

decline steadily over time, which can be seen as a sign that companies face 

permanent rather than temporary problems in selecting the markets in which they 

compete. 

 

 

3.2 Decision-making aspect: stages and core activities 

 

Decision making in cash flow management of an international company 

can be seen as the end result of the successful completion of the stages and aspects 

discussed earlier in this paper. In addition to the typical cycles that characterize 

the decision-making process, conclusions and recommendations related to cash 

are supported by significant financial data, such as a company's cash flow 

statement. Therefore, it is important to know information about a company's 

income and expenses, which can be found in its accounting documents. Also, the 

way they are arranged is important so that balances for a given period can be 

determined and future cash flows estimated. The decision-making aspect of cash 

flow management is generally considered to be a combination of the following 

activities: 

 forecasting future deficits (lack of cash); 

 building a solid foundation for obtaining a loan (included in the business 

plan/project); 

 Creating additional revenue streams (for example, by investing positive 

balances in capital markets) or reinvest "extra funds" in technology or 

equipment to improve the company's management. 

As can be seen from Figure 3.2, decision making has its own cycle and is 

closely related to the planning and control process. The initial five steps are the 



47 
 

decision- or planning-making process. Planning is typically a decision-making 

process that involves weighing several options. 

The latter two steps constitute the control process, which include 

evaluating and modifying actual performance to guarantee that the chosen 

alternative and its implementation strategy are carried out as intended. Each 

element of decision making is discussed in more detail on the next couple of 

pages. 

 

Figure 3.2 – Decision-making process [9] 

Like many other management processes, decision making begins with the 

definition of objectives. Before the right decision can be made, there must be some 

guiding goal or direction that enables the decision maker to assess the 

appropriateness of prioritizing one type of action over another [9]. Therefore, the 

first stage of the decision-making process should be to define the goals of the 

organization. 

What the company's objectives are or ought to be is a topic of substantial 

debate. Economic theory typically presupposes that businesses want to maximize 
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profits for their owners, or more specifically, to maximize shareholder wealth 

(common shareholders in a limited corporation) [9]. The pursuit of profit 

maximization has been justified using a number of arguments. Legal experts 

contend that since common stockholders own the company, a trust manager 

should be in charge of managing it for their advantage. The maximizing of overall 

economic wellbeing results from profit maximization, which is another argument 

in favor of the profit motive. That is, by doing the best for itself, the company 

unknowingly does the best for society. Furthermore, it seems plausible that higher 

profits are more in the firm's interest than lower profits, so maximization is at least 

a useful approximation. 

Some authors argue that entrepreneurs are content to find plans that 

provide satisfactory profits rather than profit maximization [9]. Since people have 

limited comprehension and can only process limited information at a time, they 

tend to just search for solutions until they find the first acceptable one. There is, 

unfortunately, no other attempt to look for a better option or to keep looking until 

the best option is found.  

Others see corporations as a coalition of different groups (shareholders, 

employees, customers, suppliers, and government), each of which must pay a 

minimum fee to join the coalition [9]. Any excess profits beyond these minimums 

are subject to negotiation between the groups. In addition, companies are subject 

to social constraints. Keeping a healthy environment, providing work 

opportunities for workers with disabilities as well as social and recreational 

opportunities are among the examples of social goals a business may strive for. 

To suggest that a business's main goal is to maximize profits is an evident 

simplification. Building a stronghold and an empire are two goals that some 

managers have. Another goal is security, which might take precedence over 

strictly financial considerations. It is commonly accepted that businesses aim to 

maximize the value of future net cash inflows, or more specifically, the present 
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value of future net cash inflows (i.e., future cash inflows minus cash payments) 

[9]. This is the same thing as increasing shareholder value. This goal was chosen 

for the following reasons: 

1. It is unlikely that any other objective would be so broadly applicable to 

measure an organization's ability to survive in the future. 

2. Although maximizing the present value of future cash flows is 

unattainable in practice, one can learn how to do so by developing the essential 

concepts. 

3. Let shareholders as a whole in the negotiating coalition know how much 

they are spending to achieve other goals by showing the amount of cash that is 

distributed among the coalition members. 

The second stage of the decision model is to find some possible courses of 

action (or strategies) that can ensure that the goal is achieved. If a company's 

management is fully focused on its current product and market mix, market share 

and cash flow may decline, and there is a danger that the company will not be able 

to generate enough cash flow to survive in the future. To maximize future cash 

flows, management must identify potential opportunities and threats in the current 

environment and take immediate action to ensure that the organization is not 

shocked by any future events that may occur [9]. In particular, companies should 

consider one or more of the following courses of actions: 

1. Creating new products to be sold in the existing market; 

2. Developing new products for sale in new markets; 

3. Discovering or creating new markets to sell existing products 

The most challenging and crucial step of the decision-making process is 

identifying alternative courses of action, which requires gathering knowledge 

about potential possibilities and situational factors. While it's ideal for businesses 

to take into account every possible course of action, in practice they typically only 

explore a small number of options, and their initial search is localized [9]. If this 
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ongoing search effort does not produce adequate results, search will increase in 

frequency. 

After identifying viable areas of activity, management must assess the 

potential growth rate of these sectors, the company's capacity to capture a sizable 

portion of the market, and the cash flow of each alternative activity for various 

business states. Due to the fact that decision-making occurs in a context of 

uncertainty, certain potential events that are beyond the decision-control maker's 

must be taken into account for each alternative course of action. These 

uncontrollable factors are called the state of nature [9]. Some examples of possible 

states of nature are economic prosperity, high inflation, recession, 

competitiveness, etc. 

The course of action a company chooses using the above information will 

involve its long-term resources and how this will affect the company's overall 

position in its environment, i.e. the products it produces, the markets in which it 

operates and its ability to respond to future changes. These decisions determine 

the company's long-term capabilities and therefore the types of decisions it can 

make in the future. These decisions are often called long-term or strategic 

decisions [9]. It is crucial to gather enough information about a firm's capabilities 

and the environment in which it works since strategic decisions have a significant 

impact on a firm's position going forward. Top management should concentrate 

on making strategic decisions due to their significance. 

Management must make choices that do not commit firm resources to the 

long term in addition to strategic or long-term ones. Operational decisions, often 

known as short-term decisions, are typically made by lower-level managers. The 

corporation bases its short-term decisions on the existing environment, its 

material, human, and financial resources [9]. They are mostly reliant on how well 

the business makes long-term decisions. Some examples of short-term decisions 

are shown below. 
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1. How much should the sales price of the company's products be set? 

2. How many units of each product must be produced? 

3. What media will we use to promote the company's products? 

4. What level of service will we provide to our customers in terms of 

delivery days and after-sales service? 

Data also needs to be collected for short-term decision-making; for 

example, data on competing product selling prices, estimated demand for 

alternative selling prices, and projected costs at various levels of activity must be 

collected to make pricing and production decisions. After data is collected, 

management must decide what action to take. 

In practice, decision-making involves choosing among competing 

alternative courses of action and choosing the alternative that best meets 

organizational goals. Assuming that the firm's goal is to maximize future net cash 

inflows, the choice of alternatives should be based on a comparison of the 

differences between cash flows [9]. Therefore, a step-by-step analysis of net 

monetary benefits must be applied to each alternative. Alternatives are ranked 

according to net monetary benefit, and those showing the greatest benefit are 

selected, taking into account any qualitative factors. 

Once an alternative course of action has been chosen, it must be 

implemented as part of the budgeting process. A budget is a financial plan 

developed to carry out decisions made by management. Budgets for all the 

different solutions are presented in terms of cash in and out as well as sales 

receipts and expenses. These budgets are consolidated into a unified report on the 

organization's expectations for the period to come. This report is called the total 

budget. The main budget includes profit and loss budget statement, cash flow 

statement and balance sheet. The budgeting process communicates to everyone in 

the organization the role they must play in carrying out management decisions [9]. 
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The final stage of the process of comparing actual and planned results and 

reacting to deviations from plan, as shown in Figure 3.2, represents the company's 

control process. The control management function includes measuring, reporting 

and subsequently correcting performance to ensure that the company's goals and 

plans are being met. In other words, the purpose of controlling the process is to 

ensure that work is carried out in the manner intended. 

Accountants create reports on activity results and send them to the 

appropriate management, who are in charge of carrying out various decisions, in 

order to track efficiency. Periodically released performance reports should 

provide a comparison of actual outcomes (actual costs and revenues) to 

anticipated results (budgeted costs and revenues) [9]. Performance evaluations 

offer feedback by contrasting expected and actual outcomes. The actions that did 

not proceed as planned should be highlighted in these reports so that management 

may devote their valuable attention to these areas. Corrective action is necessary 

for effective control in order to align intended outcomes with actual outcomes. 

Plans can also need to be changed if comparisons show that they are no longer 

practical. 

The arrowed lines in Figure 3.2 connecting steps 7 and 5 and 7 and 2 depict 

the process of taking corrective action to bring actual results into alignment with 

planned results, or revising plans if the comparison reveals that actual results do 

not match planned results. "Feedback loops" are shown by these arrowed lines [9]. 

They stress the interconnection between the many stages of the process and imply 

that it is dynamic. Phase 7's feedback loop with Phase 2's feedback loop suggests 

that the strategy should be frequently reviewed and, if it is no longer viable, 

alternative courses of action should be taken into consideration to meet 

organizational goals. The second cycle emphasizes corrective actions taken to 

bring actual results into line with planned results. 
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3.3 Forecasting: objectives, stages and their characteristics 

 

The purpose of financial forecasting is to make reasonable projections of 

the company's future activities and likely financial situation. Some of the 

questions the company is eager to answer while making financial projections 

include the following ones: 

 Can the company pay off its current debt at the expense of future cash 

flows? 

 How much additional capital will the company need to fund its future 

growth? 

 What is the future borrowing capacity of the company? What is the 

maximum amount of debt that can be repaid with cash flow, taking into 

account the other needs of the business, such as working capital, factory 

costs, etc.? 

 How much can the projected cash flow be reduced? How much can sales, 

margins and cash flow drop before profitability is threatened? 

 Is the company overleveraged as growth leads to increased debt? 

 In summary, how should the loan be arranged? What payment schedule 

should be in place for new debt? 

 What forms of protection and controls must be provided in credit 

agreements to maximize the safety of bank funds? 

The financial forecast will enable the company to evaluate various aspects, 

including the facility's actual purpose, whether it is appropriate for the purpose 

being considered (project financing, expansion, acquisition, debt refinancing), or 

if it is used for a non-specific purpose (signal warning), as well as the risks of 

emergency lending and the likelihood of repayment [12]. 
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Another use for financial forecasting is in debt restructuring, which is a 

common requirement for businesses for a variety of factors. A financial projection 

will evaluate the issue at hand and choose the best payment plan in light of the 

company's potential future cash flow.  

The forecasting aspect of corporate cash flow management generally 

involves three phases: three-year financial statement analysis, profit and loss 

construction, and balance sheet financial statements. 

Historical analysis is the starting point for forecasting a company's future 

performance and financial condition [12]. Analysis of past performance and 

company performance provides the basis for forecasting company performance 

under future circumstances. At this stage, the most important factor is to identify 

the key variables that affect the company. If the company is unable to determine 

from historical analysis the possible causes of the results shown and if the 

company has certain information about future conditions from statistical agencies, 

industry forecasts or company plans, the company will make assumptions about 

possible future events and how these events affect the company's future activities. 

Financial statements for at least three years provide the opportunity to 

examine the various causes and effects of a company's historical performance. 

Analyzing a company's historical operations, performance and financial position 

will help the company make informed guesses about what might happen in the 

future. 

According to Fight [12], before starting the forecast, it is worth 

summarizing the analysis of the company's activities in the following areas: 

 operational health of the company; 

 financial health (whether the leverage is too high); 

 markets characteristics; 

 company’s location among its competitors; 
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 financial position and cash flow summary; 

 management strengths and weaknesses, industry status, products’ nature and 

associated risks; 

 management effectiveness; 

 operational risk; 

 past history of financial performance. 

Consequently, it is helpful to research a firm's historical charts and 

carefully consider the history and performance of the organization while setting 

the foundation for a forecast. This will assist the business in creating useful 

forecasting assumptions.  

Analyzing the anticipated growth in net sales is the first step in forecasting. 

Simple assumptions as well as more complex choices, such as segmenting the 

company's divisions into geographies or product lines and estimating the 

performance of each division (including acquisitions/capex) to get an overall 

outcome, can be used to create pro forma sales predictions [12]. 

It is crucial to carefully track the uncovered factors that have an impact on 

net sales statistics over time, allowing for the distinct identification and 

manipulation of crucial or vulnerable components. Because of this, it is frequently 

possible to generate net sales projections in a separate matrix created just for this 

use [12]. All other elements will be generated (directly or indirectly) from the net 

sales estimate, thus a thorough analytical procedure is necessary to arrive at a 

credible estimate of net sales.  

Since sales forecasting comprises the most variables and unknowns, it 

poses the biggest analytical difficulty. The sales prediction provided by a 

company (which is occasionally included in its annual report) might serve as a 

starting point for estimating sales, but it should always be compared to the 
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analyst's own assumptions and knowledge of the challenges the firm may 

encounter in accomplishing its objectives. 

Once the pro forma net sales growth forecast has been created and the 

number of years considered forecasted, constructing the projected income 

statement is a relatively simple operation. The cost of sales, gross profit, SGA, 

and operating profit from past income statements are frequently used as a starting 

point to compute the average percentage of net sales for this time period [12]. The 

estimated value on the pro forma income statement is then determined by adding 

these percentages to the pro forma net sales prediction. This method should be 

used for operating items that result from sales-driven activities and appear on a 

company's income statement. 

However, some factors may not necessarily correlate with a company's 

historical sales performance and require special treatment. The cost of goods sold 

may need to be adjusted for expected changes, such as the availability of key raw 

materials used in operations [12]. Another example is where the proposed entity 

seeks to acquire a business or company that is operating at above average costs or 

would incur additional costs upon joining the business; must also be considered. 

A different method is used when forecasting the balance sheet than when 

projecting the income statement. For various balance sheet accounts, multiple 

different strategies are employed. The first step is to create a balance sheet item 

called "working capital" that is closely tied to sales and profitable operations [12]. 

The income statement's forward-looking indicators are used to determine key 

performance ratios. 

The average proportion of total assets method may be combined with "new 

cash requirements" for items like cash and marketable securities (calculated using 

a projected asset and debt amortization schedule once all other balance sheet items 

are completed). 
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For balance sheet liabilities, known values are determined first. This 

would include items related to sales (accounts payable). For items such as debt, a 

debt repayment schedule must be prepared, which includes the company's existing 

debt repayment schedule (given in the company's accounts), as well as the loan 

debt repayment schedule of the suggested duration [12]. Other items can be 

calculated based on historical averages (for example, tax bills). 

For net worth projections, companies combine projected retained earnings 

with projected capital inflows. Finally, assets and liabilities need to be balanced: 

this will require calculating the company's "new cash requirements" - a "plug-in" 

figure that can be used along with the cash/marketable securities heading 

(calculated after all other balance sheets are completed) [12]. 

It is important to note that a large number of forecast accounts are sales 

oriented and will use sales figures for calculations. So, in addition to using forecast 

assumptions and projected profit and loss statements, a ratio table based on the 

historical data will be used significantly. 
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Conclusions 

 

The research has examined the role of cash flow management in 

international corporations, provided examples of successful practices of managing 

cash flows at different business stages. The results obtained in the research process 

have allowed to achieve the set research objectives and provided a possibility of 

the following conclusions to be made.  

1. Literature review and analysis performed have defined the cash flow 

management as a process of collecting and managing cash flows within the 

organization. It is vital for any type of business and, especially, for large 

international corporations where it can be characterized as a combined process of 

planning, accounting, control, analysis, decision making and forecasting of cash 

inflows and outflows within the international organization. 

2. Internet, banking and regulatory developments have been defined as key 

factors influencing the diversification of models used in international cash flow 

management. From the theoretical stand point, 2 categories of models can be 

identified: determination of optimal cash balances and solutions to multilateral 

netting (international funds transfer). The first category includes such approaches 

as economic order quantity, short-term currency surpluses investment, 

international short-term borrowing with interest rates and exchange rate risks. The 

other category is represented by multi-period cross-border cash transfer-

scheduling, generalized network optimization and currency flows models. 

3. Cash flow management for international corporations is often associated 

with benefits such as reduction of total risks bared by shareholders, effective 

reallocation of funds for investment purposes, discount trade, centralization and 

differentiation. At the same time, it is worth to be noted that such benefits could 

be turned into significant advantages for a corporation as a whole only in case of 
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a strong corporate headquarter and clear distribution of power between the main 

company and its subsidiaries. 

4. Planning can be considered as a starting point in cash flow management. 

It allows the company picture its financial outcomes and define the methods to 

achieve them. 3 types of plans are defined according to the term they are expected 

to be implemented: short-term (up to 1 year), medium-term (1-5 years) and long-

term (5 years and more). Budgeting adds financial back-up for planning (or 

considered as a stand-alone activity) and can be implemented using 2 types of 

techniques: traditional and zero-base budgeting. 

5. While accounting as a whole is concerned with providing various types 

of information to help make the right business decisions, the cash flow 

management functions of accounting are mainly related to recording cash receipt 

and outflows which are determined by the budget items. 

6. Control over cash flows requires significant attention from the 

managerial stand point while the topic is considered to contain both theoretical 

elements and advice derived from business practitioners. The theoretical aspect 

includes such components as appraising new customers, funding invoiced sales, 

collecting invoices and crediting control, avoiding “bad” debts, and successful 

information management. The other side supports the control to be achieved via: 

business profitability, cash flow supervision and projections; quick accounts 

receivable collection; cash outflows and inventory management control. 

7. The phase in a business cycle of a particular corporation is regarded as 

a key factor while analyzing the company’s cash flow. The patterns, common cash 

flow features vary dramatically from the start-up phase through its decline stage. 

Despite different indicators chosen to analyze each business stage, operating cash 

flow and cash flow to stockholders are considered to be important parameters 

throughout the company’s business cycle. 

8. Decision making in cash flow management, despite having a common 
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cycle, is strongly supported by financial data which has a decisive factor while 

making the decisions. The need data is typically retrieved from company’s cash 

flow statement and is thoroughly analyzed by company’s management. Moreover, 

the decision-making process includes such stages as objectives identification, 

searching for alternative courses of action, gathering data about alternatives, 

selecting alternative courses of action, implementing the decisions, comparing 

actual and planned outcomes and responding to divergencies from plan. 

9. The need to evaluate company’s future performance and financial 

conditions needed to achieve the desired outcomes are among the main reasons 

forecasting is considered to be a part of the cash flow management. On practice, 

the process typically includes 3 stages: analysis of financial statements, 

constructing profit and loss, and balance sheet financial statements. 
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Abstract 

The paper has defined cash flow management as vital for any large international 

corporation. The research has also highlighted key factors influencing the 

diversification of models and identified their categories. Furthermore, the paper 

has researched benefits for international corporations in cash flow management 

and the conditions for their presence. The work has identified planning, budgeting, 

its types, and peculiarities. Next, the paper has defined accounting in the context 

of cash flow management and highlighted its functions. The research has further 

looked at the controlling aspect of international cash flow management as well as 

its components and common tactics applied by modern enterprises. The paper has 

also given examples by analyzing companies’ cash flows at different business 

stages and defining their key characteristics. It has further researched the decision-

making aspect, its cycle, and the data needed in cash flow management. Finally, 

the process of forecasting, its cash flow management aspects and components 

were reviewed in detail. 

Keywords: cash flow, planning, budgeting, accounting, control, analysis, 

sales, funding, invoicing, international corporation. 
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