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How changes in curent assets influence value?

CS: Inventory period = 35 days, Accounts receivable period = 26 days, accounts
payable period = 20 days, Cash Revenues = 1440000, T=19%, calculate:

A Assets, if FA = 800

A Capital Involved

FCR, FCF,,, FCF,

A IRR

A Cost of Capital if D/(D+E) = 40%, ky = 10% & k = ? ko=7%, k,=17%, b, =0,9
A NPV

What will change if IP (OKZAP) is shorter? Longer?

What will change if ARP (DSO) is shorter? Longer?

What will change if APP (OOSZwD) is shorter? Longer?
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Cash cycle & Operating Cycle

Inventory Cash
sold received
Inventory A A
purchased
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-« » Time
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for inventory
B g
CO PDperating cycle
- :

CKG Cash cycle

Current assets management: value based working capital decisions



Liquid assets level & Firm Value

Liguidity Level Influence on Firm Value.

Influsnce=on &
Liquidity
management
changes cost of
capital
Influsnes= on FFCF Influsne=on N
Liquidity n Liquidity
management p’ F‘FCFE management
changes: (1 n k_)F changes life of
*  COsts t=1 fimm  (bankruptcy
« ANTT time)

Where: FFCF = Future Free Cash Flows; ANWC = Net Working Capital Growth; £ = cost of
the capital financing the firm; 7 - the lifetime of the firm and time to generate single FFCF.

Current assets management: value based working capital decisions



S S Current assets management: value based working capital decisions



profitability

Liquidity level & Profitability

liquidity level
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Liquidity level & Value of Liquidity

hiquidity value Where: v; = intrinsic (internal) value of
liquidity,
1’; 'fPFi:' I Vo, = m.ark.ej[ value of liquidity,
. pp, = liquidity level (1) forv ;> v,
: PPop: = optimal liquidity level forv ;= v,
Vip,)=Vml — +
0—— T
PP, PPopt liquidity level
PRypt
premium= (v (PR) - % PRy PR~ (PRopes PR V(PR + P (PP)dpP
PR
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Liquidity level & Value of Liguidity

liquidity value

Vipp,) = Vi

vg' ':P'F'E:'

Where: v; = intrinsic (internal) value of
liquidity,

V., = market value of liquidity,

<Vm

pp, = liquidity level (2) for v

PPopt = Optimal liquidity level for v = v,

PPopt PPE llligllllﬂltjur level

I
I
|
PR
premiume= (v, - Vi (PR,))? PPop:- (ppz- ppopt)"’ V.(pR) + ¥ (pp)dpp

PRpt
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Liquidity measurement

A current ratio : current assetsto current liabilities

CurrRatio=WBP= CA_
CL
_ CurrentAssets AR +INV +Cash
CurrentLiabilitie s AP

Example:

Calculate Current Ratio if: Inventory = 60, Accounts receivable = 80;
Accounts payable = 50; Cash and near cash =4

Current assets management: value based working capital decisions



[ Uit Boronigy rrent assets t: value based working capital decisions




