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OxoHomuueckue Hayku, Y /K 335.64, p. 101, 104 (http://ntv.spbstu.ru/2010/ec_ 2010 3.pdf). ISSN
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) American Journal of Scientific Research, ISSN 2301-2005 Issue 77 October, 2012, pp.110-122
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369, Michalski, Grzegorz Marek, Small and Medium Enterprises Accounts Receivable Management With
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Macao International Symposium on Accounting and Finance 2011, Macao, China, 21-24 NOVEMBER
2011.

AFCO005 | Nonprofit Solvency Measures: Evidence from Poland, Grzegorz Michalski, John Zietlow, 41st
Annual Conference ARNOVA, 15-17 NOVEMBER 2012.

AFCO006 | Mining industry enterprises risk sensitivity and financial liquidity decisions: the case of KGHM
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The scientific aim of this monograph is to present the essence of financial liquidity management
under specific conditions faced by enterprises with risk and uncertainty. Enterprises differ from one
another in risk sensitivity. This difference affects the area of taking decisions by the managers of
those enterprises. The result of interactions between levels of liquidity and sensitivity to risk affects
the managers of such enterprises (Altman 1984; Tobin 1958; Back 2001; Tobin 1969).

In this monograph the research hypothesis is the claim that enterprises with a higher sensitivity to
risk are very different from enterprises with a lower sensitivity to risk, resulting in a different
approach to managing their working capital. Enterprise managing teams react to risk, and this
reaction is adjusted by an enterprise’s sensitivity to risk. Because of its subject area, the book will
address the issues of corporate finance. The monograph discusses the behavior of enterprises and the
relationships between them and other factors in the market occurring in the management process

under the conditions of limited resources. As a result of these interactions with the market and the
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environment in which individuals who manage enterprises operate, there is an interaction between

money and real processes that in the end are the cornerstone of wealth building.
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This chapter discusses the objectives and nature of enterprises in the context of their risk sensitivity,
as well as the relationships between the objectives of enterprises and the characteristic features of
their businesses. Enterprises operate in various business environments, but generally speaking, they
all have one main aim: wealth creation for their owners. The realization of that aim depends on an
idea of business in which the enterprise is an instrument to collect money from clients of the
enterprise’s services and products. Business environment is crucial not only for future enterprise cash
inflows from the market but also for risk and uncertainty (Asch, and Kaye 1997; Copeland, and
Weston 1988; Fazzari, and Petersen 1993). According to the author, it is necessary to include an
understanding of that risk and uncertainty of future in the rate that reduces the net size of free cash

flows for the enterprise owners, beneficiaries, or more generally stakeholders.

Enterprise value creation is the main financial aim of the firm in relation to working capital

components (Graber 1948; Jensen, and Meckling 1976; Lazaridis, and Trifonidis 2006). Working
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This chapter presents a definition of financial liquidity and liquidity-level measurements. This chapter
contains four subchapters that address the specific role of short-term financial decisions, a
classification of definitions of financial liquidity, sources of information about liquidity level, and
liquidity-level measurements (Lazaridis and Tryfonidis 2006; Long, Malitz, and Ravid 1993;

Kieschnick, Laplante, and Moussawi 2009).
Financial liquidity definition and liquidity-level measurements

Here we have an opportunity to present the author’s opinion on what assets should be financed with
short-term funds and what the level of liquidity is in an enterprise (Michalski 2012a). The discussion
also pertains to the issue of the dividing line between long-term and short-term decisions, with
greater emphasis on the durability of their effects, rather than the decision-making speed. This

section also attempts to answer the question: What are the short-term effects of operations under
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conditions of uncertainty and risk? The reason for the considerations in this section is the need to
characterize the decisions that affect the level of enterprise liquidity. The research hypothesis of this
monograph assumes that differences between more risk sensitive and less risk sensitive enterprises
are seen in liquidity management. Simply because the enterprises, during financial liquidity

management, take into account the differences in their risk sensitivity.
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This chapter discusses the relationship between firm value and business risk sensitivity. The chapter
starts with a presentation of intrinsic liquidity value and firm reactions to market liquidity value. This
is the basis for target liquidity level in the enterprise. Liquid assets are the main part of working
capital assets, so the next part of the chapter focuses on working capital investment strategies and
strategies of financing such investments in working capital in the context of firm value creation. The
chapter concludes that, from a firm-value-creation point of view, more risk-sensitive entities should
use flexible-conservative strategies, while less risk-sensitive entities have the freedom to use
restrictive-aggressive strategies. In the context of a crisis, this is the clear answer and explanation

for higher levels of working capital investments observed empirically during and after a crisis.
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The determinants of intrinsic value of liquidity are attributed to liquidity by enterprise management.
Enterprises in which financial liquidity has a high internal value will have a tendency to maintain
reasonable liquid resource assets at a higher level. The levels of stocks of funds maintained by
enterprises are also the result of the relationship between the liquidity market value and the intrinsic
value of liquidity. It demonstrates how to approach the estimation of liquidity and presents the
market value of liquidity. Having connected this information with the knowledge of manifestations of
the internal liquidity, we can offer an explanation as to why the target (and also probably the
optimal) level of liquidity for enterprises with higher-than-average risk sensitivity is at a higher level

than the corresponding target (optimal) level for enterprises with a lower level of risk sensitivity.
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In this part of the monograph we discuss the items contained within the cost of maintaining
inventory. Using this approach, a model of managing inventories is presented. Theoretically, the
value-maximizing optimal level of inventory is determined to be the modified EOQ model, presented
as VBEOQ model. We also present an outline of issues associated with the risk of inventory
management and its impact on the value of the enterprise for its owner. We also discuss the principle
of the optimal batch production model and how the size of the production batch affects the value

of the enterprise for its owner. Here also is demonstrated a modification of the POQ model: VBPOQ.
The proposed modification takes into account the rate of the cost of capital financing and the
measures involved in inventory when determining the optimal batch production. When managing the
commitment of the inventory, it is crucial to take into account the impact of such decisions on the

long-term effectiveness of the enterprise.
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This chapter also discusses the relationships between the management of accounts receivables and
the value of a business. A modified (considering the value of a business) model of incremental
analysis of receivables is presented, as is a discussion of the importance of capacity utilization by an

enterprise for making management decisions pertaining to accounts receivables.
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Issues related to the management of working capital and enterprise liquidity are and will be an area
of research. The analysis in this study focused primarily on working capital and liquidity
management; understanding its specifics will facilitate the management of liquidity in any type of
organization. Working capital as a specific buffer against risk has its special role during a crisis and
can serve as a good forecasting indicator about future economic problems in the economy if a whole
business environment notices higher levels of working capital and its components, like cash,

inventories, and accounts receivables.

The scientific value of the issues discussed in the book is associated with the issue of working capital
and liquidity management in enterprises. It is also a result of the exploration and definition of the

main financial objective of businesses and the relationship between the objective and the
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management of working capital and enterprise liquidity. The choice of topic and the contents of
research resulted also from empirical observation. Empirical data on enterprises that operate in
countries touched by the last crisis document higher-than-average levels of working capital before,
during, and after the crisis in these enterprises. These conditions provided the means for a “natural
experiment” of sorts. From that point, working capital management theory faced a necessity of even

wider development.
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