SPECIAL REPORT: 2020 CASH MANAGEMENT SURVEY
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Leading with Liquidi
Post-Pandemic Cash

Management Realities

Treasury & Risk’s “2020 Cash Management Survey” shows the swift, far-reaching
impacts the Covid-19 pandemic has had on cash management polities and practicess

BY ERICKRELL

his spring, corporate cash reserves
soared far higher than any treasury
professional anticipated in late

2019. That’s one finding of Treasury &
Risk’s “2020 Cash Management Survey.”

The rapid, unexpected increase in
cash reserves marks one of several ways
Covid-19 walloped cash management
policies and practices this year. The sur-
vey results also show that::

B Maximizing immediately available
liquidity is treasurers’ new priority
for short-term investments;

B Treasury leaders plan to make sig-
nificant changes to policies govern-
ing cash and short-term investments
within the next year; and

B Large global organizations plan to
repatriate more of their cash and
short-term investments.

Above all, this year’s survey results
show that “the world is markedly differ-
ent than we expected when we entered
2020,” says BELLIN’s director of sales
engineering, Lena Pennington.

To navigate cash management in the
post-Covid world, treasury leaders are
also increasing their reliance on tech-
nologies that support remote operations
and internal collaborations. They are
upgrading their treasury solutions to
generate sharper visibility into liquid-
ity, more precise forecasts, stout fraud
defenses, and a more nuanced under-
standing of their organization’s true risk
appetite.

“Treasurers protect funds and en-
sure liquidity,” Pennington adds.
“When the economy is turned upside

AS W

down, performing these activities looks
and feels wholly different compared to
what we had grown accustomed to in
the past few years.”

Pandemic Prompts a Dash for
Cash

The “2020 Cash Management Sur-
vey” was completed in September by
treasury professionals across all in-
dustries. The industry distribution was
fairly even; however, the highest pro-
portions of survey respondents work
in financial services (18 percent of re-
spondents), real estate/construction
(13 percent), professional services (13
percent), and manufacturing (11 per-
cent). Twenty-six percent of respon-
dents work in companies with annual
revenues of more than $10 billion; 25
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percent in companies between $1 bil-
lion and $10 billion; 11 percent between
$100 million and $1 billion; and 38 per-
cent in companies under $100 million
in revenue. Fifty-two percent of respon-
dents’ organizations are net investors,
while 48 percent are net borrowers.

The survey findings reflect the pan-
demic’s effects on corporate cash man-
agement capabilities in several areas.
One of the most arresting results ap-
pears in comparing how 2019 survey
respondents expected cash reserves to
change in 2020 vs. what actually hap-
pened to cash once Covid materialized.
In 2019, almost half of survey respon-
dents expected no significant changes
to their organization’s cash reserves,
and only 13 percent expected cash re-
serves to increase by more than 10
percent. Yet nearly 40 percent of 2020

How did cash reserves change—2019 expectations

to 2020 actuals?
38%

43

2 8%

I 12%

Increase less
than10%

13%

Increase, greater
than10%

No significant
change

How 2019 respondents expected cash
reserves to change over the next year

How 2020 respondents say cash
reserves did change over the past year

1 7°/o 1 3 % 1 50 % 1 7%

4%

Decrease less
than10%

Decrease,
greater than10%
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survey respondents reported that their
company has increased cash reserves
by more than 10 percent in the past
year. (See Figure 1.)

When the pandemic struck the U.S.
in March, companies “had no idea how
broadly or deeply the virus would im-
pact demand for their goods and ser-
vices, supply chains, and workforces,”
notes ICD CMO Justin Brimfield. “With
global uncertainty, all companies fol-
lowed the same plan: Get liquid and
protect cash.”

Michael Kolman, chief product offi-
cer for ION Treasury, describes the re-
action by treasury functions as imme-
diate. “Everyone went into protection
mode in terms of liquidity,” he recalls.
“It was crucial to have real-time visi-
bility into cash reserves while under-

standing exactly how much liquidity
they had in credit facilities.”

Many companies drew down the
entirety of those credit facilities in re-
sponse to the daunting uncertainty that
prevailed during the pandemic’s ear-
ly weeks. Those drawdowns plumped
cash reserves across industries, both
in companies that were decimated by
pandemic-related shutdowns (e.g.,
travel, hospitality, entertainment) and
in those boosted by Covid-19’s new
realities (e.g., grocers, e-commerce,
manufacturers of personal protective
equipment). The widespread move to
boost liquidity stemmed from econom-
ic uncertainty and the inability, at least
early on during the pandemic, to fore-
cast with much accuracy or confidence
more than a few weeks out. “There
wasn’t a forecasting playbook for the

To what degree have your organization's cash
reserves changed in size over the past year?

3 8%

20% 2 2%
12%

1 7%

Increased less
than10%

Increased,
greater than10%

No significant
change

37% W 2019 2020

1 5 % 17%
9%

13%

Decrease less
than10%

Decrease,
greater than10%

pandemic,” notes MSTS CEO Brandon
Spear.

Since April, the speed of cash man-
agement adjustments within many
industries has been remarkable, espe-
cially given these actions were execut-
ed amid the widespread shift to remote
work that the pandemic triggered. The
survey results suggest treasury pro-
fessionals are well-aware that major
uncertainty could flare up at any time
during the next 12 months. Rock-bot-
tom interest rates will affect short-term
investment decision-making for the
foreseeable future, and many other
pandemic impacts—rising delinquen-
cies, bankruptcies, business closures—
will continue to affect cash manage-
ment practices into 2021. “An enduring
fact as we get into the unknown for
next year,” Brimfield says, “is that un-
certainty rules.”

In response, treasury leaders and
their teams appear intent on con-
trolling what they can control, namely
their treasury technologies, banking
relationships, the frequency of their
liquidity forecasts, and their collabora-
tions with business colleagues.

Exactly half of survey respondents
said their organization increased its
cash reserves in the past year—and 38
percent did so by more than 10 percent.
(See Figure 2.) Covid-related uncertain-
ty was, of course, the leading culprit.
Uncertainty in the global business cli-
mate is the factor that survey respon-
dents identified most frequently as a

(continued on page 6)

treasuryandrisk.com

NOVEMBER 2020 SPECIAL REPORT TREASURY & RISK 3


https://www.treasuryandrisk.com/instant-insights/treasury-in-the-time-of-coronavirus/?slreturn=20201114125946
https://www.treasuryandrisk.com/2020/05/01/a-tsunami-of-loan-modifications-is-on-the-horizon/?slreturn=20201114130503
https://www.treasuryandrisk.com/2020/05/01/a-tsunami-of-loan-modifications-is-on-the-horizon/?slreturn=20201114130503

The global pandemic has brought
unprecedented stress in business
and markets. Much like various
stages of grief, the effects of the
coronavirus could be characterized
in three phases — shock and awe,
learning to cope, and optimizing for
opportunity. These three phases tell
the story of how investor behavior and
the role of technology have played
out in a snapshot in time during the
crisis, and what it means for treasury
moving forward.

To frame where we are today
and gauge where we might be
headed, it is helpful to take a step
back to understand what treasury
organizations experienced, beginning
in March this year. The initial shock
and awe of the pandemic saw
treasury organizations de-risking
theirinvestment portfolios. They drew
down credit lines, issued debt and

shifted assets, moving aggressively
into money market funds to ensure
same day liquidity.

Using data from ICD, an independent
portal provider of money market funds
and other short-term investments, the
picture of what happened in treasury
from March through August 2020 is
clear. During this stretch, the average
daily balance in assets traded on ICD
Portal increased 89% over the same
period in 2019.

In Figure 1 we see a significant move
out of prime funds in early March and
into short term government money
market funds. As treasury teams
learned to cope with the new work-
from-home environment and the
continual realignment of forecasts
to business operations, we see cash
levels remain elevated. Uncertainty
continued to fuel the need for liquidity,

but treasury organizations sitting on
large cash balances also began to
look for opportunity.

Facing an extended period of
potentially zero rates in government
investment  products, investors
looked for opportunities that offered
excellent liquidity but also more yield
than found in traditional government
money market funds. Investors came
back into the prime space — and not
just back to pre-COVID levels, but
above pre-COVID levels. A notable
27% of respondents to Treasury
and Risk's 2020 cash survey also
indicated prime funds were part of
their portfolio composition.

Adding Value with Portal
Technology

ICD’'s data against the industry
benchmark shows that sophisticated
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investors acted more quickly than
the rest of the market to de-risk
portfolios in the early phase, and
later identified opportunities in the
money markets. This agility to move
easily in and out of funds, and at the
righttime, is in no small part aided by
technology.

Statistically and anecdotally,
technology is proving its value
during this crisis. The ability to
gain transparency into holdings,
model what-if scenarios, and use
compliance and reporting tools to
better communicate with the C-suite
is empowering for treasury teams that
need to make and defend informed
investment decisions, quickly.

With 46% of respondents to Treasury
andRisk’s 2020 cash surveyreporting
use of a non-bank investment
portal exclusively, or alongside a
bank portal, visibility and access
to the markets seem to be key. ICD
enables unbiased access to a wide
selection of investment products
all along the short-term investment
curve, primarily in the money
markets, but also extending further
out in the ultra-short space, and
even into traditional fixed-income
bond funds. With over 400 active
clients across 65 industries in 43
countries, an average daily balance
of approximately $210 billion is
running through the platform. As ICD
is an independent provider whose
sole focus is on treasury, activity
on ICD Portal serves as a proxy for

treasury’s investment behavior.

Identifying Tradeoffs &
Opportunities

During the March through August
time frame, the opportunity was
prime, but different opportunities
emerge at different times. So how can
treasury teams rely less on intuition
and more on data? Earlier this year,
ICD created a new quantitative
model with The Carfang Group
called Beta(m)™. Based on Modern
Portfolio Theory (MPT) and adapted
to the money markets, Beta(m)
provides a quantitative approach to
assessing tradeoffs and identifying
opportunities among money market
instruments.

Beta(m) can help treasury teams
understand the complex relationships

among money instruments to
determine  opportunities. With
Beta(m), teams can perform

dynamic asset allocation among
approved instruments and effectively
communicate decisions or propose
policy changes to executive
management.

Going Forward in Money
Markets

Unlike the global financial crisis
of 2008, which was a credit event,
the initial market fall out from the
pandemic was a crisis in confidence.
Monetary actions by central banks
- from quantitative easing to the

21% 43%

Money Market Mutual Fund Liquidity
Facility in the U.S. — were put in place
to ensure market liquidity, not to prop
up failing or fundamentally flawed
products.

Given the historical performance
of money market funds over these
past two market shocks, institutional
investors seeking liquidity and
security can keep yield in mind as
well. In a balanced portfolio, these
fund types are not mutually exclusive.
While we've seen fluctuations from
product to product, the adage of a
risk-weighted, balanced portfolio
is still the tried and true method for
managing short-term cash - teams
only need the right technology, tools
and insights to do so.

Discover the opportunities available
to you. Contact ICD for a review
of your portfolio and technology
options.

1CD
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(cont’d from page 3)

driver of change in their level of cash
reserves (See Figure 3.) It’s also the fac-
tor they cited most frequently as having
the greatest impact on cash reserves.
(See Figure 4.)

“In March, in addition to all of the
uncertainty related to the pandemic
and the way in which it would impact
our organization as a health provider,
we started to sense that the liquidity
in the markets was seizing,” recalls
Michael Angelini, treasurer at Yale New
Haven Health. “At that point, we knew
we needed to ensure that we had suffi-
cient liquidity—enough dry powder—to
withstand anywhere from 12 weeks to
12 months of impaired operation. We
immediately went to the markets and
executed a number of public and pri-
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vate transactions that equipped us with
more liquidity than we’ve ever had.”

Andreas Meyer, head of treasury
at German automotive supplier Brose
Fahrzeugteile, says that as the pan-
demic took hold, his team began con-
ducting daily analyses of the compa-
ny’s global cash position “as the basis
for short-term cash management deci-
sions,” among other steps designed to
maximize liquidity.

Following uncertainty in the exter-
nal environment (27 percent), survey
respondents were most likely to cite
an increase in operating cash flows (23
percent), a reduction in operating cash
flows (19 percent), or an increase in
corporate debt (9 percent) as the single
factor that has had the greatest impact
on their cash reserves in the past year.
Massive federal stimulus programs

helped many companies increase their
debt at a critical juncture, although
these low-interest loans will need to be
paid back in most cases.

The widespread cash influx “has fa-
cilitated business viability and proper
investment in assets that will generate
future cash flow,” notes Ken Thomas,
managing director of Protiviti’s busi-
ness performance improvement prac-
tice. Yet, Thomas also points out, the
sustainability of these programs is un-
certain, especially as several countries
enter an election cycle. Plus, he says,
“the ongoing impact of Covid-19 and
the lack of clarity over the possible tim-
ing and availability of a vaccine contin-
ue to drive uncertainty.”

Survey respondents share Thom-
as’ perspective. When asked to choose
the one factor they expect to have the

Over the past year, which factors have impacted your company's cash reserves?

Increase in
operating
cash flows
A

Increase in capital
expenditures
A

T 23% | A

Increase in
corporate

debt level Uncertainty in global

business climate
A (e.g., Covid-19)

Issuing new
Share buybacks equity
and/or dividends A

M&A v
/ ’ activity Other
\/ Reduction M&A
Reduction in capex \/ g activity
in operating Reduction in o U.S. tax law
cash flows corporate debt changes
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most impact on their company’s cash
reserves over the coming year, 27 per-
cent selected “uncertainty in the global
business climate,” followed by an in-
crease in operating cash flows, a reduc-
tion in operating cash flows, and share
buybacks and/or dividends. Changes in
corporate debt levels or capital expen-
ditures—in either direction—received a
negligible number of votes.

Based on these factors, nearly half
of all treasury professionals expect
their organization’s cash reserves to in-
crease during the coming year: Twen-
ty-one percent expect an increase of
greater than 10 percent, and 27 percent
expect an increase of 10 percent or less.
Thirty-eight percent of respondents ex-
pect cash reserves to decrease in the
next year, and only 14 percent expect
no significant change in their cash re-
serves. (See Figure 5.)

Craig Jeffery, managing partner of
Strategic Treasurer, has similar ex-
pectations. He notes that low interest
rates are expected to continue, “which
means the cost of carrying extra cash
is suppressed, and this drives toward
maintaining higher levels.” Earlier this
year, borrowing levels were pushing
banks up against their lending ratios,
but Jeffery expects that pressure to sub-
side as the overall economic situation
continues to improve. Still, although
access to cheap cash should make
banks more willing to lend, Jeffery

points out that loan covenants likely
will become more severe.

(continued on page 10)

Over the past year, which one factor has had the
most impact on your company's cash reserves?

Increase in operating
cash flows

Reduction in
operating cash flows

Increase in
capex

Reduction
in capex

Increase in
corporate debt

Reduction in
corporate debt

Uncertainty in global business
climate (e.g., Covid-19)

Share buybacks
and/or dividends

U.S. tax law
changes

M&A activity

Trade policy/tariffs

Issuing new equity

Other

N 2020 W 2019 2018
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If you've always dreamed of becoming
a treasurer, then you’re pretty unique!
More often than not, this is a career
you “stumble upon” while working in
accounting or a wider finance role. Many
organizations have relatively few people
working in treasury, often spread across
different locations. And yet, treasury
touches upon so many different business
areas and success factors.

If you’re one of these essential treasury
networkers, you know just how vital but
also fragile connections to others can
be. All the more reason to know which
bridges to build and how! Become a part
of a sustainable yet responsive network:
internally, with counterparties, and in the

Manual
Downloads

Automated
Interfaces

Report:
the State of Cash
Management

wider business community. This way you
will make more informed decisions, cover
all your bases, and optimize liquidity.

There’s a reason few people actively
seek out a career in treasury, but so
many stay: it’s alive - the pulse of
an organization. Whichever way the
business goes, it’s reflected in its cash
flow: how sales is performing, what
business divestitures or acquisitions the
board chooses to make, how supplier
relationships play out, and how many
people are hired. Welcome to network-

SPREADSHEETS

driven treasury and cash management!

As a treasurer, you can derive and
add value by getting connected. You
need relevant and complete data from
all stakeholders, departments and
systems. What’s more, knowing what’s
on the mind of business leaders around
the organization allows treasury to
anticipate changesto cash flow patterns,
subsidiary funding requirements, or
large capital expenditures. Since cash
flow always reflects the nature of the
underlying business, treasury needs a
good understanding of how the business
works and what industry and market
forces may impact its performance.

Business/Mgmt

Banks

TMS

Rates,
Portals etc.

ERPs/Budgeting
Systems etc.
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Efficiently gathering this information
from the various parties and systems
in your organization can be much more
easily achieved by working on an open
treasury platform: one that easily
connects to banks, business systems, Bl
solutions, and finally, the end user. When
end users draw a real benefit from using
a system, the adoption rate is much
higher, in turn improving the quality of
your input.

How often have we downloaded an app
that sounded great but never actually
used it because keeping track of our
to-dos on sticky notes seemed so much
easier and familiar? Technology needs
to add real value, not just promise
exciting new features. The same counts
for business systems. What really helps
you and your end users in your daily cash
management?

B No more having to log into multiple
bank portals to pull bank reports or
make payments

B Reconciling bank transactions on all
accounts in one place

B Submitting forecasts and funding
requests

B Achieving cost savings and
efficiencies thanks to managing data
and cash in one platform

Whether cash sweeps across different
banks are managed through a treasury

N e' I ’0 rk- f |

management system, or single-bank
physical or notional pooling structures
are established with banking partners,
concentrating cash ultimately creates the
basis for optimized cash management.

The future of business systems is the
reality we see in our personal worlds
today: the value of an application for
example is often based on the insight the
community adds to it. The likes of Waze
and Google Maps allow us to see how bad
traffic is or where a cop may be sitting on
the highway based on the insights of the
community using the app. On Twitter,
we can see what is trending across the
world; on Kindle we can see how many
people highlighted certain sections in
the books we are reading. What is useful
to one person, is valuable insight to the
wider community.

In the same manner, businesses will
benefit from cash management insights
beyond their own organization and across
the wider business community:

W Being able to tell whether the
recently updated bank details for a
specific vendor were used by 20 other
companies in the past two weeks is
a likely indicator that the details are
valid

B Or perhaps the account details
belong to a verified community
member marking the account “safe
to pay”

B Short-term cash flow predictions may
become more accurate as insights
into the activity of the businessis
available even before it goes through
the banks

Benchmarking and “best in class”
highlights will allow the community
to reach higher. The possibilities of
community insights across our business
ecosystems are endless and usher in a
new era in enterprise systems.

As with all data sharing, privacy and
preserving  competitive  advantage
are of the utmost importance. Data
anonymization techniques, such as
adding “noise” that prevents detecting
the underlying data without skewing
insights, will need to be applied. With the
right controls and restrictions applied,
however, community intelligence will
add an additional layer of automation
and intelligence to the office of the
treasurer and lift cash management to a
new level.

Learn more about how leveraging
network-driven cash management can
transform your treasury.

Zascoupa

wWww.coupa.com
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(cont’d from page 7)

“Easing concerns about access to
cash and continuing economic progress
should allow cash reserves to decline,”
Jeffery says. However, “since there is
not much room to add more cash, a
negative turn in the economy may keep
cash levels at an elevated level.”

Other wildcard factors, such as a
surge in pandemic-related shutdowns,
may also affect cash reserves in the
coming year. “We know from experience
that business failures lag the recession
that was their catalyst,” notes David
Schmidt, managing director of A2 Re-
sources. “After the Great Recession of
2008, bankruptcies peaked in 2009 and
stayed at that high level in 2010, not
returning to pre-recession levels until
2014. This time around, it could be even
worse—and in addition to causing bad
debt losses, [it would] also create rolling
supply-chain disruptions.”

Schmidt also says the credit bu-
reaus are reporting that delinquencies
are beginning to rise. “How this emerg-
ing situation is handled will determine
its impact on cash flow,” he adds. “Re-
ceivables are not the relatively stable
asset they were for the past seven or
eight years.”

Virtual Cash Management
Improvements

As treasury leaders look ahead to
2021, they appear committed to im-
proving the technology, processes, and
relationships that support their cash
management activities. In addition to

*
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causing intense uncertainty, the pan-
demic also clarified—at times, painful-
ly—how effectively cash management
processes operate under extreme stress.

Treasury professionals will con-
tinue to work on improving their rela-
tionships with banks, says BELLIN’s
Pennington. “Relationships with banks
are incredibly important during these
times,” she continues, stressing that it
is important to maintain access to fund-
ing without breaching covenants when
accounts receivable (A/R) levels stray
into risky territory.

Technology improvements are
also garnering attention. Meyer cred-
its Brose’s recent implementation of a
global payment platform that integrates
with the company’s treasury manage-
ment system for enabling and/or sup-
porting several helpful responses to the
cash management challenges brought
on by Covid-19 disruptions. The pay-

FIGURE-5 22% —‘

Expect a
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than10%

To what
degree do you
expect your
organization’s
cash reserves
to change in

-

size over the 169

next yeal'? Expect a
decrease
of less
than 10%

ment platform’s automated delivery of
digital bank account statements along
with other intraday information height-
ened his treasury function’s visibility
into readily available “trapped cash”
around the world, helped optimize li-
quidity by lowering the maximum cash
balances allowed at the operating-com-
pany level, supported increased foreign
exchange (FX) swap trading, helped ex-
pand a reverse factoring program, and
enabled working capital management
improvements that resulted in a shorter
cash conversion cycle.

Treasury-specific technology, as
well as tools supporting data analytics
and virtual collaborations, figure prom-
inently among the cash management
improvement areas that treasury pro-
fessionals are currently targeting:

Working from home. In addition
to its economic stress, the pandemic
spurred a massive shift to a work from

2l
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home (WFH) model. Treasury execu-
tives managing newly remote teams
confronted challenges related to lead-
ership, virtual collaboration, cyberse-
curity, and tech support.

If you were printing and mailing in-
voices, how did you continue perform-
ing those activities during the early
stages of the pandemic, when everyone
began working from home?” MSTS’s
Spear asks. “If you relied on checks,
as opposed to using ACH transfers and
other EFTs [electronic funds transfers],
how did you adjust? We saw payment
cycles pushed to the right for no other
reason than the accounts payable peo-
ple were unable to get to the office for
a period of time. If there’s a silver lin-
ing to these types of problems, it’s that
increasing and enhancing automation
has become a top priority for CEOs
across most industries.

Jeffery also expects to see rising in-
vestments in new treasury and finance
technology. “The WFH environment
and the impact of Covid-19 radically
affected some working capital process-
es, particularly in the beginning of the
pandemic,” he reports. “This impacted
cash and liquidity planning, which in
turn led to an increase of automation,
directly and immediately, as well as the
growth of significant plans to automate
and outsource parts of A/P [accounts
payable] and A/R.”

Optimizing treasury technology.
If a pandemic of this magnitude had
struck 10 years ago, the transition to virtu-
al offices would have been far more prob-
lematic, notes ION Treasury’s Kolman.
“Current technology—especially cloud

Z1

technologies—enabled many companies
to maintain business continuity early in
the pandemic,” Kolman says.

ICD’s Brimfield also credits cloud-
based technology with easing treasury
teams’ transition to remote work. Trea-
sury applications “built with open ar-
chitectures have really shown their val-
ue, as they integrate easily with other
systems in treasury’s technology stack,”
he says. “The pandemic has proven that
end-to-end workflows, through which
data passes back and forth between cash
forecasting tools and investment portals,
is a requirement deeply rooted in prag-
matism. Teams need to work together,
remotely, and with the same data—with
a single source of truth—for effective exe-
cution, reporting, and analysis.”

Forty-nine percent of survey respon-
dents indicate that they’ve either sus-
tained or accelerated plans to acquire
new treasury technology in the face of
the Covid-19 crisis. Brimfield says this
figure jibes with what he’s seen at ICD.
“We’ve on-boarded 30 percent more cli-
ents during this period than during the
same period the year before,” he reports.

Sharpening forecasts. Cash fore-
casting has recently received renewed
interest, notes Deloitte Risk & Finan-
cial Advisory senior manager Erik
Smolders. A Deloitte survey of business
executives shows that forecasting diffi-
culties mark the greatest impediment
to working capital management ef-
forts—far greater than receivables de-
lays, liquidity reductions, or even de-
lays related to the shift to remote work.

Smolders observes that treasury

functions are investing in skills and
technologies to sharpen their forecast-
ing capabilities. Protiviti’s Thomas
agrees, noting that these improvements
are especially needed within treasury
functions where “forecasting process-
es and technologies are not enhanced
and predictive, which would otherwise
allow them to make timely, data-driven
decisions.”

Strengthening internal relation-
ships. Liquidity concerns during the
early weeks of the pandemic forced
many treasury professionals to com-
municate more frequently, and under
high-pressure conditions, with a larger
group of internal partners than usual.
The value of those interactions and on-
going work with the rest of the business
hinges in large part on treasury’s rela-
tionship management skills.

“We’ve always had a cash forecast
that looks out 9o days, and I would say
that’s been rock-solid,” says Yale New
Haven Health’s Angelini. “Once the
intensity surrounding the pandemic
began to increase precipitously in late
March, we decided that we needed to
apply the same level of accuracy and
discipline to a forecast that looked out
12 months.” To achieve that accuracy,
the treasury team met and communicat-
ed more frequently with most, if not all,
managers throughout the business who
make decisions affecting cash flow. “We
ramped up communications and report-
ing with our operating units—our stake-
holders—to gain a more precise view of
what was going on with cash,” Angelini

(continued on page 14)
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Survey shows dramatic changes in
actual vs. expected results

The “2020 Cash Management Survey”
shows exactly how treasurers need
to adapt as the world around them
changes. The dramatic changes between
expectations and actuals are a result
of the global business climate brought
about by the COVID-19 epidemic.

Just as we have incorporated social
distancing and mask wearing into our
daily lives, corporate treasuries have been
forced to pivot processes to fit current
conditions. Many treasury teams placed
a renewed focus on liquidity. COVID-19
has been a catalyst for elevating the
importance of cash forecasting, planning
for uncertainty, and shifting to a more
liquid investment policy. People’s working
environments were uprooted overnight
introducing new pain points symptomatic
of Treasury departments reliant on
manual processes, paper documents and
filing procedures, and fax transmissions.

Some Treasury departments have fared
better than others. What do these teams
have in common? They are all further
along in their digitalization journey.
Digitalization occurs when processes are
executed in ecosystems of integrated
applications. In a treasury department
this ecosystem consists of:

B Workflow management tools to

enable treasury processes

B Analytics, dashboards, and reporting
tools for data-driven decisions

B Connectivity to banks, online trading
and investment platforms, and market
data

B Integration with internal applications
such as ERPs and business intelligence
tools

Best in class treasury operations rely on
controlled application-driven workflows
found in Treasury Management Systems

(TMS). Companies and their treasury
functions can vary quite significantly.
Therefore, it is important to select a TMS
that is a good fit for your treasury needs,
which can change overtime. Thisiswhy ION
Treasury provides choice in TMS with seven
solutions (Wallstreet Suite, Openlink, IT2,
Reval, ITS, City Financials, and Treasura).
Each TMS is designed to meet the varying
treasury complexities and different stages
of technology adoption; and enables ION
customers to move seamlessly from TMS to
TMS. Oncethoughtas ‘nice to have’, the TMS
and digital workflows they provide have
become essential. Treasury Management
System (TMS) providers have solutions for
these challenges and today any company
that has invested in treasury software has
reaped the benefit of their investment
over the last few months. Let us explore
some examples of how digitalization has
empowered companies and “protected”
treasury processes from disruption in the
current climate.

Dealing with uncertainty

ION TMSs provide treasury with visibility to
cash, exposures, and liquidity and they are
all available in the cloud. In March, offices
closed, and nearly overnight treasury teams
began working from home. ION customers
reported no impact to business continuity
of treasury processes managed in the TMS.
Companies continued to maintain cash
visibility, manage counterparty exposures,
and execute end-to-end processes as if
they were in the office. Smaller companies
wanting to gain immediate access and
visibility to cash can look to solutions
like TreasuraSpark, ION’s new and quick-
to-setup cash management system.
Establishing system connectivity to your
banks can further reduce personnel and
process risks exposed by the COVID-19
environment. With a TMS, treasury
teams could shift focus and navigate the
unchartered waters in the wake of the
pandemic.

Given the looming uncertainty Treasury
teams acted fast to convert liquidity into
cash. As highlighted in the 2020 Cash
Management Survey, 38% of companies’
cashreservesincreased by more than 10%
in 2020 compared to 20% of companies in
2019. 44% of these companies attributed
uncertainty in the business climate as
a reason for this increase. The sudden
focus on liquidity preservation brought
about by the Covid-19 pandemic
resulted in corporations drawing down
on their facilities. For many companies
left unprepared for the liquidity event,
new facilities had to be negotiated from
lenders.

Dealogic, an ION Group company, and
provider of data and analysis on the global
credit markets, provides further insight into
the magnitude of this corporate borrowing
activity. By the end of March, three weeks
after the WHO declared COVID-19 a
pandemic, companies drew down from
existing and newly arranged revolving
credit facilities (RCF) as follows:

B 12% of companies had drawn 100% of
their available facilities at the peak of
the crisis in March 2020.

B From Q4 2019 to Q1 2020, drawn RCF
volume saw a rise of 200%.

B Real estate, technology, oil, and gas and
auto/truck were the top sectors drawing
on existing RCF lines in March 2020.

B New investment grade revolver credit
facilities (RCF) volume jumped by
58%, (Feb 2020: $79bn to $186bn in
March) and reached $200bn in April
the highest monthly volume in 2020 so
far. The industries dominating these
drawdowns were finance, utility, and
energy and consumer products.

B Theretailindustry saw a400% increase
in RCF borrowing in April 2020.

B |n parallel, drawn RCF volume saw a
200% rise between Q4 2019 and Q1

2020, confirming the rush to shore
up liquidity.

One looming question is how long cash
reserves will remain at elevated levels.
According to Dealogic, by the end of
June, drawn RCF reduced by 45% as
corporations began to repay it. ION’s
Dealogic and Debtwire platform also
monitored credit market movements
as they unfolded and provided critical
research, in-depth legal analysis, and
data-driven insights.

Interestingly, 49% of respondents are
now using online bank portals to help
offset some interest cost in the all-time
low deposit interest rate environment.

In March as companies moved more cash
on balance sheet, they looked for safe
liquid investments to hold their cash.
Global Government Money Market Funds
(MMFs) gained $911B assets, according
to Goldman Sachs Asset Management.
March inflows exceeded the full year
2019 inflows of $600B. As cash moved
into MMFs, the Cash Management Survey
highlighted that companies looked to
online portals to transact in MMFs with
49% of corporations responding that
they turned to a digitalized platform for
the investment process. While COVID-19
crimpedinterestratesand excessliquidity,
in any rate and liquidity environment
optimizing excess cash for yield can
return incremental profits to treasury,
pushing the department into proactive
profit taking from cash optimization. To
meet the need of customers seeking to
keep excess cash liquid while optimizing
yield, ION offers all customers the free
option of connecting to money market
funds through Goldman Sachs. This
connectivity provides the world’s most
modern and seamless experience so
customersidentify their cash position and
invest in or redeem from money market
funds. This connection also ensures that
the daily value of their fund positions is
updated automatically.

Operational risks exposed

Some risks to treasury were not market-
related but were brought about by manual
and paper-based processes. Six months
into the pandemic, we surveyed ION
Treasury customers in North America, on
which processes continue to be a struggle.
The survey highlighted that many treasury
teams had to develop new operational
processes as new requirements emerged
and had to be implemented. One example
where some changes have occurred is in
bank documentation. Prior to COVID-19,
banks that had insisted on “wet signatures”
for many forms of documentation had
become open to the use of secure digital
signing tools like DocuSign. ION quickly
updated the workflows of IBAM, its bank
account and fee management system, to
include digital signing forthe secure signing
and management of all bank account
management-related documentation.

Cloud-based ION Treasury Management
Systems proved their value by continuing
to operate smoothly and avoiding the
need to revert to BCP scenarios. The
ability to work from home, collaborate
on daily cash management, and manage
market risks would not have been possible
without clients’ investments in a cloud
based TMS. “ION has invested in cloud
delivered solutions significantly over the
last 10 years, to ensure our systems are
available from any location in a secure
manner,” says Michael Kolman, Chief
Product Officer at ION Treasury. During the
pandemic, ION has helped numerous ION
Cloud customers transition their solutions
to securely enable their employees to
work from home.

Workflow in a separated world

Social distancing  highlighted the
challenges of in-office processes where
treasuries relied on the proximity of their
team to get things done. Many surveyed
clients’ teams met more frequently to
ensure more consistent communication.

They realized that even though a “work
from home” scenario was indeed planned
for in their business continuity plans,
using bank portals was markedly more
difficult. Digital workflows, integral to any
ION TMS, allow the team to collaborate
on processes and track progress using
business intelligence tools and a variety
of real-time dashboards from any device.
ION has incorporated many APIs to better
integrate with trading portals, ERPs, HR
systems and more.

Conclusion

With many businesses feeling the effects
of the economic slowdown brought
about by COVID-19, and the “work from
home” normality, it is easy to conclude
that companies felt justified for their
investment in treasury technology. 49%
of companies with planned investments
in treasury technology this year did
not reduce their goals according to the
survey. In fact, some even increased their
commitment to treasury automation
during this time.

“We have seen a marked increase in the
number of companies seeking treasury
automation since the pandemic began.
Customers have been shifting processes
into systems and expanding functionality
used” says Kolman. Companies are
seeing the value in digitalization and the
criticality of the TMS in managing through
financial crises. Treasury technology
has proven to be an effective vaccine
against the risks to treasury processes
highlighted by the COVID-19 epidemic.
The good news is, to get started you do
not need lengthy trials. Getting started
on your digital journey is only a video
conference away.
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(cont’d from page 11)

adds. “I think that practice will have
good long-term effects for us.”

Reducing fraud. While fraud pre-
vention and detection represent a long-
standing treasury focal point, the cur-
rent environment is especially enticing
to bad actors. “People are operating
in crisis mode, and many may be con-
cerned about their job security,” BEL-
LIN’s Pennington says. “Working from
home poses new information security
and fraud risks. It’s a ripe situation for
fraudsters, which is why more people are
getting those [fraudulent] urgent emails
from the CFO or a supplier explaining
that they need a payment right away.”

Over the next year, how will your organization prioritize each
of the following goals for cash and short-term investments?

Maximize Eliminate any
liquidity available chance of lost
immediately value in principal
66%
60% 59%
53%

4 3 %

3%
169 I
2020 2019 2020 2019
WEIGHTED  WEIGHTED WEIGHTED  WEIGHTED
RANKING RANKﬁVG RANKIZNG RANKING

AS W

The business email compromise
(BEC) fraud attempts that Pennington
refers to are on the rise. She points to
a study from Abnormal Security that
shows a 200 percent increase in BEC
attacks focused on invoice or payment
fraud from April to May 2020.

Investment Priority #1:
Maximize Liquidity

Covid-19’s impact on cash manage-
ment is also apparent throughout trea-
sury professionals’ responses to our
survey’s questions concerning their
investment priorities and changes to
investment policies.

(rank from1to 6, where

1= top priority, 6 = lowest priority)

Minimize
counterparty
credit risk

Maximize yield

404

33%

194 194

16% 17%

Mo
mil-

2020 2019 2020 2019
WEIGHTED ~ WEIGHTED WEIGHTED ~ WEIGHTED
RANKING RANKING RANKING RANKING

#3  #3 #4  #4

Compared with 2019 respondents,
2020 respondents are significantly
less likely to hold cash and short-term
investments in prime money market
mutual funds (MMFs)—and inclined
to hold a higher portion of cash and
short-term investments in government/
treasury money funds. Thirty-one per-
cent of 2019 respondents held between
1 percent and 49 percent of their cash
in prime MMFs, but only 20 percent of
2020 respondents do. Only 7 percent of
2019 respondents held more than half
of their cash and short-term invest-
ments in government/treasury money
funds, but 12 percent of 2020 respon-
dents are currently doing so.

2020 - % respondents
selecting as 1st priority

2020 - % respondents selecting
as either 1st or 2nd priority

2019 - % respondents
selecting as 1st priority

2019 - % respondents selecting
as 1st or 2nd priority

Understand and mitigate
impact of geopolitical
uncertainty

Minimize currency
impact on cash
earned abroad

21%

16%
11% 13% 10%
6% 3% 5%
|| — ||
2020 2019 2020 2019
WEIGHTED WEIGHTED WEIGHTED WEIGHTED
RANKING RANKING RAN%VG RANKgG
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“There certainly has been a shift
away from prime funds and back into
government funds,” ION Treasury’s
Kolman says. “That tells you that,
while companies are investing, they’re
investing in highly liquid and safe in-
vestments to continue to preserve cash
for all of the unknowns.”

Kolman’s point is supported by a
slight but noteworthy adjustment in
priorities for cash and short-term in-
vestment for the next year. Priorities in
2020 remained the same as in 2019 with
one exception: In the “2020 Cash Man-
agement Survey,” respondents selected
“maximizing liquidity available imme-
diately” as their number-one priority,
enabling that goal to leapfrog 2019’s
top priority, “eliminating any chance of
lost value in principal.” (See Figure 6.)

“While this year’s survey shows li-
quidity swapping first place with capital
preservation as the top priority in 2020,”
Brimfield says, “staying liquid seems to
be in the cards, with 48 percent [of re-
spondents| expecting their cash reserves
to increase over the next year.”

As treasury groups in global compa-
nies address their reshuffled investment
priorities, they appear focused on repa-
triating funds. This is especially the case
for large global companies that operate
in 10 or more countries. This subset of
responding organizations holds signifi-
cantly more cash and short-term invest-
ments abroad, and treasury profession-
als in these companies are more likely to
report that they plan to reduce those for-
eign holdings in the coming year. Twen-
ty-three percent of respondents from
companies that operate in 10 or more

countries plan a significant reduction in
their level of cash held abroad, and an-
other 18 percent plan a small reduction.

“There is a continuing focus on glob-
al cash management, including repatri-
ation of cash held overseas,” Smolders
notes, “and the use of in-house bank
structures to optimize the global use of
cash.”

When it comes to corporate policies
for cash and short-term investments,
2020 respondents were notably:

B Less likely than 2018 or 2019 respon-
dents to eliminate prime MMFs as a
cash investment option, but

B More likely to remove other asset
classes;

B Less likely to shorten allowable
maximum maturities, and

B More likely to lengthen allowable
maximum maturities; and

B More likely to increase the use of
outside money managers.

As different as the world is today,
compared with 12 months ago, it is im-
portant to keep in mind that additional
changes and disruptions will challenge
cash management policies and practic-
es in 2021 and beyond—though hope-
fully those changes will not have the
same magnitude as Covid-19.

Many companies in relatively pan-
demic-resistant industry segments
have come a long way in a remarkably
short amount of time. By July, more
senior executives indicated to Deloitte
that their companies were in growth
mode (13.2 percent) than in crisis mode

(11.1 percent). And the largest propor-
tion of executive respondents to the
Deloitte survey, 42.9 percent, indicated
that their companies are in stabiliza-
tion mode (defined as “stability estab-
lished for liquidity”).

As future disruptions challenge cash
management policies and practices,
treasury professionals will need to ap-
ply lessons learned from the current dis-
ruption. “One of the biggest challenges
I’'ve dealt with in my treasury roles is
gaining a deep understanding of the
risk appetite of the organization I work
for,” says Angelini. “We all talk about
risk and how much risk we’re willing
to take, but do we truly know what that
means? I felt this way in 2008 as well.
During periods of extreme stress, you
might hear your CFO or CEO say, ‘Hey,
why isn’t our revolving credit facility
$500 million rather than $50 million?’

“When you have true insights into
worst-case scenarios, and how the
leadership team tends to respond in
these situations,” Angelini concludes,
“it gives you, as a treasurer, a better un-
derstanding of operational risks so that
you can do your best to provide insur-
ance against those risks. In those situa-
tions, you’re more likely to hear, ‘Wow,
it’s great that we had this credit facility
in place and that we had thought about
this in advance.’”

Eric Krell's work has appeared
previously in Treasury & Risk, as well
as Consulting Magazine. He is based
in Austin, TX.
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Assessing the Impact of the Fed'’s Interest Rate End Game
Scenario planning helps treasurers prepare corporate credit
facilities for future movement in rates. Here’s how to run the analysis.

The Importance of a Treasury Acquisition Strategy
6 steps for developing a framework to fold acquisitions into the
corporate treasury function.

A Total Rundown of Treasury Management System Costs
Best practices for quantifying TCO on prospective investments in
treasury technology.

Still Ignoring the Risks Inherent in Bank Deposits?
Smart treasurers are rethinking cash investment policies and
counterparty risk frameworks held over from the “too-big-to-fail” era.

Currencies in 2019: Expect the Unexpected
The top factors expected to impact currency markets in 2019—
and how to prepare for events you can't predict.

Incorporating Expectations into Hedging Decisions
How interest rate risk management should change in response to
inversion of the Treasuries yield curve.
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Treasury teams need to make sure their company is taking these
specific actions to bring payment processes into the digital age.
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