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Survey background

PwC Global Treasury Survey 2010

This year’s PwC Treasury Survey focuses on the impacts on the Treasury function stemmed from the global
financial crisis and economic downturn. How did treasurers face with the crisiso? Were they prepared? How is
the crisis going to shape the Treasury function? Which are the long-term lessons learnt?

+ NN
@ For the purposes of this presentation, the crisis has been defined as running from July 2007 until today

@The PwC Global Treasury Survey 2010 participants belong to all industry sectors with turnovers ranging from less than Eur 1 billion to over Eur 10 billion
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Survey background
Credit crunch and economic crisis

«“Credit crunch” refers to the liquidity squeeze which By the summer of 2008 commodity prices began to
precipitated the crisis and its inception can be back slide as the liquidity crisis turned into an economic
dated to July 2007. crisis.

*Credit Default Swap (CDS) spreads shot up to eTreasurers were not only coping with the problem of
unprecedented levels, sharpened by the subsequent accessing liquidity from the financial market, but
Lehman Brothers’ collapse in September 2008. realized their revenue streams were drying up too.

*For most treasurers this was the period when the <This period was accompanied by turbulent times on
availability of easy liquidity stopped abruptly, leading the FX markets, since previously stable currency
to the highest level ever of uncertainty. pairs began to swing wildly.

e Parallel, this was also the period of the run-up in
commodity prices.

Credit Default Swap evolutions since 1 January 2006 Normalised price evolutions since 1 January 2006 (03/01/2006 = 100)
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Treasury Survey key findings

Treasury Survey key findings
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v Changing dynamics in bank relationship management
v Keen focus on counterparty risk management

v More sophisticated cash management solutions

v" Diversified long term funding and covenant negotiation
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v Active approach to commodity risk management
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v Accounting: Help, hindrance or cause?
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Treasury Survey key findings

Treasury Organization

The survey sample brought together a representative cross
section of treasury function sizes and it shows that most treasuries
come from geographically dispersed businesses (covering ten or
more countries). (Figure 1)

Survey participants operate with an under-resourced treasuries
head office with an average head office of around 5 people (Figure
2)

Staffing levels at head office should reflect the growing
centralization and specialization seen as being needed to

manage the complexity of risks and regulations faced by

today’s treasury.

Many companies did not appear to give best practices the priority
they deserved, treasurers have experienced budgetary constrains
and the crisis has shown that the consequences of neglecting the
treasury function can be critical.

B Less than 3
| ERCRIY
B 11 to 50

[ More than 50

Figure 1: Activities in number of countries

k...

e 1tod4  5to8 91012 131020 21 to 50 above 50
W At corporate treasury [l At the business unitsfocal entities

Figure 2: Deployment of treasury staff

PwC view: Under-resourced treasuries had difficulty managing all risks adequately. High staffing levels at

head office are needed to manage the complexity of risks and regulations faced by today’s treasury. The key
challenge for treasury teams is to press the case for sufficient resources to implement best practices.
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Treasury Survey key findings

Changing dynamics in bank relationship management

The crisis has stressed one thing perhaps more than any
other: the importance of good bank relationships.

Nearly 80% of participants now believe that bank relationship
management is a high priority compared to the only 56% prior
to the crisis. (Figure 3)

After crisis

Before crisis

Figure 3: Importance of bank relationship management

Due to the need for funding and liquidity, Bank

Relationship Management became extremely important
during the crisis.

PricewaterhouseCoopers

The survey shows also that most treasurers now want a long
term relationship more than ever, but note that their banks
are moving to a more transactional focus. (Figure 4)

Treasurers are facing the particular dilemma of wanting to
place their business with a small selection of banks to help
secure funding on the one hand and diversify their banking
panel to reduce counterparty risk on the other.

It may be possible to have both to some extent, but this will
require more transparency and detailed monitoring (including
balanced scorecards) on both sides to ensure the

relationship stays mutually beneficial, and hence robust, in

the long run.
Figure 4: The relationship dilemma

The bank
relationship
treasurers want...

The approach
treasurers believe
banks would prefer

1
0 20 40 60 80 100%

B More transactional
M More long-term/portfolio

PwC view: Treasurers need to develop scorecards to measure
how much revenue/profit is made by the banks on the overall

relationship. This will allow them to develop a more transparent
and reciprocal relationship that highlights the mutual value
being created for both sides.
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Treasury Survey key findings

Keen focus on counterparty risk management

Counterparty Risk is not just about bank failure, but also about the chance that payments might be frozen or credit access dried
up. Treasurers have realized that banking counterparties do not necessarily need to collapse to withdraw funding and other
services.

Counterparty Risk gains in sophistication.
More than 80% of participants perceive it as either a medium or
high priority. Best practice is evolving in line with this sharper

During crisis _ focus. The credit rating monitoring has increased through more

Aftar crisis

earlier warning indicators such as CDS spread, equity prices
and bond yields. (Figure 5)

Before crisis

. . s . Credit limits have been defined using fair values and potential

o =0 40 &0 Ba 100% future exposure for financial investments and derivatives
Il Chack publizshad credit ratings

H Monitor aquity pricas
M Monitor bond vields
M Monitor CDS spread evoluticon
W Mot monitored
Crher

Figure 5: Approach to counterparty risk management

Monitoring is becoming more sophisticated Yes, banks can fail.. or drop out of your core list !!

Treasury Survey 2010
PricewaterhouseCoopers Slide 8



Treasury Survey key findings

More sophisticated cash management solutions

The Survey results show that during shortage of liquidity period, it After crisis _
is crucial to improve the visibility and control on the cash position.

Given this scenario, companies hence have to face with the Duting erisie _
optimization of the liquidity management. Liquidity structures,

which centralize available cash, will tend to be more global after

the crisis (41% after versus 28% before), highlighting the need for
visibility and control. (Figure 6)

Before crisiz

1
20 40 &0 a0 100%

[

In Italy cash pooling structure appears less sophlstlcat.e.d B Gicbal cash poolings) with & cross-currancy
compared to the European scenario; indeed the prevailing cash netional pooling on top

concentration structures are domestic, despite the post-crisis trend : E::i :J'lg;:hcgzl?r?; cash pooling(s)
towards a cross-border (at European level) of liquidity B In-country cash pooling
concentration and management. (Figure 7) M None

Figure 6: Liquidity structure in place

PwC view: Companies need to demand and
implement more sophisticated and global liquidity
lI solutions in order to improve visibility and control on

Bclgium Germany ltaly  Spain Switzerland UK CaSh

3.0

25
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B Liguidity structures in place across the group before crisis
B Liquidity structures in place across the group during crisis
W Liquidity structures in place across the group after crisis

Figure 7: Liquidity structure in place by country

1 domestic cash pooling; 2 European cash pooling; 3 global cash pooling
monocurrency ; 4 global cash pooling multicurrency;
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Treasury Survey key findings

Diversified long term funding and covenant negotiation

The Survey results show that for most companies funding
became more difficult, for some impossible. (Figure 8)

The pressure on the availability of funding has forced many
participants to focus more on diversifying their sources of
finance. This trend is expected to continue post-crisis. There has
been a definite move away from bank facilities towards bonds,
though this is happening gradually. (Figure 9)

40% of participants increased the amount of surplus cash to
help ease funding risks.

i

M Easier to obtain
M Remainad the sames
B More difficult to obtain funding

1 Impossible at any price

Figure 8: Availability of funding during the crisis

PwC view: it is important that companies weigh
up the costs against the availability of new

40 W Bt funding sources. Covenants became critical
. m After crisis and now more important.
Future best practice will therefore focus much
20 more closely on the detailed design of
o I covenants and better reporting compliance and
forecasted compliance under adverse scenarios
e I. o

Commercial  pank Bonds  Uncommitted Committed  Cther
paper loan credit facility credit facility
Figure 9: Sources of funding
Treasury Survey 2010
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Treasury Survey key findings

Focus on working capital management

The survey confirms that during the crisis the importance of After crisi
working capital rose significantly. Even post-crisis, more than 70%

of the respondents expect the importance of working capital During eriis _

management to remain high. (Figure 10)

The survey reveals also a patchwork of approaches to optimizing Before crisis
working capital; the redesign of internal processes is seen by

L 1 1 1 1 ]
0 20 40 &0 80 1002

participant as the main foundation for improved efficiency. _

The quick-win initiatives initiated during the crisis have now been ::'ggm

largely implemented and most participants are now moving on to a W Low

more integrated and enduring assessment and redesign of internal Figure 10: Importance of working capital management

processes. (Figure 11)

PwC view: Most treasurers are aware that best
practice working capital management comes from
foresight, planning and robust management
processes. Given the cross-functional nature of
working capital management, only a holistic

|
0 20 40 60 80 100%

. - assessment covering all areas will uncover
B e oy et oy e inefficiencies in the underlying processes. As the
W Other urgency of the crisis eases, now is the time to
critically re-assess these, and drive
improvements with one fully integrated approach.

Treasury Survey 2010
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Figure 11: improvement area for working capital management
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Treasury Survey key findings

Active approach to commodity risk management

80% of participants recognize that they have some form of The Italian companies reacted to the crisis in terms of
commodity exposure. The survey shows that standardized improvement in the commodity risk management, approaching
hedging techniques are insufficient to cope with the the level gained by the US and Switzerland. (Figure 13)
unprecedented market turbulence. 200 L Standardived
Many companies are then moving from a relatively 2 Active

) ) 3 Aggressive
standardized approach towards more active management.

Belglum Germany [ltaly Spain Switzerland UK

After crisis

B Before crisis M During crisis [ After crisis

B Standardised Figure 13: Sophistication of commodity risk management by country
W Active
SUEEE o PwC view: Benefits will be realized by
| | | | | | companies that are able to integrate
A B commodity risk management with traditional
gure 11: Importance of commodity risk management . : : o .
o 3 financial risk management activities while
The need for flexibility and specific staying close to the business. This will pave
functionality in capturing commodity . . .
exposures are considered by many to be = the way for the realization of key synergies

and would allow for effective and flexible
hedging strategies to be put in place to
simply rely on Excel sheets for the L e appropriately manage the risks posed by

beyond the capabilities of traditional TMS
and that companies consequently have to
either develop their own in-house system Or m excel shests

M Best-of-breed application 5
7 In-housa

management of these risks. (Figure 12)

volatile markets.

) Figure 12: Commodity risk management Treasury Survey 2010
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Treasury Survey key findings

Active approach to FX risk management

The survey confirms that the significant volatility across a large

number of currency pairs during the recent years has led
treasurers to focus additional attention on FX risk
management. (Figure 14)

Increased volatility than is forcing many participants to explore
more active and/or longer term hedging strategies (Figure 15);

horizons increased with opportunistic hedging in some currencies,

however, others decreased horizons as business forecasts
became unstable. Larger companies focus is now on reducing
earnings volatility over several years.

PwC view: There is not always a right or
wrong approach to FX hedging. In our view,
what is important is to clearly identify the
hedging objective(s), then keep adapting the
hedging strategy to ongoing changes in the

business and to ensure that the parameters of
the strategy (types of exposures to hedge,
hedging horizon, types of hedging instruments,
etc.) remain in line with the company’s
business model and evolving management
objectives.

PricewaterhouseCoopers

N W High
W Low
L 1 1 1 1 1
0 20 40 &0 BO 100%
Figure 14: Importance of currency risk management
L 1 1 1 1 1
0 20 40 B0 80 100%
W Less than 2 months
B 2-12 months
B More than 12 months
[ Do not hedge

Figure 15: Time horizon for hedging currency exposure
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Treasury Survey key findings

Accounting: Help, hindrance or cause?

After crisis

The survey highlights that the swings and uncertainties seen in _
various markets during the crisis have encouraged a gradually
increasing number of participants to curtail the volatility in their During crisis _
financial statements through the use of hedge accounting. (Figure
16)

L

Befora crisis

The crisis has intensified the spotlight on financial risks and

D_
[
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therefore provided an extra incentive to use hedge accounting to o ves
help avoiding the potential shareholder unease caused by pure B No
accounting fluctuations in their income statement. Despite this, Figure 16: Hedge Accounting applied
accounting standards are still seen as too complex for many
companies; hedge accounting is more widely used by larger
corporate. (Figure 17)
Revenue size of company Applying hedge accounting
. . . . . Maore than €10 billion B81%
PwC view: The credit crisis has highlighted the &1 billion - £10 billiorn 0%
benefits of reporting fair value for financial Less than €1 billion 53%
InStl’umentS — and exposed |tS |ImltatI0nS Figure 17: Hedge accounting applied by size of participant

Reporting fair value, although imperfect,

remains the best available method for most
financial instruments. However, the desire to
expand the use of fair value needs to be
tempered until the method’s limitations are
fully understood.

Treasury Survey 2010
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The future: most promising developments

Top of Treasury’s agenda now

The survey underlines the importance of setting clear priorities
and smart management of resources. Top item on the Treasury
agenda are now:

- Funding: it is important to focus on how to manage funding
under a range of different scenarios. Treasurers will also be
looking at how to manage existing relationships more effectively,
while diversifying funding options and opportunities

-Cash management: investment in the redesign and
implementation of more efficient cash management structures
can pay dividends by making more cash available for use in the
business and reducing the need for borrowing. This involves a
combination of systems, organizational improvements and bank
account restructuring

- Technology and systems: despite their implementation being
generally complex and costly, new tools and technology are
essential in efficiently supporting almost all other areas of
improvement:

» Faster access to data via integrated platforms
* Ability to perform multiple scenarios efficiently

e Ability to upload real-time market feeds to effectively
measure exposures

« Ability to calculate potential future exposures
« Automate the increased visibility and control over cash

PricewaterhouseCoopers

g
Cash management NN
Mew tachnulcgy.-"systems _
Liquicity |
Financial
risk managsment _
Fx B
Improving risk
management policies -

Cash flow foracast [

Accounting [l
Global banking [l

0 20 40 B0 0%

Figure 18: Top of the treasury agenda today

Most of the steps needed to safeguard firms
from risks and losses are features of prevailing

best practice, rather than being particularly
innovative. So why weren'’t these
implemented?

Treasury Survey 2010
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The future: most promising developments

Future improvements

Participants look forward to improvements mainly in: cash

flow forecasting, working capital management, bank
relationship management, organizational structures.
(Figure 19)

Participants also anticipate an evolution in risk
management policies, which could well reflect the more
active approach. All of the identified improvement are to
be supported by developments in risk management tools
and technology.

According to the survey, it would appear also that once
treasurers have taken on board the lessons learnt about
funding during the crisis, they can resume their focus on
risk management and cash management.

Boards and treasurers themselves now realize that the
function needs to integrate with the business to really

understand and manage the financial risk dynamics of the

enterprise. (Figure 20)

Al
Bant etztizranip managerc [
swarting capital s |
Reviewing / Improving risk management policies |
In-nzuse anking
SIPT connzctivie
Paymert tactorics [
New techinalogy / systems [

1 ] 1 1 1 1 ]
] 10 20 20 40 =] 6%

Figure 19: Future improvements

rekmeanne R
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Fit management
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Figure 20: Where treasuries can add value in the next five years

Technology and processes in the form of in-house banks, payment factories and SWIFT connectivity are
seen as promising new areas, which should allow increased control, visibility and forecasting of cash.

The focus is also switching from cost reduction and risks within treasury, towards investment to better

understand the risks within the business.

PricewaterhouseCoopers
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The future: most promising developments

What did the crisis do for you?

"The Chinese use two brush strokes to
write the word ‘crisis’. One brush stroke
stands for danger; the other for
opportunity. In a crisis, be aware of the
danger-but recognize the opportunity.”

John F. Kennedy

The crisis has ensured the treasurers unprecedented attention
from board (80%) and business teams alike.

Treasury is perceived as adding value to the business although
this renewed recognition of its role is not always supported by
increases in budget which have remained mainly the same: less
than 20% of participants have been able to secure extra
resources as a result of the crisis.

Board's attention

Treasury ssen as
adding value

Businesa units
interest

Treasury Budget

|
0 20 40 &0 a0 100%
M Increased M Remained the same M Decreased

Figure 20: Impact of crisis on treasury team

The valuable contribution of the treasury function is now better understood, as are the

disastrous consequences if it fails — now is the time to secure investment in treasury!

PricewaterhouseCoopers
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