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Audience

ACorporate or government treasury
professionals or other short-term investors?

MBanks?

£Others in the financial services industry?
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Agenda

Alntroduction

AThe liquidity crisis

Almpact on money fund industry

Alnvestment portals through the liquidity crisis

AOther portal benefits

ACommon portal misconceptions

ACase study: Technology efficiently improves diversification

AAppendix: Short-term investing best practices
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Introduction

AShort-term investing is a key Treasury function
APreserve principal and maintain liquidity
ADiversify

AMaximize return as a secondary objective
AMioney fund favorite w/ treasury investors
ATools for investing ie-web sites and portals

ALiquidity crisis changes the investing landscape
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Evolution of the Liquidity Crisis

AAug 2007 first signs of trouble develop when several extendible
liquidity note programs exercised extensions

AAround same time auctions failed with several auction rate issuers

AAsset backed commercial paper market in turmoil resulting from
sub prime fallout

AOverall deterioration in market conditions then caused liquidity
troubles with some Structured Investment Vehicles SIVs

ACertain enhanced cash funds begin to see fluctuations in NAV
AMass exodus from enhanced cash funds as shorterm investment
AQ1 2008 Auction failures widespread/ ARS market gone

ABear Stearnsi JP Morgan deal
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Evolution of the Liquidity Crisis

ASeptember2008 trouble escalates
ACollapse of Lehman had widespread impacts
AMarkets freeze

AReserve Primary Fund breaks the buck

Alnvestors panic and place heavy redemption pressure
on funds

APutnam and American Beacon freeze redemptions
AFederated deal
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Fed and Treasury Take Action

ATreasury money fund guarantee program
AFed brings liquidity to prime money funds

AFed lowers short-term rate to near zero
AUnlimited FDIC

ABank bailouts

AGovernment stimulus

AVhat 6s next ???
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Historical Perspective of Money Market Mutual Funds

AMoney Market Mutual funds governed by SEC 2a-7
Alndependent rating agencies/ AAA rating

AGoal is safety and liquidity first and yield is secondary
AThese funds managed to dollar in dollar out NAV

AHistorically prime money funds viewed as safe havens
with little due diligence by investors outside of looking to
2a-7, AAA, and yield

AOn | once in prior hist
buckdeCommunity Bamn@odr s

AExplosive growth in money funds to over 3.9 trillion by
mid 2009. More than 30% growth over 12 month period

ory
govV
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Crisis Impact on Money Funds

AMedia heightened fears by incorrectly reporting money
funds breaking the buck and improperly referring to
enhanced cash as money market

AReserve breaks buck and others freeze redemptions

AA couple dozen well known fund families reported
purchasing troubled securities from funds to protect NAV

AAlthough no guarantee of $1 NAV bailouts represent implicit
guarantee

ASimilar situation in 1994 with 20 families bailing out funds
plagued with Orange county debt & the one noted example of
Community Bankers breaking buck

9 © 2010 The Bank of New York Mellon Corporation, Proprietary & Conf BNY ME LLON



New SEC Regs for Money Funds

SEC responds and proposes significant changes to money fund
regulations

Investment Company Insitute (ICl) works with industry
leaders and white house working group

Changes proposed to address liquidity and credit risk and
create better transparency

Many proposals circulate. Some viewed as radical
SEC adopts first round of new regs Feb.2010

Implementation throughout 2010
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New SEC Regs for Money Funds

Liquidity Provisions

Formerly no minimum liquidity mandates
10% overnight, 30% weekly

llliquid securities

>limited to 5% (formerly 10%)

>1lliquid T more than 7 days to sell at carry

Suspension of redemptions

Purchases by affiliates

Know your investor
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New SEC Regs for Money Funds

Credit Provisions

A3% in second tier securities vs5%

ASecond tier maturing 45 days vs297

AStress testsi formerly no requirement

AShorter maturity

AWeighted Average Maturity (WAM) to 60 days from 90

AWeighted Average Life (WAL) 120 days. Formerly no
requirement

AMore stringent requirements on repo
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What does the future hold?

Industry generally supports new SEC regs

- Many providers already praticing certain
provisions

- Maybe another round of regs ahead

Rationalization of money fund providers

Impact on rating agencies

13 © 2010 The Bank of New York Mellon Corporation, Proprietary & Conf BNY MELLON



How did investors react through crisis?

AEXxit from enhanced cash funds/ ARS
AHeavy redemptions on funds then strong inflow
ANumerous inquiries into money fund holdings

AMany investors performed due diligence on their prime
funds. Major shift to treasury and govt funds

ASpreads between government/ treasury and prime widen
significantly. Treasuries to zero at times

ADiversification is king
Alnvestors want deep pocket parents

Alnvestors took advantage of money fund yields given fed
easing
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Current Investor Sentiment

Historically low rate environment causes some
outflow

Investors do still value diversification and liquidity of
funds

Investors returning to prime money funds
New money fund regulations welcomed

Appears money funds will emerge from crisis in favor
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he Use of Investment Portals Through Crisis
AFund neutral provider useful in providing unbiased
Information on money funds and market in general

Alnvestment portal provides prospectuses, fund fact sheets
and statements by fund families directly on portal

- Information on all families consolidated in one place
- Facilitates quick research on funds

Alnvestment portal provides mechanism to easily move to
funds investor is comfortable with and facilitates
diversification

ACompliance features and reporting on portal help investors
comply with policies and control risk
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Audience Question

The following best describes my investment
strategy:

Al typically invest with a money fund or broker over
the phone

Aindividual fund web -site

Al use a bank sweep as my primary investment
vehicle

Al currently invest using an investment portal
offering multiple fund families
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Modern Investment Portals 0 Investment Options

AWide variety of 2a-7 funds
ARelationship requirements could dictate fund choice

AOther fixed income securitiesd commercial paper
and other discount notes

ANew portals offer more extensive options

- Relative fluctuations in returns

- Selection may increase returns
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Modern Investment Portals @ International Capabillities

AMultinational organizations often have need to invest
In several currencies

Alnvestment portal offers funds denominated in USD,
Euro, Sterling, CAD

Alnternet based software facilitates access for those
abroad

ACustomized reporting shows respective individual
currencies or all currencies
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Modern Investment Portals 0 Information & Reporting

Aimportant given heightened focus on reporting and
controls

AConsolidation of information on one convenient
report

ACustomize to unique fiscal periods

ANot only accounting but performance analysis with
benchmarking, compliance, maturity schedule, etc.

AEmployee time efficiencies realized
ACompatibility with treasury workstations
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Straight Through Processing

A Investment portal promotes straight through processing (STP) from
client entry to provider systems

A Client enters trade via secure webbased portal

A Transaction flows through portal to provider back office where
completed seamlessly in automated fashion

A Subsequently trade information flows to client accounting platform
or treasury workstation via several automated methods

A Client initiated export from portal then upload to target platform

A Daily FTP transmission from portal provider received by target
platform

A Software bridge connecting portal to target platform real -time

A STP achieved by portal promotes efficiency, reduces the risk of
errors, and enhances SarbanesOxley compliance
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Modern Investment Portals @ Internal Controls

AFocus on SarbanesOxley and investment policy
compliance

Alnvestment portal may enhance controls

- Process consolidation of reporting

- Automated interfaces with accounting
- Customization of inventory to policy

- Pre-trade compliance

- Access restrictions/ segregation of duties
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The Role of the Investment Professional

AOnline investing most powerful when combined
with off -line expertise of investment professional

AOne on one proactive account coverage, notifying
clients with market opportunities

ADevising the appropriate strategy given your
Investment policy and time horizons

AHelping provide info and research
AMarket commentary
AEnhanced internal control over process
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Portals 9 Common Misconceptions

AViyth # 18 If | invest through a portal my
rel ati onship provider wo
business with them

ARealityd The better portals in the industry will
provide transparency

ACustomer should be given the choice between
omnibus or direct methods vs forced to one
approach
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Portals 9 Common Misconceptions

AMyth#281 f | use a portal |
consultation from an investment professional 0 i.e.-
the human element disappears

ARealityd Better portals will provide investment
advice and consultation to their clients off -line. The
best ones will assign a specific account rep. to serve
the customer
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Portals 9 Common Misconceptions

AVyth#301 wondt receive the
on my investments. There must be fees involved for
use of the portal

ARealityd While some portals do shave bps from the
Institutional yield and/or charge service fees, the
better ones do not

AThe right portal may increase your investment
returns

AThe portal model can be a win for the portal host,
the fund provider, and the customer
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Case Studyo Defense Co

Multi -billion dollar defense contractor

Operating cash recently expanded from $5600MM to approx.
$2 billion through recessionary environment

Formerly investing with 5 fund families directly
ARelationship considerations

AMultiple calls daily

Alnformation reporting a challenge

Considerable staff time invested in process and some reporting
errors noted

Cash buildup creates need for diversification
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Case Studyo Defense Co (cont.)

Modern treasury portal the solution

Company now invests in the same5 fund families on one
Integrated platform along with an additional 5 new families

AConfirmation and reporting consolidated
AValue added broker-dealer consultation
ARelationship reporting

ADiversification requirements met

The Result: Defense co streamlines process realizing efficiencies
equivalent to one FTE, achieves proper diversification and
Improves accuracy of reporting w/ consolidation
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Samp

le Trade Screen

HOME INFORM™ CONTACT pisciosures EITelnliNg

>

THE BANK OF NEW YORK MELLON Liquidity DIRECT™

Multiple Trades

» List of Accounts Username: , December 18, 2009
» Trade Your Account
Monsy Funds PASTE ¥YOUR TRADES BELOWY - First 100 will ke processed per request NO OF TRADES =0

Commercial Paper L Sccount = Fund Mo. Amount
Other Securities -

> Multiple Trades
> Money Transfer

Drawdown
Wirs
» Margin DIRECT

Terminaticn

> Portfolio Optimizer | || " | |

Exclusive Contral
» Reports
e 2l || || I\ |
Liguidity DIRECT m
» Fund Performance ‘ || || ” :
In the US call: C - |
1888 2814185
In Europe and Asia call:
0080010012020
Account No: I_Seleu;t an account ﬂ
Fund 1D: | ]
Type of Trade: I _:l
| SECURITIES |

Us= of this site signifies your sgreement to the T2oms of Uss.
© 20089, The Bank of New York Mellon Corporation, All Rights Reserved. | +Arenot FOIC Insured  « May LoseValue  + Are not Bank Guaranteed |
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Sample Report Page

>

/- https:/ /inform.bankofny.com/?service=Login - Liquidity DIRECT Reporting - Microsoft Internet Explorer provided by The Bank of N

REPORTS Liquidity DIRECTM
THE BANK OF NEW YORK MELLON
'Report Navigation [« J Table of Reports H Report Viewer “ Recurring Schedules Il Pending Schedules I
I Re?or.ts. EI ‘ Report Name «
g9 gl:_ ir:yol:lziszns Account Detail [ =] view ] [ @ Schedule ]
S inbox Accrued Income [ Elview | [ @ schedule |
Accrued Income_Relationship [ =] view ] [ 2 Schedule]
Fund Research Report [ =] view ] [ ® Schedule ]
Money Market Snaphot_Relationship [ gngw ] [ __Q‘,Sd'\ggule_ ]
Money Market Snapshot [ =] View ] [ ® Schedule ]
Monthly Statement [ Elvew | [ @ Schedue |
Portfolic Holdings [ =] view ] [ ® Schedule ]
Portfolic Holdings_Relationship [ =] view ] [ _® Schedule ]
Transaction History [ =] view ] [ ® Schedule ]
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Sample Account Detall
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