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Discussion Topics

A Current Market Trends and Reactions
A The Importance of Liquidity Management

A Adopting Best Practices
Adopting a Consistent and Dynamic Framework
Forecasting and Categorizing Cash Needs
Establishing Appropriate Investment Guidelines

A Global Treasury Best Practices
A Planning Ahead / Closing Remarks

AQ&A
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Recent Market Events and Trends

A Panic and loss of confidence on numerous fronts resulting in:

Severe dislocation in the credit market both domestically &
internationally

Extreme stock market volatility with huge declines due to company
performance, credit issues and/or liquidity needs

Debt capital market options are extremely limited with almost no bond
issuance and very low Commercial Paper market demand

Returns on cash severely reduced and in some cases non existent
Greater scrutiny by banks of all clients both corporate and Fl

Very recent financial numbers are offering a ray of hope

2010 SOUTHWEST TREASURY EXPO 2 J.PMOI‘gan



- CHALLENGES AND HELPFUL IDEAS

MANAGING GLOBAL LIQUIDITY

Recent Market Events and Trends T CFO Concerns

Organization in today6s credit challenged environm

priority. Best in class companies are able to free up valuable working capital to adequately meet their
short term funding needs:

1.

4
5
6.
.
8
9

Top Concerns of CFOs in 2010

Ability to forecast results Forecasting and
Working Capital are
the top internal
concerns for CFOs in
2010

orking-capital management

Maintaining morale/productivity during economic
downturn

. Balance-sheet weakness

. Cost of health care

Attracting and retaining qualified employees

. Supply-chain risk
. Managing IT systems

. Pension obligations

10.Protection of intellectual property

ifiWhen a company can champion its cash drive, the benefit goesalst

i mprovements can be reinvested to yield greater returns and

Source: The Hackett Groupi  REL 2009 Total Working Capital Survey
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Treasuryos

concer ns

Source of Funds Uses of Funds
Equity / Equity Linked Mergers & Acquisitions
Bank Market Share Buyback
Bond Issuance Debt Maturities
Securitization Dividend Payments

Committed Credit Facilities
- —

Common Challenges

Payable / Receivable

Decentralized, Geographical, Compartmental, local Vs. Central Management

Banking Arrangements

Local Banking Relationships, Multiple Bank Accounts and inefficient arrangements

Liquidity Management

Fragmented Cash positions, inefficient use of cash, inefficient tax structure

Visibility / Control

Poor visibility of accounts and balances, multiple banking interfaces
Disparate accounting systems and internal reporting platforms

Impact

Cash Velocity
DSO/DPO/DIOT CCC
Good value on funds

Internal Costs
Bank Charges/Fees

Cost of Funding
Investment Yield
Cash Yield

Debt level
Cash Utilization
Investment Control
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Recent Market Events and Trends T How Corporates Reacted

Re-evaluated investment portfolios and shifted to low risk investments

Investment terms became extremely short

Assets were being liquidated and businesses were turning to their reserves and
revolving credit facilities to hoard cash

Placed greater importance on internal liquidity and working capital processes

Treasurers began managing cash in a more strategic manner to ensure
adequate levels of liquidity
Greater focus was placed on international cash and Inter-company activity
to fill liquidity gap
Worked closely with Tax to develop means of accessing international cash
balances
Re-assess international liquidity structures to streamline flows of cash
Placed greater importance on visibility and control of global cash
Established liquidity thresholds and contingency plans
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Recent Market Events and Trends T How Corporates Reacted

People

A

> > >

>

ldentifying, hiring, retention of strategic leaders

Trimming of personnel and more demands made on those retained
Project management focus

International background, knowledge

Associates must be comfortable in fast-paced environment, adaptable to
change

Process and Efficiency

A

A

Continued migration from paper to electronic

Development of long term strategic plans for treasury, aligned with corporate
objectives

Transactional process improvement (i.e., Straight Thru Processing)
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Recent Market Events and Trends T How Corporates Reacted

Technology

A Increased integration with banking partners to automate payments and receipts

A Greater reliance on ERP systems and treasury workstations

Visibility and Control

A Automated view of domestic and global cash balances, leveraging multi-bank
reporting when required

>

Rationalizing / optimizing bank relationships and structures to improve and
streamline cash positions

A Adopting global standards across regions for internal process and audit for
better control
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Recent Market Events and Trends T How Corporates Reacted

Expanded Role of Treasury
A Control or strong influence over all aspects of working capital

A Increased responsibilities and oversight for risk management, including trade
finance and capital markets activities

>

Corporate strategic partner

Organization and Influence

)

Globalization and centralization of treasury and finance activities

)

Visibility and accountability for global accounts and bank relationships

)

Maj or stakeholder in al/l key corporate
Tabl eo
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MARKET EVENTS AND TRENDS

Recent Market Events and Trends T How Corporates Reacted

Risk Management and Mitigation

A

A

>

Managing more risk than before (including trade, fx, etc.)
Developing and executing plans to mitigate identified risks

Using technology and standardized processes to strengthen controls around
risk and exposure management

Re-evaluation of reliance on spreadsheets to provide meaningful and timely
information

Optimized Liquidity and Treasury Structures

A

>

>

Cash concentration / pooling to leverage cash and optimize returns

In-house banks, global treasury centers, payment factories, and shared service
centers

Outsourcing of investment management, reporting and other treasury functions

Inter-company netting and loan administration
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Recent Market Events and Trends T How Corporates Reacted

Global Liquidity

A

A

>

>

Continued concerns around counter-party risk

Consolidating the number of international banking relationships to key strategic
credit / global partners to mitigate counter party risk, while rationalizing the
need to maintain non-core relationships for overlap of day to day treasury
management

Treasurers and cash managers are becoming more strategic, since operating
cash has become more strategic i liquidity at adequate levels is as important
as yield in this environment

Expensive credit markets are placing greater focus on internal liquidity and
cash flow forecasting has become most critical

2010 SOUTHWEST TREASURY EXPO 10 J.P.Morgan



- CHALLENGES AND HELPFUL IDEAS

MANAGING GLOBAL LIQUIDITY

The Importance of Liquidity Management

Cash and Liquidity Management is one of the core elements of a successful Treasury
Management operation

One of the fundamentals of maintaining a strong balance sheet
A disciplined, conservative approach is imperative
A cost of doing business, not unlike insurance

Appropriate liquidity management should ensure that you have enough cash available
to meet all payment needs i expected or unexpected

Involves: forecasting, risk management, bank relationships, transparency,
communication, etc. - cash must be in the right place at the right time

Nothing worse than to discover you have a bad investment and, because of that,
the funds are no longer available!!

Ultimately, liquidity, or lack thereof, is the primary reason for most corporate
insolvencies
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Managing Liquidity, Working Capital, and Profitability

A

>

>

>

Liquidity and working capital managementis a
top priority for many clients as:

A Credit markets have dried up
A Need to source liquidity internally

Liquidity and working capital optimization
requires efficiency in underlying operational
processes

A Inefficient operations limits opportunities

A Process automation enables ROI decision
making

Buyer and supplier liquidity needs need to be
understood and balanced to ensure a stable
supply chain

Opportunity exists to derive a financial benefit
for every dollar of A/P spend

A Either cost reduction, early pay discount,
rebate on interchange, etc.

A The most successful companies have
converted their cost centers into profit
centers

2010 SOUTHWEST TREASURY EXPO 12
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A
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BEST PRACTICES IN GLOBAL LIQUIDITY AND WORKING CAPITAL MANAGEMENT

Best Practices on Global Liquidity and Working Capital

Global Liquidity

A Forecast and segment liquidity needs

A Establish appropriate investment guidelines
A Select investments appropriate for cash segments
A Maximize liquidity transparency and efficiency

A Establish efficient tools and analytics commensurate with stated exposures
A Clear organization accountability
Working Capital

A Build a foundation by streamlining underlying operational processes

A Utilize current methodologies to increase WC (such as Order-To-Pay, Single
Use Accounts and Supply Chain Finance solutions)
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Operational Enhancements

While Treasury is most often connected on the revenue side, coordination has been
less so with A/P and Procurement

Less concern over when suppliers are paid
Procurement has often been | eft to I ts ov
éedespite Days Payables Outstanding being

The financial crises has forced alignment between Treasury, Finance and
Procurement, resulting in:

Joint cash management goals

End-to-end strategies vs. one-off solutions

Treasury involved Iin Financeds i nvestment
Greater focus on A/ P6s and Procurementos

Segmentation of suppliers to tailor solutions geared towards minimizing
counter-party risk and maximizing returns
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Operational Enhancements - Paper/Manual Processing

Procure-to-Pay (P2P) Process

Sourcing Procurement

Order-to-Pay
Order-Invoice-Payment

Order Delivery Send Receive & Process & Transmit Resolve

(PO, ASN) Invoice Route Approve Payment Exceptions
1-3 days 4-7 days 10-50 days 2-10 days 4-7 days 10-50 days

30 - 120 Day Cycle

Payment Challenges: Invoice Challenges:

A 90% of payments made via check A 90% of invoices are paper based

A Suppliers lack full remittance A 50% invoices past due upon A/P receipt
A Suppliers call A/P for status A 15% of invoices have exceptions

A 67% of AP fraud from paper checks A 75% of discounts never realized

Automation needed to drive Operational and Working Capital Savings
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Best Practices on Global Liquidity and Working Capital

Cash Forecasting
A Develop cash flow analytics (receipts / disbursements)
By legal entity and geography
Use historical balance reporting data to develop trend analytics

Consider limitations / differences arising from currencies, time zones, other
local in-country processes (including tax and regulatory rules)

A Create time bucket progress from daily to weekly to monthly
A Continually revise based on latest information
Establish an open dialogue with key internal partners
A Stress assumptions for idiosyncratic and market risks
|dentify key drivers and dependencies of significant flows
Update periodically or more frequently as the environment changes
A'Establish a fiForecast vs actual o vari an:

Reconcile assumptions against reality
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Forecasting and Segmenting Cash Needs

The right amount of cash, in the right place, at the right time can only be achieved
with accurate, conservative cash forecasting

Develop a range of forecasts from daily to medium term (e.g. 6 months) to longer
term (e.g. 18 months plus) will allow you to identify a suitable cash position

Forecasting needs to be updated on a constant basis to reflect business and market
changes

Review for trouble spots such as stacked debt maturities

Factor in possible but unexpected demands; this should not vary with market
events

Stress test often and allow for the worst

Cash balances should be split into distinct segments:
Operating, Reserve, Strategic and Restricted Cash
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Cash Allocation

Reserve Cash
(horizon: daily/monthly)

Operating Cash

(horizon: daily)

S
[
[
Z
>,
=
=
>
=)
-l

A Demand deposit accounts A Money market deposit

. _ account
A Demand deposit accounts

with end-of-day sweeps A AAA-rated domestic and
international money

A Interest bearing demand e

deposit accounts (non-US)
A Certificate/Time Deposits

A Short tenor customized

Potential Solutions

2010 SOUTHWEST TREASURY EXPO

Strategic Cash
(horizon: longer term)

A Reserve Cash Solutions
plus

A Longer tenor customized
separately managed
accounts

A Fixed income securities?

A Bond funds?

18

Restricted Cash

A Demand deposit accounts
A Money market deposit account
A Private placement vehicles

A Customized separately managed
accounts

A Fixed income securities?

A AAA-rated offshore
USD and foreign
currency funds

A Multi currency interest program

JPMorgan
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Regulatory Considerations

Regulations can impact the location of accounts, what payments are possible,
and whether the account can be integrated into a liquidity management solution

Western Europe & Nordics generally have liberal regulations and accounts can
be centralized; sweeping & pooling are permitted (may be nuances).

Eastern Europe & Baltics generally are more regulated and often an in-country
account is required for tax reasons; liquidity management may not be allowed
(e.g. Russia, Ukraine).

Asia Pacificcan be divided into regulated countr.i
deregulated countries (see appendix)

Least regulated countries: Australia, Japan, Hong Kong, New Zealand,
Singapore

Medium regulated countries: Thailand, Philippines, Indonesia, Taiwan, South
Korea, Malaysia, Vietham

Highly regulated countries: China, India

North & Latin America also have regulations for local currency accounts. The
restrictions on USD accounts are less restrictive.

More regulated countries: Argentina, Brazil, Colombia, Bolivia, Peru
Less regulated countries: Canada, Mexico, Puerto Rico, Chile
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Best Practices on Global Liquidity and Working Capital

Establish Investment Guidelines

>

State objectives: Preservation of Principal

p>>)

Specify roles and responsibilities
List authorized investments

> >

Balance flexibility and control

>

|dentify risk tolerances
(aggregate and individual)

A Tenors
A Counterparties
A Complexity

Report investments and any
guideline breaches

>

>

Incorporate into firm-wide risk framework

>

Update with evolution business model

2010 SOUTHWEST TREASURY EXPO 20

Maturity/
Duration

Concentration/ Authorized

Diversification Investments
Safety &

Availability

Dealer/ Credit
Counterparty Quality
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Best Practices on Global Liquidity and Working Capital

Centralize Treasury Management
A Implement global information reporting

A Rationalize, analyze and consolidate accounts with global bank relationships,
using regional and local providers only where necessary

A Centralize liquidity management through a cash concentration structure
Consolidate cash to maximize investment or pay down debt

Realize savings through self-funding and reduce local overdraft /external
funding requirements

Centralize credit facility based on parent company credit standing

A Consider alternative tax effective structures

A'Stay current and take advantage of new
Europe
A Develop centralized Treasury policies and procedures
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