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How to weather the perfect storm?

A resilient Treasury keeps the boat steady
COVID-19 and the resulting financial crisis
has created a perfect storm for most
companies, and the Treasurer has a key
role to play in keeping the ship afloat. No
aspect of Treasury has been left unscathed:
funding and access to cash is needed
quickly, and exceptional market volatility
has cast a spotlight on hedging issues. The
most challenging aspect, perhaps more
so now than during any previous financial
crises, is that it is difficult to estimate when
this storm will be over.

Whilst promising vaccine trials start
emerging like a silver lining, new waves of
infections in key economies, and the lasting
effects of the disastrous response to the
outbreak from the USA as the world’s
largest economy, still create concerns.
Despite the negative social and economic
impact, however, the pandemic has forced
a much faster pace of transformation and
agility. Treasurers have had to respond
very quickly to stabilise liquidity and

mitigate the impacts of market volatility. As
management pivots its mind-set from the
present to the future, Treasurers must now
focus on taking the right actions to ensure
a speedy recovery once the crisis starts
to fade. As harsh as the old adage “never
waste a good crisis” may sound, it would
certainly be a pity if we resume businessas-usual activities without leveraging the
tough lessons learnt during these difficult
months.
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Respond, recover, thrive
The crisis has presented a multitude of
challenges to Treasury’s cash management,
funding and hedging activities. This article
sets out the most common challenges
and explores the practical actions that
need to be taken, not only to respond to
these challenges quickly and appropriately,
but also to position Treasury for efficient
recovery and thus create a competitive
advantage that will allow the business to
manoeuvre itself into the best possible
position and thrive as soon as possible.
Cash management
Unfortunately, this is an area where
too many corporates have had a rude
awakening and realised that infrequent
Excel-based processes to aggregate bank
balances across numerous accounts
leaves the Treasurer incapable of accessing
cash quickly when needed. Without a
treasury management system and SWIFT
functionality that provide at least daily
visibility of cash across all accounts,
the Treasurer is looking for cash with
one eye patched closed. And without
an efficient in-house banking structure
with the appropriate sweeping / pooling
arrangements to centralise cash, the
Treasurer is grasping for cash with one
hand tied behind his / her back.
Not only do these inefficiencies result in
unnecessary bank fees, but they also do
not enable the Treasurer to optimise the
interest line. Moreover, during a crisis,
it results in higher funding costs as the
company will likely approach its lenders for
more funding than it actually needs.
Corporates who already have such
basic functionality in place, can then
further strengthen their cash positions
by investigating the repatriation of cash
from foreign operations not yet included
in existing cash pools. Domestic Treasury
Management Companies, intergroup
funding structures and settlement
processes are all mechanisms which can
be created or amended to enable the
required flow of funds between operations,
subject to the necessary tax and legal
considerations.
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A final consideration in terms of cash
preservation is counterparty risk. Although
large international banks are in a much
stronger capital and liquidity position than
during the 2007 / 2008 Global Financial
Crisis, smaller local banks’ capacity to
withstand the current crisis should be
evaluated, in particular where cash cannot
be repatriated from e.g. African countries
and is held with local banks.
Cash flow forecasting
Similar to cash management, cash flow
forecasting is also a process that too
often relies on manual, inaccurate and
time-consuming Excel-based processes. A
selection of cloud-based and on-premise
treasury management systems have
been available locally for many years, and
Treasuries without such basic functionality
have been on the back foot as it is critical
to have a clear view of expected cash flow
under such uncertain conditions.
Figure 1: Key components of cash flow
forecasting and scenario analysis
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Due to the uncertainty around the
economic recovery and the easing of
lockdown, scenario analysis continues to
be one of the Treasurer’s most powerful
tools. Not only is it important to update
short- and medium-term forecasts
regularly, based on latest expectations,
but it is also imperative to revisit all
existing assumptions and approaches to
forecasting – even at business unit level –

In as much as the
pandemic and resulting
financial crisis has
been a challenge
for Treasurers,
COVID-19 has been an
opportunity to truly
illustrate the strategic
role of Treasury to the
C-suite and the Board.
as these may not necessarily be valid under
current conditions. Models and systems –
as well as the internal processes to obtain
inputs from the various business units
– should enable quick turnaround times
such that the Treasurer can advise the
C-suite and Board on the risks and required
actions on a timely basis. The Treasurer
should also ensure that the C-suite and
Board understands the assumptions and
limitations inherent to the forecasting
approach.
The formulation of relevant stress
scenarios must be more than an
academic exercise. The Treasurer may
want to consider convening a crossfunctional working group consisting of
key representatives from e.g. Business,
Finance and Tax to formulate relevant
scenarios that incorporate varying depth,
severity and duration of lockdown rules
and the subsequent impact on financial
markets. This will determine the impact
on cash flows and existing covenants
under each scenario. Scenario formulation
should also consider factors such as
geographic and sector-specific factors,
business operations, suppliers, customers,
and other key stakeholders. This may
sound complex, but needn’t be – ‘analysis
paralysis’ should be avoided, as the key
objective is to formulate a practical and
explainable approach.

How to weather the perfect storm? A resilient Treasury keeps the boat steady.

Funding
Securing funding at favourable terms and
interest rates has been a key priority over
the last few months. Many Treasurers
have however found this challenging as
revenue and cash flow profiles have been
under pressure, and existing facilities have
reached their capacity. There are however
a number of actions Treasurers can take to
strengthen their negotiating position.
First and foremost, is to engage proactively with existing lenders to ensure
existing lines of credit remain available
and to explore additional options. Prior to
such discussions, it is important to review
existing banking and finance documents
and refresh the understanding of key
terms, covenants, headroom and cross
default triggers so as to obtain a clear
picture of the company’s funding needs.
Treasurers should also prepare cash flow
forecasts under various scenarios for
such discussions, and be able to speak
to measures already taken to preserve
cash in the short and medium term. It is
also critical to seek waivers of financial
covenants where necessary to avoid cross
defaults.
Secondly, building trust with lenders by
keeping them abreast of revenue and cash
flow performance will also count in the
Treasurer’s favour, and the relationship
with the bank can in turn be leveraged for
economic insights and analyses.
Thirdly, if additional funding is required,
incumbent lenders will of course be the
best starting point, but Treasurers may also

need to expand their network of banks
or financing sources to secure additional
lines of credit if their primary lenders reach
their credit limits. At this point, it may be
advantageous to consult with debt advisors
to obtain the best pricing and explore
innovative ways of carving out collateral to
support new financing.
One of the key lessons learnt from
the current liquidity squeeze is the
importance of maintaining a mix of
committed and uncommitted facilities.
The cost of uncommitted facilities may
seem unattractive during normal market
conditions, but should be weighed against
the implications of not having access to
such facilities when needed.
Hedging
The financial crisis has resulted in extreme
market volatility and produced historically
low interest rates, oil prices and a
weakened Rand. Even for companies with
well-defined hedging strategies, adverse
impacts have crept up in many instances
for various reasons.
Similar to cash flow forecasts, companies
relying on manual, inaccurate or delayed
Excel-based processes to obtain data from
various business units on FX (or other
risk) exposures are (at least partially) flying
blind. It is impossible for the Treasurer to
properly recognise offsets and effectively
hedge the resulting net profile without
clear sight of the actual exposures, or the
ability to revalue hedging instruments
on a regular basis. Such operational
inefficiencies result in unnecessary profit &
loss fluctuations and hedging costs. Once

Figure 2: COVID-19 has caused extreme volatility
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again, a treasury management system
with disciplined internal processes and
accountability for accuracy at business unit
level, are basic capabilities that should be in
place, even under normal circumstances.
However, losses from hedging activities
may arise even for companies with effective
processes. Due to the level and fluctuations
of market prices, existing hedges may
generate negative settlements and hence
become significant liability positions.
Treasurers may also find themselves in
an over-hedged position if actual FX or
commodity exposures turn out to be less
than forecasted as a result of reduced
business activities. It may therefore be an
opportune time to restructure hedges so
as to postpone or reduce cash outflows
and potentially take advantage of lower
prices. Such restructuring should be
undertaken with careful consideration
towards pricing, banks’ overall credit limits
and alignment between the hedge and the
underlying exposure profiles. The Treasurer
should also verify that the new hedging
structure will be suitable, or relatively easily
adjustable, under the various potential
scenarios as defined above and that
hedge effectiveness, and thus the ability
to hedge account (if relevant) will not be
compromised.
A final consideration is the hedging strategy
itself. Knee-jerk reactions may result in
unnecessary changes in the strategy.
Unless recent market volatility has exposed
weaknesses in the actual hedging strategy
(as opposed to weaknesses in operational
processes), companies should abide by the
strategy as documented in the Treasury
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Policy and approved by the Board. Where
open exposures are normally permitted, it
may be worthwhile to reduce open position
limits, at least temporarily.
Understanding risks yet to come –
moving from response to recovery
During the 2007 / 2008 Global Financial
Crisis, it was found that one risk often led
to another interdependent risk. In the
current hyper-connected global economy,
investors are beginning to understand
critical interdependent risks that could
be activated by the economic slowdown
stemming from COVID-19. As an example,
borrowing undertaken by governments
to provide stimulus could trigger national
debt defaults that cascade throughout
the financial system, especially in
emerging markets. Given the uncertainty
surrounding the depth and duration of
COVID-19 and the related economic impact,
we do not know what cascading risks will
emerge over time. Treasurers will need to
engage continuously in scenario planning
and discussions with front-line business
to identify which risks are most likely to
emerge and impact their company.
The potential failure of policy interventions
also remains an ever-present risk.
Governments and their central banks have
injected vast quantities of liquidity into
their respective economies to stimulate
demand. However, it is unclear whether
these actions will be sufficient to offset
rising unemployment, or to what extent
they will reignite consumer demand.
Furthermore, it is uncertain whether the
actions will be sufficient to instil confidence
in investors in such a timely way as to
restore credit and liquidity availability in the
market.

Soon, consideration will also need to be
given to political issues that are likely to
surface when stimulus measures are
unwound, and Treasurers will need to start
preparing for recovering interest rates,
commodity prices and exchange rates.
Also, those with foreign debt must remain
mindful that the FCA has again confirmed
the deadline for ending the use of Libor as
31 December 2021.
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In other words, as the storm begins to clear
and the dawn of economic recovery breaks,
Treasurers will first have to overcome a new
set of challenges before normality returns.
Finally - enabling Treasury to thrive
In as much as the pandemic and resulting
financial crisis has been a challenge
for Treasurers, COVID-19 has been
an opportunity to truly illustrate the
strategic role of Treasury to the C-suite
and the Board. As such, where treasurers
have previously found it challenging to
secure internal support and budget for
improvements to Treasury infrastructure,
the impact of the current crisis and
Treasury’s ability (or lack thereof) to
respond effectively, should certainly
strengthen the business case for such
improvements going forward.
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