
Citi's Online Academy

Effective Global Liquidity and Risk Management:
Global Visibility As A Key Step

June 2, 2010

10:00AM EST / 3:00 PM GMT

Strictly Private & Confidential



Introduction



Complexity of Risk Management Today

Source: McKinsey Quarterly, October 2009.

“Risk-assessment 
processes typically 

expose only the most 
direct threats facing a 
company and neglect 
indirect ones that can 

have an equal or 
greater impact.”

Company
Impact of risk on:
Productivity
Product/service 
performance
Cost structure
Finance

Supply Chain
Changes in input 
costs
Security of supply
Suppliers’ cost 
structures
Logistics costs
Tariffs

Customers
Changes in 
ability/ 
willingness to pay
Price sensitivity
Credit availability
Shift in buying 
patterns

Competition
Changes in competitive 
position vs competitors or 
substitutes
Cost difference
Relative product performance

Distribution
Changes in health 
or performance of 
distribution 
channels
Financial strength
Value vs alternative 
channels

Demographics

Pandemics

Commodity 
prices

Environment Economic 
growth

Public policy/ 
regulation

Technology

Financial 
markets

Hazards

Inflation

Foreign-
exchange 
rates

Geopolitical 
events

Risk 
Triggers

Tax
Currency controls
Banking regulations
Credit availability
Accounting rule changes 
(e.g., IFRS)

Treasury & Finance
Changes in risk profile
Counterparty risk
Liquidity risk
Settlement risk
Credit risk

McKinsey Quarterly, 
October 2009 

The spectrum of risks impacting the firm is wide-ranging and interdependent, highlighting the need for a 
disciplined process to prioritize management attention.



Trends in Risk Management

Why manage risk?
– Increased volatility and deregulation of financial 

markets
– Advances in information reporting and communication 

technology
– Increased complexity of financial products and use of 

derivatives

How is treasury impacted?
– Responsibility and accountability for risk management
– More attention internally and externally to the impact of 

poor risk management
– Increased disclosure of results of risk management 

program

Scope of risk management is 
becoming broader and 
extending from market risks to 
enterprise wide risks

Trends in Corporate Risk Management

Successful programs are 
embedded in the corporate 
culture, defined by a 
comprehensive risk policy
– Defines the relevant measures, 

process, and ownership internally
– Provides guidelines for external 

disclosure and communication

Risk management process is 
increasing in complexity and 
managed through an integrated 
portfolio approach

The focus on risk management has increased at all levels of the organization driven by volatility in external 
markets and increased disclosure of risk management results.



Identification of Risk Exposures

Old Way New Way Benefits

Reactive approach Proactive approach

– Manage the impact of changes in market 
rates and cash flows after they have 
happened

– Transaction exposure oriented

– Incorporates the uncertainty of 
future cash flows

Clear communication about probability 
and range of impacts

Creates a decision making framework

Allows for proactive assignment of risk 
profile

Silo’ed approach Integrated Approach

– Fragmented responsibility for risk 
identification

– Metrics and approach can vary widely 
between departments

– Centralized responsibility for 
aggregating risks and exposures

– Consistent methodology for 
measuring and managing risks

Permits the evaluation of 
interdependencies between risk 
elements

Reinforces risk management culture 
with the firm

Tactical approach Strategic Approach

– Short term time horizon – Longer, multi-year time horizon Integrates exposure identification and 
risk measurement into the planning 
and budgeting process

Best practices in identifying risk exposures consider the need to be proactive and anticipate potential 
impacts, understand the interdependencies between risks, and follow trends over a multi-year timeline.

The traditional approaches to risk management have given way to a new generation of tools and techniques that can 
produce more predictable results.



Risk Management Policy

Objective and Scope

Guidelines 
and limits

Organization, Control and Accounting

Defined terms and 
metrics

Hedging 
methodology

Lower WACC

Cash flow stability

Funding reliability

Lower required return for investors

The risk management policy is a comprehensive document that covers all aspects of risk management in 
the firm.  Successful execution supports superior financial results.

The most important part of the 
policy, forming the basis for 
all other sections

Definitions and formulas of 
risk measures

Quantifiable measures

Full or managed hedging 
strategy

Instruments 
and limits for 
the firm in 
total and by 
business unit

Roles and responsibilities

Internal reporting and 
escalation process

Accounting for unplanned 
events

Benefits:



Understanding Risk Exposures



Defining the Risk Metrics

External Impact Metrics

Foreign exchange exposures

Interest rate exposures

Commodity price sensitive revenues or 
expenses

Pension liabilities

Stock option plans

Economic cycles

Earnings metrics

Cash flow volatility

Shareholder value

Exposure to loss from credit default Marked-to-market value of financial 
instruments

Credit ratings

CDS spreads

Derived from assessment of market 
conditions, cash flow, working capital 
and access to credit

Implications derived, based on 
competitors, from relationships between 
access to credit, cash conversion cycle, 
working capital ratios, and balance sheet 
ratios

Market Risk

Counterparty and 
Credit Risk

Liquidity Risk

Each category of financial risk is an important element of the risk management policy, identified with the 
potential for external impacts and quantitative metrics that can be tracked over time.



Assessing Likelihood of Risk Exposures

Impact Drivers Probability

DriversProfit & Loss Statement Cash Flow Statement Balance Sheet +
Competitive pressures 

on revenue

Degree of operating 
leverage

Sensitivity to labor and 
raw materials costs

Interest rates

Tax rates

Profit margin

Credit quality of clients and 
vendors

Contract terms

Payment behavior

Interest rates

FX rates

Ratio of variable rate debt

Market valuation

Growth rates

Inventory valuation

Ratio of available and 
trapped cash

Efficiency of bank account 
structures

Economic cycle changes -
growth/decline

Industry concentration

Company financial 
strength

Regulatory changes

Volatility of FX and 
interest rates

Best results from the risk management program will be achieved by prioritizing attention on risks that could 
result in high impact to financial results under current external market conditions.

Risk prioritization

Visibility requirements
Source: Citi, 2010.

LOWMEDIUMHIGH



Linking Visibility with Risk Management

Source: Citi, 2010.

For each risk dimension, the risk management policy will include tangible and quantifiable metrics to track 
and measure results

Cash flow visibility . . .

Cash flow from 
Operations Cash Flow from Investing Cash Flow from Financing

Inflows Receivables
Interest income

Maturing investments
Capital market 
transactions

Outflows
Payments, e.g.

Vendors, payroll, 
tax

Capital expenditures

Cash and long term 
investments

Debt repayment

Interest expense

. . . Drives risk management effectiveness

Changes in market rates that increase expenses and 
reduce margins – OR – increase revenues and widen 
margins

Management decisions to reduce prices to maintain 
market share

Multi-currency exposures resulting in transaction and 
translation exposures

Changes in economic and competitive conditions that 
may change business volumes or pricing power

Resulting
in income statement 
and balance sheet 

predictability



Visibility



Managing Liquidity and Risk - Visibility 

“Step 1 is Visibility” – or is it?   Question should be “Will I be able to execute on the decisions 
I make and will my banking partners be able to execute my 
instructions in a timely manner?”

Selecting the right core banking partners
– Are they a worthy counter-party? Will they give me the breadth 

and depth of product offering, geographical footprint, ability to 
execute, etc..?

Leveraging the best of proprietary bank systems and bank agnostic 
solutions, such as Swift-net. 
– Do I have enough flexibility to change providers?  What is the 

financial standing of my 3rd party software vendors?

Mobilizing cash for transparency and efficiency
– Do I have the right access to information and balances I need to

make an informed decision, do I rely upon my subsidiaries for 
such information, am I able to execute on metric-based decisions 
in all locations?

Ensuring the right organizational construct is in place that will allow effective risk management

Choice of Partners

Choice of 
Connectivity

Choice of Structure



Managing Liquidity and Risk - Visibility 

Top Fundamentals around Visibility

Integrity – quality and timeliness of data 

Transparency - depth of standardized data

Holistic - Encompassing all cash, including forecasts, debt, investments, commodities, jurisdictions, etc.

Flexibility – satisfying multiple needs to customize ways of gathering and examining data for centralized 
decision making

Integration – within risk management processes, e.g. stress tests, to quickly evaluate impact and take 
action

Visibility, visibility, visibility

Theory is straightforward – reality is 
different…..

Visibility of cash balances is lower than for 
short term investments

Proportion of Balance Visibility

34%

21%

25%

13%

20%

23%

20%

41%

Cash balances

Short-term
Investments

<75% 75-94% 95-99% >99%



Market Risk – FX Exposure Example

Automate the aggregation 
of FX exposures
– Drill down by instrument 

and legal entity

Link information to the 
execution of FX deals

Align information to FX 
netting cycles

Mobilize liquidity using 
structures, e.g. multi-
currency pools, to minimize 
FX levels in certain 
currencies 

Forecast forward 
value commitments 
by currency

Effective management of foreign exchange exposures will lower the risk of volatility in the income statement 
and balance sheet from currency translation and transaction exposure.



Counterparty Risk
Diversification across counterparties will help manage the impact of the risk that a counterparty to an 
agreement will not live up to its contractual obligations

PriceWaterhouseCoopers study published in May 2010 indicates that 80% of treasurers are now 
actively engaged in managing counterparty risk, compared with fewer than 40% before the crisis 

Ability to view exposure by 
counterparty, with further drill 
down by instrument, currency, 
entity, and other criteria.

Customized dashboards and 
alerts empower the risk 
manager with a detailed pulse 
on exposure potential 
breaches in compliance



Liquidity Risk – Sovereign Risk example
Diversification across instrument types and issuers will help manage the potential for over-exposure to 
business activity  and investments in a country in political or financial turmoil.

Entity exposures and the instruments being held in 
a particular country are only one consideration

Other considerations may include:

Can funds be transferred? 
– To another entity? – intercompany restrictions?
– To another country? – government imposed or 

regulatory restrictions in moving funds offshore
– To another bank? – is there a structure in place, 

time to set-up, etc..
– Automatically? – do I have a physical pooling 

structure?

Can I measure the full extent of my counter-
party exposure?

− What are the portfolio holdings of my money 
market funds?

− How readily available is this information?  For 
example, online portal, access to Portfolio 
Manager, etc.



Summary

The spectrum of risks impacting the firm is wide-ranging and interdependent, highlighting 
the need for a disciplined process to prioritize management attention.

Best practices in identifying risk exposures consider the need to be proactive and anticipate 
potential impacts, understand the interdependencies between risks, and follow trends over 
a multi-year timeline.

Most importantly:
– Will I be able to execute on the decisions I make in a timely manner?
– Do I have the right partners in place to support me?
– Do I have sufficient visibility of exposures by counterparty, currency, country, instrument 

to minimize the impact of market events?

Visibility, visibility, visibility, visibility, visibility, visibility, visibility, visibility . . . . 



Questions and Answers

Today’s Presenters
– Cindy Gerhard cindy.gerhard@citi.com +1 (212) 816-4844 (New York)
– Steven Elms steven.elms@citi.com +44 (20) 7500-4038 (London)

Renminbi (RMB) Internationalization - The Birth of a Global Currency 

Wednesday, June 9th - 11.00am NY time and 4.00pm London time

Register at:

http://www.citigroup.com/transactionservices/home/corporations/calendar.jsp

Future Webinars
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efficiency, renewable energy & mitigation

In January 2007, Citi released a Climate Change Position Statement, the first US financial institution to do so. As a sustainability leader in the financial sector, Citi has taken concrete steps to address this important 
issue of climate change by: (a) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of alternative energy, clean technology, and other carbon-
emission reduction activities; (b) committing to reduce GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (c) purchasing more than 52,000 MWh of green (carbon neutral) power 
for our operations in 2006; (d) creating Sustainable Development Investments (SDI) that makes private equity investments in renewable energy and clean technologies; (e) providing lending and investing services to 
clients for renewable energy development and projects; (f) producing equity research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with 
a broad range of stakeholders on the issue of climate change to help advance understanding and solutions. 

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.
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