


While the FASB chose not to go into details about the definition of what “cash” would still in-
clude, the International Accounting Standards Board (IASB) document defines cash as currency
on hand and demand deposits with banks and other financial institutions. It also includes “other
kinds of accounts that have the general characteristics of demand deposits in that the customer
may deposit additional funds at any time and also effectively may withdraw funds at any time
without prior notice or penalty.” For some organizations, the impact of this decision could be
significant. Organizations that must retain a certain level of cash and cash equivalents on their
balance sheets to comply with debt covenants may have to renegotiate terms with their lenders
resulting from these changes in financial reporting.

Still, only months after this decision by the FASB, most organizations do not expect any significant
impact on their short-term investment strategy. Eighty-five percent of organizations expect little
change in their investment strategies. Five percent of organization plan to invest exclusively in cash
instruments while three percent will invest more heavily (but not exclusively) in cash. Another

five percent of organizations will continue to invest in cash equivalents but will liquidate them just
prior to the end of the quarter to remain in compliance with their lenders’ covenants.

The relatively small impact of the FASB decision measured in this survey is likely the result of
two major factors. First, many organizations do not currently face tight bank covenants on their
holdings of cash, either because they still hold adequate positions in cash or their bank covenants
are not too strict. Of course, as business conditions change, some of these organizations will be
affected more significantly by the elimination of cash equivalents. Second, because this liquid-
ity survey was conducted just weeks after the FASB decision, many organizations (and their
auditors) may not have fully analyzed the impact of this decision on their short-term investment
strategies. In many cases, organizations may decide to follow the strategy of liquidating cash
equivalents days prior to the end of the reporting period if they decide that they are negatively
impacted by the decision.
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FASB Ruling Affect on an Organization’s Investment of Surplus Operating Cash
(Percentage Distribution)

Al
Responses

Revenues
<$1 billion

Revenues
>$1 billion

Net
Borrower

Net
Investor

Investment  Non-Investment
Grade Grade

My organization expects

no impact resulting from

the decision to eliminate

the definition of cash

equivalents 85%

84%

85%

83%

86%

86% 82%

My organization will invest
operating cash exclusively in
cash instruments 5

My organization will invest
operating cash more heavily
(but not exclusively) in cash
instruments 3

My organization will continue
to invest operating cash in
cash equivalents and liquidate
those securities prior to the
end of the reporting period 5

Other 3
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Conclusions

In the six-month period between November 2006 and May 2007, most organizations increased
or maintained their U.S. cash and cash equivalents balances. Thirty-six percent of organiza-
tions increased their short-term holdings, while only 18 percent decreased their balances.

These findings are not dramatically different from those of AFP’s 2006 Liquidity Survey. In
addition, most organizations do not expect these balances to change significantly over the next
12 months. Twenty-seven percent of organizations expect their balances to increase, while 24
percent expect that they will decrease their cash and cash equivalents balances.

When investing their short-term cash, most organizations are guided by a written cash in-
vestment policy. However, one in five organizations does not have written rules that govern

its investment selection. The lack of an investment policy raises serious concerns about an
organization’s internal controls and potentially places those responsible for investing in such
an environment at risk of being challenged on the appropriateness of their decisions. Still,
those organizations that do have written investment policies update those policies on a regular
basis—typically at least once a year.

Most organizations are far less diversified than their investment policies allow. While the typical
organization is permitted to invest in more than six investment vehicles, it is currently using
fewer than three of the choices available. While bank deposits, money market funds, commer-
cial paper, repurchase agreements, and agency securities are all permitted in well over half of
organizations, only money market funds and bank deposits make up more than ten percent of
the average organization’s current investment allocation. Further, over the past year, organiza-
tions have moved a greater proportion of their short-term investment portfolios into either
bank deposits or money market mutual funds.

A quarter of organizations use an electronic, multi-family trading portal to execute some por-
tion of their money market fund transactions. Those that are using a portal direct most of their
money market fund volume through the portal. Organizations that are using these portals
continue to report high levels of satisfaction with these services.

Finally, financial professionals face a number of challenges when managing their organizations’
short-term investments—from the inability to get accurate timely cash forecasts to staying on
top of the latest regulatory and legal changes. An example of the latter is the recent rulings that
have modified and then eliminated cash equivalents, a result of which some organizations have
altered the short-term investment strategies.
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About the Survey

In May 2007, the Association for Financial Professionals conducted a 23-question survey on
strategies associated with the management of short-term investments. AFP sent surveys to
3,500 corporate practitioner members and received 361 responses. After adjusting for misde-
livered email, the response rate was 12 percent. An additional 88 responses were received from
corporate practitioners who are not AFP members. The combined 449 responses are the basis
of this report

The demographic profile of the survey respondents mirrors that of AFP’s membership. The
following table summarizes the characteristics of the survey respondents.

Industry Classification
(Percentage Distribution)

Manufacturing 21%

Retail (including wholesale/distribution) 13

Banking/Financial services 11

Non-profit (including education)

Energy (including utilities)

Software/Technology

Business services/Consulting

Insurance

Health services

Government

Telecommunications/Media

Real estate

Transportation
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Construction

—_

Hospitality/Travel
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Annual Revenues
(Percentage Distribution)

Under $50 million 12%
$50-99.9 million 4
$100-249.9 million 12
$250-499.9 million 11
$500-999.9 million 9
$1-4.9 billion 32
$5-9.9 billion 9
$10-20 billion 7
Over $20 billion 5
Median $1.3 billion
Ownership Type
(Percentage Distribution)
Publicly owned 45%
Privately held 38
Non-profit (non-for-profit) 10
Government (or government owned entity) 6

Organization Is a Net Borrower or a Net Investor
(Percentage Distribution)

Net borrower 47%

Net Investor 53
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Organization’s Credit Ratings
(Percentage Distribution)

Investment grade 67%

Non-investment grade 33

Organizations that Hold Cash and/or Short-term Equivalents Outside of the U.S.
(Percentage Distribution)

Hold cash/short-term equivalents outside of the U.S. 40%

Does not hold cash/ short-term equivalents outside of the U.S. 60
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AFP Research

AFP Research provides financial professionals with proprietary and timely research that drives
business performance. The AFP Research team is led by Director of Research and Data Standards,
Kevin A. Roth, PhD, who is joined by four research analysts. AFP Research also draws on the
knowledge of the Association’s members and its subject matter experts in areas that include bank
relationship management, risk management, payments, and financial accounting and reporting,.
Study reports on a variety of topics, including AFP’s annual compensation survey, are available online
at www.AFPOnline.org/research.

Association for
Financial Professionals®

About the Association for Financial Professionals

The Association for Financial Professionals (AFP) headquartered in Bethesda, Maryland,
supports more than 14,000 individual members from a wide range of industries throughout
all stages of their careers in various aspects of treasury and financial management. AFP is the
preferred resource for financial professionals for continuing education, financial tools and
publications, career development, certifications, research, representation to legislators and
regulators, and the development of industry standards.
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