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Comments from Citi

Citi is very pleased to partner with the AFP in sponsoring the 2007 Liquidity Survey.

As a leading provider of liquidity and investment services to our global clients, we are particularly 
interested in current practices, challenges and future requirements for short-term investing.  We 
recognize that being an innovator requires paying close attention to the investor community, and 
addressing untapped needs these emerge. 

Some of the key challenges cited by survey respondents this year include difficulties in obtaining 
accurate cash forecasts; getting real-time information over global cash positions; consolidating cash 
across entities and geographies; and dealing with the disparate clearing and regulatory environments 
in which they operate.  

One of the underlying drivers of these challenges is the increasing trend towards globalization – indeed, 
40% of survey respondents report that they hold cash and cash equivalents outside of the U.S.  As com-
panies expand internationally and legal entities proliferate, often in emerging markets with complex 
regulations, optimizing return on cash and improving cash efficiency becomes increasingly difficult.

At Citi we have seen similar trends. As a result, our clients are looking for holistic cash management solu-
tions through an integrated set of capabilities that provide the key components of a global solution:

•	 Visualization – A consolidated view of global cash positions, including short-term investment 
and debt positions; real-time, actionable information on worldwide bank account positions.

•	 Mobilization – Domestic, regional, and global cash concentration and pooling capabilities sup-
porting central management and internal application of enterprise cash for maximum return.

•	 Optimization – Delivery of short-term investment options through a variety of channels 
including auto-investment sweeps, active investment desks, and a web-based portal providing 
online quotes, trade execution and auto-settlement.

We are confident that practitioners will benefit from the wider view of industry practices outlined in 
this survey, to either confirm their current approach or serve as a catalyst to advance their liquidity 
and investment programs. 

We look forward to your feedback on the 2007 AFP Liquidity Survey, as well as learning more about 
the needs, issues and challenges you face across the full spectrum of your treasury practice.

Sincerely,

Elyse Weiner
Managing Director
Head of Global Liquidity and Investments
Global Transaction Services
Citi
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2007 AFP Liquidity Survey

Introduction
In 2006, the Association for Financial Professionals (AFP) released its inaugural Liquidity 
Survey.  That report indicated that many organizations generated historically high levels of cash 
flow as the result of a sustained period of strong earnings growth. In addition, survey results 
pointed to a perceived dearth of opportunities for investing in new projects or acquisitions. 
Some cash-rich organizations were using their stockpile of cash to fuel a surge in share repur-
chases. Others continued to build cash levels while seeking long-term business opportunities 
to fuel organizational growth. A number of organizations in that study expected to maintain or 
grow their cash positions over the coming year. 

To improve the return on short-term investments, many organizations diversify their short-term 
portfolios beyond traditional vehicles such as bank deposits, treasury bills, money market funds 
and commercial paper. Other instruments that organizations commonly use include repurchase 
agreements, agency securities, Eurodollar deposits, asset-backed securities, auction-rate securities 
and variable rate demand notes. As organizations consider these new investments, it is critical that 
investment decisions be consistent with a written investment policy. Surprisingly, a significant 
number of organizations still do not have such a policy governing their investment activities. 

Against the background of this expanded use of non-traditional investment vehicles are re-
cent interpretations of what actually constitutes a cash equivalent and the resulting impact on 
an organization’s balance sheet.  The use of cash equivalents provides organizations with the 
ability to earn a greater rate of return on their cash positions.  However, moves by the major 
accounting firms and, more recently, the Financial Accounting Standards Board (FASB), have 
effectively eliminated the concept of cash equivalents.  The impact of this reinterpretation can 
be significant for many organizations because they may have debt or credit agreements or other 
contractual obligations which stipulate that they must maintain a certain level of cash and cash 
equivalents on their balance sheets.  As a result, the elimination of cash equivalents is forcing 
organizations to move their cash out of certain financial instruments permanently or to liqui-
date their cash equivalents position on a quarterly basis.

In May 2007, the Association for Financial Professionals conducted an updated Liquidity Sur-
vey to provide financial professionals with an understanding of how organizations are currently 
managing their short-term portfolios, and to measure the impact of the elimination of cash 
equivalents on their organizations. The survey was underwritten with the support of Citi. The 
449 responses to that survey are the basis of this report.
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Key Findings
Key findings of the 2007 AFP Liquidity Survey include:

•	 In May 2007, 36 percent of organizations held a larger U.S. cash and short-term equivalent 
balance than they carried six months earlier. 
-	 Eighteen percent of organizations carried a smaller cash and short-term equivalent balance 

compared to six months earlier, while 45 percent of organizations experienced no significant 
change in their short-term investment balances.  

-	 Twenty-six percent of organizations that have non-U.S. cash and short-term equivalent bal-
ances indicate that these balances have increased over the same six months.

•	 Twenty-seven percent of financial professionals expect their organizations to increase their 
U.S. short-term cash and equivalents balances over the next 12 months.  
-	 About a quarter of organizations expect to decrease their U.S. short-term balances over the 

next year while nearly half expect little significant change.  
-	 Sixty percent of organizations with balances of non-U.S. cash and short-term equivalents 

indicate that they intend to maintain these balances at current levels over the next year. 
•	 More than three-quarters of organizations have a written cash investment policy.
•	 Virtually all organizations permit the use of bank deposits and treasury bills as vehicles for 

short-term investments.  Overall, organizations’ policies allow for the use of an average of 6.4 
investment vehicles beyond bank deposits and treasury bills for their short-term investments.  
-	 Seventy-six percent of organizations permit the use of money market mutual funds, while 

69 percent of organizations permit the use of commercial paper.  
•	 Even if their investment policies allow for the use of a number of investment vehicles, most 

organizations remain conservative in the number of vehicles actually used.  On average, orga-
nizations use 2.7 investment vehicles for their cash and short-term equivalents balances.  
-	 Large organizations use an average of 2.9 vehicles compared to 2.5 for small organizations; 

net investors use an average of 3.3 vehicles compared to 2.1 vehicles for net borrowers.
•	 Organizations typically expect to earn up to an additional 25 basis points by investing in cash 

equivalents instead of cash investments.  
•	 Twenty-three percent of organizations use an electronic, multi-family trading portal to ex-

ecute at least some of their short-term investment transactions.  
-	 Organizations using trading portals move an average of 74 percent of their money market 

mutual fund holdings through the trading portal.  
•	 Two-thirds of financial professionals indicate that the greatest challenge they face when opti-

mizing their cash and short-term equivalents investing is obtaining accurate cash forecasts.
•	 One-third of organizations that invested in either auction-rate securities or variable rate 

demand notes reduced use of these investment vehicles after the major accounting firms ruled 
that these instruments were not “cash equivalents.” 
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Investment Policies
Many organizations increased their U.S. holdings of cash and short-term investment vehicles 
over the six-month period between November 2006 and May 2007.  During the same time 
period, fewer organizations increased their non-U.S. cash holdings.  In the cases of both U.S. 
and non-U.S. holdings, organizations were more likely to have maintained their current cash 
and cash equivalent balances than they had a year earlier.  

Thirty-six percent of organizations hold larger U.S. cash and short-term equivalent balances 
than they carried in late 2006. Eighteen percent are carrying smaller cash and short-term 
equivalent balances while 45 percent of organizations have experienced no significant change in 
their short-term investment balances. 

Net investors are more likely than net borrowers to have increased their U.S. cash holdings 
since late 2006 (40 percent versus 35 percent).  Further, organizations with non-investment 
grade credit ratings are more likely to currently hold more U.S. cash compared to those orga-
nizations with investment grade credit ratings (39 percent versus 37 percent) than they held in 
late 2006, although the differences are far less pronounced than they were a year ago.  

Twenty-six percent of organizations that have non-U.S. cash and short-term equivalent bal-
ances indicate that these balances increased over the six months between November 2006 and 
May 2007. Nearly two-thirds (65 percent) of these organizations indicate little significant 
change in their non-U.S. cash balances, while nine percent of organizations report smaller 
non-U.S. balances.

Change in Cash and Short-term Equivalents Balances Over the Past Six Months
(Percentage Distribution)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade	

  U.S.	 Much larger	 10%	 11%	 10%	 9%	 10%	 10%	 11%

	 Somewhat larger	 26	 29	 25	 26	 30	 27	 28

	 No significant change	 45	 41	 47	 47	 40	 45	 41

	 Somewhat smaller	 14	 14	 16	 12	 17	 14	 15

	 Much smaller	 4	 5	 3	 5	 3	 4	 5

   Non-U.S.	 Much larger	 4%	 2%	 5%	 3%	 3%	 3%	 3%

	 Somewhat larger	 22	 20	 23	 20	 22	 22	 20

	 No significant change	 65	 68	 63	 65	 70	 68	 66

	 Somewhat smaller	 7	 7	 7	 9	 4	 6	 8

	 Much smaller	 2	 3	 2	 3	 *	 1	 3
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Most organizations do not intend to stray from their strategy of holding onto cash in the near-
term.  Twenty-seven percent of financial professionals expect their organizations to increase 
their U.S. short-term cash and equivalents balances over the next 12 months.  About a quarter 
of organizations expect their organizations to decrease their U.S. short-term balances over the 
next year while nearly half expect little significant change.  Interestingly, the likelihood of orga-
nizations increasing their cash and short-term equivalents balances over the next year does not 
differ significantly by organization size, borrower versus investor status, or organization credit 
rating.  In the 2006 survey, smaller organizations (those with annual revenues below $1 billion) 
were more likely to expect to increase their cash and short-term equivalents balances than were 
larger ones, net investors, or those whose credit was rated below investment grade.

Organizations with balances of non-U.S. cash and short-term equivalents indicate that they 
intend to maintain these balances at current levels over the next year.  Twenty percent of these 
organizations expect their balances of cash and short-term equivalents to grow over the next 12 
months while another 20 percent expect these balances to decrease.   Sixty percent expect little 
change in their non-U.S. cash balances.

Expected Change in Cash and Short-term Equivalents Balances over the Next Year
(Percentage Distribution)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade	

   U.S.	 Larger	 27%	 29%	 28%	 27%	 28%	 27%	 30%

	 About the same	 49	 48	 48	 51	 45	 48	 45

	 Smaller	 24	 24	 24	 21	 27	 24	 25

  Non-U.S.	 Larger	 20%	 15%	 23%	 21%	 17%	 22%	 14%

	 About the same	 60	 65	 56	 59	 64	 61	 63

	 Smaller	 20	 20	 21	 21	 19	 17	 23

Written cash investment policies outline the acceptable investment vehicles and the percentage 
of an organization’s portfolio that may be invested with those vehicles, along with the maxi-
mum maturity allowed and the minimum credit rating necessary for each investment vehicle. 
Maintaining a written investment policy is considered a best practice and often is used as part 
of an organization’s efforts to comply with regulations under Sarbanes-Oxley.

Most organizations have a written document that defines their policies for short-term invest-
ments. Seventy-seven percent of organizations have a written document that outlines the orga-
nization’s policies on cash investments.  Large organizations, organizations that are net investors 
and those with investment grade credit ratings are most likely to have a written cash investment 
policy.  These findings are not significantly different than those found in the 2006 survey.
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Organizations with a Written Cash Investment Policy
(Percentage Distribution)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade	

    Has a written cash investment policy	 77%	 65%	 91%	 66%	 87%	 83%	 70%

    Does not have a written 
    cash investment policy	 23	 35	 9	 34	 13	 17	 30

Investment policies can change due to a variety of factors. Those factors can include changes in the 
financial condition of the organization, changes to the organization’s preferences regarding risk, 
changes to overall market conditions (e.g., rising or falling interest rates) and changes in the prefer-
ences of the Board of Directors or the audit firm.  Consequently, those organizations that have 
written investment policies review them to make sure the policies reflect any of those changes.

Two-thirds of organizations that have written cash investment policies review and update those 
policies on a regular basis.  Forty percent of organizations that have a written cash investment 
policy review and/or update the policies once a year.  Nine percent of organizations with writ-
ten investment policies review/update their policies even more frequently (as frequently as once 
a quarter), while 17 percent of such organizations update their cash investment policies every 
two to four years. A third of organizations with written cash investment policies do not update 
their policies on a regular basis.  Organizations that are net investors or whose credit is subject 
to investment grade ratings update their written cash investment policies more frequently than 
do other organizations.

Frequency of Review/Update of Cash Investment Policy
(Percentage Distribution)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade	

	 Once a quarter	 5%	 4%	 6%	 1%	 8%	 7%	 2%

	 Every 6 months	 4	 2	 4	 1	 5	 3	 4

	 Once a year	 40	 37	 44	 37	 47	 44	 39

	 Every 2-4 years	 17	 16	 18	 11	 21	 22	 10

	 Not on a regular basis	 34	 40	 29	 49	 19	 24	 46

Whether or not they have a written cash investment policy, most organizations have a list of 
permissible investment vehicles they can use for their short-term investment portfolios. Virtu-
ally all organizations permit the use of bank deposits and treasury bills as vehicles for short-term 
investments.  In addition, 76 percent of organizations permit the use of money market mutual 
funds, while 69 percent of organizations permit the use of commercial paper.  A majority of 
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organizations also permit investments in repurchase agreements and agency securities (57 and 
56 percent, respectively). On average, organizations are allowed 6.4 investment vehicles beyond 
bank deposits and treasury bills in their short-term investment portfolios.

Large organizations permit an average of 7.3 investment vehicles (in addition to bank deposits 
and treasury bills) for their short-term investments.  Large organizations are more likely than 
smaller ones to allow the use of:

•	 Eurodollar deposits (57 percent versus 26 percent);
•	 Municipal notes (48 percent versus 31 percent); 
•	 Asset-backed securities (42 percent versus 23 percent);
•	 Auction rate securities (40 percent versus 26 percent);
•	 Variable rate demand notes (33 percent versus 16 percent).

In addition, organizations that are net investors and those with investment grade credit ratings 
permit a greater number of investment vehicles than do those that are net borrowers and those 
with non-investment grade credit ratings.

Permissible Investment Vehicles per Organization’s Short-term Investment Policy 
in Addition to Bank Deposits and Treasury Bills

(Percent of Respondents)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade	

	 Money market mutual funds 	 76%	 70%	 85%	 76%	 82%	 82%	 75%

	 Commercial paper 	 69	 59	 81	 70	 73	 73	 69

	 Repurchase agreements 	 57	 53	 61	 59	 58	 60	 60

	 Agency securities 	 56	 49	 61	 48	 64	 61	 48

	 Eurodollar deposits 	 42	 26	 57	 45	 39	 41	 48

	 Municipal notes 	 38	 31	 48	 34	 45	 43	 37

	 Auction-rate securities 	 33	 26	 40	 29	 40	 35	 35

	 Asset-backed securities 	 33	 23	 42	 30	 37	 37	 28

	 Variable rate demand notes 	 25	 16	 33	 21	 31	 30	 20

	 Enhanced cash total return vehicles	 22	 16	 26	 22	 24	 24	 20

	 Separately managed accounts 	 20	 16	 23	 14	 24	 23	 14

	 Mean number of permitted 
	 investment vehicles*	 6.4	 5.5	 7.3	 6.1	 6.9	 6.8	 6.2

	 *- beyond bank deposits and treasury bills
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Cash investment policies frequently dictate the maximum proportion of an organization’s cash 
and short-term balances that can be placed in specific investment vehicles. Such policies are 
meant to provide an optimal level of diversification while limiting the impact of some more 
risky investment choices.  

At least two-thirds of organizations allow at least half of their cash and short-term equivalents bal-
ances to be placed in bank deposits, money market mutual funds, agency securities and treasury 
bills.  Conversely, nearly half of organizations limit the use of auction-rate securities and variable 
rate demand notes to less than a quarter of their cash balances.  Other investment vehicles in 
which many organizations cap the amount invested in their cash portfolio at 25 percent include 
enhanced cash total return vehicles, asset-backed securities, and repurchase agreements. 

Maximum Allowable Percentage of Short-Term Portfolio in Which the Organization 
Can Use Investment Vehicle per Short-term Investment Policy
(Percentage Distribution of Organizations Permitting Investment Vehicle)

		  1-24% 	 25-49%	 50% or
		  of Portfolio	 of Portfolio	 More of Portfolio

	 Auction-rate securities 	 47%	 15%	 39%

	 Variable rate demand notes 	 46	 19	 36

	 Enhanced cash total return vehicles	 43	 13	 45

	 Asset-backed securities 	 40	 19	 41

	 Repurchase agreements 	 40	 9	 52

	 Separately managed accounts 	 38	 15	 48

	 Municipal notes 	 36	 16	 48

	 Commercial paper 	 35	 22	 43

	 Eurodollar deposits 	 33	 12	 56

	 Bank deposits 	 25	 10	 65

	 Money market mutual funds 	 23	 11	 66

	 Treasury bills 	 20	 9	 71

	 Agency securities 	 18	 11	 71

Cash investment policies also stipulate the maximum maturity length and the minimum credit 
quality for each type of allowable investment vehicle.  For 54 percent of organizations, money 
market mutual funds have a maximum maturity of 90 days or less; 51 percent of organiza-
tions cap the maturity of repurchase agreements also at 90 days or less. Conversely, 54 percent 
of organizations allow separately managed accounts to have a maturity that extends beyond a 
year—suggesting that most organizations prefer to use outside management to handle their cash 
investments that use longer-term horizon investment vehicles.
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Maximum Maturity Allowed per Short-term Investment Policy
(Percentage Distribution of Organizations Permitting Investment Vehicle)

	 30 days	 31-90	 91-180	 181-365	 More than 		
	 or less 	 days	 days	 days	 a year

Money market mutual funds 	 36%	 18%	 10%	 20%	 16%

Repurchase agreements 	 33	 18	 10	 20	 19

Bank deposits 	 31	 14	 12	 23	 20

Eurodollar deposits 	 26	 19	 13	 25	 17

Enhanced cash total return vehicles	 23	 14	 15	 21	 27

Auction-rate securities 	 11	 37	 10	 19	 23

Variable rate demand notes 	 11	 36	 10	 13	 31

Commercial paper 	 11	 26	 18	 36	 9

Treasury bills 	 11	 16	 16	 26	 31

Separately managed accounts 	 11	 11	 6	 19	 54

Asset-backed securities 	 7	 16	 7	 25	 45

Agency securities 	 7	 13	 10	 21	 50

Municipal notes 	 6	 13	 8	 32	 42

Minimum Credit Quality Required per Short-term Investment Policy
(Percentage Distribution of Organizations Permitting Investment Vehicle)

	 AAA/Aaa	 AA/Aa	 A/A A-1	 BBB/Baa	 Not 		
	 A-1+, P-1 	 A-1+, P-1 	 P-1	 A-2, P-2 	 applicable

Money market mutual funds 	 43%	 15%	 24%	 7%	 12%

Agency securities 	 34	 10	 28	 7	 23

Auction-rate securities 	 31	 16	 38	 13	 1

Enhanced cash total return vehicles	 27	 16	 38	 6	 13

Repurchase agreements 	 25	 17	 37	 11	 10

Municipal notes 	 24	 17	 44	 14	 2

Commercial paper 	 23	 14	 49	 13	 2

Bank deposits 	 21	 17	 36	 8	 18

Asset-backed securities 	 19	 17	 51	 12	 1

Variable rate demand notes 	 18	 19	 48	 11	 3

Eurodollar deposits 	 17	 18	 46	 10	 9

Separately managed accounts 	 14	 16	 43	 10	 18
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Organizations place most of their short-term investment portfolios into investment vehicles 
that have very short maturity periods.  On average, three-quarters of all short-term investment 
holdings are invested in vehicles with maturity horizons of one month or less.  Another 15 per-
cent of short-term investments are held in instruments with maturity horizons of between 31 
and 90 days.  Organizations that are net investors and those whose credit ratings are investment 
grade tend to hold their short-term investments in instruments with longer maturity horizons.  
For example, “only” 68 percent of investment holdings of net investor organizations are held in 
instruments with maturity horizons of less than a month.

Most financial professionals expect their organizations to maintain their current percentage distri-
bution of their short-term investment portfolios in terms of maturity (69 percent) over the next 
year. A quarter of organizations expect to lengthen the average maturity of their short-term invest-
ment portfolios, while six percent expect to shorten the average maturity over the next year.

Average Maturity of Organization’s Short-term Investment Portfolio
(Percentage Distribution of Total Portfolio)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade

	 0-30 days	 74%	 74%	 74%	 82%	 68%	 72%	 79%

	 31-90 days	 15	 14	 14	 12	 16	 14	 15

	 91-364 days	 6	 6	 6	 4	 8	 7	 4

	 1 year or more	 5	 5	 5	 2	 7	 7	 2

	 Expectations for change in average maturity of holdings over next year	 			 

	 Lengthen	 25%	 24%	 26%	 22%	 29%	 28%	 20%

	 Keep the same	 69	 68	 69	 74	 63	 67	 72

	 Shorten	 6	 8	 5	 4	 8	 5	 8

Sixty-one percent of organizations expect a greater rate of return from their cash equivalents 
holdings than they earn from cash.  Thirty-seven percent expect to earn between one and 25 
basis points more from its cash equivalents investments while 17 percent expect their cash 
equivalents to earn an additional 26-50 basis points.  
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Organizations’ Rate of Return on Cash Equivalents Holdings 
versus Cash Investments

(Percentage Distribution)

			   All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
			   Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade
	

	 No difference b/n the 
	 two/Cash equivalents 
	 have a worse rate of return	 39%	 39%	 38%	 49%	 28%	 32%	 45%

	 The rate of return of the 
	 cash equivalents is 1-25 
	 basis points higher	 37	 29	 45	 31	 44	 43	 31

	 The rate of return of the cash 
	 equivalents is 26-50 basis 
	 points higher	 17	 24	 11	 14	 21	 19	 16

	 The rate of return of the cash 
	 equivalents is 51-75 basis 
	 points higher	 3	 2	 3	 3	 3	 3	 3

	 The rate of return of the cash 
	 equivalents is 76-100 basis 
	 points higher	 3	 3	 2	 2	 3	 3	 1

	 The rate of return of the cash 
	 equivalents is more than 100 
	 basis points higher	 1	 2	 1	 1	 2	 1	 3

While organizations may allow for a large number of investment vehicles for their cash and 
short-term equivalents, they tend to use only a few of these vehicles at any given time.  On aver-
age, organizations use 2.7 investment vehicles for their cash and short-term equivalents balances.  
Large organizations use an average of 2.9 vehicles compared to 2.5 for small organizations while 
net investors use an average of 3.3 vehicles compared to 2.1 vehicles for net borrowers. 

Organizations place nearly two-thirds of their cash and short-term equivalent balances among 
three investment vehicles: money market mutual funds, bank deposits, and commercial paper.  
Nearly 31 percent of cash and short-term equivalent balances are placed in money market 
mutual funds, while 27 percent are placed as bank deposits and nine percent are in commercial 
paper. Compared to last year, organizations appear to more likely use cash instruments (i.e., 
money market mutual funds and bank deposits) over other financial vehicles.

Smaller organizations, as well as those that are net borrowers and those with non-investment 
grade credit ratings, place a greater percentage of their cash and short-term equivalents in the 
bank.  Large organizations place less of their cash and short-term equivalents in bank deposits 
than do smaller organizations (16.8 percent versus 31.2 percent).  Net borrowers place nearly 
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a third of their short-term investment in the bank, while organizations with non-investment 
grade credit ratings place 34 percent of their short-term investments in bank deposits.

On the other end of the spectrum, large organizations, those that are net investors and those 
with investment grade credit ratings are greater users of commercial paper, auction rate secu-
rities, and separately managed accounts for their short-term investments. In addition, large 
organizations use money market mutual funds more than do smaller organizations.

Current Allocation of Organizations’ Short-term Investments
(Mean Distribution)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade

	 Money market mutual funds 	 30.9%	 24.2%	 32.4%	 33.8%	 29.6%	 30.9%	 33.9%

	 Bank deposits 	 27.1	 31.2	 16.8	 35.1	 17.7	 21.1	 34.3

	 Commercial paper 	 9.4	 5.7	 11.4	 8.1	 11.2	 10.6	 7.9

	 Repurchase agreements 	 6.3	 7.0	 3.4	 6.9	 5.5	 6.2	 6.5

	 Auction-rate securities 	 5.1	 3.6	 5.6	 1.7	 8.9	 5.3	 5.9

	 Eurodollar deposits 	 4.6	 2.9	 5.3	 4.5	 3.8	 1.2	 4.7

	 Separately managed accounts 	 3.4	 2.1	 4.2	 2.4	 4.7	 5.4	 *

	 Agency securities 	 3.2	 3.7	 1.7	 1.9	 3.9	 4.2	 *

	 Enhanced cash total return vehicles	 2.2	 1.2	 2.7	 1.8	 2.8	 2.8	 .9

	 Treasury bills 	 1.9	 1.9	 1.4	 1.6	 2.1	 1.9	 1.8

	 Variable rate demand notes 	 1.5	 1.3	 1.4	 .33	 2.7	 2.1	 *

	 Asset-backed securities 	 1.1	 1.0	 1.0	 1.0	 1.5	 1.5	 *

	 Municipal notes 	 1.1	 1.6	 *	 *	 2.0	 1.0	 *

	 Other 	 2.1	 1.5	 2.4	 1.0	 3.3	 2.9	 1.0

	 Mean number of vehicles used	 2.7	 2.5	 2.9	 2.1	 3.3	 3.0	 2.2
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Multi-Family Trading Portals
Organizations have the option of using an electronic, multi-family trading portal to execute short-
term investment transactions.  These portals provide organizations an opportunity to more easily 
facilitate transactions and compare investment choices.  In addition, trading portals can lower the 
costs associated with managing and administering an organization’s short-term investments.

Nearly a quarter of organizations use an electronic, multi-family trading portal to execute at 
least a portion of their short-term investment transactions.  Large organizations are more likely 
than smaller ones to use such a portal: a third of large organizations use a multi-family trading 
portal compared to just 14 percent of smaller organizations.  The usage of multi-family trading 
portals is virtually unchanged from a year ago.

Organizations’ Use of Electronic, Multi-family Trading Portals
to Execute Any of their Short-term Investment Transactions

(Percentage Distribution)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade

	 Organization uses an
	 electronic, multi-family
	 trading portal	 23%	 14%	 32%	 20%	 28%	 26%	 21%

	 Organization does not 
	 use an electronic, 
	 multi-family trading portal	 77	 86	 68	 80	 72	 74	 79

Organizations that use electronic multi-family trading portals use those portals to transact most 
of their money market fund transactions.  Those organizations using trading portals move an 
average of 74 percent of their money market mutual fund holdings through these portals.  

The use of multi-family trading portals is expected to remain at the same level or grow in the 
coming years.  Only four percent of organizations that use electronic multi-family trading 
portals expect their use of those portals to decrease over the next two years—suggesting overall 
satisfaction with the portals.  Seventy-three percent expect their use of electronic portals to 
remain the same while 23 percent expect use of electronic portals to increase over the next two 
years.  Respondents from large organizations—those with annual revenues greater than 
$1 billion—were more likely to indicate that their organizations will likely increase their use 
of electronic, multi-family trading portals than were respondents from smaller organizations 
(29 percent versus 15 percent).
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Percentage of Money Market Fund Holdings Run
Through an Electronic, Multi-family Trading Portals

(Organizations that Use Trading Portals)

		  All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
		  Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade

	 Percent of MMFs run 
	 through portal	 74%	 87%	 68%	 75%	 73%	 71%	 76%

	 Expected change over next 24 months
	
	 Increase	 23%	 15%	 29%	 23%	 25%	 25%	 23%

	 About the same	 73	 82	 66	 71	 73	 72	 72

	 Decrease	 4	 3	 5	 6	 2	 3	 5

Goals and Challenges of Cash Strategies
Many organizations choose investment services providers to manage their short-term invest-
ments.  Those organizations that do use such services are most likely to select providers based 
on their desire to maximize the rate of return that they will earn.  Seventy-six of organizations 
focus closely on the yields offered by the investment service provider.   

Still, there are other factors that organizations consider when granting business to investment 
service providers.  For example, organizations consider various qualitative factors including 
the reputation of the provider (43 percent), the quality of the provider’s advice (25 percent), 
the breadth of product offered (20 percent), and the technology that is provided (20 percent).  
Organizations that are net investors have a greater tendency to focus on these qualitative factors 
than do net borrowers, looking particularly at reputation, advice provided and product breadth.  

In addition, some organizations are more likely to grant investment service business to finan-
cial institutions that already provide credit and cash management services to the organization.  
Fifty-seven percent of organizations give heavy weight to banks with which they have a credit 
relationship while 34 percent are more likely to grant investment service business to a cash 
management bank.  Organizations that are net borrowers are more likely to give credit-pro-
viding banks their investment service business.  A series of studies conducted by AFP between 
2002 and 2004 on credit access found similar trends of organizations giving preferential treat-
ment to financial institutions that provide credit and cash management services.
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Top Factors Organizations Consider in Selecting Investment Service Providers
(Percentage of Respondents—Respondent May Choose up to Three Selections)

			   All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
			   Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade

	 Yields Offered	 76%	 74%	 78%	 75%	 77%	 78%	 70%

	 Credit/Relationship provider	 57	 43	 65	 69	 43	 52	 59

	 Provider reputation	 43	 46	 40	 36	 49	 49	 34

	 Cash management bank	 34	 40	 28	 45	 24	 31	 40

	 Advice provided	 25	 32	 19	 17	 32	 26	 21

	 Product breadth	 20	 19	 21	 13	 26	 22	 17

	 Technology 
	 (e.g., investment portal)	 20	 16	 23	 16	 23	 21	 20

	 Other	 5	 5	 5	 4	 6	 3	 8

Organizations face a number of challenges when optimizing their short-term investments. 
Financial professionals indicate that the greatest challenge they face when optimizing their cash 
and short-term equivalents investing is obtaining accurate cash forecasts (67 percent).  Indeed, 
cash forecasting was consistently identified regardless of company size, whether the organization 
was a net borrower or investor, or the quality of the organization’s credit.  Forty-two percent of 
organizations indicate difficulty in getting real-time information on its cash holdings held in 
number of accounts and/or entities, while another 42 percent report complications resulting 
form the consolidation and mobilization of cash.  Thirty-nine percent of respondents cite the 
challenge of early cut-offs that prevent late-day transactions that would allow them to further 
enhance their cash investing strategy.  
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Challenges Organizations Face in Optimizing Investments 
(Domestically and Globally)

(Percentage of Respondents—Respondent May Choose up to Three Selections)

			   All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
			   Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 Grade	 Grade

	 Obtaining accurate 
	 cash forecasts	 67%	 69%	 64%	 67%	 66%	 66%	 66%

	 Getting real-time/intraday 
	 visibility over cash in
	 bank accounts	 42	 45	 39	 38	 46	 43	 40

	 Consolidating/mobilizing 
	 cash held in multiple 
	 entities/jurisdictions	 42	 36	 47	 45	 39	 39	 50

	 Late-day transactions	 39	 35	 42	 42	 36	 42	 33

	 Regulatory, tax or legal	 37	 39	 36	 33	 41	 39	 36

	 Availability of global
	 investment portal 
	 (for trading investments in 
	 multiple countries, currencies, etc.)	 11	 9	 13	 10	 13	 12	 10

	 Other	 6	 6	 7	 4	 9	 7	 6

Evolving Status of Cash Equivalents
As noted in the above table, 37 percent of financial professionals indicate that regulatory, tax 
and/or legal considerations challenge their ability to optimize their organizations’ cash and 
short-term investment strategies.  This is complicated further when the regulations and rules 
(and the interpretations of these regulations and rules) are dynamic in nature and may change 
from quarter to quarter.  

A recent example of this phenomenon is the concept of “short-term equivalents,” in which 
certain short-term investments could be reported in the cash account in both the Statement of 
Financial Position (i.e., balance sheet) and the Statement of Cash Flows.  This is particularly 
important for organizations that have debt or credit agreements or other contractual obligations 
that stipulate those organizations must maintain a certain level of cash and cash equivalents on 
their balance sheets.
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Contractual Obligations of Organizations to Maintain Certain Cash 
and Cash Equivalents on the Balance Sheet

(Percentage Distribution)

   All Revenues  Revenues  Net  Net Investment  Non-Investment   
   Responses <$1 billion >$1 billion Borrower Investor Grade Grade

 My organization does 
 have an agreements 
 or obligations 21% 25% 17% 20% 21% 23% 18%

 My organization does 
 not have an agreements 
 or obligations 79 75 83 80 79 77 82

In 2005, several major accounting fi rms required their clients to reclassify auction-rate securities 
(ARS) and variable rate demand notes (VRDN) as short-term securities from cash equivalents 
for purposes of presentation on the balance sheet and cash fl ow statement.  This reinterpreta-
tion of cash equivalents had an impact on organizations’ use of these investment vehicles. A 
third of organizations that were using either ARS or VRDNs reduced or eliminated their use of 
these investment vehicles.  Organizations that are net borrowers were even more likely to have 
reduced the use of these investment vehicles (42 percent) compared to those that are net inves-
tors (27 percent).

Organizations Reducing Holdings of Short-term Investment Vehicles
(Percentage Distribution of Organizations that Use or Have Used ARS or VRDNs)

   
  All Revenues  Revenues  Net  Net Investment  Non-Investment   
  Responses <$1 billion >$1 billion Borrower Investor Grade Grade

 My organization reduced 
 its holdings of ARS and/or 
 VRDN instruments 33% 22% 38% 42% 27% 30% 34%

 My organization did not 
 reduce its holdings of ARS 
 and/or VRDN instruments 67 78 62 58 73 70 66

The Financial Accounting Standards Board (FASB) voted at its March 21, 2007 meeting to 
remove all cash equivalents from the cash account and require that they become part of short-
term investments. This change affects the Statement of Financial Position (Balance Sheet) and 
the Statement of Cash Flows.  

Liquidity.indd   Sec1:316Liquidity.indd   Sec1:316 9/24/07   1:16:17 PM9/24/07   1:16:17 PM
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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)

			   All	 Revenues 	 Revenues 	 Net 	 Net	 Investment 	 Non-Investment 		
			   Responses	 <$1 billion	 >$1 billion	 Borrower	 Investor	 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	 7	 3	 8	 2	 3	 7

	 My organization will invest 
	 operating cash more heavily 
	 (but not exclusively) in cash 
	 instruments	 3	 1	 5	 3	 3	 2	 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	 7	 3	 5	 6	 6	 5
	
	 Other 	 3	 1	 4	 2	 3	 2	 4
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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)	 7

Energy (including utilities)	 7

Software/Technology	 6

Business services/Consulting	 6

Insurance	 5

Health services	 5

Government 	 5

Telecommunications/Media	 4

Real estate	 4

Transportation	 3

Construction	 3

Hospitality/Travel	 1
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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



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.

General Inquiries	 AFP@AFPonline.org

Web Site	 www.AFPonline.org

Phone	 301.907.2862

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.




