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This summary report includes highlights from the comprehensive
2018 AFP Payments Liquidity Survey Report. The complete
report comprising all findings and detailed analysis is exclusively
available to AFP members. Learn more about AFP membership.
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STATE STREET svvisoss

Dear Corporate Practitioner/Financial Professional:

State Street Global Advisors is proud of our continuing partnership with the AFP to sponsor
the 2018 Ligquidity Survey. This year’s survey marks the 13th annual examination of trends
affecting financial professionals’ cash management practices. The end of 2017 captured
business leaders’ optimism with a new presidential administration and the passing of the
Tax Cuts and Jobs Act, yet overwhelmingly financial professionals employed a ‘wait and see’
approach to cash investments.

Escalating tariff war, changing regulatory environment and consequences of a protectionist
trade policy are all wreaking havoc on commodity prices and causing concerns for U.S.
economic growth. Yet throughout, cash balances remain high, acting as a buffer against these
market uncertainties.

Regardless of which way the markets turn and what strategy and solutions you choose
to reach your goals, we are here to help. Our 40+ years serving institutional investors in
addressing their needs in the short term liquidity space underscores our commitment to
thought leadership, collaboration and client-centric innovation.

I hope you find the 2018 Liguidity Survey helpful to your organization as we continue to grow
as an industry. We look forward to working together with you for many years to come.

Sincerely,

Yeng Felipe Butler
Global Head of Cash Business

WWW.Ssga.com/cash
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Key Takeaways

Anticipated Changes as a Result of the
2017 Tax Cuts and Jobs Act

Five months after enactment of the Tax Cuts and
Jobs Act of 2017 (TCJA), 40 percent of survey
respondents continue to be uncertain about some
of its provisions and anticipate no changes in
spending at their companies. About one-fourth of
companies plans to pay down debt while 24 percent
plan to repatriate (or have already repatriated) their
off-shore funds. Of those organizations anticipating
repatriation as a result of the TCJA, repatriation has
already occurred at 27 percent of organizations; 70
percent of companies expect such repatriation to
happen within the next 12 months.

Objectives of Cash Investment Policy

Safety continues to be the primary short-

term investment objective for 65 percent of
organizations, slightly lower than the 67 percent
in last year’s survey. Thirty-one percent of survey
respondents indicate their organizations’ most
important cash objective is liquidity—higher than
the 30 percent reported in both 2017 and 2016,
and the largest share of survey respondents citing
liquidity as the primary investment objective since
2008 when AFP began tracking the importance of
organizations’ cash investment policies.

With safety and liquidity remaining the top

two investment objectives for companies, yield
continues to rank a distant third. This year’s
survey results reveal that four percent of survey
respondents cite yield as the most important
investment objective for their organizations.

Current Allocations

The typical organization currently maintains 49 percent
of its short-term investment portfolio in bank deposits.
This allocation is a four-percentage-point decrease
from 2017 and the smallest share since 2011.

The overall majority of organizations continue to
allocate a large share of their short-term investment
balances—an average of 75 percent—in safe and
liquid investment vehicles: bank deposits, money
market funds and Treasury securities. Money
market funds currently account for 19 percent of
organizations’ short-term investment portfolios, a
smaller share than the 21 percent reported in 2017
but larger than the 17 percent reported in 2016.
Government money market funds account for

13 percent of allocations, similar to the 14 percent
reported last year.

Shifts in Investment Mix

A majority of treasury and finance professionals
(59 percent) does not anticipate a change in the
investment mix of their companies’ short-term
investments as a result of either the Tax Cuts and
Jobs Act or any macroeconomic factors. Eleven
percent project there will be a shift in investment
mix and nearly one-third is unsure (31 percent).

The anticipated changes in investment mix are more
likely to be in Prime/Diversified money market funds
and Government/Treasury money market funds: 24
percent of survey respondents indicate they expect an
increase in each of these. About 20 percent anticipate
an increase in commercial paper and bank deposits.

SEC Ruling Money Market Reform

The SEC Reforms that took effect in October 2016
mandate that Prime money market funds now
operate with a floating net asset value (NAV) and
Government money market funds operate with a
stable NAV. In light of these reforms, 50 percent of
organizations do not have plans to resume investing
in Prime money market funds. Twenty-three percent
of treasury and finance professionals report that
the NAV will have to prove that it does not move
significantly before their organizations resume
investing in Prime money market funds. Another

23 percent would resume investing in Prime money
market funds if the spread between Prime and
Compelling investment is significant.
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Introduction

This year marks the 10th anniversary of the 2008 financial crisis. While much has remained the same in financial
markets in the wake of the crisis, regulatory reforms affecting money market funds and banks, continue to have
lasting impacts on organizations’ operating cash portfolios.

In early 2017, a new presidential administration and new Congress suggested significant changes were on the

way. During his campaign, President Trump promised a less-regulated and a more business-friendly environment.
Business leaders were optimistic; they appeared to want to begin spending their companies’ cash, raising employee
compensation and loosening their hold on short-term investments—decisions they had been reticent to make

for a while. As the year itself progressed, however, action on legislation and regulation that would have spurred
those decisions lagged. Lack of cohesion among government policy makers resulted in an environment mired in
uncertainty, and those decisions to deploy cash were put on hold.

In late 2017, the Tax Cuts and Jobs Act of 2017 (TCJA) was passed and signed into law. The TCJA was welcomed by
corporate leaders; indeed, one of the Act’s primary provisions lowered the corporate tax rate significantly. Again,
many anticipated this would encourage organizations to spend on capital investment, increase wages and bonuses,
and give the U.S. economy a boost. But soon after the TCJA was signed into law, the administration began floating
ideas of imposing tariffs on goods from other countries and geopolitical tensions with North Korea became more
intense—events that did little to loosen organizations’ purse strings. Results from the most recent survey on liquidity
by the Association for Financial Professionals® substantiate this: nearly 40 percent of survey respondents indicate
they prefer to take a “wait and see” approach and anticipate no changes in their organizations’ approach to cash
and short-term investment as a result of the new tax law. While some repatriation of off-shore funds has occurred
and will continue to do so, less than one-fourth of survey respondents reports repatriation of funds is on their
agenda. (Since the survey data was gathered, the U.S. Government has imposed strict tariffs on products from other
countries and made progress in negotiations with North Korea'’s leader in efforts to denuclearize the country. )

In addition, corporate treasury departments remain cautiously optimistic in their perception of Prime money market
funds. Transition to Prime funds has probably peaked for operating cash. The floating net asset value (NAV) is a deal
breaker for most organizations, and the threshold to consider moving back to Prime funds has not yet been reached
despite yield differentials compelling enough with NAVs not floating much and balances not increasing significantly.
Finance professionals also anticipate three interest-rate increases by the Federal Reserve in calendar year 2018 (at
the time this report was being written). Practitioners are keeping investment vehicle maturities short—less than 30
days—and are probably planning to take full advantage when interest rates do increase.

To examine current and emerging trends in organizations’ cash and short-term investment holdings, investment
policies and strategies, the Association for Financial Professionals® (AFP) conducted its 13th annual Liquidity Survey in
April 2018. The survey generated 637 responses which are the basis of this report. Results from this survey will provide
treasury and finance professionals with critical benchmarks on short-term investment holdings and strategies.

AFP thanks State Street Global Advisors (SSGA) for underwriting the 2018 AFP Liquidity Survey. The Research
Department of AFP designed the survey questionnaire, analyzed the survey results and produced the report and is
solely responsible for its content.
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Cash and Short-Term Investments/Securities

In early 2017, there were glimpses of optimism
among business leaders fueled by the promises of

a new presidential administration: less regulation,
lowering of the corporate tax rate and an overall
business-friendly environment. Organizations were
expected to loosen their purse-strings, thereby giving
the economy a long-awaited boost. This optimism
was, however, short-lived. Treasury and finance
professionals have yet to regain complete confidence
in the economy to alter their companies’ cash
management and short-term investment strategies.
There has been no apparent change in organizations’
spending, and despite the passage of tax reform
legislation in late 2017, provisions of the new law were
not enough to encourage organizations to begin
deploying their cash and short-term holdings.

Thirty-one percent of corporate practitioners report
an increase in their organizations’ cash holdings within
the U.S. in the past 12 months! Fifty-three percent
indicate no significant change and 16 percent report

a decrease. These results are comparable to those in
last year’s survey in which 32 percent of treasury and
finance professionals reported an increase in U.S. cash
holdings and 51 percent indicated cash balances had
not changed significantly.

Fifty-nine percent of respondents indicate that in
the past 12 months their organizations’ investments
outside the U.S. were unchanged—similar to the 56
percent reported last year. Twenty-seven percent
report an increase in cash and short-term balances,
close to the 29 percent reported in last year’s survey.

Change in Cash and Short-Term Balances Over the Past 12 Months: U.S. and Non-U.S. Cash Holdings

(Percentage Distribution of Organizations)

1%

Much Smaller . Much Larger
Somewhat
Smaller

Within Somewhat

the U.S. Larger
53%
No Significant
Change

From April 2017 to April 2018

8%

Much Larger

Much Smaller

Somewhat
Smaller
Outside Somewhat
the U.S. Larger
59%
No Significant
Change

Sixty-five percent of organizations hold some
amount of cash outside of the U.S.—slightly
more than the 60 percent reported last year.
The share increases to 80 percent for publicly
owned organizations; 38 percent of these
companies hold at least half of their cash
outside the U.S. Seventy percent of large
organizations—those with at least $1 billion in
annual revenue—hold cash outside the U.S.
compared to 52 percent of organizations with
annual revenue under $1 billion that do so.
These findings suggest that larger and publicly
owned companies are more likely to invest
outside the U.S. than are smaller ones.

Percent of Organizations’ Cash and Short-
Term Investments Currently Outside the U.S.
(Percentage Distribution of Organizations)

@ Zero percent

Less than 10 percent
@ 10-24 percent
25-49 percent
50-74 percent
@ At least 75 percent
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Drivers of Changes in Cash Holdings
over the Past Twelve Months

Changes in cash holdings are impacted by
various factors. Increased operating cash flow
appears to have played a significant role in
increasing cash holdings among organizations
in the past 12 months: 76 percent of survey
respondents report that it had either a significant
impact or some impact on the increase in

cash holdings at their organizations. Other
drivers contributing to increased cash holdings
at organizations include increased debt
outstanding/accessed debt markets (cited by 38
percent of survey respondents) followed closely
by decreased expenditures (37 percent) and
domestic political/regulatory risks (35 percent).

For those organizations that experienced
decreased cash holdings compared to 12 months
ago, the key reasons for reduced cash holdings
include:

— Increased capital expenditures
(cited by 49 percent of survey respondents)

— Paid back/retired debt (40 percent)

— Acquired company/subsidiary and/or
launched new operations (37 percent)

— Decreased operating cash flow (37 percent)

Impact of Drivers on the Increase in Organizations’ Cash Holdings in the Past 12 Months
(Percent of Organizations)
Significant/Some Impact

Increased operating cash flow

Increased debt outstanding/Accessed debt markets

Decreased capital expenditures _ 37%
Domestic political/regulatory risks

(e.g., U.S. Trade Policy, recently passed tax law)

Acquired company/subsidiary and/or launched new operations

Paid back/retired debt 30%

Global geopolitical risks (e.g., NAFTA, BREXIT) 16%

Impact of Drivers on the Decrease in Organizations’ Cash Holdings in the Past 12 Months
(Percent of Organizations)

Significant/Some Impact

49%

Increased capital expenditures

Paid back/retired debt

Decreased operating cash flow 37%

Acquired company/subsidiary and/or launched new operations

Increased share repurchases and dividends

7
| B2

Issued equity/went public

Company was acquired by private equity
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Expected Change in Cash Holdings in Expected Change in Cash and Short-Term Investment Balances over the Next 12 Months (within the U.S.)
the Next Twelve Months (Percentage Distribution of Organizations)

Over 60 percent of treasury and finance
professionals report that their organizations will
maintain current levels of cash balances within
the U.S. over the next 12 months. A larger share of
survey respondents indicates their organizations About the same

are likely to see cash balances increase over the the U.S. Smaller(-10 percent)

next 12 months rather than decrease: 25 percent

of respondents anticipate their organizations will

grow cash balances within the U.S. and 14 percent

expect their companies’ cash balances to contract.

In 2017, 59 percent of survey respondents reported

cash balances at their organizations would remain

unchanged Ov.er.the ensumg 12 months Wh.'le Expected Change in Cash and Short-Term Investment Balances over the Next 12 Months (outside the U.S.)
25 percent anticipated an increase. Two-thirds (Percentage Distribution of Organizations)

of organizations currently anticipate their cash

balances held outside the U.S. will be unchanged

while 14 percent expect an increase.

@ Larger (+10 percent)

() Larger (+10 percent)

tohl:-:‘tsdfjse: About the same

Smaller(-10 percent)
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Anticipated Drivers for Change in Cash
Holdings in the Next Twelve Months

Among those corporate practitioners whose
organizations will increase cash holdings in the
next 12 months, 79 percent expect that those
larger amounts of cash will be the direct result of
increased operating cash flow. Forty-one percent
expect their organizations' cash balances to grow
as a result of the recently passed tax bill in the
U.S. Thirty-eight percent of them expect their
organizations’ cash balances to increase as a
result of decreased capital expenditures, followed
closely by 37 percent who claim increased debt
outstanding/accessed debt markets is a driver for a
decrease in their holdings.

Fifty-four percent of treasury and finance
professionals who expect their organizations to
decrease cash holdings in the next 12 months
indicate this result will be primarily because of
increased capital expenditures. Another 41 percent
attribute it to decreased operating cash flow and
40 percent report that retiring debt will have
impacted their companies’ cash holdings.

Anticipated Impact of Drivers on the Increase in Organizations’ Cash Holdings in the Next 12 Months
(Percent of Organizations Anticipating an Increase in Cash Holdings in the Next 12 Months)

Significant/Some Impact

Increased operating cash flow

79%

Recently passed Tax Bill in the U.S.

Decreased capital expenditures

38%
Increased debt outstanding/Accessed debt markets

Paid back/retired debt

Acqguired company/subsidiary and/or launched new operations

30%
20%

Global geopolitical risks (e.g. NAFTA, BREXIT)

Anticipated Impact of Drivers on the Decrease in Organizations’ Cash Holdings in the Next 12 Months
(Percent of Organizations Anticipating a Decrease in Cash Holdings in the Next 12 Months)

Significant/Some Impact

54%

Increased capital expenditures

Decreased operating cash flow

Paid back/retired debt 40%

Acqguired company/subsidiary and/or launched new operations
Increased share repurchases and dividends
Issued equity/went public

B s
| BZ

Company was acquired by private equity
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Anticipated Changes as a Result of the
2017 Tax Cuts and Jobs Act

Late last year, President Trump signed the Tax
Cuts and Jobs Act of 2017 (TCJA) into law.

Most analysts consider this a big win for the
administration. The implications of this law

are many, and the law’s impacts will be felt
among both corporations and individuals. U.S.
corporations stand to benefit greatly. The TCJA
reduces the corporate tax rate from 35 percent
to 21 percent. Additionally, U.S. businesses will
no longer have to pay corporate tax on revenue
earned abroad, and repatriated corporate
income will be taxed at between 8.0 and 15.5
percent instead of 35 percent. Supporters of the
TCJA suggest that these tax cuts will encourage
organizations to invest in their businesses and
better compensate employees with higher
wages and bonuses, giving the entire U.S.
economy a boost.

Note that this 2018 AFP Liquidity Survey was
conducted five months after the enactment of

the TCJA. Still, 40 percent of survey respondents

continue to be uncertain about some of the
provisions of the TCJA and anticipate no
changes in their companies’ spending. Over half
of smaller organizations with annual revenue
less than $1 billion and those that are privately

held are more apprehensive about the impact of

the new tax law and anticipate minimal changes
in their investment and spending strategies. In

contrast, 32 percent of organizations with annual

revenue of at least $1 billion and 27 percent
of publicly owned ones are not planning any
changes as a result of the new tax law.

Changes Anticipated as a Result of Enactment
of the Tax Cuts and Jobs Act of 2017
(Percent of Organizations)

40%

Continue to be
uncertain and
anticipate no
changes as a result
of the Tax Bill

Pay down debt

24%
Repatriation of
off-shore funds

Increased capital expenditures

Increase in wages and bonuses

14%
Support share
repurchase program

8%

Increase in hiring

About one-fourth of companies plans to
pay down debt while 24 percent plan to
repatriate (or have already repatriated) their
off-shore funds. Of those organizations
anticipating repatriation as a result of the
TCJA, repatriation has already occurred

at 27 percent of organizations; 70 percent
of companies project such repatriation to
happen within the next 12 months.

Timing of Repatriation of Off-shore Funds
(Percentage Distribution of Organizations that
Plan to Repatriate/Repatriated Off-shore Funds)

3%

[ ) Repatriation has already occurred
Less than 6 months
6-12 months

More than 12 months
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Conclusion

Treasury and finance professionals continue to provide a layer of stability for their organizations’ cash
liquidity needs. Safety remains paramount, and domestic bank products continue to reign but their
dominance is expected to decline over the next 12 months with Eurodollar bank deposits offsetting the
decrease. Treasury and finance professionals also are inclined to invest their organizations’ cash and
short-term investments in vehicles other than bank products, with commercial paper, Government money
market funds, Treasury securities and Prime funds being the likely alternatives.

Cash balances are growing faster within the U.S. than outside the U.S. The rationale behind growing cash
balances is primarily to improve operating cash flow—a trend that is expected to continue over the next
12 months. At the same time, companies that decreased their cash flow over the past 12 months did so
for specific reasons: increased capital expenditures, paying back/retiring debt, acquisitions and increased
share repurchases. With cash balances increasing, organizations do not expect their investment
allocations to vary going forward.

Twenty-five percent of respondents to the 2018 AFP Liquidity Survey anticipate their organizations’
balances within the U.S. will increase over the next 12 months and 14 percent expect balances to decrease;
the remaining 61 percent believe those balances will be unchanged. Companies anticipate paying

down debt, spending more on capital expenditures and making acquisitions. Some of the uptick in cash
balances will likely result from interest-rate increases on balances held.

Since banks are playing a key role in organizations’ cash management, treasury and finance professionals
are choosing their organizations’ banks carefully. An organization’s relationship with its banks is the
primary determinant companies consider when choosing banking partners, followed by the credit quality
of a bank. The value placed in banks is highlighted by the large percentage of organizations that rely on
their banks to obtain operating cash and short-term investment holding information.

Cash is proving to be a buffer against uncertainty—especially with an escalating tariff war, a changing
regulatory environment and the unintended consequences of a protectionist trade policy that is wreaking
havoc on commodity prices and causing some concerns about future U.S. economic growth. More
importantly, uncertainty in the U.S. regulatory and trade environment has many concerned about future
business prospects; and consequently, cash balances will likely remain high.

e T IR RR T
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Will we see a difference in how cash and short-term investments are being managed a year from now?
That is a difficult question to answer. If financial leaders feel confident about the economic environment
they might begin to manage their cash and short-term investments differently and feel comfortable
taking some risks. With the Federal Reserve considering three more interest-rate increases in 2018,
organizations might want to focus more on yield and loosen their hold on safety of their investments.
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About the Survey Participants

In April 2018, the Association for Financial Annual Revenue (U.S. dollar) Net Borrower or Net Investor

Professionals® (AFP) conducted a survey on (Percentage Distribution of Organizations) (Percentage Distribution of Organizations)
current and emerging trends in organizations’ cash

and short-term investment holdings, investment Under $50 million - 4%

policies and strategies. AFP received 403 .

responses from its corporate practitioner members $50-99.9 milion

and an additional 23{1 responses were received $100-249.9 million - 7%

from corporate practitioners who are not AFP @ Net borrower
members. The combined 637 responses are the $250-499.9 million Net investor

basis of this report. .
$500-999.9 million

AFP thanks State Street Global Advisors for once .

again underwriting the annual AFP Liquidity $1-4.9 billion _ 38%
Survey. The survey questionnaire and report were $5-9.9 billion - 12%

produced by the Research Department of the
Association for Financial Professionals which is
solely responsible for the content of the report.
The demographic profile of the survey respondents
mirrors that of AFP’s membership. The following
tables summarize the characteristics of the

survey respondents where organization-level
demographics are provided.

e Organizations’ Credit Ratings
10-20 bill
$10-20 billion (Percentage Distribution of Organizations)

Over $20 billion 6%

@ Investment grade

Non-investment grade
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About the Survey Participants continued

Ownership Type
(Percentage Distribution of Organizations)

48% 1%

Publicly owned Privately held Non-profit ~ Government
(not-for- (or government
profit) owned entity)

Industry
(Percentage Distribution of Organizations)

ALL
Manufacturing 20%
Banking/Financial Services 10%
Health Care and Social Assistance 8%
Insurance 6%
Retail Trade 6%
Software/Technology 5%
Construction 4%
Energy 4%
Government 4%
Wholesale Distribution 4%
Utilities 4%
Education 3%
Hospitality/Travel/Food Services 3%
Non-profit (including education) 3%
Real Estate/Rental/Leasing 3%
Telecommunications/Media 3%
Transportation and Warehousing 3%

Agricultural, Forestry, Fishing & Hunting

1%

Administrative Support/Business Services/Consulting

1%

Mining

1%

Petroleum

1%

Professional/Scientific/Technical Services

1%
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ASSOCIATION FOR
FINANCIAL
PROFESSIONALS

AFP Research

AFP Research provides financial professionals with proprietary and timely research that drives business
performance. AFP Research 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. Studies report on a variety of topics, including AFP’s annual compensation survey,
are available online at www.AFPonline.org/research.

About AFP®

The Association for Financial Professionals (AFP) is the professional society committed to advancing the
success of its members and their organizations. AFP established and administers the Certified Treasury
Professional and Certified Corporate FP&A Professional credentials, which set standards of excellence

in finance. Each year, AFP hosts the largest networking conference worldwide for over 6,500 corporate
finance professionals.

4520 East-West Highway, Suite 800
Bethesda, MD 20814
T: +1301.907.2862 | F:+1301.907.2864

www.AFPonline.org


www.AFPonline.org/research

The newc
world calls
for areliable
guide

Our team keeps a sharp eye on shifting market
and regulatory forces.

! Wlth 40 years’ experience, we rank among e
‘the largest liquidity managers* and offer a full
spectrum of cash solutions. :

Safeguarding cash has never been so comple_jz'_
Let us guide you.

USCashClientService@ssga.com
+1.877.521.4083
ssga.com/cash

STATE STREET fovisoss

State Street Global Advisors, One Iron Street, Boston, MA 02210. T: +1 617 664 7727. The whole or any part of this work
may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without SSGAs express
written consent. Investing involves risk including the risk of loss of principal.

*Assets under management is $34619B as of 12/29/2017. © 2018 State Street Corporation. All Rights Reserved.
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