
















































































Financial risk management

Treasurers want—and need—to spend more time working with the business
to understand financial risks




Managing risk in a world of uncertainty

Financial risk management jumps into the spotlight during times
of geopolitical, market, and regulatory uncertainty. It requires
vision to plan ahead, capacity to analyse data with the business,
and agility to respond if problems emerge. This is a complex area
that lends itself to digital solutions and innovations. Treasurers,
collaborating within their organisations, can be on the leading
edge by implementing them.

Survey Highlights

Currency risk ranks third overall on the treasurer’s agenda, with a
special focus on emerging markets, and is also the most prevalent
financial risk managed. More than eight in 10 respondents—

85 percent—cited currency risk as a financial risk managed by
Treasury. Interest rate risk followed closely behind at 80 percent.

Counterparty credit risk management is rated of lower importance
at 49 percent, perhaps reflecting the passage of time since the
financial crisis. Of those who do monitor, the frequency of checks
varies widely. We advise that prudent risk management—and
diversification of risk—calls for having a well articulated and
ideally automated credit risk monitoring process in place before

it is needed.

Room for Improvement

While currency risk was seen as a top priority, respondents
indicated a desire to spend more time understanding their
organisations’ economic exposures. This would be time well
spent. The findings suggest that too much time is spent on
dealing with data accuracy, rather than working with the business
on the underlying economics and more structural exposures.

Further to that, many respondents indicated they were not
putting their hedge results back into the business, which creates
a disconnect with potentially unintended consequences. On a
scale of 0 to 10, Treasury teams awarded themselves a mediocre
grade of 6.48 on the amount of time they have available with the
business to understand foreign currency exposure.

Which risks are material and monitored
by your organisation?
Number of respondents: 194

Foreign currency

Interest rate

Credit—business/
commercial
counterparties

Credit—financial
counterparties

Country

Commodity price

85%

80%

50%

49%

43%

40%

1 out of 10

Time allocated to work with the business and
to understand economic exposures—FX risk

0: Not enough time to interact with the business
10: Enough time, fully collaborative approach

Targeting FX Risk with Technology

Companies are looking at technology to help improve the
foreign currency risk management process and to allow
them to spend more time collaborating with the business
to better understand exposures. When asked about the
leading areas of implementation for digital technologies,
respondents indicated that Exposure Forecasting/Analysis
was the leading use case for both Data Analytics and
Artificial Intelligence. After exposure analysis, RPA will
further automate deal execution.

Applying these technologies with a defined risk
management programme can enhance forecasting
accuracy by recognising trends and identifying exposures.
This knowledge empowers Treasury to better anticipate —
and mitigate—financial uncertainties.
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External risks impacting Treasury and hedging programmes today

Investors expect multinational companies to manage risks. Yet volatile markets, uncertain politics, and government regulation

point to four major concerns:

A Risk

b Our take

Emerging market risks

Geopolitical risks

Regulatory risks

Tax consequences

Emerging markets may be key for a company’s
growth but also come with economic challenges.
Hyperinflation, high interest rates, illiquid currencies,
and other problems may flare up. This increases

the costs of hedging, raising questions about its
economic justification.

No longer limited to emerging markets, geopolitical
uncertainty is now prevalent in established
economies. Increased protectionism has introduced
new uncertainties affecting interest rates, commodity
prices, and foreign currency rates.

Over-regulation is the top threat indicated in our
latest CEO survey. Regulations and sanctions can
create financial market barriers, increase the costs
of doing business in a country, including banking,
and can add burdensome red tape to Treasury’s
duty of managing liquidity and financial risk.

Managing liquidity and financial risk may trigger local
taxes and decrease the benefits sought by Treasury.
The OECD’s Base Erosion and Profit Shifting initiative
and U.S. tax reform are just two of the major shifts that
affect a treasurer’s intercompany and funding activity.

Consider other hedging levers, such as
changing currency of purchases/sales,
including contractual agreement to adjust
for inflation between the time of invoice and
payment, or identifying offsetting exposures.
Work with the business to understand the
elasticity of prices and how to influence
pricing decisions accordingly.

Treasury teams should pay increasing attention
to political risks and check in with the business
to discuss how to manage them, including
decisions on where to produce.

Closely follow regulatory issues and sanctions
in relevant regions, ensure access to local
knowledge, and invest in relationships with
financial service providers.

Treasury should partner with tax on cash,
hedging, and funding decisions, and take
action now to review operating and legal

structures in view of changes in tax rules.

2019 Top 10 threats for CEOs
PwC’s 22nd Annual Global CEO Survey
Number of respondents: 1,378
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*Note: 2019 was the first year CEOs were asked about “policy
uncertainty” and “trade conflicts”.

PwC’s CEO survey defined current threats to businesses—
many of which impact Treasury. Entering emerging markets
may be a strategic decision for the company, but this comes
with threats that may increase financial and operational

risk. With 51 percent of companies having foreign currency
exposures sitting at the country level, dealing in emerging
markets poses new challenges for Treasury to navigate.
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Spotlight: commodity risk
management

Hedging commodity exposures: an increased area

of focus for treasurers

Commodity price risk management programmes are gaining
attention due to market volatility and new accounting
standards, which allow for more hedging possibilities to
achieve the desired financial reporting outcomes. Among
companies that have commodity exposures, 20 percent do
not hedge today but are considering doing so in the future.

Large commodity users frequently manage this risk as a
partnership between Treasury and Procurement. While

37 percent of respondents have indicated Treasury’s
involvement in commodity hedging, 24 percent manage
such hedging under Procurement with no Treasury
involvement. Noting that some industries, such as airlines
and oil companies, rely on dedicated commodity risk teams,
Treasury often has the infrastructure, controls, and systems
in place to execute the hedges and manage the risk.

Despite the increased focus on commodity price risk
management, respondents still feel they are not dedicating
enough time to understand exposures. On a scale of
0-10, companies rated the amount of time they devote

to analysing commodity risk with the business as 5.98.

A closer look: 36 percent of North American companies say
they are considering hedging commodity risk in the future
(compared to 12 percent in Europe).

How is commodity price risk managed?
Number of respondents: 77

. Actively hedged by Treasury in
collaboration with Procurement

. Hedged/Managed by Procurement,
no involvement of Treasury

Not hedged today, but considering
to look into this for the future

. No instruments available to hedge risks

. Other

1 out of 10

Time allocated to work with the business and to understand
economic exposures—commodity price risk

0: Not enough time to interact with the business
10: Enough time, fully collaborative approach
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Spotlight on tax

Surprisingly low on the treasurer’s agenda is tax. Not only is

the public spotlight on fiscal matters, but fundamental changes
resulting from U.S. tax reform and the OECS’s Base Erosion and
Profit Shifting (BEPS) are materialising.

PwC believes the impact of tax considerations on overall Treasury
is critical for an organisation. Treasury operations worldwide are
affected by the tax environment, including:

¢ Pressure on internal funding structures due to decreased
effectiveness of current structures and limitations on tax
deductions for interest.

¢ Developments in the transfer pricing of intercompany debt tend
towards a view that subsidiaries’ debt should take as a starting
point the characteristics of debt in the group as a whole.

¢ Additional withholding taxes on cross-border payments,
arising from the BEPS initiative’s tightened criteria for tax
treaty exemptions.

¢ Ongoing effects of U.S. tax reform since January 1, 2018,
facilitating repatriation of cash by U.S.-headquartered groups.

* An increasing focus on any situations in which profits are
separated from key elements of operational substance
(i.e., people, premises, and functions).

e General tightening of financial regulatory and compliance
regimes worldwide.

Next steps
PwC'’s experience is that companies should prioritise:

¢ Understanding the effects of tax law change on Treasury
operations, and dealing with immediate concerns that may
create an increase in the effective tax rate.

¢ Monitoring and evaluating the ongoing implementation of
U.S. tax reform, BEPS, and EU laws.

¢ Recognising that, in the long term, Treasury strategies whose
fiscal effects depend on the use of legal entities with no
substance are unlikely to be effective.

¢ Planning for alignment of Treasury functions and key people
with a location whose combined fiscal, regulatory, and practical
consequences are acceptable and sustainable in the long term.

Conversely, companies which do not stay up to date on these
topics run increasing risks of an unexpected tax liability.

Want to learn more?

The team is ready to help you navigate the complexities that exist
at the intersection of tax and Treasury. Please reach out to your
PwC contact for more information and to learn how we can help.
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Concluding thoughts

s
ol
A message from Yann Umbricht

Thank you for exploring PwC’s Global
Treasury Benchmarking Survey. We hope
it has provided you with useful insights
into the current state of the Corporate
Treasury world and its likely evolution.

We would like to thank the 238 corporate respondents for the time
and effort they have invested in sharing with us the information
that is the basis for this study. We see this as a measure of the
trust and appreciation of our clients for the work that PwC’s 600
Treasury consultants across the globe deliver on a daily basis.

The responses gathered this year, combined with those of prior
editions of the survey, continue to extend an already sizeable data
set on Treasury best practices and metrics, which serves as a
basis for more detailed benchmarking. This data goes far beyond
some of the highlights included in this document and is used on

a daily basis by our consultants around the world in their work
with clients. We are indebted to this year’s survey respondents for
helping us to continue to enhance this extensive knowledge base.

Through this year’s results, it is clear that the digital world is rapidly
altering our ways of working. Digital Treasury is here today, and
Treasury functions are now tasked with building digital ecosystems
where new technology can help solve old and new problems alike.
Al, RPA, and a wide variety of Fintech solutions have found their
way into the Treasury space, while data continues to be unlocked
to help support real-time financial decisions.

Enabled by these emerging technologies, Treasury is moving

to a workforce of the future, defined by its ability to drive
transformation, minimise manual efforts, and maximise business
insight. The role of the Treasury team has shifted in parallel,
making strategic thinking, project and change management, and
digital capabilities the critical skills needed to help pave the path
to a more modern and digitised Treasury service.

While a predominant influence, the digital world cannot solve

all of Treasury’s problems. Ongoing changes to the global tax
environment, broader macroeconomic factors, and the impact of
sanctions continue to be a concern to treasurers. These stresses
have landed funding and currency risk as second and third on
the treasurer’s agenda, and continue to create challenges in cash
forecasting, cash management, and bank relationships.

In today’s complex environment, Treasury must keep a finger on
the pulse of the market ecosystem, work even more closely with
the business in ever-changing local markets, and establish a direct
partnership with tax to navigate key changes.

Beyond this, the prevalence of cybersecurity challenges and
increasingly regular payment fraud continue to be concerns for
the treasurer. These have the potential to cripple a company and
to undermine severely the Treasury function’s credibility. Treasury
has a central role in implementing preventive measures and
developing a disaster recovery plan to address exposures not only
within the function, but also across the organisation’s banking and
payment infrastructures.

Our survey findings show that to support the business in
addressing today’s challenges and to seize the tremendous
opportunity presented by new technologies, Treasury teams are
evolving in mindset and capability. When man and machine move
forward together, great progress can be made. It really does take
two to tango!
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About the survey

This year’s PwC Global Treasury Benchmarking Survey contains
responses from 238 companies, collected between September 2018
and May 2019. Survey participants were contacted by local Treasury
consultants across the PwC network.

The responses represent companies headquartered in 37 countries,
across 21 industries, with operations in an average of 30 countries.
The average revenue of a respondent was $10.3 billion.

PwC’s Corporate Treasury network combines a variety of
multidisciplinary backgrounds, including treasurers, bankers,
system developers, and management consultants. Our teams
have successfully implemented Treasury change for many leading
corporations and have an established track record of successful
solution-based project work.

We also offer a comprehensive variety of additional resources,
such as tax, accounting, regulatory, and digital specialists.

For more information, visit us at:
https://www.pwc.co.uk/services/audit-assurance/risk-
assurance/services/treasury-commodity.html

See our treasury and commodity blogs at:
https://pwc.blogs.com/finance_and_treasury/

Notes:
e Graphs displaying rankings of multiple items are based
on exponential scoring and receive a weighted score.
e Not all respondents answered all questions.
e Not all figures add up to 100%, as a result of rounding percentages.
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Contact us

Yann Umbricht David Stebbings Mark Crowhurst

Partner, Head of Treasury and Director, Head of Treasury Director, Head of Treasury
Commodity Group, PwC UK Advisory, PwC UK Financial Services, PwC UK

T: +44 (0)7801 179669 T: +44 (0)7801 180018 T: +44 (0)7738 313136

E: yann.umbricht@pwc.com E: david.stebbings@pwc.com E: mark.crowhurst@pwc.com
Sanjay Bibekar Chris Raftopoulos Rob Waddington

Director, Treasury Technology Director, Treasury Director, Treasury

Lead, PwC UK Assurance and Advisory, PwC UK Assurance and Advisory, PwC UK
T: +44 (0)7764 944319 T: +44 (0)7753 928134 T: +44 (0)7720 430125

E: sanjay.bibekar@pwc.com E: chris.raftopoulos@pwc.com E: robert.waddington@pwc.com

Please visit our treasury advisory & commodity management team page for additional contact information.

https://www.pwc.co.uk/services/audit-assurance/risk-assurance/services/treasury-commodity.html
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