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Kyriba is proud to be a continued supporter of AFP’s Treasury in Practice series, including this most
recent publication, Treasury Opportunities in Strategic Cash Forecasting.

The upheaval caused by the COVID-19 pandemic has led CFOs to prioritize strategic cash and
liquidity forecasting. This is a great opportunity for treasurers to be business partners to the
organization and directly impact enterprise liquidity decisions. Treasury teams are enabled with data,
processes and technology that have historically yielded accurate cash projections. Extending the
duration of treasury forecasting in collaboration with FP&A is a recipe for success to increase the
precision of six, nine, and twelve-month forecast projections.

This guide will explore the fundamentals of strategic cash forecasting, and how treasury can
collaborate cross-functionally with FP&A and other finance teams to plan for their organizations’
futures, including new thinking around how to unify data with APIs and harness data through business
and artificial intelligence tools. You will see that the full potential for treasury is just being realized.

Within this guide, you will find content related to:

¢ The different types of forecasting methods

* How forecasting has changed throughout the pandemic

* Ways that treasury can cooperate with FP&A to strengthen strategic forecasting
e Technologies that can improve the forecasting process.

Kyriba is a proud sponsor of the AFP Treasury in Practice series. We emlbrace our role in helping
treasury and finance teams across the world become better informed and prepared for technology
shifts and trends, as well as maximizing new opportunities to generate business value.

Best regards,

Bob Stark
Global Head of Market Strategy
Kyriba
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INTRODUCTION

With the upheaval in the global economy caused

first by the coronavirus pandemic lockdown and

then by the consequent supply chain crises, treasury
practitioners have spent a lot of time reviewing

their cash forecasts over the last two years. With
predictable cash flow patterns disrupted by these
crises, almost every company has had to be highly
focused on short-term cash flow and funding (on an
intraday basis at times) to remain liquid and solvent.
Initially, the aim was to understand the implications
of lockdown for their businesses. As the economy
started to bounce bank, the focus changed to that

of strengthening their working capital positions. The
importance of cash meant treasury played the central
role in developing these short-term forecasts. And, as

a result, having been under extreme pressure at times,

treasury has developed a very clear understanding of
how cash flows through their organization and where
any flexibility lies.

As companies now extend their planning horizons,
they will tend to rely on the longer-term forecasts
and budgets traditionally developed by FP&A. Yet,

CFOs who view long-term forecasting as solely the
preserve of FP&A will miss key information from the
insights and understanding developed by treasury
over the last couple of years. Best practice is for
treasury and FP&A to cooperate on forecasting, and
for good reason. Treasury has an understanding of
the dynamics of the cash flows and transactions that
underpin forecasts from the short- to the long-term.
As FP&A calculates the balance of the organization’s
fixed vs. variable cost base, treasury’s input can help
them to do so.

This guide explores how treasury can cooperate
with FP&A to strengthen the organization’s strategic
forecasting processes. It starts by outlining how
technology is changing the nature of forecasting as
treasury gains more visibility over cash flows and
positions. It then discusses how forecasting differs
according to the forecast horizons before outlining
ways in which treasury insight and engagement can
improve the quality of all forecasts and, consequently,
support clearer strategic decisions across the
organization.
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THE CHANGING NATURE OF FORECASTING

The practice of cash forecasting has changed
significantly over recent years, largely due to
technological advancements. At the heart of these
changes is the improved visibility treasury can now
attain over bank accounts and cash positions, even
in the most multinational of organizations. Bank
technology offers access to real-time information,
with treasury management systems and other
specialty software providing the ability to collate and
combine data from multiple sources quicker than ever
before. The other key change is the development of
machine learning tools that provide treasury with the
opportunity to identify patterns — and changes in
established patterns — that can be used to improve
the accuracy of the underlying data on which
forecasts are built.

Technology provides treasury with the opportunity

to automate much of the data collation and analysis
processes, meaning forecasts can be developed faster
and more accurately. Subsequently, earlier access to
more accurate forecasts means they have become
more valuable as a tool in corporate decision-making.

While technology has been evolving over a

number of years, the pressures of responding to
the pandemic resulted in treasury having a much
stronger understanding of the data that comprise
the forecasts. The forensic focus on cash in most
organizations means that treasury now has a much
clearer view of the dynamics of, and correlations
between, the various cash flows that make up the
forecasts. This enhanced knowledge can be used to
improve forecasting across all horizons to the benefit
of decision-making within the business.

All departments plan, receive actual results, adjust and
replan — and they are deploying more sophisticated
tools to do this. If done well, the opportunity exists

to connect these tools and allow updated forecasts
from one area to load into another, creating real-time
updates and improved connectedness. The buzzword
in FP&A circles is “xP&A”, or extended planning and
analysis, to recognize the spread of planning tools to
various departments within the enterprise.
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ELEMENTS OF
STRATEGIC CASH
FORECASTING

Companies develop a range of cash forecasts over
different time horizons, each of which is designed for
different purposes.

FORECASTING METHODS

For treasury, the core purpose of forecasting is
typically tactical in nature: to ensure the organization
has sufficient cash over the coming days and weeks
to meet its obligations. Treasury forecasts tend to
use the direct method of forecasting, i.e,, they are
built on operational cash receipts and disbursements.
When developed over a longer horizon, treasury
forecasts generally have a more strategic purpose,
whether that is to develop medium-term funding or
investment plans or to support a more efficient use
of working capital.

FP&A is generally more concerned with forecasts
and budgets, both for the current year and into the
future, with a focus on income statement items and
transferring them to the balance sheet and cash

flow statement. This is because FP&A is also the
corporate performance scorekeeper via P&L budgets
and forecasting for products, divisions, and individual
executives. FP&A typically relies more on the indirect
method of forecasting, i.e., building forecasts from an
existing cash flow statement and making adjustments
by calculating the sources and uses of cash over the
specified time period.

Treasure Focus FP&A Focus

+ Cashin/ Cash out + Earnings / Income
* Income Statement and Statement via accrual
Balance Sheet items (GAAP)
* Direct methodology * P&Ls at multiple levels
* Indirect methodology
for CF
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In theory, it should not matter whether a direct or
indirect method is used to develop a forecast; the
results should be the same. In practice, forecasts
prepared using the two methods will vary, largely
because of the uncertainty inherent in forecasting
and the different assumptions used to manage that
uncertainty. Although treasury and FP&A generally
work together to smooth any differences, there is a
strong argument for the two departments to work
even closer together as treasury continues to enhance
its understanding of operational cash flows and the
factors that influence them.

Short-term forecasts

Companies develop forecasts over various time
horizons to inform decision-making for different
purposes. Operationally, treasury needs to understand
the timing of cash flows to make provisions for

raising funds (or placing funds in investment), so

the business can continue to operate. The extreme
position is to identify the “burn rate,” or the speed at
which a business uses up its cash. It is usually start-up
businesses that are most concerned with the burn
rate, but many established organizations monitored
the rate during the 2020 lockdowns, as revenues
dried up or became uncertain due to supply chain
problems. Treasury’s focus on identifying ways to

reduce the burn rate was largely centered on reducing
costs wherever possible.

Developing a clearer view of the underlying cash flows
that constitute short-term forecasts can help treasury
make strategic decisions in the following areas:

¢ Working capital management. Monitoring cash
flows can help one to see when working capital
is tied up in inventory or accounts receivable. On
the payables side, how variable are the company’s
costs, and what steps can the company take to
change the ratio of fixed to variable costs (e.g., by
reviewing funding programs)?

¢ Supply chain management. How can the company
be more strategic about paying its suppliers? How
have patterns in short-term cash flows changed
over the last two years? What do these patterns
suggest about the robustness of the supply
chain, both upstream and downstream? What is
the best way of communicating any insights to
procurement, sales and the board to be able to
move towards a more robust business strategy?

¢ Short-term funding strategy. How much flexibility
does the company have? What are the cash flow
implications of funding strategies designed to
protect against the effect of rising interest rates?
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Case Study: Using Insights from Automated Forecasts

Along with many other companies, cash
forecasting became critically important for
Cenveo Worldwide Ltd. during the pandemic,
with Vice President, Treasury Services,
Benjamin Seal running up to 30 forecasts at
any one time. While forecasting has remained
important, with Seal still required to provide
forecasts on a weekly basis, the focus has
changed: now he is using the insights from a
newly automated set of forecasts to enhance
the business’ working capital efficiency.

The implementation of a treasury
management system (TMS) has allowed
Cenveo to replace its Excel forecasts with
an automated process. Instead of a tedious,
manual process that was difficult to adjust,
Seal now has access to a much more
responsive set of forecasts.

Powered by the TMS, Seal oversees multiple
forecasts, each modeling different inflation
scenarios, from 1% inflation up to 8%. The
company’s payments are routed through the
TMS, with data from any approved invoices
automatically updated in the forecasts.
Forecasts that used to take days, or even
weeks, to generate, can now be updated in
moments, making them a valuable tool to
support strategic decision-making in the
business.

Having saved over 100 hours a month by
adopting the TMS, Seal also has the time to
use insights from the forecast to improve
working capital efficiency and strengthen

the supply chain. One example is in vendor
management: with access to more detailed
information on individual vendors, Seal can
advise the business to migrate some vendors
from traditional payments to the company’s
purchase card scheme.

Seal is also looking at ways to optimize
payment efficiency. Instead of simply looking
through the prism of Cenveo’s cash position,
he is trying to identify “win-win” solutions
that benefit the company and its individual
suppliers. This involves a cost-benefit analysis
of all relevant factors, including the potential
benefits of payment discounts to both
parties and the cost and rebate structure of
purchase cards, before deciding on how to
treat each supplier.

Internally, treasury works with various
departments on a range of working capital
initiatives (e.g., A/R and A/P terms).
Treasury’s three financial forecast models
show how these changes affect DSO, DPO
and DIO, as well as their impact on the
statement of cash flows and free cash flow.

Treasury also coordinates with FP&A on the
forecasted budget and liquidity for the year.
Treasury and FP&A then hold monthly calls
with operations and sales to update the
forecasts based on more recently available
information. For example, notice of a price
increase in the paper market (Cenveo’s
number one raw material) will be fed into the
forecasts as soon as possible.

“Over the long term, treasury’s role is to
create an efficient capital structure to
meet strategic needs. FP&A can define
and quantify those needs to help align
the capital and operational plans.”

-Bryan Lapidus, Director, FP&A Practice, AFP
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Medium-term forecasts

Despite the uncertainty of the past couple of years,
forecasting in the short-term is always likely to be
most accurate, largely because the overwhelming
majority of cash flows are known, even if the

precise timing of committed receivables are not.
Medium-term forecasting is more difficult as it usually
describes the period beyond the current, established
payment terms, when payables and receivables are
largely forecasted from budgets or previous years’
data rather than contracted procurement and sales.

Over the medium term, some cash flows will be
known and predictable, such as loan repayments and
bondholder payments. Many more, from revenues

to tax remittances, remain uncertain as they are
dependent on economic activity. Developing medium-
term forecasts therefore depends on building out
from sales and procurement forecasts to understand
the expected physical transactions (e.g., raw material
costs, production costs, employment costs), and then
anticipating cash flows over the forthcoming three
months to a year.

Some organizations, notably those under strict
borrowing covenants, will be more attuned to
developing stronger medium-term forecasts, but they
may be developed on the basis of ratio analysis rather
than a strong confidence in actual cash flows. In other
words, it may be sufficient to simply understand the
relationship between customer orders, cash flow and
the key ratios or metrics in the covenants rather than
having the ability to predict the cash flows with a
specific degree of confidence.

Treasury’s clearer understanding of the nature of
the underlying cash flows, and the way they are
correlated, can help to bring more granularity to
medium-term forecasts. By understanding the
individual cash flows, treasury can work with FP&A
to develop more dynamic forecasts that can model
changes in the timing and quantity of cash flows.
For example, changes of a few days in DSO, whether
caused by shipment delays or weakening customer
credit, may not make much of a difference to the
end-of-month cash position, but it could increase
the company’s medium-term funding requirements.
Having an early warning of changing positions will
help the business, and treasury in particular, to plan
for the different circumstances.

“In the short-term, plans are in
motion and FP&A'’s role is limited
to reporting and readiness. In

the medium term, FP&A has
leverage to reallocate capital
and resources, to help move the
pieces across the board to their
greatest benefit. In the long
term, FP&A aligns the big bets of
capital investment and capability
building with strategy.”

-Bryan Lapidus, Director, FP&A Practice, AFP

Long-term forecasts

The purpose of long-term (i.e., typically for horizons of
over a year) cash forecasting is to support decisions
on capital allocation, long-term fundraising, and to
identify scope for mergers and other capital actions.
While the knowledge of individual cash flows does
play a part, especially in terms of decisions on funding
and capital raising, there are too many unknowns to
produce accurate cash position forecasts over longer
horizons.

Instead, treasury can add value by helping management
to understand the risks associated with different
business strategies. Over a longer period, companies
consider their capital structure (i.e, the balance
between debt and equity), and treasury can help to
model how different decisions can affect the flexibility
of a company’s funding strategy. For example, treasury
can help management appreciate how the capital
structure may affect the company’s ability to raise
emergency short-term financing should the need arise.
Treasury can also help management to understand how
different strategic decisions can affect the company’s
exposure to financial risk. This might be interest-rate
exposure, depending on the capital structure decisions,
or foreign-exchange exposure, if the company is
considering expanding its overseas production
facilities. Treasury’s input will help management to
achieve an acceptable balance between risk and
reward when setting business strategy.
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THE ROLE OF TREASURY

Treasury has a significant role to play: Not only does
it need to develop tactical forecasts, but it also has a

duty to develop and act upon strategic cash forecasts.

Treasury’s impact on strategic forecasting comes
from its ability to understand how cash flows through
the business and, critically, how different cash flows
correlate with each other.

In the current context, treasury can support the
business units by sharing insights from their scrutiny
of cash flows. Many of these will be to support the
more efficient management of working capital as
companies review their supply chains to improve
resilience. Treasury will also need to act on the areas
that affect the department directly, which could
include reviews of the following:

e The bank account structure. Central to any
improvement in forecasting is maximizing visibility
of cash. This can often be achieved by streamlining
the company’s bank account structure.

e Connectivity. Visibility requires that treasury
has access to information on as many company
accounts as possible, ideally via an automated
data feed. Treasury will also want access to intra-
company systems, such as the ERP system, and
other departments and business units within the
organization to help to populate the forecasts.

¢ Funding strategies, both short- and longer-term.
Wherever possible, treasury will want to align cash
outflows, including loan repayments, with expected
cash inflows to minimize the amount of short-term

borrowing required. Just as importantly, treasury
has to understand the scope of covenants imposed
by lenders so that any limits can be monitored.

¢ Financial risk management policy. Foreign
currency and interest-rate exposures both have
the potential to disrupt a cash forecast, so it is
critical to understand them and have a policy that
manages them within the company’s risk appetite.

For longer-term forecasts, FP&A is likely to have built
a model that translates operational budget items (e.g,,
expected production costs, sales revenues) into a
financial budget (i.e., the plan for financing company
operations, whether via retained cash, external
financing or a combination of the two). These budgets
are then combined to create expected financial
statements for the forecast period. Treasury’s role is to
show how its understanding of cash flows, cash flow
patterns and cash flow correlations can enhance the
models FP&A uses to develop budgets and business
strategy. Retrospectively, treasury can also work

with FP&A to understand the reasons for any budget
variances with a view to improving future forecasts
and budgets.

Treasury can also play an important role in updating
any rolling budgets and forecasts. By sharing updated
information, e.g., forecast cash positions or CP rates,
FP&A can include that data to improve the accuracy
of the forecast positions. Treasury will not be the

only source of updated data; ERP systems similarly
hold data from the business units that can be used to
inform the forecasts.
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HOW TREASURY AND FP&A
CAN WORK TOGETHER

While treasury and FP&A typically approach

the task of forecasting differently, they can

work together to develop more meaningful
forecasts to inform the development of business
strategy in a number of areas including scenario
modeling, operational enhancements, supply chain
efficiencies, borrowing base and risk management.

Scenario modeling

As discussed, treasury’s ability to provide more
detail about how individual cash flows behave
under pressure will help to enhance the accuracy
of the models used to build medium- and long-
term forecasts. From a strategic perspective,

this knowledge will help to develop a clearer
understanding of where the pressures lie in an
expanding business. FP&A will be able to model
the impact of various potential strategies on cash
with more confidence and help to identify risks that
threaten the achievement of corporate objectives.

Operational enhancements

The granular approach used by treasury can help
to identify strategic operational enhancements that

will improve the use of working capital. Examples
may include the adoption of standardized payment
processes and increased automation within
workflows generally, which will both help to lower
costs and reduce the risks of error and fraud.

FP&A often serves as a finance business partner
with teammates embedded in the business, and
therefore can share with treasury early warnings of
potential disruptions. FP&A is tied very closely with
operational goals and metric performance because
they lead to income and cash impacts.

A tight focus on cash over the last two years has
helped companies reassess their costs base and
introduce more flexibility where possible. While
much of this activity has taken place over the short
term, the detail can be shared with FP&A. The
objective is to adopt a capital structure in which
borrowing is more aligned to costs to be funded
(e.g,, fixed vs. floating, short term vs. long term,
money vs. capital markets), giving the organization
more flexibility in its ability to respond to market
changes, both positive and negative.
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Companies want to optimize
their use of cash and working
capital. If there is a gap
between current and optimal
performance, “treasury and
FP&A need to work out what is
causing the problem and how to
rectify it. Ironically, the cause is
rarely financial; it is usually an
operational issue,” explains Carl
Seidman, Founder & Principal,
Seidman Financial. Having
identified a solution, finance can
go to the business and help them
implement it.

Supply chain efficiencies

Insight from treasury in terms of payment patterns
along the supply chain can help to support the
ongoing review of supply chain resilience. Companies
will be looking at a range of factors when assessing
their supply chains including customer and

supplier creditworthiness and logistics, both on the
procurement and sales sides. Any problems along the
supply chain will likely have cash flow implications.
Treasury can help the business act to both identify
and manage those risks.

Borrowing base

Treasury’s understanding of the obligations arising
from different types of borrowing (e.g., bank, asset
backed, capital market) will help to inform models
around the preferred capital structure to ensure an
appropriate balance between debt and equity. Treasury
can also help to structure any borrowing to avoid
unnecessary stress when servicing and repaying the
debt. FP&A then uses the cost of capital calculation in
its decision and project valuation models.

Risk management

Finally, as discussed above, treasury can support
FP&A by identifying financial risk exposures and any
natural hedges in different scenarios and potential
business strategies. Identifying risk exposures before
a strategy has been adopted can help to give context
when evaluating the potential returns and also allow
the company more scope to manage those risks if the
project is pursued.

This is important because the basis of corporate
finance is the concept of creating value in excess of
the cost of capital, or alternative use of that capital.
FP&A links to risk management because they are
constantly assessing uncertainty and volatility as they
seek to forecast and project financials forward.

The coronavirus crisis has highlighted the importance
of integrating fast, informed planning to strategically
and tactically align finances and operations to react
to risk events. FP&A already provides numerous

risk management activities, seeding the strategy
throughout the organization through budgets,
forecasts, investment analysis, operational analysis
and performance reporting.
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TAKEAWAYS

There are significant potential benefits to
treasury cooperating with FP&A on strategic
cash forecasting. These include:

More accurate forecasts over every time
horizon. Treasury professionals are experts in
understanding the nature of cash flows and
the patterns and correlations between them.
Including treasury’s insights in all forecasts will
result in more meaningful scenario analysis to
support business strategy development.

More understandable forecasts. Cooperation will
lead to consistency between forecasts, which will
help management understand their implications.
Using a single technology platform can help by
reconciling top-down and bottom-up forecasts,
and by presenting data in a consistent format.

Increased resilience. Treasury’s short-term
forecasting processes will identify potential
problems along the supply chain, providing early
warning of problems that will help to manage any
supplier weakness.

Balance between risk and return. One of the
biggest challenges when setting corporate
strategy is to understand the potential risks
associated with new projects. Treasury cannot
resolve them all, but they can identify the key
financial risks associated with potential projects.
Doing so will allow management to consider
those risks when evaluating such projects.
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