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September 17, 2018 Cash?
A look at the continuing evolution of institutional cash
investment strategies over the past three years.

Contacts .
Introduction

Capital Advisors Group Following the collapse of Lehman Brothers in 2008, the rapidly

Portfolio Management Deparment deferiorating economic environment in the U.S. and abroad caused most

Main: 617 630.8100 freasurers to reevaluate their cash investment sirategies, with a specific focus
on restricting investment in certain asset types. Some companies
implemented these restrictions by changing their investment policies, while
others simply gave insfructions to their investment advisors to limit investment
activity to the most conservative comer of their existing guidelines. Across
the board, we witnessed our clients “hunkering down” in governmentissued
and governmentbacked debt during the height of the credit crisis.
However, with a substantial improvement in the credit markets over the past
fen years, we have observed a considerable shift in clients’ desire o pursue
more yield by allowing for investments in non-government securifies.

When considering changes fo their investment strategies, many freasurers
are inferested in understanding the decisions being made by their peers.
This context not only helps to validate the recommendation that a treasurer
may receive from an invesiment manager, but it also provides a reality
check before a new cash management strategy is presented to an Audit
Committee or Board of Directors. In 2012 we published a white paper
using Capital Advisors Group's client data to compare how investment
strafegies changed over the three years from March 31, 2009 to March
31, 2012. With another 6 years having elopsed, we hope that some fresh
data will assist treasurers in evaluating their current investment strategies and
whether to pursue additional yield in their cash portfolios.

The Sample

The sample of Capital Advisors Group's clients used in the analysis met the
following two criteria: i) they were clients throughout the entire nine-year
period of March 31, 2009 to August 31, 2018, and ii) they permitied
investments oufside of money market funds. For each client, we defermined
whether or not they permitted investment in U.S. Government debt, industrial
and financial corporate securities on each of March 31, 2009, March 31,
2012 and August 31, 2018. In determining if a client permitted investment
in a particular asset class or industry, we considered the client’s investment
guidelines in combination with the client's instructions, if any, with respect to
such asset class or industry. Our analysis did not consider the maturity limits
or the rafings of securifies.

Government Debt

As of March 31, 2009, 100% of the clients in our sample were
comfortable with the purchase of securities issued by or guaranteed by the
U.S. Government. These securities include U.S. Treasuries, government
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-sponsored enterprises (GSEs), and FDIC-insured securities issued under the Temporary Liquidity Guarantee
Program (TLGP). Not surprisingly, as of 2018, all clients remained comfortable with debt issued by or
guaranteed by the U.S. Government.

Industrial and Financial Corporate Debt

As the credit markets deteriorated in 2007 and 2008, we sharply reduced our clients’ exposure to potentially
unstable issuers of indusfrial and financial corporate debt. Following the collapse of Lehman Brothers in
September of 2008, we advised that clients invest solely in government-guaranteed securities. As a result, on
March 31, 2009 none of our clients in the sample permitted investments in securities not guaranteed by the U.S.
Government. However, as credit conditions improved, Capital Advisors Group gradually resumed investment in
corporates, first purchasing select industrial credits in July 2009 and select financial credits in October 2009. By
March 31, 2012, Capital Advisors Group was comfortable with the credit profiles of many industrial and
financial issuers, and approximately half of the sample permitted investment in both industrials and financials, as
indicated in Figure 1 below. By August 31, 2018, an additional 14% had grown comfortable with financial
credits and an additional 11% with industrial exposures.

Figure 1: Clients Permitting Investment in Industrial and Financial Credits
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Source: Capital Advisors Group, Inc.

Foreign Sovereign and Agency Debt

Securities issued by sovereign governments other than the U.S. and by agencies guaranteed by these
governments may be appropriate investments for cash portfolios. Some of the largest and most stable countries in
the world issue debt denominated in U.S. dollars, and some of their risk profiles rival those of the most stable
corporate issuers. As of August 31, 2018, 30% of our client sample allowed for investment in foreign sovereign
and foreign sovereign agency debt, up from 24% on March 31, 2012 and 0% on March 31, 2009.

2 | September 2018 How Are Your Peers Managing Their Cash?



(((CAPITAL Investment Research

ADVISORS GROUP

Figure 2: Clients Permitting Investment in Securities Issued by Foreign Sovereigns and Agencies
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Conclusion

Worries about new crises and fears of resulting contagion obscure the fact that the U.S. economy and world
economy have recovered from the depths of the credit crisis. On March 31, 2009, none of the clients in the
sample permitted investment in corporates, or foreign sovereign and foreign sovereign agency debt. On March
31, 2012, 62% of the clients permitted investment in industrials, 54% permitted investment in financials, and
24% permitted investment in foreign sovereign and foreign sovereign agency debt. By August 31, 2018, those
figures had grown to 73%, 68% and 30%, respectively.

Figure 3: Summary of Permitted Investments as of August 31, 2018
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Memories of the near collopse of the financial markets in 2008, and continued risk aversion are reflected in
approximately half of the sample that did not permit investment in either industrial or financial corporates as of

March 31, 2012, and the 27% as of August 31, 2018.

We have continued to see increased demand for yield via non-U.S. Government securities and we expect that
this frend will continue as investors seek the potential incremental yield associated with non-U.S. Government
assefs. Some clienfs have even requested that we aggressively pursue yield; however, the circumstances and
preferences of each client are different. While this paper provides a backdrop of instfitutional cash investment
frends, asset classes must be considered within the context of each treasurer’s individual organization.
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About Us

Capital Advisors Group, Inc. is an independent SEC-registered investment advisor specializing in institutional
cash investments, risk management, and debt finance consulting. Our clients range from venture capitalfunded
startups and emerging growth companies fo Fortune 100 companies.

Drawing upon more than a quarter of a century of experience through varied interest rate cycles, the firm has
built its reputation upon deep, research-driven investment strategies and solutions for its clientele.

Capital Advisors Group manages customized separately managed accounts ([SMAs| that seek to protect principal
and maximize risk-adjusted refurns within the context of each client’s investment guidelines and specific liquidity
needs. Capital Advisors Group also provides FundlQ® money market fund research; CounterpartylQ®
aggregation and credit analysis of counterparty exposures; risk assessment on shortterm fixed income securities
and portfolios; and independent debt finance consulting services.

Headquartered in metropolitan Boston, Capital Advisors Group maintains multiple U.S. regional offices.

Disclosure Information

Any projections, forecasts and estimates, including without limitation any statement using “expect” or “believe” or any variation of either
ferm or a similar term, contained herein are forwardHooking statements and are based upon certain current assumptions, beliefs and
expectations that Capital Advisors Group, Inc. ("CAG”, "we" or “us") considers reasonable. Forward-looking statements are necessarily
speculative in nature, and it can be expected that some or all of the assumptions or beliefs underlying the forward-ooking statements will
not materialize or will vary significantly from actual results or outcomes. Some important factors that could cause actual results or
outcomes to differ materially from those in any forward-looking statements include, among others, changes in interest rates and general
economic condifions in the U.S. and globally, changes in the liquidity available in the market, change and volatility in the value of the
U.S. dollar, market volatility and distressed credit markets, and other market, financial or legal uncertainties. Consequently, the inclusion
of forward-looking statements herein should not be regarded as a representation by CAG or any other person or entity of the outcomes
or results that will be achieved by following any recommendations contained herein. While the forward-looking statements in this report
reflect estimates, expectations and beliefs, they are not guarantees of future performance or outcomes. CAG has no obligation to update
or otherwise revise any forward-looking statements, including any revisions fo reflect changes in economic conditions or other
circumstances arising after the date hereof or to reflect the occurrence of events [whether anticipated or unanticipated), even if the
underlying assumptions do not come to fruition. Opinions expressed herein are subject fo change without notice and do not necessarily
take info account the particular invesiment objectives, financial situations, or particular needs of all invesfors. This report is intended for
informational purposes only and should not be construed as a solicitation or offer with respect to the purchase or sale of any security.
Further, certain information set forth above may be based upon one or more third-party sources. No assurance can be given as fo the
accuracy of such third-party information. CAG assumes no responsibility for investigating, verifying or updating any information reported
from any source.

Please note: This report is for personal, non-commercial use only. You may not copy, disfribute or modify this report without prior written
authorization from Capital Advisors Group.

All confents © copyright 2018 Capital Advisors Group, Inc. All rights reserved.
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