Cashflow forecasting -
using new technology

Setting up a network system that can meet the firm’s global cashflow forecasting
needs is set to make life much easier for Marconi’s UK Treasury, says Raj Maisuria.

ashflow forecasting is an impor-

tant and fundamental task in

any organisation. This is partic-
ularly true in a growth industry like
telecommunications.

The businesses supply the informa-
tion to Marconi GT who are the users.
It is essential that the accuracy of the
forecasts be fed back to the suppliers
as a performance measure and part of
a process of continuous improvement.
However, this paper focuses on the use
of new technology for the efficient and
timely collection of information.

The information needs to be timely
and accurate for the treasury depart-
ment to manage the funding require-
ments for that business. But as an exer-
cise, this task can be time-consuming
and the underlying data is often inac-
curate. The problem being, of course,
that the individual business units
responsible for supplying the data feel
no responsibility for the final product.
Making them accountable is a daunt-
ing task that often crosses internal
political barriers.

Most companies collect cashflow
information using emails or faxes
received from the relevant business
units. This data is then manually con-
solidated into a spreadsheet model
(double input).

The disadvantages of not having a
central system to collect, process and
analyse cashflow data are as follows:

timing errors of not having up-to-
date data;

turnaround of rapid changes in
cashflow forecasts;

errors intfroduced during the double
input stage;

inability to accurately undertake
variance analysis, because all trans-
actions have to be input into the
spreadsheet model; and

exposure by currency of the local
entity.
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The key to successful cashflow fore-

casting is to address the following:

up-to-date data - it is important to
ensure that up-to-date cashflow data
is available to treasury in real time.
This is essential in that if the cashflow
had been hedged, and there are
changes to the cashflow forecast,
these changes need to be incorpo-
rated immediately to realign the
hedged position;
errors - collecting cashflow informa-
tion using fraditional methods via
spreadsheets can be time-consuming
and errors can be infroduced at both
the initial input stage and at the re-
keying stage when all the different
spreadsheets are consolidated into a
single model;
variance analysis - the traditional
spreadsheet method of cashflow fore-
casting does not lend itself to perform
variance analysis readily. To accu-
rately perform a variance analysis, all
the deals that have been undertaken
have to be input into the spreadsheet
model. Again, this is another time-
consuming task that can aftract
errors.

There are many systems available
that can undertake cashflow
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Information and technology giant
Marconi has operations in more than
100 countries and some 240
business units worldwide. Its main
areas of activity include
communications, mobile, services
and systems and it sits in the top 25
of the FTSE 100 companies. It is also
listed in the USA on the NASDAQ
exchange. As an organisation, it has
been transformed from GEC
following the demerger of its defence
and aerospace businesses. It employs
about 50,000 people worldwide and
for the financial year ended March
2000, its annual global turnover was
£5,724m with an operating profit of
£750m. lts current credit rating is
A3/BBB+ and has issued both
Eurobonds and Yankee bonds.

Marconi’s group treasury (GT)
department is based in London from
where it provides a treasury support
function for all Marconi’s business
units worldwide. We also have treas-
ury operations in the US and ltaly.

To ensure the GT can provide an
effective support role for all Marconi’s
business units, we are using the latest
systems and technology, which we
will look at in this article. Marconi has
its own robust global network infra-
structure, which using Marconi equip-
ment (super fast switches and
routers), technology such as
Synchronous Digital Hierarchy (SDH)
and fibre optic technology, provides
connectivity to all our businesses
worldwide. The robustness of the
global network ensures that the net-
work is resilient to systems failure and
provides a high level of security.
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forecasting modelling. A good
solution is to have a central treasury
system that includes such a module,
but where this module has the
flexibility of a spreadsheet coupled
with the accessibility of a database.
This would then allow the Treasury
function to ‘slice’ the data in many
possible ways enabling, for example,
exponential smoothing or another
statistical method to analyse the
data; and

currency exposure — each business
unit will have both its local currency
exposures and exposures in other
currencies. Marconi GT needs to
know the size, timing and likelihood
of these currency exposures to
actively identify, offset and hedge the
currency exposures in accordance
with treasury policies.

Setting up a treasury system “the
Marconi way””

Marconi has recently implemented the
Richmond Millennium treasury system
at its UK GT function. The GT needs to
know about all outstanding financing
transactions (including loans, deposits,
foreign exchange contracts and leasing
contracts) undertaken by all business
units worldwide to ascertain the group’s
global position regarding cash/debt
and foreign exchange positions.

The original plan was to install the
Millennium system at the three main
business sites within Marconi — namely,
the UK, the US and ltaly. This would
have meant that each site would have
its own database and in order to con-
solidate the data from these sites to
arrive at a group consolidated position,
it would have required all three data-
bases to be combined. The disadvan-
tages of this approach are as follows:

manual process to merge the three
databases;

requirement to ensure that the
Millennium system at all three sites is
the same release version;

database administrators required for
each site locally to manage and
maintain their database accordingly;
and

multiple software licence and main-
tenance fees payable to the vendor.

Another option we discussed was to
implement the Millennium system aft the
Marconi UK GT using a traditional
WAN (wide area network) technology.
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FIGURE 1

Proposed world-wide systems architecture for
Marconi Group Treasury

This would provide all users in the UK,
US and ltaly with access to the cen-
tralised Millennium system.
Unfortunately, because of heavy net-
work traffic, it meant access times to the
system would have been prolonged
and the time taken to process data
would make this a non-viable solution.
Network traffic can be at a peak during
month-ends when many transactions
are being processed and a large
volume of reports printed.

The decision we came to was to use
Citrix server-based computing technol-
ogy, which would enable the
Millennium system to be installed ot a
single site within Marconi UK GT as a
single database. (The overall diagram
for the worldwide systems architecture
can be seen in Figure 1).

Server-based computing: Citrix

Server-based thin-client is a model in
which applications are installed and
run from a server. The server required
must be of an extremely high
specification but the PCs connected to it
via the network can be much lower.
Traditionally, a server was used to
channel data around the network and
all  processing of data  was
predominantly undertaken ot the PC
end. This meant that a lot of data was
being channelled over the network. As
the network traffic increases, so does
the requirement for bandwidth. Using
the Citrix solution, all data processing is
undertaken within the server, and the
information which passes between the
PCs and the server are bitmaps (ie

pictures) of mouse movements, keypad
strokes and screen updates. This means
network traffic is greatly reduced and if
applications are being processed over
a large WAN, the performance is
excellent.

This technology provides the conven-
ience for a number of users around the
world to access an application situated
at one single location.

Plug & play solution

We are in the process of installing two
Citrix servers at the UK GT site in
London and ultimately roll out the
Millennium application to all our busi-
ness units around the world. This will
enable Marconi GT to obtain up-to-
date cashflow forecasting information
and, with all transactions being
recorded within Millennium, it will pro-
vide variance analyses.

This structure provides us with a plug
and play solution. As new companies
are acquired, we simply install the Citrix
client at the new company’s site and
within a few hours, the new company
can provide Marconi GT with data.

Cashflow forecasting
The cashflow forecasting module within
the Millennium system is easy to use
and as flexible as a spreadsheet. An
abbreviated specimen proforma is
shown in Figure 2. This is for illustration
purposes only, showing the capability
of expanding the categories to what-
ever level of detail required.

As Figure 2 shows, the user defines
the categories and time periods for
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SPOTLIGHT

Cash Management

cashflow forecasting. Each category
can be regrouped up to six levels within
Cashflow forecasting module each definition, allowing the user
greater flexibility. Marconi GT then has
the ability to combine data and analyse
data sets by time period, entity, cur-
rency and category. Cashflow data can
be entered by the business unit in the
currency of the exposure and then
translated locally and centrally for
reporting purposes.

Following this, the cashflow data can
be incorporated into a cash position
worksheet (CPW), which includes bank
balances and transactional data (see
Figure 3). This provides the view for the
group. Similar to the forecast model,
the layout for the CPW is free format
and provides ‘drill-down’ interrogation
of all relevant data points.

FIGURE 2
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Ready for FAS 133

The technology platform chosen pro-
vides Marconi GT with significant bene-
fits and a greater macroscopic view of
the group and its financial activities as
a whole. The main advantages are:

a'
1
i

» the initial expense of implementing a
high specification Citrix server is
offset by the low-end requirement of
the user PCs. Additionally, new users

FIGURE 3 can be infroduced to the environment

Cash position worksheet with minimum technical changes and
support. Therefore providing a true
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o the system provides Marconi GT with

an accurate view of the business
exposures both from a funding, cur-
rency and interest rate risk perspec-
tive. The data integrity is maintained
at a higher level reducing at least the
multiple effect of human error. The
system provides the additional bene-
fit of being able to view the data in
reported local currency and consoli-
dated centrally to any elected cur-
rency; and

o this platform facilitates Marconi plc in
achieving a corporate objective of
FAS 133 compliance by 1 April
2001. Having captured the exposure

i data centrally, Marconi GT can carry
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| Raj Maisuria is the Treasury Controller
T Totd: Hﬂj 1@ 15—’% LB M at Marconi.
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WWW.marconi.com
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