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Intro
• Chris Growney, Clearwater Analytics
– CFA, Business Development
and Founding Partner

• David Atchley, Cisco Systems
– CFA, Senior Manager, Global Investments

Investment Process is Complex and
Critical
• Investment assets are at
disparate locations
• Requirement
R
i
t tto aggregate,
t
reconcile and report
• Need for accurate,
accurate timely
data
• Different constituents,
constituents
different needs, different
levels of understanding

Ad hoc Investment Reporting

Custody Banks
Bank Accounts
Money Funds

Internal and External Constituents
•
•
•
•
•
•

Treasury
Tax
Audit
Accounting
FP&A
Management

Problems with Legacy Investment
Process
• Investment policy historically
used for risk assessment
• Written by treasury,
treasury
approved by the board
• Manual reporting is subject
to manual entries and prone
to error
• May not be fully understood
at the board level

Reporting to the Board
•
•
•
•

Get face time
Send updates
Be relevant
Be thorough, but
don’t overload

Reporting to the Board
• Having the right
information
• Educating
Ed
ti the
th b
board
d
• Time constraints
• Reporting catalysts

Practical Examination
• Cisco Systems
– $40b portfolio
– Managed
M
d conservatively
ti l
• Active M&A strategy
• Active share repurchase program

– Staff of 4
– 12 external asset managers
– Multiple reporting benchmarks
and formats
– A need for seamless integration

Practical Examination
• CFO and
dB
Board
d wantt
summary-level data
• Report on key objectives
– Portfolio Risk
– Asset Class Allocation
– High-Level,
Hi h L
l Fi
Fixed-Income,
dI
Sector Allocation
– Public Equity Detail
– Accounting
– Total Return
– Key
y Risks

Integrated
g
Investment Reportingg

Custody Banks
Bank Accounts
Money Funds

Final Thoughts
• Integrated = The New
Standard
• Reconciled
R
il d tto a single
i l
source
• Numbers that tie out
• Summary-level data
• Outsourced
O t
d reporting?
ti ?
• Good info = good decisions

Q&A
Questions?
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CASE STUDY
GOING BIG WITH VERY LITTLE:
HOW CISCO MANAGES $40B WITH A STAFF OF FOUR
"The power of our outsourced portfolio reporting and analytics system is
that we can see all of our key metrics in one place – risk, accounting,
performance, and compliance – without spending time pulling data from
multiple sources, aggregating it and reconciling it. All of our time is spent
discussing and executing strategy."
-- David Atchley
Senior Manager of Global Investments
Cisco Systems

Integrated System, Lean Staff
Cisco Systems manages an investment portfolio of $40 billion with a staff
of four. How do they do it? They rely on a web-based, investment portfolio
reporting and analytics solution that combines detailed accounting data
with state-of-the-art analytics, to create a live view into the portfolio
performance, risk profile and compliance with the company’s global
investment policy. The same tool also enables Cisco’s investment team to
anticipate and answer management questions and provide an overview of
performance and risk to senior management and the Board.
"The power of our outsourced portfolio reporting and analytics system is
that we can see all of our key metrics in one place – risk, accounting,
performance, and compliance – without spending time pulling data from
multiple sources, aggregating it and reconciling it" said David Atchley,
Senior Manager of Global Investments. “All of our time is spent discussing
and executing strategy.”

Background
While the $130 billion company (market cap as of FY10 year-end) has a
sizeable cash and multi asset-class investment portfolio, it also has
substantial liquidity needs:
•

Cisco repurchased common stock of $7.8 billion during FY10 (a total
of $65 billion since 2001 of a $72 billion authorized program)

•

Cisco remains a highly acquisitive company, announcing six
acquisitions and funding $5.3 billion of acquisitions during FY10 (139
acquisitions either announced or closed since the company started)
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Cisco calculates its liquidity conservatively. Like many high tech firms,
most of its cash (80%) is held offshore, whereas most of its cash needs are
in the US. For internal purposes, the company targets specific ranges of
net realizable cash. Cisco calculates net realizable cash by taking all cash
and cash equivalents and subtracting (1) short-term and long-term debt
and the present value of lease commitments; and (2) estimated US income
taxes that would be payable if offshore cash were to be repatriated.

Cisco is a $146 billion
company with a sizeable
cash and investment
portfolio with substantial
liquidity needs, as it
remains a highly acquisitive
organization, with over 139
acquisitions since the
company started.

In order to meet all of these liquidity needs, while maintaining a solid
position for the future, Cisco is constantly optimizing its liquidity
management. Key to the strong cash and investment position is the
manner in which Cisco invests its cash. The management philosophy of
these assets is based on three main objectives: first, preserve capital,
defined as having a high confidence in avoiding negative returns over a
one year horizon; second, provide a high risk-adjusted rate of return
consistent with the first objective; and third, keep the portfolio invested in
easily-convertible, liquid securities to meet the strategic cash demands of
the business. Delivering on these three main objectives is crucial to the
company’s liquidity management strategy. The investment team’s mandate
is to “efficiently allocate assets across multiple asset classes in order to
deliver optimized returns,” said Atchley.
"While we are willing to take some risk in equity, credit and optionality,
we’re not willing to take excessive liquidity risk,” Atchley explained. This
focus on capital preservation, risk-adjusted return, and liquidity steered
Cisco clear of some of the more problematic asset classes over the past
couple of years, such as extendible asset-backed commercial paper (ABCP) and auction-rate securities and allowed its portfolio to successfully
weather the financial turmoil of 2008.

Seamless Connectivity
Cisco’s reliance on a dozen external managers, its diversified portfolio and
small treasury investment team form the backdrop for its reporting
requirements, which span the entire investment process, from pre-trade
investment decision making, to post-trade compliance and financial and
management reporting.
To this end, Cisco relies on a an outsourced portfolio reporting and
analytics system to pull in the position, transaction and accounting data
from the company’s custodian and book of record, reconcile the portfolios
using independent security master information and feed the integrated
performance, compliance and risk modules, where additional numbercrunching and reporting take place.
Its outsourced portfolio reporting and analytics system is able to deliver
the information Cisco needs because it merges the custody accounting
data with its own analytics, compliance and performance functionalities to
provide a complete view across the entire portfolio. The integrated model
gives Cisco the ability to understand what its managers – both internal
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and external – are doing vis-à-vis their benchmark, where they are taking
their risk, whether they are long or short duration at the individual
account level, across the mandate and across the entire portfolio. It’s this
cross referencing capability that enables treasury to track key risk
indicators, (i.e.: total return, risk models such as Value at Risk (VaR), asset
allocation, and accounting data, such as unrealized gains or losses) at the
individual account and macro levels, across the entire portfolio.

Reporting Up
This analytics engine also drives the way Cisco reports to management.
While all the way up to the Assistant Treasurer level, the system is used as
a functional tool, when it comes to discussions with the Treasurer, CFO
and the Finance Committee of the Board, the outsourced solution provides
the cross-portfolio, summary-level information, which is dropped into
dashboard views for senior management reporting.

“The integrated model gives
Cisco the ability to
understand what its
managers – both internal
and external – are doing
vis-à-vis their benchmark…”

"Our approach is to report out on our key objectives," Atchley said. "The
board needs to know how we are performing (total return), the risk we are
taking (standard deviation of returns), risk adjusted returns (Sharpe ratio),
asset allocation, strategy and key risks."
A presentation to the Cisco Board may include the following information:
Portfolio Risk – A historical view of realized risk vs. the benchmark and
long-term target. This data comes from the provider’s performance
module.
Asset Class Allocation – Summary information from Cisco’s provider
High-Level, Fixed-Income, Sector Allocation - What percent is in
government securities, credit, etc., again, from Cisco’s provider
Public Equity Detail - Not at the security level, but at the mandate level.
"We go into a bit more detail here as Equity has a higher risk profile."
Again, Cisco uses data from its provider to make the pie chart on this slide.
Accounting - Unrealized and realized gain/loss – how it impacts the
company’s OI&E line. This comes from the custodian’s system but is
verified by Cisco’s provider in an accounting module.
Total Return – Data for the overall portfolio looks at return, risk, risk
adjusted, etc. This data comes from the provider’s performance module.
Key Risks – One bullet-point slide highlighting some of the ‘top of mind’
issues – and "how we are positioning the portfolio," Atchley said.
The treasury team presents to the Board three times a year, but during the
crisis in the financial markets, Cisco’s outsourced portfolio reporting and
analytics solution was also invaluable in enabling treasury to proactively
answer management questions. “There were daily headlines that raised
concerns,” Atchley recalled. “Are we exposed to this name? Do we have
those securities?” Using Cisco’s outsourced portfolio reporting and
analytics solution, treasury was able to anticipate and answer such
questions and produce issuer concentration reports on the fly.

Clearwater Analytics Case Study – Cisco Systems

Conclusion
Running a $40 billion diversified portfolio with a staff of four is no easy
task. To deliver on its mandate of optimal asset allocation, Cisco’s
investment team needs daily-reconciled information about the
performance of its portfolio, and the ability to carve out specific risk
characteristics to produce multiple reports focusing on duration, credit
exposure and concentration risk (see sidebar – issuer concentration
detail).
That seamless connectivity is where many other systems fail. That was one
of the first things Cisco discovered when it set out to find a portfolio
management tool back in 2003. “None of the other systems adequately
marries the accounting and risk modules,” Atchley said. “While economics
always come first, we need to be aware of the accounting implications of
our decisions as these can impact the P&L of the entire organization," he
said. "Having the consolidated risk and accounting view of our portfolio in
one tool enables us to manage the portfolio with a small staff.”

About Clearwater Analytics
Clearwater Analytics® provides web-based, investment portfolio reporting and
analytics for institutional investors, investment managers, custody banks, and
electronic trading portals. With solutions for both separately-managed and
commingled accounts, Clearwater Analytics delivers the highest level of portfolio
transparency available on the market today for clients such as Cisco, Oracle, Starbucks
and Yahoo! Launched in 2004, with offices in New York and Boise, Idaho, Clearwater
Analytics reports on more than $500 billion in assets for 2,500 institutional investors.
www.clearwateranalytics.com
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Impact on Investment Accounting
Recent accounting changes have had a significant effect on investment reporting, specifically FAS 157 (fair value
accounting) and the new rules governing when and where to recognize other than temporary impairment (OTTI)
under FAS 115-2. While the first affected mostly the way companies report on their fair value calculations, the latter
impacted G/L entries.
Also on the horizon for US reporting entities are changes in the way International Financial Reporting Standards
(IFRS) handle classification and impairment, recently proposed as the first phase of IFRS 9 (designed to replace IAS
39). While IFRS implementation is less immediate (the SEC has committed to implementing IFRS for US companies in
2014), to comply US companies would have to start keeping records for IFRS reporting in 2012.

FAS 157
FAS 157 is the accounting standard that governs the way
companies calculate fair value. Because most corporate
investors are heavily weighted in liquid fixed income
securities and some equities, it has had little impact
on the way they actually calculate fair value. The real
impact is in how they report fair value. Under FAS 157,
companies must designate and disclose what level of
pricing input they’ve used in determining fair value.
Level 1 is the most transparent. Level 3 is the most
subjective.
“Level designation ended up more subjective than was
expected,” said Rhead Hatch, General Ledger Manager
at Clearwater Analytics, although auditors are slowly
coming to a greater consensus on what constitutes
Level 1 vs. Level 2 inputs. Therefore, it is important to
allow users the flexibility to make their own choices.
To this end, “The [Clearwater] system takes what users
have determined is the level of input and produces the
disclosures that are required and splits up their portfolio
based on their designations.”

OTTI
The process for determining other than temporary
impairment has changed under FSP 115-2. Previously,
in cases other than credit impairment, a security was
deemed other than temporarily impaired if the company
did not have the ability or intent to hold it to maturity or
recovery. The intent to sell, even absent an actual sale,
resulted in OTTI and a hit to earnings.
Since 2009, the test has become less subjective.
Regardless of the security’s fair value, if the discounted

cash flow (NPV) of the security is greater than or equal
to its amortized cost and the company will more-likelythan-not hold the security to maturity or recovery,
there’s no OTTI. Changes in the fair value go through
OCI, not income.
However, “If the sum of discounted future expected
cash flows is less than your amortized cost, you cannot
say you will recover your full investment, regardless of
intent. The difference between the NPV of the future
expected cash flows of the security and its amortized
cost is the credit impairment, which needs to be booked
through income.” said Hatch.

IFRS
Currently, IFRS and GAAP are pretty similar in the way
they handle investment accounting, allowing for three
designations: trading, available for sale (AFS) and held to
maturity (HTM). Each determines where to book realized
and unrealized gains and losses. Both IFRS and US GAAP
provide the option to book gains and losses through
income and OCI, depending on the designation.
“Both the IASB and the FASB recently published their
proposed changes to the current set of rules and what’s
most interesting about the proposals is how they
diverge in their approaches,” according to Hatch. FASB
is trying to eliminate the HTM category, which allows
companies to carry securities at amortized cost. The
IASB, in contrast, is attempting to eliminate the available
for sale (AFS) category, a halfway house that allows
running some gains and losses through OCI. “Instead of
convergence, we’re witnessing divergence,” Hatch said.
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