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Polling Question

What is your organization’s outlook for the upcoming year?

A. Very optimistic

B. Optimistic

C. Pessimistic

D. Very pessimistic
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So Much Has Happened…
§ July 15, 2007: Bear Stearns hedge funds collapse

§ Dec, 2007: Insurer downgrades begin

§ Auction Rate securities fail

§ Widespread “puts” of insured floaters

§ March 17, 2008: Bear Stearns “bought”  JP Morgan

§ Sept 7, 2008: Federal government takes over Fannie Mae

§ Sept 15, 2008: Lehman bankruptcy/ Merrill bought by BofA

§ Credit default swap uncertainty rocks markets

§ Sept 16, 2008: AIG “taken over”; Reserve Fund “breaks the buck”

§ Intense spike in muni short-term rates

§ Sept 22, 2008: Goldman & MS convert to commercial bank

§ The end of investment banks 

§ Sept 30, 2008: Commonfund ST Fund closed by Wachovia

§ October 3, 2008:  First $700 Billion federal rescue plan approved

§ Nov 4, 2008: First African-American President elected

§ Nov 24, 2008: Citigroup bailout

§ Dec 3, 2008: Harvard announces it lost $8 billion
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Economic Crisis: Employment Cuts Are Subsiding
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Consumer Credit Slides: Deleveraging by Consumers
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Price-to-Income Ratio Below Long-Run Average
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Pesky Budget Gaps, Particularly Where Housing Has Crashed 
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Lessons Learned…
§ Home values really do fall, and sharply 

§ In fact down 30%+ in most markets, and still falling

§ Some businesses really are too big to fail

§ It’s risky to rescue--and not-to-rescue

§ Money market funds can “break the buck”

§ Even the safest non-Treasury investments can be doubted

§ Aaa-insurers can be downgraded

§ What is the future business model for insurers?

§ Variable demand rate debt & swap carries special risks

§ Investors do “put” bonds; “Bank bonds” are costly 

§ Swaps make restructurings more difficult

§ Diversified endowment asset allocations not a fail-safe

§ Everything is correlated in a crisis

§ When equities decline by 40%; bigger may not be better

§ De-leveraging is painful--Credit becomes king

§ Loss of confidence raises the cost of debt

§ Reduces the available capital
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Short Term Pressures Ease, 
Bringing Medium Term Risks into Focus
§ Equity Markets Rebound: S&P 500 rises over 40% from March lows

§ Long-term Interest Rates Rise: 30yr swap rates rise from 2.96% in January to 4.21% 
in July

§ Muni-Capital Markets Heal: spread between muni and treasury rates shrink

§ Improved liquidity from increased values of liquid portfolios

§ Swap collateral posting less common as rates rise

§ Pressure from variable rate debt structures ease as less concern about access to 
capital

Leading to….
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A reduction in short term pressure has led to improved liquidity from increased 
values of liquid portfolios.

A. True

B. False
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Muni Market Stress Declines as Signaled by Spread to Treasuries
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Short Term Pressures Ease,
Bringing Medium Term Risks into Focus

NONE OF THESE RISKS HAS DISAPPEARED
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Short Term Pressures Ease,
Bringing Medium Term Risks into Focus

§ Management action helps soften credit/financial impact

§ Generally increased media attention

§ Budget reductions

§ Base budgets, furloughs, layoffs, early-retirement packages

§ Capital spending cuts and delays

§ May see more, longer-term restructurings and reallocation of 
resources
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Some Challenges Have Not Been Fully Felt…Yet

§ Affordability and resistance to high tuition

§ State appropriations & Government Funding for Non-
Profits

§ Fundraising
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Some Challenges Have Not Been Fully Felt…Yet

§ Fundraising

§ Expect short-term drop

§ Unlikely to regain peak year (2008) for a number of years at least

§ Key challenge is to fund growth/investment without this engine and endowment 
returns at full speed
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Fundraising is likely to regain its peak by the end of 2010.

A. True

B. False
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Rating Activity:  Stability Reigns, but Downward Pressure
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Rating Activity:  Stability Reigns, but Downward Pressure
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Moody’s Efforts to Develop New Liquidity Metrics

•The Need-Higher Education & Non-Profits:

» Historic measures focused more on long-term wealth, rather than liquidity

» Accounting presentation largely masks measures of unrestricted cash and investments

» Potential calls on short-term liquidity have grown dramatically in recent years (swaps, 
capital calls, VRDO debt failures, etc)

» Disclosure is poor

•The Need-General Market Conditions:

» Fund freezes (Commonfund, Reserve Fund)

» Reduced access to bank liquidity as emergency source (costs, availability)
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Using Simple Assumptions, Range of Liquidity
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New Ratios – Try to Answer Simple Question

Liquidity by RestrictionLiquidity by Investment Type

A
vailable 
Funds
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Key Complications to Consider

•Fungible dollars, especially in a pooled investment

•If accumulated gains are temporarily restricted (UPMIFA), how much could be spent in 
emergency?

•Ability to create internal loans

•Working capital—should building up large short-term payables at year end “benefit” this 
metric?

•Is <insert fund/fund type here> really liquid in 1 week or 1 month?  

» Ie, should hedge funds count at all?  How address issues like Commonfund ST Fund?
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NFPs and the Economy - Top 10 Strategies for 
Survival and Success 
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Rough seas:  national economy

• Volatile markets

• Liquidity issues – alternative investments

• Significant unemployment

• Consumer confidence is still low

• Concerns with certain investment managers

• Reduced lending by banks and bank failures

• No one really knows when the economy will improve
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Rough seas 

• Many not-for-profit organizations are experiencing significant deficits – declining 
revenue to cover operating expenses

• Decreasing revenue from clients, granting agencies, Federal and state 
governments, and endowments

• Increasing need for services provided by the NFP’s

• Many carefully-crafted strategic plans are no longer valid

• Weakened ability to pay from students, patients, members, etc,

• Greater challenge in obtaining credit (both for short-term liquidity and for capital 
needs)
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A sample of sobering facts

• Banks were the second largest corporate givers to the not-for-profit 
sector in 2007 (according to the Conference Board)

• Most colleges devote around 5% of their budgets to debt service 
today, compared with around 3% twenty years ago (according to 
Moody's)

• The increase in allocations to alternative investments has reduced 
liquidity
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Some typical headlines over the past year

• “Wall Street's Financial Crisis Rocks Nonprofits” (Business Week)

• “Economy's Downturn Prompts New Challenges for Charities” (The 
Chronicle of Philanthropy)

• “As Credit Crisis Freezes Colleges, Worries Mount” (The Chronicle 
of Higher Education)

• “Moody's Foresees Short-Term Problems for Some Colleges” (The 
Chronicle of Higher Education)

• “100,000 Nonprofit Groups Could Collapse in Next Two Years, 
Expert Predicts (The Chronicle of Philanthropy)
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Focus on the "Top Ten" to navigate through 
rough waters
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One: cash is king

• Cash ("liquidity") is the life-blood of every 
organization:  focus on the cash-flow 
statement

• In recent history, many organizations didn’t 
keep a close eye on their cash flows or near-
term liquidity because it wasn’t necessary

• In difficult times, existing cash streams will 
slow because "customers" will slow their own 
payments, donors may not make contributions 
at the usual rate, and banks will be more 
cautious about lending terms
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One: cash is king

• Forecast cash receipts and disbursements based on realistic 
financial projections and a sound starting point

• Project various worst-case scenarios on cash flow ("stress test")

• Be more aggressive on collections and slower on payments

• Negotiate aggressive credit terms with suppliers

• Get the best possible credit facility
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Two: be relentless on cost control

• Review all costs very carefully relative to their 
value to our mission

• Ask the question:  would I start this particular 
program or service if it wasn't already in place?  
If no, it's a candidate for cost reduction. 

• Increase accountability for expenditures and 
cash outflows

• Eliminate unnecessary travel, training and 
events (AICPA conferences are necessary 
travel!)

• Reduce internal entertainment and meal 
expenses

• Reduce space requirements

• Limit moves and expansion
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Two: be relentless on cost control

• Completely reconsider any capital expenditure decisions

• Institute incentives for cost savings and cash conservation

• Consider modified hiring freezes (special level of review before filling 
positions)

• Identify and make staffing reductions:
• Tough decisions are better understood in a time of financial difficulty

• Use objective criteria focusing on the best interests of the mission

• Communicate well

• Some NFP organizations have eliminated overtime, reduced work hours/pay or 
taken other steps to avoid personnel reductions

• Other organizations have frozen salaries and not given salary increases except in 
instances of promotion

• Reduction in pension plan contributions.



Polling Question

All but which of the following are tactics to be relentless 
on cost controls?

A. Increase accountability for expenditures and cash outflows

B. Reduce internal entertainment and meal expenses

C. Reduce space requirements

D. Increase staff training and events
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