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Risky business
Ever feel that risk management is taking over the treasury? Steve Coomber 
speaks to two treasurers in very different FTSE 100 businesses, the National 
Grid�s Malcolm Cooper and DSG international�s Matthew Hurn, about the 
diverse risks they deal with on a daily basis.

SC: How is your view on individual  
risks coloured by the company�s  
overall risk appetite?

MH: Corporate appetite for risk varies 
depending on the sector and the impact on 
shareholder value. For example, shareholders 
buy shares in a gold mining company for the 
gold that will be extracted, so hedging the 
gold reserves will not enhance shareholder 
value. It is also affected by the level of 
sophistication that the treasurer is able to 
communicate to the senior members of the 
business. DSG has a reputation for market 
leading innovation but a balanced view 
when it comes to risk appetite.

MC: A company�s view on risk is certainly 
coloured by the sort of risks that the 
business is actually exposed to. For example, 
our exposure to commodities is not huge, 
which affects our view on the �nancial risks 
relating to commodities.

SC: How do you tackle funding risks?

MH: Funding is about having the right amount 
of money in the right place at the right price 
at the right time. It may sound simple, but if 
you arrange funding too early, you will incur 
a cost and if you wait until you really need it, 
the market might not be there for you.

As a retailer, we generate cash and plan 
strategically in a market we understand 
intimately, and therefore, we rarely have any 
urgent funding requirements. However, I still 
continually monitor the funding markets 
because you do need to think about your 
funding requirements in the short and 
medium term. It would be an interesting 
discussion with your �nance director if, 

when you require funding in, say, 18 months 
time when money is, for example, 3% more 
expensive and the covenants more onerous. 
The recent downturn in the credit markets is 
a good reminder of this risk.

MC: Funding is extremely high on our list 
of critical risks because we are a huge 
borrower. Following completion of the 
ongoing acquisition in the US, our debt will 
approach £20 billion, making us one of the 
most indebted corporations in the UK.

The basic risk associated with funding 
availability appears when you need to 
raise the money and can�t or not at an 
acceptable price. Pricing is second order to 
availability � it may be more expensive than 
you were hoping for, but at least you have 
it. If you can�t raise the money, then you 
really are in trouble.

SC: If I could turn to you, Malcom,  
since National Grid has such a  
major funding requirement, how do  
you manage this risk?

MC: We access just about every debt market 
available to ensure that we have varied 
funding sources. We also put a huge effort 
into investor relations. Debt investors 
have to make a decision on whether to 
buy a bond very quickly, and if they don�t 
understand what you are up to, they are 
more likely to make a negative decision.

As far as mitigation goes, since most of our 
funding is in bonds, we have to manage our 
re�nancing pro�le very carefully. We control 
how much debt we have maturing at the 
same time to avoid having all the debt 
maturing on the same day.

National Grid

National Grid (formerly National 
Grid Transco) is accountable to the 
government and is the sole owner 
and operator of the electricity 
transmission system in England and 
Wales. It transmits electricity through 
nearly 5,000 miles of overhead and 
underground lines to distribution 
utilities serving more than 52 million 
people. National Grid also operates 
the UK natural gas transmission 
and distribution system (serving 
more than 11 million homes and 
businesses) through its National Grid 
Gas subsidiary and has international 
electric and gas utility operations, 
primarily through its subsidiary 
National Grid USA. Other operations 
include telecommunications and 
utility infrastructure services. 
The group�s tax bill last year was 
approximately £600 million.

Liquidity: a company�s lifeblood

Matthew Hurn, DSG international Malcolm Cooper, National Grid

Without day-to-day liquidity, whatever else might 
be going on in the business is irrelevant. Without the 
cash �ow to make good liabilities, the whole business 
comes to a grinding halt. The old adage that �cash is 
king� still holds true.

For liquidity management, cash �ow forecasting, looking 
at the business horizon and managing working capital 
are of paramount importance. Cash management is the 
foundation of sound treasury principles and cash will 
always be at the heart of the treasury function, despite 
the industry widening its remit.

Liquidity is the biggest risk. You may get �red if you choose to buy commodities 
at the wrong point or take the wrong interest rate decisions, but companies go 
bust because they cannot write their cheques that day.

We manage this risk by using commercial papers, short-dated debt; it can go 
out as long as 12 months, but is typically ten to 15 days. We issue it directly to 
investors so they give us the money for ten days before we return it and re�nance.

We also have committed bank facilities, going forwards � they have never 
been drawn upon and hopefully never will be. But they are there as a backup in 
case the commercial paper markets dry up completely. Another critical point is 
that our banking facilities do not have a material adverse change clause, which 
would permit the banks to refuse credit when we most need it.

SC: How would you de�ne the main  
role of a treasurer?

MH: In brief, my role is to provide ef�cient and 
effective management of �nancial risk. Long term,  
I am trying to protect shareholder value and  
reduce unrewarded volatility.

MC: The �rst thing a treasurer needs to  
do is understand the �nancial risks that the 
company is exposed to. If things go badly wrong in 
any particular area, it is critical to know what the 
total impact on the business could be. Once you 
understand the risks, then you look at the options to 
mitigate and manage those risks.

�We access just 
about every debt 
market available 
to ensure that we 
have varied funding 
sources. We also put 
a huge effort into 
investor relations.�
� Malcolm Cooper




