Stress Testing Liquidity:
Cash Flow Analysis Under
Uncertainty and Crisis

Advanced Techniques for Financial Resilience and Risk Management
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The Critical Importance of Liquidity Stress Testing

In today's volatile financial landscape, liquidity stress testing has
emerged as an essential tool for organizational survival and

- . . . . Crisis Survival Rates by Liquidity Management Approach
stakeholder confidence during periods of uncertainty and crisis.
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Lessons from Financial Crises: The 2008 financial crisis 80
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Scenario-Based Cash Flow Stress Testing

Effective liquidity stress testing requires developing
comprehensive, realistic scenarios that capture the range of
potential adverse conditions that could impact cash flow
generation.

Base Case Scenario: Management's most likely
expectations for future performance, serving as a
benchmark for comparison.

Adverse Scenario: Challenging but realistic conditions
such as moderate economic downturns or industry-
specific disruptions.

Severely Adverse Scenario: Extreme conditions
representing tail events or "perfect storm" combinations
of adverse factors.

Monte Carlo Simulations: Probabilistic modeling
examining thousands of potential scenarios
simultaneously.
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Operating Leverage vs. Cash Flow Impact

Operating leverage represents one of the most critical factors

influencing cash flow volatility and an organization's vulnerability
to adverse scenarios.

_:SM&MWImpact on Cash
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Degree of Operating Leverage (DOL): Measures how

changes in revenue translate into amplified changes in
operating cash flow.

Degree of O

Industry Comparisons: Different sectors exhibit

characteristic operating leverage profiles based on

Cost Structure Impact Under Different Scenarios
argm

business models and cost structures.

Cash Flow Volatility: High-leverage companies
experience severe cash flow deterioration even with
modest revenue decreases.

Managing Operating Leverage: Strategic decisions

about cost structure, capacity utilization, and business
model design.

Operating Leverage Risk by Industry

4% 51 Software (High)

= Airlines (High)

Virginia Institute of Finance and Management;

vity to Revenue Changes

hange (%)
Volatility: Low vs High Operating Leverage

Manufacturing
s (Medium) P



Cash Runway, Burn Rate, and Liquidity Buffers

Cash runway analysis provides critical insights into an
organization's ability to continue operations under various Lash Rumwsy Under Different Bur
adverse scenarios, measuring how long available liquidity will last
at current burn rates.

Cash Runway Metrics: Measuring the length of time an
organization can continue operating before exhausting
available liquidity.

Months

Burn Rate Dynamics: Understanding how cash
Liquidity Buffer Optimization

consumption changes across business cycles and stress
scenarios.

Liquidity Buffers: Building and maintaining adequate
reserves to navigate through challenging periods.

Early Warning Indicators: Establishing trigger
mechanisms to identify potential liquidity challenges - i
before they become critical.
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thly Burn Rate by Component

Cost Components

Early Warning Indicators Dashboard
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Contingency Funding Plan Components

m i Credit Facilities B Asset Sales

B Payment Deferrals page 5



ViFVi

Virginia Institute of Finance and Management:

Sensitivity Analysis of FCF in Volatile Environments

Free cash flow sensitivity analysis provides a comprehensive najtiity Analysis In Volat ross Marker Conditons
framework for understanding how changes in key variables - 3
impact cash generation across a range of potential conditions.

Tornado Diagrams: Visualize the relative impact of
different variables on FCF outcomes.

Bull Market Norn Market

Scenario Trees: Map potential FCF paths over time under ¥ B T " S o

FCF Scenario Tree Analysis FCF Value-at-Risk (VaR) Analysis

different conditions.

Value-at-Risk (VaR): Quantify the probability of adverse
cash flow outcomes.

Extreme Scenarios: Test FCF under tail events and
"perfect storm" conditions.

Free Cash Flow ($M)

Key Variables for FCF Sensitivity Analysis

7 Revenue Growth Rate “. EBITDA Margin "Understanding FCF sensitivity is critical for navigating

: : ) volatile environments."
%> Working Capital Changes lss CapEx Intensity
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Crisis Management and Contingency Planning

Effective crisis management frameworks translate analytical
insights into actionable plans for managing severe adverse

scenarios, ensuring organizational survival during periods of
extreme stress.

Liquidity Preservation: Cash conservation measures,
working capital optimization, and emergency funding
access strategies.

Stakeholder Communication: Transparent messaging
while maintaining confidence in management's ability to
navigate the crisis.

Covenant Management: Proactive discussions with
lenders about potential modifications or waivers to avoid
technical defaults.

Recovery Planning: Strategies for returning to
sustainable operations, potentially requiring business
model or capital structure changes.
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Crisis Response Framework: Focus Areas by Phase

[] Immediate Response [___| Stabilization Phase [_] Recovery Phase

Cash Conservation
100

Recovery Planning Working Capital Optimization

Operational Adjustments Stakeholder Communication

Covenant Management

Crisis Response Framework Implementation

4 Immediate Response (0-30 days) @ Stabilization (1-3 months)

|~ Recovery (3-12 months) &la Strategic Repositioning (1+ year)Page /
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Building Resilient Liquidity Management

Liquidity Stress Testing Maturity Model
Effective liquidity stress testing is not a one-time exercise but an

Ongoing process that must evolve with changing business Initial Implementation [____| Intermediate Maturity [____] Advanced Capability
conditions, market environments, and organizational capabilities. SR LS
4
Regular Testing Cycles: Establish standardized scenarios Reporting Framework Data Quality

L 4
[ |

=~ that enable trend analysis over time and align with
business planning processes.

Enterprise Risk Integration: Ensure liquidity risk is

é8a considered alongside other significant risks to identify ) |
potential correlations that could amplify adverse events. Technology Integration Model Sophistication

Technology & Automation: Implement advanced
|a| modeling platforms to enhance efficiency, enable more Nl
frequent testing, and support sophisticated analysis.

Key Success Factors
Regulatory Compliance: Stay current with evolving

&la requirements across industries as regulators increasingly

2s% Executive sponsorship S

B AT . %4 Robust methodolo % Cross-functional collaboration

focus on liquidity risk management. = 2 &
=

High-quality data

@& Actionable insights Continuous learning
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Empowering excellence,
shaping the leaders of
tomorrow.
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