Monthly Cash Flow and Investment Schedule

INVESTMENT INSTRUMENTS AND TIME DEPOSIT ACCOUNTS
Sections 10 and 11 of the General Municipal Law prescribe the parameters of investment activity for school districts and limit the variety of media at their disposal.  Those vehicles available are secure and present no substantial risk if they are properly managed.  Under most circumstances, schools are limited to investments with maturity of twelve months or less.

Selection Criteria

Despite these restrictions, there is considerable flexibility and variation in the investment practices of local school districts. However, any investment program involving public funds needs to have four basic ingredients: legality, safety, liquidity and yield.  Cash flow data determines the calculation of the amount to be invested and the period of investment.  However, the business administrator assembles the investment portfolio through comparative analysis of investment opportunities consistent with the district’s investment policy required by Section 39 of the General Municipal Law and the interpretation of current market conditions.

The investments most frequently used by school districts are certificates of deposits, repurchase agreements, treasury bills, and saving accounts.  Through these media, the investor of school funds attempts to produce the best yield by matching amount and maturity with the highest rate of interest.  This process demands a synchronized management of cash flow on the part of the business official.

The description of investment media that follows provides a basis for comparison for the fiscal officer.  This is by no means a substitute for active comparative shopping for optimal rates, terms, and conditions.  Interest rates are based upon money market conditions that change daily and vary from one bank to another.  The minimum size of an investment is another factor that may be subject to negotiation, depending upon the selling institution’s current needs and its relation with the customer.

Comparison of Investment Vehicles

	Investment


	Minimum Size
	Maturity

	Repurchase Agreement


	$100,000
	1 - 29 days

	Certificate of Deposit


	No minimum
	14 days – 1 year

	Treasury Bills


	$10,000
	3, 6, 12 months

	Savings Accounts


	No minimum
	No minimum


Prior to the commitment of any funds for investment, a school official must consider four critical questions:

1. According to updated cash flow analysis, what funds are available for investment and for what period will they be free from demand?

2. What are the advantages and disadvantages of each investment option for the commitment of present funds?

3. How do rates, terms, and conditions of specific investment vehicle compare at the time of investment?

4. Does the investment under consideration conform to the unique needs and cash position of the district?

Certificate of Deposit

Certificates of deposit are formal receipts issued by banks for the special deposit of funds.  The funds are deposited for a specific period of time and at specific rates of interest.

Certificates of deposit can be issued as either negotiable or nonnegotiable instruments.  Most school districts use nonnegotiable certificates whose acquisition and maturity dates correspond with the demands of their cash flow.  The certificates should mature precisely when cash is needed.  However, in accordance with the Federal Reserve System’s Regulation Q, severe interest penalties are enforced upon the redemption of nonnegotiable certificates of deposit prior to maturity. 

Certificates of deposit are usually issued in minimum amounts of $100,000 and certificates of deposit of $100,000 and higher are not uncommon.  Advantageous terms may be procured for large investments; however, it might be possible for schools to find banking institutions which will issue certificates of deposit for less than $100,000.

On certificates of deposit of $100,000 or more, the rate of interest is subject to the fluctuation of the money market.  There are three primary market factors which affect the certificate of deposit rates in New York State—the interest rates reported by the large clearing house banks of New York City; interest rates on U.S. Treasury obligations; and the federal funds rate that one bank would charge another bank for overnight loans. 

Certificates of deposit are considered time deposits rather than investments and are therefore subject to the collateral requirements of Section 10 of the General Municipal Law where the FDIC insurance limit is exceeded.

Savings Accounts

Savings accounts like certificates of deposit are considered time deposits rather than investments and are subject to the same requirements for pledged collateral. These accounts usually yield less interest than certificates of deposit and are therefore not used as a primary investment vehicle. These accounts do however provide a high degree of liquidity.

Treasury Bills

Treasury bills are short-term instruments that are direct obligations of the United States Government.  These bills are issued with maturation of three months, six months, and one year.  (Treasury bills are issued in minimum amounts of $10,000 and in increments of $5,000.)

The interest rates paid on treasury bills may be lower in relation to other investment instruments due to their short-term maturates, relatively small denominations, and the fact that they are direct obligations of the federal government, therefore risk-free. 

Unlike certificates of deposit, treasury bills do not bear a stated interest rate.  Their rates are determined by the difference between the discount price and the face amount that will be collected at maturity.  Treasury bill yield is calculated on a 360-day year that offers the investor a slight advantage over many other types of obligations.

 The bills are sold in a competitive manner with the highest bids accepted first.

Repurchase Agreement

The repurchase agreement provides an investment medium for large sums that are available for shorter periods than the 30-day certificate of deposit allows.  

A repurchase agreement (REPO) is a transaction in which a school district purchases federal securities authorized by Section 11 of the General Municipal Law from a trading partner.  Simultaneously, the local government agrees to resell and the trading partner agrees to repurchase the securities at a future date. The purchase price should be the present market value plus any accrued interest not reflected in the market value of the securities and not the face value.

Local governments and school districts in New York State are not specifically authorized to enter into repurchase agreements, and therefore may only do so incidental to their power to buy and sell securities. Consequently, school districts should structure their agreements as purchases and sales and not as “secured loans.”

While repurchase agreements are useful cash management tools, they expose the investor to greater risk than other permissible investment vehicles. It is possible to reduce the risk by complying with complex and highly technical requirements. Investment personnel must be able to negotiate complex agreements with trading partners and custodial institutions that hold the securities during the term of the agreement. If a local government has a small portfolio or investment staff, these requirements may be too burdensome and other methods of cash management should be used. 

If a school district elects to utilize this type of vehicle, the Financial Management Guide for Local Governments (subsection 2.1080) published by the Office of the State Comptroller should be consulted for both guidance and agreement formats. 

Joint Investments

Article 5-G of the General Municipal Law authorizes school districts and local governments to invest idle funds on a joint or cooperative basis. The advantage of the joint venture lies in the fact that a larger principal amount is created and this in turn will result in a higher return.

All joint agreements whether they authorize joint investments on an ongoing basis or on a single occasion, must ensure that all applicable investment statutes are adhered to and must be approved by the governing board of each participant Also the agreement must be structured in such a way that it only provides for the pooling of funds and does not cause a separate entity to be created which issues shares, units, or securities to the participants.

The Financial Management Guide for Local Governments (subsection 2.1070) published by the Office of the State Comptroller provides further information on the structure of joint investment agreements 

Glossary of Terms

Accrued Interest: The interest accumulated on a security from its issued date or since the last payment of interest up to the date of the sale.  The purchaser of the bond pays to the seller the market price plus accrued interest.

Basis Point: One one-hundredth (1/100) of one percent.  There are 100 basis points to each percent of yield.

Bear Market: When market conditions reflect generally pessimistic attitudes resulting in decreasing market values and corresponding increases in yields.

Bull Market: A period of general optimistic attitudes with increasing market values of government securities and a corresponding decrease in yields.

Callable:  The issuer, under terms designated prior to the sale, reserves the right to be able to redeem a security prior to its maturity.

Call Date: The date or dates on which a security may be called for redemption by the issuer.

Confirmation:  The document used to state in writing the terms of sale that had previously been agreed to verbally.

Dealer:  An individual or firm that purchases securities for its own account and sells to clients from its inventory.

Discount:  When the market price of a security is below par.

Face Value: Par Value – the principal amount due and payable to the bondholder at maturity.

Federal Funds: Monies within the Federal Reserve System representing member banks’ surplus funds.  Banks with excess funds may sell their surplus to other banks whose funds are below required reserve levels.  Normally, federal funds are employed in settling all government security transactions.

Marketability:  the ability to readily buy and sell securities without materially affecting market rates.

Maturity:  The date stated on a security for the payment of the face value by the issuer.

New Issue: The initial sale of a security.

Odd Lot: A quantity of securities that is less than the accepted unit of trading (usually quantities of less than $100,000 face value).

Par:  100% of face value of a security.

Premium:  When the market price of a security is above par.

Registered Bond: The name and address of the owner of the bond is registered with the issuer or its paying agent allowing principal and/or interest payments to be mailed directly to the owner.

Syndicate: A group of security dealers (usually banks and/or investment banking firms) formed to bid for the purchase of a proposed issue of securities.

Yield to Maturity: The average annual percentage return which investors would receive on their investment if they were to buy a particular security at the quoted asked price and hold to maturity.

SCHEDULE A

Monthly Cash Flow Estimates

	Month
	Expense
	
	+ or -
	Revenues
	(Anticipated Borrowing)

	July:
 1

        
15

        
16

        
30
	Payroll #1

Bills

Payroll #2
	    35,000

    25,000

    35,000

$  95,000
	+5,000
	Balance $100,000
	

	Aug:
13


15


30
	Bills

Payroll #3

Payroll #4
	    30,000

    35,000

    35,000

$100,000
	-$100,000
	
	(TAN #1 $100,000)

	Sept:
10


15


24


30
	Bills

Payroll #5

Bills

Payroll #6
	    25,000

  175,000

  100,000

  185,000

$485,000
	+2,040,000
	St. Aid 

     225,000

Taxes 

  2,300,000


$2,525,000
	(TAN #2 $100,000)

(Repay $200,000 TANS)

	Oct:
  1


  8


15


29


30
	Bills

Payroll #7

Bills & FICA

Payroll #8
	    40,000

  185,000

  140,000

  185,000

$550,000
	-$280,000
	BOCES Aid
       30,000

St. Aid 

     235,000

Admis’ns
                         5,000


   $270,000
	

	Nov:
1


8


15


26


29
	Debt Serv.

Bills

Payroll #9

Bills

Payroll #10
	  125,000

    40,000

  190,000

  110,000

  190,000

$655,000
	-$355,000
	BOCES Aid
       30,000

St. Aid 

     235,000

Admis’ns
                         5,000

BOCES Aid
       30,000


   $300,000
	

	Dec:
1


10


13


23


30
	Debt Serv.

Bills

Payroll #11

Bills

Payroll #12
	    80,000

    30,000

  190,000

  100,000

  170,000

$570,000
	-$570,000
	
	

	Jan:
14


15


28


30
	Bills

Payroll #13

Bills & FICA

Payroll #14
	    20,000

  200,000

  160,000

  190,000

$570,000
	-$570,000
	
	

	Feb:
11


14


25


28
	Bills

Payroll #15

Bills

Payroll #16
	    20,000

  190,000

  100,000

  190,000

$500,000
	-$500,000
	
	(RAN #1 $350,000)

	Mar:
11


14


25


27


31
	Bills

Payroll #17

Bills

Payroll #18
	    25,000

  190,000

    90,000

  195,000

$500,000
	-$305,000
	T’bk Aid
                     45,000

Returned Taxes
  150,000


$195,000
	(RAN #2 $350,000)

	Apr:
8


15


22


30
	Bills

Payroll #19

Bills

Payroll #20
	    35,000

  195,000

  100,000

  190,000

$520,000
	+275,000
	St. Aid

  705,000

BOCES Aid
    90,000



$795,000
	(Part. Repayment RAN)

	May:
6


15


20


30
	Bills

Payroll #21

Bills, NYC Ret.

Payroll #22
	    35,000

  195,000

  200,000

  190,000

$620,000
	+$185,000
	St. Aid

  705,000

BOCES Aid
  100,000


$805,000
	(Part. Repayment RAN)

	June:
6


10


16


24


27
	Bills

Payroll #23

Bills

Payroll #24
	    20,000

  190,000

  100,000

  195,000

$505,000
	+$300,000
	NDEA & Misc.
    25,000

St. Aid

  705,000

BOCES Aid
  100,000



$805,000
	(Bal. of RAN Repayment)


SCHEDULE B

Estimated Yearly Cash Flow and Investment Schedule

	Date
	Explanation
	Estimated Expense
	Estimated Revenues
	Estimated Balance
	Investment Maturity
	Estimated Balance

	7/01
	
	
	
	100,000
	
	

	7/15
	Payroll #1
	35,000
	
	  65,000
	
	

	7/16
	Bills
	25,000
	
	  40,000
	
	

	7/30
	Payroll #2
	35,000
	
	5,000
	
	

	8/13
	Bills & TANs
	30,000
	200,000
	175,000
	
	

	8/15
	Payroll #3
	35,000
	
	140,000
	
	

	8/30
	Payroll #4
	35,000
	
	105,000
	
	

	9/10
	Bills
	25,000
	
	80,000
	
	

	9/15
	Payroll #5 & St. Aid
	175,000
	225,000
	130,000
	
	

	9/24
	Bills (BOCES 2nd monthly payment)
	100,000
	
	30,000
	
	

	9/30
	Taxes, Payroll #6 Repay TAN
	385,000
	2,300,000
	1,945,000
	-1,900,000
	45,000

	10/01
	BOCES Aid
	
	30,000
	1,975,000
	
	75,000

	10/08
	Bills
	40,000
	
	1,935,000
	
	35,000

	10/15
	Payroll #7, St. Aid
	185,000
	235,000
	1,985,000
	
	85,000

	10/29
	Bills, FICA
	140,000
	
	1,845,000
	#1  100,000
	45,000

	10/30
	Payroll #8, Admsns.
	185,000
	5,000
	1,665,000
	#2  150,000
	15,000

	11/01
	Debt Service; BOCES Aid
	125,000
	30,000
	1,570,000
	#3  125,000
	45,000

	11/12
	Bills
	40,000
	
	1,530,000
	
	5,000

	11/15
	Payroll #9, St. Aid
	190,000
	235,000
	1,575,000
	
	50,000

	11/26
	Bills – Admsns.
	110,000
	5,000
	1,470,000
	#4  100,000
	45,000

	11/29
	Payroll #10, BOCES Aid
	190,000
	30,000
	1,310,000
	#5  150,000
	35,000

	12/01
	Debt Service
	80,000
	
	1,230,000
	#6  100,000
	50,000

	12/10
	Bills
	30,000
	
	1,200,000
	
	25,000

	12/13
	Payroll #11
	190,000
	
	1,010,000
	#7  175,000
	10,000

	12/23
	Bills
	100,000
	
	910,000
	#8  100,000
	10,000

	12/30
	Payroll #12
	170,000
	
	740,000
	180,000
	20,000

	1/14
	Bills
	20,000
	
	720,000
	
	

	1/15
	Payroll #13
	200,000
	
	520,000
	#10  200,000
	

	1/28
	Bills & FICA
	160,000
	
	360,000
	#11  175,000
	15,000

	1/30
	Payroll #14
	190,000
	
	170,000
	#12  200,000
	25,000

	2/11
	Bills
	20,000
	
	150,000
	
	5,000

	2/14
	Payroll #15 & RAN
	190,000
	500,000
	460,000
	#13  145,000
	460,000

	2/25
	Bills
	100,000
	
	360,000
	
	

	2/28
	Payroll #16
	190,000
	
	170,000
	
	

	3/11
	Bills
	25,000
	
	145,000
	
	

	3/14
	Payroll #17, T’bk Aid
	190,000
	45,000
	--
	
	

	3/25
	Bills & RAN
	90,000
	200,000
	110,000
	
	

	3/27
	Returned Taxes
	
	150,000
	260,000
	
	

	3/31
	Payroll #18
	195,000
	
	65,000
	
	

	4/08
	Bills
	35,000
	
	30,000
	
	

	4/15
	St. Aid, Payroll #19
	195,000
	705,000
	540,000
	
	

	4/22
	Bills (100); 250 – Repay RAN partial
	350,000
	
	190,000
	
	

	4/30
	Payroll #20 & BOCES Aid
	190,000
	90,000
	90,000
	
	

	5/06
	Bills
	35,000
	
	55,000
	
	

	5/15
	Payroll #21, State Aid
	195,000
	705,000
	565,000
	
	

	5/16
	Repay RANs Partial
	200,000
	
	365,000
	
	

	5/20
	Bills, NYS Ret. System
	200,000
	
	165,000
	
	

	5/30
	Payroll #33 & BOCES Aid
	190,000
	100,000
	75,000
	
	


SCHEDULE C

Estimated Yearly Cash Flow and Investment Schedule

	Investment #
	Amount
	Due Date
	(Investment of $1,900,000 9/30)



	1


	$100,000
	10/29
	

	2


	150,000
	10/30
	

	3
	125,000
	11/01


	

	4


	100,000
	11/26
	

	5
	150,000
	11/29


	

	6


	100,000
	12/01
	

	7
	175,000
	12/13


	

	8


	100,000
	12/23
	

	9
	180,000
	12/30


	

	10


	200,000
	1/15
	

	11
	175,000
	1/28


	

	12


	200,000
	1/20
	

	13


	145,000
	2/14
	


