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PREFACE

The basic, underlying professional objective of the Research
Corporation of the Association of School Business Officials (RC-ASBO)
is to identify and share timely, appropriate information about suc- .
cessful school business management practices. :

ASBO's Research Corporation is an integral part of the Associa-
tion's activities. As a publishing/research subsidiary, it is de-
voted to advancing educational management at all levels by conducting
and promoting significant research programs staffed with hundreds of
"expert" generalists and specialists who continually confront the
most pressing issues facing educators, educational administration
and school business management.

This Handbook for School District Financial Management is another
example of how RC-ASBO programs meet the objectives listed above.

International ASBO often works with other associations and or-
ganizations in developing publications and conducting research, par-
ticularly its affiliated state/provincial Associations of School Busi-
ness Officials. This publication is such a joint project and was de-
veloped in cooperation with the New York State Association of School
Business Officials (NYSASBO). In 1981, the NYSASBO .published a book
entitled "A Handbook of School Banking Relations." That publication,
also written by Dr. Dembowski, focused on school/banking relations in
the state of New York and served as the basis for developing this
publication.

This project, including the accompanying research that led to
the publication of this handbook, was initiated because the area of
school district financial management is one of the fastest growing
concerns to school business officials. Financial management in school
districts has become increasingly important over the past several
years because of declining enrollments, reduced state/provincial/
federal funding, tight budgets, school closings and a plathora of
related influences that are putting constant pressures on public
school systems in the United States and Canada to "do more with less".

One way in which school districts can meet these challenges and
stretch their available financial resources -- while generating addi-
tional revenues =-- is through an effective and efficient financial
management system that insures adequate cash availability to meet
daily needs and a maximum return on the investment of idle funds.
With large amounts of revenue at stake, it is no wonder that cash
management is now recognized as an increasingly important function
in school business management.




This publication is intended to provide information and guide-
lines on how school districts can initiate an effective and efficient
cash management system or improve their existing cash management sys-—

tems.

Charles G. Stolberg
Associate Executive Director - Research Services
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INTRODUCTION

A recent headline in a New Ycrk newspaper stated "School Dis-
tricts Flunk Investment 101!'" The basis of the article was a study
conducted by a research team ccmmissioned by the New York Legislature
to investigate how well school districts were investing their sur-
plus funds. The impetus of the study was a feeling on the part of
the legislature that school uistricts were not taking full advantage
of the revenue potential of sound cash management., Another study by
the author indicated that well over $1 billion were earned on school
district investments in the United States in the 1980-81 school vear.
With these large amounts of revenue at stake, it is no wonder that
cash management and the ancillary field of school/banking relations
have become recognized as increasingly important functions in school
business operations.

The purposes of this publication are two fold: to discuss the
major aspects of a school district cash management and banking pro-
gram; and to demonstrate how an effective cash management system
may be established or improved upon in school districts. Each as-
pect of cash management will be discussed and further illustrated

by examples.
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SECTION 1

AN OVERVIEW OF SCHOOL DISTRICT FINANCIAL MANAGEMENT OPERATIONS

CASH management - the process of managing monies :@%n order to en-

sure maximum cash availability and maximum yield on investments of
idle cash - represents an increasingly important component of finan-
cial management in a school district. Cash management is concerned
with what happens between the time cash is received as revenue and
when it is expended. More specifically, cash management is concerned
with the conversion of accounts receivable to cash receipts, accounts
payable to cash disbursements, the rate at which cash disbursements
clear the bank and what is done with cash in the meantime.

There are a number of-financial and.nonfinancial goals of an
effective cash management program in a school district. The primary
financial goals of cash management are to maximize availability and
yield.

The availability goal is to maximize the amount of cash available
to meet daily needs and to increase cash available for investment.
The yield goal is to earn the maximum return on cash invested.

These goals conflict with each other to the extent that cash in-
vested may not be readily available to meet current obligations.
Since bills must be paid, the yield goal is necessarily secondary.
However, the timing of cash inflows and outflows may be manipulated
to favorably affect yield.

Additional financial goals include the minimization of the
monetary and manpower costs of the cash management process and the
minimization of borrowing unless such borrowing is advantageous to
a district, such as through an arbitrage situation. ‘

While not as lucrative, the nonfinancial goals. of cash manage-
ment are equally as .mportant to a school district. The most impor-
tant nonfinancial goals include promoting favorable business rela-
tions with vendors and banks; ensuring the orderly conduct of the
financial aspects of a district's operations; and building the
trust and goodwill of the taxpaying community.

There are eight interrelated components in an effective school
district cash management program. When properly coordinated, these
elements assure the attainment of a school district's financial and
nonfinancial cash management goals. The first component of an
effective school district cash management program is an appropriate
administrative framework. Such a framework is necessary to attain
the financial goals of maximum availability and maximum yield. The
next four elements are concerned with cash availability.

12




4 : Financial Management Handbook

They are:  cash budgeting; cash informatiion and control systems;
cash collection, deposit and disbursement procedurcs; and borrowing.
When successfully managcd thesc clements promote’ maximum availability
of cash for a district’ flnanCLal operations. The final threc cle-
ments of a school dis tTLLt s cash management program arc concerned
with the goal of maximizing potential yicld. These are: investment

all eight clements of an effcective cash management program arce cstab-
lished and skillfully utilized, a school district can realize the full
potential of an efficient, successful cash management program.

The Administrative Framework of Cash Management

The administrative framcwork describes the policy as well as the
legal and procedural requirements for carrying out an cffective cash
mand&cmcnt program on a day-to-day basis. In order to centribute to
the achievement of cash management goals, a school district, like any
local government unit, must have the following: -

* a set of Federal, state and local laws that affect the opera-
tion of a cash managamcnt pxogxam,

* g written district policy approvad by the Board governing
the conduct of the cash management program;

* a cash investment "pool" or consolidation account consisting
of the cash balances of different funds and accounts; and

* an on-going cvaluation process that periodically reviews pro-
gress throughout the fiscal year and provides appropriate
historical peuformuncc data.

Lepal chunrcmcﬁts - Every state has restrictions on the cash
management activitics of local school districts.  These state laws
generally restrict cash management in three ways. they stipulate the
dates and procedurcs to be followed in collecting taxes and fees;
they restrict the kinds of scecurities and obligations a school dis-
trict may utilize for investments and borrowings; and many states
limit the types of (inancial institutions with which local districts
may do business. For cxample, some states prohibit the use of mutual
savings banks and out of state.banks. A peneral listing of these
statutory restrictions is not feasible here because all the states
arce different. Section IIT of this publication has a state by state
summary and analysis of many of these dilferences.

1J
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An Overvioew S o h

Written bistrict Policy - Within the framework of these legal
requirements, a school district should establish o written statement
which defines policies relative to cash management, A typical policy
adopted by a Boaprd of HEducation might cover the following items:

1) the detegation of authority for the cash management activities
to-one district official;

2) <o bisting of the types of investment instruments in which
the district may invest;

) the criteria for selecting the district's depository

bank(s)s

1) the specifications about the frequency and types of Cinancial
reports that must be submitted to the board: and

) local district Pimitations on cash management,

Inwriting a policy statement, specifying policies, constraints
and Tt tations is necessary,  However, the specification of proce:
durces shoutld be avoided and telt to the discretion to administrative
personnel.  An example of a school board policy is presented as
Exhibit I,

Cash Investment Pooling - The "pooling' of cash resources con
sists of consolidating the cash accounts of separate funds into one
or a few bank accounts for investment purposces.,  Often these accounts
are caltled "clearing', "zero-based”, ur "consolidation" accounts.
Pooling need not be restricted to accounts within one district. Where
permitted by Taw, school districts should investigate the cstablish
ment of pooling arrangements with other governmental units such as
neighboring school districts, nearby city and municipal povernments
and county pgovernments.  Some states have established statewide
pooling arvangements.,  Others have established trust funds for in
vestment purposes,

Where permitted, pooling offers school districts many andvantagoes:
it permits larger investments which often yield higher rates of returng
it tends to smoothen out fluctuations in cash flow; it simplilics the
investment process; and it reduces paperwork,

Under a typical pooling operation, accounting records are kept
for the pooled account that attributes cash and investments to cach
fund and account that contributes to the pooling arrangement.  In
terest carnings are apportioned accordingly.

ERIC | . 1
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SAMPLE SCHOOL BOARD POLICY STATEMENT
Purpose and Satepuards:

The lavestment program of the school dlgtrict ls suthorized by the Board of
Bducation. - 1t Ls viewed as a cvitical dngredient ol sound flseal management,
the purpose ol which 18 to secure a wmaximum vield of [nterest revenues to
supplement other schoot district vevenues for the support of the cducat fonal
program ol the schoot systoem,

The district's (nvestment program witl be adminlstored tn such a way as to
anssure: ) '

ae The contfnual process of temporary fnvestiog ol alt fund balances and
monfes avallable to the district tor {nvestment purpouces;

b The mafutenance (revised following each cash transact fon) of a yeartly canh
[Tow chart that will provide data to assist proper planning and decelalon
mak fng rogarding amount, durat{on, and tvpe of Investments tor the achool
dintrict;

¢o The utithzatfon ol an open compet {tfon aystem of bida and/or gquotes to
obtatn maximum yietd posstble on all fuvestments trom bhoth In=dircect and
out=ol=district financial Instltut fonag

do That atl vendors using school district [unda provide a statement to the
diatelet of thetre collaterat in the form of a tist ol the securitien
pledged at warket vatue; and

e, That all schoot distrlet laventments wBll be In compt fanee with Scectlong
F727%=a and 2131 of the Bducat fon Law.

Detegation ol Authority

The gehool dlutelct authorizes (e school buafoess admintatrator and/or the
supervisor of nccount ng to manage att activitien agsoclated with {te [nveat:
ment program fn such manner as to accotmplsh all the objectivens and the intonts
of this policy. These responslbllitties will also Include annual review and ™
agsesament of district's nvestment program and (1 ng a veport and hia/hoer
recommendat fong annually with the Board ol Bdueation. The school businesn
adminfatrator s further authorfzed to execute fn the name of the hoard of
educatlfon any and alt documents rofating to the fnvestment program In o tlmely

Smaner as well as to atlHze reputabte conasultants repardiog fnveatment dow

clalong when necessary, A monthly progreas report ol Investments witl be
plven to the bouard,

« -




An Querview ' -

Bvaluation Processes -« Bvaluation of cash management performance
completes the administrative cycle. 1t tells interested parties how
successful a program has been and establishes a basts (or developing
objectives for future years! cash management programs,  Many studioes
have reported the rate of return on investments as an cvaluative in.
dicator of cash management performance in school districts.  Pox
cexample, McCanless reported an average rate of return on investment s
ol 0.3 percent of the total district cxpenditures.  Both Carvre and
Rothrock reported average rates of return of 0.078 percent to 0.079
percent of total district expenditures. Welliver reported a ranpe
For the rates of veturn for school districts in Pennsylvania of (rom
d.00 pereent to 0.1 percent with an average rate of return of 0.5
percent ol total district expenditures.  These rate of return mein -
sures point out the need for increased vigor in school district [in-
ancial management programs.

However, the cash management operations of school district?
not cvaluated corrvectly i the rate of return measure is the opd
cvarluative technique used hecause the eofficiency of these operat fons
is alfected by a number of exogenons and endogenous factors. Al of
these Factors affect the net rate of return on the school district '
cash manpgement operation.  The exogenous factors include current
market conditions and the size and the wealth of a school district,
The endogenous factors include the mix of investment instruments
used, LR cash management techniques used and the level of expoer
Cise ol a district's business stalfl,

are

The curvent rate of interest for investments has the most im
mediate impact on the rate of return. Generally, the higher the rate
of intervest (other things being equal), the higher the rate ol veturn,
However, interest rates vary greatly over time accorvding to the type
and maturity of investment instrument used.  In order to make com
parisons of the rates of return to school district cash managemoent
praograms, the cevaluation measures should be adjusted to account lor
the exopenous portion of this varying interest rato.

The sice and wealth of o district also have considoerable offoct s
on the rate of return.  Several studies {(Sce Dembows ki, 1980, for a
review of these studies)  have disclosed that there are scale offecty
in the rates of return,. Generally, the larper the school district,
the Targer the cash Clows, ~thus the targer the cash surplus avatilable
For investment.  This problem is further exacerbatoed by the fact that
bankers pay a premium through higher hixls for the use of Larpe amount s
of cash for investments.,  Thus, a bankoer may bid only 10 percent for
acertificate of depoxit (CD) for 90 days on $10%JHN)\N\iH\Iu\umy
bid 1.2 percent For a 90 day €D on $1 million. ThHese scale offocts
should bhe eliminated in any evaluation of cash management performance.
[ ? v(\
L y]
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Furthermore, studies have shown that a district's wealth also
has an effect on cash management results,  Wynn states that the
wealthier the school district, tho greuter the possibility for school
district investment activity (Wynn, 1973). This is partially due to
the facts that the timing and amounts of revenues are determined, to
a certain oxtent, by school district wealth,

School district revenues consist primarily of receipts {from two
sources:  property tax collections and state aild receipts.  Property

Stax receipts are bused on a school district's property weatth,  Studies

Q
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Aruitoxt provided by Eic:

have shown o dircct correlation between school district wealth and

cxpenditures for education., Becuuse more «lollars are involved, it

logically follows that the higher a school district™s oxponditures,
the greater the potential for surplus cash balances to be available
for investment purposes. ‘

However, the eoffect of wealth on state aid receipts is more dir
ect,  Most state aild allocation formulas, because of the desire to
cqualize cducational cxpenditure dispavities caused by differences in
wealth, result in poorer school districts receiving a greater proe
portion ot their total expenditures through state aid.  Thus, the
poorer the district, the more cash received in state ajd.  The cuash
management problem that arises from this phenomenon is that receipts
(rom property taxes usually accrue to the school districts only once
a year,. while state ald receipts ave spread throughout the fiscal
yoar.,

For example, in New York State, school  districts receive a luarge
majority of their property tax receipts (all except for late tax pay-
ments) in October, while 75 percent of the state aid is not allocated
to the districts until the months of March, April and May in 24 per-
cent instatiments, With the fiscal year beginning July 1, the pro-
perty wealth poor school district receives retatively little cash "up
front" through the property tax receipts, with the bulk of receipts
(lowing to the district in the latter months of the fiscal yeuar.

This has two implications for a poor district. First, a district
that is poorer in property wealth is forced to borrow to a greater
extent than a property rich distrvict with the resultant loss ol the
interest paid on the borrowed funds. Second, the district that is
poorer in terms of property wealth has fewer opportunitics to invest
funds because there are feower, if any, periods of surplus cash,

Unfortunately, when a business manager's cash management per-
formance in a property wealth poor district is evaluated, the ty-
pical measure is the rate of return, cxpressed as a ratio of the
net interest carnings from cash management to the total cxpenditure
of the district., 1In such districts, the rate of return is much
lTower than in a rich district becauso of the difference in timing
of cash (low. :

- A Y



An Overview 0

The endogenous factors listed above also have an effect on the
cash management program of a school district, Obviously, the use of
different types of investment instruments will affect the rate of ro
turn because the interest rate of cach instrument or security vavies
with the degree of risk inherent in the instrument. oy example,
future in commoditios is much riskier than an investment in U.S.
Treasury Bills because i) is less likely that the U,8. Government will
default on its foans. However, generalities about interest rates are
difficult because the term structure of interest rates varies preat ly
over time for a wide variety ol reasons, with risk being one. ' I

Basior to defend is the effect of the traiding of the business
manager in cash management technigques on the rate of return on in
vestments,  Most studies agree that the higher the level of train:
ing of the cash manager (although not necessarily in cash management),
the higher the vate of return on cash management.  (See Dembows ki, :
F978).  Finally, the rate of return on cash management will diffor
depending on the sophistication of the cash management techniques
used.  While the development of a caxh flow schedule for cash plan:
ning purposes will enable a business manager to develop a set ol -
tnvestments for a district, the use of optimization technigues,
such as an integer programming formulation to optimize the set of
investments and borrowings, will most likely result in higher net
mterest earnings.,

There are a number of evaluative technigques that could be used
that would elbiminate the effects of the exogenous variables from the
cvaluation, focusing attention on those management practices which
the cash manager has control over and can change to a school dis
trict's benelit.  One such technique is the use of Net Present Value
Analysis,  The discussion of this technique is beyond the scope of
this Handbook.  For further discussion of this topic, sce Dembowshi
(1980).

The Final topic in the discussion of the administrative com-
ponent of cash management is the establishment of a standard of
cvaluation for a school district's cash management performance.

As seen in the previous section, there are a number of considerations
that must be taken into account when cvatloating a cash manapement
program. The rvate of return measure typically usced to judge cash
management performance is not o valid measure for a number o roasons.
However, it is very simple to calculate, and will be used for a long
while to come.  Therelore, its use must be discussed.  Because the
conditions for ¢ash management programs vary according to state laws
amd other Factors, the establishment of a "good" rate of return is
difficult to calculate. Many studies ol cash management performance
agree that a rate of return ol 1.5 percent of a district's total
expenditures should be attainable by all school districts, regardless

]}RJ(j - lé} )
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of sive, wealth and the other intevvening factors. 10 all school
districts in the United States could attain a rate of return of
P.oh percent, approximately $2.5 billion coutd be carned annually
through sound school district cash management programs,

Cash Budgeting

Cash budgeting involves the estimation of reoceipts and disburse-
ments to determine cash requirements and to develop a cash manage-

ment strategy.  Cash budgeting answers questions such as these:

Whoen are cash receipts expected?

How long will cash le~ available?®

Is bhorrowing required?

Are therve opportunitics f{or investment ? | | -

Cash budgeting is dilfferent than the "traditional'™ reoveanue and
cxpenditure budgeting process because it is primarily concerned with

the timing of receipts and disbuvscments of a school district.  The

"rogular” budgeting process is concorned with the timing and sources
ol revenues, and the determination of anticipated expenditures,

This budgeting process usually precedes the cash budgeting process,
Furthermore, while the revenue and expenditure budgeting process
culminates with a budget document, cash budpeting is a continual
process with periodic updates. :

Cash budgeting is important to an coffective cash management
program because detailed knowledge of the timing and amounts of
cash veceipts and disburscements allows the manager to take an in-
Formed approach to designing an investment and borrowing strotegy.
Cash budpeting also is important in gathering necessavy information
to develop the financial position statement needed to borrow cash,
espectally borrowings basod upon future asscets such as Revenue Anti-
cupation Notes (RANs) and Tax Anticipation Notes (TANs).

An important tool in cash budgeting is the cash {low schedule.
A cash flow schedule may be as simple as a table which lists total
cxpected receipts, disbursements and net balances by month (as in
Exhibit 1) or as detailed as a Pisting ol receiptys and disbursements
by fund and source on o weekly or oven daily basis (as in lxhibit 1),

. noconstructing a ccash (low schedule, two critical parametoers
must be establishoed.  First, o time horizon must bhe sclocted. A
school district should always develop an annual cash {low schedule
for its fiscal year. By including all major receipts and disburse
ments for the entire year; this annual schedule will indicate per:
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EXHIBIT Il

THE CASIH ULOW PATTERN OF THE SAMPLE DISTRICT

Poeviad 1 J ! A 'y f ! ] 9 ) [N i
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Ot Jow Lo 200 SO0 200 200 400 100 100 Moy 200 A 100
Net | low L0 1) L0 R 200 =100 et} =M Y =N i.00 [IRAY10) Jhi
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Reveunes are tecedved by the dbstybet on the hst day of the month, {r

Pxpeuditures ovenr on the Elrat day ol the month,
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CEXHIBIT 111
SAMPLE CASH FLOW CHART
FOR THE PERIOD = JULY 1 to OCTOBER 1

) Istimated ‘Lstimated Running
Date Lxplanation Fxpeuditures Revenues Balance
July 1 Opening cash balance $ § $247,000
(not fund balance)

L4 Payrol | 37,000 210,000
28 | rayroll 40,000 170,000
31 BLlls 30,000 : 140,000
Aug 1 Debt, Principal & Interest| ,.63,000 77,000
1 Payroll 37,000 40,000

L5 Bills 40,000 0
25 Tax Anticipation Note 400,000 400,000
1 25 Payrol | | 40,000 360, 000
| O3 Bills 50,000 _ 310,000
! Sept 1 Debt, Princlpal & Interest| 673,000 ‘ 247,000
1 Payroll | 200,000 . 47,000
10 Bills 40,000 7,000
15 State Afd - C 150,000 | 357,000
15 Payroll 7 200,000 157,000
20 BLlls ‘ 60,000 97,000
29 Property Tax 1,400,000 | 1,497,000
29 Pay TAN 400,000 1,097,000
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iods of major borrowing and investment requirements. Once an annual
schedule has been developed, cash low schedules for smaller periods
(such as bi-annual, monthly, bi-weekly or weekly) may be developeod.

In general, the smaller the time horizon, the more time-consuming

and costly the cush budgeting process becomes.  Thus, the cash manapoer
must weigh the costs and benefits to the district of o detailed cash
buddgeting process.

The sccond decision essential to cash budgeting is the tevel of
specification involved in the cash flow schedule.  The cash manager
must decide upon a level of aggregation in specifying the cash re-
ceipts and dishursements and the time interval for reporting. lFor
example; lixhibit 11 represents a cash {low schedule in which a cash
manager has made two decisions,  First, it is an annual cash flow
schedute representing a fiscatl ycar, with data reported in monthly
intervals,  Sccond, only total monthly receipts and disbursements
are reported with no disaggregation of the data.  In contrast, lix-
hibit 111 is a threes=month cash (low chart with receipts and dis-
bursements disagpregated into major categorics reported on the day
of anticipated receipt or disbursement.  This more detailed cash
Clow schedute will enable a cash manager to make more precise esti
mates of the cash needs of o district,

In order o develop a cash {low schedule, the timing and amounts
of cash receipts and disbursements must be anticipated. Historical
cash flow information is invatuable for this purpose, and it is rec
ommended that records of the dates and amounts of major reccipts and
disbursements of the district be Xept in memorandum accounts, It Qs
also possible to review previous years' cash accounts for this pur
pose.  School districts receive most of their revenues through pro-
perty taxes and state aid payments.  Both types of payments accrue
to the district in large lump sums received periodically throughout
the fiscal year.  The property taxes, which account for 40 to 00 per»
cont of an average district's revenues, are usually received by the
district once or twice u yecar. These annual or semi-annual payment
perviods (usually lasting a week or two) result in substantial amounts
of cash flowing into a school district's coffers at specific times of
the year.

State aid payments are usually the scecond largest source of
school district revenue. While the timing and amounts of state uid
payments to school districts vary from stateto state, these paywments
are also quite large.  Together, propoerty tax and state aid receipts
comprisce the majority of school district revenues, typically account
ing oy 70 to 85 percent of the total income to a district. lFortun
ately, both the timing and amounts of these receipts are known in
advance with a high degree of certainty.  This cortainty enables a
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cash manager to accurately project the receipt of these {funds and
aids in the development of a cash {low schedule,

Besides being able to anticipate revenues with o high degree of
certainty, expenditures may also be anticipated. School district
cxpenditures consist primarily of salary and fringe beneflit cxpenses.
The typlual school district budget allots approximately 80 percent of
altl expenditures for this purpose. Once the number of cmployces is
determined, and the salary schedule is negotiated, these cexpenditures
may he Jn(lLlpdlvd WLth a high degree of certainty.  BLxeept for the
summer months, Tthe cxpcndltuxc pattern of most school districts is
quite stable. Other major expenses, such as debt service payments
and utility bills may also be anticipated through a review of the
previous year's expenditure patterns. June is usually the highest
expenditure month because of social sccurity and tax payments to
the Federal Government as well as ond of the year payments to teach-
ors and vendors.,

Exhibit 1V presents a simplificd revenue and expenditure pattern
for the hypothetical school district cash low projection presented
in Exhibit 11. October and January revenues arve large because of
proporty tax rveceipts while the November and March receipts reflect
state aid payments.  lxpenditures are stable at $200,000 for most
months, with a peak in June and low cxpenses in the summer months,
Because of differences in the timing and amounts of revenues and
cxpenditures, the school district experiences periods of surplus
revenues over expenditures, denoted by "s".  January through March
is o period of surplus cash.  From April through October, however,
the school district's expenditures exceed it's revenues.  These per
iods of cash deficits are denoted as D", The primary task of the
cash manager in this hypothetical school district is to determine
what borrowing and investing decisions should be made. £ invest:
ments are made, three questions must be answered:

When should investments be made?
What amounts should be invested?
How long should the c¢ash be invested?

I it ts necessary to borrow, the same questions concerning
timing, amount and maturity nced to be answered,

This (inancial planning task is usually approached in the {ol-
towing manner. The net cash low is determined by subtracting
monthly expenditures from monthly revenues., A positive (negative)
net cash flow indicates a cash surplus (deficit).  Exhibit 11 pre-
sents the monthly cash flows in tabular form. The month of January

\‘l ¢
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EXHIBLT 1V
THE CASIE BUDGET AND CASH VLOW PATTERN OF THE SAMPLE DISTRICT
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has a $200,000 cash surplus.  This cash should be invested in inter-
est bearing sccurities (such as Certilicates of Deposit or Repurchase
Agreements).  Since the month of April has a cash deficit of §50,000,
an investment of §50,000 should be made from January to April. An-
other $100,000 could be invested from January to May to cover that
deficit, with the remaining $50,000 surplus {rom Janupry being in
vested until June.  Because revenues cqual expenditures in this
example, this process will be followed until all surplus cash is in
vested in instruments that mpature during the months when cash de-
ficits arce projected.

This investment process will continue until the month of July.,
In July, the school district (in this oxample) needs $50,000 to meot
expenses,  However, all available revenue is used up. This deficit
situation continues until October when property tax revenues arrive.
By that time, the district will have accumulated a deficit of $150,000.
To mecet this deficit, the school district must borrow the $150,000 in
anticipation of future revenues (such as a Tax Anticipation Note-'TAN).
In October, sufficient revenues will arrive to allow for the repayment
of the TAN, as well as to allow for the investment of an additional
$50,000.  Thus, the investment process starts again.

This cash budgeting process begins with the development of o
cash flow schedule.  The schedule is assembled Crom data providdd
by accounting records from the previous (iscal year and from a school
district's budpget document.  Once the cash low schedule is developed,
the cash manager in a school district may make decisions as to when
investments and/or borrowings (i any) need to be made during that
Fiscal year, The actual process of making these investing and bor-
rowing decisions will be discussed in a later soction.

Caxh Information and Control Systoems

An cffective cash information and control system is required to
provide cssential information to help a cash manager mecet his or her
cash management program objectives.,  The information required to con
trol the cash management process includes data on cash balances in
various depository accounts of the district as well as anticipatoed
current revenues and expenditures. A good cash information and con
trol system includes three types of records:  those which rocord act
ual financial events as they occur (i.e., a record of investment s
made) s those which assist in making investment decisions (i.c0.,
current cash balances by account); and those which permanently
account for cash by fund, '

Accash anformation and control system typically has two major
components: a formal systom and an informal system.  The formal
system o consists of accounting processes that systematieally record
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apprapriate data. A "Cash Accounting System" should keep track of
daily receipts and disbursements, provide cash balances by fund and
account and record daily average cash balances, A "Cash Budpet Re-
porting System' should be implemented to provide a "budget vs. actual
report ol receipts and disbursements.  This system provides informa-
tion to update a cash {low «chedule and to evaluate a cash manager's
Forecasting abilitics,

An "lInvestment Status and Barnings System" is usceful in provid-
ing o summary performance record ol cash management activitices. Key
information on investment transactions that should be recorded are
the purchase (date, amount and rate), the sale (date and amount),
the maturity and the interest, A similarv record system, il needed,
bno the "Earned Interest Apportionment Svstem” which is requived if
the interest mmst be rvedistributed to the accounts and funds which
contributed cash to the principal of the investment,

A MReconciliation System'" is required to provide data to under
take a monthly reconciliation between the balance in account ing re
cords and the actual cash balances in bank accounts and other assets
of the school district.  The reconcitiation usually follows this
basice format to determine Endiung Cash Balance:

Cash in Treasuary

plus Investment Principal ’
plus Cash in Banks

minus Outstanding Checks

minus Deposits Not Yot Recorded

equals Ending Cash Balance

Finallty, o "Performance Reporvting System” shoesld boe desrpned to
pProviede anformatron reguired to assess how woll o district ' cash
managemnent system o is performing in veiation to attainimmg the tour
objectives ol availability, vield, dollars carned and ol liciency of
aperiation,  Perlormance reporting warrants special attention to pro
cedure reports for those instances when an evaluation i« redgui red
(When estimesting interest received during the budgeting process),

Awell administered cash information and cont rol system aluo
Wi e mportant informal svstem.  This informal system consistys of
pood contact with vesponsible officers in the various departments of
a school district to provide informition on anticipated cash (low
necds which the cash manager may be unawarve of,  Information con
cernmg current market conditions, vendor relations and so on are
alvo ol mmportance,

ERIC N 26
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Cash Collection, Deposit and Disbursement Procedures

~ Cash collection, deposit and disbursement procedures are possibly

the most important factors in determining the maximum availability of

funds to meet cash needs and maximize the return on investment of
funds. The development of procedures .to bring revenue dollaﬁs into

district accounts as soon as possible and to keep those dollars there

as long as possible can mean-a significant increase in investment
dollars earned. To ensure that these processes will contribute to
achieving cash management goals, a school district should have:

1) revenue collection policies and procedures for each major

source of revenue ’

2) spec1a1 deposit procedures to handle major revenue proces-
. ' 51ng problems such as tax collections;

ﬁ*S) established deposit procedures for
and collection location; and -

each type of revenue

4) disbursement policies and procedures for each category

of expenditure and vendor.

3

Collections can be greatly accelerated
velops procedures designed to encourage the
perty taxes. Some suggested procedures are

Increase the frequency of property tax

if a school district de-
speedy payment of pro-
as follows:

collections. This will .

allow the receipt of cash to more closely align with expected dis-
bursements, and will smoothen out the cyclical cash flow patterns

permlttlng 1arger and longer investments.

-

* Ralse the penalties for dellnquent payments to discourage
the practice of deferring payment and holding money for

more personally productive purposes.

_* Offer discounts to encourage prepayments. This is only
advantageous if the discounts do not cost more than the
expected earnings on the cash made available.

* Pfovide preaddressed and/or prepaid postage return envelopes

to encourage rapid payment.

* Use banking services including 1o$kboxes, bank collections

and SO on.
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The receipt of many other forms of tax revenues received by a
school district can be accelerated by working closely with Federal,
state and local governmental agencies responsible for distributing
the cash to school districts. For example, lobbying with other school
districts at the state level might be effective in producing earlier
payment of state aid monies. It is also important to ensure that the
required forms and claims are submitted complete and in a timely man-
ner so that revenues are received when expected.

Deposit procedures affect the rate at which money already on its
way to a school district is deposited into a bank account. One exam-
ple in New York State is that districts in the far Western portion of
the state send a courier to the state capital (250 miles away) to
collect state aid checks instead of having them mailed. While this”
practice sounds trivial, it can generate additional funds. For exam-
ple, if a $§2 million state aid check were picked up, driven back and
deposited on the same day it was issued into a Repurchase Agreement
for three days (the normal time for delivery to the school district
by-mail) at 15 percent interest, the district could earn $2,465.70
minus the cost of the trip! There are a number of other special ar-
rangements that can be made to speed up deposits.

-~ Many banks accept direct deposits of mailed property tax payments
under a lock box system. A lock box arrangement allows cash to be
immediately deposited into a district's accounts, thereby removing
a step in the deposit process and allowing payments to become immedi-
ately available for use upon receipt. Depositing funds in branch
offices of a depository bank will also speed up the collection and
deposit process.

Another widely used method of speeding up revenues into district
coffers is through the use of wire transfers. Money transfer requests
can be received from a number of sources. Because of risks associated
with the processing of, wires, items must be tightly controlled. All
requests are first routed to a pre-processing center. This center is
responsible for preparing all. payments for transmission and forward-
ing to the processing area. The steps required to prepare the trans-
fer include: .

1) checking all requests for authenticity;
'2) identifying credit and debit parties;
3) deciding on the method of payment;

4) checking for availabdlity of sufficient funds; and

5) indexing ana obtaining. authorized approval.

P}




~

20 . ' Financial Management Handbook

The payments processing area is responsible for the actual trans- .
fer of funds. Each transfer is formatted on an Automated Funds- Trans-
fer System (AFTS) and verified by a second series of checks. Member
banks of the Federal Reserve System are able to utilize their wire
transfer system, the Federal Interface System (FIS), to send a Federal
Funds Transfer. Transfers are transmitted through FIS to the money
transfer system of the bank involved. The deadline for all Federal
Fund Transfers is 4:30 P.M., thus the arrangements for the wire trans-
fer must be made earlier in the day with the sending bank. Most banks
also have time deadlines.

There are also a number of methods which may be used by schoel
districts to manage the disbursement process in a manner favor
to the district's cash management program. From the cash mangge
standpoint, disbursements should be timed so that they remove ca;%n
from the district's accounts at the last possible moment. However,
the incentive must be tempered by the need to pay bills in a timely
fashion. Unhappy vendors may raise prlces perform poorly or re-
quire excessive administrative time in responding to complaints.

One effective system is ‘to schedule specific payroll and vendor
payment days each month. Over time, this practice will result in
routine scheduled disbursements which are '"tailor-made" for cash
management practices. An dccounts payable system which allows pay-
ables to '"age'" before payment can improve disbursement control. As
invoices are received, they should be briefly analyzed and a payment
date affixed. They can then be paid on the payment date instead of
immediately. Some factors that affect the payment date are: dis-
counts available, past history of a. vendor requiring immediate pay-
ment and the method of payment (i.e., mail payment, hand delivery
and so on). .

“ Discounts may result in significant savings. For examble, a
discount of 1 percent for payment in 10 days as opposed to no dis-

- count when the full bill is due in 30 days, is equivalent to an in-

terest rate of 18 percent annually.

Warrants can be used to improve cash availability in certain
instances. A warrant is a promise to pay a sum of money at some
future date upon presentation to the issuer. Under a warrant sys-
tem, funds need not be available until the date the warrant is pre-
sented to the issuer for payment. One disadvantage is that banks
usually charge higher handling charges for warrants than checks.
Vendor relations. is also an important consideration in changing
disbursement procedures. Good communication and a history of good
relationships with vendors can carry a school district over a rough
financial period. For example, instead of borrowing cash for a very
short period of anticipated deficit, it might be to the district's
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advantage to delay péyment to a vendor for the deficit period.

A final issue of importance in discussing disbursgments is the
direct deposit of payrolls. In direct payroll deposit, the district.
enjoys favorable employee relations because it is easier for the em-
ployees to access their money. Banks like direct payroll deposit be-
cause it brings them new customers and increases their cash balances.
However, from a cash management standpoint, direct deposit of payroll
is unfavorable to the school district because it speeds up the flow
of cash from district accounts significantly, thus shortening the
time available to the district.for investing the cash.

What difference would these few days mean in cash management
terms? As an example, suppose a school district paid its employees
on Friday afternoons every two weeks and that each payroll amounts
to $200,000. Under a direct payroll deposit system all this cash
would leave the district's accounts on Friday atternoon. However,
an analysis of the school district's bank statements of the payroll
account for the prior fiscal year would have revealed the cash flow
pattern shown in Exhibit V. On the Friday paydays, only 25.5 percent
of the paychecks were cashed and cleared the bank. The remaining
74.5 percent of the payroll stayed in the checking account over the .
weekend. On Monday night, an additional 31 percent of the payroll
checks cleared the bank and so on. If a school district had a policy
to leave only 30 percent of its payroll in its checking account to
cover Friday's checks, it could have placed the remaining $149,000
in a three-day Repurchase Agreement with the bank. These instruments
typically earn 15 percent annually. In this case, a school district,
using this procedure, could have earned an additional $186.15 every
two weeks or more than $4,000 during a fiscal year. Thus, a direct
payroll deposit system needs to be considered very carefully before
being established.

Borrowing

There are times when a school district may require cash in ex-
cess of anticipated revenues. At such times, the district may bcrrow
cash through a variety of means. There are two classes of borrowing:
long-term and short-term. Long-term borrowing provides a school
district with a large sum of money, usually for a specific purpose,
such as the construction of a building, which is paid off over a
specified period of years. Long-term borrowing, and the ancillary
topic of capital debt management, are beyond the scope of this publi-
cation. Short-term borrowing allows a district to meet current
obligations for a period prior to the receipt of anticipated cash.
Both types of borrowing are an integral part of a sound cash manage-
ment system.
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EXHIBIT V
PAYROLL DISBURSEMENT PATTERN
CHECKS PERCENT
DAY CASHED CASHED
Friday $ 51,000 25.5
Monday 62,000 31.0
Tuesday 33,000 16.5
Wednesday 8,000 4.0
Thursday 5,000 2.5
Friday 5,000 2.5
Monday 20,000 10.0
Tuesday 9,000 4.5
Wednesday 5,000 . 2.5
Thursday 2,000 1.0
Total $200,000 100%
-Z:‘j
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The purpose of short-term borrowing is to provide sufficient
cash for a school district to meet dits- current-ebligations' during ... .. .
an interim period of cash deficit. The cash is usually borrowed
in anticipation of revenues expected in the near future. Short-term
-.borrowing is avoided by many school districts, possibly because of
the severe restrictions placed on school districts by statutory law.
However, short-term borrowing should be considered an important tool
in an effective cash management program and could offer opportunities
for net interest earnings for a school district.

There are generally five types of obligations available to
school districts for short-term borrowing: '
1) Revenue Anticipation Notes (RANj - used for general purposes
in anticipation of collected revenues other than property
taxes (state aid, for example); .

2) Tax Anticipation Notes (TAN) - used for general purposes in
anticipation of taxes or assessments levied or to be levied;

3) Bond Anticipation Notes (BAN) - may be issued whenever bonds
have been authorized: The proceeds may be used only for the
same object or purpose for which the bond may be expended;

4) Budget Notes - used to provide revenues during the-fiscal
year for any unforseeable public emergency. These notes
are usually paid off with taxes collected in the following
fiscal year; and - '

, 5) Capital Notes - used to finance all or part of the cost of
R any-object or purpose for which serial or sinking fund bonds
may be issued. Capital Notes are usually issued for a two-
" year period.

The use of these short-term borrowing instruments is usually
restricted by statutory law. Most states have limitations on the
payback period, amount and reinvestment opportunities of borrowed
funds. The payback periods vary widely from state to state with
the most common periods being either by the end of the fiscal year
in which funds were borrowed or six months. However, many states
authorize longer payback periods for specific short-term obligations.
In Texas, for example, Budget Notes and Contract Obligation Notes
have a payback period\wf 25 years. :

Many states also.limit the amount which may be borrowed on a
short-term basis. Again these restrictions vary from state to state
and according to the particular obligation used. The norm for gen-
eral short-term borrowing through TANs and RANs is that 75 to , .
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80 percent of the anticipated‘revenue can be borrowed through these
notes. Some states allow 100 percent of the anticipated revenues
“to-be-borrowed,while others allow only 25 percent.

‘ Finally, the majority of states in the United States allow
borrowed monies to be reinvested until needed. for current obligations.
This practice offers school districts the opportunity to earnh net
interest over the cost of the borrowed cash through investment. This
opportunity is due to the fact that the interest rates available
to school districts on borrowed cash is usually substantially less
than the rates available through investments. This differential in
interest rates exists because cash loaned to school districts is tax
exempt, and lending institutions, such as banks, can offer lower in-
terest rates on loans to scheol districts because of this tax savings.
The "point spread" or difference between the borrowing and investing
rate offers school districts the opportunity to "make'" money by
borrowing and then investing a portion of the proceeds. This practice
is commonly referred to as 'arbitrage'.
As an example of arbitrage, consider the following situation:
The school district cash flow which is displayed in Exhibit II will
experience an anticipated cash deficit of $150,000 during the months
of July, August and September. ' There will be sufficient revenues
flowing into the school district in October ($200,000) to pay back
a TAN to cover this deficit. The school district is able to borrow
the needed $150,000 through its local bank for 10 percent annual in-
terest.. The current rate of interest on investments is 15 percent
annual interest. ’

-The school district has a number of options. The first is to
borrow the $150,000 on July 1 and pay it back on October 1 when it
will have sufficient revenues to do so. In this case, the school
district would use $50,000 to cover the deficit in July, invest
$50,000 untii August 1 to cover that deficit and ‘invest $50,000 for
two months, until September 1, to cover the September deficit. It
would pay back the TAN on October 1. Thus, the school district would
earn $1,875 in interest on its investments, but pay the bank $3,748.50
on the borrowed cash, a net loss to the district of $1,873.50.

However, the school district has several other options.. Suppose
that the cash manager of the school district read the arbitrage regu-
lations of the state carefully and discovered that the deficit cash
can be legally borrowed at the beginning of the fiscal year in which
the anticipated deficit will occur, and does not have to be paid back
until the end of the fiscal year. Further, the law states that a
school district may legally borrow one menths expenditure in addition
to the anticipated deficit. (This hypothetical law is modeled after
the arbitrage regulations that existed in New York State in 1981!).
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Following this law, the school district cash manager determined
that there was a deficit of $150,000 and-that the average expenditure ——
for most months was $200,000. He then determined that he could bor-
row $350,000 at the beginning of the fiscal year on January 1 at a
rate of 10 percent, invest $200,000 until December 31 because it was
’ not needed to cover a deficit but was being used only as a reserve.
He then invested $50,000 on January 1 until July 1 to cover the July
‘ deficit; invested $50,000 until August 1 to cover that month's deficit;
| and invested the remaining $50,000 on January 1 until September 1 to .
cover that month's investment. While strictly following the limits
of the law in that state, the school district would earn a total of
$48,750 on investments (don't forget the additional $150,000 in Oct-
ober), and pay $35,000 in December on the borrowed cash, for a net
interest earning for the school district of $13,750! '

Most states have a clearly specified arbitrage policy but the
process has been discouraged by the Internal Revenue Service (IRS).
A school district obviously enjoys the process because it affords an
opportunity to earn additional interest revenues. Taxpayers enjoy
lowered local levies. Banks often favor the process because they
gain in a number of ways: the interest paid on these investments is
tax deductible as a cost of doing ‘business; the interest earned on
the note borrowed by the school district is tax-exempt, yielding a
much higher effective yield to the bank than the specified 10 percent
annual rate; and, the note may be used by the bank as collateral for .
other investments of the school districts in the area. However, the
conditions under which banks may favor the arbitrage process are
dependent upon current market conditions and the balance of the bank's
portfolio between taxable and non-taxable securities. The only "loser"
in 'this process is the Federal Government and the IRS because tax
revenues are reduced due to the tax exemptions and deductions of the
banks. Because of IRS admonishments and court opinions, most states
have statutory provisions or comptroller opinions limiting this arbi-
trage process. .

A school district may borrow to cover short-term deficits either
through its local market or through the major money markets, such as
New York, Chicago or San Francisco. In borrowing through its local
market, a school district obtains a legal opinion from a Jocal legal
~firm and markets its borrowing securities through a local bank. Bor-
rowing through the major money markets differs in that securing a
legal opinion through .a recognized legal firm is very important. .
Legal firtns which are recognized as experts in btonding are listed
in the Bond Buyers Directory, also known as the "Red Book". A re-
cognized legal opinion on a bond or note will facilitate the compe-
titive sale of municipal securities, often resulting in a more fa-
vorable rate on the bond.

[%
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An important marketiné tool for bond sales is an Official State-
ment which provides-full disclosure of operations and pertinent in-

formation. The official statement makes marketing securities to the
public much easier. 'Once written, a yearly update of the official
statement is a simple and inexpensive process.

Banks buy these securities at a risk position. This means that
the rate quoted on a security is what the bank feels that it can
"live with" and market at a profit. The profit is the spread between
the rate the municipality will pay and the rate of return a buyer is
willing to accept when purchasing these tax-exempt securities. This
risk position of a bank is another reason to use an official state-
ment. Early notification to a bank that a school *district is going
to need to borrow in the near future allows bank personnel who market
the securities to promote an issue and establish a pre-sale list of
buyers. The more successful the pre-sale effort, the less risk to
the bank and the more aggressive the rate to the school district on
its security. Early notice to a bank about the timing of a school

district's borrowing needs could result in the avoidance of an unfav-
orable marketing environment for a district's notes.

For example, suppose a school district in rural Minnesota needed
to borrow $1.2 million for six months and decided in advance to offer
these notes for sale on April 1. The school district's banker knew
from other sources that the City of Minneapolis was also marketing
$50 million for a highway project on that day. This would place the
school district's notes in an unfavorable marketing position. The
bank would not ''need" any notes at that time because it was busy try-
ing to market the larger note. Thus, the bank would suggest to the
district that it market its notes one week earlier to obtain a more
favorable rate. :

The municipal security market (school districts are considered
a municipality by . financial institutions) is an over the counter mar-
ket versus an auction market such as the New York Stock Exchange.
Dealers (banks) actually own the securities they are marketing and
must sell them to investors. Traditionally, the largest purchasers
‘of tax-exempt notes and bonds have been other banks and insurance
companies. Now, however, the largest purchasers are individuals and
surrogate individuals such as money market funds and tax-exempt funds.
Other investors include investment banks such as Solomon Brothers,
‘Roosevelt and Cross and Merrill Lynch. The paying agent is' usually
the successful bidder in a small issue. Payment by a municipality
is made to the bank which processes all returned coupons and notes.
The paying agent could be someone other than the successful bidding
bank, such as the final purchaser of the securities, or a predesig-
nated paying agcent.
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Districts using local legal opinions to market their notes should
understand the effects of these loans on a bank's investment portfolio.
Municipal (school district) notes yield a substantially reduced rate
of return to a bank because of their tax exempt status.. The benefit
of this type of security tc a bank fluctuates constantly depending
upon the current structure of the bank's portfolio. Due to the nature
of the market, notes with local legal opinions are more difficult to
sell to buyers of tax free securities than securities with legal opin-
ions from recognized bonding firms. This may mean a bank will hold
notes in its portfolio. Depending on the size and current portfolio
status of a bank, these notes may or may not be desireable. A school
business official should contact his banker as soon as his district's
borrowing needs are determined. This will allow sufficient time for
bank officers to gather the necessary financial information required
for credit analysis and approval to loan the needed monies. The in-
formation needed by the bank for these purposes includes the district's
current budget; its latest audit report; and, for RANs and TANs, a
cash flow schedule covering at least the term of the note. Specific
information needed for the credit analysis includes the year-end bal-
ance of the operating fund; the appropriated fund balance in the cur-
rent year's budget; revenue projections showing the source to be used
for the repayment of the loan; and the cash flow deficit used to jus-
ify the amount to be borrowed according to arbitrage regulations.

"Political Bids" or negotiated sales are an alternative to the
formal bidding process. The market rate for the type of paper being
offered is a gauge for an actual bid rate that may be substantially
higher or lower because of the circumstances at the time of the bid.
The school district's business and its depository balances in a bank
offer a district leverage in negotiating with a bank on borrowings.
Effective use of this leverage can yield substantially reduced rates
on borrowings, often lower than those which can be obtained by going
through the major money markets or the formal bidding process.

In summary, short-term borrowing should not be shunned or shied
away from. It is a valuable cash management tool, and if used wisely,
it can result in net interest earnings to a school district. How-
ever, there are some very specific procedures that should be followed
in marketing notes which have a substantial impact on the rates ob-
tained.. A school district's attitude toward borrowing also could
have an adverse effect on the cash balances available for investment
in its depository accounts with its banks.

~
Investing
'As with borrowing, the investing practices of school districts

are strictly regulated by statutory law. The cash manager should
have a complete compendium of these laws, legal opinions, comptroller
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opinions and so on that regulate this process. Only within the scope -

of what is legally permitted for investing do the other considerations
of risk, liquidity and yield apply. :

The risk of financial loss should temper all school district in-
vestment practices. Even where legally permitted, high risk or specu-
lative investments should be avoided because it is tax payer money
that is being risked. To reduce the risk of default or loss, many
states require collateral on all school district investments. This
collateral requirement varies from state to state. The Federal De-
posit Insurance Corporation (FDIC) insures the first $100,000 of all
deposits, thus collateral is not needed for investments up to that
amount. Despite this insurance, however, some states still require
100 percent collateral om this $100,000. This requirement has the-
effect of doubly insuring the investment with a school district pick-
ing up the tab for the insurance through lower interest rates offered
by banks. Banks bid lower on investments that require collateral be-
cause the collateral requirement costs the banks cash to maintain the
necessary assets instead of using them for other, more lucrative pur-
poses. Some states, such as Kentucky and Mississippi, require more
than 100 percent collateral on all investments. These collateral
requirements on school district investments is clearly an area which
needs legislative attention.

Once the legality and risk of an investment are understood, a
cash manager should next consider liquidity and yield. Liquidity is
the ability to quickly convert a security to cash without the loss
of principal and/or accrued interest. Cash managers should always
include some highly 1liquid securities in a district's portfolio to
be assured that all bills will be paid on time in the face of some
unantic¢ipated cash deficit.

The yield of investments varies with the type of security used.
Competitive bids for comparable investments may indicate different
yields available in the securities market. For example, comparable
Certificates of Deposit may be purchased at three diffferent banks
for three different yields depending upon the banks' need for cash at
a given time. Besides the reasons for varying bids from different
banks there are a number of factors that will affect the yield of an
investment. Generally, the yield is higher when:

* the maturity date is further away;
* the risk is greater; -
* the liquidity of the investment 1is less;

* the denomination of the investment is greater; and
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* the investment does not require collateral.

Each security has a defined method for calculating yield. -In-
terest earned is either calculated on a 360 or 365 day basis, causing
slight differences in actual interest earnings between bids on two
investments with the same maturity. For this reason, in a bid, not
only the interest rate, but also the net total interest earnings in
dollars should-be specified.

Investment Securities

There are many types of securities which school districts may
use for investment purposes. The list is growing all the time.
Many states limit the types of instruments school districts may use
for investments, and the use of each instrument may have unique re-
strictions. The specific regulations regarding the use of invest-
ment securities should be carefully explored and documented. The
more common investment instruments used by school districts .are
these:

Certificates of Deposit (CD) - a time deposit issued against
funds deposited in a bank for a specified period of time, usually
not less than 14 days nor more than one year. The interest rate
is negotiated by the issuing bank and the investor. The minimum
amount for a negotiable CD is typically $100,000. There are two
types of CDs: a primary CD which is purchased directly from the.
issuing bank and a secondary CD which is a negotiable CD already
issued and traded on the open market. A CD has good marketability
in the secondary market, but is limited for .amocunts less than §$1
million. CDs of less than $100,000 are resiricted to a maximum
rate of 8 percent by Federal Reserve Regulations.

Repurchase Agreements - (or "Repos') - represent an investment
in which securities, usually U.S. Treasury Bills, are purchased under
an agreement to resell at a later date. A Repo offers maximum secu-
rity to an investor since the government securities are literally
owned by the investor as collateral until repayment at maturity.
Maturities are generally short, up to 60 days, but can be written
for longer periods. Repos are an ideal, high quality investment
for very short periods of time. A reverse Repo can be purchased
when an investor is in need of funds. Under this agreement, a bank
will purchase government securities under an agreement to sell them
back to an investor at a later date for an agreed amount of interest.
This can provide investors with significant flexibility in managing
their cash position.
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U.S. Government Securities - There are two basic types of govern-
ment securities: U.S. Treasury Bills and Treasury Notes and Bonds.
Treasury Bills dre government guaranteed securities with maturities
of one year or less. Treasury Bills are available with a minimum
investment of $10,000 and in $5,000 denominations. The marketability
of Treasury Bills in the secondary market is excellent. Since they
are sold on a discount basis, an investor pays less than par value
for the securities and receives par value at maturity, the difference
representing the interest income. Treasury Notes and Bonds are di-
rect obligations of the U.S. Government and are often available in
$1,000 denominations with maturities ranging from one to 30 years.
Treasury Bonds and Notes also have excellent marketability.

Federal Agency Securities - A number of Federal Government Agen-
cies offer investment securities. Six major obligations in this cat-
egory are: Banks for Cooperatives (COOPS), Federal Intermediate
Credit Banks (FICB), Federal Land Banks (FLB), Federal Home Loan
Banks (FHLB), Federal National Mortgage Association (GNMA). Only
GNMAs are backed by the full faith and credit of the U.S. Government.
The other agencies have the implied backing of the government. Ma-
turities vary depending upon the issuing agency. Marketability is
excellent, but not quite as good as for Treasury Bills. In addition
to the agencies listed above, there are several lesser known agencies
which also offer high quality securities offering good marketability.

State and Municipal Obligations - State and municipal governments
offer a wide variety of tax-exempt securities to finance their opera-
tions. BANs, TANs and RANs are examples of short-term notes with
maturities of less. than one year. The security of these notes re-
flects the credit quality of the issuing entity. Repayment for these
notes is made from anticipated Tevenues.

NOW Accounts (Negotiated Orders of Withdrawal) - NOW accounts
offer the 1liquidity of a depository account with the interest earning
capability of a savings account. Most banks currently offer NOW
accounts to their customers.

Different "securities purchased from different types of institu-
tions may require different procedures, each with unique problems.
Most of these are procedural problems and center on the purchase and
sale of the sccurity. Some of the most important questions a cash
manager should have answered concerning each transaction are these:

Have the terms and the principal, discount and accrued interest
amounts been confirmed and recorded?

Is the description of the security in question clear?
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Has the method by which the funds are to be delivered been
specified? ‘

Has the location where the security will be held for safekeeping
been specified?

Has the place where settlement will take place been specified?

What bank accounts will be credited or debited as a result of
the transactions?

Answering these questions will help ensure the accurate comple-
tion of a transaction without excessive administrative complications
and without the risk of failure to complete the transaction.

Investment Strategies

[
%

An investment strategy should govern the actions that are taken
in the day-to-day cash management program of any district. This '
strategy should center on the cash management goals of availability
and yield discussed earlier. There are three primary inputs of im-
portance in developing an investment strategy. These are:

1) The amount of iioney available to invest. The cash flow
schedule combined with information on current outstanding
investments determines the forecast of the amount of cash
available for investment. '

Z2) Money market conditions. An analysis of the historical and
present money market conditions helps forecast the expected
increase or decrease in the yield rates of various types of
securities.

3) The mix of securities. The cash control and reporting sys-
tems should provide information about the current mix of
investments (what investments have been made. for what per-
iods of time) representing the investment portfolio at the
beginning of the period covered by the investment strategy.

One investment strategy was implicitly assumed in the determina-
tion of investment amounts and maturities in the cash budgeting sec-
tion discussed earlier. In that discussion, the net flow of a sample
school district (See Exhibit II) was determined and investments scl-
ected based on a manual determination of cash availability and need

in later periods. This method is the most basic, and the easiest
procedurc for investing. Inexperienced cash managers should use it
to get their "feet ‘wet". However, it should be noted that hecausc

of differences in the term structures of interest rates, substantial
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amounts of interest earnings could be lost using this method.

For example, suppose the cash manager of the school district
represented by Exhibit II were concerned with the period from January
to June only, eliminating the necessity to include bérrowing in his
deliberations. During this six-month period, there are a number of
opportunities to invest surplus cash. The important question for the
cash manager to answer is: 'What investments should be made in order
to maximize interest earnings while making sure that all bills are
paid?" Unfortunately, this problem is practically insolvable by
manual methods because it is too complex. There are a number of
computerized techniques that can be used for this purpose (See for
example, Dembowski, 1980). However, even if an optimal solution can-
not be reached by manual methods, the results obtained by using the
basic method discussed above can be 1mproved upon.

In any investment strategy, it is essential that the cash mana-

ger keep accurate records of his investments and their maturity dates.

One method to do this is called '"notation'. The cash manager uses
the abbreviation "NPtk" for all investments. The "NP" stands for
"notes purchased', the "t" is the number of the month in which the
investment is purchased, and the "k" is the number of months later
the investment matures. Thus, NP13 would represent an investment
made in the first period (January) maturing three months later
(April). L1kew1se, NP24 represents an investment made in February
and maturing in June.

In the cash budgeting section, a simplified investment pattern
was discussed. However, a number of important pieces of information
were not revealed in-that discussion. This information is primarily
concerned with the interest rates available on investments. In the
previous section, it was disclosed that interest rates vary according
to the maturity of an investment security. Generally, the longer the
investment, the higher the interest rate. For this example, suppose
the cash manager of a school district called the local banker for

" the current interest rates on investments. It was determined that

an investment in a CD of one to two months duration would earn an
annual interest rate of 7 percent, a three to four month investment
would earn 9 percent annual interest and an investment of five to
six months would earn 11 percent. With this new information, what
investments should be made, keeping in mind the goal of maximizing
interest earnings?

In this case, the 'longer the term of the investments, the more
interest the school district will earn. In this example, with dif-
feéring interest rates, the cash manager would most likely make the
following investments:
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1) NP15 = §$250,000 resulting in interest of $11,458

2) NP24 = $‘50,000 resulting in interest of § 1,500

3) NP33 = § 50,000 resulting in interest of.$ 1,125

4) NP32 = $100,000 resulting in interest &f $ 1,166~
5) -NR3L = §750,000 resulting in interest of § 291.66

-

‘ In this example; the school district could have earned a total
of §15,540.66 in interest. However, even this interest is not the
maximum the district could earn. The determination 'of an optimal
investment strategy is similar to solving a complex puzzle, with a
prize of additional interest earnings.

While the development of a cash flow chart and the long-term
strategy of borrowing and investing of funds for the fiscal year .
(cash budgeting), is a major component of sound financial management
operation in a school district, there is a second component that is
equally as important: working capital management. Working capital
management is concerned with the day-to-day financial operdtions of
a district. In this process, cash is usually found in either the
checking accounts of the district, or in short-term interest bearing
assets such as a savings account or repurchase agreement. Cash is
transferred from a checking account to a savings account when not
immediately needed. Thus, cash is treated as a stock of an invent-
ory good. As such, cash may be manipulated by many of the same
techniques that are used in inventory control. The use of two cash
management techniques, the Baumol Model and the Miller-Orr Model,
are based on this inventory theoretic approach to cash management.
These techniques are beyond the scope of this Handbook. Interested
readers should look to Dembowski, 1981.

Séhool Banking'Relagions

School districts have been relatively lethargic concerning their
banking business. Studies have shown that:

* most school districts make use of only one bank for all
their banking needs;

* many school districts do not use savings accounts;

* the majority of districts do not bid for banking services
but select their commercial bank haphazardly;
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* school business officials do not know why they are being
assessed an annual fee for banking services or how that
fee 1is derived; and

* few business officials realize that there is a minimum or
minimum average cash balance requirement with a district's
depository account to compensate a bank for its service.

School districts have always been favored customers of commer-
cial banks for a number of reasons: An officer of a local bank 1is
often a member of the local school board, or, less frequently, the
superintendent of schools is on the board of trustees of a local
bank. Handling school district funds is advantageous to a bank
for, as the manager of a commercial bank stated, "When other de-
positors know that a school district maintains all of its accounts
in a bank, they feel that the bank must be very 'safe' because
school districts are very careful with _their money." School district
accounts are likely to be among the largest accounts that a bank
handles, especially in rural areas. In addition to the volume of
funds that flows through<a bank, a school district typically main-
tains large cash balances in its depository accounts. For these
reasons, banks have traditionally sought out school district busi-
ness.

Different banks use different methods of determining the profit-
ability of the accounts they service. The methods of '"profitability
analysis' used by banks change over time. Each cash manager should
determine how his depository bank conducts its analysis &nd how his
district may use the-bank's method to its best advantage. The method
outlined here was derived from a*case study of a school district in
upstate New York. The school district maintained relations with one
bank for its checking and savings accounts. It used the same bank
to invest money in Certificates of Deposit and other securities.

The school district made all payments to employees and vendors by
check. The bank incurred expenses - primarily labor costs - in
servicing these accounts. These expenses were for services, such
as check reconciliation, accepting deposits and check clearing.
Banks are usually recompensated for these expenses by requiring
that a minimum or minimum average daily cash balance be maintained
in a checking account and/or by charging an annual fee.

In determining how much of a fee to charge or at what level to
set the compensating balance requirement, a bank performs a ''pro-
fitability analysis" to determine the expenses of servicing an
account for a period of time. For the sample school district in

this example, the total expenses of banking for a five-month period

were:
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Number of checks: 17,646 at §.10... .00ttt inenenennnn. $1,764.60

Number of deposits: 6,094 at §.05. ... ..ttt ieeennnnnn. 304.70
Fixéd monthly charge.............. I et R 10.00
Stop payment requests: 11 at $4.00. ... ..t iiittin e s enrennnans 44,00
Master Charge sales: 208 at $.95. ... eeeeenennnnn. e 197.60
Check reconEiliafion ................... ettt ettty 219.69
Total BXPeNSES. i v ittt ittt ittt teeteennnns o r e et e $2,540.59

Once the bank estimated these charges or expenses for servicing
the school district's accounts, it then determined whether there is
a net profitability for the bank by calculating the earnings allowance
of the accounts. The earnings allowance of the accounts accrues to
the bank because the money sitting in the checking account may be
partially invested by the bank in interest earning assets. The earn-
ings allowance on these accounts is determined as follows. First,
the bank records showed that for the five-month périod in qusstion,
the gross average daily cash balance in the school district's accounts
was $359,200. In order to meet governmental liquidity requirements
and other technical problems, the bank stated that only 75 percent

of this cash balance was available to the bank for investment purposes.

Thus, the bank could invest $269,400 of the $359,200. The bank then
stated that it could earn only 2.4 percent annual interest. on its
investments of these funds. Thus, for the five-month period under
analysis, the bank determined that it could earn $2,694.22 in interest
en the school district checking account ($269,400 x 5/12 x .024 =
$2,694.22). The net profitability of the checking ‘account is equal
ta the interest earnings minus the account expenses ($2,694.22 -
$2,540.59 = $153.63). Thus, the bank would be making a profit of
$153 for the five months or $367 annually. In addition to this pro-
fit, the bank was also charging the sample school district $870 an-
nually as a fee for banking services, resulting in a total profit

- to the bank of $1,237 annually after expenses.

The bank's profitability analysis is unfavorable to a school

~district with built in biases for a particular bank. In the example

cited above, the bank did not explain how its charges for various
services provided to the school district were determined, other than
stating that the charges were "standard' prices charged by most banks.
Further, the bank did not justify its earnings allowance determination
of only being able to invest 75 percent of the cash balances of the
district, and being able to earn only 2.4 percent annual interest on
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investments. While it is true that a bank may not be able to invest
the entire amount available for a variety of reasons, a bank can
certainly invest at a rate higher than 2.4 percent annual interest.
Even if the funds are invested at the U.S. Treasury Bill rate, a bank

could earn substantially higher interest.

A school district could do a number of things to prevent a de-
trimental situation with its bank. First, when selecting a bank, a
school district should solicit bids or request proposals for banking
services at the lowest cost. Another alternative is to discuss the
account analysis procedures with a number of banks before making a
selection. However, the most important. thing that a cash manager
should do in this situation is to ensure that the district's cash
balances remain low by investing excess cash from checking accounts
in interest bearing assets. Many business officials feel constrained
by the compensating balance requirement set by a bank, and leave cash
in a checking account well over this amount. :

However, there will always be-excess cash in a checking account
because of the "float'". Float ¥s a term used to describe the amount
of cash that remains in a checking account after checks have been
written and the checks clear the account. In school districts, the
float is typically large, often reaching $50,000 to $100,000. A
sound cash management procedure would be to determine this float,
and then leavie sufficient cash in the checking account over this
amount to cover the bank's compensating balance requirement. By
this method, a district could invest the remainder of its cash bal-
ances 1n interest bearing assets, earning higher rates of interest.
If the sample school district in the example above used this method,
it could have earned a minimum of 5 percent of approximately $250,000
or $§12,500 at no cost to the district by placing excess funds in a
savings account. In addition to this process, school districts
should consider the use of '"zero balance' account services offered
by many banks.

To facilitate this type of cash management, a school district
could take advantage of additional banking services. Most banks
offer telephone transfers of cash between checking and savings ac-
counts, although this method of cash management has been niade some-
what.obsolescent by the introduction of NOW accounts.

If a business official calls the bank on a daily basis to deter-
mine what the checking account balance is, a decision can be made on
whether to transfer cash from a savings account to checking or vice
versa. This decision would be made based upon the checking balance,
the amounts of outstanding checks and the daily <cash neéds of the
district. Only the amount of cash required to meet the immediate
cash expenses of the district need be left in a checking. account.

Q ' . ‘ ‘ /!5
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The remainder should be transferred to interest-bearing assets. This
transfer system may be facilitated through the use of a computerized
cash management system that many major banks are now offering (such
as the CHEMLINK system offered by Chemical Bank). Accordingly, all
daily cash receipts should be placed in interest bearing accounts.
All large cash deposits, such as state aid payments and tax receipts
should be placed directly into interest bearing assets. The daily
interest earnings on $1 million in a 5.25 percent savings account

is $144.00. Many school districts leave this cash in a checking
account over night while deciding what to do with it. Instead, it
could be earning additional interest for the district. Through the
use of a telephone transfer or computerized cash management system,
a school district, and not a bank, would have control over the in-
terest earning assets of the district.

Another service offered by banks that is not used by school
districts is the commercial line of credit. This method of financing
is often prohibited by law. However, in states where the practice
is not prohibited, school districts should consider .its use. If the
practice is now prohibited, school districts should lobby for enabling
legislature for its use.

Lines of credit offer an overdraft protection to school districts
that is now being met by leaving excessively large cash balances in
accounts as a margin of safety. This margin of safety is costing tax-
payers thousands of dollars annually in lost interest revenues.
Through the use of lines of credit, a bank lends a school district
cash as needed to cover overdrafts. The loan would be at a specified
rate of intérest, payable when the overdraft is covered. Because the
bank would be loaning cash to a tax-exempt institution, thé rate of
interest is likely to be low, perhaps as low as 8 percent annually.
Since many long-term investments have interest rates much higher than
this, any cash left in checking accounts as protection against over-
drafts could be invested in securities earning substantially higher
interest revenues. With a daily monitoring system of checking bal-
.ances such as described Here, the chance of overdrafts would be mini-
mized. Any overdrafts that did occur could easily be paid from the
interest earnings on investments made from the cash previously left
in the accounts to protect against overdrafts. While the use of
credit lines such as described above is prohibited by statutory law
in many states, enabling legislation should be lobbied for by school
districts.

Summary

Very few school districts now use'ali&of'the financial methods .
suggested in this overview. In fact, it is likely that most school
district cash managers do not even know that their bank has a minimum
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compensatlng balance requlrement%&probably becayse their:cash balan€es
have been historically so high that the bank has had no reason to tell
the school district about the requirement. ™As. school districts be-
come more sophisticated in cash mapagement, there will be a movement
of cash out of the checking accounts into 1nterest bearing asSets.
This will reduce the average daily cash,balanCés 1n’the depository
accounts, forcing banks to sét mew cash balance _requirements or an-
nual banklng fees. School business officials should be aware of
what is happening and take an active role in tR¥s process. In the , ,
future, cash management will play an increasingly important role in

. the f1nanC1a1 picture of school dlStrlCtS
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SECTION IT

SCHOOL DISTRICT FINANCIAL MANAGEMENT PRACTICES

&

THIS. section reports on a survey of the cash management practices of
school districts in the 50 United States sponsored by the Association
of School Business Officials in the United States and Canada. The in-.
tent of the study was to compile information regarding school district
investing practices and borrowiImg and banking relations in each of the
states with a focus on the governance of those financial management

~operations.

A questionnaire was developed (see Appendix A) with a primary
focus on the statutes, regulations and opinions that authorize and
1imit, cash management practices in the states. This questionnaire
was sent to the Chief State School Officer in each state. That per-
son was asked to pass the questionnaire on to the official in the
state responsible for school district finan¢ial management practices.
Included with the questionnaire was a return self-addressed stamped
envelope to facilitate easy response to the questionpaire. To ensure
a high response rate, follow-up telephone calls and letters were sent
to all non-respondees within a six-week time period. :

The Survey Instrument

The questionnaire was divided into four principal sections. The
first asked for general information including a check 1ist of the
laws, regulations and opinions which govern financial management in
that particular state. The section also included the number of school

districts in the state and the total earnings on investments for the

State for the 1979-80 school year.

The second section asked questions about school district invest-
ing and focused on the sources of funds for investment, the securities

-that may be used for investment and particular issues concerning in-

vestments such as collateral requirements, limitations on the length

and“amounts of investments and other investment opportunities.

The third section of the questionnaire was principally concerned
with school district borrowing including questions concerning bor-
rowing obligation instruments, time and amount limitations for bor-
rowing and some questions concerning arbitrage -and reinvestment of
the proceeds of borrowed obligations.

1A

The fourth and final section of the questionnaire was concerned
with school-banking relationships, and focused on"the type of finan-
cial institutions school districts may develop depository relation-
ships with and the kinds of services that school districts may use.

. The remainder of this section provides a summary and analysis of
the responses to the questionnaire on school district financial manage-
ment. ‘
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Survey Results e

-

‘v« Because school district financial management operations,-are very
strictly controlled and regulated by statutory law and other state -
regulations, the first question concerned the various types of -re-
gulation or laws which restrict school district financial management -
operations in each of the states. Exhibit VI provides information on
the sources of regulatlons for school district findncial management.

.The table shows 3ix different sources of regulations and the number

of states which reported that kind of regulation. As seen from the
table, most state regulations (43) are primarily in the Education Law.
The second most prevalent source of regulation for school district
financial management operations were the Chief State School Officer's
Régulations followed by both regulations in the Municipal Law and
Comptrollers and Auditors Regulations and Opinions. All states had
at least one source of regulation and 30 states had two or more
sources of regulations which govern school district financial manage-
ment operatlons |

The interest earnings reported by this suryey totaled $1.1786
billion. Exhibit VII shows the reported interest earnings and yield
on a state-by-state basis. From this table it can be seen that the
highest net earning was in the state of Texas: $218.3 million for a
net yield of 5.64 percent of total expenditures for K-12 education in
1979-80. Texas was followed by Pennsylvania (§123.7 million for a
net yield of 2.78 percent) and New York ($103.8 million for a net
yield of 1.34 percent). Many of the states did not report their in-
terest earnings. In some states, school districts are not able to
invest monies except through the town or county treasurer, and any
interest earnings are not available or not recorded. The average
net yield as a percent of total expenditures for the states' report-
ing investment earnings was 2.264 percent. If all the states in the
United States were able to earn 2.264 percent net yield in the 1979-
80 school year, the total interest earnings in all 50 states for in-
vestment of school district funds would have amounted to more than
$1.54 billion (total expendlfures of $68.07 billion reported by the

~survey times the average net: yield in ﬂ979 80 of 2.26 percent).:

The figure ‘each year, of course, would

fluctuate with prevailing
interest -rates. : '

The second section of the questionnaire was concerned with
school district investing practices. The first questions in this
section dealt with the sources of funds that can and cannot be in-
vested. Exhibit VIII records the sources of funds invested by school
districts and the number of states which can and cannot invest these
funds. As seen from that table, the General Fund is the most highly
invested fund. However, ten states are not able to invest their gen-
eral funds. These states are those, again, in which the financial

) ~—
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EXHIBIT VI:

'SOURCES OF REGULATIONS FOR
SCHOOL DISTRICT FINANCIAL MANAGEMENT

. ) Number of .
Source - States
. - : :
Education Law 3 B 43
a Municipal Law : ) 12
Cbunty Law : ‘ 4
Local Finance‘Law 9
Chief State School Officers Regulations 14
| Corﬁ;trollers Regulations 12
i
|
o
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EXHIBIT VII
INTEREST EARNINGS AND YIELD BY STATE
Interest Earning Total K-12 Percent
1979-1980 Expenditure Net
State (in $ millions) (in § millions) Yield
Alabama NA 1,089.1 ——
Alaska 4.1 NA -
Arizona 34.9° 767.2 4.55
Arkansas 12.0 529.1L 2.27
California NA 8,245.3 -
Colorado 30.5 1,139.5° 2.68
Connecticut NA 1,158.5 . —
Delaware 1.1 .213.7 0.51
Florida 64.5 2,598.4 2.48
Georgia 44.8 NA —
Hawaii NA .253.5 —
Idaho 10.0 268.1 3.73
Illinois 95.0 NA -
Indiana 37.7 1,520.0 2.48
Iowa 17.1 1,138.4 1.50
Kansas NA 810.0 -
Kentucky 12.7 715.2 1.78
Louisiana 34.5 1,172.6 2.94
Maine 1.1 325.5 0.34
Maryland NA 1,474.5 -
Massachusetts NA 2,528.2 [ ——
Michigan 80.5 3,571.7 2.25
Minnesota 55.0 1,557.0 3.53
Mississippi 5.6 560.7 1.00
Missouri 4.0 1,366.2 0.29
Montana 5.4 - 331.0 1.63
Nebraska 13.1 488.2 2.68
Nevada 11.7 240.4 4.87
New Hampshire 0.5 . 259.0 0.19
New Jersey NA 3,145.0 -
New Mexico 13.1 457.5 2.86
New York 103.8 7,732.0 1.34
North Carolina 6.4 1,823.5 0.35
North Dakota 'NA 189.1 ——
Ohio 12.3 3,470.0 0.35
Oklahoma 10.5 844.0 1.24
22.0 852.5 2.58

Or%gon
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EXHIBIT VII (Continued)
INTEREST EARNINGS AND YIELD BY STATE
- . . - /

Interest Earning Total K-12 ©  Percent

1979-1980 Expenditure Net

State (in $ millions) (in $ millions) Yield
Pennsylvania 123.7 4,455.0 2.78
Rhode Island , . NA 300.4 -
South Carolina '15.2 - 752.5 2.02
»South Dakota 6.0 220.0 2.73
Tennessee NA " 960.1 --
Texas " 218.3 3,872.3 5.64
Utah ‘ 20.0 . 470.6 4,25
Vermont NA o 165.7 -
Virginia NA 1,781.0 -
Washington NA ’ 1,492.6 -
West Virginia "14.0 579.7 2.42
Wisconsin 33.4 NA -
Wyoming 4.1 186.9 2,19

N
TS
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. EXHIBIT VIII
SOURCES OF INVESTED FUNDS

Total Number of States

Fund Can Use Cannot Use
General 7 40 10
.School Store 31 19
School Lunch 35 15
Special Aid ' 30 20
Debt Service ) 38 12
Capital Projects | : 37 13

- Trust and Agency 32 18
Public Library ‘ 21 B 29
Bond Proceeds ‘ | 37 13
Reserve Fund 33 . 17
Other Funds . 14 36

52
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management operations of the school districts are assumed primarily
by the town and county within which a school district is located.

As shown in Exhibit VIII, a wide variety of sources of funds in school
districts may be invested and there are a number of sources of monies
not listed on the table which can also be invested.

The next two tables, Exhibits IX and X present information on se-
curities used by the states for investment purposes. Exhibit IX in-
dicates that there are at least eight sources of investment securities
available to school districts for investment purposes. These include
federal and state securities, district and/or municipal securities,
Repurchase Agreements, Certificates of Deposit, commercial bank time
deposits, savings and loan bank time deposits and NOW accounts. As
shown in Exhibit X all sources of investment securities are highly
utilized with the exception possibly of district or municipal securi-
ties. The most often used investment securities are federal securi-
ties, primarily U.S. Treasury Bills, Certificates of Deposits offered
by commercial banks and commercial bank time deposits. It is sur-
prising to note that the use of Repurchase Agreements is relatively
limited when compared with some of the other investment securities.
Exhibit X shows which investment securities are used on a state-by-
state basis. As shown in this table, each state differs in the use
of these investment securities. In some states school districts are
able to use federal securities for investments from all or some of
their funds or none of their funds. The key at the bottom of that
table provides additional information on whether or not monies from
specific funds can be invested in specific securities. For informa-
tion on a state-by-state basis of investment securities and invest-
ment practices, see the individual state summaries in this handbook.

A number of other issues concerning.school district investing
were also covered by the survey. Exhibit XI lists responses from the
50 states to questions about four specific issues in school district
investing: ’

1) Must investments be secured by collateral as mandated by
state law? As shown-+in Exhibit XI, 24 states require col-
lateral on school district investments. These collateral
requirements vary widely across the states. Some states
require collateral in an amount exceeding the invested
monies. For example, Kentucky requires Certificates of
Deposits to be collateralized to the extent of 105 percent
of market value by Treasury Bonds or other U.S. Government
obligations. Mississippl requires 110 percent collateral
for the amount deposited in excess of that insured by the
Federal Deposit Insurance Corporation (FDIC) or Federal
Savings and Loan Insurance Corporation (FSLIC) regulations.

e 4
v 3
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EXHIBIT IX
INVESTMENT SECURITIES USED IN THE
UNITED STATES

Type of N . Number of States
Security . . Can Use .-~ Cannot Use
Federal Securities 41 : 9
State Securities ,‘ | 33 . 17
District and/or Municipal © 23 ' a7
Repurchase Agreements . ) 31 19
Certificates ;f Deposit ) : ‘ 43 7
Commercial Bank Time Deposité 40 10 |
Savings and Loan Bank Tiﬁe D;posfts , 36 14
NOW Accounts . ‘ 35 15 .

5431
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EXHIBIT X
INVESTMENT SECURITIES USED BY STATE

ERIC

Aruitoxt provided by Eic:

INVESTMENT SECURITY

District
and Commercial
Federal State Municipal Repurchase Certificates Bank Time
STATE Securities Securities Securities Agreements of Deposit Deposits

S &L
Bank Time
Deposits

NOW
Accounts

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii

Idaho
Illinois .
Indiana

Iowa

Kansas
Kentucky
Louisana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Chio

Oklahoma
Oregon
Yennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
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1
4
2
1
3
1
3
4
2
1
4
1
1
1
3
4
1
1
2
1
1
2
2
1
1
3
4
1
1
1
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1
1
3
3
1
1
3
4
1
3
4
3
1
1
1
4
1
1
1
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2 2
1 1
3 2
1 1
1 1
4 4
1 1
1 1
4 4
1 1
1 1
3 1
3 1
4 1
1 1
3 1
3 2
1 1
2 2
2 2
2 2
-1 1
3 1
3 1
4 4
3 2
3 1
1 1
1 1
1 1
1 1
3 1
1 1
1 1
1 1
1 1
4 4
1 1
1 1
4 4
1 1
1 1
1 1
1 1
4 4
1 1
2 1
3 1
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Key: l-used for all funds 2-used for a few fdnds 3-not used &4-not applicable
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. EXHIBIT XI
ISSUES IN SCHOOL DISTRICT INVESTING

- Number of States
Issue o - . Yes No

1. Must Investments be secured with collateral?® 24 26

2. Are there limitations as to the length and/or
amount of investments? 33 17

3. 1Is "Pooling" allowed? 40 10

4. Can school districts invest with other
districts or governmental agencies? 22 R 28
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. : 4
Quite a few states tie their collateral requirement to FDIC
or FSLIC insurance regulations. Those states not requi ingg
collateral, however, have restrictions on the amounts oi in~
vestments up to the maximum of the FDIC or FSLIC insurance
Tequirements. ' ' Y

[

2) Are there limitations pn the length ané}or amount of school
district investments? As shown in ,the table, 33 states limit
the length or amounts of investmentsl. For example; many .
states require that all investments mature within the fiscal
‘'year in which the investment was made. Another popular lim-
itation is that the investments mature within 90 days of the
initial investment. A few states, inclading New York and
Oregon, allow school district investments to go beyond the
end of the current fiscal year and limit their maturity to
two-year periods. The most prevalent limitation on the
amount of an investment is related to the expenditures ,
needed to meet current obligatians: school districts can .only
invest surplus monies ever their current expenditure needs.

3) Is pooling allowed? As shown in Exhibit XI, 40 states allow
for pooling of accounts to produce larger amounts for -invest-
ing. ' In most cases, the larger the investment, the higher
the rate of return. However, most states indicate that \
where pooling is allowed, it is necessary to make sure that
interest is pro-rated back into the sources of funds from
which an investment was mads. )

4) Can school districts invest with other districts or govern-
mental agencies? As shown in Exhibit XI, 22 state$§ allow
such inter-district or inter-governmental agency investing.
A number of states have further facilitated inter-governmen-
tal investing by creating investment pools. For example,
the state of Georgia has developed the Local Government Pool
Act to facilitate this process. In Oregon, the State Treas-
urer's Office operates an investment pool and New Jersey has
developed a state cash management system to help school dis-
tricts pool investments with other school districts.

The third section of the survey posed questions on issues in
school district borrowing. The first question asked for a listing of
the kinds of berrowing obligations which are authorized for use in
each state. Exhibit XII provides information on six different types
of borrowing obligations and the number of states which can and cannot
use these obligations. As shown there, the most prevalent instrument
or borrowing obligation is the Tax Anticipation Note (TAN), with half
of the 50 states being able or authorized to use this type of borrow-
ing obligation. The second most prevalent borrowing obligation is

=8 Y]
v
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EXHIBIT XII °
‘ USE OF BORROWING OBLIGATIONS IN STATES .

Type of Number of States
Obligation Can Use Cannot” Use °
Bond Anticipation Notes 23 27
Budget Note 10 . 40
Capitol Note 13 37
Revenue Anticipation Note 22 28

" Tax Anticipation Note 25 25
Other Obligations 12 38
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the Bond Apticipation Note ,(BAN). Very few states authorize school |
districts to use.Budget Notes, Capital Notes or other kinds of obli- -
gations. One state, Indiana, allows school districts «to borrow |
through holding companies which are set up to finance school building |
operations. Exhibit XIII shows a state by state summary of the kinds
. of borrowing obligations school districts are able to use in each
State.
As with school district investing, there are a number of unique
issues or problems concerned with school district borrowing and bank-
ing relations which were explored through this survey. A number of
these issues arxe summarized in Exhibit XIV. The first issue concern-
ing school district borrowing listed on Exhibit XIV deals with the
limitations on the payback period. In fact, 36 states had placed
limitations on the payback period for school district borrowing. The
most common payback period is either within six-months or before the
end of the fiscal year. However, a number of states have authorized
. longer payback periods for particular borrowing obligations such as
BANs. For example, in New York State Bond Anticipation Notes, accord-
ing to survey responses, had a payback period of five years and in
* Texas,; the payback period for Budget Notes and Contract Obligation
Notes was reported to be 25 years. -

The second question in Exhibit XIV reports on the number of states
that place limitations on the amounts that school districts may borrow.
As shown there, 41 states had placed limitations on the amount of
borrowed funds. These limitations vary according to the kind of bor-
rowing obligation. However, for general borrowing through Tax Antici-
pation Notes or Revenue Anticipation Notes, 75 percent to 80 percent
of the anticipated receipts can be borrowed through these notes.

A few states (such as Colorado) allow the full budgeted amount
to be borrowed through either Budget Notés or Revenue Anticipation
Notes. However, a few other states may severely restrict the borrow-
ing requirements. For example, Delaware allows only 25 percent of
the annual taxes to be collected through the use of the Tax Antici-
pation Note. In addition, many states have indicated that further
authorization is required in order for school districts to borrow
funds of any  nature.

Y

The third issue concerning school district borrowing listed in
Exhibit XIV, is the investment of the proceeds of borrowed funds.
32 states indicated that after school districts had borrowed monies,
. these monies may be reinvested until needed for their required pur-.
2 pose. The spread between the borrowing rate and the investing rate
offers a school district opportunities to earn additional revenues.
However, this must be done within the arbitrage limitations placed on -
school districts by the federal and state governments. In fact, the

60 | ’
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EXHIBIT XIII

.

o

OBLIGATIONS FOR BORROWING USED BY SCHOOL DISTRICTS

State

Bond
Anticipation
Notes

Budget
Notes

" Capital
Notes

Revenue Tax

Anticipation
Notes

(2™

Anticipation
Notes

Other
Obligations

Alabama

Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii
Idaho
I1llinois
Indiana
Iowa i
Kansas
Kentucky
Louisana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York

North Carolina’

North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washinton
West Virginia
Wisconsin
Wyoming
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EXHIBIT XIV .
ISSUES IN SCHOOL DISTRICT BORROWING

AND BANKING

Number of Responses

Yes No

Issues (or not applicable)
1. Does your state ‘have limitations on the

pay-back period on borrowing? 36 14
2. Are there limitations on the amount of

borrowing? 41 9
3. Can the proceeds of borrowings be

reinvested until needed? 32 18
4. Does your state have limitations on’

arbitrage? 9 41
5. Can school districts use out-of-state

banks? 23 - 27
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fourth question in Exhibit XIV asked: does your state have a parti-
cular limitation on arbitrage? Only nine states indicated that there
is a statutory limitation on arbitrage. At best it seems that a large
number of states (at least 18) do not take advantage “of the opportunity
within the Federal Arbitrage Regulation to reinvest borrowed funds and
earn additional monies on investments for their school districts.

The final issue dealt with on Exhibit XIV was the use of out-of-
state banks by school districts. Only 23 states reported that school
districts are able to use out-of-state banks either for depository
relationships or borrowing or investing relationships. The majority
of states reported require in-state banking relations for school dis-
tricts.

«  The final section of the survey asked questions about school/bank-
ing relationships. Based on responses to questions in- that'.section,
Exhibit XV presents information on the use of different kinds of fin-
ancial institutions by school districts across the United States. As
shown in Exhibit XV, school districts in 44 states are allowed to
develop depository relationships with commercial banks. This is

the most prevalent financial institution used by school districts

for banking purposes. Thirty-six states allow school districts to
develop depository relationships with savings and loan banks. -Re-
latively few states allow school districts to develop financial
arrangements with either investment firms or private brokers or

other kinds of financial institutions. :

~ The final issue dealt with in the survey was the banking services
utilized by school districts. Exhibit XVI shows the wide variety of
services offered by banks to school districts and the number of states
in which school districts can or cannot use these particular sexvices.
The most widely* used banking services are safety deposit boxes and in-
vestment services. Very few school districts are able to use the tax
collection services which are offetred by many banks. As indicated in
Exhibit XVI there are a wide variety,of banking services including
accounting and auditing’ functions, direct deposit of payroll, wire
and telephone transfers and handling of coin and currency, are offered
by banks, but not utilized by school districts in large number of
states. ‘ ‘

summary

In the foregoing discussion of the responses to a survey of cash
management practices ir the 50 United States, it was noted that there
is a wide variation in the kinds of borrowing and investing services
which school districts are able to engage in. It was also noted that
many school districts borrowing and investing practices are severely
restricted through statutory laws and/or regulations. It is hoped

62
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EXHIBIT XV . . o ~ .
SCHOOL DISTRICT USE OF FINANCIAL

INSTITUTIONS (
Type of ' Number of States
Institution ’ Can Use Cannot Use
) ¢ '

Commercial Banks ‘ o 44 6

Savings and Loan Banks 36 “ 14

Investment Firms 16 34

Private Brokers ‘ : 11 39 "
o :

Other 1 : 49
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EXHIBIT XVI

BANKING SERVICES USED BY SCHOOL DISTRICTS

» . Number of States
Type of Service Can Use . Cannot Use

Tax Collections : 43
Lock Boxes ' | . ' 19
Safety Deposit Boxes 13
Payroll Disbursement 20
Ch:ck Reconciliation - Y 20
Accounting and Auditing 28
Difect ;eposit of Payroll . : 122
Telephone/Wire Transfers ' 22
Handling of Coin and Currency , 22

Investment Services : 15

Other ' 4L
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that the information provided by the responses to a survey in this
nature, will be used as food for thought in revising many of the
restrictive statutory regulations which govern schocl distrigt cash
management procedures in the 50 states. The following section pre-
sents a state-by-state summary of the borrowing and investing prac-
tices and banking relations which are authorized by statutory laws
Oor regulations in each state.
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SECTION III

STATE-BY-STATE SUMMARY
OF SCHOOL DISTRICT FINANCIAL MANAGEMENT PRACTICES

=

THIS section contains a summary of the information reported in respanse
to the survey questionnaire .discussed’ in the previous section. The fol-
lowing pages present a state-by-state summary of the financial manage-
ment practices in each of the 50 United States. Each summary provides
the following information, if available and reported:

1) 1979 school districts - statistics including the number of
school districts, number of K-12 students, total K-12 expen-
ditures, actual or estimated net interest earnings on school
district investments and the net yield on investments, cal-
culated by dividing the total interest earnings by total K-12
expenditures. '

2) The primary laws or regulations governing school district
financial management including summaries of investment prac-
tices, borrowing practices and banking practices.

T

&
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ALABAMA

1979 échool District Statistics:

127 Districts

746,000 Students

Total Expenditures: Not Reported
Investment Earnings: Not Reported

SUMMARY -- School district financial operations are governed by Chap-
ter 13 of Title 16 of rhc Education Law and numerous Comptroller's
opinions.

Districts can invest cash from all funds. Capital project funds
are further regulated by Sec. 16-13-109. Districts may use federal,
state, municipal and district securities, as well as repurchase agree-
ments, certificates of deposit, commercial bank time deposits, savings
and loan bank time deposits and NOW accounts. Investments do not re-
quire collateral, and there are no limitations to the length or amounts
of investments. Pooling ¢f accounts and interdistrict investing are
permitted. In general, the investing authorization in Alabama is very
permissive.

School digtricts can borrow cash only through Revenue Anticipation
Notes (Sec. 16-13-3 and Sec. 16-13-145) and Warrant Anticipation Notes
(Act. No. 79-823). There is no dollar limit on borrowing. The payback
limit on revenue anticipation notes is the end of the fiscal year. The
payback limit on warrant anticipation notes is 18 months with a rein-
vestment option of an additional 18 months. The current maximum rate
for school district loans 'is 6%.

Alabama school districts may use commercial and saV1ngs banks,
investment firms and private brokers.

Ey
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ALASKA

1979 School District Statistics:

52 Districts

88,573 Students :
Total Expenditures: Not Reported
Investment Earnings: . $4,160,671

SUMMARY -- Cash management in school districts in Alaska is directly
related to the flow of revenues. There are essentially two levels of
control (municipal and state), related to school district operations
(Sec. 14.12.010). The state provides the preponderance of school
revenues to City and Borough school districts, and assures the total
support of rural school ‘districts. Payments are made monthly. The
net effect is that this system significantly 1limits the investment
options relative to operating funds provided by the state, and obvi-
ates the need for many types of controls. Municipal governments also
have the right to require combined treasury operations (Sec. 14.14060).

In 1980, the state legislature enacted new provisions into the
Alaska Public School Foundation Program which require a minimum ex-
penditure for instruction, and limit the allowable balance of the
school operating fund. Each should have the effect of Treducing the
volume of invested funds.

The management of capital project funds rests almost exclusively
with either the municipal government or the state, depending on the
type of school district. The school districts-in Alaska do not dir-
ectly manage these funds. ’
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ARIZONA

1979 School District Statistics:

226 Districts

458,000 Students

Total Expenditures: _ $767,208,000 (K-12)
Investment Earnings: § 34,855,248 (4.54% yield)

SUMMARY -- Ccst management priorities are regulated primarily by the
Education Law (ARS 34-325). Arizona school districts can invest all
sources of funds 1nc1ud1ng insurance proceeds, unemployment compen-
sation, school plant, crisis center and the community school progress
fund, but not federal-aid or trust and agency funds. Most funds may
‘be invested in federal and state securities. Only general fund monies
may be invested in district or mun1c1pal securities. The general fund
cost may also be invested in repurcliase agreements, certificates of
deposit, commercial bank time deposits and savings and loan bank time
deposits NOW accounts may not be used. Securities are required to
be collateralized and:investments must mature within 12 months. Pool-
ing of funds with the’ county” treasurer is permitted.

Arlzona schooi districts may only borrow cash through a process
of warrant.registration (ARS 11-634). However, the monies thus re-
ceived may not be reinvested because they are used to honor outstand-
ing warrants. There are, then, no arbitrage opportunities.

Schools fnay use either commercial banks or savings and loan banks
within the state. All banking services are used except for tax col-
lection and lock boxes. .

-~
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ARKANSAS

1979 School District Statistics:

374 Districts

446,000 Students

Total Expenditures: $529,000,000

Investment Earnings: § 12,016,000 (2.27% yield)

SUMMARY -- School district financial operations are regulated primar-
ily by Sec. 43 and 80 of the Education Law. Districts can inves® a'l
funds. Sec. 80-728 permits investments.in federal, state, municipal
and district securities, as well as repurchase agreements, certificates
of deposit and commercial bank time deposits as long as securities are
backed by collateral in the form of United States government, state or
- political subdivision bonds or by a security bond. Investments ex-
ceeding one fiscal year are not encouraged. Pooling of accounts is
permitted. While not prohibited, school districts do not pool invest-
ment funds with other school districts. '

Districts can borrow through the use of bond anticipation notes,
revenue anticipation notes, tax anticipation notes and budget notes,
but not capital notes. There are no dollar limits, but payback is
usually restricted to the end of the fiscal year. Proceeds may be
reinvested with no limitations on arbitrage. ’

Sec. 13-802 of the Education Law permits school districts to use
commercial banks only. Out-of-state banks may be used. Banking ser-
vices that may be used by school districts are limited to lock boxes,
safety deposit boxes and investment services.

e T
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CALIFORNIA

1979 School District Statistics:

1,033 Districts

4,000,088 Students

Total Expenditures: $8,245,291,000
Investment Earnings: Not Reported

SUMMARY -- School district financial operations in California are
primarily governed or regulated by the Education Law Secs. 41.015,
41.017 and 41.000 and by the Chief State Officer's Regulations.

In California, §§hool districts are able to invest their funds
through the County Treasurer. Any cash placed in funds may be in-
vested or reinvested by the County Treasurer with the advice and con-
sent of the governing board of the school district. The governing
board of any school district which has funds in any special reserve
fund or any surplus money that is not required for the immediate use
of the school district may invest all the monies in bonds, notes,
bills or certificates or other obligations issued by the United
States or in bank time certificates, savings and loan deposits or.
obligations issued by banks for a wide number of federal or state .
agencies. The investment of money in California school districts
is regulated by Sec. 41.015 of the California Education Code.
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COLORADO

1979 School District Statistics:

181 Districts

558,000 Students ,

Total Expenditures: $1,139,000,000 (K-12)
Investment Earnings: § 30,536,000 (2.6% yield)

SUMMARY -- School district financial operations in Coloradc are regu-
lated by a number of laws. The Education Law, Titles 22 and 23; the
Municipal Law, Titles 24-32; and the County Law, Titles 24-32 provide
the main regulation for school district financial operations. 1In
Colorado, school districts are able to invest all funds from all S
sources of revenue according to Title 24, Sec. 75-601 of the Municipal
and County Laws. Further, they are able to invest all their funds in
either federal, state, district or municipal securities. They are
also able to invest their funds in repuchase agreements, certificates
of deposit, commercial bank time deposits, savings and loan bank time
deposits and NOW accounts. -All investment securities are required to
be collateralized and there is no limitation to either the length or
the amount of investments. Pooling of accounts to facilitate invest-
ments is allowed: -school districts are able to invest with other )
school districts or other local governmental agencies.

In Colorado, school districts are able to borrow through either
warrant notes, revenue anticipation notes or tax anticipation notes.
However, they are limited to a six-month payback period and can only
borrow to the amount of the budget appropriation. All cash or bor-
rowed monies may be reinvested until needed. There are no limitations
on arbitrage opportunities. However, public schools in Colorado are
not proper organizations. ’ o

School districts can bank with either commercial banks., savings
and loan-banks, investment firms or private brokers as long as cer-
tain requirements including Federal Deposit Insurance Corporatfon or
collateral pledges are met. Colorado school districts may use all
of the banking services offered by local banks except for tax col-
lections. )

o\I
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CONNECTICUT

1979 School District Statistics:

165 Districts

587,000 -Students. :

Total Expenditures: $1,158,000,000 (K-12)
Investment Earnings: Not Reported

SUMMARY -- The cash management operations of Connecticut's school
districts are regulated by Educational Law, Secs. 10-18 as well as
the Local Finance Law in the Town Charter. '

Schools may invest funds from the general fund, the special aid
fund, the debt service fund 'as well as bond proceeds and reserve
funds. However, they may not invest federal funds or trust and agency
funds. School districts are permitted to invest in district and muni-
cipal securities as well as repurchase agreements, certificates of
deposits and NOW accounts. The investments do not require collateral
and there are no limitations to either the length or amount of the
investments. Pooling of accounts is not allowed. *

In Connecticut, school districts may borrow through the use of
bond anticipation notes, budget notes, capital notes and revenue
anticipation notes. However, they cannot use tax anticipation notes.
Proceeds from borrowed funds may be reinvested until needed. There
are no limitations on arbitrage opportunities, but these are not en-
couraged. '

School districts may use commercdial banks or savings and loan
banks, but may not use investment firms or other private brokers.
Schoobl districts are also able to use out of state banks for borrow-
ing or investment purposes. School districts may not use tax col-
lection, lock box or safety deposit box. However, they may use pay-
roll disbursement, -check reconciliation, direct deposit at payroll,
handling of coin %pd currency and other investment type services.
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DELAWARE

1979 School District Statistics:

16 Districts

108,000 Students ,

Total Expenditures: $213,747,000

Investment Earnings: § 1,061,000 (.49% yield)

SUMMARY -- The financial operations of school districts in Delaware
are primarily regulated by the Education Law, Title 14, Chapters 13,
17 and 19 and the State Government Law, Title 29. '

In Delaware, the State Government Law, Title 29, Chapter 27,
establishes the State Treasurer as the treasurer for all agencies
including school districts. This title also requires all.funds be
deposited with the State Treasurer. The law further requires that
the State Treasurer deposit all funds with the Farmer's Bank of the
State of Delaware. This thus precludes any investing on the part
of the local school districts.

In Delaware, school districts may borrow through the use of bond
anticipation notes and tax anticipation notes. However, bond antici-
pation notes have a payback limit of four years and must be author-
ized by a referendum. School “districts may borrow through tax anti-
cipation notes to a maximum of 29 percent of annual taxes with a pay-
back period of 90 days. All school districts must bank with the
Farmer's Bank of Delaware according to Title 29, Chapter 27 of the
State Government Law, and they may use only lock boxes and safety
deposit boxes in handling coin and currency. Thus, Delaware is very
restricted.

7
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FLORIDA

1979 School District Statistics:

67 Districts

1,479,000 Students

Total Expenditures: $2,598,000,000

Investment Earnings: § 67,995,000 (2.6% yield)

SUMMARY -- In Florida, school financial operations are primarily re-
gulated by the Education Law, Chapters 236 and 237 of the Florida
Statutes and the Auditor's and Comptroller's Regulations, Chapter
11-35 of the Florida Statutes. ;o '

School districts are able to invest money from the general fund,
the school lunch fund, debt service, capital projects and bond pro-
ceeds. The funds from those various sources may be invested in fed-
eral, state or district municipal securities, repurchase agreements,
certificates of deposits, commercial bank time deposits and savings
and loan time deposits. The funds from the general fund and the
school lunch fund may also be invested in NOW accounts. However,
collateral is required to secure all investments. Pooling of accounts
1s allowed to facilitate larger investments. School districts may
invest with other school districts or other local governmental agen-
cies. -

School districts in Florida may borrow through bond anticipation
notes, revenue anticipation notes or tax anticipation notes. The

-~

proceeds from the borrowed obligations may be reinvested until needed. .

However, Chapter 237.151 1imits short-term loans to one. year and not
to exceed 80 percent of the estimated. tax receipts for that year.
_Chapter 237.161 pkrmits a short-term loan to be extended for up to
four years but limits the loan to 25 percent of prior year tax re-

ceipts. In no instance may the total of all loans and bond indebted-

'ness' exceed 10 percent of the non-exempt tax roll.

Schools in Florida may use commercial banks, savings and loan
banks or investment firms. They are not permitted to use private
brokers.. Investment firms may only be used for bond sales. School
districts may use all services offered by banks except for tax col-
lection. However, any conflicts of interest must be disclosed be-
tween school board members and banking officials.
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GEORGIA

1979 Schocl District Statistics:

187 Districts (159 County and 28 City Districts)
1,670,000 Students

Total Expenditures: Not Reported

Investment Earnings: $34,788,000

SUMMARY -- In Georgia, school financial operations are regulated by
the_Education Law, Sec. 32-942, the Municipal Law which differs de-
pendent on City Charters and the Chief State School Officer's Regu-
lations as documented in the Gecrgia Accounting Handbook and the
Attorney General's Opinion which are published yearly.

X School districts can invest all funds, except for public library
repurchase agreements, certificate of deposits, commercial bank time
deposits, savings and loan bank time deposits, NOW accounts, prime
banker's acceptances and credit union deposit and insurance corpora-
tions. Collateral is required for all investments over the excess of
those insured by the Federal Deposit Insurance Corporation insurance.
Pooling of accounts within .a system for investment is encouraged par-
ticularly in the state plan. School districts can also invest in
other school districts. o

In Georgia, school districts are permitted to borrow through the
use of tax anticipation notes but are not able to use bond anticipa-

tion notes, budget notes, capital notes or revenue anticipation notes.

Tax anticipation note borrowing is limited to 75 percent of the prior

year's taxes, and all monies must be repaid by December 31. All bor-

%

rowed monies may be reinvested until needed.

Georgia school districts may bank with commercial banks, .savings
and loan banks, mutual savings banks and credit unions. They may use
all services banks provide except for tax collection purposes.

>3
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proceeds, in either federal, state or district and municipal securities,
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HAWAIT
1979 School District Statistics:
1 District . AN
Students: Not Reported
Total Expenditures: Not Reported

Investment Earnings: Not Reported
SUMMARY -- The Department of Education for the state of Hawail 1is
unique in that there is only one school district in Hawaii. It 1is
divided into 7 administrative districts. The state legislature ap-
proprlates funds for the Department of Education for the operation
of the school system. The financial operations of the department
are strictly controlled by state statutes, primarily Title V of the
State Financial System, Chapters 36, 37, 38, 39, 40 and 41. Thus,
all borrowing and investing for the school dlstrlct is done at the
state level. Administrative districts may use either commercial
banks or savings and loan banks.
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IDAHO

1979 School District Statistics:

115 Districts

199,000 Students

Total Expenditures: $268:,000,000

Investment Earnings: § 9,958,000 (3.7% yield)

SUMMARY -- ‘The financial operations of school districts in Idaho are
primarily governed by the Education Law, Chapters 5 and 7 of Title 33
of the Idaho Code and the General State Law, Chapter 1, Title 57 and
Chapter 12, Title 67.
School districts in Idaho can invest funds from the general,

school lunch, special aid, debt service and capital project funds as
well as bond proceeds and other reserves in federal, state and muni-
cipal securities, repurchase agreements, certificates of deposits,
commercial bank time deposits, savings and loan bank time deposits
and NOW accounts. School districts are required to secure their in-
vestments with collateral. Idle funds may be invested until needed
for purposes for which they were collected, thus there is no limita-
tion to the length or amount of investments. Pooling of accounts
~within school districts is allowed to facilitate larger investments

and school districts are able to combine funds with other school dis-
tricts for investment purposes.

In Idah¢, school districts are atlowed taqg borfdb only through

the use of tax anticipation notes. This Rorrowing is, limited to 75
percent of the tax levy not yet collected during the fiscal {year and
is regulated by Sec. 63-3104. The proceeds of the borrowing may be
reinvested until needed and there is no limitation on arbitrage
opportunities. ' : :

= _, In Idaho, school districts are able to bank with both commercial
“banks and savings and loan banks, and they can use full services ex-
cept.for tax collection purposes. The ‘5tatutes for that contain re-
strictions on banking services. :

@
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JLLINOCIS ’

1979 School District Statistics:

\
\
1,013 Districts _

2,050,000 Students .

Total Expenditures: Not Reported 7

Investment Earnings: $95,000,000 S _

SUMMARY -- School district financial management operations are gov-
erned by the Illinois revised Statute, Chapters 122 and the Chief
State School .Officers regulations. In Illinois, school districts

are able to invest all funds. The investment of these funds is fur-
ther regulated by Illinois Statutes Chapter 102, Sec. 34, Chapter 85,
Secs. 901 through 95 and Chapter 122, Secs. 34 and 28. These stat-
utes ‘allow funds to be invested in federal, state, district and muni-
cipal securities, as well as repurchase agreements, certificates of
deposit, commercial bank time deposits, savings and loan time deposits
and NOW accounts. Districts may also invest their cash in commercial
paper. Collateralizatiom is required on all investments. There are
no limitations to the length or amounts of investment as long as the
school district meets its cash flow needs. These are regulated by
Illinois revised Statute, Chapter 85, Sec. 901 through 905. Pooling
of accounts to facilitate larger investing amounts is allowed and
school districts are allowed to invest with other districts or local
governmental agencies.

S&hool districts in Illinois borrow through the use of revenue
anticiﬁation notes, tax anticipation notes, teacher orders, employee
wage orders and bonding. _School)districts are not able to borrow . -
through bond anticipation notes4 budget notes dr capital notes. -
There is a two ‘'year maximum payback 1imit on tax anticipation’ notes,
and tlicre is a one year payback 1imit on warrants.” Illinois school
districts can reinvest cash from borrowed obligations until needed
except for monies borrawed through teacher orders and employee wage
orders. Many school djistricts use 'interfund transfers in‘lieu of - . _
borrowing money from outside firms. \

I1linois school districts are able to use commercial banks,
savings and loan banks and investment firms and ‘are able to use a
wide variety of banking services. However, the school districts may
not use tax collection services offered by banks or auditjng services.

There .are some other¢limitations in Illinois with regard to school
banking relations. These are listed in the Handbook for School
Treasurers distributed by Illinois State Education Department.
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INDIANA

U

1979 School District Statistics:

304 Districts

1,087,000 Students

Total Expenditures: : $4.,.520,000,000 (K-12) ) g
Investment Earnings (1979-80) § 37,670,000 (2.48% yield)’

SUMMARY -- School district financial management operafions in Thdiana
are regulated primarily by- the Indiana Code IC 21-1 throygh 21-5; dand’
.the State Board of Accounts Statutes IC §-11 and 12-13. % . )

Districts in Indiana can invest funds from a wide variety of
sources including the cumulative building fund and holding corpora-
tions. Districts may invest through the use of. federal and state
securities, certificates of deposit, commercial bank time deposits,
savings and loan bank time deposits and NOW accounts. They may also
invest in preferred stocks and bonds of a holding company organized
for the construction of school buildings within the taxing 1imit of
such school corporations (IC 21-2-8-1). All investments are Tequir-
ed to be secured by collateral. There are no limitations to the
length or amounts of investments. Pooling-of funds is allowed

(IC 5-13-1) and school districts can invest with other school districts.

e

Indiana school districts can borrow funds through the use of
bond anticipation notes, revenue anticipation notes, tax anticipa-
tion notes and through holding corporations. The bond anticipation
notes have a dollar limit of 2 percent of assessed valuation with a
payback-period of.six months. Both the bond anticipation notes and
. tax anticipation notes have a dollar limit of 80 percent of the total
anticipated funds with a payback limit of six' months. ‘However, bor-
rowed funds may not be reinvested. . Lo .

School districts in Indiana may develop depository relationships
with both commertjal banks and savings and loan banks.. Out of state
banks may-be used if a combined capital and surplus of $10 million
is shown on the last published report of the bank. A wide variety
of banking services may be used except for check reconciliation and

accounting and audit services.
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IOWA .

1979 School District Statistics:

443 Districts

555,000 Students

Total Expenditures: . $1,138,000,000

Investment Earnings (1979-80): § 17,088,000 (1.5% vield)

SUMMARY -- School districts in Iowa are able to invest funds of all
sources including court liability insurance and unemployment compen-
sation. The investment of funds in Iowa is regulated by Chapters 252,
253 and 254 of the Iowa Code and the Attorney General's Opinion, Sec.
C-268. Iowa school districts are able to invest funds from a wide
variety of sources in federal securities but not in state, district
or municipal securities, according to the Iowa Codes, Chapter 452.10.
They are able to invest funds in certificates of deposit, commercial
bank time deposits, saving and loan time deposits and NOW accounts
but not repurchase agreements. Collaterialization is not required
for investment securities and there is no limitation to their, length
of time. By resolutions, school boards must designate depository
banks, and a maximum deposit in each bank, and certify the maximum
deposit and depository banks to the treasurer of the state. Thus,
the amounts requiiad to be in the banks restricts the number and
amount of investment possibilities.

School districts in Iowa are able to borrow monies through anti-
cipatory warrants according to Chapter 74 of the Iowa Code. They are
able to borrow through anticipatory warrants an amount legally avail-
able and believed to be sufficient to cover anticipated deficiencies.
Warrants must be repaid when revenue is received. This precludes
the opportunity to reinvest borrowed monies and there is no oppor-
tunity for arbitrage. School districts are able to use commercial
banks and savings and loan banks for depository relationships but
not investment firms or private brokers. They are able to use a
number of services including lock boxes, safety deposit boxes and
direct deposit of payroll. They are not able to use payroll dis-
bursement, check reconciliation, or accounting and auditing services
and cannot use wire transfers or coin and currency services.
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KANSAS

1979 Schoel District Statistics:

307 Districts

433,000 Students

Total Expenditures: $810,000,000
Investment Earnings: Not Reported

SUMMARY -- The financial operations of school districts in Kansas are
regulated by the Education Law, Chapter 9, Sec. 1402, Chapter 12,
Sec. 1675 and Chapter 17, Sec. 5002. . ‘

School districts in Kansas may borrow through a wide variety of -
funds according to Chapter 12, Sec. 1675 of the Kansas Code. School
districts may invest in federal securities, certificates of deposit,
commercial bank time ‘deposits and savings and loan bank time deposits.
However, 70 percent of all district funds must be supported by fed-
erally based securities. All investments in excess of $100,000 must
be invested for more than 30 days and must be in banks within the
school district provided the bank is willing to pay 91-day treasury
bill rate.

In Kansas, school districts may borrow funds through a wide
variety of instruments and are able to reinvest proceeds from these
borrowings in federal securities. Kansas school districts may de-
velop depository relationships with both commercial banks and savings
and loan banks\and may use banks either in counties in which school
districts are located or in adjacent counties. They are also able
to use a wide variety of banking services. The Kansas Bankers Asso-
ciation distributes guidelines for investment of vital funds by
school districts in a newsletter obtained by the Nivision of Financial
Services, The State Department of Education and the Legislative
Research Departmznt.
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KENTUCKY

1979 Schooi District Statistics:

181 Districts

679,000 Students

Total Expenditures: $750,000,000

Investment Earnings: § 12,700,000 (1.8% yield)

SUMMARY- -- School district financial operations in Kentucky are re-
gulated by Education Law, KRS Chapters 157 and 160 and State Board
Regulations.

School districts in Kentucky are able to invest funds from a
wide variety of sources as regulated by KRS Chapter 160 in federal

.and state securities, repurchase agreements, certificates of deposit,

commercial bank time deposits, savings and loan bank time deposits

and NOW accounts. They are also able to make investments and direct
obligations which are 100 percent guaranteed by the U.S. Government
which includes agency notes. There are also collateral requirements:
on certificates of deposit, 105 percent of market value of treasury
bills or other U.S. Government obligations are required-on investments;
on direct purchase of treasury bills, repurchase agreements, and so on,
no collateral is required as the purchase constitutes collateral re-
quirements. There are no specific statuatory limitations on the

length or amount of investments. However, a practical limitation on
the general fund is one year. On the investment of bond proceeds,

the limitation is the construction period and arbitrage regulations.
Pooling of accounts is allowed to facilitate larger investments.
However, school districts are not able to invest with other school
districts or local governmental agencies.

In Kentucky, schcnl districts are able to borrow only through
the use of tax anticipation notes. They may borrow up to 75 percent
of uncollected taxes, but the loan must be repaid within the current
fiscal year. Monies obtained through borrowing may not be reinvested
and arbitrage is not encouraged. In Kentucky, the current maximum
interest that can be paid on short-term tax anticipation notes 1is
six percent. ’

In Kentucky, school districts are able to develop depository
relationships with commercial banks, savings and loan banks, invest-
ment firms and private brokers and are able to use a wide variety of
banking services.

-
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LOUISIANA
1979 School District Statistics:
66 Districts
797,000 Students
Total Expenditures: $1,300,000,000 _
Investment Earnings: § 34,457,000 (2.6% yield)
SUMMARY -- In Louisiana, school :districts are able to invest cash in

federal and state securities, certificates of deposit, commercial bank

time deposits and NOW accounts according to'a recent Attorney General
opinion.

The financial management operations in the State of Louisiana
are regulated by Education Law RS 17:99, Municipal Law RS 33:2955,
Chapters 39-1271, Chapter 39-551, 554 and 1307 and Attorney General's
opinions. The State of Louisiana does have collateral requireménts
for investments and there are no limitations to the lengths or amounts
of investments. Pooling of accounts to facilitate larger investments
is allowed as long as proper accounting procedures are in place.
There are no other restrictions on investing.

School distyfcts in Louisiana may borrow through the use of bond
anticipation notes, budget notes, revenue anticipation notes and tax
anticipation notes. In general, they may borrow up to 75 percent of
anticipated deficits according to the various notes and there is
generally a five year payback period. The proceeds from borrowed
obligations may be reinvested and there are no limitations under cur-

rent state statutes. There are also no limitations on arbitrage op-
portunities in Louisiana.

School districts in Louisiana may develop depository relation-.
ships with commercial banks but not with savings and loan banks,
investment firms or private brokers. While there is no prohibition
on the use of out of state banks by school districts, there is, cur-
rently, no school district in Louisiana which uses an out of state

bank. In Louisiana, school districts may use a wide variety of bank-
ing services.

<3
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MAINE

1979 School District Statistics:

86 Districts

240,000 Students ‘

Total Expenditures: $325,000,000

Investment Earnings: § 1,100,000 (.03% yield)

SUMMARY -- School district financial management operations in Maine
are regulated by the Education Law, Municipal Law Title 30 of the
MRSA and the Local Finance Law Title 20 of the MRSA, as well as the
Chief State School Officers ‘Regulations.

School districts 'in Maine are able to invest monies from a wide
variety of funds in federal, state, district and minicipal securities.
They are also able to invest their monies in certificates of deposit,
commercial bank time deposits, savings and loan time deposits and NOW
accounts. They are not able to use repurchase agreements. Collateral
requirements are listed in Title 30 Sec. 5051. There are no limita-
tions to the length or amounts of investments as long as the avail-
ability of funds for current operations is met. Pooling of accounts
to facilitate larger investments is. allowed. There 1s no exclusion
for school districts to invest with other school districts or lo.al
governmental agencies.

School districts in Maink are able to borrow through use of bond
anticipation notes, capital notes, revenue anticipation notes and tax
anticipation' notes. They are able to borrow up to the full extent of
state and federal aid or taxes according to the appropriate note but
must repay these loans within the current fiscal year.

School districts in Maine may use either commercial banks or
savings and loan banks according to Sec. 5051. for a wide variety of
banking services including safety deposit boxes, payroll disbursement,
accounting and auditing, direct deposit of payroll, telephone and wire
transfers, funds, handling of coin and currency and investment ser-
vices. Other services are not specifically forbidden.
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MARYLAND

F=

1979-6chool District Statistics:

-

24 Districts

790,000 Students

Total Expenditurec: $1,474,000,000
Investment Earnings: Not Reported

SUMMARY -- The school financial management operations in Maryland-are
regulated by the Education Law, Secs. 5103-5109; provisions in_the
Municipal Law, the County and Local Finance Law, the Chief State
School Officer's Regulations; and State Comptroller's Regulations

and Opinions.

School districts in Maryland are able to invest funrds from all
sources in all securities that are covered under regulat;ons including
federal, state, district and municipal securities, repuchase agree-
ments, certificates of deposit, commercial bank time deposits and
savings and loan banks time deposits. However, all investment securi-
ties are required to be secured by collateral. However, there is no
limitation to either the length or amount of the investment. Pooling
of accounts to facilitate large.investment amounts is allowed as long S
as the separate identities of the school funds is allowed for. School
districts are also able to invest monies with other dlstrlcts and
local governmental agencies. :

In Maryland, school districts are able to establish depository
relationships with commercial banks. However, it is not clear whether
they can use savings and loan banks. They are not allowed to use in-
vestment firms or private brokers. They are also allowed to use out
of state banks. Once a depository relationship is established with
a commercial bank a school district can utilize a wide variety of
banking services with the depository bank.

e
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MASSACHUSETTS

. o PN
1979 School District Statistics:
| 436 Districts v /
1,055,000 Students
Total Expenditures: $2,528,000,000
Investment Earnings: Not Reported

SUMMARY -- School financial operations in Massachusetts are governed
- by the Education Law, Municipal Law and Local Finance Law. °

" School districts in Massachusetts are allowed to invest funds
from all sources according to Statute Chapter 44, Sec. 555 and 520
in federal and state securities, repurchase agreements, certificate
of deposits, commercial bank time deposit and savings and loan de-
po$its. Only monies from the general fund may be deposited in NOW
accounts. - The state does not require %ecurities to be collateralized.
However, there are limitations 'to the length of investments.

School districts may borrow through the use of bond anticipation
notes and revenue anticipation notes. The proceeds from borrowed
obligations may be reinvested until needed according to Chapter 44,
Sec. 20 of the Massachusetts Code. There are no limitations on ar-
bitrage opportunities. '

In Massachusetts, school districts must use only commercial banks.
However, they are able to use a wide variety of banking-services of-
fered by these banks. B
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MICHIGAN

@,

3
1979 School Distriet Statistics:

574 Districts

1,008,000 Students

Total Expenditures: $3,571,000,000

Investment Earnings: § 80,000,000 (2.25% yield)

SUMMARY -- The financial management operations of the school districts
in Michigan are regulated by the Education Law, School Code of 1976.

Michigan school districts are able to invest’ funds from the gen-
eral, debt service and capital projects funds according to the School
Code,, Chapter 380.123, in federal and state securities, repurchase
agreements, certificates of deposit, commercial bank time deposits,
savings and loan bank time deposits and NOW accounts. They are also
able to use prime rat®  commercial paper and have no collateral re-

‘quirements according to statutory law. However, investments in com-

mercial paper are restricted to those that will not mature more -than
270 days from the date of purchase. Pooling of accounts is allowed

as long as the investment's income earned can be identified and
credited to the accounts involved. School districts may not invest -
with other school districts or local governmental agencies.

In Michigan, school districts may borrow through-the use of tax
anticipation notes and state aid notes according to Sec. 134.1 and
Sec. 380.1225. When using tax anticipation notes, Michigan School
Districts may borrow up to a maximum of 50 percent of tax revenues
for a maximum payback time of 13 months from the date of issue. The
proceeds of both types of notes may be reinvested while not being used.

In Michigan, school districts may usé commercial banks,
savings and loan banks, inves%ﬁent firms or private brokers. They
can use a wide range of banking services except for tax collection
services and may also use out of state banks. However, any out of
state bank must be authorized to do business in Michigan according
to Chapter 380.1221 and 380.1222. ‘

s
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MINNESOTA 1

1979 School District Statistics:

438 Districts S ” _ \
788,000 Students ‘ :

Total Expenditures: $1,557,000,000

Investment Earnings: § 53,000,000 (3.4% yield)

SUMMARY -- School district financial:management operations in Min-
nesota are governed by the Education Law and Comptrollers and Audi-
. tors Regulations and Opinions. Co v C

School districts are able to ’invest funds from the general, food
service, debt seryice, equipment, trust in agency, bill conmstruction,
and transportation’ funds according to Minnesota Statutes, Chapter
118.12 in federal,’state, district or municipal securities, repurchase
agreements, certificates of deposit, commercial bank time deposits,
savings and loan bank time deposi;s and NOW accounts. However, all
investments are required to be secured by collateral to the extent of
a 110 percent of the principle amount. Pooling of funds is allowed
to facilitate larger investments and school districts may invest
with other districts and local agenciocs.

AT ; .

Minnesota school districts are able to borrow money through the
use of revenue anticipation notes, tax anticipation notes, warrants,
repurchase agreements or written requests of a county to receive in
June a 70 percent advance on taxes. When using revenue anticipation
notes, school districts are able to receive up to 75 percent of the
aid receivable with a payback period of three months after the end of
the fiscal year. With tax anticipation notes, they are able to use
or recéive 50 percent of-.taxes receivable within a three month payback
periocd into the new fiscal year. Regardless of the instrument used
to borrow monies, surplus cash may be reinvested until needed. =

School districts may use commercial banks, savings and loan banks
or investment firms. Regardless of the type of bank used, school
districts are able to utilize a wide variety of banking services.
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MISSISSIPPI

1979 School District Statistics:

153" Districts .
© 482,000 Students _
Total Expenditures: $560,000,000
Investment EarningS' $q 5, 600 1000 (1 yield)
SUMMARY -- The financial management operations of school dlstr%gts in
the State of Mississippi are governed prlmarlly by the Educatlon La
Ba51ca11y Title 37 and Title 29. ,

2

School districts in Mississippi are able to 1nvest monies from
their general, school lunch, special aid and seven other funds ac-
cording to Title 37-59-43 in federal, state, municipal and district
securities, repurchase agreements, certificates of deposit, commer-
cial bAnk time deposits, savings and loan bank .time deposits and NOW
aceetints. The state requires all investment securities, to be col-
lateralized to the extent of. 100 percent for the amoun {deposited in
excess of that insured by the Federal Deposit Insurancg Corporation.
There is no limitation on’ the length of investments. However, the
amounts of the investments must not exceed -the amount covered by . the
Federal Savings and Loan Insurance Cbrporation. Pooling of accounts-
is allowed to facilitate larger .investments. However, school -districts
may not invest w1th other districts or other local governmental agen—
cies.

School districts in Mississippl may borrow funds through the use
of capital notes, revenue ant1c1pat10n notes or tax anticipation
notes, accordlng to Mississippi Code, Title 37-59 or 37-39. They
may not,'however, use bond anticipation notes or budget notes. For
_capital notes, they may not exceed the amount of the two mill levy, '
and have a payback period of five years. For revenue anticipation
notes, there is a dollar limit of 50 percent of taxes collected, and
it must be repaid within the current fiscal year. All proceeds of
borrowed obligations may be reinvested until needed. There are no
limitations except for the federal regulations on arbitrage.

School districts in Mississippi may use commercial banks, sav-
ings and loan banks or investment firms according to Title 37-59-43
and Title 27-105-350. They may use a wide variety of banking services,
including lock boxes, safety deposit boxes, check reconciliation,
direct deposit of payroll, telephone and wire transfers and invest-
ment services.

e

| e
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MISSOURI

P

1979 School District Statistics:

552 Districts

878,000 Students "

Total Expenditures: ‘$1,366,d00,000

Investment Earnings: °$ 40,000,000 (2.9% yield)
SUMMARY -- The financial management\operations for school distticts
in the State of Missouri are regulated primarily by the Education
Law, Chapters 164, 165 and 166. ‘ ‘ .

Missouri school districts are able to invest all money from all
funds according to Sec. 165.051 in federal, state, district and muni-
cipal securities, certificates of deposits and NOW accounts. However,
time deposits are limited to 90 days, and all time deposits, certi-
ficates of deposits and NOW accounts must be placed in officially
selected depositories which agree to provide sufficient collateral
for security. The depository must provide security in a sufficient
amount to cover the maximum amount on deposit. Open time deposits
are limited to 90 days, and no funds may be invested beyond the point
in time when they are required to meet the obligation of the district
for which they were authorized. Pooling o{ accounts with other agen-
cies is not legal and school districts may not invest with other
school districts or other local governmental agencies.

In Missouri, school districts may borrow money through the use
of tax anticipation notes according to Sec. 165.131 of the Missouri
Code. They may borrow up to a maximum of 50 percent of the tax
revenue and there is a payback period of six months.

School districts in Missouri may develop depository relationships
with commercial banks and savings and loan banks, and they may use a
wide variety of banking services.

°
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469 Districts

160,000 -Students

Total Expenditures: $331,000,000 \g
Investment Earninﬁs: $§ 5,400,000 (1.6% yiald)

SUMMARY -- The financial management operations of school districts}&n
Morrtana are regulated primarily by the Education Law. ,School dis- '
tricts in Montana are able tc invest funds from a wide variety of
sources in treasury notes, district and municipal securities, certi-
ficates of deposit, commercial bank time deposits and savings and
loan bank time deposits. There are no restrictions or limitations

on investments-other than a payback period of 180 days and there are
no collateral requirements. Pooling of accounts at both the district
and state levels to facilitate larger investing amounts is allowed.
However, no school districts can invest with other school districts

or Ldcal governmental agencies.
. 4

-

Schéol distnicts in Montana afé able to borrow monies through
the use of bond anticipation notes with a payback period of up to
20~years for these notes. The proceeds of borrowing obligations may

~be reinvested until needed.
?) L]

-In Montana, all school distrilt monies are kept by the Couﬁtya
Treasurer, thus, there is no reason for a school district to develop
a depository relationship with a bank.

G
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NEBRASKA
- e

1979 School District Statistics:

1s allowed.
[
L]
S )
.
: 0,

291,000 Students
Total Expenditures: $488,000,000
Investment Earnings: §$ 13,000,000 (2.7% yield)

1,062 Districts ‘
|
SUMMARY -- In Nebraska, school financial management operations are
regulated primarily by the Education Law.
The school districts in Nebraska are able to invest funds from
a wide variety of sources. These investments are primarily regulated
by Chapter 77, Secs. 2338 and 2363 and Chapter 72, Sec. 1246. School
districts in Nebraska are able to invest these funds in a wide var-
iety of securities, including repurchase agreements, certificates of
dep051t commercial bank time deposits and federal and state securi-
ties. - All of these investments are required to be secured by col-
lateral,6 as stated in statute Chapter 77, Sec. 2352. There is no
limitation on the length or amounts of 1nvestment and paoling accounts

L=




e - . A

13 e

State-by-State Summaries .- " 87

NEVADA

1979 School District Statistics:

17 Districts

143,000 Students

Total Expenditures: $240,000,000

Investment Earnings: § 11,671,000 (4.9% yield)

SUMMARY -- In Nevada, school financial management operations are re-
gulated through a number of laws. Primarily, the Education Law,
Chapter 354; Municipal and County Laws; Local Finance Law, Chapter
387; Chief State School Officers Regulations, NRS 387.0 and Comptrol-
lers and Auditors Regulations and opinions on Governmental Accounting
and Financial Reporting (GAAFR) and National Council on Governmental
Accounting (NCGA) Statement 1, as well as the Nevada Tax Commission
and Public Investment Law, Chapter 355 of the Nevada Revised Statutes.

. School districts in Nevada are able to invest monies from the
general, school store and seven other funds, according to Chapter 355
of the Nevada Revised Statutes -in federal, state, district and munici-
pal securities, certificates of deposit, commercial bank time deposits,
savings and loan bank time deposits and NOW accounts. Collateraliza-
tion oi investments is not required, and there are no limitations on
the lengths or amounts of investments. Pooling of accounts are al-
lowed, and school districts may invest with other state or local
governmental agencies.

School districts in Nevada are able to borrow money through the
use of bond anticipation notes, budget notes, capital notes, revenue
anticipation notes and tax anticipation notes. There is no dollar
limit. However, there is a five year payback period for all borrowed
monies and the proceeds of all borrowed obligations may be reinvested
until needwed. ‘

School districts in Nevada may develop depository relationships
with a wide variety of banking and savings and loans institutions
according to Chapter 355 of the Nevada State Code. Nevada school
districts are also able to use a wide variety of banking services as
provided by Chapter 354 of the Code.

\ye’
1
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NEW HAMPSHIRE

1979 School District Statistics:

167 Districts

169,000 Students

Total Expenditures: $259,000,000

Investment Earnings: § 524,000 (.02% vyield)

SUMMARY: -- In New Hampshire, the financial management operations of

school districts are regulated primarily by the Education Law, Chap-
ters 198 and 197.23 and other state statutes including Secs. 71a and
35, 33 and 32.

School districts in New Hampshire are able to invest monies from
most funds in federal and state securities, certificates of deposit,
commercial bank time deposits, savings and loan bank time:deposits
and NOW accounts. There are no limitations on the length or amounts
of investments and pooling of accounts to facilitate larger invest-
ments is allowed. School districts may also invest monies with other
districts or local governmental agencies.

School districts in New Hampshire are able to borrow money through
the use of bond anticipation notes and there is a two year payback
period. The proceeds from bond anticipation notes may be reinvested
until needed.

School districts in New Hampshire may develop depository relation-
ships with both commercial banks and savings and loan banks. However,
the State Code, Chapter 197.23 limits the use of out of state banks to
tlose in Massachusetts. New Hampshire.school districts frequently use
Massachusetts banks for borrowing and. investment purposes. The school
districts may use a wide variety of banking services available to them.
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NEW JERSEY

1979 School District Statistics: .

614 Districts

1,036,000 Students

‘Total Expenditures: . §3,145,000,000 .
Investment Earnings: Not Reported

SUMMARY -- The financial management operations of New-Jersey school
districts are regulated primarily through the Education Law and Comp-
trollers and ‘Auditors Regulations and Opinions.

School districts in New Jersey may invest funds from a wide
variety of sources in federal, state, district and municipal securi--
ties, repurchase agreements, certificates of deposit, commercial bank .
time deposits, savings and loan bank deposits and NOW accounts. How-
ever, all investment securities are required to be:secured by colla-
teral. - There is no limitation dn either the length or amount of the
investment. However, all investments are determined by analysis of
individual school.district cash flow needs and patterns. Pooling of
accounts to facilitdte larger investments is allowed. 1In New Jersey,
‘there has been an effort to develop a state cash management system in
which school digtricts may invest. . Some school districts-in New -
Jersey have voluntarily participated in this new system.

School districts in New Jerséy may borrow money through the use
of bond anticipation notes, budget notes, capital notes, revenue anti-
cipation notes and tax anticipation notes.

In New Jersey, school districts are able to develop depository
relationships with both commercial banks and savings banks. However,
there is a limited number of services offered by the banks which school
districts may use: safety deposit boxes (as long as they're bonded);
payroll disbursement services; and investment services by arrangement
with the individual banks. ‘ , :

) ‘
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NEW MEXICO

o

1979 School District Statistics:

89 Districts

272,000 Students

Total Expenditures: $457 000,000

Investment Earnlngs $ 13 101 000 (2.9% yleld)

SUMMARY -- Financial management operatlons of school districts in New
Mexico are regulated by State Law, primarily Chapter 21 1-1 through
Chapter 22-25-10 of the New Mex1c0 Statutes

School dlstrlcts in New Mexico are able-tovinvest monies from a
wide variety of funds. According to Sec. 22-8-40 of the 'New Mexico
Code, these monies may be invested in -federal, state, municipal and
district securities, repurchase agreements, certificates of deposit,
commercial bank t1me deposits, savings and loan bank time deposits
and NOW accounts. However, all investments are required to be secured
by collateral. There is no limitation on the length or amount of
investments except to bond funds subject to arbitrage laws. Pooling
of accounts to facilitate larger investment amounts is allowed. Be-
causé the State of New Mexico provides 85 percent of the general op-
‘erating funds on a monthly basis, this precludes the need for school
districts to borrow. - , : .

School districts in New Mexico are able to develop depository
relationships with commercial banks and savings and loan banks, and
they are able to use a wide variety of banklng services.
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NEW YORK

-
1979 School District Statistics: . “

739 Districts |

1,953,000 Students

Total Expenditures: $7,732,000,000
ﬂnvestment.Earnings:. $ 103,770,000 (1.34% yield)

SUMM &Y‘-r In New. York, school.financial managément ogefations_are
regulated primarily by the Education Law, Sec. 1604a through Sec.
1723a; Fiscal Law GM 11; Local Finance Law, Sec. 165.00; and

GOmd}tollers and Auditors Regulations and Opinions.

/
' In New York, school districts may invest monies from a wide
vayiety of funds in federal, state, district and municipal securities,
repurchase agreements, certificates of deposit, commercial bank time.
deposits, savings and loan bank time deposits and NOW accounts. How-
eXer, all investment securities are required to be secured by collat-
eral as specified in Education Law) .Sec. 1604a and all ‘investments

dre required to be paid back within a two year period. Pooling of
accounts is allowed to facilitate larger iavestments and school dis-

/tricts are able to invest with other districts or other local govern-
;mental agencies. ‘ :

School districts in New York State are able to borrow through the

- use of bond anticipation notes, budget notes, capital noctes, revenue

anticipation notes, tax anticipation notes and statuatory installment
bonds. Each of these instruments has its own unique dollar limitation
and payback period. The proceeds of all these bond obligations may
be reinvested until needed. There are no specific limitations on
arbitrage opportunities.

School districts in New York are able to develop depository

. relationships with commercial banks and may borrow anywhere within

the world. However, they have to invest within State. School dis-
tricts in New York are also able to use all and any banking services
available by their depositery bank.
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. NORTH CAROLINA

v |
. : : |

1979 School District Statistics: . . | - ’
‘ S

144 Districts

., 1,135,000 Students , ,
Total Expenditures: $1,823,000,000 '
Investment Earnlngs $ 6,418,000 (est.) (.35% yield)

SUMMARY -- School financial management operatlons in North Carollna
are regulated by an Education Law, Sec. GS 115-100.1 through 115-
100.35. . -

In North Carolina, school districts are able to invest all funds
in a wide variety of investment securities including” federal, state,
district and municipal securities, repurchase agreements, certlflcates
of deposit, commercial bank time deposits, savings and’ 1oan bank time.
deposits and NOW accounts. Investments are not required to be col-
lateralized. Pooling of funds to facilitate larger investment amounts
is allowed. School districts may invest with other districts or
other local governmental agencies.

o

School districts in North Carolina are not able to borrow money,
because school debt is normally a debt of the county. However, they
may borrow from the State therary Fund accordlng to State Law Chap-
ter 115-108.1. ‘ =

In North Carolina, school districts may develop depository re-
lationships with commercial banks, savings and loan banks and private
brokers and may use a wide variety of banking services, except for
payroll disbursement and auditing and accounting services.
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NORTH DAKOTA

v

1979 School District Statistics:

327 Districts

119,000 Students o

Total Expenditures: $180,000,000
Investment Earnings: Not Reported ‘ R

SUMMARY -- Financial management operations of school dlstrlcts 1n
North Dakota are regulated prlmarlly by the Education Law, T1t1e 21,
and Municipal Law.

In North Dakota school dlstrlcts may invest funds in federal
_securities, certificates of deposit, commercial bank time-deposits
“and NOW accounts. However, all investments are required to be col-
lateralized and the investment of surplus funds may be taken into
account when making levies for an ensuing year. School districts
must be able to rTeconvert all investments very quickly into cash.
Pooling of accounts is allowed to facilitate larger investments.
However, school districts may not invest with other school d15tr1cts
or 'local governmental agemncies.

. School districts may. borrow through the use of bond ancitipation
notes and tax anticipation notes. They may borrow through tax anti-
c1pat10n notes the amounts of uncollected taxes and there is a one
year payback period. ‘The proceeds of all borrowed monies may be re-
invested until needed and there is no limitation. on arbltrage

School dlstrlcts in North Dakota may develop depository relation-
ships with both commercial banks and savings and loan banks, and they
may use a wide variety of banklng services -except those for tax col-
lection purposes. :
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OHIO

1979 School District Statistics:

615 Districts :
2,052,000 Students

. Total" Expenditures: $3,470,000,000 -
Investment Edrnings: § 12,289,000 (3.5% yield)

SUMMARY -- The financial management‘operations'of school districts in .
Ohio are regulated by the Education Law, Chapter;33.17 Chief _
State School Officers Regulations and Auditors and Comptrollers Opin-
ions. :

School districts in Ohio may invest monies from a wide Varﬁety

- of funds in federal securities, repurchase agreements or certif}catesi
- of depost. The state does require all investments: to be secured by
collaterdal and there is no limitation on the .length or amount of in-
vestments. Pooling of accounts within an individual school district
is allowed. However, school districts may not -invest with other
scho6l districts or local governmental agencies.

Ohio school districts may borrow money through the use of bond
anticipation notes, revenue anticipation notes and tax anticipation
notes according to Chapter 133. They may borrow up to 50 percent
of anticipated collections with a payback pericd of one year. The
proceeds of all borrowed obligations may be reinvested until needed.

. School districts-in Ohio may develop depository relationships
with both commercial banks .and savings and loan banks but not with
investment firms or. private brokers. They are also able to use a’
wide variety of banking services except for tax collection services
and auditing and accounting services. - '
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OKLAHOMA

1979 SchoolﬁDistrictvStatistics:

619 Districts" ' T c -
576,000 Students o T

Total Expenditures:. $844,000,000 K .
Investment Earnings: § 10,518,000 (1.24% yield)

SUMMARY -- Financial management operations of school-districts in
Oklahoma are regulated primarily by Education Law, Title 62, County
Law and the Chief State School Officer's Regulations. '

School districts in Oklahoma.are able to invest monies according
to Title 20-62. They may invest in federal, state, district and muni-
cipal securities, repurchase agrecements, certificates of deposits,
commercial bank time deposits, savings and loan bank time deposits
and NOW accounts. The state requires all investments be secured by
collateral. There is no limitation on either the length or amounts
of investments and pooling of accounts is allowed to facilitate larger

- investments., There is no statutory authority for school districts to

combine their accounts with those of other 'school districts or local
\%ijernmental agencies for investment purposes.

School districts in Oklahoma are able to borrow money through
the use of bond anticipation notes according to Title 62. They may
borrqz up to 10 percent of the valuation of a bond and have up to
25 years to repay the bond. All proceeds from borrowed obligations
may be\reinvested .until needed and there is no limitation on arbit-
rage oppgrtunities. '

Schbol districts in Oklahoma may develop depository relation-
ships with commercial banks, savings and loan banks and investment
firms. However, they are able to use only a limited number of bank-

ing services including payroll disbursement, telephone wire transfers

and handling of coins and currency.
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OREGON

1979 School District ‘Statistics:

311 Districts

460,000 Students

Total Expenditures: $852 000,000 :
Investment Earnings: § 22 000 ,000 (2 6% yield)

SUMMARY -- In Oregon, the f1nanc1a1 management operations of school
districts are regulated primarily by the Local Finance Law, Oregon .
State Statute 294.305 and 294, 520

) School districts in the state are able to invest monies from the
general, school store, school lunch, special aid, trust and agency
funds in a wide Varlety of 1nvestment securities. However, all in-
vestments must mature within-a two year period. Collateral on the
investments is not required. ‘Pooling of accounts to facilitate large
‘investments is allowed and school .districts may invest with other
local school districts or dther governmental agencies. The State
Treasurer's Office operates an investment pool for local governments
in which school dlstrlcts may partake

School districts in Oregon may- borrow money through the use of
revenue anticipation notes. They may borrow up to 80 percent of |
anticipated revenues and the payback period is one year. The proceeds
of revenue anticipation notes may be reinvested until needed. How-
ever, bond receipts must be totally spent .within three years of re-
ceipt and 10 percent of bond receipts must be spent within six months
of receipt, 7 :

School districts in Oregon may develop depository relationships
with commercial banks, savings and loan banks, investment firms and
private brokers. However, they may only use a limited number of ser-
vices provided by a bank 1nc1ud1ng payroll disbursement, check recon-
ciliation, direct deposit of payroll and investment serv1ces School
districts are nornally required' to use depository banks within their
own counties which precludes the use of other state banks.
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PENNSYLVANIA

1979 School District Statistics:

505 Districts :

1,998,000 Students ,

Total Expenditures:  $4,455,000,000

Investment Earnings: § 123,733,000 (2.78% yield)

SUMMARY -- Financial management operations of school districts in
Pennyslvania are regulated by Education Law, Article VI of the
-Pennsylvania School ‘Code and Article 4, Sec. 441 Chief State .
School Officer's Regulations and Auditors Regulations and Opinions.

School districts in Pennsylvania are able to invest monies from
a wide variety of funds in many types of investment securities. How-
ever, all investments are required to be secured by collateral to
the extent of. 120 percent of the invested amount. There is no limita-
tion on the length or amounts of investments, and pooling of accounts
to facilitate larger investment amounts is allowed. However, school
districts may not invest with other school districts or local govern-
" mental agencies. : - ' ' »

School districts in Pennsylvania are allowed to borrow money
through the use of bond anticipation notes, ~apital notes, revenue
anticipation notes and tax anticipation notes. There is no limit on
the payback period for bond anticipation notes or capital notes. How-
ever, there is a one .year payback period for revenue arniticipation
notes and tax anticipation notes. The proceeds of all borrowed obli-
.gations may be reinvested until heeded. )

‘ School districts in Pennsylvania may develop depository relation=

ships with commercial banks, savings and loan banks, investment firms
and private brokers and may use a wide variety of banking services.
They are not allowed to use out of state banks for borrowing or in-
vestment purposes. ‘ ' ' .

C1vg
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RHODE ISLAND

1979 School District Statistics:

40 Districts

158,000 Students

Total Expenditures: $300,000,000
Investment Earnings: Not Reported

'SUMMARY -- The school financial management operations in Rhode Island
are governed by the Education Law, Title 16-4-1.and Local Finance Law
through the Home Rule Charter. There are also applicable provisions
in the Chief State School Officer's Regulations and the State Comp-
troller's Regulations and Opinions.

School districts in Rhode Island do not invest any of their
monies. The state invests all funds for them every six months and
the Town Treasurer can invest school monies.

Rhode Island school districts may borrow through the use of bond
anticipation notes as stated in the Education Law, Sec.-45-12-4.
Other information on financial management operations of Rhode Island
school districts or depository relationships with banks is not avail-
able. ; i - ‘ '
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SOUTH CAROLINA

1979 School District Statistics:

92 Districts

609,000 Students

Total Expenditures: $752,000,000
‘Investment Earnings: § 15,206,000 (2% yield)

SUMMARY -- The financial management operations of South Carolina
school districts are regulated by State Law, primarily Title 6 of
the Local Government Law, Chapters 5-10 through 5-40.

South Carolina school districts are able to invest funds in fed-
eral, state, district and municipal securities, repurchase agreements,
certificates of deposit, commercial bank time deposits, savings and
loan accounts and NOW accounts. The state of South Carolina does not
require investment securities to be secured by collateral, and there
are no limitations on the length or amounts of investments. Pooling
of accounts to facilitate larger investment amounts is allowed and
school districts may invest with other school districts and local
governmental agencies. The County Treasurer makes all investments
with the local educational agencies. School funds can be reinvested:
with other agency funds. However, in some counties,-the interest
earned on school district:investments accrues to. the county's general
fund. .

- School districts in South Carolina may borrow through the use of
bond anticipdtion notes, revenue anticipation notes and tax antici-
pation notes. They are not able to borrow using budget notes or cap-
ital notes. Usually, they are able to borrow to the full extent of
the bond, revenue anticipation or tax anticipation, and all proceeds
from borrowed obligations may be reinvested until needed. In South
Carolina the interest that can be paid on borrowed monies has a ceil-
- ing which can only be.raised by the State Budget and Control Board.

School districts in South-’Carolina are able to develop deposi-
" tory relationships with commercial banks and savings and loan banks,
investment firms and private brokers. They are able to use a wide
variety of banking services once they have developed a depository
relationship.

107
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SOUTH DAKOTA

1979 School District Statistics:

195 Districts
) 136,000 Students
" Total Expenditures: $220,000,000
Investment Earnings: § 6,000,000 (2.7% yield)

SUMMARY -- School financial management operations in South Dakota are
primarily .regulated by the Education Law, Secs. 13-16-15 through 18
and Sec. 4-6.8-1. : :

School districts in South Dakota are. able to invest. funds from a
wide variety of sources in federal securities, repurchase agreements,
certificates of deposit, commercial bank time deposits and savings
and loan time accounts. All investment transactions in South Dakota
shall be by resolution of the board. The same resolution shall be
regularly followed and recorded with the business manager as public
record. School districts are required to secure their investments
by collateral and the collateral must have-a value of at least ‘equal
to the maximum liability of the investment. There 1s no limitation
on the length or amounts of investments. Pooling of accdunts to facil-
itate larger investments is allowed. However, school-districts are
not able to invest with other school districts or other local govern-
mental agencies.

School districts in South Dakota are able to borrow funds through
. the use of bond anticipation notes, capital notes, revenue antdicipa-
tion notes and an installment purchase with a maximum of ten years.
Using Tevenue anticipation notes, school districts may borrow up to =
95 percent of the levy.of a fiscal year.

School districts in South Dakota may develop depository relation-
ships with commercial banks, savings and loan banks and investment
firms. However, they are severely limited in the use of the banking
services which they are able to utilize. A few of the banKing services
-they are allowed to use include safety deposit boxcs and investment
services. .

Seart
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-legislaturc through private acts. The fiscal procedures for cuch

TENNESSEL - : o
BN A
1979 School District Statistics: ) =
e " i i ~ » ”/“,’
148 Districts =~ - -
852,000 Students : Y ! ]
Total Bxpenditures: $960,000,000 - -
Investment Barnings: Not Reported o
 SUMMARY :- Under Tennessco ldw, a local ‘school district board of )

cducation.is an agency of. the local government and, as such, is under
the fiscal control of the local legislative bodies such as the County
Commission ox City Council. ' e ’ '

School board funds are deposited with a fiscal agent, usually o

an clected officjal of the local government and arc invested by hin

and not by the school board. Iarnings from these investments are
undér the control of the local legislative body and the use of such
carnings arc determined by the body except that the carnings for bond
funds must be accrued to the capital project or be used to retire the
debt. . o T : .

Local school boards may not borrow funds. The local legislative
body may "authorize the chief cxecutive officer to -borrow short torm
funds for the bencfit of local government agencics, or may issuc

.general obligation bonds for capital projects such as school build-

ings.

The abové’statemcnts.apply'to city and county school systems.
In addition, there were (when"this survey was conducted) 16 special
school systems in Tennessee which have been created”by the state

of these districts is set out in the act in which it was crcated and
those procedures vary fron system to system. ' )
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TUXAS |

.

1979 School District btutl tics:

1,103 Districts

1,199,000 Students.

Total Lxpenditures: $3,872,000,000

Investment Lavnings: § 218,000,000 (est.) (5.6% yietd)

SUMMARY -- School district financial managoment opervations in Texas
ave primavily regulated by thc Pdu01tjon Law and -the Texas Hducation
Code, (huptox 23 : ] - ’

School districts in Texas -are able to invest lunds [rvom a wide
variety of sources, primarvily regulatod by lu\uq'Con, Chapter 23.77.
Texas -school districts are able to invest thesy funds in fedoral,
state, district and municipal sccuritics,; ropu\\huso agreements,
cortificates of deposit, commércial bank time ddposits, savings and
loan bank time deposits and NOW accounts. Repurchase agreeoments may
be used as provided for by a depository bank form to assist a distvict
in‘any permittod investments as per Chapter 20077 of the. Toxas Hduca~ ‘
tion Code. NOW accounts may not bhe offered by all depository banks.
Reserves of bond proceeds scet uside to'meet construction and project
obligations may not be placed in savings and loan accounts. ‘lime
deposit open accounts are usod on short term-investmeonts witliout the
use of supporLLng paper. . .

All investment securitios mUsL he bOLUTCd by collateral. The
Jtotal funds placed in any und all savings, NOW accounts and demand:
dcpo it accounts of deopository bhanks must be 100 percent scecured by
& pledge of acceptable fedeordl, state, district or municipal securi-
ties minus the Fedoral Degposit Insurance  Corporation covervage. Funds
may not be invoestoed in savings. and loan. associutions in excess of the
Federal Savings and Loan .Deposit Insurance Corporation caovernge. :
Funds may be invested for as long as they dre not nceded for the pur-
~pose intended. While tho pooling of funds by a school district is
not. covered by.any Tegislatod act, it is done and the carnings of
the pooling are distributed on a pxo rata basis to the various sources
of money. School districts are not able to invest with other school
districts or local govormmental agencies. ' _ 3

- School districts in Toxas ave able to horlow money fCrom a wide
vdtneiy of sources -including - budgct notos, capital notes, tax anti-
cipation notes, time warrvants, contract obJLgﬂtiQn~notcs and delin-
quent tax notes.  lach of these particular notes has a unique dollar :
Limit and payback period.: It is suggestod that the various codes, - o
primarbly Sec. 20.51, .46 and .49 of the Texas Uducation Code, be ’
examinod for the partxcular dollar ]lmLt and payback poriod for ecach
‘borrowing obligation. The lnvostmcgy of borrowed monics is not
covered by law. lowever, the investient of cagsh as available would

be feasible so long as it is not nogoded for the purpesc intendod.

/ o 1Ly
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TEXAS (Continucd)

School districts in Texas may develop depository relationships
with bbth commerciul and savings and loan banks. The use of invest-
ment firms and private brokers is not authorized. Once a depository
relationship-is developod, a Texas school district is able to use o
wide varicty ol banking sorvicos. lowever, school districts are not
able to wse tax collection, payroll disbursemont or dircct deposit
of payroll services. : :

*
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UTAH

1979 School District Statistics:

40 Districts

317,000 Students

Total Expenditures: $470,000,000

Investment Earnings: § 20,000,000 (est.) (4.3% yield)
SUMMARY -- The school district financial management operations in the
state of Utah are primarily regulated by the Education .Law, the Utah
"Code,; Chapter 53-7-9-10 and -20 as well as the Chief-State School
Offlcer s Regulations, the Comptrollers and Auditors Regulations and
Opinions with various pronouncements and by the State Money Management
‘Act ,of 1974 as listed in the Utah Code 51-7-1 through 51-7-21.

School districts in Utah are able to invest funds from a wide
variety of sources in all legal investment securities including fed-
eral, state and municipal securities, certificates of deposit, com-
merc1d1 bank time deposits, savings and loan bank time dep051tS and
NOW accounts. However, all investments must be federally secured or

insured. In addition, real -estate mortgages secured by FAHA 1nsurance‘

loans and loans to college students guaranteed or insured by the U.S.
Government. are additional securities which may be used for school
district investments. There are no limitations on the length or
amounts of the investment. However, not more than 20 percent of in-
vested funds may be invested outside of the state. Pooling of ac™-
counts 1is allowed and school distriects may invest monies with other
districts or local governmental agencies.

School districts in Utah may borrow through the use of bond anti-
cipation notes, revenue anticipation notes and tax anticipation notes.
With each of these, school districts may borrow up to the full dollar
1imit of the expected value of the bond. The payback period for bond
anticipation notes is five years, and all borrowing revenue anticipa-
tion notes and tax:anticipation notes have to be paid back within the
current year. The proceeds of all borrowed obligations may be reln-
vested until needed.

 School districts in Utah are able to develop depository relatdion-

ships with commercial ‘banks, savings and loan banks and investment
firms and -are able to use out of state-.banks as’ long as not more than
20 percent of the total investments are with out of state banks. In
addition, they7are able to use a ‘wide Varlety of banking serV1ces
ogﬂered by their’ depository banks.
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VERMONT

1979 School District Statistics:

236 Districts

99,000 Students

Total Expenditures: $166,000,000
Investment Earnings: Not Reported

SUMMARY -- School financial management operations in Vermont are
primarily regulated by the Education Law, Title 16, Chapter 7 through
131 and the Chief State School Officer's Regulations.

School districts in Vermont are able to invest monies from a wide
variety of funds in federal, state, district and municipal securities,
repurchase agreements, certificates of deposit, commercial bank time
deposits, savings and loan bank time deposits and NOW.accounts. The
state does not require investments to be secured by collateral.. How-
ever, all investments must mature within the fiscal year. Pooling of
accounts to facilitate larger investment amounts is-allowed and school
districts are able to invest with other districts or local -govern-
mental agencies. a ' o

‘ School districts in Vermont may borrow money through a wide vari--
ety of instruments including budget anticipation notes, budget notes,

. capital notes, revenue anticipation notes and tax anticipation notes.
However, each of these has a unique dollar limit and the payback per- -

iod is usually within the current fiscal year. Proceeds of all bor-

rowed obligations may be reinvested within the given time constraints

of when the money is needed.

School districts in Vermont are able to develop depository ré-
lationships with commercial banks, savings and loan banks and invest-
ment firms. They are able to develop banking relationships with out
of state banks within given political constraints. They are also able
‘'to use a wide variety of banking services from their depository and
other banks. - ‘
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VIRGINIA | - 3

e 1979 School District Statistics: e

131 Districts

1,030,000 Students , < ‘
Total Bxpenditures: $1,781,000,000
Investmont Larnings: Not Reported

SUMMARY =~ bghgol financial mnnagomont operations in ijginju are

primarily - regulated by tho Iduuutlon Law, Title 22.1, MunLunpu1 Law
and County Law, Chapter 15.1, and Chiof Stute School "Offlcor's Rogu~-
lations und .omptrol1or's Ragulﬂticnq and Opxnaon».

School d;atrxcts in VLF&LNLW are not able to invost monjos from
many sourcoes They are able to invest monles from school store and
other school uutivity funds, Because of this, tho intores t earnings
available on investments Is vory limited, ’

School dLHtllkLS in Virginia are able to borrow monics through
the use of bond anticipation notes, budget notes, rovenue anticipation
notes and tax anticlpation notes. They are able to reinvest tho
monies from borvrowod obligations until thoy are necded,

- School districts in Virginia aro nble to develop dopository re-
Lationships with comme¥cial banks, savings and toan banks, investmont
Cirms and private brokers., Thoy urc also able to use n wide variety
of banking services with the exception of tax collection and puyroll
- disbursement.
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WASHINGTON .

1979 School District Statistics:

. 300 Distyicts 0 —
‘ 751,000 Students ’ '
- Total Expenditures: = $1,492,000,000
Invostment Harnings: Not Reported

- SUMMARY -~ School financial man@gement opoerations in Washington state
are primarily regulated by the Education Law. :

- Schools districts in the stute are not able to invest funds bo-
cause the County Treasuror invosts individually or collectively col-
loctod funds.. School districts are able to borrow money through the
usce of bond anticipation notes, warrants and conditional sales con-
tracts. - Furthor information on the financial management oporations
in the state of Washington is unavailable. ,
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WHST VIRGINIA

1979 School District Statistics

55 County Districts .

387,000 Studonts

Total lxpenditures: $580,000, 000

Lovestment Uarnings: . § 14 000 UUU (z 4% yLold)

- SUMMARY ~- School distxiut‘fnnungaul management operations in the
state of West Virginia arve primarily rc&ulunod by the lducutlon Law
and the School's Law of West Virginia.

School districts in the stato aro able to invest funds fin a wide
variety of sources according to tho School Law, Chapter 18-9-06 and
are able to invest funds which are in oxcess of cash demands in fod-
eral, stato, district. und munnulpnl socuritios (as long as they ave
guaranteed by the foderal or stato governments) and repurchase agroe-
ments, cortificates of depasnt commercial bank time deposits and NOW
accounts.  Tho stuate doos rgqulxo all dnvested sccuritios to be socur-
od by collateral which includes adequate bonding, fedoral and state
guaranteos and other rogulations as stated in the state's Uducation
Law, Chapter -18-9-6. There are no limitations on c¢ither the length
or amount of investments. Pooling of accounts to facilitate larger
investment amounts is allowod. ' :

School dis LllCLb in West Virginia ave not authorized to horrow.
They are able to develop depository relationships with commercinl
banks and can use a wide varioty of hunking services with the oxcep-
tion of tax collection purposes. 'They are also able to use out of
state banks for investment purposes\
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~ WISCONSIN

1979 School District Statistics:_'

433 Districts

865,000 Students :

Total Bxpendituroes:  Not Repoxted
Tnvéqtment Barnings: $35,350,000

SUMMARY -~ School district flnancnal munn&emont operations Ln Wlscon-
5in are rogulated by the Lducation Law, Chapters 25, 74, 34, 115, 121,
120, 67, 66 and 65, the Municipal Law, Chaptors 65-67 and Chnptor 74
and the Chiof .State .School Officer's RogulutLons which prescribe tho
fund accounting system and the Comptroller und Audutor $ Re&ulatjons
and Oanlons usod to regulate- Iunds.. , o

School dlstrmcts in Wlsconsxn*uro able to invest monios from a
wide varioty of funds in federal, state, district and municipal sec-
urLtlos, certificateos of dopos;t, commercinl bank timo deposits, sav-
ings -and loan bank time deposits and NOW accounts. - Only funds from
capital projocts can be invostod from repurchase agreements. Wis~
~consin reoquiroes school district investment socuritios to be socurod
by collatoral. - Long-term debt is securced by irrepayable taxes and
temporary funding of dolinquent taxes is socured by tax sales corti-

. ficates., The time limitations for investments are not more than one
year or during the current fiscal yoar. Pooling of accounts is allow-
¢d to facilitate largor investment amounts. However, debt service
funds from Fund 30 and building fund, Fund 40, must be held in separate
and distinct funds. Othor funds may bo full. School districts are
able to “invest with othor dLQLTlCLb or local governmental agencics.

bchool districts in WJsconsnn aro able to borrow monoy only
through the use of rovenue anticipation notes amnd tax anticipation
notes.  They are able to borrow up to 50 percent of opeoration and
maintenanco receipts.  The payback period is by Novomber 1 of tho
following fiscal yoar. 1hoy are able to reinvest funds from borrowed
obligations until needed. .

School dnstx;cts in Wisconsin aro able to dcvelop depository re~
lationships with both commercial banks and savings and loan hanks and
are able to uso a wide varicty of ‘banking sorvices with the exception
of wire transfer of funds.
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HYOMING

1979 School District Stutistics:

39 Districts

935,000 Students _ .

Total lLixponditures:  §187,000,000

Investmont Harnmings: § 4,100,000 (2.29 yield)

SUMMARY ~- School district financial managoment operations in Wyoming
arc regulated primarily by the Lducation Law, Chapter 21-13-101 through
21-13-1721, Municipal law, primavily Chapter 9-2 and the Constitutional
State of Wyoming,; Chapters 9 through 9-551 through 600. ' .

The school ~districts in Wyoming ore able to invest monios from n
cwide variety of sources in fedoral and state securities, cortificatoes
ol deposit, commerciul bank time deposits, savings and loan accounts
and NOW accounts.  Thoy arve not able to invest in district and munici-
pul sccuritics or repurchase agreements. The state -doos not require
investment sccurities to be sccured by collatoral. Howovar, there
must be adequate cash flow to meot current expenses. “There are no
other limitations., Pooling of accounts is allowed to facislitato lavger .
investment amounts, but records must beo kept to truck investments.

School districts in Wyoming are qblu to borrow monics through the
use of bond anticipution notes and tax anticipation notes. lor bond.
anticipation-notes, there is a dollar limit of tho principle of the
bond with a payback period of threo yoars. lor tax anticipation notos,
theve fds-a dotlar Timit of curront new tax levies, and a payback liwit
within the currvent fiscal year. The proceeds of tax anticipation notes
cun?ot be reinvested since these are warrants issued directly to
creditors, ‘ ' :

The school districts of Wyoming are able to develop depository
relationships with commercial banks and sdavings and. loan bunks. low-
“ever, they cannot develop or use a limitoed numbor of banking services
including safety doposit boxes, payroll disbursement, direct deposit
of payroll and telephone and wire transfervs and other investmont scir-
vices, ‘ Lo




SEGTION 1V

-~ ANNOTA'TED BIBLIOGRAPIY

THIS annotateéd bibliography conthing o collection of citations of
papers, articles, monographs and dissortations in the areas of school
district investment, borpowing and banking writton in tho past 20
yecars, .Where available, a bricf description of the contents of the
articlo or book is given, along with the numbor of pages. This bibli-
ography will be useful for recaders who wish to obtain more in=depth
knowledge of school district Tinancial managomont operations.

Kl

Papers, Monographs, Articlos

Allen, G., "Increase Your District's Treasury By Bidding the Depository
Funds', School Business Alfairs, July, 1981,

- Quaker Community School District achicved a 40 percent avers
age dncrease on the amount of interest carned during the
years of 1975 through 1979. This was done by bidding the
school district!s complete depository of funds on a yeurly
basis. A reforence is provided for more information. (I page)

‘Commissioner's Advisory Committee for School Business Administration,
The Investment of School Funds 1970, The University of the Stato

ol New York, KThany, 1976,

The purpose of this paper Ls to provide n conveniont and
comprehensive source of information on the investment of
school funds. Topics covered are: School board policy on
investments; dirvections on how to invest; Tho Cash I'Mow
Chart; types of investments; how to wive transfor funds;
arbitrvage guidelines; and debt service [or city school
districts. (20 pages)

Comptroller General of the United States, Opportunitics lor Savings
in Interest Cost Through Improved LotTér-ol-Credit Methods In '
Federal Grant Programs, Government AGCOUREINg Office, April, 1075,

The Tetter-of-credit financing method permits a recipient
of u foderal grant or contract to quickly obtain federal
funds in a timely manner. - Benefits of the system to states
and the federal government ave explained. (6 pagos)
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nnotloﬁbuch, N. G., "Are Cas sh Mdnugomont OUleLautnon Modgls Worth-

while?", Journal of Financinl and Quantitutive Anulsts,
Suptomb01, 1674

!

This paper attompts to develop upper bounds of the potontial
savings that can be obtuined from the application of cash

. management optimization models:  The models doscribod are

/ grouped into \hroe categories: Detorministic Models; Lincar
Programmings Models; and Dynamic Programming Models. Cost
factors urc. considered. A Cynamic Programming Model for
cash management under certainty is contrasted with simulated
costs incurred by a hypotheticul treasurer using simple
declision rulos, PtOSpOLL of realizing these potential
savings are discussed Tor some of the models. (19 pages)

havidson, b B, ”AUtom“‘iC Payroll Deposit System", School Business
Affaivs, May, 1979,

The Automatic Paylol! Deposit System in Yakima, WushunptOn S
Public School District No. 7, directly transmits cach cwploy-
er's salarvy amount, for cach pay perviod to a bank or other
financial institution. (2 pages)

[+

HUMhowsLi, .o L., and Birvos, J., A lHandbook of School/Banking Relations,
New York State Association lor School Business OfTicials, rebruary,
198 1.

A return to the of(ngnonay moveneont has caused increased con-
cern about cash manag.ment on the part of school districts.
Although cash munagement carns school districts "hard" dollars
through judicious borrowing and aggressive investing, it
Cdrives school districts and banks on a potential collision
course. | This handbook discusses the school/banking partner-
ship and how the relationships may be mutually beneficial,
The banking industpy perspective is presented, as arve the
services provided:By banks to schogl dnstllcts Bidding for
bunking sorvices is_discusscd and sample forms provided. A
direct deposit payroll system is explained in anothor article.
The profitability analysis procoss usced by banks to doetermine
compensating balance is described. A discussion of the bor-
rowing and investment possibilities available to school dis-
tricts -in New York Stato is followed by an cexplanation of
RS Revenue Procedure 80-55 as it affects collateralization
ol public deposits. (74 puages)
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a

. Burns, T. J., "Cash Manygement and School/BanKing Re-
lations', A llundbook of School/Banking Reluations.

Capital District Chapter of New York Stute Association
For Business Officials, "Bidding Banking Scrvices",
A Handbook of State/Banking Relutions. :

. - Dembowski, I, L., "IRS Revonue Proeccdure 80-55: A
N Grisis in School District Financial Managoment',
‘ A Hundbook of School/Banking Relations.
Pembowski, F. L., "School-Banking Relationships: A
Look to the Puture', "A _llandbook of School/Banking
Relations. ‘ ‘

Lingerlakes Chapter of NYS ASBO, "Dircct Payroll
beposit”, A landbook ol School/Banking Relations.

New York State School Bouards Association, "Ptax Col-
lection”, A Handbook ol School/Banking Relations.

New York Stute lducation Department, '"rhe Borrowing
and Investing of Funds", A Handbook of School/Bank-
ing Relations. ‘

Dembowski, I, L., "Alternative Methods in Lvaluation‘of SchooT District
Cash Management Programs", Journal of lducation VFinance Voi. o,
Summer, 1980, ‘ '

The purposes of this article are to disclose problems in the
current ovaluation measures used to assess the offectiveness
of school district cash management practices; and to propose
two new measures for evaluating school district cash manage-
ment programs. A summary discusses the applicability of
these techniques and possible extensions to other arcas of
educational policy analysis. (16 pages)
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Dembowski, F. L. and Schwarte, L., "An Integer Programming Approach
‘ to School District Financial Management', Socio-Beonomic Planning
Sciences, Vol. 14, 1980, - '\; T w
This article is a more detailed explanation of the mathematical
S lormulation presented at the 1979 Conference oi School Busi-
ness Officials.  (Sce:  Dembowski, "A Mode!l For Determining
School District Gash llow Needs.")  Scveral constraints are
examined more fuliv in velation to the mwodel:  the cash bhal-
ance constraint; the arbitrage model; limit on horrvowing with
outstanding investments; the term structure of interest rates;
and borrowing period.  Borrowing is included in this model
making it is not only more comprehensive, but also changing
Pt to an integer programming one. A test of this mode!l on
actual data from business managers is cited. (0 papes) , .

¥

Dembowski, o L., "An Inventory Theovetic Techniques in School District -
Casho Minagement™, Educational Administration Quarterly, Winter,
LRl b PONER AR TS LR LT AL

Working capital management is an important aspect ol school
district financial management. In this apalysis, two models
of cash Clow management devived from inventory control thoory
are compared with -the Heuristic Approach employed by an illus-
trative school disggict.  The models offer o means for optimi-
sing the revenue schovol districts receive from the investment
of, excess funds.  The mode!l also has the potential for re-
ducing district costs in cash low management. (4 pages)

N

Dembowski, 1. L./ "School Banking Relationships', Bducational Lconomics,
October/November, 1978,

Why do banks need schools, and how ave schools charged lor

theiv services?  This wrticle is an explanation of the pro-
cesses used by banks to determine compensating cash balance -
requivements and annual fees. 1t also outlines options and
additional banking scrvices that arve available to school
districts. (3 pages) .
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Dembowski, F. L., "The Effect of the Minimum Compensating Cash Balance

on School Dlstrlct Investments”, Journal of Education Finance,

Wlnter, 1979, -

School dlstricts are limited in the amount of money they can
invest by the compensating balance requirement of their de-
pository bank. 'Banks use a profitability analysis of the
checking account to set this balance. This study investigated
the profitability determination of a selected school district
account, and then incorporated it into a computer simulation
of the cash management behavior of a district using the Miller-
Orr Cash Management Model. The simulation was used to deter-
mine the optimal and fee structure for the district to negoti-
ate with the depository ‘bank. The study-concludes that busi-
ness managers should keep a $0_.minimum compensating cash bal-

“ance in their checking accounts and negotlate an annual fee

as compsnsatlon to the bank for its services. (6 pages)

I3

Dembowski, F. L., "Use Your Cash Managément Potential', Educational
Economics, July/August, 1978. - . o

In this .article, the author advocates techniques for sound
cash management., Steps are listed for accomplishment of
the process of cash analysis. Opportunities are described

" which many school districts leave unexplored.

Hearne, J. W., 'Managing Your Investment Program", School ﬁusiness -
Affairs, February, 1980.

Igner, J.

and

¢
o

. % i
A well designed investment program:can help administrators.

get the most out of public dollars and other availablevre-
sources. (2 pages) : :

E., "How to Increase Your School's Income", Amerfcan.SchooI
University, May, 1979. . ’

Educational institutions can't let surplus cash sit idly in

. their checking accounts. Investments must be made and up-

dated regularly to gain the maximum income p0551b1e Steps
for the beglnnlng investor are outlined clearly. (5 pages)

123

<
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Lawson, S., '"Choosing a Bank Depository Based on Services to be Rend-
~.ered to a School District", School Business Affairs,. February .. ..
1980. : . . .

School districts effect considerable savings by obtaining
maximum banking services. A procedure is offered for choos- )
ing a bank depository based on service$ to be rendered. (2

pages) : o

Littman, G., "Cash Flow Planning"; School-Business Affairs, February, -
1979. . :

Cash- flow statements must be well prepared to assist a school
in obtaining bank credit. Expanded financial reporting (full
disclosure) requires a report of essential- facts which includes
cash flow information. Cautions and incentives for careful
determination of cash budget are explained.

A Case Study'", The Review of Economics and sStatistics, -November,
1971. _ ‘

. This article illustrates the untapped potential of cash manage -
ment techniques by applying them to the case of one of the
better financially managed municipalities, the city and county
of Honolulu. Part I presents actual cash flows of funds and
cash balances for the fiscal year 1969. Parts II through IV
apply three widely-known cash management models to the data,
and summarizing data and presents conclusions. (4 pages)

Pogue, G. A., and Bussard, R. N., "A Linear Programming Model For Short-

Term Financial Planning Under Uncertainty', Sloan Management Review,
Spring, 1972. ’ ;

This paper is a valuable contribution to the literature on
financial planning. The short-term financial planning prob-
lem under certainty has never before been successfully formu-
lated as an optimization model. *The authors not only do this
but also apply.their model to a sample problem to illustrate
its use in practice.- (Z8 pages) ’ -

-
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4

Rosenberry, D. N., "Tax and Revenue Anticipation Borrowing: Discus-

sion outline", Association of School Business Officials of the

United. States and Canaday Denver, Colorado, 1979. T
‘This is a‘'summary of a discussion’grouﬁ'held at the confer-
ence. It references federal law, arbitrage regulations and
borrowing procedures in a seriés of appendices. (20 pages)

Stone, B. K., "The Use of Forecasts and Smoothing in Control - Limit
Models For Cash Management", Financial Management, Spring, 1972.

“ Real-world cash flows are neither certain, uniform and con-
tinuous nor are they completely unpredictable. There is
ralways uncertainty in forecasting. This article formulates
a control-limit inventory model of cash management that in-
corporates imperfect forecasts and employs simple rules to
take advantage of the information contained in the cash fore-
casts. (12 pages)

Dissertations

Anderson, B. D., "A Study'of the Investment of Idle Funds By Large
Public School Systems', University of Tennessee, 1968.

. - pod -

Carr, M. I., "An Analysis of the Distribution of Intergovernmental
Transfers of Monies and of the Investment of Idle Monies in the

Public Schools of Kentucky'", Indiana University, 1971.

Lykins, R. G., ™A Study of Cash Management -at Ohio University", Ohio
University, 1971. ' .

Meulder, W. R., "The Investment of Public School Monies'", University
'~ of Southern California, 1952. -
Sumner, S., "School Business Management: The Determinants of Rates
of Return on the Investment of Idle Funds in New York State",
Columbia Uniwversity, 1974. :

Welliver, W. A., "An Analysis of- the Investment and Related Financial

Management Practices of Pennsylvania School Districts", Temple
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Sample Questionnaire

SCHOOL"DISTRICT CASH MANAGEMENT

A Project Sponsored by the Association of School Business Officials
of the United States and Canada

Purpose: This questionnaire is intended to compile information regarding
school district borrowing, investing, and banking .relations in your state.
The purpose of each question is explained at the beginning of the appro-
priate section. The primary focus of this questionnaire is on the statutes,
regulations, and opinions that authorize and delimit the cash management
practices in your state. Specifically, we are interested in what cash

management practices school districts can and cannot engage in by law. To .

‘this end, we ask you to not only respond- to the following questions, but
also to note the specific statute and section of your state's law that
pertains to each question. Please add ‘any comments you feel are necessary
for clarification. If your state has a-compiled list of the statutes and
regulations concerning borrowing and investing, could you please send us

a copy?. . - : C

In Section 1, pleasé list your name, addreéess, and phone number so that we
can contact you to verify our ‘interpretation of your responses, and to -
answer any additional questions we may have. You may count on receiving
“the results of this project?c Please return this completed questionnaire
by May 15, 1981 to Dr. Fred Dembowski, ED 343, SUNY-Albany, 1400 Washington
Avenue, Albany, New York 12222\ .

. Please phone (518) 457-4058, if you have any Questions regarding this
questionnaire. L -

Section I. General Information .

1) Name of state ‘ ' ' .

2) Name & title of resppnaent ) J

3) Address of respondent

4) Phone number of fesﬁondent ( ) o . , ‘e

=
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Section IT (continued)

Other restrictions and/or limitations?

-—

-

2) Which of the following securities may be used for investments?

. District &
- - Federal State Municipal
Fund Securities Securities Securities  Gtatite
a. General L
b. School store T
c. School lunch' . :::: ::::
d. Special aid o
e. Debt service o e
f. :Capital projects L -
g. Trust and agency L .
h. Public library L o -
h i. Bond proceeds . -
; j.. Reserves L .
k. Other (please list) o -
3. Which of the following bank obligations'ma} be utilized?
Savings .
- Commercial - & Loan
Certificates Bank . Bank
Repurchase of Time - Time NOW
Fund Agreements Deposit Deposits Deposits Account
v a. General’ . L . L .
b. School store o . . . o
c. School lunch o - . . .
d.. Special aid. L _ L o .
e. Debt service L - o L -
f. Capital projects. __ o . - —
g. Trust and agency L L o e
h. Public library =~ . . L _
i. Bond proceeds o L - . L
je Reserves . . . o o e
k. Other (please list) L L - o

Restfictions and/or limitations?
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Section I (continued) ‘ L ' -

5) Which of the following govern school district financial, operatiens in
your state: Check all applicable,

Check Please list the
Here Principal Sections

.Education Law oL
" Municipal Law:' ’

County Law ,

Local Finance Law

Chief State School Officer's
Regulations ’

Comptroller's and Auditor’s
Regulations and/or opinions

Other (please list)

"6) Number of districts in your state B . L ..

7) . Total interest earnings of school districts in the state for the 1979~
1980 school year? «(Please estimate
if actual earnings is not available.) . ) , .

'~ Section II. School District'invesﬁ&ng

This section is intended to obtain information concerning which investing
processes and instruments school districts can and cannot use., Besides
‘answering the specific questions, please list the relevant statutes, regular
tions, etc. that prevail in each question that were not listed previously,
If there is insufficient .space to answer these questions, please use addi- °
tional sheets.

J

1) Which of the fsllowing sources of funds can and canmot he invested?

Fund' - : Ca " Cannot . Statute

=]

a. Gemeral
~ b. School store
‘ce School lunch
d. Special aid
e. Debt Service
f. Capital projects
g.. Trust and agency
h. Public library
- i. Bond procees
j. Reserves
k. Other (please list)




122 o - Financial Management Handbook

Are therelany other securities besides those listed in qﬁestion 2 and -3 which
may be used for school dlstrlct 1nvest:ment:s'7 If so, please list and briefly

o

explain thelr use, - . : 9

4)  Does your state require investment securities to be secured by collateral?

Yes No . Statute
If yes, please explain the collateral requirements.

5) Are there limitations as to the length and/or amounts of investments?
(i.e. fiscal year, 2 years, etc.) —

.

6) Is "pooling" of accounts allowed to facilitate larger investment amounts? _ N

7) Can school districs invest with other districts or 1oca1 government agenc1es7
Explain

8) Do you feel that any aspect of your state's investment regulatlons is unlque
or not covered above? If 80, please explain.,

gRC . e

Aruitoxt provided by Eic:
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Section III. School District Borrowing
This section is-intended to obtain information concerning the borrcwing
processes and instruments that school districts can and cannot use. Again,
please list the relevant statutes and regulations not preV1ously listed and
comment on unique aspects._ g ¢ :

1) Which of the following obllgatlons are available to school districts for
short term borrowing?

[y

. Can Cannot '
.Instrument . Use Use . Statutes

a. Bond anticipation notes

b. Budget notes

‘c. Capital notes

d. Revenue. anticipation notes
e. Tax anticipation notes

f. Other (please list)

BERRN

[T

2) What are the time and amount limitations for the borrowing obligations? = |

Dollar limit _Pay back

a. Bond anticipation notes
"b. Budget notes

c. Capital notes

d. Revenue anticipation notes
e. Tax anticipation notes

f. Other (please list)

3) Can the proceeds of -the above borrowing obligations be reinvested until
needed. If so, which ones can be and what are the limitations?

7

4) Does your state have limitations or arbitrage opportunities? If yes,
please explain. '

5) Are there any other aspects of short term borrowing that are important
in your state that has not been covered above7 If so, please explain,

-
.

Aruitoxt provided by Eic:

¥
-
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Section IV. Banking Relations

This section is intended to disclose what kinds of banking relations are
permitted in your state. ' :

1) Which of the following kinds of financial .instituvtions can the districts
in your state utilize? c '
K B . >
Can - Cannot
o Use Use : Statute’

a. Commercial banks
b. Saving & loan banks
c. Investment firms
d. Private brokers
e. Other (please list)

RN
NEREEE

2) Can districts in your state use an out-of-state bank for borrowing and/or
‘investment purposes? If yes, please discuss limitations.

3) Which of the following banking services may be used by school districts
" in your state? ’

e, R : Can Cannot L
. Use v Use - Statute

a. Tax collection
b. Lock boxes
c. Safety deposit boxes
_ d. Payroll disbursement
f e. Check reconciliation
f. Accounting and auditing
g. Direct deposit of payroll
h. Telephone and/or wire
transfers of funds
i. Handling of coin and
currency
“j. Investment services
k. -Other (please list)

NERERE
THETT

I'
|

2

NEREN

4) Are there any other limitations in school/banking relations in your
' state not listed previously?

o ‘ 7

132

.




