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Data unaudited. This presentation is for informational purposes only. The information contained herein has been obtained from sources that we

believe to be reliable, but its accuracy and completeness are not guaranteed. The information presented should not be used in making any

investment decisions and is not a recommendation to buy, sell, implement, or change any securities or investment strategy, function, or process. Any

financial and/or investment decision should be made only after considerable research, consideration and involvement with an experienced

professional engaged for the specific purpose. All comments and discussion presented are purely based on opinion and assumptions, not fact, and

these assumptions may or may not be correct based on foreseen and unforeseen events. All calculations and results presented are for discussion

purposes only and should not be used for making calculations and/or decisions. Information obtained from third party sources that may or may not

be verified.

Many factors affect performance including changes in market conditions and interest rates and in response to other economic, political, or financial

developments. Investment involves risk, including the possible loss of principal. No assurance can be given that the performance objectives of a given

strategy will be achieved. Public Trust Advisors is not a bank and your investment with Public Trust Advisors is not insured or guaranteed by the

Federal Deposit Insurance Corporation or any other government agency. Past performance is not an indicator of future performance or

results.Any financial and/or investment decision may incur losses.

Public Trust Advisors

717 17th Street, Suite 1850

Denver, Colorado 80202

Disclosures
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Due Diligence on Bank and Treasury Management Providers
The Government Finance Officers Association (GFOA) recommends that government treasury practitioners review the regulated 

banks, regulated and non-regulated bank partners, and non-bank companies that process, validate, transfer, disburse and 'hold on

deposit' cash and near cash assets and apply prudent due diligence throughout the life of the relationship.

• Governments have fiduciary duties to protect and safeguard the public funds entrusted to them, one of which is the proper 

selection of and ongoing oversight of bank and non-bank depositories and treasury management service providers. 

• review the quarterly and annual financial reports of key counterparty banks as well as summary reports retrieved from 

each bank's regulator

• evaluate their key bank(s) and issue an internal Bank Review Summary on a quarterly basis

• the government's operating relationship with a bank or non-bank processor of cash and near cash assets needs to be 

managed pro-actively through:

• Relationship Management

• Bank Review Summary

• Monitoring Financial Conditions

Source: GFOA.org

Overview:  GFOA Best Practices
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• Maintain a current knowledge of the products, services and exposures that the government maintains with the bank or non-bank

• Create policies and procedures for all of the activities and interactions involving the bank or non-bank, including techniques to 

control misuse of government assets and plans to respond to any variance from policy.

• Be aware of the competitors and their ability to replace the bank or non-bank in the event of a temporary or permanent 

interruption of service or change of bank or non-bank

• Particularly for sensitive products like payroll, make certain that an emergency back-up plan is available in the event that the bank 

is unable to process for the government;

• Develop an action plan in the event of a confidential information breach internally or at the bank or non-bank.

• Prepare a comprehensive business resumption plan for all of the services used from the bank or non-bank to respond to any 

emergency disruption of service, whether internal to the government or caused by the bank or non-bank, and to assure the on-

going availability of disaster recovery and that those plans are tested frequently, both internally and against the bank or non-bank's 

business continuity plans.

Source: GFOA.org

Relationship Management
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• Identify the government's product usage at the bank

• Describe the government's exposure at the bank (balance levels, exposure to product issues, etc.)

• Evaluate changes in the bank's financial condition

• Report whether the bank's Credit Rating Agency scores meet or exceed established minimum thresholds

• Review any recent news including management changes, legal and regulatory actions, key product changes, changes in market 

capitalization, mergers or acquisitions, and any other meaningful financial events that may change the bank's condition, status 

or abilities

• Consider the actions required of the government in the event that the bank no longer qualifies as an approved 

depository/counterparty for the government.

Source: GFOA.org

Bank Review Summary
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A review of the monthly account analysis statement or invoice to determine if volume counts are appropriate and consistent 

and to be sure that contract pricing is properly applied to the account analysis or invoice. Use the account analysis/invoice as 

well as internal knowledge to determine if product usage is appropriate from month to month. 

For example:

1. Should new products available in the marketplace replace existing product choices?

2. Are there less expensive ways available to process the transactions without giving up important value?

3. Can transactions be processed more safely?

A review of the financial condition of the banks or non-banks as well as continual scan of news reports that may indicate 

changes in bank or non-bank financial performance or strategies. Conduct quarterly relationship review meetings with 

representatives of the bank or non-bank to maintain open communications, exchange ideas for improvement and stay informed 

of developments at the bank or non-bank.

1. Large banks and non-bank relationships should be reviewed quarterly.

2. Small banks and non-bank relationship should be reviewed annually.

Source: GFOA.org

Monitoring Financial Conditions
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Source: WSJ, https://www.wsj.com/articles/bank-collapse-crisis-

timeline-724f6458, https://www.wsj.com/articles/svb-collapse-spurs-

finance-executives-to-re-evaluate-cash-strategies-62cb3083

https://www.wsj.com/articles/bank-collapse-crisis-timeline-724f6458
https://www.wsj.com/articles/svb-collapse-spurs-finance-executives-to-re-evaluate-cash-strategies-62cb3083


9Public Trust Advisors 2023 ©
Please refer to the Disclosures slide 

for additional information 



Public Trust Advisors 2023 ©
Please refer to the Disclosures slide 

for additional information 

Monthly Review

Bank Statement

Daily / monthly report that summarizes all debits and credits for the month, including 

the amounts of each, and a daily balance.

Account Analysis

Monthly report that has the inventory of all services utilized during the month, 

including the name of each service, the volume used, the price point, and the total 

cost. 

Also shows the average daily ledger & collected balance for the month, and the 

earnings credit rate with related compensation to offset the fees.
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Why You Should Pay Attention – Example #1

Source: Coupa Software Inc., sample for informational 

purposes only

$3,219 * 12 = $38,628 in extra fees
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Why You Should Pay Attention – Example #2

Source: Coupa Software Inc., sample for 

informational purposes only

Group / Service Name Volume Price Total Cost

2 * $15.00 = $40.00 ??
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Why You Should Pay Attention – Example #3

Source: Coupa Software Inc., sample for 

informational purposes only

Group / Service Name Volume Price Total Cost
Service

Code
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Why You Should Pay Attention – Example #4

Source: Coupa Software Inc., sample for 

informational purposes only

Two distinct accounts were paying different price points for the 

same service. 



Public Trust Advisors 2023 ©
Please refer to the Disclosures slide 

for additional information 

What does the Excess 

Balance earn?

15

Do You Know What the ECR is 

on your Account?

Are you able to negotiate the 

ECR with the bank? Have you 

tried?

Is the ECR locked in for a 

period of time?
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Hard Dollar versus Soft Dollar Fees

16



17Public Trust Advisors 2023 ©
Please refer to the Disclosures slide 

for additional information 

Banking Earnings Credit Rate/Compensating Balance and Excess Balance

✓ Banks typically offer an Earnings Credit Rate (ECR): the interest rate paid for bank balances held to cover the cost 

of banking fees

✓ The $ balance to cover fees is called a compensating balance

✓ Balances above the Compensating Balance amount is called the Excess Balance

✓ The Compensating Balance can be an attractive approach since it eliminates a cost that is budgeted as an expense

✓ The ECR is generally favorable compared to alternatives such as MMF and LGIP yields (not in 2022 or 2023)

✓ The ECR is often tied to the Federal Funds rate (+/-) although there may be a minimum or maximum rate in the 

contract

✓ The Excess Balance rate is often lower than the ECR; could be missing out on earning potential by keeping Excess 

Balances at the bank

✓ The ECR can be misleading as a higher ECR may be offered simply to offset higher fees
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Account Analysis

✓ Focus today is on the Excess Balance

✓ For a full account analysis review, at least 12 months of account analysis statements are helpful for determining the 

average monthly volume for each fee and the average total fee

✓ This average can then be used to calculate the $ amount needed for the Compensating Balance that earns the ECR 

and the $ that is the Excess Balance that is generally earning a lower rate

✓ The easy approach is to create a spreadsheet that includes the fees from the account analysis statement and 

incorporate a column with the fees per item and then add columns for each month of data to calculate the average 

per item times the fee

✓ Not every month will have the same items so the process will initially involve adding lines to each section based on 

the services used during the month
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Account Analysis Statement

✓ This is an example account analysis summary of 

the balances, fees, and earnings.

✓ Average Ledger Balance

✓ Average Collected Balance (Ledger less 

Float)

✓ Average Positive Collected

✓ Less Reserves

✓ Average Available Balance

✓ Net Analysis Position (ECR for Fees)

✓ Excess Balances

Sample for informational purposes only.
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Account Analysis Statement

✓ Each line item is a service offered by the 

bank.

✓ Most banks offer many of the same 

services although the name may be 

different.

✓ Not all items will be used every month –

this is why having at least 12 months is 

useful for the analysis.

✓ Volumes for each item will vary by 

month.

Sample for informational purposes only.
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Calculating Compensating and Excess Balances

✓ This is an example account analysis summary of the balances, fees, and earnings.

✓ Compensating Balance is calculated by dividing the Service Charges by the ECR X 12 months                 (C2/B2)*12 = A2

✓ Excess Balance is calculated by subtracting Compensating Balance from Average Available Balance             A1-A2 = A3

✓ Excess Balance monthly earnings calculate by multiplying Excess Balance X Excess Balance Rate                 (A3*B3)/12

A B C D

Balances *
Annual 
Rate*

Service 
Charges*

Earnings Per 
Month

1 Average Available Balance $  43,555,989.76 
2 Compensating Balance (ECR 0.65%) $    6,972,720.00 0.65% $ 3,776.89 
3 Excess Balance (0.12%) $  36,583,269.76 0.12% $ 3,658.33 

*From Account Analysis Statement

Sample for informational purposes only.
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Calculating Earning Comparison Bank Excess Rate vs. LGIP Yield

Sample for informational purposes only.

✓ Calculate amount permitted for LGIP.

✓ Total should include Investments, Bank balances and current LGIP holdings (important: verify investment policy language)

Average Available Bank Balance $         43,555,989.76 

Portfolio #1 3,312,355.42 

Portfolio #2 11,897,288.21 

Portfolio #3 23,247,302.58 

Portfolio #4 4,175,654.74 

LGIP Balances -

Total Assets within Investment Policy $      86,188,590.71 
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Calculating Earning Comparison Bank Excess Rate vs. LGIP Yield

✓ Calculate amount permitted for LGIP.

✓ Total should include Investments, Bank balances and current LGIP holdings (important: verify investment policy language)

✓ Total Assets (A1) based on sum of all cash and investment holdings.

✓ Excess Balances (A2) from Account Analysis Statement.

✓ LGIP potential based on permitted investment language (A1*25% in our example).  Remaining Excess Balance (A4) may be 

invested other than LGIP.

A B C 

Asset Allocation Calculation

Permitted 
LGIP 

Allocation
Annual 
Rate**

Earnings Per 
Month**

1 Total Assets $      86,188,590.71 

2 Excess Balances Available $      36,583,269.76 

3 LGIP 25% of Total Assets 25% $      21,547,147.68 0.25% $    4,488.99 

4 Remaining Excess Balance above permitted LGIP $      15,036,122.08 0.00% $                -

5 Excess Balance and Excess Balance Earnings $      36,583,269.76 0.00% $                -

6 Earnings Above Excess $    4,488.99 

Sample for informational purposes only.
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Earnings Credit Rate (ECR)/Compensating Balances

• This option avoids having to pay an actual invoice – the fees are paid from the earnings based 

on the rate (ECR)

• It is important to understand the fees and the ECR

• High fees can be offset by a higher ECR rate

• ECR is often lower than what can be earned in a LGIP or MMF

• Interest rates offered above balances required for fees (compensating balance) are usually 

lower than the ECR.

• There may be an opportunity to earn higher interest earnings by utilizing a daily liquidity 

investment other than within the demand deposit account.

Bank Account Analysis
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Objectives of Cash Flow Forecasting

o Ensure sufficient liquidity for 6 to12-month disbursements

o Improve investment earnings

o Matching sources and uses of funds

o Managing investment risks

o Liquidity risk

o Market risk

o Identify Short-term Cash Deficits

o Warn of Impending Budget Problems
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The Forecasting Process

• Review Historical Cash Flows

• More data is better

• Daily for 12 months, monthly for 5 years

• Worry about the big rocks

• Recurring versus Non-Recurring

• Through various economic cycles

• What is the lowest fund balance?

• What IF?

• Seasonal Issues

• Identify Growth Trends

• Property values increasing due to a strong economy or a hot housing market (or the 

reverse like 2009!)

• Project Future Balances
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“Don’t Have the Time”

27

Cash/Liquidity



Source: tos.ohio.gov

Investing in a Rising Interest Rate Environment

*Assume $100 million investment 

and no reinvestment of interest 

income

As the Fed was aggressively raising interest 

rates in 2022, LGIPs and its participants 

benefited as seen by the chart to the left.

Over 2021, a $100 million investment in 

Georgia Fund 1 earned a mere $46,008

In 2022, the rate paid out in May 2022 

(0.68%) provided more income that month 

than for all of 2021. 

A $100 million investment earned 

$1,580,027 in 2022! 

Month Monthly Yield Monthly Income Annual Income*

Jan-21 0.06% $                         5,096 

Feb-21 0.05% 3,836 

Mar-21 0.05% 4,247 

Apr-21 0.04% 3,288 

May-21 0.04% 3,058 

Jun-21 0.04% 2,877 

Jul-21 0.04% 3,567 

Aug-21 0.05% 3,822 

Sep-21 0.04% 3,616 

Oct-21 0.05% 4,247 

Nov-21 0.05% 4,110 

Dec-21 0.05% 4,247 $                      46,008 

Jan-22 0.06% 5,096 

Feb-22 0.09% 6,904 

Mar-22 0.17% 14,438 

Apr-22 0.34% 27,945 

May-22 0.68% 57,753 

Jun-22 1.08% 88,767 

Jul-22 1.56% 132,493 

Aug-22 2.13% 180,904 

Sep-22 2.37% 194,795 

Oct-22 2.87% 243,753 

Nov-22 3.58% 294,247 

Dec-22 3.92% 332,932 $                1,580,027 

*Assume $100 million investment and no 

reinvestment of interest income

Please refer to the Disclosures slide for additional information  

Source: ost.georgia.gov as of 1.18.2023

Past performance is not an indication of future performance. Any financial and/or investment decision may incur losses.
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Lack of Cash Flow Analysis

29

Cash

Liquidity



Source: tos.ohio.gov

Rates Rise, Rates Fall

Know Your Cashflow!

*Assume $100 million investment 

and no reinvestment of interest 

income

The Fed began lowering interest rates 

in late 2019 and to zero in 2020 in 

response to the COVID pandemic. 

LGIPs and its participants saw monthly 

income fall from early 2019.

Over 2019, a $100 million investment 

in Georgia Fund 1 earned $2.2 million

In 2020, a $100 million investment in 

Georgia Fund 1 earned a mere 

$549,260

*Assume $100 million investment and no 

reinvestment of interest income

Month Monthly Yield Monthly Income Annual Income*

Jan-19 2.43% $                    206,384 

Feb-19 2.43% 186,411 

Mar-19 2.44% 207,233 

Apr-19 2.45% 201,370 

May-19 2.42% 205,534 

Jun-19 2.41% 198,082 

Jul-19 2.39% 202,986 

Aug-19 2.20% 186,849 

Sep-19 2.08% 170,959 

Oct-19 1.89% 160,521 

Nov-19 1.69% 138,904 

Dec-19 1.62% 137,589 $                2,202,822 

Jan-20 1.60% 135,890 

Feb-20 1.60% 127,123 

Mar-20 1.17% 99,370 

Apr-20 0.80% 65,753 

May-20 0.50% 42,466 

Jun-20 0.25% 20,548 

Jul-20 0.20% 16,986 

Aug-20 0.15% 12,740 

Sep-20 0.11% 9,041 

Oct-20 0.10% 8,493 

Nov-20 0.07% 5,753 

Dec-20 0.06% 5,096 $                    549,260 

Please refer to the Disclosures slide for additional information 

Past performance is not an indication of future performance. Any financial and/or investment decision may incur losses.

Source: ost.georgia.gov as of 1.18.2023
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Analyzing Cash Flow: Building the Perfect Pyramid

31

Core Funds

Liquidity

Enhanced Cash

Cash
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Rates Higher – For How Much Longer?

32Source: Bloomberg
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The History of the Two-Year Treasury

33Source: Bloomberg
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Market Pricing of Fed Terminal Rate versus 

Current Fed Funds Target Rate Upper Bound

34Source: Bloomberg
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MOVE Index: Yield Volatility hits highest since 2008 Financial Crisis

35Source: Bloomberg
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Daily Two-Year Yield Range reaches Multi-Decade Extremes

36Source: Bloomberg
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Buy the Two Year or Stay in Georgia Fund 1

Two-Year Treasury Income

Year 1 income $2,490,000 

Year 2 Income 2,490,000 

Total for 2 Years $4,980,000 

Month Monthly Yield Monthly Income Annual Income*

Jan-19 2.43% $                    206,384 

Feb-19 2.43% 186,411 

Mar-19 2.44% 207,233 

Apr-19 2.45% 201,370 

May-19 2.42% 205,534 

Jun-19 2.41% 198,082 

Jul-19 2.39% 202,986 

Aug-19 2.20% 186,849 

Sep-19 2.08% 170,959 

Oct-19 1.89% 160,521 

Nov-19 1.69% 138,904 

Dec-19 1.62% 137,589 $                2,202,822 

Jan-20 1.60% 135,890 

Feb-20 1.60% 127,123 

Mar-20 1.17% 99,370 

Apr-20 0.80% 65,753 

May-20 0.50% 42,466 

Jun-20 0.25% 20,548 

Jul-20 0.20% 16,986 

Aug-20 0.15% 12,740 

Sep-20 0.11% 9,041 

Oct-20 0.10% 8,493 

Nov-20 0.07% 5,753 

Dec-20 0.06% 5,096 $                    549,260 

Please refer to the Disclosures and Investment Risks slides for additional information 

Sources: ost.georgia.gov as of 1.18.2023, Bloomberg

Past performance is not an indication of future performance. Any financial and/or investment decision may incur losses.

• December 31, 2018

– Two-Year Treasury: 2.49%

• Assumptions

– $100 million investment

– Does not include reinvestment of income

• Income Differential is $2,227,918 over two years if you bought the two-year treasury
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Investment Risks 

39

Interest Rate Risk: the impact of changes in interest increase/decrease the market value of a bond

o Related to duration; market value change is inversely related to interest rate movement

Yield Curve Risk:  portfolios have different exposures to how the yield curves shifts

o Any measure of interest rate risk that assumes that the interest rates changes by an equal number of basis points for all maturities is only an approximation 

Reinvestment Risk: : the risk that proceeds available for reinvestment must be reinvested at a lower interest rate than the instrument that generated the proceeds

Liquidity Risk: : the risk that the investor will have to sell a bond below its true value where the true value is indicated by a recent transaction

– Primary measure of liquidity is the size of the spread between the bid price (price at which a dealer is willing to buy a security) and the ask price (the price at 

which a dealer is willing to sell a security)

– The wide the bid-ask spread, the greater the liquidity risk

With a weighted-average maturity (WAM) less than 60 days, a rated LGIP or fund similar to Georgia Fund 1 invest in short-term securities (typically 

less than 397 days stated final maturity). Monthly rate is a variable rate and closely tied to the Fed Funds target. Interest rate paid out to participants 

will increase in a rising rate environment and fall in a declining interest rate environment

Source:  Fabozzi Fixed Income Analysis


