Who’s minding
the store…
Advance
Refunding
Escrows
—Anne Pelej,
MuniFinancial

Issuers of municipal debt have a responsibility to oversee bond transactions to help ensure
that the tax-exempt status of their bonds is maintained. Mr. Mark Scott, Director of the
Tax-Exempt Bond Division of the IRS has indicated that during the past year his agency has
seen some of the worst violations since the 1980s.

One particular requirement gaining increased
scrutiny is the restriction of investment yields generated by Advance Refunding Escrow Funds.
The market downturn over the past few years
has prompted many issuers to take advantage of
lower interest rates by refinancing debt prior to the
first call date. Proceeds set aside to pay debt service on the refunded bonds are deposited into an
Advance Refunding Escrow Fund, which is then
used to pay off the call protected bonds as they mature.
Escrow Funds are highly regulated by the IRS.
Of primary concern is the yield restriction of investments. Although investment yields are calculated over the life of the Escrow, thereby allowing
the issuer to blend higher yielding investments
with lower yielding investments or zero coupons,
cash holdings are never allowed in the computa-

tion. Violations occur when investment rollovers
required by the Escrow maintenance instructions
are not properly carried out and proceeds remain in
cash for an extended period of time.

So…who is minding the store?
An issuer’s responsibilities do not stop on the
issue date, but continue until all bonds are fully redeemed. The reality of this situation is that proceeds from a single bond issue can be in the hands
of multiple administrators and staff personnel.
Bank mergers and staff turnover account for
much of the confusion experienced by issuers.
Proactive instructions that cause the escrow administrator to notify the issuer, outside of normal
statement reporting, when critical transactions occur or when required investments are not available
—Continued on page 8

Spend and be merry
—Douglas C. Robinson

In the spring of 2010, Joe and Jane Boomer
hope to celebrate a milestone event, the college
graduation of the younger of their two children.
Born at the peak of the Baby Boom generation, Joe
(1958) and Jane (1961) look forward to the day of
the successful and final launch of
their last child into the world.
But, they also look forward with
great relief and excitement to
their own future, a financial future that promises fewer expenses
and more savings. After surviving
their last 25 years of a steady increase
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of unavoidable consumption, and mounting
debt to raise their family, they will reach a
point in their lives where they can finally begin
to stem the tide—pay down debt, save and invest.
Like millions of other Baby Boomers, Joe
and Jane are merely evolving through a very
predictable earning, spending, and saving cycle. The continued economic rebound of the
past several years reflects these needs. According to the Bureau of Labor Statistics, Consumer Expenditure Survey, the average age of
the head of household spends the most amount
—Continued on page 2
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PRESIDENT
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President’s message…
Where
does
time go?
My
co-workers told me
when I celebrated
the second anniversary of my 39th
birthday this summer to hold on because time seems to
zip on by faster and
faster and so it is
true with my term
as President of
Bill Gallardo
CMTA.
President
This is my oneyear anniversary of sorts, as it was this time last
year I inherited the responsibility of CMTA
President. It has been nothing short of amazing—the great and still fun ride I am having!

During the past few months the Board and
various Committee Chairs among other things
have been hard at work finalizing the CMTA
roster for publication, actively pursuing a firm to
redesign our website, pre-planning for the 2006
Conference in Monterey, monitoring the latest
legislative news from Sacramento, and planning
the September and January educational training
seminars. I am truly thankful for the leadership
that makes up our executive board and division
and committee chairs.
I would like to welcome our new League of
Cities Liaison Debbie Michels and new Division
VII Chair Mary Asturias from the City of
Burlingame to the CMTA Board. We always
want to hear from our members and if you need
to drop me a line please feel free to contact me at
billga@ci.brea.ca.us.
Until next time…Bill

VICE-PRESIDENT

Christine Vuletich, CCMT
South Lake Tahoe, CA
Tel: (530) 542-6064
Fax: (530) 542-6041
cvuletich@cityofslt.us
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Spend and be merry...continued from page 1
of money in their entire life time at the age of 47
(this has been advancing about 1 year every decade). With the peak of the Baby Boom generation entering their highest consumption years
(present to 2010), and a massive population 4.5x
the size of their parents’ generation, it is not difficult to image the effects all this necessary family
spending can have on the economy. Even through
a war, terrorist attacks, a tightening Fed policy, oil
spikes, and high gas prices, the US consumer
marches on and therefore, the economy. After all,
personal consumption (consumer spending) is currently $8.7 trillion or 74 % of the total $11.7 trillion
US GDP. Clearly the Boomers are booming.
But what happens when the
peak of this generation moves past
their high consumption years and
begins to spend less and save more?
The conventional wisdom is
that this increase in savings and investment will provide cheap capital
for companies to use in growing
their businesses. The only problem
is that a crucial element is being reduced—the customers. When
Boomers move en masse from
spending to saving, it might provide
lower-cost capital to businesses but
if there are no clients for those businesses it couldn’t matter less. This
has been exactly the case in Japan

for the last fifteen years—lots of capital, an incredibly high savings rate, and falling consumer
spending. The result in Japan has been a declining
stock market, falling real-estate prices, and true
deflation, not to mention lower tax payments from
businesses just as more retirees become more dependent on the government. When might these
same conditions come to pass in the US? If historical spending patterns remain intact, we should
see Joe and Jane and millions of Boomers just like
them, make this transition some time around
2010, just five short years from now.
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News from Division chairs...

Division Chairs

Division II does
strategic planning
On July 12, the division II board met
for a strategic planning session. The board
feels that you will enjoy some interesting
topics and locations this year.
On August 10, 2005 the City of
Alhambra hosted a meeting at Almansor
Court. After dining on New York Steak and
Planeed Sea Bass, we listened to our
Division II 2005-2006 board planning session in
speaker Ian Parker, Director at Merrill
Manhattan Beach: Kelly Williams, Mary Kobus,
Lynch. Ian spoke on current issues facing
Jan Downey, and Ralph Lanphere.
public pension systems.
The October 19 meeting will be at the Santa explain the risks of gambling. We welcome all diviAnita Race Track Front Runner Restaurant. Our sions to attend any of our meetings
host city, Arcadia will have an advisor on hand to
—Mary M. Kobus, City of El Segundo
Deputy Treasurer

New Division Chair for San Mateo,
San Francisco and Marin Counties!
Mary Asturias currently holds the Financial
Services Manager position for the City of
Burlingame. In addition to her local government
experience, she also worked for the Superintendent at the San Mateo County Office of Education
for 4 years. To top it all off, Mary was also instrumental in organizing this year’s CSMFO Annual
Conference volunteers last February! Her talent
overflows to the rest of her family—namely Sara
who works as an Associate City Planner for the
City of San Ramon, Jayme who works as an Interior Designer in San Francisco, and her husband
who is a CPA for a heavy civil construction company in South San Francisco. Leisurely, Mary is
passionate and is heavily involved in a Country
Western Line Dance club called Country
QuickSteppers. Please welcome our newly chosen Division VII Chair!

News from Division VI CMTA
A lot is going on in Division VI since the last
newsleter. We have been working with the League
office to streamline our e-mail system, and now we
have the capability to get attachments out along
with our regular notifications. We have also updated the e-mail list so everything is up to date and
current.
Our last meeting on September 8 at the Sunset
Center is now history. Mary Morris of the San Juan
Water District, Sue Clive from the City of Santa
Rosa, Christine Vuletich from the City of South
Lake Tahoe, and Vince Amado from the City of
Rocklin were the host for the quarterly meeting.
Dan Palmquist, PRI/Transfirst Transaction
Processing, spoke about Payment Technologies
and Julio f. Morales did his presentation on Bonds
101. We also had special guest Brandyce Esajian
from Nordstrom on "Dressing for Success."
We have also been working with the divisions
—Marie Bernardo, 2004 Division VII Chair in Southern California and the Public Treasury Institute to put on the first Cash Handling Training Seminar in Northern
California. We have scheduled this
event for March 2nd 2006 at the Sunset Center in Rocklin. We will be
able to accommodate 175 people at
this training, so sign up early. (See
page 9 for details.)
Our next meeting will be in Citrus Heights on December 1, and we
will join the CSFMO for a holiday
event. We have already lined up
some excellent speakers.
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Nadine Mandery
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II
Mary Kobus
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mkobus@elsegundo.org
III
Greg Wiles
Fresno, CA
Tel: (559) 621-7004
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greg.wiles@ci.fresno.ca.us
IV
Robert “Bob” Begun
Capitola, CA
Tel: (831) 475-5629
Fax: (831) 479-8879
rbegun@sbc global.net
V
Linda Lorenzetti, CCMT
Concord, CA
Tel: (925) 671-3183
Fax: (925) 671-3198
linda@ci.concord.ca.us
VI
Vince Amado
Rocklin, CA
Tel: (916) 625-5000
Fax: (916) 625-5561
vincea@ci.rocklin.ca.us
VII
Mary Asturias
Burlingame, CA
Tel: (650) 558-7221
Fax: (650) 342-8386
masturias@burlingame.org
IX
Christine Calderon
Santa Ana, CA
Tel: (714) 647-5440
Fax: (714) 647-5304
ccalderon@ci.santa-ana.ca.us

X
Deborah Sousa
West Valley Water District
Tel: (909) 875-1804
Fax: (909) 875-1849
dsousa@wvwd.org
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EDUCATION
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Irvine, CA
Tel: (949) 724-6037
FAX: (949) 724-6030
dmullally@ci.irvine.ca.us

League of California Cities Director’s report
The League Board met in Monterey on July 29-30, and discussed a number of issues of
immediate importance. Pat Dando, Governor Schwarzenegger’s Director of Local
Government Affairs, appeared at the meeting to ask the League to support and actively
promote Proposition 76, the Governor’s Live Within Our Means budget proposal, on the

LEGISLATION

Charlene Parker, CCMT
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FAX: (714) 765-5232
cparker@anaheim.net
GENERAL CONFERENCE
AND SITE SELECTION
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CERTIFICATION

Michael Reynolds, CCMT
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Tel: (909) 798-7544
Fax: (909) 792-6623
mreynolds@cityofredlands.org
MEMBERSHIP/BUDGET

See Treasurer
NEWSLETTER/PUBLIC
RELATIONS

See Vice President
STANDING RULES /BY-LAWS

See Past-President
LEAGUE LIAISON

Debbie Michel
Sacramento, CA
Tel: (916) 658-8218
Fax: (916) 658-8240
dmichel@cacities.org
COMMERCIAL
ASSOCIATE LIAISON

Ray Higgins
La Jolla, CA
Tel: (800) 716-6510
Fax: (858) 720-9766
ray@higginscapital.com
2006 CONFERENCE

Monterey, CA
April 23-27, 2006
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November special election ballot.

The Board referred the matter to a special
meeting of the League’s Revenue and Taxation
Policy Committee, and will then consider the committee’s recommendation at a subsequent special
meeting of the Board. The Board reviewed all eight
measures that have qualified for the special election and determined that only Proposition 76 has a
clear and fundamental municipal impact. Accordingly, the League will consider taking a position on
only that measure.
In other action, the Board received a report
from its Housing/General Plan Task Force, and
held small group discussions on some of the issues
being discussed by the task force.
The Board also was presented an update on
telecommunications and the impact of the continuing changes in technology. VoIP—voice over
internet protocol—is perhaps the next biggest technology change we will see. The issue of a new regulatory
scheme
for
the
communications industry—video,
data and voice—will be an extremely important issue facing local
government over the next few years.
Both the State Legislature and Congress will consider legislation in
this area in the coming months. The
League has drafted a set of 16 Communications Principles to guide the
debate. Local communities are encouraged to get up to speed in this
area and become knowledgeable of
the issues, so that local interests can
be protected.
On its legislative agenda, the
Board approved the legislative positions recommended at the League
policy committee level for all bills
except one: the Board voted to oppose AB 566 (Bermudez), relating
to reporting of fire staffing levels
and response times; the Administrative Services Committee had recommended a neutral position. In
addition, the Board also voted to oppose SCA 15 and ACA 22, which

would severely restrict the use of eminent domain
in redevelopment project areas. The Board felt this
would undermine a seldom used, but nevertheless
a key redevelopment tool.
It is my honor to represent the fiscal officers
on the Board of Directors. If you have any
questions about this report or would like further information, please feel free to give me a
call at 949-470-3059 or email me at
ibornstein@cityofmissionviejo.org.
—Irwin Bornstein, Assistant City Manager/
Director of Administrative Services,
City of Mission Viejo
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Meet Debbie Michel—our new League Liaison
I had been on the job less than two weeks when I experienced my first CMTA Board
meeting down in Newport Beach. With only two days of training from Frances Medema,
the former League Liaison for CMTA during my starting two-week period, I hit the ground
running in what I’d like to say is a full marathon and at a full sprint.

My pace hasn’t slowed, but I have managed to
hang in there and now have completed two full
months. Thank you to those CMTA members that I
have already met for the warm welcome, and I look
forward to meeting more of you in the months to
come.
I came to this job after a 4½-year stint in the
California State Assembly, working for various
Assembly Members. As a former legislative aide
and policy consultant in the State Capitol, I have
been lucky to work on interesting issues, to learn
about different constituencies and to play a part in
influencing public policy and decision-making.
I am very proud of my accomplishments in the
Capitol arena—of the eight bills I worked on that
were signed by two different Governors. I am most
proud of my work in transportation, education, and
solar energy. In addition to working on legislation,
I also handled media and press, staffed different
standing committees, and worked on constituent
inquiries and correspondence.
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As legislative issues arise for the members of
CMTA, please use me as a resource. I enjoy talking about the legislative process and all things political. As for my role here within the League—I
get to wear many different hats at the same time! I
am the legislative analyst on revenue and taxation
and budget issues, and I also work closely with the
California Society of Municipal Finance Officers
(CSMFO) and the League’s Fiscal Officers Department. The League provides other services to
CMTA as well, including the CMTA Roster,
membership updates and statistics, and accounting
and budget support.
During that first CMTA Board meeting a few
months ago, it was evident to me that technological issues are at the forefront of CMTA’s collective mindset. With so much information available
now on the Internet, it makes sense for CMTA to
be a part of the “information age.” One of the goals
I want to help advance is to update the CMTA
website so that everyone, not just members, will
see the website as a user-friendly
and convenient place to learn about
upcoming events, issues facing treasurers and the history of the organization.
On a personal note, I have just
started part-time work on my Master’s at California State University,
Sacramento. I am studying a new
program in Urban Land Development, which is an interdisciplinary
degree that focuses on both the business and public policy ends of development. With whatever time I have
leftover, I enjoy camping and hiking and spending time with my
4-month old kittens.
I look forward to meeting more
of the CMTA membership and attending the next Board meeting in
September.
—Debbie Michel,
Legislative Analyst
League of California Cities
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What are

Several high profile cases have made the term “fiduciary responsibility” a regular
part of conversations around conference tables across the country. For example, a

your fiduciary

number of mutual funds have allowed illegal late-day trading and controversial

responsibilities?

companies lost their retirement savings because of fraudulent financial reporting.

—By Ned Connolly, CTP

market timing to favored investors. Thousands of employees at Enron and other

In the mid-1990s, Orange County,
California, lost more than $2 billion in its
pool and declared bankruptcy because of
inappropriate investment practices and
continues to be the subject of many of
these discussions. Although
these cases have people talking about fiduciary responsibility, there is still
confusion about what the
term means because different
standards may be used in evaluating compliance with it.

What is a fiduciary?
A fiduciary is an individual or
institution that has a special relationship of trust with another person
or group of people and is legally responsible for their assets. By law, fiduciaries must act prudently and make
decisions they believe will manage the
assets in the best interest of the beneficiary. A fiduciary’s actions must always
be in the best financial interest of the

What is your take on Fiduciary Responsibility?
Even though compliance with fiduciary responsibility is evaluated using
measurable standards, it does not mean the compliance answer is immediately clear. Read the following scenarios and ask yourself whether or not
these scenarios constitute responsible investing. If so, why? If not, why not?
Consider discussing these with your peers.
Scenario 1—The growing complexities of a city’s budget process demands
much greater effort and many more weeks to complete than it used to, requiring the finance director to place maturing funds and new money in the local government investment pool because there is not time to review the
market even though better investment opportunities exist.
Scenario 2—A socially active citizenry has influenced a public entity’s policy so that it prohibits investing in the bonds of certain issuers because their
products have been suspected of causing pollution, even though the issuers’ credit ratings are high and their bonds often provide good value.
Scenario 3—An experienced investment officer for a fast growing city has
managed the portfolio in full compliance with the policy and executed all
transactions on a competitive basis, but has underperformed the city’s
benchmark for two consecutive quarters.

beneficiaries and they may never put their own interests before the beneficiaries.
Examples of fiduciaries include treasurers, finance directors, investment personnel, oversight
boards and pension boards. Investment advisers retained by a government are also considered fiduciaries. Brokers, on the other hand, are not considered
fiduciaries unless they maintain discretionary control over an account or engage in financial planning.
Because of the competing interests of a brokerage
firm to sell its products and that of a client to obtain
the best trade execution, brokers are not bound by
the standard of fiduciary duty. They are bound by
the standard of “knowing your customer” which addresses the issue of investment suitability.
An initial step in fulfilling one’s fiduciary responsibility is to determine to whom the responsibility is owed. A fiduciary for an individual client
has an easy job of identifying to whom their loyalty
is owed. For fiduciaries of large entities, however,
the answer can be less clear because competing interests of various subgroups within the entity can
sometimes inappropriately influence decisions affecting the investments.
That is why a thoughtful, well-written investment policy is so critical. Clearly defined objectives, constraints, risk tolerances and overall
investment responsibilities provide critical criteria
for determining the prudence and appropriateness
of investment decisions.
The first objective of a fiduciary should be always to comply with investment policies and objectives. Should an entity contract with an external
investment adviser, the fiduciaries within the entity
along with the investment adviser are bound by the
standards of fiduciary responsibility. The bottom
line: you can never delegate fiduciary responsibility
itself, you can only delegate the activities related to
investing.

The evolving standard
of care for a fiduciary
For years the standard of care for a fiduciary
was the prudent person rule. That rule requires a fiduciary to exercise judgment and care, under circumstances then prevailing, which persons of
prudence, discretion and intelligence exercise in the
—Continued on page 7
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Fudiciary responsibilities...

—continued from page 6

management of their own affairs, not for speculation, but for investment, considering the probable safety of their capital as well as the probable income to
be derived. The prudent person standard requires that a fiduciary consider the
safety of principal and the yield of an investment, but does not address the issue of how any specific investment fits into an overall portfolio.
The shortcomings of the prudent person rule gave rise to the fiduciary
standard that has become more common, the prudent investor rule. This rule
differs from the prudent person rule in two major ways. First, it emphasizes
diversification to achieve a reasonable rate of return at an acceptable level of
risk. Second, it specifically supports the delegation of decision-making authority to investment experts. A prudent investor manages the total portfolio
to achieve a desired risk profile considering the potential for growth of the
overall assets.
The most stringent fiduciary standard is one that has come into play in recent years. It is the prudent expert rule. This rule applies to a fiduciary acting
as a professional investment adviser. The investment expert is held to the
highest standards of fiduciary responsibility because of his or her investment
expertise and professional knowledge. The benchmark for evaluating the
prudence of an expert’s actions will be the actions of other experts, not other
investors. Although the core principle of fiduciary responsibility is always
the same—protecting the assets of the beneficiaries and always acting solely
in their best interest—the standard for evaluating those actions becomes
more exacting as one progresses from the prudent person to prudent investor
to prudent expert rule. Be sure to know by which rule your actions and the actions of your advisers will be evaluated. These rules should be clearly stated
in your investment policy.

Evaluating compliance with fiduciary responsibility
n Fiduciary duty requires legal and responsible actions that adhere to a
measurable standard. However, exercising fiduciary duty does not
guarantee what the investment results will be. Even though you are
making prudent investment decisions, you may not always experience
investment success. Accordingly, the test of compliance with fiduciary
responsibility is one of conduct, not performance. The following are
appropriate measures for evaluating that conduct:
n Establishment of a formalized investment policy that clearly defines the
objectives, constraints and overall responsibilities of managing the assets
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based on a detailed understanding of the needs
and risk tolerances of the beneficiaries (e.g.,
cities, counties, states, school districts, and
their constiuents)

n Compliance with all policies, rules and laws
that govern the assets being managed
n Prudent portfolio management in the sole
interest of the beneficiaries, either by the
prudent investor, or by a prudent expert to
whom the authority has been delegated
n All transactions done on a best execution basis
through a competitive process (e.g., obtaining
three quotes on any investment transaction)
n Diversification of portfolio to reduce risk of
loss
n Strict avoidance of any conflicts of interest
n Loyalty—investment actions are carried out for
the sole benefit of the beneficiaries to the
assets.
Fiduciary duty is a concept that is essential to
understand and adhere to fully when you assume
the responsibility of managing others’ assets. The
costs can be high when fiduciary duty is breached.
On the other hand, a tremendous sense of satisfaction is experienced from legally and prudently protecting and effectively managing the assets of
others.
Ned Connolly is vice president of governmental client relations at Chandler Asset Management,
an investment adviser headquartered in San Diego,
California. He can be contacted at ned.connolly@chandlerasset. com.
Reprinted with the permission of
GFOA's Public Investor newsletter.
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Who's minding the store....
and replacement investments are purchased can
provide a safety net for all parties.
A refunded bond is particularly vulnerable to
error as the issuer often views it as “Inactive” debt.
Even though proceeds may be safely tucked away
in an Advanced Refunding Escrow Fund, the
proper management of that Fund is vital. If an IRS
audit should occur, having sound procedures and
good documentation will expedite the investigation.
Escrow instructions that span multiple years
often wind up being maintained by successive administrators. Securities reinvestments, critical to
the overall yield restriction of the Escrow Fund,
can be delayed or missed altogether if clear communication of the transactions has not occurred.
Restructure escrows can cause even more confusion if original documents are not clearly replaced
by new escrow instructions

How can an issuer
avoid costly errors?
Designate gatekeepers
Establish clearly written instructions
whenever an advance refunding escrow is
funded or restructured

]
]

Periodically meet with the parties
involved with carrying out escrow
instructions to review critical dates, required
transactions, and notification procedures
whenever errors occur

]
] Audit Escrow Fund statements on a
monthly-basis to insure compliance
] Include, as part of your advance

Monitor critical transaction dates as
stated in the Escrow Verification Report

refunding escrow documents, a clear
designation of the responsible party) and
liability limits
Gatekeepers are essential to maintaining the
integrity of an Escrow Fund. When deciding who
should mind the store, an important consideration
should be the timing of the transactions. The designated gatekeeper may or may not be the participant responsible for the transaction, but should
always be the participant most likely to uncover an
error before the least amount of time has elapsed;
thereby, minimizing the financial impact.
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—continued from page 1

Whenever an Escrow Fund is established
or
original
instructions
are
amended, written documentation should be
routed to all parties involved. Face-to-face
meetings have huge
value at this juncture.
New staff can be introduced, the impact of the
tax-exempt regulations
can be discussed, and
the responsibility for
carrying out future
transactions can be assigned. Personal contact reinforces the team
approach and can make
everyone feel a little
more at ease with the
process.
Escrow Funds with maturing investments that must be reinvested to
meet the target yield are the most vulnerable to transactional errors. If rollovers cannot (or do not) occur as planned, an issuer who is “minding the
store” will be able to take action before their options are degraded by the passage of time. If, for instance, Escrow Fund statements are audited on a
monthly basis, errors can be caught and remedied within 30 days.
Assigning liability after the fact usually ends up with a lot of finger
pointing, especially when a series of transactions has been in the hands of
multiple administrators. Bond documents clearly defining areas of responsibility and indicating expected duration of that assigned responsibility help
tremendously when sorting out what went wrong.
The good news is if an error is discovered prior to an IRS audit, an issuer
can opt to use the newly-established Voluntary Closing Agreement Program (VCAP). This program provides a way to voluntarily disclose an error, and remedy the situation before severe sanctions are levied. In addition,
this program allows issuers to make inquiries, anonymously, if preferred,
about questionable transactions so that the best possible
solution can be found.
Investors who put their
trust, and dollars, in municipalities deserve to have their
interests protected. This goes
for newly issued debt as well
as old debt in the process of
being retired.
…Good communication and assigned responsibility protects everyone
involved.
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Public Treasury Institute and
Division VI of the CMTA to Host

CASH HANDLING TRAINING SEMINAR
For Managers and Cash Handlers
About the course
The Association of Public Treasurers’ CASH
HANDLING TRAINING SEMINAR is this program designed to train government employees and officials in proper
cash handling techniques. Finance officers, treasury officials,
city clerks, and cash handlers are encouraged to attend. The
Cash Handling Training Manual is required text for the seminar. The Manual serves as a model for governments to base
their own program and manual with a comprehensive set of
cash handling techniques; a training syllabus; and instructions on how to develop a manual/program for an individual
government, which may be submitted to the Association of Public
Treasurers for review and certification. Seminar participants will receive a Certificate of Completion at
the end of the course.
About the Association of Public Treasurers
of the United States and Canada
APT US&C represents 2,000 public treasury officials in
local, county and state/ provincial governments throughout
North America. The Association provides education, certifications and technical assistance to its membership, and state
chapters and universities.
About the Public Treasury Institute
The Public Treasury Institute was formed in January
2004 to develop training manuals and programs focusing on a
wide range of public finance topics. The Institute is the sole
coordinator of these seminars, bringing programs and training to counties, cities, states, provinces, universities and state

and provincial treasury and finance associations throughout
North America.

About the Trainer
Linda Patterson, CTP has served as Deputy State Treasurer/Director of Investments for the state of Texas. She was
responsible for a $20 billion portfolio, as well as the Divisions of Cash Management, Federal Reserve Transfer/Clearing, Texas Trust Company, Securities Management and Cash
Flow Forecasting. Linda was also City Treasurer of the City
of Fort Worth. She initiated the Public Funds Investment Act
of 1987, which opened investment alternatives for all Texas
governmental entities. In 1989 she initiated the Public Funds
Collateral Act. She sat on the GFOA Cash Management
committee and has been on the Board of Texas Tech University SW School of Governmental Finance since 1989. She
has been an officer and President-Elect of APT US&C and
founded the Texas Treasurer’s Association. She received the
APT US&C’s highest aware, the Phillips Award, in 1990.
Enrollment for this class will be open
to anyone handling cash in your city. This
will be the only one held in Northern California so make sure you sign up early.
Only 175 seats will be available so contact Vince Amado, Division chair at:
div6cmta@yahoo.com for advanced seating.
Dates:

Thursday, March 2, 2006

Time/
Location:

9:00am- 3:00pm
Sunset Center/ Rocklin
2650 Sunset Blvd, Rocklin, CA 95677

Some topics covered in the seminar

o

Counterfeit Currency; Raised Notes

o

o

Cash Handling Program
Certification—-Application &
Procedures

o

o

The Purpose of the City Treasurer’s
Office; Your Job as a Cash Handler

Checks and Check Cashing; Types and
parts of a check; Check Negotiability;
Check Endorsements, Identification of
Checkwriter; Check Fraud

Robbery; How to Prevent a Robbery;
Procedures to Follow During a
Robbery; Procedures to Follow After a
Robbery

o

o

Credit/Debit/Charge Cards; Credit
Card Transactions

Fire/Bomb Threat; Emergency
Procedures

o

Other Forms of Payments

o

Daily Cashier Operations

o

Glossary of Terms

o

Common Errors Causing
Out-of-Balance Situations; Reasons
for Hard-to-Find Errors

o

Sample Cash Handling Legislation:
Procedures and Documentation-City
Cash

o

Filling Out Deposit Slips; Armored Car
and Night Deposits

o

Cash Handler’s Training Syllabus

o

Sample Cash Drawer Reconciliation
Sheet

o

And much more!

o

Federal Cash Handling Regulations

o

The Federal Reserve System

o

Legal Background for Treasury
Functions

o

Currency and Check Recognition

o

Receiving Monies; Steps to Receive
Currency and Coins; Making Change

o

Strapping and Bundling Currency;
Handling Mutilated Currency; Rules for
Redemption of Mutilated Currency
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o

“Non-Government” Money

o

Introduction to Security Procedures/
Loss Prevention
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New book available on interest rate swaps
With the growing demand for information about the interest rate swap market, Bond
Logistix LLC, a SEC registered investment advisory firm, recently published “ Interest
Rate Swaps—Application to Tax-Exempt Financing.” The book provides an overview of
common types of swaps and discussions of how they work. Topics include transaction
mechanics and documentation, potential benefits and risks, legal and tax issues, and
post-trade management. Here is a preview from Chapter 4 – “ Uses and Benefits”

Uses and benefits
Although a swap does not itself represent
debt, it is usually tied to one or more debt issuances. As such, swaps are used to change the economics of existing or future debt without changing
the size or structure of the debt itself. When used
as part of a coherent strategy, swaps provide access to different markets and more flexible structures than have been historically available to
Agencies when straight fixed rate or variable rate
debt were the only options. Swaps can also be entered into for any term, and can therefore be useful
for addressing near-term cash flow and other liability management needs, for example, during the
construction period of a debt-financed project in
which an Agency does not wish to change the underlying structure of outstanding long-term debt.
Swap structures are most commonly explored
because of the potential reduced borrowing costs,
but entering into a swap agreement can benefit an
Agency in other ways. Beyond any cost savings,
the uses and benefits of debt-related swaps by
Agencies can generally be described as falling into
four broad categories:
n swaps afford increased flexibility in the design
of an Agency’s asset/liability matching
strategy;
n swaps serve as a way to hedge certain interest
rate and market risks;
n swaps can enable an Agency to access interest
rate and market risks;
n swaps can enable an Agency to access interest
rate markets otherwise either unavailable or
unattractive with traditional debt structures;
and
n swaps can be used to generate cash payments
to the Agency in exchange for certain adjusted
terms or options sold to the Provider
Asset/liability matching
Agencies are becoming increasingly attentive
to comprehensive asset/liability management
strategies. Historically, debt and investment deci-
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sions were often made independently of each
other, and governmental agencies typically borrowed at long-term fixed rates and invested at
short-term rates. Particularly in an interest rate environment where the yield curve is steep, Agencies with significant funds invested short-term
have felt the adverse impact of a debt strategy
which does not account for such an environment.
With their relative ease of structuring, implementation and termination, swaps can be a useful tool
in restructuring the debt side of an Agency’s balance sheet to better reflect certain asset positions.
Such a unified and coordinated strategy can allow
an Agency to use either side of the balance sheet to
more readily anticipate uncertain cash flow needs
that might be presented by the other side.

Hedging of interest rate
and market risks
The most common type of debt-related swaps
are floating-to-fixed and fixed-to-floating rate
swaps. In the first scenario, a swap is used to create
a synthetic fixed rate obligation where the underlying debt is a variable. This presents an alternative to issuing true fixed rate debt by allowing the
Agency to utilize the short-term capital markets
while not exposing it to interest rate risk. Under
certain market conditions, influenced by factors
such as the steepness of the yield curve, credit
spreads, and current or expected income tax rates,
true fixed rate debt will carry a higher interest cost,
and so a floating-to-fixed rate swap can serve to
lower the borrowing costs of the debt. Such swaps
are also useful when an Agency wishes to convert
existing variable rate debt to a fixed rate obligation
without the time and costs of a bond refunding.
This is particularly common when an Agency anticipates a future period of rising interest rates, and
wishes to limit its variable rate exposure in connection with a given debt for a certain period of
time.
In the fixed-to-floating rate swap scenario,
synthetic variable rate debt is created where the
underlying debt is fixed. In this context, an
—Continued on page 11
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New book... —continued from page 10
Agency is able to create variable rate debt exposure
without the traditional costs of true variable rate
debt ( e.g., liquidity, letter of credit, or remarketing
fees, etc.) and without exposure to the risk the
bonds will be tendered by their holders and not
remarketed. In this way, an Agency can also
achieve a better matching of a given bond issue’s
short-term assets with the debt, thereby mitigating
the risk of significant negative arbitrage on large
cash balances. Additionally, this structure is useful
for certain borrowers that are unable to easily acquire the necessary insurance or liquidity support
for true variable rate debt.
When structured on a forward basis, a floating-to-fixed swap can be used to hedge against rising interest rates. This can be particularly valuable
in the context of large or long-term debt
restructurings. For example, a forward funding
swap can enable an Agency to achieve a synthetic
advance refunding of fixed rate debt when it is otherwise precluded from doing so by the tax rules
limiting advance refundings. By entering into a
forward swap today, an Agency can lock in today’s
fixed rates, while the swap payments do not actually begin until after the call dates of the old bonds.
At that point, variable rate current refunding bonds
are issued, and the Agency has thereby replaced
the old true fixed rate debt with synthetic fixed rate
debt at today’s rates ( but determined via the forward yield curve). This provides an effective
hedge against risk if an Agency considers today’s
environment to be favorable, and is concerned that
such an environment might no longer exist once
the call date of the old debt is reached.
An important element of swaps is the ease with
which they can be terminated or renegotiated.
Early terminations can be motivated by the desire
to regain the exposure of the underlying debt structure, or the opportunity to monetize a market gain
on the swap. Some Agencies have a swap management strategy to terminate the swap ( in whole, or
in part) when a significant termination fee would
be owed to the Agency and then subsequently replace the swap when interest rates cycle in the opposite direction.

access to cheaper capital than its taxable counterpart, the greater liquidity
and flexibility of the swap market can often present even more borrowing
cost savings opportunities. Also, in certain interest rate environments ( e.g.,
historically low rates) , the difference or “compression” between taxable and
tax-exempt rates can increase the pricing advantage of synthetic fixed rate
bonds over traditional fixed rate bonds. Agencies must carefully analyze the
possible impact of basis cost and the potential that it might reduce and/or
eliminate the projected cost advantage. Further, swaps can allow an Agency
to diversify its exposure to different markets, which is often a goal in and of
itself.
The creation of synthetic fixed rate or variable rate debt can also enable
an agency to maintain some characteristics of one type of debt while accessing some characteristics of another. this allows the agency to optimize its
debt positions while also simplifying its overall asset/liability position.

generating cash payments
While most swaps contain defined commencement and maturity dates, it
can be advantageous for an Agency to sell one or more options to the Provider relating to a swap or potential swap. Two examples of these are options
to extend and options to cancel ( or suspend) the swap. In either case, the option gives the Provider increased flexibility in the future management and
maintenance of the swap, which may be valuable in certain changing interest
rate environments. The benefit to the Agency may come in the form of an increased rate on its receipt under the swap ( or decreased rate on its obligation
under the swap). Alternatively, these options can be monetized in whole or in
part in the form of a cash payment to the Agency upon execution of the swap.
A swap can also be structured such that the Agency’s obligation under
the swap is greater (or its receipt is lower) than would otherwise be the case (
i.e., its payment obligations are above the current market). This is an
off-market swap, and is characterized by the Agency receiving an up-front
payment from the Provider in exchange for higher future net swap payments
from the Agency.
Another way to generate cash is through the use of a basis swap with an
up-front payment. This can be a stand alone structure or it can be layered on
top of a floating-to-fixed rate swap. This is most appropriate when the
Agency either (i) is comfortable that the up-front payment outweighs the basis risk being assumed, or ( ii) already has a basis position to be neutralized
by the basis swap.
An additional way to generate a cash payment today is to enter into a
swaption, under which the Provider is sold the option to enter into a swap
over a given term.
For a free copy of
“ Interest Rate Swaps – Application to Tax-Exempt Financing”
you can e mail rkronman@bondlogistix.com.

Achieving access to different
interest-rate markets
Swaps are frequently used to lower an
Agency’s borrowing costs by providing access to
interest rate markets otherwise unavailable or unattractive with traditional debt structures. For example, while the traditional tax-exempt fixed income
market generally provides governmental issuers
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Analyze this!
An agency’s bank Account Analysis statement is a window into the banking relationship and is the best tool
around to review and understand any banking arrangements in place. First of all, if you do not know what an
Account Analysis statement is, then you need to talk to your bank to make sure that your agency’s checking
accounts are being analyzed, and if they are being analyzed, that you are receiving the monthly statements.
Sometimes not all accounts for one reason or another are on Account Analysis, and sometimes statements are
mailed to an incorrect address or department.

Even if you do receive a monthly bank Account Analysis statement, you
may ask, “What is it?” or “Why should I care?” Account Analysis provides
you and the bank with a recap of all banking activity associated with your
agency to include services utilized, related volumes and pricing, and a summary of balances maintained and any fees owed. Further, it is through Account Analysis that banks provide their clients with a soft-dollar interest rate
(Earnings Credit Rate) that is applied to balances maintained in the accounts.
This credit is then used to offset service charges. One should care about Account Analysis because by reviewing statements on a regular basis, an agency
can double-check pricing, catch possible errors, and monitor balances, and
consequently be in control of its overall bank fees.
Often, agencies do not start paying attention to Account Analysis until
they receive an unanticipated invoice or auto debit for bank service charges.
If an agency wants to be in command of its banking activity and the related
fees (and not surprised by banking invoices), the primary way to accomplish
this is to stay on top of Account Analysis on a month-to-month basis.
Here are some tips for getting up close and personal with your Account
Analysis statements:
Start at the Top. The top section of the first page of the statement
usually outlines balances maintained for that month - ledger, collected, and
available - for all of the accounts on analysis. Ledger is the gross amount of
funds deposited, collected is after check clearing float, and available is
after 10% reserves are deducted.

]

] Check the Earnings Credit Rate. The Earnings Credit Rate is applied

to available balances and generates the monthly earnings allowance. You
should understand how the rate is derived, and generally it should
approximate the 3 month T-Bill rate. This item becomes a hidden fee if the
rate is too low.

]

Surplus or Deficit? Your primary concern each month should be
whether you have an Earnings Allowance surplus or deficit and how either
will be handled by the bank. If you have a surplus and your bank does not
roll it over to prior or future months, you lose! If you have a deficit, you
need to know if that, too, can be carried over to future months when you
might have a surplus, and if you do have to pay for it that month if you will
be invoiced or debited.

]

Pick Settlement Period. The above discussion points bring us to
settlement—i.e., how often does the bank review your Earnings Allowance
positions and bill you? Needless to say, most banks prefer their clients to
be on monthly settlement, and most clients would like to be on quarterly or
even annual settlement. Generally, if the agency is paying fees every
month, then the settlement really should be monthly. If the client keeps
high balances and has occasional or frequent surpluses, then the settlement
should be at least quarterly.

CMTA Dollars & $ense

] Fees or Balances? This is the perennial

question. In general, one should pay for bank
services with fees. This is primarily because the
prevailing Earnings Credit Rates are low
compared to alternative investment returns, and
they are further lowered by the 10% reserve
requirement. With an increasing interest rate
environment, it is imperative that agencies do the
math regarding fees versus balances and make a
policy decision about how they are going to
compensate for banking services, so there are no
surprises.

] Fiscal Year vs. Calendar Year. Banks work

on a calendar year basis, so any Account Analysis
discrepancies in your favor need to be resolved
before each December 31st. Otherwise, the banks
are hard-pressed to make adjustments once the
new calendar year has commenced. So, start in
November of each year looking at all of the
activity to date to make sure there are not any
unresolved issues.

] Review Line Item Detail. The meat of the

Account Analysis statement lies in the line item
detail—service descriptions, volumes, and per
item prices. If you do not understand what any of
the items are, you can request a Glossary of
Terms from the bank or call your Relationship
Manager and ask for a training session. Many
agencies, especially larger ones, will download
their Account Analysis statements (available
on-line from the bank) to a spreadsheet program,
so that they can track all of the line items on a
monthly basis.
In summary, the more you understand about
your agency’s Account Analysis, the less you will
end up paying in bank fees. And what you do end
up paying can be planned and budgeted for.
—Susan M. Cotton,
Money Matters Consulting
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Thank You to the Sponsors of Dollars & $ense!
(All advertisers throughout the newsletter)

Taxable Fixed Income Sales & Trading
www.syllc.com
Joe Brazil
415-445-2360
Andy Stoddard 415-445-2674
Jeff Switzer
818-528-2136
This is not an offer to sell, a solicitation, or an offer to buy any securities.
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Calendar of Events

What’s Inside....
s Who's Minding the Store... 1
s Spend and Be Merry

1

s 2005-2006 Officers

2

s President's Message

2

s Division News

3

s Division Chairs

3

s League of California Cities
Director's Report

4

CMTA DIVISION MEETINGS
Division I

Oct 13: Guest speaker Fran Mancia, MBIA. Topic: sales tax, triple flip or other
related issues.
Nov 10: Guest speaker John Bartel or Bartel Associates. Topic: Calpers rate
stabilization fund and current market conditions.

Division II

Oct 19, 2005: Front Runner Santa Anita Race Track, Arcadia. A day at the Races
Dec 14, 2005: GASB 45 Reporting Post employment Benefits other than pensions
Feb 8, 2006: Payment Resources accepting credit card payments

Division III

Dates, locations and topics tbd

Division IV

Dates, locations and topics tbd

Divisions
V & VII

Dates, locations and topics tbd

s Committees

4

s Meet Debbie Michel...

5

Division VI

Mar 2, 2006: Cash Handling Training Seminar, Sunset Center, Rocklin
Dec 1, 2005: Joint holiday meeting with CSMFO, Citrus Heights

6

Division VII

Sep 29, 2005: Il Fornaio, Burlingame. Speakers: David H. Resler, Chief Economist
at Nomura Securities and Dan Palmquist, Payment Resources International

Training Seminar

9

Division IX

Dates, locations and topics tbd

s Sub-Committees

10

Division X

Dates, locations and topics tbd

s What are your
Fiduciary Responsibilities

s Cash Handling

s New Book Available on

EDUCATIONAL SEMINARS

10

Sep 20-22, 2005

s Analyze This!

12

UPCOMING CONFERENCES/MEETINGS

s Calendar of events

14

Apr 23-27, 2006

Interest Rate Swaps

California Municipal
Treasurers Association
c/o Victoria Beatley, CCMT
Mesa Consolidated Water District
1965 Placentia Avenue
Costa Mesa, CA 92628-5008
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Essentials of Treasury Management Workshop, CalPoly-Pomona.

CMTA Conference, Monterey
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