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Banking & Funds

• Active, Inactive and Interim Funds
• Depositories

– Depository designation at least once every five 
years

– Excellent opportunity to go out for bid/RFP
– Carefully analyze depository bids
– All eligible depositories may be designated
– Banking relationships







Review Current Banking
Relationships & Services

• Collections
– Lockbox: number, type (retail vs wholesale), payees
– Electronic receivables: EFT, ACH collections, online bill pay, 

merchant card
• Disbursements

– Accounts Payable: number of vendors, frequency, services
– EFT: ACH, wire transfers, purchasing card, payroll card
– Positive Pay: traditional or payee positive pay

• Investments
– Custodians
– Safekeeping
– Letters/Lines of Credit



Review Current Banking
Relationships & Services

• Other Considerations
– Debt

• Current issues
• Paying agents/trustees
• Issuers, Counsel, Underwriters and Financial Advisors

– Reporting
• Requirements
• Frequency
• Types
• Reconciliation

– Budget
• Staffing, contractual services, expenses, equipment



Keys to Optimum
Banking Relationships

• Communication (both good and bad)
• Ability of bank to respond to government’s 

needs
• Ability of government to effectively use 

services offered by bank
• Bank’s approach to, and acceptance of, new 

technology



Periodic Reviews
• At least annually:

– Review services
– Review account structure
– Explore new opportunities to:

• Identify costs and benefits
• Identify new services and possible uses
• Improve internal/external efficiency
• Improve investment returns
• Manage/control costs

• Review fee charges each month (account analysis 
statement)





Paying for Bank Services

• Three approaches to paying for banking 
services:

– Compensating balances

– Direct fee payment

– Combination of compensating balances and fees



Compensating Balances 
vs. Direct Fees

• In terms of what should be done: direct
fees

• Private and public sector moving to fees

• Payments with direct fees are less
expensive than payments with balances

• Monthly monitoring required
• Reality: Some fees and some balances



Compensating Balances
• Compensating balances are a popular method

because:
– “I don’t pay the banks anything”
– No budgeting impact
– “That’s the way we’ve always done it”
– With fees, direct investment program must beat the

monthly average of the 91-day T-Bill rate
– Little time or resources to monitor collected balances
– If using balances, make sure any over payment

reverts back to you on an annual basis
– Requires annual settlement process



Advantages of Using Fees
• Required bank reserves (10%) become earning assets
• Direct investment of balances normally exceeds bank

earnings credit rate
• Lower balances mean lower FDIC assessment
• Lower balances mean reduced state collateral

requirements

• Bank charges properly expensed, not “hidden”

• In some cases, fees can be charged against the
investment income account as a cost of the overall
investment program



Potential Problems
Using Fees

• Requires appropriation to pay fees

• Requires additional monitoring of collected
balances

• Requires active/passive investing



Decision Factors:
Fees vs. Balances

• Time/resources
• Active investor
• Cash flow monitoring
• Cost/yield of cash management techniques 

available
• In either case a pricing schedule should be 

used
– Competitive bid process
– Negotiation



Investments
• Ohio Revised Code chapter 135
• Ohio Compliance Supplement Chapter 5
• Exception: Charter Cities





Public Sector 
Investments Objectives

• Safety – preserve principal
– Buy only authorized investments  
– Know your cash needs
– Diversify

• Liquidity – have cash available when 
needed

• Yield/Return – get highest return 
possible given the low-risk nature of 
your portfolio



Eligible Investments (ORC 135.14)

• U.S. Treasury bills / bonds / notes 
• Federal agency/instrumentality bonds/ notes

– Direct issuances only (i.e., no CMO’s)
• No-load Money Market Mutual funds 

– consisting only of above obligations
• STAR Ohio 
• FDIC-insured Certificates of deposit / CDARS
• State of Ohio bonds / notes
• Repurchase agreements
• Commercial paper (limited)
• Corporate Notes (counties) (ORC 135.35)
• Internal Bonds and Notes



Investment Compliance Issues

• Public bodies prohibited from being stockholders, 
except:
– May purchase insurance from mutual insurance 

company 
– May hold donated stock

• AOS may recommend liquidation of stock, if possible

• Investments generally must mature within 5 yrs.
• Must reasonably expect to hold to maturity (ORC 

135.14(F))



Investment Compliance Issues (cont.)

• Investment Policy filed with AOS
– If not, limited to STAR Ohio, CD’s, or certain 

money market funds
– Exception: If portfolio < $100K, need only 

certify to AOS that govt. will comply with 
ORC

• Investment Policy is a good practice regardless



Security for Repayment
of Public Deposits

• Depositories pledge securities as collateral, such 
as:
– Bonds, notes guaranteed as to principal & interest by 

US govt.
– G.O. debt of State of Ohio or subdivisions
– Highly rated obligations of other states of subdivisions 

thereof
– Surety bonds

• Safekeeping by trustee







Elements of a Good Public
Investment Program

• Investment policy
• Cash projections
• Expertise

– In-house or professional investment advisor
– GFOA Training



Allocation of Interest
Among Funds

• As a “general” rule, all interest is allocated to 
the General Fund, except:
– Interest on custodial (fiduciary) funds,
– Interest from motor vehicle license or fuel tax
– Federal funds if required 
– Permanent Funds or Private Purpose Trust Funds
– Interest on debt proceeds 





Allocation of Interest Exceptions

• Schools and Libraries:
– may adopt a resolution to authorize an 

alternate allocation method

• Charter Cities



Accounting for Investments
• Cash-basis

– Record at Cost

• GAAP reporting
– Record at Fair Market Value (FMV) (GASB 

Statement 31)
– “Mark-to-Market”







Contact Information

Jamie Nicholson
Director of Finance
City of Pataskala                  jnicholson@ci.pataskala.oh.us

621 W. Broad St, Suite 1D Office (740) 964-6274
Pataskala, Ohio  43062 Fax (740) 927-0228
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