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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

CA Government Code 53600.5

Objectives 
When investing, reinvesting, purchasing, acquiring, 
exchanging, selling, or managing public funds, the 
primary objective of a trustee shall be to safeguard 
the principal of the funds under its control. The 
secondary objective shall be to meet the liquidity 
needs of the depositor. The third objective shall be to 
achieve a return on the funds under its control.
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

The Importance of a Cash Forecast

 Primary Objectives:

• Liquidity Management – having sufficient cash available to meet cash 
outflows. Matching an investment maturity to a known future cash 
disbursement immunizes the cash flow and reduces the liquidity risk in the 
portfolio. Theoretically, if all cash disbursements are matched to a portfolio 
security maturity, liquidity risk is mitigated.

• Managing Costs – cash forecasting can help minimize excess bank balances 
and increase portfolio returns. Idle cash creates cash drag on an investment 
portfolio. The impact of cash drag is not readily visible and can be difficult 
to quantify.

No one likes surprises when it comes to cash flows, especially when they are 
outgoing. A cash forecast can eliminate situations of having to liquidate a 
portfolio holding in an unfavorable market and taking a loss.
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

Cash Flow Due Diligence Goes a Long Way

 When it comes to evaluating liquidity requirements, there 
are varying schools of thought on how to accomplish it. 
However in reality, we only have two choices: look back or 
look forward!

 Historical Cash Flow / Portfolio Value (proxy) Analysis
 Gather several years of historical cash flows and look at multiple scenarios 

that give transparency into what has happened previously. The goal is to solve 
what liquidity profile would have sustained you during the timeframe in 
question and evaluate its usefulness for the future (History doesn’t repeat itself 
but it sure does rhyme).

 Projected Cash Flow / Immunization Analysis
 Gather information from internal and external participants as to projected 

cash flow needs and match portfolio assets to major liabilities. This optimizes 
the amount of liquidity necessary to meet obligations during the normal cyclical 
fluctuations of cash flow an entity experiences.
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
CCSF Developing a Cash Forecast – A Dynamic Process

 Gather information on cash disbursements and cash receipts 
from the pool participants 

 Examine historical data to identify trends

 Use statistical extrapolation to predict a pattern of future 
cash flows

 Create a model incorporating all cash disbursement, cash 
receipt, and portfolio information

 Update model as new information becomes available
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

City & County of San Francisco End of Month Balances
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Historical Data Indicates Seasonal Patterns
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

CCSF Pooled Fund – Month to Month Portfolio Change
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

Daily Cash Projection
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

Cash Forecast
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY

Cash Forecasting Tools - MaxQ

 Provides added visibility into different time frames

 Adds process to better reflect immunization of cash outflows

 Automates the incorporation of portfolio data with cash flow 
data

 Allows option to incorporate income cash flows
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
CCSF Profile Analysis – Cumulative Negative Net Cash Flow
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
CCSF Liquidity Graph – Net Cash Flows
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
CCSF Cash Flow Immunization Schedule
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
CCSF Cash Flow Schedule by Day
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Short-Term Fixed Income Market Liquidity Options

Repurchase Agreements
Money Market Funds
US Treasury Bills
Federal Agency Discount Notes
Commercial Paper
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY 
Repurchase Agreements

 Secured loan with collateral for a specified term 
and an agreed upon rate

 Counterparty is usually a bank or a broker-dealer
 Rate is based on the counterparty, the term of the 

repo, and the collateral backing it
 Deliverable versus Tri-Party
 Customizable to fit investor needs
 Illiquid, no secondary market
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Repurchase Agreement Outstanding Balances

(Millions)
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY 
Repurchase Agreements

SIFMA  (Securities Industry and Financial Markets 
Association) – www.sifma.org
Master Repurchase Agreement (MRA)
Last updated September 1, 1996
An agreement for use when parties may enter into 
transactions in which one party (a “Seller”) agrees to 
transfer to the other (a “Buyer”) securities or other assets 
against the transfer of funds by the Buyer, with a 
simultaneous agreement by the Buyer to transfer to the 
Seller such securities at a date certain or on demand, 
against the transfer of funds by the Seller.
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY 
Master Repurchase Agreement
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Custodial Undertaking – Tri-Party Repo
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
BONY Custodial Undertaking Schedule I
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Money Market Funds – Overview

 Per CA Government code, a money market fund 
must either attain the highest ranking by not less 
than two NRSROs or retain an investment advisor 
registered or exempt from registration with the SEC 
with not less than 5 years experience managing 
money market mutual funds with AUM in excess of 
$500 million.

 US Treasury and Government Money Market Funds 
can use amortized investment accounting and trade 
at a stable NAV of $1.00
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Money Market Funds – Overview (cont.)

 Institutional Prime Money Market Funds have 
floating NAVs, can be subject to liquidity fees and 
redemption gates

 Provide same day liquidity
 Transactions can be executed over the telephone, 

online, or on a portal
 Increased transparency into holdings/risk exposures
 Prospectus/Statement of Additional Information
 Pays monthly interest
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Money Market Funds – Prime Funds and Floating NAVs

 Offers same day liquidity with some funds offering 
intra-day liquidity

 Most funds have multiple NAV strike times (4 
decimals) with as many three times a day

 Subject to gates and fees
 Due diligence – monitoring daily and weekly 

liquidity, % of fund held, and fund composition (i.e. 
country exposure, asset allocation)
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Money Market Funds – Last Changes to Rule 2(a)-7 by SEC
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Money Market Funds – Institutional Prime vs. Government
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Money Market Funds – Prime vs Government Yield Spreads
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
US Treasury Bills - Overview

 Issued for terms of 4, 13, 26 and 52 weeks. Cash 
management bills are periodically issued for short 
periods

 Bills, except cash management bills, are auctioned 
on a regular schedule – 4, 13, & 26 week bills 
auctioned every week, 52 week bill every 4 weeks

 Bids are submitted as either competitive or 
noncompetitive

 Sold at a discount, determined at auction
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
US Treasury Bills – Credit and Liquidity

 Guaranteed by the full faith and credit of the 
United States

 Highly liquid
 Bid/ask spread very tight – at or less than 1 bp
 www.treasurydirect.gov
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Federal Agency Discount Notes - Overview

 US Dollar-denominated unsecured general obligation with a maturity less 
than 365 days

 Federal Farm Credit Bank (FFCB), Federal Home Loan Banks (FHLB), 
Federal Home Loan Mortgage Corp (FHLMC), Federal National Mortgage 
Association (FNMA), Federal Agricultural Mortgage Corp (FAMCA), 
Tennessee Valley Authority (TVA), International Bank for Reconstruction and 
Development (IBRD), International Finance Corporation (IFC), Inter-American 
Development Bank (IADB)

 Not a mortgage-backed security – no collateral backing issuance

 Quoted on a discount basis (same as T-Bills)

 In the market daily with date flexibility – maturity date can be issued for 
any business date 
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Federal Agency Discount Notes – Credit and Liquidity

 High degree of safety – Very low degree of 
default risk

 High degree of liquidity

 Bid/ask spread usually very tight – 0.5 to 2 bps
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Federal Agency Discount Notes – Information Matrix
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Federal Agency Debt Outstanding

(Millions)

33



ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Commercial Paper - Overview

 Short-term unsecured promissory note
 Issuing corporation must be organized and operating in the US, 

have assets in excess of $500 million, and debt other than CP 
rated “A”

 Asset backed commercial paper must be organized as a special 
purpose corporation, trust, or LLC within the US, have program 
wide credit enhancements, and has CP rated “A-1” or higher by a 
NRSRO

 Maturities range from 1 day to a max of 270 days
 Minimum ratings must be the highest letter and number by an 

NRSRO
 Sold both at a discount or as interest bearing
 Offered direct or through a broker/dealer 
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Commercial Paper – Market Outstandings
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Commercial Paper – Market Breakdown
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Asset-Backed Commercial Paper - Overview

 Collateralized by a variety of asset classes, such as credit card 
receivables, student loan payments, auto loans, and other financial 
assets

 Special Purpose vehicle (SPV) is created by a sponsor, usually a 
bank or other financial institution

 Have different levels of credit enhancement and liquidity facilities 
designed to protect investors

 Can provide a diversification benefit
 Yields can be higher that regular commercial paper, bid/ask 

spreads 1 to 5 bps
 Evaluation should consider (1) quality and experience of sponsor, (2) 

performance of the underlying assets and underlying credit 
enhancements, (3) soundness of the legal structure

 Pool Reports are key
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Asset-Backed Commercial Paper - Overview
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Electronic Trading – Overview

 Extremely efficient for transacting liquid fixed 
income instruments such as US Treasuries, Federal 
Agency paper, commercial paper, municipal 
commercial paper, and corporate notes

 Examples of available platforms: Bloomberg FIT 
and BOOM, TradeWeb, and Market Access

 Increased market transparency
 Ease of best execution
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Electronic Trading – BOOM on Bloomberg
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Electronic Trading – FIT on Bloomberg
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Electronic Trading – FIT on Bloomberg
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
Electronic Trading – FIT on Bloomberg
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
FINRA – Financial Industry Regulatory Authority

 www.finra.org
 Dedicated to investor protection and market 

integrity through effective regulation of broker-
dealers

 A not-for-profit authorized by Congress
 Great resource for market and broker-dealer 

information
 Has authority to fine, suspend, or bar brokers for 

rule infractions
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
FINRA – Financial Industry Regulatory Authority

FINRA Mission

 Writing and enforcing rules governing the 
activities of 3,700 broker-dealers with 
634,000 brokers

 Examining firms for compliance with those rules
 Fostering market transparency
 Educating investors
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
FINRA – www.finra.org, Tools & Calculators, Market Data
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
FINRA – www.finra.org, Tools & Calculators, Market Data
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
FINRA – www.finra.org, Tools & Calculators, Market Data
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ACCESSING AND ADJUSTING PORTFOLIO LIQUIDITY
FINRA – Price Transparency
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