2008-09 EBD #4.1

TO: ALA Executive Board
RE: Cash Analysis Review
ACTION REQUESTED/INFORMATION/REPORT:

The Executive Board is being asked to review and approve a recommendation to
transfer funds from the ALLA Operating account into the ALA “Working Capital”
account.

ACTION REQUESTED BY:

ALA Finance Staff,
G. Calloway ~AED Finance and R. Swedowski - Controller

RECOMMENDATION:

Approval to transfer up to $3.0 million from the ALA Operating Cash account
into the ALA Working Capital account based on a recommendation from Merrill
Lynch.

DRAFT OF MOTION:

The motions related to this topic will come to the Executive Board from the
Finance and Audit Subcommittee.

DATE: June 28, 2008

BACKGROUND:

ALA has been operating in an environment of low and falling interest rates for the
better part of a year as the Federal Reserve has made lowering rates the
cornerstone of its efforts to avoid, soften or limit the impact of a potential
recession. This course of action is impacting ALA’s ability to generate the desired
level of interest income for the current budget vear, as well as, the proposed
budget for FY09.

It has been noted in previous financial reports that ALA maintains a very healthy
cash and short-term investments balance. The April financials currently reflect a
balance of $22.6 million. Taking the above factors into consideration, the finance
staff initiated a review of the Associations’ operating cash' and working capital’
accounts. The purpose, particularly for the operating account, was to determine if
there were any discernable patterns with respect to the timing on the receipt and

" Includes general operating activity, Division accounts related to conference, payroll and ovemnight investments
* Intermediate bond invesiments



disbursement of funds related to the Associations’ day-to-day operating needs, as
well as, what funds may be available for investment purposes.

Exhibit I illustrates the monthly net operating cash that the Association has
realized for each of the last three years. It follows the long held pattern of dipping
during the late summer/early fall as bills related to the Annual Conference are
paid and raises as a significant portion of renewals are just beginning to be
received. The operating cash balance at 4-30-08 totals §9,518,277. Closely
associated with the cash balance is the pattern for net cash collection and cash
spending. Exhibit IT illustrates the net cash receipts compared to cash
disbursements. On a net basis spending closely matches collections.

Exhibit III illustrates the monthly total of invested funds in the working capital
accounts. These funds are invested in three different intermediate bond funds
managed by Neuberger Berman (2) and Blackrock (1) through Merrill Lynch, The
funds in these accounts are invested in varying intermediate term securities and
are the primary source of ALA’s earned interest income. Like Exhibit I this
exhibit also highlights the fact that the balance has been growing and very healthy
over the last three years. The working capital balance at 4-30-08 totals
$13,028,530

The next step in our analysis leads to Exhibit IV centers on the relationship with
the institutions holding these funds, particularly the operating cash, which handles
ALA’s short day-to-day needs. This gets to the heart of the proposed
recommendation. In FYO7ALA initiated over 215,000 financial transactions,
which were handled primarily through the operating cash account. These
transactions include everything from processing payroll, issuing refunds, wire
transfers, accepting credits card payments for conference/book orders etc. This
entails a high level of bank services, which comes with a cost. ALA covers these
costs by maintaining a certain level of funds in the account for use by the banking
institution. This is achieved via a credit received/earned from the bank for their
use of the funds. As long as there is a sufficient level of funds maintained at the
bank ALA does not receive a separate fee for the services it uses. Note that ALA
is currently earning approximately 1.25% on its compensating balances to cover
bank fees. Any excess cash above the required compensating balances is invested
in overnight short-term securities via a sweep account. Over the last three years
ALA has returned about 4.1% on its sweep account activity.

As noted earlier Merrill Lynch oversees the management of ALA’s Working
Capital account via three separate bond funds with varying maturities. Over the
last few years this account has returned approximately 4.7%. This is about 50
basis points or .5% more than our overnight (sweep) investment account returns.
This point has been magnified since the beginning of the calendar year — see
Exhibit V. Additionally, we are also close to the point where it would be more
prudent to incur the bank service fee when comparing the compensating balance
credit ALA earns vs. what it earns in the Working Capital account. Exhibit VI
illustrates the additional income ALA could generate by moving X amount of
funds from the Operating account and into the Working Capital account. Note that
although projecting rates is not an exact science staff feels confident that the
expected spread or differential between the yield in the working capital account
and the earned credit in the Operating will be approximately 110 basis points.




After reviewing all of the available information it is the recommendation of the
ALA finance staff that $1.0 - $3.0 million be transferred from the ALA Operating
accounting and into the ALA Working Capital account. This can be accomplished
by some combination of using excess investable funds and reducing the amount of
sweep account activity. Once the amount has been decided upon Merrill Lynch
will provide a recommendation as to how the funds should be allocated among the
Working Capital accounts.

Attachments
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