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Nations Strategic Cash Bank of America

Date

Capital Class 90-Day CD Rate (365 days)

Oct-01

3.09 2.22

Nov-01

2.76 2.02

Dec-01

2.34 1.78

Jan-02

2.11 1.67

Feb-02

2.03 1.73

Mar-02

1.99 1.83

Apr-02

2.01 1.81

May-02

1.99 1.73

Jun-02

1.99 1.72

Jul-02

1.95 1.70

Aug-02

1.91 1.55

Sep-02

1.91 1.61

 Average:

2.17 1.78

30-Day Yields
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Nations Strategic Cash - Capital

Bank of America 90-Day CD Rate

FOR INSTITUTIONAL USE ONLY

An investment in money market funds is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government 

agency.  Although money market funds seek to preserve the value of your investment at $1.00 per share, it is possible to lose money by investing 

in money market mutual funds. The performance data quoted represents past performance which is no guarantee of future results. Yields will 

fluctuate with changes in market conditions.



The 30-day (7-day) net annualized current yield is based on the average net income per share for the thirty (seven) days ended for the period shown, and the offering price 

on that date. The 7-day effective yield is based on the 7-day yield calculation and then compounded and annualized. The averages are not intended to represent past or 

future performance. Source: IBC Financial Data, an independent mutual fund performance monitor. Nations Funds Distributor: Stephens Inc., which is not affiliated with 

Bank of America, N.A. is not a bank and securities offered by it are not guaranteed by any bank or insured by the FDIC. Stephens Inc., member NYSE - SIPC. Banc of 

America Advisors, LLC., an affiliate of Bank of America, N.A., performs investment advisory and other services for Nations Funds, and receives fees for such services.
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November 13, 2002

Excellency:

I have the honor of addressing you in your capacity as Chair of the Committee on Administrative and Budgetary Affairs, to request that you forward to the other members of the Committee the attached report on the Fund Management Strategy of the Organization of American States.

This report is submitted in response to a request by the Permanent Council in CP/RES.831 (1342/02), “Use of Excess Resources of the Reserve Subfund for Capital Investments and to Meet OAS Mandates,” adopted on November 6, 2002, whereby the member states mandated as follows:

To request the General Secretariat to present to the Committee on Administrative and Budgetary Affairs (“CAAP”) within thirty days of the adoption of this resolution a proposal for an investment policy for the Reserve Subfund, for the Capital Fund for OAS Fellowship, Scholarship, and Training Programs, and for the Capital Building Fund, and to request the CAAP to present the proposal to the Permanent Council for its approval.

Please accept, Your Excellency, the renewed assurances of my highest esteem and consideration.





James R. Harding





Assistant Secretary for Management

His Excellency

Ambassador Peter DeShazo

Chairman of the Committee on Administrative 

    and Budgetary Affairs (CAAP)

Washington, DC

Funds Management Strategy

In CP/RES. 831, Use of Excess Resources of the Reserve Subfund for Capital Investments and to Meet OAS Mandates, approved in November 2002, the member states requested that the General Secretariat present to the Committee on Administrative and Budgetary Affairs (“CAAP”), a proposal for an investment policy for the Reserve Subfund, for the Capital Fund for OAS Fellowship, Scholarship, and Training Programs, and for the Capital Building Fund.

What follows is the General Secretariat’s response to this request, beginning with an overview of past investment policies of the Organization and the political and financial climates that shaped them, followed by the new investment direction after June 2002, and concluding with our recommendations for future investments.

Historic Overview

Because during much of the past decade, the level of arrears remained at a relatively high level, and at the same time quotas were not adjusted to reflect increases in cost of living or inflation, the General Secretariat has been operating on a limited cash-on-hand basis, with little or no cash reserves.  This in turn caused a lack of investment flexibility that forced the General Secretariat to adopt a short-term focus for its cash investments.

Further, before the member states’ recent decision to clearly define their investment policy guidelines, the General Secretariat had to make investment decisions that were sensitive to a diverse set of time demands.  This meant that even given a situation where the Secretariat might have found itself with some reserves to invest, it could not commit to tie up the funds of the Organization in longer term or illiquid investments, should member states require an earlier use of the funds for other priorities.

Given these realities, up until last year, the General Secretariat invested primarily in Certificates of Deposit and/or U.S. Treasuries with short maturities, whose rates were subject to the market rate for that given period of time.  At the maturity date of each of these short-term instruments (90 days), the Bank would contact the OAS for reinvestment instructions, which were typically to either reinvest in a new CD or Bond, or deposit maturing funds into the Organization’s checking account.

Updated Process Implemented by the General Secretariat

During the latter part of 2001, the financial health of the Organization began to improve as a result of a commitment from member states to satisfy their obligations to the Regular Fund in a timely fashion.  This led to greater amounts of cash on hand in the OAS treasury, which in turn allowed the Secretariat to investigate different and more productive investment options.  But because the Secretariat still did not have a clear directive from member states as to their collective investment direction, the Organization remained limited to short-term investment options.  As such, the Secretariat opted to switch from a heavy reliance on the use of CDs and Bonds to using a short term “Strategic Cash Portfolio” of high-grade instruments (SCP).  

The SCP is a short-trem investment portfolio that is managed by the Bank, is 100% liquid, and the Secretariat has the ability to add or withdraw money to it without incurring a penalty by simply contacting the Bank and having funds transferred into/out of the operating account.  However participation in the SCP does require a substantially larger amount, about $25 million, than is needed with a CD or Bond, which is why the Secretariat had not previously been able to use this mechanism.

SCP v. Cds
Other than instant liquidity and no penalties, there are additional advantages to using an SCP over CDs.  The average 30-day yield is typically considerably higher with an SCP than with CDs.
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Taking the period from October 2001 through September 2002 as an example, the interest earnings from the SCP amounted to $759,500.00.  Had the Secretariat chosen to invest in CDs, the same amount would have yielded approximately $623,000.00.  This represents a difference of 21.7%, or in terms of cash, a difference of $135,500.

Additionally, CDs require that OAS staff time be dedicated to the management of its investment, at a cost of roughly $85,000 annually, whereas with an SCP, the Bank manages the portfolio.

Post 2002 General Assembly Investment Direction

During the XXXII Regular Session of the General Assembly in Barbados, the member states, as part of the budget resolution (AG/RES.1909), approved guidelines for the investment of funds from the Regular Fund as follows:

To encourage the Secretary General to revise the investment policy for the Regular Fund in order to maximize interest income in a manner consistent with sound investment practices in the short, medium, and long terms.  As a general guideline, the General Secretariat shall consider investing one-third of the Reserve Subfund in short-term investment instruments (12 months or less), one-third in medium-term investment instruments (1-3 years), and one-third in long-term investment instruments (3-5 years).

Now that the General Secretariat has clear guidelines as to the investment direction desired by member states, a new set of opportunities are at its disposal to maximize the potential of interest earnings.

In designing a mechanism to most effectively invest cash resources, the Secretariat considered three key principals: 1) Preservation of principal; 2) Liquidity; and 3) Maximization of return.

· Preservation of Principal

The General Secretariat compared different alternatives such as managed portfolios, bonds, CDs, and other stock instruments, and in light of the need to preserve capital, an investment instrument’s quality, interest yield, and price were considered.

· Provide Liquidity

Another important aspect for any investment instrument chosen by the Secretariat is its liquidity.  Because our financial condition is dependent almost entirely on the timely payment of quotas, and this has in the past proven to be quite variable, the instrument chosen must be one whose liquidity is consistent with anticipated cash flows.  As such, the terms, marketability, and market for the instruments are aspects taken into consideration by the Secretariat.

· Maximization of Return
The ultimate objective of any investment is to balance maximizing return with minimizing risk.  In this case, because preservation of principal and substantial liquidity are strong objectives of the member states, the Secretariat considered instruments that would maximize return within these parameters.

Investing Long Term v. Short Term

Investing in long-term instruments has the advantage of typically generating greater income than short-term instruments, and the level of income is locked in for the duration of the investment.  The drawbacks to long-term investing is a loss of flexibility with respect to liquidity, in that if the principal is needed prior to the maturity of the instrument, and market rates have increased above the investment rate, the Secretariat must sell at a loss.  Likewise, if market rates increase above the investment rate, the Secretariat forgoes the higher income it may have gained.

Conversely, with short-term investments, the income generated is typically less than that of long term instruments.  However, there is much greater liquidity.  As an example, below is the yield curve for the US Treasury Notes and Bonds for October 18, 2002, which demonstrates time and income trade-offs.



As is evident from this curve, between 3 and 18 months, the percentage of interest earnings generated is relatively low, at about 1.68%.  However, beyond the 2-year mark, there is a significant shift upwards, which continues a sharp incline until the 5-year mark.  Beyond five years, the increases continue, but at a slower pace.  Thus, the yield’s steepest slope, and where the Secretariat would receive the highest marginal returns, is with investments of between 2 and 5 years in duration.

The locations of these shifts in yield, and the yields themselves, are not fixed but adjust to the market.  Nonetheless, the “breakpoints” tend to be around a 2-, 5-, and 10-year investment horizon.

The guidelines provided by member states to invest equally in instruments of less than one year, one to three years, and three to five years takes full advantage of investment durations yielding the highest marginal returns as indicated above.  And diversifying among the different durations also provides an excellent balance of preservation of principal, returns, and liquidity.

OAS-directed investment fund v. Bank-directed portfolio?

Given these guidelines, the next step in designing the future investment policy of the Organization is to first decide whether to establish an OAS-directed investment fund, or whether to opt for a fully Bank-directed portfolio.

There are several advantages to using a Bank-directed investment instrument over an internally designed investment portfolio, such as economies of scale; diversity of assets that translates into less risk to principal; and better access to investment information through large portfolio managers.  And although there is a fee for choosing to have the Bank manage the funds, an OAS-managed fund also carries with it the cost of having personnel devoted to its management, which is estimated at roughly $85,000 annually.

As such, it is the recommendation of the General Secretariat that the Organization opt to implement a Bank-directed investment fund.

Application of Interest Earned: One principal fund or several sub-accounts?

How should the General Secretariat apply the interest earnings from its Investment Portfolios to accounts within the OAS?  Should it do so based on each account’s proportional investment in the total fund, or should each capital or other fund have its own investment account?

Some member states have expressed a preference for being able to easily track the expenditures of each capital fund, and they have thus suggested that each fund be established individually with its own set of accounting reports.  While this option may seem attractive, there is a considerable cost to having an investment portfolio divided into several sub accounts.  Additionally, the Department of Financial Services of the Secretariat for Management is fully capable of providing member states with a separate set of quarterly reports for each fund without the need to split the funds into separately managed sub-accounts.

In terms of cost, the difference between having the Bank manage one large account versus for example five sub accounts is substantial.  A single investment account of $25 million would cost approximately $50,000 annually (20 basis points), yet the same amount divided into 5 sub-accounts of $5 million each would cost about $200,000 annually, resulting in a difference of $150,000 more for the sub-account option than a single managed account.

Recommendations
Based on the above analysis, it is the recommendation of the General Secretariat that we continue with the investment guidelines as outlined by member states during the 2002 General Assembly, to invest about one-third respectively in instruments of less than one year, one to three years, and three to five years.  Further, to continue with a Bank-managed single investment account without sub-accounts while maintaining within the General Secretariat separate interest and principal reporting for each of the capital and other funds created by CP/RES.831
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