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Common Investment Objectives
.

For operating, operating reserves, and bond proceeds:

* Protect principal

e Maximize earnings
e While simultaneously providing safety and liquidity




Common Mistakes
S

Lack of Cash Flow Analysis

Too Much Liquidity

Having Too Low of WAM /Duration
Benchmarking Incorrectly

Thinking One Can Time The Market

Not Amortizing

Lack of Diversification

Not Having the Right Number/Mix of Brokers
Having Too Many Investment Positions

Not Providing Transparent Reporting

) pfm 2 Z2 LN ENANG A




t 1 — Lack of Cash Flow Analysis




Addressing Liquidity
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Cash Flow Analysis is Key

Quick, useful, painless exercise
|dentify cash flow components
Which accounts
Determine degree of predictability
Is the data good, any anomailies
Develop cash flow forecast
Timing ...
=  Of revenues

= Of expenditures, especially big
ones

Net change in balance during time
period

Trajectory: up, down, sideways
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Einstein discovers that
time, actually, is money
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Cash Flow Analysis: Macro Approach
e

|dentify an optimal allocation of funds
Some funds need to remain liquid to meet upcoming liabilities
Some funds can be invested longer-term

= Core balances

Management of short-term funds based on micro-level cash flow analysis

Management of longer-term funds based on market conditions and risk
aversion
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Shaping the Modeling Clay

*  Step 1: pull together our balances and map them out

Cash Flow Analysis = Monthly Balances
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Cash Flow Seasonality Adds a Layer
e

Average MoM Change in Balances Cash Flow Analysis
4,000 # Negative  # Positive
Average MoM  Cash Flow Cash Flow
3,000 Change Months Months
2000 September (2,300,000) 0
. October (3,400,000) 0
; November 900,000 0
2 0 - December 150,000 1 2
-
January (2,000,000 3 0
(1000) | uary ( ) HE
February 2,500,000 1 2
(2,000) - March (1,250,000) 2 1
(3,000) April 2,150,000 1 2
May (3,050,000 3 0
(4,000 Y )
—_ —_ — — > —_ > i3
I % 23 § E:—% ?:‘ § % E % June 3,200,000 0
5 8 § % c % = = 2 July 3,200,000 0
) © o 71w August  (100,000) 2 1
3 Z 0
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Seasonality Provides the High and Low

Cash Flow Seasonality — Average Fund Balances

($ Millions)

75.0
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t 2 — Too Much Liquidity




Cash Flow Analysis Informs Liquidity Management
.

Historical Cash Balances
$500

$400

$300

New Core Portfolio = $250 mm

Millions

$200-
Prior Core Portfolio = $200 mm

$100

$0 I I [ [ [
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Year 1 Year 2




Liquidity Cushion Provides Comfort Level
e

Cash Flow Analysis — Review of Liquidity Cushions
($ Millions)

Targeted Liquidity Minimum Cash At Month-End,
Cushion Historically

15% $11.2
20% $14.9
25% $18.7
30% $22.4
35% $26.2
40% $29.9
45% $33.7
50% $37.4

Current (100%) $41.0
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Not All Needs for Cash Require Daily Liquidity

Months
| 1 1 | | I
LU | | |
o 1 2 3 6 9 12

Daily Liquid
Investments

Short-term Securities

Long-Term Securities
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Portfolio Components
-

Short-Term Porifolio
Provide liquidity for short-term cash needs
Money market funds and short-term investments
« State Pool /LGIP/money market fund

= T-bills, discount notes, CDs, Commercial Paper

Core Porifolio or Reserve
Funds not expected to be spent

Can be invested in longer-term securities




Cost of Too Much Liquidity

Money Market Yield Curves
December 31, 2016

1.40% -
CD/CP Average
1.20%
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Source: California State Treasurer's Office, Bloomberg.
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Cost of Too Much Liquidity

Historic returns (12/31/06 to 12/31/16) That’s 93,975
ML 1-5 Year U.S. Treasury Index 2.77% Starbucks Grande
" -~ Café Mochas!
Difference 1.56%

A portfolio extension can improve returns™ -'-'.r:__,

1.56% (156 basis points) of yield generates $390,000 of
additional income each year on a $25 million portfolio

Source: California State Treasurer's Office, Bloomberg.
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Cost of Too Much Liquidity
-

Risk/Return of Various Investment Strategies
10 Years Ended December 31, 2016

Duration Annualized Cumulative Additional $
Treasury Index (years) Total Value of Growth
y Return $10 Million row
3M T Bill 0.24 0.80% $10,827,685 -
0-1 Treasury 0.50 1.10% $11,162,504 $334,819
1-3 Treasury 1.89 2.11% $12,328,520 $1,500,835
1-5 Treasury 2.71 2.76% $13,138,592 $2,310,907

Source: Bank of America Merrill Lynch Indices, Bloomberg.




£3 - Too Low WAM /Duration




Having Too Low of WAM/Duration

Two Main Portfolio Risks/Decisions:

Interest Rate Risk Credit Risk

]
BOND i INTEREST
PRICES , RATES .
f i
1
i
INTEREST @ i @ BOND
RATES i PRICES
1
]
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Portfolio Structure: Rule of Thumb
e

Primary Liquidity: 0-3 Months 10%-15%
Secondary Liquidity: 3-12 Months 10%-15%
Core Investments: 1-5 Years 70%-80%
Total Portfolio 100%

Please refer to the accompanying Important Disclosures.

) pfm 17 Z2 LA




Yield History — Optimal WAM/Duration

Month-End Treasury Yields
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WAM: Sweet Spot Analysis

WAM 0.5 1.0y 1.5Y 2.0y 2.5Y
Treasury 1y 2y 3y a4y sy Yearly Return Comparison
1990 7.88 837 836 825 812 8.5
1991 5.86 7.32 7.87 807 813
1992 389 563 679 7.42 7.78 8.0
1993 343 4.41 552 649  7.12 75
1994 531 4.99 534 603 6.75
1995 595 6.05 566 584 6.36 7.0
1996 551 6.00 6.17 592  6.12
1997 563 591 6.12 6.26  6.12 6.5 N
1998 505 5.56 574 593  6.12 6.0 I ; 1
1999 5 0 5 22 5 o7 c 73 eYa) I~ I
2000 6.11 5.83 561 575 585 5.5 ‘ ' \
2001 3.48 503 526 529 552 / )
2002 200 323 446 487 504 5.0 FATREN
2003 124 2.15  3.10 4.12  4.60 e Y 4 1
2004 1.89 2.02 2.66 3.35 4.18 g I [
2005 362 312 294 327 376 o 4.0 .\
2006 493 433 3.82 360 3.80 o - /
2007 4.52 4.59 4.34 4.06 3.92 3.5 ' -’
2008 1.82  3.18 3.78 3.91  3.89 -
2009 0.47 1.48 2.67 3.37 3.64 3.0 /
2010 032 0.83 159 256  3.22 25
2011 0.18 0.58 1.09 174 2.57
2012 0.17 036 075 1.26 1.84 2.0
2013 0.13 029 056 1.02 1.51 —— 25
2014 0.12 039 061 096  1.40 15 ——2.0Y
2015 032 057 0.82 0.99  1.33 1.0 ey
2016 0.87 076 098 1.14  1.29
AvgYield 3.18 3.64 401 434 4.66 0.5 =& —1.0Y
3MTsy Avg 290 290 290 2.90 2.90 ——0.5Y
Excess Return 0.28  0.74 1.11 1.44 1.76 0.0 T T T T T T T T T T T T T T T T T T T T T T
QO = oM g W M0 =N g W M08 0 - N g W
WAM 0.50 1.00 150 2.00 2.50 - - R - - - EEEEEEREEEERE
Mod Sharp  0.555 0.739 0.738 0.720 0.705 dHAAAdAdAAAddadNAaNdaAAdAS A
Source: Bloomberg, FTN Main Street.
fm E FTN FINANCIAL.
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WAM: Sweet Spot Analysis
e

Benchmark Treasury Modified Sharp Ratio Analysis
1/31/1990t0 12/31/2016

Modified Sharp| % Return of 30Yr /
Maturity Avg Yield |Avg Duration Ratio % 30Yr Risk
3 Mon T-Bill 2.90 0.24 55% | 2%
6 Mon T-Bill 3.03 0.48 0.284 58% / 3%
1 Yr T-Bill 3.17 0.97 0.280 60% [/ 6%
eet Spo 2 Yr T-Note 3.50 1.90 0.315 67% | 12%
3 Yr T-Note 3.73 2.85 0.292 71% [ 19%
5 Yr T-Note 4.16 4.45 0.283 79% | 29%
10 Yr T-Note 4.74 7.96 0.231 90% /| 52%
30 Yr T-Bond 5.25 15.35 0.154 100% / 100%

(Avg Yield — Risk Free Yield) / Avg Duration = MSR

(3.502y — 2.903m) / 1.902y =.315

Source: Bloomberg, FTN Main Street.




t4 - Benchmarking Incorrectly




Why Do We Benchmark Performance
.

Safety: Safety of principal is the foremost objective of the investment program. Investments shall be undertaken in a manner
that seeks to ensure the preservation of capital in the overall portfolio. The objective will be to mitigate credit risk and
interest rate risk.

Liquidity: The investment portfolio shall remain sufficiently liquid to meet all operating requirements that may be reasonably
anticipated. This is accomplished by structuring the portfolio so that securities mature concurrent with cash needs to meet
anticipated demands (static liquidity). Furthermore, since all possible cash demands cannot be anticipated, the portfolio
should consist largely of securities with active secondary or resale markets (dynamic liquidity). A portion of the portfolio
may be placed in money market mutual funds or local government investment pools, which offer sameday liquidity for
short-term funds.

*Yield: The investment portfolio shall be designed with the objective of attaining a market rate of return throughout
budgetary and economic cycles, taking into account the investment risk constraints and liquidity needs. Return on
investment is of secondary importance compared to the safety and liquidity objectives described above. The core of
investments are limited to relatively low risk securities in anticipation of earning a fair return, relative to the risk
being assumed. Securities shall generally be held until maturity, with the following exceptions:

* A security with declining credit may be sold early to minimize loss of principal.
* Liquidity needs of the portfolio require that the security be sold.
* Liquidity a security swap would improve the quality, yield, or target duration in the portfolio.

Source: GFOA Website.
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Primary Benchmarking Factors to Consider
e

A benchmark is a collection of securities or risk factors and associated weights that
represents the persistent and prominent investment characteristics of a manager’s
investment process. A benchmark should be:

» Unambiguous: The identities and weights of securities constituting the benchmark are clearly defined.

* Investable: It is possible to forgo active management and simply hold the benchmark.

* Measurable: The benchmark’s return is readily calculable on a reasonably frequent basis.

* Appropriate: The benchmark is consistent with the manager’s investment style and sectors.

* Specified in Advance: The benchmark is specified prior to the start of an evaluation period and known
to all interested parties.

“The failure of a benchmark to possess these properties compromises its utility as

an effective investment management tool. The properties listed merely formalize
intuitive notions of what constitutes a fair and relevant performance comparison. It
is interesting to observe that a number of commonly used benchmarks fail to satisfy
these properties.” CFA Institute




Relevant General Characteristics
S

To Be Relevant, Benchmarks Should Reflect
the General Characteristics of a Portfolio’s:

e Sector Allocations
* Duration/Maturity
e Turnover

@ pfm 23 E EE@T&J&&%&IAL
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Three Types of Benchmarking

Keeping Score of Your Portfolio

BONUS

FOULS PLAYER FOULS

SCORE MATCH SCORE

*Yield Return
e Book Rate of Return
* Total Rate of Return
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Yield Return-Calculation Assumptions

Portfolio’s Average Weighted Book Yield and Holding Period*

Par Holding Weighted
Maturity in  Weighted % of Weighted Purchase Period in Holding Period
Security Maturity Years Maturity Par Value Porifolio Book Yield Yield Date Years In Years
MMF 3/1/16 0.0 0.00 40,000,000 30.8% 0.25% 0.08% 3/1/16 0.00 0.00
Agency 9/30/16 0.6 0.04 10,000,000 7.7% 0.40% 0.03% 9/30/15 0.42 0.03
Treasury 3/31/17 1.1 0.08 10,000,000 7.7% 0.50% 0.04% 6/30/15 0.67 0.05
Agency 9/30/17 1.6 0.12 10,000,000 7.7% 0.70% 0.05% 12/31/14 1.17 0.09
Treasury 3/31/18 2.1 0.16 10,000,000 7.7% 0.80% 0.06% 3/31/14 1.92 0.15
Agency 9/30/18 2.6 0.20 10,000,000 7.7% 0.95% 0.07% 9/30/13 2.42 0.19
Treasury 3/31/19 3.1 0.24 10,000,000 7.7% 1.10% 0.08% 12/31/13 2.17 0.17
Agency 9/30/19 3.6 0.28 10,000,000 7.7% 1.25% 0.10% 12/31/12 3.17 0.24
Treasury 3/31/20 4.1 0.31 10,000,000 7.7%|  1.35% 0.10% | 3/31/14 1.92 0.15
Agency 9/30/20 4.6 035 10,000,000 7.7%|  1.50% 0.12% | 12/31/14 1.17
Total/Average " 179 ) 130,000,000 100.0% 0.73% ¢ 16

Sector Allocations:
MMF 30.8%

Weighted Average Maturity:

Agency 38.5% 1.79 Years
Treasury 30.7%
fote 100.0% Weighted Holding Period:

1.16 Years
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Yield Return-Pros and Cons
e

Pros:

* Ease of Calculation
* Ease of Understanding (presenting to governing boards)
* Helpful for Budgeting Interest Income

Cons:

* Does Not Account for Realized Capital Gains or Losses
* Does Not Accurately Account for Accrued Interest

* Subject to Yield To Maturity Assumptions

* May not Account for All Risks




Book Rate of Return-Calculation Assumptions
I

+  Accrued/Received Interest
Book Return= +/- Amortization/Accretion of Premiums/Discounts
+ /- Realized Gains/Losses

Average Daily Book Balance for the Period

Amortization: The accumulation of value until maturity
(premiums)

Accretion: The accumulation of value until maturity
(discounts)

Realized Gains/Losses: Liquidation Principal minus Book
Value Principal

) pfm 27 Z2 LA



Book Rate of Return-Pros and Cons
e

Pros:
* Matches Budgeting Process
* Closely Matches Actual Cash Flows

Cons:

e Subject to Manipulation of Realized Gains/Losses

* May Not Reflect Portfolio’s Market Volatility Changes
* Calculation is More Complex

E ET FINANCIAL.
- A Sub

AIN STREET ADVISORS
bsidiary of First Tennessee Bank National Association
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Total Rate of Return -- GIPS Methodology
e

+  Accrued/Received Interest

Total Return= +/- Realized Gains/Losses
+/- Unrealized Gains/Losses

Time Weighted Invested Market Value for the Period

N .
?,'/?\% CFA Institute

GLOBAL
INVESTMENT
PERFORMANCE
STANDARDS
HANDBOOK

EEEEEEEEEE
2012

4 g Yt
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Total Rate of Return Complexities
-

Bond Index Almanac Bond Indices

Bond Indices | Global
28 January 2013

Calculation methodologies Ela;r:riﬁffymng;:ca

Total return calculations

Calculating index values
The daily closing Index value is a function of the prior month-end index value and
the current menth-to-date return:

Periodic returns between any two dates can be derived from the beginning and
end of period index values. Since index values represent closing levels, period
returns will include market movement on the end of period date but exclude
market movement on the beginning of period date. Therefore, to capture returns

IV, = IVy < (1+TRR,) for the month of June, divide the June 30 Index value by the May 31 Index value:
where: =1 4
)
1V, = closing index value on day n
_ . . where:
IVp = closing index value on prior month-end
TRRn = month-to-date index total return on day n TRR = periodic total return

The month-to-date return of an index (TRR,) is equal to the sum of the individual [Vn = closing index value on the end of period date

constituent returns times their respective beginning of month weights: IVp = closing index value on the beginning of period date

k Annualized returns are derived from period total returns:
TRR, = Z B.IRR, ~ B;Wgt,
P AnnTRR, =(1+TRR,)6%4 —1
where: where:
TRRn = Index month-to-date total return on day n AnnTRR, = annualized total return for period n
BiTRR, = month-to-date total return on day n of bond i TRR, = periodic total return for period n
BiWgto = beginning of month weight of bond 7 d = number of actual days in period n

1@ pfm 30 z FTN FlNﬁlﬁSlAL



Total Return Index Parameters/Rules
o

Bank of America/Merrill Lynch 1-3 Year Treasury and Agency Index
(Ticker: G1AO -- Fixed Coupon)

eIssue Size: $250 Million and Up (Agency), $1 Billion and Up (Treasury)
* Monthly Rebalanced

*Index “Buys” all Treasuries and Agency (non-subordinated) Fixed Rate
Securities Between 1-3 Yrs

*Index “Sells” all Treasury and Agency Fixed Rate Securities Less Than 1 Yr

*“Buys” Newly Added Securities at the Bid

Source: Bloomberg, BAML.




BAML 1-3 Year Treasury & Agency Index
- OO

G1A0 99 Download BofAML Bond Indices: Index Characteristics
The BofA Merrill Lynch 1-3 Year US Treasury & Agency Index Inception Date (9/30/1982
12/31/2016 currency  USD. | calaulation Conventional [l

12/31 Re cing Dec Market Change

Returns
Total Refurn Value
Valuations (Scale MM)

# of Issues 370 383 -13 383 0
Face Value 3,237,675 3,272,932 -35,256 3,272,932 0
Accrued Interest 12,719 12,749 -30 11,388 1,361
Cash 0 3,340 -3,340 0 3,340
Full Market Value 3,281,284 3,320,694 -39,410 3,319,613 1,082

% of GOAD

Effective Yield 1.19 1.17 0.02 1.14 0.03
Yield to Worst 1.19 1.17 0.02 1.14 0.03
Yield to Maturity 1.19 117 0.02 1.14 0.03
Spread (in Semi-Annual Terms)

33.94 34,13 -0.19 34,08 0.05
Yield

To Worst (vs Govt) 1 0 1 0

0AS (vs Govt) 2 2 0 1 1

Libor DAS -25 -25 0 -17 -8

Asset Swap -24 -24 0 -17 -7
Duration

Effective Duration 1.89 1.82 0.07 1.90 -0.08

spread Duranon 1.88 1.61 0.07 1.90 -0.08 &

Source: Bloomberg

{J pfm 3 %5 ETI FINANCIAL
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BAML 1-3 Year Treasury & Agency Index

99 Download BofAML Bond Indi{IES' Index Charts/Tables
[lTF' Range 01!1 /2016 - 12/31/2016 FIHl{IJHHIj Daily

Annl. SiDev
l 0

9 1.90 1.77 0.03 0.47

(Enter In-::Iex:-
Attribute Effective Duration
MTD M QTD 10 5Y 107 Max

51 Data Chart 53 Spread 53 Correlation 54 Data Table

T ke Al tat Z
I G1A0 Effective Duration Last 1.8876 rac mnatate com

Month-Start ———>

Duration

AN

Month-End

\

s
Low: 1.7692

Jun

Source: Bloomber
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3 Yr T-Note Yield
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Book Return vs. Total Return

BAML 2 Yr T-Note Index

Book Return vs Total Return
12

Percent
P F=3 [=1]

Book Return
12Mon Avg )Yid
i { E ) A

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

o T T T T

Source: Bloomberg, FTN Main Street.

L pfm 35 72 FTN FINANCIAL

A Subsidiary of First Tewnessee Bank National As




Total Rate of Return-Pros and Cons
e

Pros:

* Provides a GASB 31 Type of Risk Assessment
» Reflects Portfolio’s Market Volatility Changes
* Provides a standardized approach of returns (GIPS)

Cons:

* May not match investment objective

* May not match interest income budget objectives
* Calculation is more complex

) pfm 36 Z2 LA



Benchmarking

G @ Government Finance Officers Associ

GFOA Best Practice

Using Benchmarks to Assess Portfolio Risk and Return

Background. Measuring portfolio risk and return results against appropriate market
benchmarks! 1s a techmique to verify that all the investment objectives are being met and that

portfolio investment returns are appropriate for the risk incurred. Comparing total return to

a proper benchmark or index 1s the preferred means for assessing performance relative to

risk and investment objectives.

Investment yield alone 1s not sufficient for assessing risk and performance. Investment yield

measures the percentage increase or decrease that a portfolio generates during a given period
and is useful for budgeting purposes but owverall, is unreliable for decision making and

assessing the risk and return characteristics of the portfolio.

A Subsidiary of First Tewnessee Bank National As

L pfm - 72 FTN FINANCIAL



Total Return Implications

“Total rate of return measures the

INVESTMENT SERIES

increase in the investor’s wealth due to

both investment income (for example, MANAGING
dividends and interest) and capital gains INVESTMENT
(both realized and unrealized). The total PORTFOLIOS

rate of return implies that a dollar of A DYNAMIC PROCESS

wealth is equally meaningful to the
investor whether that wealth is
generated by the secure income from a
90-day Treasury bill or by the
unrealized appreciation in the price of a

’ ’ P & L
s ha re Of co m m o n stOCko (emphasis added) John L. Maginn, CFA/Don le. CFA/ Jerald E. Pinto, CFA /Dennis W. MclLeavey, CFA

Foreword by PETER L. BERNSTEIN

Does your benchmarking methodology represent “the persistent and prominent

investment characteristics” of your investment process and your investment objectives?

1@ pfm 38 z ETN%ITEER}';‘%QIAL

Source: (2010-03-18). Managing Investment Portfolios: A Dynamic Process (CFA
Institute Investment Series) (Kindle Locations 18222-18225). Wiley. Kindle Edition.



# 5 — Thinking One Can Time the
Market




Market Reflects Investor Sentiment

* Don’t try to “guess” where rates are going

* The yield curve reflects the market’s collective thinking.

When investors believe rates are
moving higher, they require higher
interest rates to entice them to buy
longer-term securities and the yield
curve steepens.

When investors believe rates are
moving lower, they are willing to e —

1_ Io h‘l'l I 1_ . d kaMmmwmm
accept a sli ower rate in order ,

to “I 3 K in” 9 ) ); en. This causes the “Things went from bad to worse, but we're
C,’ ockin—d .e urn. This cau hopeful now that things are going
yield curve to invert.

badly again.”
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Timing the Market

3-Year U.S. Treasury Note vs. LAIF
7% December 2004 — December 2016

6%
5%
4%

3%

2%
LAIF

]0/0 \-\\'\

__——

0%
0
Dec-04 Dec-05 Dec-06 Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13
Source: California State Treasurer’s Office, Bloomberg.

Dec-14 Dec-15 Dec-16
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When Does a Security Get Called?
e

The issuer will always act in their own best interest — which will be to the

investor’s detriment.

Possible Outcome Why? Impact on Investor
Agency gets Rates are Investor is forced to reinvest at
called lower lower yields
Investor
Investor retains ownership, but ~ loses either
Agency does not Rates are . )
. in a market environment way
get called higher ]
where rates are higher




Short-Term Gains vs. Long-term Costs

3-Year Federal Agency
April 2001 — April 2011

6%
o &
o NG & 9
\a MATURES X =\ Ne o MATURES
5% T 1 ' v \/ ‘ ('V k\,\?'
1 i * T 1
! g I : [ 1
Q& ] " . ] 1
4% - y WA, ' : : ! I
0 *ﬂ I : : : ]
M . H 1
S : : Fn
3% T [ 5 ; X < :
% ‘ “.u. : : : \3,({
7 £ ol | &
s AM <
204 - MATURES VAR S
MATURES *‘ =% o |
I
I
1% - Purchase of 3-year security Purchase of 3-year callable, 6-month call protection S
ZE Average Yield: 3.80% 7_//3 Average Yield: 3.28%
0% .

AprO1 Apr02 Apr03 Apr04 Apr0O5 Apr06 AprO7 Apr08 Apr09 Aprl0 Aprll

Source: Bloomberg
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Probability of Future Fed Rate Hikes
I

Probability of At Least Number of Rate Hikes
One Rate Hike Expected through December 2017
40%
Meeting 12/30/16
35% 33%
2/1/17 12.4%
30%
3/15/17 | 31.3% 25%
25% 0
5/3/17 42.0% 227
20%
6/14/17 70.8%
15%
7/27/17 | 74.5% 1%
10%
9/20/17 85.2% 6%
5% 3%
11/1/17 87.7% ] 0%
0% e
12/13/17 | 94.0% 0 | 2 3 4 5 6




Hindsight is 20/20
S

Is the market
45 - 45

always correct? Historical Mapping of Fed Funds Futures

4.0 4\ - 4.0

Buy with a goal

3.5 1 - 3.9

of holding to

3.0 1 - 3.0
maturity
2.5 - 2.5
/2.0- L 2.0
1.5 - - 1.5
1.0 - - 1.0
0.5 - - 0:5
0.0 ] ] 1 | || | ] I ] 0.0
Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17
Source: FRB, Bloomberg Finance LP. DB Global Markets Research
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The Importance of Amortizing

United States v ) Actions -~

13:11 * Market Closed *
§ Actives ) Bills 7) TIPS 9 Strips

) Settings - Fixed Income Trading
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313 N0
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The Importance of Amortizing

T 13, 12/31/20 GAEHEgi]ex]g2 96) Actions ~  97) Edit~
8 - = v Mov Avgs /

1D 30 1M 6M YTD 1Y 5Y Max |Daily ¥ = ++ ~ Table <<

Track Annotate Mews
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Key Events H
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Source: Bloomber
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The Importance of Amortizing
e

Interest Payments

Maturity Price Coupon Yrl Yr2 Yr3 Yr4 Yr5 Total
5Yr $100 3% $3 $3 $3 $3 $3 $15
5Yr (Old

7yr) $110 5% $5 $5 $5 $5 $5 $25
(Amortization) -$2 -$2 -$2 -$2 -$2 -$10
(Net Earnings) $3 $3 $3 $3 $3 $15

End of Year Amortized Value

YrO Yrl Yr2 Yr3 Yr4 Yr5
5Yr (Old
7yr) $110 $108 $106 $104 $102 $100
5Yr $100 $100 $100 $100 $100 $100
5Yr (Old 7yr-
Unamortized) $110 $110 $110 $110 $110 $100
End of Year Amortized Value
$112 - ==fe="5% Coupon Unamortized === 5% Coupon @ $110 =fl=3% Coupon @ $100
$110 - A A A
o $108 -
=]
= $106 -
> $104 -
$102 -
$100 -
$98 T T T T T 1

Yr0 Yrl Yr2 Yr3 Yr4 Yr5




#7 - Lack of Diversification




Benefits of Diversification

Index / Ending Duration

U.S. Treasury / 2.65 Yegrs

Bullet Agencies / 2.28 Ye&s

Corp AAA/ 2.85 Years
Corp AA/ 2.62 Years
Corp A/ 2.65 Years
Corp BBB / 2.73 Years
MBS 0-5/3.36 Years

Municipals/ 2.36 Years

Source: BofA Merrill Lynch 1-5 Year Bond Indices.

{J pfm w %5 ETI FINANCIAL
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Changing Fixed-Income Debt Market
e

U.S. Bond Market Debt Outstanding

2006 - 2016
$9,000 -

$8,000 - — B
$7,000 - ]
$6,000 -

? $5,000 -
2 $4,000 -
0 $3,000 -
$2,000 -
$1,000 -
$0
S F & NN NV KD N> N P

N A M M



http://www.sifma.org/research/statistics.aspx

Changes to Corporate Ratings Landscape

Composition of Bank of America Merrill Lynch
1-5 Year Corporate Index By Face Value

100% 28% 32% 40%
m BBB
75%
A
0,
50% 38%
50% 44%
AA
25%
28%
16% 15%
0% 6% 2% 1% AAA
2007 2011 2016

Source: BofA Merrill Lynch Indices composite ratings. Data as of 12/31/16.
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Corporate Notes in Fixed-Income Space

100%

80%

60%

40%

20%

0%

14%

12%

10%

8%
6%

4 4%
2%

BofA Merrill Lynch US

Issuers 1-5 Year AAA-A US 0

0%
Corporate & Government
Index

Corporates

Source: Bloomberg, BofA Merrill Lynch indices. As of 12/31/16.

7%
6%
5%
4%
3%
2%
1%
0%

= %

6%
5%
4%
3%
2%
1%

O Insurance
B Financial Services

B Banking

O Telecommunications

O Services

'~ OReal Estate

O Transportation

O Healthcare

OEnergy

B Technology & Electronics
B Retail

B Media

® Basic Industry

@ Consumer Goods

B Automotive

B Capital Goods

11@ pfm
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Example Portfolio - Post-Financial Crisis

Example Local Government Portfolio

) 2%
Commercial Paper
14%
g2 ABS
75% -
Negotiable CD
0
28% Corporate Note
50% -
2% 4%, Municipal
14% m Agency CMO
25% -
B Federal Agency
24%
m U.S. Treasury
0% - .
12/31/06 12/31/16

Note: This graphic is for illustrative purposes only. It is not a and is not intended to provide specific advice or a specific recommendation.




Credit Risk
e

S&P Moody’s Explanation of Rating

AAA Aaa High quality. Smallest degree of investment risk
AA Aa High quality. Differs only slightly from highest-rated issues.

A A _ _ _ Adequate capacty to pay interest and repay principal. _ _ _ _ _ _
BBB Baa More susceptible to adverse effects of changes in economic conditions.l
BB Ba Has speculative elements; future not considered to be well-assured.

B B Generally lack characteristics of desirable investment.
CCC Caa Poor standing. Vulnerability to default.

C C Extremely poor prospects.

D D In default

) pfm 53 Z2 LA



Don’t Expect Others to Do Your Homework
I
",t:L‘L D ot inos

STANDARD N
&POOR’S —
Moody’s Investors
Service
Credit Rating of Lehman Brothers Before Announcing Bankruptcy
Date S&P Moody’s Fitch
7/17/08 A A2 A+
9/9/08 A A+*-
9/10/08 A2*
9/12/08 A*
9/15/08 SD B3 D

* Watch List
*. Negative Watch List
E FTN FINANCIAL.
4 MAIN STREET ADVISORS

1@ pfm
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http://www2.standardandpoors.com/portal/site/sp/en/us/page.siteselection/home.jsp
http://www2.standardandpoors.com/portal/site/sp/en/us/page.siteselection/home.jsp

Pop Quiz!

Which of the current issuers hold AAA long-term ratings by S&P?

3M Oldm
an saChs NQSer
Ne), Olg Bank of America
\
?e?s Exxon
obil
As of January 6, 2017 "30n
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#8 — Not Having the Right
Number/Mix of Brokers




Be Wary of Free Advice

-

N

“I've got an October 2018 FNMA for
you. It has a Yield-to-Maturity of 4.24%

and a Yield-to-Call of 2.40%. This will
go fast.”

~

1@ pfm 56
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Broker / Dealers
e

Brokers ‘ Dealers

* Buys securities from a seller, sells * Takes a position in the market
securities to a buyers
* Owns securities
* Owns no securities
* Buys for and sells from “house”

* The difference between the buy inventory
price and the sell price is the
broker’s pay; can also earn a * The difference between the buy
commission price and the sell price is the

broker’s pay; can also earn a
commission

* Trades from own account to
produce income

) pfm 57 Z2 LN ENANG A



Competitive Shopping
e

Actual Trade Details:

= Action: Sell " Maturity: 12/09/16

= Security: FHLB Notes =  PAR: $26,710,000

u Coupon 3.5%

o | v | piee | pincool

2.561% 105.491 $28,176,646
WFS 2.580% 105.376 28,146,014
cs 2.587% 105.334 28,134,752
MS 2.591% 105.310 28,128,319
JPM 2.616% 105.160 28,088,150
cs 2.617% 105.154 28,086,545  Benefit Over Minimum Bid:
DB 2.627% 105.095 28,070,817 $194,227
BAML 2.627% 105.094 28,070,496
JEFF 2.647% 104.974 28,038,432
HSBC 2.667% 104.854 28,006,409
UBS 2.677% 104.794 27,990,413
GS 2.682% 104.764 27,982,419
Please refer to the accompanying Important Disclosures.
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Need For Broad Market Access

e e Ranking
Broker | Treasuries Agencies CP/CDs Corporates MBS Municipals 0=No inventory/do not trade

1=Low inventory/availability

2=Medium inventory/availability

| (N |O|(_]|W[N (|-

==
S

SY3ITVIA ALVINIEC
& S

==
(RN

i
o

=
~

=
[oe]

19
20
21
22
23
24
25
26
27
28
29

30 I

Note: This graphic is for illustrative purposes only. It may not reflect the actual inventory levels or bidding activity of broker/dealers.

*Hd31V3IA/43IN0E9 TVNOID3IY

A Subsidiary of First Tennessee Bank National Assaciation
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AT&T
1.70
6/1/2017

Broker A
1.244%*

Broker B Sachs
1.284%

Broker C (Pass)

Broker D
(Pass)

Broker E (Pass)

Caterpillar

Berkshire
Hathaway

Broker C
0.691%

New York

St. Urb Dev

0.58

Broker B Sachs
0.49%*

Broker A
0.62%

Broker D
0.66%

Broker C
(Not solicited)

Broker E
(Not solicited)

FNMA
1.25

Broker A
0.634%

Broker D
0.634%

Broker B Sachs
0.636%

Broker C (Pass)

Broker E (Pass)

Robust Broker/Dealer List Adds Value

Barclays
2.25

Broker A
1.142%

Broker C (Pass)

Broker B Sachs
(Pass)

Broker D
(Pass)

Broker E
(Pass)

4 total bids 8 total bids 7 total bids 8 total bids 12 total bids 6 total bids
*  Winning bidder.
* Sample trade from 2014



Evolving Dynamics of Market Interactions

n Bloomberg ’)
‘ h *Tradeweb C
A Market
Manual Electronic Automation

Processes Systems

Natianal Association



tQ - Having Too Many Investment
Positions




Having Too Many Investment Positions
s

Diversification is great...but

What do you have to do for each investment:
* Analyze lt

e Check Compliance for It

* Buylt

 Deliver It

* Price lt

* Reconcile It

* Post Interest for It

e Mature, Call, Sell It

e Reportlt

) pfm 62 Z2 LN ENANE A



10 - Not Providing Transparent
Reporting




Providing Transparent Reporting

"When performance is measured, performance improves. When performance is
measured and reported, the rate of improvement accelerates.” Thomas S. Monson

E FTN FINANCIAL.

MAIN STREET ADVISORS
A Subsidiary of First Tenmessee Bank National Association




Required Reporting
e

California Code 53607: The authority of the legislative body to invest or to
reinvest funds of a local agency, or to sell or exchange securities so purchased,
may be delegated for a one-year period by the legislative body to the
treasurer of the local agency, who shall thereafter assume full responsibility for
those transactions until the delegation of authority is revoked or expires, and
shall make a monthly report of those transactions to the legislative body.
Subject to review, the legislative body may renew the delegation of authority
pursuant to this section each year.

Sample Excel Transaction Report

Trade Dt | SetDt | Side Security Cusip Issuer Price Quantity Coupon Principal AccInt YTM
3/8/13 | 3/14/13 | Buy [FNMA03/403/14/17 3135GOVM2 FNMA 99.87500000{  25,000,000.00 | 0.750[  24,968,750.00 0.00 0.778
3/14/13 | 3/14/13 | Sell |CSCO 1.62503/14/14 17275RAJ1 Cisco 101.23800000]  (20,000,000.00)| 1.625| (20,247,600.00) 0.00 1.374
3/19/13 | 3/26/13 | Buy |MDT13/804/01/18 585055BA3 Metronic 99.85000000 5,000,000.00 | 1.375 4,992,500.00 0.00 1.421
3/20/13 | 3/26/13 | Buy |SYK1.304/01/18 863667AD3 Stryker 99.56500000  20,000,000.00 | 1.300f 19,913,000.00 722.22 1.357
3/20/13 | 3/21/13 | Sell |T204/30/16 912828QF0 | USTreasury | 104.91796875| (20,000,000.00)| 2.000f (20,983,593.75)| 155,801.10 0.385
3/28/13 | 4/1/13 | Sell |T13/403/31/14 912828KJ8 | USTreasury | 10157031250 (60,000,000.00)( 1.750| (60,942,187.50)| 2,868.85 0.194
3/28/13 | 4/1/13 | Buy |FNMAO01/209/28/15 3135GONV1 FNMA 100.34780000  20,000,000.00 | 0.500f 20,069,560.00 833.33 0.331
3/28/13 | 4/1/13 | Buy |T21/401/31/15 912828MH0 [ USTreasury | 103.69921876]  25,000,000.00 | 2.250|  25,924,804.69 | 93,232.04 0.241

Please refer to the accompanying Important Disclosures.
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Optional Reporting...Best Practices
.

53646 (b) (1): The treasurer or chief fiscal officer may render a quarterly report
to the chief executive officer, the internal auditor, and the legislative body of the

local agency.

If you do provide a quarterly report (which you should!), it must:

Be Submitted within 30 days After the Quarter End

Include: Investment Type, Issuer, Maturity Date, Par Amount, Dollar
Amount Invested, Description of Funds Managed by an Outside Party
(including Securities Lending), the Market Value and Source for Any
Security Managed by an Outside Party that is Not a Local Agency or
in LAIF

State that the Portfolio is in Compliance with the Policy or Manner in
which it is Out of Compliance

State the Ability of the Entity to meet its Expenditure Requirements
for the Next 6 Months or Explain Why it Cannot

E FTN FINANCIAL.

& MAIN STREET ADVISORS
A Subsidiary of First Tennessee Bank National Association
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Sample Report
e

Inv. Par  Maturity Market Dollar Price
Type Issuer Value Date Value AmtInv  Source
Investment Maturity Market Market
cusIp Investment # Fund Issuer Class Par Vaue YTM Date Price Date Market Value Book Value Pricing Source

Time Certificates of Deposit

SY5G 130151 6130151 1000 Bank of theVest Fait 100,000.00 0120 032003 100000 0X282013 100,000.00 100,000.00 Bank of the West
55130531 6130531 1000 Heritage Bank Fait 100,000.00 0400 02222004 100000 02282013 100,000.00 100,000.00 Heritage Bank
Subtotal 200,000.00 0.260 200,000.00 200,000.00

Negotiable Certificates of Deposit

73009NKZS 6130494 1000 Rayal Bank of Canada Fait 25,000,000.00 0100 OSOUZM3 100008 02282013 24,998, 250,00 25,000,000.00 IDC

01129 6130422 1000 Toronta Darrinion Bank Amort 20,000,000.00 0200 05102013 100004  0X282013 20,000,200.00 20,000, 000.00 IDC

89112V RNS 6130438 1000 Toranto Darrinion Bank Fait 10,000,000.00 0170 03182013 100000 02282013 10,000,000.00 10,000, 000,00 IDC
Subtotal 55,000,000.00 0149 55,000,050.00 55,000,000.00

Commetrcial Paper Disc. -Amortizing

06416JG14 G130536 1000 Bank of Mova Scotia Fair 10,000,000.00 0.09a 030172013 100000 0Z282013 10,000,000.00 10,000,000.00 1DC
06416014 5130544 1000 Bank of Mova Scotia Fair 20,000,000.00 007 030172012 100000  0228/2013 20,000,000.00 20,000,000.00 IDC
19121 ARM3 G130508 1000 Coca Cola Co Fair 20,000,000.00 0100 04222013 99973 02282013 19,994,600.00 19,947, 111.11 1DC
19416EQCY G130533 1000 COLGATE-RPALMOLYVE CO Fair 10,000,000.00 0.0sn 03122013 98995 02282013 9,999,500.00 9,909, 75556 IDC
3EAE0LGTE G130526 1000 G eneral Electric Co Fair 10,000,000.00 0100 030172013 100000 0282013 10,000,000.00 10,000, 000.00 IDC
3695aH042 G130545 1000 General Electtic Cap Corp Fair 25,000,000.00 0.0s0 03042013 99899 0228203 24,999,750.00 24,999, 89583 1DC
43851 TaU3 G130533 1000 HOMEYWELL INTERMATIONAL Fair 20,000,000.00 0100 0328203 99838 0228203 19,997,600.00 189,948, 500.00 1DC
Subtotal 115,000,000.00 nng3 114,991,450.00 114,995,262.50

U.S. Agency Coupon Securities

33380RI8 G130384 1000 Federal Home Loan Bank Fair 12,080,000.00 0130 03182012 100.000 O22er2013 13,080,000.00 13,080,118.28 IDC
MIATIRKL G130411 1000 Federal Home Loan Bank Fair 20,000,000.00 01m 0F2W2m3 100061 O228r2013 20,012,200.00 20,012,870.79 1DC
MIATIRKL G130416 1000 Federal Home Loan Bank Fair 5,000,000.00 0o7e 027203 100061 O228r2013 5,003,050.00 5,003,32558 IDC
AT IRR2 3130421 1000 Federal Home Loan Bank Fair 20,135,000.00 0079 0272013 100.061 022852013 20,147,282.35 20,148,38677 IDC
MIATIRKL G130426 1000 Federal Home Loan Bank Fair 20,000,000.00 0ogn  0FW2m3 100061 O228r2013 20,012,200.00 20,013, 148.57 1DC
IIITNT2 G130837 1000 Federal Home Loan Bank Fair 13,000,000.00 0108 025203 100003 O228r2013 13,000,380.00 13,000, 710.07 IDC
HIHESH GCPODSE 1100 Federal Home Loan Bank Fair 5,000,000.00 0223 0082013 100.094 022852013 5,004,700.00 5,004, 63652 1DC
MIATIRKL GCPO103 1100 Federal Home Loan Bank Fair 5,000,000.00 02583 0327203 100061 O228r2013 5,003,050.00 5,002,63003 nC
33378523 GCPO104 1100 Federal Home Loan Bank Fair 5,000,000.00 0243 03212013 100.001 022372013 4,999,950.00 4,989,65819 IDC
Subtotal 106,215,000.00 n11s 106,262,822.35 106,265, 644. 80

Market values of all securities are provided by the public agency’s custodian

pfm %7 FTIN FINANCIAL.
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Additional Reports - Summary

SECTOR ALLOCATION

MATURITY DISTRIBUTION

CREDIT QUALITY (MOODY’'S)

CEE L'QLF A Br? Banlk/Cash 3055 4 1
2.8% 1.9% 0.0% o )
4.3% P-1 . 4.5%
Muni 254% 1
Tey 22.3% f
3.9% —= Azl l 2.2%
2084 - o f
CF 18.2% 18.3%
0.7% AaZ . 4.5%
e 15.8% !
15% - Aa3 | 1.5%
Corp — | _
23.7% Al . 5.2%
10% !
A2 . 5.0%
Agy 5% A A3 . 51%
&1.5% y
0% 4 T T | . T
-1 1-2v 2-3Y 3-4Y 4-5Y 5+Y 0% 25% 75%
Per BookWValus Per BockValue MR: Mot Rated

ACCOUNT SUMMARY PORTFOLIO BOOK YIELD HISTORY TOP ISSUERS

1.50% % Portlolio
11/30/16 9/30/16 7

1.45% +
Market Value $2,618,983,563 FHLMC
Book Value* $2,599,324,163 " EMNFP P
Unrealized G/L 41,339,135 $19,659 400 1.40% s TR

FRCZE

Par Value $2.653,391,638 $2,588,050,2461 1.35% -
Net Asset Value $99 950 136

2U% +
Book Yield 1.4 1435

1.25% +
Years to Maturity 2. 24 2.23
Effective Duration 214 214 1.20% ! s ! !

Jul-16

Dec-15
Jan-16
Feb-16
Mar-16
Apr-16
May-16
Jun-16
Aug-16
Sep-16
Oct-16
Nov-16

*Book Value s Amortized

FTN FINANCIAL.
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Additional Reports - Compliance

Item / Sector Parameters In Compliance
Weighted Average Maturity Weighted Average Maturity WAM) must be between 1.5 years and 2.5 years Yes: 1.95 Yrs
Liquidity: Less than 1 Year At least 25% of the portfolio must have maturities of 1 year or less Yes: 28.7%
Liquidity: Less than 3 Years At least 50% of the portfolio must have maturities of 3 years or less Yes: 91.5%
U.S. Treasuries No limit, maximum maturity 5 years Yes: 6.8%
U.S. Federal Agencies No limit, 50% issuer limit, maximum maturity 5 years Yes: 51.1%
Bankers' Acceptances Sector limit 40%, issuer limit 5%, maximum maturity 180 days, A-1/P-1 by two Yes: 0.0%
Time Deposits No sector limit, collateralized according to State Code Yes: 0.0%
Negotiable Certificates of Deposit Sector limit 30%, |ss.uer limit no greater than FDIC ||jsured limit (currently $_250,000), max maturity 5 Yes: 51%

years, Issued by national/ state charter banks or savings and loan associations

. 25% limit, 5% per issuer, maximum maturity 270 days, A-1 (S&PYP-1 (Moody's), issued by a domestic
Commercial Paper . L Yes: 0.0%

P corporation w/ at least $500 million of assets and A- (S&PY A3 (Moody;s)long term debt °
Local Agency Investment Fund No more than $50 million Yes: 11.4%

PN P, - i} - -
Corporate Medium Term Notes Sector Ilmlt 30%, Iss.uelj limit 5%, Max maturity 5 years, AA- (S&PY Aa3 (Moody's), issued by domestic Yes: 18.2%
corporation/depositories

Money Market Funds Sector limit 15%, Issuer limit 10%, AAA by two of the three rating services Yes: 0.0%
Guaranteed Investment Contract No sector limit, AA- (S&PY Aa3 (Moody's), not to exceed $5 mil annually Yes: 0.0%
CD Placement Service Sector limit 30% (combined w/ negotiable CDs) Yes: 0.0%
Collateralized Bank Deposits No sector limit, collateralized according to State Code Yes: 7.4%
Supranationals Sector limit 15%, Issuer limit 5%, Max maturity 5 years, AA or better by at least 1 of 3 rating agencies Yes: 0.0%
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Additional Reports — Quarterly Comparison

Portfolio Metrics 3/31/2016 12/31/2015 Change
Market Value $88,184,282 $85,510,754 $2,673,528
Book Value $87,997,453 $85,676,062 $2,321,391
Par Value $87,968,183 $85,646,661 $2,321,522
Net Asset Value $1.002 $0.998 $0.004
Yield to Maturity 1.019% 0.861% 0.158%
2Yr Treasury Note Yield 0.723% 1.050% -0.327%
LAIF Yield (monthly avg)* 0.450% 0.372% 0.078%
Average Yearsto Maturity 1.95 1.33 0.62
Effective Duration 1.21 0.98 0.23
*LAIF rate is estimated for current month/quarter end

Sectors (Book Value) 3/31/2016 12/31/2015 Change
Federal Agency $45,009,294 $35,005,960 $10,003,334
LAIF $10,000,000 $13,500,000 -$3,500,000
Corporate $16,037,175 $17,046,506 -$1,009,330
Certificates of Deposit $4,471,847 $4,971,816 -$499,970
U.S. Treasury $5,982,954 $3,977,119 $2,005,836
Checking $6,496,183 $11,174,661 -$4,678,478
Total $87,997,453 $85,676,062 $2,321,391
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Additional Reports - History

Book Value
$95
$85
g
o
=
$75
$65
$55
$45 ¥ ¥ ¥ ¥ ¥ T—T—T—T———
c22ag9999a¥® I I " 089889839393 393393ISYSKQ8Y QYA 99
? @9 L L L L L L e 5 >3 o > T O
2 §:5858833:%28°83288838288¢838288838:88¢8382¢8¢8¢
Jul Aug Sep Oct N ov Dec Jan Feb Mar Apr May Jun
Fiscal Year 2010 $66.1 $63.0 $60.7 $56.6 $54.2 $52.9 $57.2 $59.5 $57.0 $56.2 $59.8 $61.9
Fiscal Year 2011 $57.5 $54.6 $55.4 $53.3 $48.5 $53.1 $57.1 $60.9 $58.6 $59.8 $63.2 $64.3
Fiscal Year 2012 $69.3 $67.3 $68.5 $65.5 $63.8 $63.6 $69.2 $73.0 $71.9 $62.1 $66.8 $69.2
Fiscal Year 2013 $65.5 $60.9 $60.1 $58.0 $54.8 $58.1 $64.6 $67.8 $65.1 $72.1 $73.6 $76.9
Fiscal Year 2014 $73.5 $68.8 $66.3 $63.8 $62.1 $69.2 $74.2 $75.5 $76.3 $80.9 $86.3 $84.6
Fiscal Year 2015 $84.3 $80.8 $79.1 $77.4 $74.8 $77.6 $81.5 $81.0 $83.3 $83.3 $87.1 $92.9
Fiscal Year 2016 $92.4 $85.6 $87.1 $83.8 $78.3 $81.2 $84.2 $88.7 $89.2
Figures in Millions, Average Daily Balance
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Additional Reports - History

L
Book Value by Fiscal Year
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Jul Aug Sep Oct MNow Dec Jan Feb Mar Apr May Jun
Fiscal Year 2012 5.3 573 585 $50.5 5538 3536 B59.2 3730 1.9 3521 3558 5.2
Fiscal Year 2013 545.5 0.5 0.1 358.0 354.8 $58.1 3545 357.8 5551 5721 3735 bR
Fiscal Year 2014 §73.5 5488 Ba5.3 $463.8 F52.1 $a9.2 $74.2 $75.5 5763 $80.9 $85.3 5545
Fiscal Year 2015 534.3 580.8 591 74 574.8 76 381.5 381.0 $83.3 $83.3 357.1 929
Fiscal Year 2016 8224 585.4 5871 $83.8 378.3 $81.2 $84.2 588.7 89,2 0.2 4.0 7
Fiscal Year 2017 5.7 3.4 5.5 589.2 b= TR

Figure=in Millions, Awverage Daily Balance
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Additional Reports - History
e

W eig hted Average Maturity History
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Additional Reports - History
e

Sector History

55% 1
50% A
45% -
40 % A
35% -
= LAIF
30% 1 ——AGY
—@—CORP
25% A
? =SV G/ CKING
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10% -
14 ——a
. . . — .
5% A = e - —iy— . e -
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Apr-15 May -15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-B Nov-B Dec-15 Jan-B Feb-B Mar-16
Sector Apr-15 May-15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-15 Nov-15 Dec-15 Jan-16 Feb-16 Mar-16
Agency 37.8% 39.3% 42.7% 45.3% 45.6% 43.7% 45.6% 45.6% 40.9% 42.5% 44.8% 51.1%
Corporate 19.6% 18.1% 17.1% 17.1% 17.6% 21.3% 22.8% 21.6% 19.9% 19.1% 19.1% 18.2%
Treasury 4.6% 4.2% 4.2% 4.5% 4.6% 4.7% 5.0% 5.0% 4.6% 4.5% 6.7% 6.8%
Certificates of Deposit 6.3% 5.9% 5.9% 6.0% 5.8% 5.9% 6.3% 6.3% 5.8% 5.3% 5.0% 5.1%
Savings/Checking 11.0% 11.2% 12.5% 12.9% 15.9% 13.8% 12.7% 13.9% 13.0% 7.9% 7.6% 7.4%
LAIF 20.7% 21.3% 17.6% 14.2% 10.5% 10.6% 7.6% 7.6% 15.8% 20.7% 16.8% 11.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

E FTN FINANCIAL.

Pfl n 73 MAIN STREET ADVISORS
A Subsidiary of First Tennessee Bank National Assaciation



Additional Reports - Analysis

1.8% .

Bubble Size = Percent of Portfolio
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Additional Reports - Analysis

S
Purchase YTM Per 6-Month Maturity Intervals

2.25% .
o Book Yield % of Portfolio® Bubble Size = Maturity's % of Portfolio
0to.5 0.71% 10.14% 2.00% y
.5to 1.0 0.59% 15.30%
1.75%
1.0tol.5 1.60% 9.29%
1.5to2.0 1.68% 8.90% 1.50%
2.0to 2.5 1.69% 13.23%
- 1.25%
2.5to 3.0 1.74% 9.02% -}:
-
Q
3.0to3.5 1.659% 11.38% 2 1.00%
3.5to 4.0 1.78% 6.91%
0.75%
4.0to 4.5 1.47% 6.23%
4.5to 5.0+ 1.41% 5.58% 0.50%
*Based on Bock Value
0.25%
0.00% . . . . r : T . !
0.5 0.0 0.5 1.0 15 2.0 2.5 3.0 3.0 4.0 4.5 5.0 5.5
Maturity Intervals
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Additional Reports - Analysis
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Instantaneous Interest Rate Changes and Approximate Change in Portfolio's Market Value

199%
137%
0.96%
0.46%
-0.59%
-119%
-100BP -75BP -50BP -25BP No Change +25BP +50BP

Interest Rate Changes/ Scenarios

hterest Rate Chang

Portfolio Value

Value Change

Percent Change

-2.02%

+100BP

o

-100 Basis Points $101,990,000 $1,990,000 1.99%
-75 Basis Points $101,373,100 $1,373,100 1.37% Wh a f’S fh e
-50 Basis Points $100,955,200 $955,200 0.96% .
-25 Basis Points $100,457,700 $457,700 0.46% approximate
No Change $100,000,000 $0 0.00% . .
+25 Basis Points $99,414,200 _$585,800 -0.59% duration of this
+50 Basis Points $98,808,200 -$1,191,800 -1.19% f Tief
+75 Basis Points $98,384,000 -$1,616,000 -1.62% pPo rtrolio¢
+100 Basis Points $97,980,000 -$2,020,000 -2.02%
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Additional Reports - Analysis

Next Twelve Month Maturities

$10

$8

$6.7

Millions

$2.5
$2.0
$10
$O.0 .
Apr-16 May -16 Jun-16 Jul-16 Aug-16 Sep-16 Oct-B Nov-B Dec-16 Jan-T7 Feb-T7 Mar-17

E FTN FINANCIAL.

fm
1@ P 77 @ MAIN STREET ADVISORS



Additional Reports - Analysis
e

Holdings by Issuer

Federal Home Loan Mig. Corp. 15.0%
Federal Home Loan Bank 14.4%
Federal National Mtg. Assoc 14. 4%
Local Agency Invest Fund 12.0%
Bank of America Checking 7.8%
U.S Treasury MNote 7.2%
Federal Farm Credit Bank 4.8%
Berkshire Hathaway 3 6%
Toyota Motor Credit Corp. 3.68%
General Electric Capital Corp. 2.4%
Apple 2.4%;
Microsoft Corp 1.2%
Wells Fargo & Comparny 1.2%
Chewvron Corp 1.2%4
Exxon Mobil Corporation 1.2%
Johnson & Johnson 1.2%
Bank of New York Mellon 1.2%
State Bank of India 0.3%
Malaga Bank 0.3%
Discover Bank 0.3%
CIT Bank 0.3%
Synchrony Bank 0.3%
Salle Mae Bank 0.3%
Lone Star National Bank 0.3%
GE Capital Bank 0.3%
First Business Bank 0.3%
Capital One Bank 0.3%
Beal Bank 0.2%
BMW Bank 0.3%
Compass Bank C.3%
Bank of Baroda C.3%
Armmerican Express 0.3%
Ally Bank 0.3%
Cormenity Bank 0.3%
Barclays Bank 0.3% | | | | | | I |
Q% 2% 4% 6% 8% 10% 12% 14% 18%%
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Additional Reports - Activity
e

Number of Positionsat Month End
400 ~

350
300

250 1

Positions

200

150 1

Mar-15 Apr-15 May -15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-B Nov-B Dec-15 Jan-B Feb-B

Mar-15 Apr-15 May-15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-15 Nov-15 Dec-15 Jan-16 Feb-16
Number of Positions 283 332 325 299 288 283 273 271 283 326 308 311

Purchases and Redemptions* (Excluding LAIF & MMF)
160 - “Purchases

10 - ERedemptions

100

60

40 A

Number of Transactions

Mar-15 Apr-15 May -15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-5B Nov-B Dec-15 Jan-B Feb-B

*Redemptionsinclude maturities, calls, and sells (excluding paydowns)

Mar-15 Apr-15 May-15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-15 Nov-15 Dec-15 Jan-16 Feb-16
Number of Purchaseg 109 139 70 93 53 45 44 58 61 87 41 55
Number of Redem pti 92 93 78 119 65 50 54 60 49 44 59 51
Total Transactions 201 232 148 212 118 95 98 118 110 131 100 106




Additional Reports - Activity
e

Transactions by Dealer

*Direct Issuers

Dealer Jul | Aug | Sep | Oct | Nov | Dec | Jan | Feb | Mar| Apr | May| Jun | Total . .
Fiscal Year-to-Date Transactions
Deutsche Bank 22| 23| 20| 23| 23| 28| 20| 21 180
US Bank* 22| 18| 21| 19| 19| 21| 18| 20 158 Deutsche Bank
UBS 2 1 1| 13 17 US Bank*
Key Bank 1 1 6 5 1 2 16 uBs
Wells Fargo 2 1 2 3 5 2 15 Key Bank
Incapital 2 1 1 5 4 13 W ells Fargo
B of A ML 1 1 2 2 6 Incapital
Mizuho 1 3 1 6 B of A ML 6
Brean 1 2 1 5 Mizuho 6
JP Morgan 1| 2 2 5 Brean P
Barclays 1 2 4 JP Morgan 5
Jefferies 1 1 3 Barclays 4
LOOP Capital Mkts 3 Jefferies f 3
RBC 1 1 3 LOOP Capital Mkts 3
BMO 1 2 rReC | 3
BM 2
Citigroup 1 1 2 ©
iti 2
Daiwa 1 1 2 Citigroup
A Daiwa 2
Toyota Motor Credit 2 2 .
" R Toyota Motor Credit 2
Credit Suisse 1 1 : .
- - Credit Suisse 1
FTN Financial 1 1 . i
FTN Financial 1
BNP o]
BNP [0}
Cantor [}
Cantor (]
GE Capital* o .
GE Capital* (0]
Goldman Sachs o
Goldman Sachs (o]
M Stanl. o]
SEESToESTCY) Morgan Stanley 0]
Nomura o
Nomura (0]
Riperilatfiay) o Piper Jaffray 0]
Raymond James o Raymond James o
ScotialBanic o Scotia Bank 0]
Suntrust o Suntrust (o]
Vining Sparks o Vining Sparks | O
Total 55 45 44 57 61 86 41 55 o] o o 0| 444 . . y ’ !
(o] 50 100 150 200
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Additional Reports - Ratings
e

Aaal/ P-1Combined

86% 1
84% - e
82%
80% -
78% A
76% -
74% T T T T T T T T T T T
Mar-15 Apr-15 May -15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-B Nov-5 Dec-15 Jan-6 Feb-b
Non Aaa/ P-1
7% -
6% - S
e — A 2
5% 1 ) P e A\ ]
4% e A\ 23
4 - - A 22
3%
=@ A al
204 - == A 3
Baal
6 1 H_: - — “W=NR
0% T T T T T T T T T T T
Mar-15 Apr-15 May -15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-B Nov-B Dec-15 Jan-B Feb-B
Types Mar-15 Apr-15 May-15 Jun-15 Jul-15 Aug-15 Sep-15 Oct-15 Nov-15 Dec-15 Jan-16 Feb-16
Aaa/P-1 84.2% 84.4% 83.9% 83.4% 80.3% 78.8% 79.1% 81.7% 82.3% 79.5% 80.1% 81.0%
Aal 0.7% 0.7% 0.8% 0.8% 1.0% 1.1% 1.0% 1.0% 1.0% 1.0% 1.0% 0.9%
Aa2 1.5% 1.5% 1.6% 1.5% 1.8% 1.9% 2.0% 2.0% 1.5% 1.5% 1.9% 1.9%
Aa3 2.8% 1.9% 1.6% 1.8% 1.9% 2.0% 2.3% 2.7% 2.5% 2.3% 2.2% 2.6%
Al 4.0% 4.8% 5.1% 5.2% 5.5% 5.5% 5.2% 4.3% 4.2% 4.3% 4.4% 4.2%
A2 4.8% 4.7% 4.8% 5.2% 5.2% 5.2% 5.8% 5.6% 5.4% 5.2% 5.5% 5.3%
A3 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 1.0% 0.8% 0.7% 1.3% 2.2% 0.9%
N R-N ot Rated 1.2% 1.3% 1.4% 1.4% 3.5% 4.8% 3.6% 1.7% 2.4% 5.0% 2.7% 3.2%
Baal 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Additional Reports — Credit Analysis

2012 Relafive Credit Performance - Most Recent Penod
Pct Ranking vs Peer Group

Key Credit Metrics

CusIp 84974BFGD 31 Average Pre-Provision Met Revenus! RWA (%) 280 283 303 an 329 90,
Issuer Wells Fargo & Co | Tier 1 CET Common Ratio (%) 10.82 11.07 11.04 1072 1003 =
Ticker WFC MPA+ Loans SOPDY Tang Common Equity + LLR (%) 16.14 28388 3551 45.45 5293 50%, 3
Sector Financial Reliance on Wholesale Funding (3-yr Avg) 26.38 2406 2208 2135 044 o
Subgroup  Bank - Domestic Efficiency Ratio (%) 57.10 5695 ST 5635 5535 20% 4
Peer Group  Bank - Domestic Liguidity Ratio (%) 39.07 3776 3778 3506 28.54 20 4
Maturity D1ME2018 Eamings Stability Ratio (3-yr Avg) (36) 9772 9672 9571 9528 o524 o
lssue Date  12/26/2012 ROAE (%) 11.47 1202 1283 13.36 12,60
Coupon 1.500 Total Assets ($000) 1,880235000 1,7B7,632,000 1,687,155,000 1,527,015,000 1422968000
Currency UsD Tier 1 Commen Capital ($000) 168287000 164534000 154666000 140735000 126,607,000
Amt Financials{$000)
Outstanding $2,100,000,000 Total Loans & Leases 974706000 931918000 A77.996000 A39985000  B41.894,000
Total Deposits 1245,866,000 1,223,559,000 1,168,708,000 1,079,531,000 1,003,205,000
All Pricing as of: Risk-Weighted Assets 1,354,621,610 1,303,142460 1,242.544 700 1,141,514,100 1,077,149,700
11/14/2016 Total Liquid Assets B75.776000 B£41,154000 S95738000 SOD772000 399311000
. ' Loans/Deposits (%) 78.24 76.16 75.13 7781 83.92
All Financials as of: NEAsTotal Loans (35) 271 284 344 410 462
09/27/2016 Met Inferest Margin (NIM) (%) 285 284 299 326 361
Yield! Cost Spread (%) 274 273 288 312 343
Met NonCore Funding Dependence (%) 11.66 8.51 770 637 871
sl Transition
OAS(bps) Diffibps)  SD 5Ds +- Equity 1¥r(% Sharp Diff.
Issuer 5.yr OAS Issuer Eqy i Last4 Qs 2015 2014 2013
Peer Group Avg a8 -15 305 048 Peer Group Avg 19.70 -19.39 0E8 ngh - - - -
lzsuer Rank Awg 70 14 325 042 Issuer Rank Avg 4387 -43.55 55 -1.54
IG Index Avg 122 -39 1358 029 IG Index Avg 1340 -13.08 DAE 048 Gmde
CDS{bps) Diff(bps)  SD SDs +i- S&P Index 923 8492 0.58 057
5-yr CDS
Pear Group Avg 62 -10 182 055
lasuer Rank Avg o0 -38
IG Index Avg a2 40 862 0.46

Sy1 Issuer OAS vs Peer Group
OAS

o ]| A—O— L] o
-1 5D: 68 Avg: +98 +15D: 128 Gfﬁf‘-‘e

Source: FTN Credit Analytics. Not a recommendation to buy or sell an investment.
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Additional Reports — GASB 31
e

INVESTMENT POOL
MARK-TO-MARKET
FISCAL YEAR 2016 Y-T-D

DESCRIPTION AMOUNT
Invested Value at December 31, 2015 333,092,674
Add: Proceeds of Investments Matured/Sold in FY16 172,338,733
Less: Cost of Investments Purchased in FY16 (159,417,821)
Add: Amortization Adjustment 0
Less: Invested Value at June 30, 2015 (346,590,397)
Change in Market Value of Investments (576,810)

) pfm 83 Z2 LN ENANG A



Additional Reports — GASB 72 and 79
e

NO.347 | FEBRUARY 2015 Governmental m
Accounting Standards Series Accounting Standards Series

Statement No. 72 of the Statement No. 79 of the
Governmental Accounting Governmental Accounting

Standards Board Standards Board

Fair Value Measurement Certain External Investment Pools
and Application and Pool Participants

) pfm 34 Z2 LA
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US Gross Domestic Product

| Reports — Economic/Market

IONa

4.0
3.0
2.0
1.0

-
i

6.0
-5.0
-6.0
-7.0
-8.0
-9.0 -

Add

9T0Z €D
9107 ZD
9T0Z TD
ST0Z tD
STOT €D
ST0Z 20
STOZ TD
¥10Z +0
¥T0T €D
¥10Z 20
¥10Z TD
€102 D
€T0Z €D
€102 20
€10Z TO
[AX1 T4 /0]
ZT0T €D
[4X14r4o]
ZT0ZTD
110Z ¥D
TT0T €D
1102 20
TT0Z TD
0TO0Z tD
0107 €D
0T0Z 20
0TOZ TD
6007 tD
6007 £D
6002 2D
600Z TD
8007 D
8007 €D
8007 Z0
8007 TD
£00Z YO
£00Z €D
£002 2D
£00Z TD
9002 tD
9007 €0
9002 2D
9007 TD

STR

Ve ETN FINANCIAL.

¥

85




| Reports — Economic/Market

Itiona
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Reporting Resources
e

FRED™ FCONOMIC RESEARCH

ECONOHMIC DATA | 5T.LOWS FED FEDERAL RESERVE BANK OF 5T, LOUIS

i
FreeLunch.com
Why Pay Anything?
HOME FIND DATA VIEW MY BASKET HELP ABOUT FEEELUNCH.COM

Free Economic, Demographic & Financial Data

Finding and downloading economic data have never been this fast, simple or freel
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Reporting Takeaways
e

* Know Your Audiences:
* Governing Body
* Management
* Auditors
* Rating Agencies
e GFOA (CAFR
* Peers
* Taxpayers

* Be Completely Transparent
* Keep it Simple — Charts/Graphs/Tables
* Provide Details to the Appropriate Audiences

* Demonstrate How the Investment Portfolio is Meeting Objectives

) pfm 08 Z2 LA



Disclosures
T

The views expressed herein are those of the speaker and do not necessarily represent the views of FTN Financial Main Street Advisors, LLC
or its affiliates. Views are based on data available at the time of this presentation and are subject to change based on market and other
conditions. We cannot guarantee the accuracy or completeness of any statements or data. The information provided does not constitute
investment advice and it should not be relied upon as such. It is not a solicitation to with respect to an investment strategy or investment
product and is not a solicitation to buy and/or an offer to sell securities. It does not take into account any investor’s particular investment
objectives, strategies, tax status, or investment horizons. All material has been obtained from sources believed to be reliable, but we make
no representation or warranty as to its accuracy and you should not place any reliance on this information. Past performance is no guarantee
of future results.

FTN Financial Group, FTN Financial Capital Markets, and FTN Financial Portfolio Advisors are divisions of First Tennessee Bank National
Association (FTB). FTN Financial Securities Corp (FFSC), FTN Financial Main Street Advisors, LLC, and FTN Financial Capital Assets
Corporation are wholly owned subsidiaries of FTB. FFSC is a member of FINRA and SIPC—http://www.sipc.org/. FTN Financial Group,
through FTB or its affiliates, offers investment products and services. FTN Financial is not registered as a Municipal Advisor.

This material is based on information obtained from sources generally believed to be reliable and available to the public, however PFM
Asset Management LLC cannot guarantee its accuracy, completeness or suitability. This material is for general information purposes only and
is not intended to provide specific advice or a specific recommendation. All statements as to what will or may happen under certain
circumstances are based on assumptions, some but not all of which are noted in the presentation. Assumptions may or may not be proven
correct as actual events occur, and results may depend on events outside of your or our control. Changes in assumptions may have a
material effect on results. Past performance does not necessarily reflect and is not a guaranty of future results. The information contained in
this presentation is not an offer to purchase or sell any securities.

The views expressed within this material constitute the perspective and judgment of PFMAM at the time of distribution and are subject to
change. Any forecast, projection, or prediction of the market, the economy, economic trends, and equity or fixed-income markets are based
upon current opinion as of the date if issue, and are also subject to change. Opinions and data presented are not necessarily indicative of
future events or expected performance. Information contained herein is based on data obtained from recognized statistical services, issuer
reports or communications, or other sources, believed to be reliable. No representation is made as to its accuracy or completeness.
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