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For Today’s Discussion

* Communicating Investment Results
* The right information...
* In the right amount...
* For the right audience...
* With the right message...

* Resulting in the right outcome!




Don’t Let This Be Youl!
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Very impressive Randall. We'd sall like to see the financial report.




What's At Stake?

* Policymakers make policy based on your reports
* Reports may end up in the press
e Reputational risks may increase
e Audits review reports




Today’s Agenda

* Reporting duties under the law

* Types and format of reports

e Difficult concepts to convey

* Reports appropriate for the appropriate audience
* Key rules of thumb

* Real-life samples




What Does Code Require?

Reporting Duties Under the Law




California Code Speaks

e Some duties are optional and
others required

e California Law addressed
reporting last time in 2008 :

e SB 1124: |

* Repealed requirements to provide
CDIAC annual investment policy
statements.

* Made quarterly investment reports
optional.
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Source: California Government Code Sections 53601, 53635 AND 53635.8
https://leginfo.legislature.ca.gov/faces/codes.xhtml



https://leginfo.legislature.ca.gov/faces/codes.xhtml

California Code Today

Required:
California Government Code 53607

“...shall make a monthly report of
those (sic) transactions to the
legislative body.”

e What transactions?
 Monthly?

Source: California Government Code Sections 53607, 53646
https://leginfo.legislature.ca.gov/faces/codes.xhtml

Optional:
California Government Code 53646

“...may render a quarterly report...”

30 days following quarter end
State compliance

Denote ability to meet
expenditures

Contain type of investment, issuer,
maturity, par, and dollar amount



https://leginfo.legislature.ca.gov/faces/codes.xhtml

What Will My Communications
Look Like?

Types and Format of Reports




Reports—Financial

* Financial reports
* Security descriptions
* Coupon, yield, maturity dates
* Purchases, sales, maturities
e Accruals
e Purchases and sales of accrual
* Amortization
* Income earned/Interest payments and dividends
* Par, book, and market values

* Everything you need to book your holdings and earnings.




Reports—Stakeholders

e Stakeholder reports
* Purchases, sales, maturities
* Par, book, and market values
Holdings and maturities
History of balances and/or yields
Statements of compliance and liquidity
Commentary on earnings, yields, and/or the economy

* Everything anyone need to understand the investment program from
a 40K foot view.




Reports—Sources

* Financial reports
e Custodian reports
* Trade tickets
* Broker trade confirmations
* Full package investment reporting if using an investment adviser

 Stakeholder reports

e Every manner of financial report data that has been processed and
condensed into a digestible format—KISS!




Reports—Formats

Owners’

= Liabilities + _ Equit
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 Stakeholder reports

* Charts and tables showing percent in sectors
or maturity ranges

* Listing of transactions
* Narratives

The financial report included is for illustrative purposes only.




Reports—Frequency

* Financial reports

* Most calculations and earnings are performed and booked on a monthly
basis.

* Some local governments handle this quarterly
* We DO NOT recommend waiting to the end of the fiscal year to get it done.

e Stakeholder reports
* Most are presented quarterly
* Some local governments do an annual review
* “Monthly transactions” open to interpretation




1t’s All Greek to Me

Difficult Concepts to Convey




Investment Concepts:
Some Easier Than Others

* Your communications will involve lots of information
* Most not familiar to stakeholders

* Best to have answers down pat

* Same terms seem to pop up every time




nvestment Concepts:
Par, Market, Cost, and Book

* Par Value: What you get back at maturity; basis for interest
calculation

* Market Value: What someone is willing to pay for the bonds

e Cost: What you originally paid for the security

* Book Value: Carrying value—can be cost, or amortized cost




nvestment Concepts:
Duration and WAM

* Weighted Average Maturity—average time to maturity
* Important in pool settings

* Duration
e Duration is a direct measure of exposure to market risk in a fixed maturity
bond
* Similar to term-to-maturity, but it isa better measure of the sensitivity to
changes in interest rates.
* |tis a close approximation of the percent change in the price of a bond for a
given change in yield.




nvestment Concepts:
Duration

DISCOVER CSMFD




nvestment Concepts:

Duration

n Years to Maturity 10 years
C Coupon Payment S50
k Market Rate of Interest (YTM) 7%
M Maturity (Par) Value 51,000
Bo Bond Price (PV of Bond) $859.53
Year Cash Flow PV of CF PV/B, Year*(PV/BO0)
1 S50 $46.73 0.0544 0.0544
2 S50 S43.67 0.0508 0.1016
3 S50 $40.81 0.0475 0.1425
4 S50 $38.14 0.0444 0.1775
5 S50 $35.65 0.0415 0.2074
6 S50 $33.32 0.0388 0.2326
7 S50 $31.14 0.0362 0.2536
8 S50 $29.10 0.0339 0.2709
9 S50 $27.20 0.0316 0.2848
10 550 $25.42 0.0296 0.2957
10 $1,000 $508.35 0.5914 5.9143
¥ =5859.53 2 =7.9351 Years

Duration = 7.9351 Years
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Investment Concepts:
Yield and Return

* Yield: Annual rate at which you are expected to earn interest income
assuming same rate reinvestment

e Return: Rate you actually earned for a specific holding period

e Total Return = Interest Income + Realized Gains/Losses + Unrealized
Gains/Losses

e Book Return = Interest Income + Realized Gains/Losses ONLY (no marking to
market)




nvestment Concepts:

FY 2017 FY 2018 i P
Total Activity Total Activity mended  Proposed
Hudget Budget
REVENUES
Taxes
Property Taxes P 35230843 $140871071 § 16745358 §18,735220
Sales & Use 12,025.207 15,852.752 15740000  18,080.000
Taxes 2,083,708 3,207.180 3,195,138 3,384,000
Business & Other Taxes 816,148 628.000 850,832 614,850
* [Income: Budget and year-end reports —— o0 arace  ammer  2em
. Intergovemments] Revanues 2,846,330 2718.438 2,632,881 2,420,020
Charges for Services 404,201 422 670 364,225 320,000
) ; 127,672 508,452 068,138 701,000
Fines & Forfeitures
Invastment Income 40,281 47,383 28,231 17,000
Contibutions & Donat 190,880 164,808 204,021 108,728
s
ontibutions & Denstions $23,300,241 $30201.206 S 41804041 §41,237.044
Miscellsneous Revenus
sublolsl 5 43078 s 31,240 $ 164500 §  10.000
Other Financing Sourcas 26 376,842 _ 10,108,563 _
PY T ° Proceeds From Sale Of 4,042,408 3,416,353 9043255  5057.611
air Value Change: year-end reports only s S
L]
Interfund Transfers In $30,332.320 § 3447503 § 67261006 56,810,107
Budgeted Fund Balance
subfotal
TOTAL REVENUES § 53,723,169 $42739485 § 109,155,047 § 48 047 151
EXPENDITURES (by Function)
General Govemment $ 0284620 § 4,134,131 § 21,243,262 §4.B807.700
Judicisl 270,811 411,608 463,582 470,202
Fublic Safety 11,782,028 12,500,445 19,204,736 14,826,023
Fublic Waorks 3,034,654 6,200,486 24465749 12,772,762
PROFIT "”‘13 Lf’:“ B .'“‘1’.:“'" Culture & Recrestion 1,808,271 7,187,011 20504000 3,002,515
fanuary 1 -May 21, 20 Housing & Development 1,233,065 1,441,510 2,488 554 1,733,317
Debt Service 1,208,834 1,584,128 2,561,811 2,801,076
JAN 2019 FEB 2019 MAR 2019 APR 201% MAY 121, 2019 TOTAL -Cuntingenc',’ . - . 411 808
e $391.35  $52100  S1,917.00 $7,371.52 5000 $10,200.77 Initisfives - - - 1,875,827
v Costol € scld $0.00 $0.00 $0.00 $405.00 £0.00 $405.00 subtotal $28520,183 §33,558400 §100,111,702 342,531,320
GROSS PROFIT §391.25  S521.00  §1,917.00 £4,964.52 S0.00 9,795.77 Other Financing Uses
+ Expense $0.00  S408.08 $511.48 £3,921.18 596,19 £4,937.31 Interfund Transfers Qut 5 4042408 § 3,416,353 § 0043255 § 50567611
G INCOME $391.25 SNE%2 $1.405.32 5304536 3 -B6.3% 5485846 Restricted Fund Balsnce - - - 108.220
subtotal 5 49042408 § 3416353 § 0,043,285 §5,185.8%1
$0.00 $0.00 $250.00 $2,666.00 $0.00 $2,914.00
<000 000 s25000 5288800 000 $.291600 TOTAL EXPENDITURES $33462591 $36,974762 § 109,155,047 § 48,047 151
$391.25 snzez $1,155.32 $379.36 59639 §1.942.46

The report included is for illustrative purposes only.



Investment Concepts:
Explaining Different Asset Types

* You know Treasuries and Agencies, but can you explain:

e ABS & MBS: Securitization of receivables!

e Supranationals: World Bank Debt

ASSET-BACKED MORTGAGE-BACKED
SECURITY SECURITY
ABS




nvestment Concepts:
Recent Events

* If asked, can you explain the recent rise in rates?

Consumer Price Index (CPI) US Treasury Note Yields
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Source: Bloomberg




nvestment Concepts:
Recent Events

* And more importantly, can you explain the rise in rates’ impact to
your investment program?

US Treasury Yield Curve

2.5%
e |an-22
2.0% Oct-21

e Fed Policy L Bl | e
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Source: Bloomberg




But | Wanted to See It Alll

Reports Appropriate for the Appropriate Audience




Know Your Audience

* Policymakers are tasked with high-level decisions
* Don’t overload them with too much information.

e Stakeholders may not be knowledgeable about investing
* Don’t overload them with complex data.

* Internal staff has limited time to devote to investments

* Make sure staff members have the report necessary for them to complete
their job efficiently.




Reports—Stakeholders

* Thoroughness!
* Succinctness!
* Transparency!

The report included is for illustrative purposes only.

Sample Client Portfolio Summary
Account #000000 As of Month-end Date A

PORTFOLIO CHARACTERISTICS ACCOUNT SUMMARY TOP ISSUERS
Average Modified Duration 165 Beg. Values End Values United States Government 32.3%
as of £/30/18 as of 7/31/18
U5, Agency 16.8%
Average Coupon 171% Market Value 76,315,913 76,101,796 Us. Agency 15.0%
Average Purchase YT 176% Accrued Interest 326,558 325,766 Us A ;n 1245
Total Market Value 76,672,501 76,727,562 = Agency .
Average Market YTM 2.63% Income Earned 108,722 114,931 U5, Agency . 4.5%
Average S&P/Moody Rating Adt+iAal Cont/ WD 0 Corporate Security 2.0%
77,522,170 - Asset-Backed Security 1.7%
Average Final Maturity 1.71yrs par 77,662,679 . .
Boolk Voiue 77,312,026 77,427,515 Corperate Security 14w
Average Life 1.71yrs Cost Volue 77,350,849 77,513,133 Total 85.0%
SECTOR ALLOCATION MATURITY DISTRIBUTION CREDIT QUALITY [S&P}
305 2165
19.5%
205
153
Lomm PaDﬂI 200% 1o e el
[ nigas
5 -
r.qurnul 1.3% 1.3%
0-25 25-5 5-1 1-2 2-3 3-4 1-5 &1
wonoy tait 1| 0.7%
Maturity (Yrs)
PERFORMANCE REVIEW
Annualized
TOTAL RATE OF RETURN 1M 3M ¥TD I¥R 2YRS 3YRS SYRS 10YRS 2/28/2015
Sample Client 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% N/A /A .00
Sample Index 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% MN/A N/A 0.00%
Ths report 5 oo 25  represanizive IUSTRin f oo smonihly repording Capabiiios oy and & sl i 2% 2 aur . Pt 5 presanioy gross of

achiizsory feens ane desibaad in e s Fomm ARY Parl 2A Brockars amd el reduce mires, Referonces o specit sevo lies and n’.‘m! wharavienisics aie examrsdes of seeunlios ekl e po oo xlfld g nol rﬂ&rlc‘ed &l g, et a‘wuld

o b dnlenpretict 25 an offe, solcitzlion o meormencalion b pumshase on sel any fancial s emenl, an mcaton Sl e purkase of SUG secuniiss was ar il be proflabe. or g Ihea canry g
tha poedfolic. Past penormanca is nol indiative of lulure euls.
Chandlor Asset Managemen! - CONFIDEMTIAL Page 1 Ewxrcutien Time: 8212018 $.22:32 PM
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Reports—Financial

* Financial reports really suited for internal distribution to staff.

PARENTAL

LM CHECK THIS BOX
FOR SPECIFIC CONTENT
INFORMATION

* NOT likely appropriate for policymakers and other stakeholders.

PARENTS STRONGLY




A Guide to Avoiding Foot-in-
Mouth Disease

Key Rules of Thumb




Let Them Know:

 You follow the law!
 Compliance with Code and the investment policy

* You have policies in place!
* Decisions are not randomly-arrived at, but rather are guided by the policy
* Make sure the policy is updated annually




Let Them Know:

* You have a plan!
* |t might limit maturities
* |t might target a duration or WAM
* |t might exclude certain asset types
* It might constrain riskier assets

* You show how you stuck to the plan!
* Through transactions ledgers
* Through compliance reports
* Through progress in the investment program




Let Them Know:

* You have results to show!
* Earnings vs. earnings targets
* Returns on a percentage basis
* Yields of your program vs. yield of alternatives
* Average credit quality

* You are consistent in your messaging!
 Stress what you did to increase safety and maintain liquidity—ALWAYS!
 Stress that you have enough liquidity to meet your needs
 Stress that you are managing risks




In Summary

* Be transparent
* Be precise

* Be confident

* Be consistent




Disclosures

©2022 Chandler Asset Management, Inc., An Independent Registered Investment Adviser.

This report is being provided for informational purposes only. No investment decision should be made based solely on the information provided herein. All investments involve risk,
including loss of principal invested. The strategies referenced may not be suitable for all investors. The information contained herein is based on internal research derived from various
sources and does not purport to be statements of all material facts relating to the strategies. While not guaranteed as to accuracy or completeness, some of the information has been
obtained from sources we believe to be reliable. Opinions expressed herein are subject to change without notice. There can be no assurance that an account or specific investment
product will be able to achieve its investment objective. No guarantee of investment performance is being provided and no inference to the contrary should be made.

Any forecasts, forward-looking statements and assumptions are inherently limited and should not be relied upon as an indicator of future results. Any opinions and views constitute
judgments made by the author at the date of this presentation and may become outdated or superseded at any time without notice. Any statements concerning financial market
trends are based on current market conditions, which will fluctuate.

Economic factors, market conditions and investment strategies will affect the performance of any portfolio and there are no assurances that it will match or outperform any particular
benchmark. The data contained in this presentation is the property of those providers, which were obtained from sources believed to be reliable, but are subject to change at any time
at the provider’s discretion. Unless otherwise noted, Chandler is the source of data contained in this presentation.

Fixed Income investments are subject to interest, credit and market risk. Interest rate risk: the value of fixed income investments will decline as interest rates rise. Credit risk: the
possibility that the borrower may not be able to repay interest and principal. Low rated bonds generally must pay higher interest rates to attract investors willing to take on greater
risk. Market risk: the bond market in general could decline due to economic conditions, especially during periods of rising interest rates.

References to specific securities are examples of securities held in a portfolio and are not intended to be, and should not be interpreted as an offer, solicitation, or recommendation to
purchase or sell any financial instrument, an indication that the purchase of such securities was or will be profitable, or representative of the composition or performance of the
portfolio. The information contained in this sample presentation was obtained from sources we believe to be reliable, but we do not guarantee its accuracy. Past performance is not
indicative of future success.

EXPLORING BUR FIN

A
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Real Life Sample from a Real
Life Finance Director

Please welcome Richard Lee, Finance Director, City of San Mateo
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