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Setting the stage

HOW DO | APPROACH THIS?

* Smaller programs have limited
resources, staffing, knowledge
base

e Larger programs may not be
optimizing their investment
program

* Multiple solutions are available—
Which is the right one for us???




Setting the stage

I'T ALL COMES DOWN TO RESOURCES
* Human capital

* Systems

* Knowledge Base




Setting the stage

Staff Experience with investments

Robust Accounting and Reporting

Credit Review Process
Compliance Capabilities

Smaller { ) Larger
Programs Programs

Access to Markets

Captive Management Capabilities
Sufficient Staffing P g p

Research and Analytical Capabilities




Today’s agenda

* Key elements of an investment program

* Managing risk

* Reporting

e Going it on your own vs. engaging professional help
 Commonly-encountered pitfalls




Section 1

Key elements of an investment program




Leadership Team

e Someone needs to be responsible for:
* Minding the minders
e Verifying compliance with fiduciary duty

e Confirming program meets financial
goals of the agency

* Protecting the public trust
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Portfolio Management

* Someone to:
Determine appropriate strategy
Implement strategies to meet objectives
Apply risk management
Make investment decisions
Implement compliance
Rebalance




Access to the Markets

e How do | access the securities
markets?

* Best practices:
Shop around
Use multiple brokers
Get help from an advisor

Tension between
diversification and lumping
trades for buying power




Accessing the Markets

Local Governments with Local Governments with
Limited Resources Plentiful Resources

Finance director often wears all hats. _ _ .
* May include finance director and

sometimes separate treasurer and a
finance committee.

Leadership May include a finance committee
Team but more often, there are less staff
and stakeholders involved

Portfolio

Staff self-manages * May self-manage and/or outsource
Management

Utilizes brokers or investment advisor—
make sure advisor uses multiple
brokers.

Accessing the Utilizes brokers—make sure you
Markets use/speak to lots of them




Decision-Making Process

Process for Managing : e :
: : Diversifying Selecting
purchasing interest rate :
W credits benchmark
securities exposure




Analytics On External Factors

* Economic environment * Market environment
* Expansion or contraction * Yield curve dynamics
* Employment * Interest rate expectations
* Inflation * Spread analysis
* Monetary policy

* Fiscal policy  Global environment

* Economic
* Markets
* Geopolitics




Decision-Making/Analytics

Local Governments with
Limited Resources

Decision-

Making Should have robust process

Public resources include
https://bloomberg.com
https://home.treasury.gov
https://www.stlouisfed.org

Analytics

Local Governments with
Plentiful Resources

Should have robust process

Resources include same as for
smaller governments, but also
include proprietary that an advisor
may provide for you.



https://bloomberg.com/
https://home.treasury.gov/
https://www.stlouisfed.org/

Investment Policy and Procedures

* State Statutes Specify:
Investment types
Maximum maturity
Potential partners

Credit criteria
Reporting
* Your Policy Should:
* Address all these
e Address your specific risk culture
* Address your organization-specific needs




Investment Policy Resources—

Available to all
California Municipal
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How Are We Using Our Cash ?

 Bond proceeds, draw schedules
e Short-term liquidity needs
* Funds not needed for longer-term

Avoid not having enough liquidity!
Lessen opportunity costs!




Portfolio Strategy Segments—
Regardless of Size

Investment

Program

* Liquidity Funds Segment * Core/ Reserve Segment

Meets specific liquidity needs * Targeted to highest suitable

. - duration
Invests in short-term securities .
* Longer-term securities

Average maturltY short * Normally not used for liquidity,
Cash flow matching but invested in highly marketable

LGIPs, MMMFs and money market securities, in case
instruments Greater volatility




Documentation and Results—
Regardless of size

* There should be a history of:
Decisions on a strategy level

Documented compliance with
policy and laws

Performance outcomes measured
against benchmarks

Earnings




Section 2

Managing Risk




Managing Risk Risk MaV\O\gemeV\T

* |nterest rate/market risk
e Portfolio duration
* Maturity structure

* Credit risk
* Allocation limits to asset classes and issuers
 Minimum credit ratings
* Ongoing credit analysis and monitoring

e Liquidity risk
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What is the market risk????




What is the credit risk????
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What is the liquidity risk???7
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Section 3

Reporting




Reporting—What Does Code Require?

« Some duties are optional and others required
« California Law addressed reporting last time in 2008
« SB 1124:

* Repealed requirements to provide CDIAC annual investment policy
statements. | - .

 Made quarterly
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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

Reporting—Financial

Required: Optional:
California Government Code California Government Code 53646

53607
“...may render a quarterly report...”

“...shall make a monthly report of ,
those (sic) transactions to the * 45 days fo”f?W'ng quarter end
legislative body.”  State compliance

* Denote ability to meet
expenditures

e Contain type of investment, issuer,
« Monthly? maturity, par, and dollar amount

e What transactions?

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



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

Reporting—Financial

* Financial reports
Security descriptions
Coupon, yield, maturity dates
Purchases, sales, maturities
Accruals
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.




Reporting—Stakeholders

« 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 needs to understand the investment
program from a 40K foot view.
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In-house vs hiring professionals




In-House vs. Professional Management

In-House Management Professional Management
 Means you have to do it all * Means you have find a good partner

* Reporting * Means you have to budget and procure for a
* Accounting partner

* Analytics on opportunities  « Ppartner usually handles:

and risk .
* Buy/sell decisions .
* Overall strategy .
* Rebalancing approach

Reporting
Accounting
Analytics on opportunities and risk

Buy/sell decisions

* You will access the markets Overall strategy

through brokers Rebalancing approach

* Partner accesses the markets on your behalf .,




Broker-Dealer Services

* Access to markets * Investment ideas

* Market information & analysis * Portfolio evaluation
* Research reports * Bond swap ideas

e Security analysis * Repos

* Credit research * Reverse repos

Brokers are not fiduciaries but must meet a suitability standard




Broker-dealer Transaction Process

* Trade inquiries initiated by:
* [nvestor
 Offer (buying)
* Bid (selling)
* Broker
 Calls with a trade or swap idea
* Faxes, e-mails, posts on Web site inventory and trade ideas

* Always get competitive quotes




Investment Advisors

Expertise/Experience

Staff support

Information

Analytic tools

Defined, disciplined process
Continuity

Advisors are fiduciaries and must place prioritize your
needs before their own




Investment Advisors

 Smaller Entities

* S10M and larger that do not have the internal expertise and time to develop
and support a prudent investment program.

* Mid-Size Entities
* S50-S75M plus that have the knowledge and understanding of what they
would like to implement, but do not have the time or tools. They are finding

that the investment advisor can provide resources at a more cost-effective
manner.

* Large Entities

* Larger pools seeking consultative services to provide oversight and
recommendations to portfolio management program.




Investment Advisory Services

* Investment advice & e Market research and credit
management services analysis

» Review of policy and * Buy and sell securities
procedures * Assist in trade settlement

» Cash flow forecasting * Accounting, portfolio activity,
and performance reports

_ * Evaluation of safekeeping
* Market research and credit arrangements

analysis

e Strategy development

* Broker/Dealer due diligence
* Training & education
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Commonly-encountered pitfalls




In-House vs. Professional
Management Beware

 |nvestment advisors do a lot but tend to target larger programs

 Marginal costs may be higher for smaller programs

e There are cost-effective solutions out there—you have to find them!

 Brokers provide good advice but may not provide all the services you need

e Strategy? Reporting? Compliance?

e Larger programs have greater needs

e Larger base of assets = more assets to oversee, diversify, account for, comply on,
etc.




Common Pitfalls—Small and Large
Programs

Asset-liability mismatch

Keeping too much cash on hand
Inadequate staffing allocations
Mediocre reporting

Not enough attention to credit risk
No investment plan
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Practitioner perspective




2023 Chandler Asset Management, Inc., An Independent Registered Investment Adviser.

The information herein is provided for informational purposes only and should not be construed as a recommendation of any security, strategy or investment product, nor an offer or solicitation for the purchase or sale of any financial instrument. References to sample securities, products or investment indices are for informational
purposes and do not imply that managing portfolios to those securities or styles will achieve comparable returns. Indices do not reflect the deduction of transaction and/or custodial charges or the deduction of an investment management fee, the incurrence of which would have the effect of decreasing historical performance results.
Indices are unmanaged, and one cannot invest directly in an index. Past performance is not indicative of future results.

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.

Where listed, certain performance shown is hypothetical and does not represent actual trading in a client's account. HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO NOT REPRESENT ACTUAL TRADING. NO REPRESENTATION IS
BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFIT OR LOSSES SIMILAR TO THOSE SHOWN. THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. ONE OF THE LIMITATIONS
OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK AND DOES NOT TAKE INTO ACCOUNT THAT MATERIAL AND MARKET FACTORS MAY HAVE IMPACTED THE ADVISER'S DECISION MAKING IF
THE ADVISER WERE ACTUALLY MANAGING CLIENT'S MONEY. NO HYPOTHETICAL TRADING RECORD CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. FOR EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF TRADING LOSSES ARE MATERIAL
POINTS WHICH CAN ALSO ADVERSELY AFFECT ACTUAL TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRADING PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS
ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL TRADING RESULTS. It should not be assumed that investors who invest in Chandler Asset Management's Portfolios will be profitable or achieve the hypothetical performance results reflected or any corresponding index presented. Actual performance of and holdings and investment
implementation in Chandler Asset Management's client accounts can materially differ from that of the hypothetical models presented herein and performance can be higher or lower than the results shown. Investors may have experienced investment results during the corresponding time periods that were materially different from
those portrayed. Back-tested performance does not represent actual performance and should not be interpreted as an indication of such performance. The opinions referenced are as of the date of publication and are subject to change. Chandler Asset Management has discretion in the timing of trade execution and selection of
securities traded and utilized in any client account, which can and will materially differ from the hypothetical simulated performance based upon a variety of factors, including the adviser's discretion to not follow any trading signal generated and to determine the timing and implementation of a trade (which can include securities other
than those listed). There is a possibility of loss on all investments and investor principal is not guaranteed. Performance information provided should not be used in making investment decisions.

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 have to 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

ICE BofA 0-3 Treasury Index

The ICE BofA 0-3 Year US Treasury Index tracks the performance of US Dollar denominated Sovereign debt publicly issued by the US government in its domestic market with maturities less than three years. Qualifying securities must have at least 18 months to maturity at point of issuance, at least one month and less than three years
remaining term to final maturity, a fixed coupon schedule and a minimum amount outstanding of $1 billion. (Index: G1QA. Please visit www.mlindex.ml.com for more information).

ICE BofA US 3-Month Treasury Bill Index

The ICE BofA US 3-Month Treasury Bill Index is comprised of a single issue purchased at the beginning of the month and held for a full month. At the end of the month that issue is sold and rolled into a newly selected issue. The issue selected at each month-end rebalancing is the outstanding Treasury Bill that matures closest to, but not
beyond, three months from the rebalancing date.

ICE Bank of America Merrill Lynch 0-5 Treasury Index

The ICE BofA 0-5 Year US Treasury Index tracks the performance of US Dollar denominated Sovereign debt publicly issued by the US government in its domestic market with maturities less than three years. Qualifying securities must have at least 18 months to maturity at point of issuance, at least one month and less than five years
remaining term to final maturity, a fixed coupon schedule and a minimum amount outstanding of $1 billion. (Index: GVQA. Please visit www.mlindex.ml.com for more information).

ICE Bank of America Merrill Lynch 1-3 Treasury Index

The ICE BofA 1-3 Year US Treasury Index tracks the performance of US dollar denominated sovereign debt publicly issued by the US government in its domestic market. Qualifying securities must have at least one year remaining term to final maturity and less than three years remaining term to final maturity, a fixed coupon schedule
and a minimum amount outstanding of $1 billion. Qualifying securities must have at least 18 months to final maturity at the time of issuance. (Index: G102. Please visit www.mlindex.ml.com for more information).

ICE BofA 1-3 Year US Treasury & Agency Index

The ICE BofA 1-3 Year US Treasury & Agency Index tracks the performance of US dollar denominated US Treasury and nonsubordinated US agency debt issued in the US domestic market. Qualifying securities must have an investment grade rating (based on an average of Moody’s, S&P and Fitch). Qualifying securities must have at least
one year remaining term to final maturity and less than three years remaining term to final maturity, at least 18 months to maturity at time of issuance, a fixed coupon schedule, and a minimum amount outstanding of $1 billion for sovereigns and $250 million for agencies.

ICE Bank of America Merrill Lynch 1-5 Treasury Index

The ICE BofA US 1-5 Year Treasury Index tracks the performance of US dollar denominated sovereign debt publicly issued by the US government in its domestic market. Qualifying securities must have at least one year remaining term to final maturity and less than five years remaining term to final maturity, a fixed coupon schedule and
a minimum amount outstanding of $1 billion. Qualifying securities must have at least 18 months to final maturity at the time of issuance. (Index: GVQQ. Please visit www.mlindex.ml.com for more information).

ICE Bank of America Merrill Lynch 1-5 Year US Treasury & Agency Index

The ICE BofA 1-5 Year US Treasury & Agency Index tracks the performance of US dollar denominated US Treasury and nonsubordinated US agency debt issued in the US domestic market. Qualifying securities must have an investment grade rating (based on an average of Moody’s, S&P and Fitch). Qualifying securities must have at least
one year remaining term to final maturity and less than five years remaining term to final maturity, at least 18 months to maturity at time of issuance, a fixed coupon schedule and a minimum amount outstanding of $1 billion for sovereigns and $250 million for agencies. (Index: GVAO. Please visit www.mlindex.ml.com for more
information).

Third-Party Source information is provided by independent sources deemed to be reliable but is not guaranteed. Source ice Data Indices, LLC ("ICE"), used with permission. ICE permits the use of ICE Indices and related data on an “as is” basis; ICE, its affiliates and their respective third party suppliers disclaim any and all warranties and
representation, express and/or implied, including any warranties of merchantability or fitness for a particular purpose or use, including the indices, index data and any data included in, related to, or derived therefrom. Neither ICE data, its affiliates or their respective third-party providers guarantee the quality, adequacy, accuracy,
timeliness or completeness of the indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an “as is” basis and licensee's use is at licensee's own risk. ICE data, its affiliates and their respective third party do not sponsor, endorse, or recommend Chandler, or any of
its products or services.



http://www.mlindex.ml.com/
http://www.mlindex.ml.com/
http://www.mlindex.ml.com/
http://www.mlindex.ml.com/
http://www.mlindex.ml.com/
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