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CA Government Code 53600.5

People don’t drink the sand because they are thirsty. They drink the sand because they don’t know the 
difference

– Michael Douglas, The American President

When investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing public funds, the 
primary objective of a trustee shall be to safeguard the principal of the funds under its control. 

The secondary objective shall be to meet the liquidity needs of the depositor.

The third objective shall be to achieve a return on the funds under its control.
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Strategy Development Steps for Public Investors

Suitability – Building a Plan with Purposeful Evaluation 

In a room full of public fund managers, when asked the question, “In importance, how do you rank the objectives of safety, 
liquidity and income in the performance of your job?” most of the respondents would rank safety and liquidity combined at 
80 percent to 90 percent. In light of the above example, why then would the typical performance evaluation be based on a 
portfolio’s total return –or even a peer group comparison– given that, of the three policy objectives, return receives the 
lowest priority?

1) Performance Evaluation involves both qualitative and quantitative components to form the basis for reporting how 
well a manager is doing in meeting investment objectives.

2) Suitability is the one standard that can “specify performance measures as are appropriate for the nature and size of 
the public funds within the custody or the unit of local government”

3) The five “w’s” of suitability sets a baseline for questions to be answered while developing a strategy.

4 *Beyond Total Return, Ben Finkelstein & Felicia Landerman 
https://cdn.ymaws.com/www.cmta.org/resource/resmgr/imported/newsletters/06_winter_newsletter.pdf  



Strategy Development Steps for Public Investors 

Five Points of Suitability
• Questions you should ask yourself to evaluate performance.

Liquidity
Is there adequate liquidity to meet operating expenses 
without the need to sell bonds before maturity?1
Duration
Is the portfolio exposed to an appropriate level of 
interest rate risk (duration) in the portfolio?

 
2

Allocation
Does the portfolio have a diversified asset allocation 
along type, structure and maturity timeframes?

 
3

Legal
Does the portfolio meet compliance and policy/statute 
constraints?

 
4

Earnings
Is the portfolio earning a “market rate of return” through 
budgetary and economic cycles?

 
5
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Strategy Development Steps for Public Investors (cont. 2 of 2)

Cash flow 
forecast/liquidity analysis 
is key. asset-liability 
(ALM) approach 
mitigates large liquidity 
needs

Set a strategic allocation 
among sectors to reflect 
cashflow profile and risk 
tolerances for a stable, 
legal and diversified 
portfolio

Review at least 
annually and 
make necessary 
changes

Cash Flow Duration Allocation Market 
Return Review

Setting a portfolio 
duration target tackles 
the core risk you face, 
interest-rate risk

Utilize both excess 
liquidity investing  and 
market opportunities to 
maintain a “market rate of 
return”
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“Don’t Beat the Market, Be the Market”

Harvard Endowment: Had 230 employees until 2017. Top 6 
executives took home over $40MM in compensation.

Lost to S&P index by over 100bp over last 20 years and 
almost 500Bp over past 10 years.

Lost to the S&P annually for the last 12 years straight.

5 Takeaway’s:
• Performance Persistance is Rare: 

• Harvard’s few moments of glory have been dwarfed by its failures.
• Overconfidence is an obstacle:

•  Those who have seen success get complacent and assume they are smarter than they really are. 
• Reversion to the mean is powerful:

•  Sector outperformance comes and goes and is hard to predict.
• Many years of skill required to beat luck:

•  Statistically speaking, you would need many decades to understand if manager is superior.
• Indexes are hard to beat:

•  Harvard would have even lost out to a blended portfolio of 60% stocks, 40% US Bonds over last 20 years.

7 Source: Marketwatch -  “What the Harvard Endowment’s Below Average Grade Can Teach You
About Index Funds and Your Investments”, October 10, 2020 



“Don’t Beat the Market, Be the Market” 
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Treasury Yield Curve Dec 31, 2024
What would you choose?
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Treasury Yield Curves
What would you choose?

Dec 31, 2024

Oct 31, 2025
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Interest Rate Speculation
Rates: Aug 1983 to Sep 2025
$100MM PortfolioThe Truth About Flat Yield Curves
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Speculation Miscalculation

In 2014, the Bernalillo County Treasurer's office, under then-Treasurer Manny Ortiz and former 
Treasurer/Investment Officer Patrick Padilla, faced a major scandal for losing nearly $20 million in taxpayer 
money due to risky investments. A subsequent audit found an additional $900 million in questionable 
investments with incomplete or no records.

Investment Losses: The county was forced to sell long-term investments at an approximately $17 million 
loss in 2014 to meet its immediate cash flow needs (liquidity).

Audits and Investigations: State Auditor Hector Balderas initiated a special audit due to concerns about 
bond investments and payments to brokers, which revealed high-risk strategies and a lack of proper 
documentation. The New Mexico Securities Division also got involved, alleging that two brokerage firms, 
Oppenheimer & Co., Inc. and BOSC Inc., and their brokers did not exercise due diligence with public 
funds.
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Can’t Beat the Market, So Now What?

• Public entities generally exhibit predictive cash flows in both 
magnitude and timing.

• This allows public funds to create duration optimized 
(interest rate risk centric) allocations.

• Allocations should reflect the legal guidance of the 
investment policy and the desired weights of allowable 
sectors based on risk/reward and ALM preferences.

• Portfolio construction: Safety (IR Risk, credit), liquidity, 
diversified, legal, market rate of return.
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Duration, Duration, Duration!

Being invested is more important than the 
allocation decision!

Moving from Cash to two duration in Treasuries:
 Pickup approx. 30Bp Avg Yield
Moving from two duration in Treasuries to two duration in Agency Bullets:
 Pickup approx. 7Bp Avg Yield
Moving from two duration in Agency Bullets to maturity matched Agency Callables:
 Pickup approx. 12Bp in Avg Yield
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Anatomy of Duration
MACAULAY DURATION

Economist Frederick Macaulay proposed a simple formula (1938) to 
measure the time required to recover the initial cost of the bond 
(present value). 

Weights are given to the present value of each cash flow (coupon 
payment) at the applicable interest rate for the life of the bond (YTM) 
then divided by the market price.

[PV(CF1)*p1+PV(CF2)*p2…PV(CFn)*Pn} / Market Price of Bond

Thus, Macaulay Duration states the time period within which the 
present value of the bond will be realized.

e.g. Current 5 Year Treasury has a duration of 4.805.

The duration of a bond will always be less than its maturity period.

MODIFIED DURATION

Macaulay Duration was a good tool when it was conceived to 
compare bonds on a relative basis as to when an investor could 
expect to receive the cost of their investment back. The shorter the 
Macaulay Duration, the “less risk” was perceived by the investor 
since the PV of the bond would be received sooner.

However, Macaulay Duration’s shortfall was its inability to measure 
risk associated with holding the bond during its existence. Macaulay 
Duration lacks the ability to measure changes in value as interest 
rates fluctuate.

To correct for this, the simple division of the Macaulay Duration by 
(1+YTM) will convert the Mac Duration from a time-based receipt of 
cash flows to the approximate change in price given a 100bp move in 
rates.

EFFECTIVE DURATION

Same as Modified Duration but accounts for prepayment risk in callables 
and amortizing product. Requires additional sophistication (OAS Model) to 
obtain.

Effective Duration SHOULD ALWAYS be used when a portfolio invests in 
callable or MBS type securities.
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Why Do We Care?

• We know modified duration measures the approximate change in 
value for a 100bp change in interest rates.

• Because Modified Duration has Macaulay Duration as an input, 
we know that TVM (time value of money) principles apply. 

• Thus, we can show that in normal markets over long periods of 
time, the more duration we take on (risk), the more return we 
can achieve.

• Since earning a Market Rate of Return is a core objective (albeit a 
lower priority one), maximizing duration given safety and 
liquidity are taken care of is important. It will be the core 
determinant of how much income/return can be derived from 
the portfolio. 

• Sector and structure profile is of secondary importance to 
duration.

16



Approaches for Determining Portfolio Duration
Market Based – Index Sets

• Manager uses a set of indices and measures 
risk/reward profiles accordingly (ICE/BAML, 
Lehman/Bloomberg, etc...)

• Like multiple curves, the manager could 
weight their preference of sectors and 
structures and determine the optimal 
blended duration for the portfolio.
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Approaches for Determining Portfolio Duration (cont. 2 of 3) 

Market Based Approach
Single or Multiple Index Analysis

Treasuries represent 96.5% of 
this index as of Aug 31, 2021
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Approaches for Determining Portfolio Duration (cont. 3 of 3) 

Cash Flow Based - ALM

• Utilizes cash flow analysis to measure the 
timing and magnitude of liabilities.

• Uses immunization techniques utilized in the 
insurance and pension world to measure 
individual liability streams.

• These liability streams are combined and 
weighted to derive a total portfolio duration 
that will suffice to match the liability needs.
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CA Investment Primer – Portfolio Structuring
“One of the most important objectives in the 
investment of public funds is ensuring that funds 
are available to fund an organization’s cashflow 
needs. Investment officials must identify periods 
when cash will be needed from the portfolio and 
invest funds to mature on those dates. 
Furthermore, most investment officials will want to 
provide a cushion of cash to meet unexpected cash 
outlays. This cushion may be maintained in short-
term investments, money market funds, or in LAIF.”

“In developing a portfolio structuring strategy, it is 
the investor’s primary goal to balance the 
portfolio’s safety and liquidity with the secondary 
goal of yield. Safety is achieved through careful 
selection and monitoring of high credit quality 
investments and matching maturities of 
investments to cash needs.”

20 Source: CDIAC -  “California Public fund Investment Primer”, December 2009 



Approaches for Determining Portfolio Duration (1 of 16) 

Cash Flow Based Approach
ALM Analysis

Dedication Strategy: Specialized fixed-income strategy designed to accommodate 
specific funding needs of the investor. They generally are classified as passive in nature, 
although it is possible to add some active management elements to them.

21 *CFA Instititute, Fixed-Income Analysis 3rd Edition 



Approaches for Determining Portfolio Duration (cont. 2 of 16) 

Cash Flow Based Approach
ALM Analysis
Immunization: Aims to construct a portfolio that, over a specified horizon, will earn a 
predetermined return regardless of interest rate changes (duration focused). An increase in 
rates and the corresponding drop in investment value partially offset by an increase in re-
investment rates (and vice-versa).

Cash Flow Matching: Provides the future funding of a liability stream from the coupon 
and matured principal payments of the portfolio (not duration focused). A simple 
accumulation of the coupon, reinvestment return and value at horizon will offset liability 
in full.

Neither strategy perfectly fits public treasury as public entities must focus on Duration 
as a primary risk metric and typically spend coupons as anticipated by their budget.

22 *CFA Instititute, Fixed-Income Analysis 3rd Edition 



Approaches for Determining Portfolio Duration (cont. 3 of 16) 

Cash Flow Based Approach
ALM Analysis
Combination Matching (also called horizon matching): Popular variation of multiple 
immunization and cash flow matching to fund liabilities by combining the two strategies. A 
portfolio is created that is duration-matched with the added constraint that it be cash flow-
matched in the first few years, usually the first five years.

Since most public entities are policy constrained to five years and in, we can combine the 
strategies for the entire legal timeframe of the portfolio.

23 *CFA Instititute, Fixed-Income Analysis 3rd Edition 



Approaches for Determining Portfolio Duration (cont. 4 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 1 – Liquidity Profile

Enter Receipts and Disbursements for 36 
months (or desired length) to calculate Net 
Cash Flow per month over the last three 
years.

If data is difficult to obtain, a portfolio proxy 
can be used by utilizing the month over 
month change in book value of the portfolio 
as the net cash flow.
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Approaches for Determining Portfolio Duration (cont. 5 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 1 – Liquidity Profile
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Approaches for Determining Portfolio Duration (cont. 6 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 1 – Liquidity Profile
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Approaches for Determining Portfolio Duration (cont. 7 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 2 – Projected Cash Flows

Using your own assumptions or 
average/worst case cash flow projections, 
we can establish a liability ladder to 
measure against.

These projections are the net inflow and 
outflow expectations laddered over the 
policy limited timeframe of the portfolio. 
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Approaches for Determining Portfolio Duration (cont. 8 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 3 – DCF/Duration Analysis of Cash Flows

Year 1 Modified Monthly Duration = 5.815/(1+(Wtd Avg Tsy yield/12))=5.810
Year 1 Annualized Modified Duration = 5.810/12 = .484

Macaulay Dur = Sum 
PeriodWt = 5.815

Macaulay Dur = Sum 
PeriodWt = 17.814

Year 2 Modified Monthly Duration = 17.814/(1+(Wtd Avg Tsy yield/12))=17.795
Year 2 Annualized Mod Duration = 17.795/12 = 1.483
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Approaches for Determining Portfolio Duration (cont. 9 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 3 – DCF/Duration Analysis of Cash Flows

Once the annualized duration’s are 
calculated, we now weight each year 
based on our preference of coverage of 
each year’s total liabilities.
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Approaches for Determining Portfolio Duration (cont. 10 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 3 – DCF/Duration Analysis of Cash Flows

The total immunization 
weights for each year should 
create a portfolio that is 100% 
immunized relative to the 
portfolio size.
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Approaches for Determining Portfolio Duration (cont. 11 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 3 – DCF/Duration Analysis of Cash Flows

Sum of Weighted Durations 
(4 & 5 Year Not Shown)

31



Approaches for Determining Portfolio Duration (cont. 12 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 3 – DCF/Duration Analysis of Cash Flows

Sum of Asset Matched Weights 
(4 & 5 Year Not Shown)
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Approaches for Determining Portfolio Duration (cont. 13 of 16) 

Cash Flow Based Approach
ALM Analysis
Step 3 – DCF/Duration Analysis of Cash Flows
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Approaches for Determining Portfolio Duration (cont. 14 of 16) 

Cash Flow Based Approach
ALM Analysis
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Approaches for Determining Portfolio Duration (cont. 15 of 16) 

Cash Flow Based Approach
ALM Analysis
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Approaches for Determining Portfolio Duration (cont. 16 of 16) 

Cash Flow Based Approach
ALM Analysis

• Uses institution’s actual cash flow data to measure future liabilities and derive duration needs

• Eliminates bias and idiosyncratic problems that public entities can have with market-based approaches 
(liquidity, sector and structure differences).

• Ensures each institution’s duration is unique and not peer or market related.

• Places emphasis on timing and magnitude of investments relative to liabilities versus market-based 
optimizations for the masses.

• Does require more data and effort to establish the projected liability stream and involves calculations that 
may not be familiar.

• There are opportunity costs associated by limiting the investment universe to any particular timeframe, 
however it can be argued that maintaining a stable duration and limiting cash balances can more than 
offset any costs associated with security selection constraints (without this process, cash balances tend to 
be higher and more conservative securities are purchased due to uncertainty).
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Case Study: City and County of San Francisco (1 of 12) 

CCSF Investment Pool
 CCSF Investment Pool currently is $16.0 billion
 Many different participants both discretionary and non-discretionary with 13 major participants
 Monthly apportionment to each participant
 Consists of operating reserves and bond issuance proceeds

Investment Strategy
 Focus is on Safety of Principal and Liquidity – return is considered after the first two mandates are 

satisfied
 Emphasis on Asset/Liability Management – matching asset maturities with cash outflows
 Maintaining a consistent average maturity consistent with cashflow profile – not market timing
 Income generation is key – not total return
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Case Study: City and County of San Francisco (cont. 2 of 12) 

Focus on Cash Forecasting and Cash Flow Management
Historical Data Indicates Seasonal Patterns

Cash 
Inflow 

Months

Cash 
Outflow 
Months

Cash 
Inflow 

Months

Cash 
Outflow 
Months

Cash 
Inflow 

Months

Cash 
Outflow 
Months

Cash 
Inflow 

Months

Cash 
Outflow 
Months
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Case Study: City and County of San Francisco (cont. 3 of 12) 

Historic Monthly Net Cash Flows

Net Inflows

Net Outflows
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Case Study: City and County of San Francisco (cont. 4 of 12) 

Historic Monthly Net Cash Flows By Year
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Case Study: City and County of San Francisco (cont. 5 of 12) 

Projected Cash Flows

41



Case Study: City and County of San Francisco (cont. 6 of 12) 

Worst Outflow Scenario
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Case Study: City and County of San Francisco (cont. 7 of 12) 

Worst Outflow Scenario
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Case Study: City and County of San Francisco (cont. 8 of 12) 

Worst Outflow Scenario
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Case Study: City and County of San Francisco (cont. 9 of 12) 

Worst Outflow Scenario
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Case Study: City and County of San Francisco (cont. 10 of 12) 

Asset-Liability Ladder ($MM)
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Case Study: City and County of San Francisco (cont. 11 of 12) 

Cash Flow Schedule
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Case Study: City and County of San Francisco (cont. 12 of 12) 

Immunization List
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Three Types of Risk Public Funds Can Take
Once Liquidity Is Established, Safety Decisions Define Income Strategy

Liquidity Secured

INTEREST RATE RISK
GASB 31 introduces market value volatility into budgets

More market risk = more income for budget
Most politically sensitive—and largest driver of income

REINVESTMENT RISK
Occurs when bonds mature or are called early

Callables can enhance income while keeping duration shorter
Income depends on future market rates when bonds mature or are called

CREDIT RISK
State code sets minimum credit at A or better

Managed through diversification and concentration limits
Downgrades create headlines, not automatic sales

Duration, reinvestment risk, and credit risk define the trade-off between safety and income.











Summary

How we built the Suitability Benchmark

• Step 1 — Liquidity Index: targets + investable liquidity after targets

• Step 2 — Duration Index: intentional interest-rate posture

• Step 3 — Credit Index: portfolio-level posture + diversification discipline

• Step 4 — Market Rate of Return Index: income context (not a performance contest)

What we clarified

• Measurement ≠ Evaluation

• Fiduciary obligation ≠ Stewardship

• Index ≠ Benchmark

What this delivers

• Built from investment policy objectives—not market 
indices

• Proof of safeguarding, liquidity readiness, and 
reasonable book yield

• Clarity for boards, auditors, and the public

Stewardship is evaluated through suitability—so the benchmark must come from investment policy objectives.



Flipping the Dynamic
A Suitability Benchmark changes the PM’s role from reactive defense to proactive stewardship—making purpose 

and performance visible.

FROM TO

→

Invisible stewardship Visible stewardship
Good work is recognized before anything goes wrong.

Reactive answers Proactive confirmation
You answer questions before they are asked.

Market-noise narratives Mission-proof narratives
Policy objectives drive the story, not headlines.

Scrutiny-driven trust Transparency-driven trust

Happiness = purpose + proof + recognition—because stewardship is visible.



18 © 2026 Hilltop Securities Inc. All rights reserved. Member NYSE/FINRA/SIPC. Confidential and Proprietary.

DISCLOSURE

• Hilltop Securities Inc. (HTS) prepares this material for Institutional Investors only. This material may change without notice, and it 
does not constitute a research report, solicitation, nor financial or legal advice from HTS. HTS does not verify the accuracy of this 
material. All information contained herein is obtained by HTS from sources believed by it to be accurate and reliable. Information 
and analysis, if any, are provided “as is” without warranty of any kind, and HTS makes no representation or warranty, express or
implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any particular purpose of any such information 
or analysis. HTS, its affiliates, officers, directors, shareholders, associates, and their family members may invest in noted securities. 
HTS may trade these securities as principal or agent and may perform or seek to perform a range of underwriting and financial
services for issuers noted. Securities' prices and availability are subject to change. Redistribution/reproduction of this material 
beyond institutional investors is prohibited. Hilltop Securities is a member of NYSE, FINRA, and SIPC and is located at 717 N. 
Harwood St., Suite 3400 Dallas, TX 75201 (214) 953-4000. See additional disclosures at: http://www.hilltopsecurities.com/hilltop-
securities-inc-disclosures/. For more information, contact Hilltop Securities. 

http://www.hilltopsecurities.com/hilltop-securities-inc-disclosures/
http://www.hilltopsecurities.com/hilltop-securities-inc-disclosures/
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Agenda
• Tools for you, the Local Investment Guru
• Money Market Funds
• JPA Funds Liquidity Funds
• Local Agency Investment Fund
• JPA “Duration” Funds
• The Role of Ratings
• The User’s perspective
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California Asset Management Program (CAMP)

58

POOL TERM
Nearly $22 billion AUM as of 12/31/25 Over $1.2 billion AUM as of 12/31/25

Same-day liquidity with a noon cut-off time Fixed-rate, fixed-maturity investment from 
60 days to one year

Follows GASB 79, which allows the pool to market a 
stable NAV of $1.00

Allows Shareholders to:
• Match assets to liabilities

• Manage cash flow gaps and surpluses
• Hedge excess liquidity 

CAMP is governed by a board of nine trustees representing 400+ public agencies 
that invest in the program. 

Since inception in 1989, PFM Asset Management* has served as the Investment 
Advisor and Administrator of the program. 

*PFM Asset Management is a division of U.S. Bancorp Asset Management, Inc., 
CAMP’s investment adviser and administrator, that services public sector clients.



CAMP Disclosure
CAMP® is a registered trademark and the CAMP logos and designs are trademarks owned by the 
California Asset Management Trust (Trust).
This information is for institutional investor use only, not for further distribution to retail investors, 
and does not represent an offer to sell or a solicitation of an offer to buy or sell any fund or other 
security. Investors should consider the Trust’s investment objectives, risks, charges and expenses 
before investing in the Trust. This and other information about the Trust is available in the Trust’s 
current Information Statement, which should be read carefully before investing. A copy of the 
Trust’s Information Statement may be obtained by calling 1-800-729-7665 or is available on the 
Trust’s website at www.camponline.com. While the Cash Reserve Portfolio seeks to maintain a 
stable net asset value of $1.00 per share and the CAMP Term Portfolio seeks to achieve a net 
asset value of $1.00 per share at the stated maturity, it is possible to lose money investing in the 
Trust. An investment in the Trust is not insured or guaranteed by the Federal Deposit Insurance 
Corporation or any other government agency. Shares of the Trust are distributed by U.S. Bancorp 
Investments, Inc., member FINRA (www.finra.org) and SIPC (www.sipc.org). PFM Asset 
Management is a division of U.S. Bancorp Asset Management, Inc., which serves as administrator 
and investment adviser to the Trust. U.S. Bancorp Asset Management, Inc. is a direct subsidiary of 
U.S. Bank N.A. and an indirect subsidiary of U.S. Bancorp. U.S. Bancorp Investments, Inc. is a 
subsidiary of U.S. Bancorp and affiliate of U.S. Bank N.A.
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Pooled Money Investment Account (PMIA)          
Local Agency Investment Fund (LAIF)
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Fitch Credit Rating Process

Professional 
service

Step 1

Initiate rating process
• Primary and back-up 

analyst assigned
• Determination of 

whether additional 
industry analyst 
expertise is required

• Analysts have a range 
of backgrounds, with 
the majority recruited 
from banks, insurance 
companies, 
investment houses & 
financial departments 
of major companies

Step 2

Collect publicly 
available information
• Company financial & 

operational statistics
• Reports filed with 

regulatory agencies
• Industry & economic 

reports
• Other data & insights

Thorough 
pre-analysis

Step 3

Perform pre-analysis & 
request non-public 
information, if 
appropriate
• Information provided 

directly by the issuer, 
arranger, sponsor or 
other involved party

• Can include 
background data, 
forecasts & other 
communications

Step 4

Prepare detailed 
questionnaire
• Prepare main topics 

for discussion & key 
questions

• Establish detailed 
agenda to ensure 
productive dialogue

Independent 
perspective

Step 5

Hold meeting with 
entity management & 
other stakeholder
• Face-to-face 

meetings, site visit 
and/or 
teleconference, when 
appropriate

Step 6

Perform in-depth 
analysis

Transparent 
methodology

Step 7

Hold ratings committee
• Committee members 

review package
• Information considered
• Consensus decision on 

appropriate rating, 
including, where 
appropriate, a Rating 
Outlook or Rating Watch 
designation

• Minimum size for 
committee is four analysts

• Committees frequently 
include analysts from 
outside the immediate 
asset class, sub-sector or 
geography since peer 
analysis is a central element 
of the process

• Committee considers 
relevant quantitative & 
qualitative issues

Step 8

Assign ratings 
write & publish 
commentary
• Once prepared, 

report is shown to 
issuer to check for 
factual accuracy and 
presence of non-
public information

• Initial ratings actions
• Report published
• Commentary 

distributed

Ongoing surveillance

Step 9

Conduct ongoing 
surveillance
• Continual review of 

market events
• Formalized periodic 

review
• Continuing evaluation 

of industry issues & 
macro economic 
considerations

Rating process typically takes six to eight weeks

Source: Fitch Ratings 61



Fitch’s Global Bond Fund 
Rating Criteria Framework
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Bond Fund Ratings Cover 
a Broader Scope of Credit and Market Risk
Money Market Fund Ratings

Credit Risk
1.50 Portfolio Credit Factor (PCF)
F1+/F1 Credit Quality

Concentration

60 D WAM
120 D WAL

10% Daily Liquidity
30% Weekly Liquidity

Investor Base

Market Risk

Liquidity Risk

AAAmmf Dmmf

WARF – Credit Quality and 
Maturity
Concentration
Credit Barbelling

Interest Rate Risk
Credit Spread Risk
Currency Fluctuations
Leverage

AAAf Df

Fund Credit Quality Rating

Fund Market Risk Sensitivity Rating

Highest RiskLowest Risk

S1 S6

Money Market Fund Rating

Bond Fund Ratings

Highest RiskLowest Risk

Market Risk

Credit Risk

Source: Fitch Ratings 63



Key Rating Driver Components
Component #1 Component #2

Credit Risk The manager’s credit-selection capabilities and ability 
to avoid credit events and limit credit-driven losses

The portfolio’s key credit attribute is based on WARF  (the  
market value-weighted sum of each portfolio security’s  

credit rating  factor), which takes into account the rating and 
maturity of the instrument (based on legal final maturity 

dates in most cases)

Liquidity Risk N/A N/A

Market Risk
A fund’s sensitivity to movements in interest rates 

(interest rate risk) measured by modified duration or 
WAM as a proxy

A fund’s sensitivity to movements in credit spreads (spread 
risk) is measured by its spread duration or WAL as a proxy

Asset Manager
The asset manager’s capabilities, track record, 

investment platform and infrastructure are important 
actors in the rating analysis

The asset manager (with board-level oversight, where 
applicable) is capable of managing the fund, and has 

sufficient operational resources and expertise

Surveillance Monthly surveillance
Fitch periodically meets with senior managers responsible for 

portfolio management, credit analysis, risk management, 
operations and legal/regulatory issues

Source: Fitch Ratings 64



Fitch’s Bond Fund & LGIP Ratings Methodology
• WARFs and MRSRs are quantitatively derived, inform rating outcomes and are monitored overtime.
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Bond Fund Rating Overview
Rating Attribute Fitch Bond Fund Rating Treatment
Rating Scales ‘AAA’ to ‘D’ and ‘S1’ to ‘S6’
Rating Subscript ‘-f’

Summary Rating Definitiona
Fund’s overall credit profile and vulnerability to losses as a result of defaults 
(Fund Credit Quality Rating) and fund’s relative sensitivity to changes in interest 
rate, credit spread and currency risks (Fund Market Risk Sensitivity Rating)

Does Rating Address Credit Risk? Yes (via Fund Credit Quality Rating)
Does Rating Address Market Risk? Yes (via Fund Market Risk Sensitivity Rating)
Does Rating Address 

Liquidity/Redemption Risk? No

Credit Risk Scoring Approach WARF

Credit Risk Scoring Time Horizon Full-time horizon, in increments ranging from 90 days to two-plus years

Market Risk Scoring Approach Interest rate duration plus risk-adjusted spread duration, adjusted for unhedged 
currency exposure and leverage

aFor complete rating definitions, please see Fitch’s Rating Definitions
  Source: Fitch Ratings
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Risk Profile of Fitch Rated Funds
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Seasonal Drop in LGIP Assets

Combined Assets for Both Indices Stood at $628 Billion as of 3Q25, an Increase of 4% YoY
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Quarterly Changes In LGIP Assets
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Portfolio Allocations

Liquidity LGIPs Move Away from Corporates and Into Repurchase Agreements:
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Managers Extend WAMs as Yields Fall

Fitch Liquidity LGIP Index WAM 
Increased by 2 Days QoQ
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FED Rate Cuts Lower LGIP Yields

Fitch Liquidity LGIP Index: 4.17%, 
Decrease from 4.34% Last Quarter
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Fitch Short-Term LGIP Index 4.10%, 
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Sonoma County

• What we do:
• $3.7bn Pool
• 90%+ managed internally
• Small Money Market exposure
• ~5% JPA Funds
• ~2% LAIF
• No exposure in JPA duration products
• No external mandates

Agency
33%

Corp
25%

CD
12%

Govt
11%

Supra
8%

Fund
7%

Muni
4%

CP 0%
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If you run an investment program, 
what is the TYPICAL size of your 
program?

The Slido app must be installed on every computer you’re presenting from

https://www.slido.com/powerpoint-polling?utm_source=powerpoint&utm_medium=placeholder-slide
https://www.slido.com/support/ppi/how-to-change-the-design


What are your agency’s annual 
expenditures (outflows, total, all 
types)?

The Slido app must be installed on every computer you’re presenting from

https://www.slido.com/powerpoint-polling?utm_source=powerpoint&utm_medium=placeholder-slide
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What are your agency’s annual 
revenues (inflows, total, all types)?

The Slido app must be installed on every computer you’re presenting from

https://www.slido.com/powerpoint-polling?utm_source=powerpoint&utm_medium=placeholder-slide
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Sonoma County Pooled Investment Fund

• Quick Facts:
• Approximately $3.7bn pool
• Approximately $4bn in 

taxes/revenues/fees/other inflows
• Approximately $4bn in expenditures

School Funds, 
38.9%
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Government 
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4.5%

Special Districts, 
10.6%

Participants, Percent of Pool

 $1,400,000,000

 $1,600,000,000

 $1,800,000,000

 $2,000,000,000

 $2,200,000,000

 $2,400,000,000

 $2,600,000,000

 $2,800,000,000

 $3,000,000,000

 $3,200,000,000

 $3,400,000,000

 $3,600,000,000

 $3,800,000,000

 $4,000,000,000

Ja
n-

13
Ju

l-1
3

Ja
n-

14
Ju

l-1
4

Ja
n-

15
Ju

l-1
5

Ja
n-

16
Ju

l-1
6

Ja
n-

17
Ju

l-1
7

Ja
n-

18
Ju

l-1
8

Ja
n-

19
Ju

l-1
9

Ja
n-

20
Ju

l-2
0

Ja
n-

21
Ju

l-2
1

Ja
n-

22
Ju

l-2
2

Ja
n-

23
Ju

l-2
3

Ja
n-

24
Ju

l-2
4

Ja
n-

25
Ju

l-2
5

Ja
n-

26

Pool Balance Average Poly. (Pool Balance)

79



Defining the Problem: What Do We Need?
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Building a Portfolio – Buy Where You Need
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Building a Portfolio – Draw Inside the Lines

Agency
33%

Corp
25%

CD
12%

Govt
11%

Supra
8%

Fund
7%

Muni
4%

CP 0% Sector Book Value Exposure Limit

Agency $1,216,582,068 32.9% 100%

Corp $940,771,244 25.4% 30%

CD $459,800,000 12.4% 30%

Govt $404,985,257 10.9% 100%

Supra $281,299,473 7.6% 30%

Fund $244,365,222 6.6% 20%

Muni $142,562,941 3.9% 100%

CP $9,902,244 0.3% 40%

Grand Total $3,700,268,448 Null Null
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Building a Portfolio – Each Block Has Purpose

Agency
33%

Corp
25%

CD
12%

Govt
11%

Supra
8%

Fund
7%

Muni
4%

CP 0%
Sector Primary Use   Secondary Use

Agency Bullets Bullets: Maturity Liquidity, Safety

Agency Calls Yield Enhancement Safety

Corp Yield Enhancement Maturity target

CD Maturity target Yield 

Govt Maturity target Liquidity, Safety

Supra Maturity target Yield

Fund Liquidity Safety

Muni Yield Enhancement Maturity target

CP Maturity target Yield
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Our Process (required circular slide)

We run a rigorous 4-step process daily to stay
focused on outcomes

Think

Evaluate Act

Decide

Results
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Reporting: Communicating with Partners/Public 

• Strike a Balance:
• Too limited – what are you hiding?
• Too much – no one reads it (or they do!)

• What is required…
• Monthly Transactions (16429.1.m)
• (If) Quarterly (53646.b): 

• Inventory
• Outside Managers
• Market Value
• Complies w/ Code & Policy
• Ability to meet expenditures (6mo)
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Reporting: Communicating with Partners/Public (cont. 2 of 3)
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Reporting: Communicating with Partners/Public (cont. 3 of 3) 
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How often do you review your 
investment policy?

The Slido app must be installed on every computer you’re presenting from
88
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Do you consider ESG or other 
criteria than the Big 3 
(Safety/Liquidity/Yield)?

The Slido app must be installed on every computer you’re presenting from
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City of Burbank
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Organizational Structure
Electorate of 

the City of 
Burbank

City Clerk City Council

City Manager

Finance Other 
Departments

City Attorney

City Treasurer

City 
Treasurer

Assistant City 
Treasurer

Senior 
Administrative 

Analyst

Treasurer 
Technician

Treasurer 
Technician

• City of Burbank ~1,550 Employees 
• Charter City
• Council-manager government

• 5 Full-time treasury employees
• Responsible for deposits, payments, 

and investment portfolio 
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Cash Management

City Services

Office of 
the City 

Treasurer

Taxes and Fees Investments

Vendor Payments Payroll Costs

$539 million in incoming 
ACH payments*

$163 million in checks 
received, processed, and 

deposited*

$6 million in cash 
deposits*

*FY 24-25
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Investment Policy Guidelines
Oversight

• Investment Policy presented annually to City Council for approval/adoption
• Semi-annual presentations to Fiscal & Treasurer’s Review Group (internal), 

Treasurer’s Oversight Review Committee (external), and City Council
• All investment transactions audited by third-party firm for compliance
• Monthly reports emailed to Council and committees

List of Qualified Brokers
• Interested brokers must submit application to be approved
• Selection criteria based upon merit, expertise, and performance
• Annual review of broker financial condition and registration

Environmental, Social, and Governance (ESG) Responsibilities
• While safety, liquidity, and yield remain the City’s primary investment objectives, all 

else being equal, the policy encourages environmental stewardship, health and 
safety, fairness and equality, customer satisfaction, good governance, and impact 
investing
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Portfolio Value by Asset Class (Oct 2025)
Negotiable Certificates of Deposit, $33M 

5%

Joint Powers Authority Pool, $140M 
20%

Local Agency Investment Fund, $87M 
12%

Corporates - Medium Term Notes, $148M 
21%

Money Market, $3M 
0.45%

Municipal Bonds, $76M
11%

Supranational Obligations, $33M
5%

US Agencies, $163M 
23%

US Treasuries, $21M 
3%

Portfolio Market Value
$ 703 M
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Portfolio Management

Safety
• Maximum maturity of 5 years
• Diversification
• Minimum credit ratings
• Due diligence
• Credit monitoring
• Credit downgrade provision

Technology

Liquidity
Yield

• All investment transactions, except for 
“new issues,” are conducted on a 
competitive basis

• Pricing validated through Bloomberg 
and/or bidding process with at least 3 
brokers
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Day-to-Day Investing

• How much money do we have to invest?

• What is our target duration?

• Where is the value today? Analyze spreads. Are there any anomalies? 

• What are other people buying? What are other people not buying?

• Put together a shopping list.

• Who can provide the best pricing? Ask around. Get multiple quotes.

•  Always negotiate. It never hurts to ask.
96
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How do you invest?

The Slido app must be installed on every computer you’re presenting from
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How often are you in the market?

The Slido app must be installed on every computer you’re presenting from
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East Bay Municipal Utility District (EBMUD)

• Formed in 1923 under the Municipal Utility District Act
• Governed by seven-member Board of Directors
• Headquartered in Oakland, CA
• Operates two systems

• A retail water system
• Wastewater treatment

• Workforce of approximately 2,000 employees
• $1.7 billion in 2026 budgeted expenses
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EBMUD Water System

• One of the largest retail water systems in 
U.S.

• Secure and diverse portfolio of high-quality 
water sources 

• Serves 1.4 million people over 332 sq. mi. 
• $1.46 billion in 2026 budgeted expenses
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EBMUD Wastewater System

• Established in 1944
• Provides regional treatment
• Collection provided by local cities/agencies
• Serves 740,000 people over 88 sq mi.
• $246 million in 2026 budgeted expenses
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Investing “In House” (No Investment Advisor)

• Allows development of in-house expertise
• Staff focuses on EBMUD’s unique cash flow needs
• Portfolio big enough to justify some tools 

• Bloomberg
• Tracker

• Considerations of investing in house
• Achieving diversification across asset classes can be difficult
• Ongoing education and training required

• Overseen by the Finance Director 
• Day-to-day managed by Investment Administrator and Treasury Manager

• District Board has ultimate authority – Board presented with monthly 
transactions, quarterly updates and annual policy review
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EBMUD Investment Portfolio
• Portfolio fluctuates between $500 and $800 million
• Primarily investing Water and Wastewater funds
• District staff also invests on behalf of several JPAs
• Driven by the familiar mandates

• Safety
• Liquidity
• Yield
• Diversity

• District finance and investment staff also acts as the finance team for the 
District’s retirement system
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EBMUD Investment Framework

• Portfolio stratified into tiers (total based on % of budget)
1. Overnight (commercial bank, money market funds & LGIPS)
2. Middle Tier (break glass in case of emergency) Treasury Ladder
3. Long-term Immunization of large outflows (predominantly debt service)

• Overnight liquidity for additional cushion and unexpected needs
• Middle tier reserves with some duration
• Immunization investments for largest cashflow needs (debt service)
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Cash Flow Needs of a Utility

• Cash flow needs are relatively predictable for water and wastewater utilities
• Rate revenue comes in daily with some seasonality 

• Ranges from $1M to $5M daily

• Operating expenses are stable
• Payroll is the largest operating outflow every two weeks

• Debt service is largest expense
• We know the exact amount and timing well in advance

• Capital spending is a source of variability
• The District’s current capital plan is approximately $1.2B over just the next two years and $6.8B over 

the next 10 years
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Predictable Cash Flows

Debt service payments

Bond issues
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How many counterparties do you 
use on a regular basis?

The Slido app must be installed on every computer you’re presenting from
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When buying in the secondary 
market, do you “shop around” for 
the lowest price?

The Slido app must be installed on every computer you’re presenting from
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When buying securities, what do 
you care about the most?

The Slido app must be installed on every computer you’re presenting from
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We’ve been through some weird investment environments 
over the last 20 years… Did your investment strategy change 
for:
i. COVID (low rates)
ii. Hike-a-palooza (2022 & 2023)
iii. Financial Crisis (2007-10)
iv. Bank Hiccup (March 2023)
v. Low rates for-ev-er (2009-2015)
vi. Tariff Party ‘25

The Slido app must be installed on every computer you’re presenting from
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Investment Reporting – the Why
Government Code -GOV §53600.3
All governing bodies of local agencies or persons authorized to make 
investment decisions on behalf of those local agencies investing public funds 
pursuant to this chapter are trustees and therefore fiduciaries subject to the 
prudent investor standard.

Chapter III –CDIAC 2024 Investment Guidelines
These reports generally are intended to provide the legislative body the 
ability to meet its fiduciary obligations as a trustee and to increase the 
disclosure of the agency’s investment activities to those outside the agency. 
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Monthly Reporting Requirements

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.
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Quarterly Reporting Requirements (Optional)

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 45 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
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Top 10 Common Mistakes of Investment Programs

•Not Having a Robust Cash Flow Schedule

•Having Too Much Liquidity (Opportunity Cost)

•Having Too Low of WAM/Duration (Too Many Callables)

•Benchmarking Incorrectly

•Thinking One Can Time the Market

•Not Amortizing

•Wrong Issuer Exposure (Concentration Risk/Foreign Issuers)

•Not Having the Right Number/Mix of Brokers

•Having Too Many Investment Positions

•Not Providing Transparent Reporting 
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Investment Reporting – the Who

Know Your Audiences:

• Governing Body
• Management
• Committees
• Auditors
• Rating Agencies
• GFOA (CAFR)
• Peers
• Taxpayers
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Investment Reporting – the When

Frequency:

• Governing Body – Monthly & Quarterly
• Management – Daily? Weekly? Monthly?
• Committees – Quarterly or Biannually
• Auditors – Quarterly & Annually
• Rating Agencies – Always / on request
• GFOA (CAFR) - Annually
• Peers – Always / on request
• Taxpayers – Always / on request
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Investment Reporting – The How

• Portfolio Management Systems
• In-house or Consultant or Investment 

Manager
• Frequency
• Staffing
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Three Challenges 
Investment Reporting Faces 

1. Prepare Investment Reports to show investment portfolio is both legal 
and suitable.

2. Investment Report explicitly states policy objectives were met in 
priority:  Safety, Liquidity, Yield

3. Investment Reports are crafted to answer critical portfolio 
performance questions before they can be asked.
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Investment Reporting – The What

• Transparency – disclosure of investment holdings and activities

• Summary charts and graphs – How much is too much?

• Demonstrate portfolio complies with Investment Policy

• States local agency has sufficient liquidity to meet cash flow 
requirements for six months
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Sample Report
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Sample Report (cont. 2 of 3) 
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Sample Report (cont. 3 of 3) 
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Investment Summary Page(s)
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Investment Summary Page(s) (cont. 2 of 3) 
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Investment Summary Page(s) (cont. 3 of 3) 
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Recommended Additional Reports - Compliance
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Recommended Additional Reports - Compliance (cont. 2 of 2) 
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Recommended Additional Reports - History
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Recommended Additional Reports – History (cont. 2 of 3) 
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Recommended Additional Reports – History (cont. 3 of 3) 
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Recommended Additional Reports – Cash Flow
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Recommended Additional Reports – Cash Flow 
(cont. 2 of 2) 
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Recommended Additional Reports - Analysis
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Recommended Additional Reports – Analysis 
(cont. 2 of 2) 
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Investment Reporting - Takeaways

• Be Completely Transparent

• Keep it Simple – Charts/Graphs/Tables

• Provide Details to the Appropriate Audiences

• Demonstrate How the Investment Portfolio is Meeting 
Objectives 
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