
INVESTMENT PLAN AND EXECUTION

CALIFORNIA DEBT AND INVESTMENT ADVISORY COMMISSION

CALIFORNIA MUNICIPAL TREASURERS ASSOCIATION

January 18, 2017

MICHAEL NGUYEN
SENIOR VICE PRESIDENT 

PRUDENT MAN ADVISORS, INC.

Session 6: Understanding Cash Flow 

and Forecasting, Part 1 - Concepts



• Immediate Reserves:  <12 
months

o T-bills/Agency discount 
notes/CD’s

o Commercial Paper

o Local Government Investment 
Pools

• Semi-Permanent Reserves:  1-5 
Years

o Treasury Notes/Agency Notes

o Investment Grade Corporate 
Bonds

o Taxable Municipal Bonds

o Agency Mortgage Securities

• Permanent Reserves:  5+ Years 
o Investment Grade Corporate 

Bonds

o Mortgage Pass Thru Bonds

o Taxable Municipal Bonds

o Treasury Notes / Agency Notes

• Pension / OPEB :  Long Horizon 
o Corporate Bonds

o Zero Coupon Treasury/Agency 
Bonds

o Equities / Stocks

Successful Investment Plan Aligns Appropriate Strategy for Purpose



• Periodically Review & Update Your Investment Policy

o Authorized investments 

o Diversification

o Maturity

o Asset class



EXECUTING INVESTMENT PLAN

• Broker-Dealer – Self-directed investments

o You make all investment decisions

o Sell investment products (Treasuries, Agencies, Corporates)

• Investment Advisor – Investment management

o Discretionary or Non-discretionary management

o Separately managed accounts

o Investment funds/pools



WHEN TO UTILIZE?

Asset type LGIP Broker/Dealer
Bank Products

Investment Advisor

Highly Liquid Funds
< 9 month

Medium Term Funds
> 1.0 to 2.0 years

Core Funds
> 2.0 years

Bond Proceeds
(depends on use)

Self Insurance Assets

OPEB/Pension Assets



POWER OF A LADDER

• Reinvest over time

• Similar to dollar cost averaging in stocks

• Works in all rate environments

o Rates Fall:  Locked in higher yields in longer maturities

o Rates Stable:  Longer maturities will enhance yield

o Rates Rise:  Reinvest at higher yields as bonds mature



YIELD CURVE STRATEGIES 
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• $10 Million Portfolio 

• Average Maturity:  5 Years

• Portfolio Yield: 
o Bullet:    1.45%

o Barbell:  1.24%

o Ladder:  1.46%



ROLLING DOWN THE YIELD 
• In a positively sloped yield curve environment, as the bond ages, it will be re-

priced at a lower yield which leads to a higher price

• This enhances the price component of return leading to a total return that is 
greater than the purchase yield

o Example:  5-year UST  yield 1.45% Price: 99.68

o Next year this bond will be a 4-year yielding 1.30% Price: 100.29

o Price change:  +.61          Total return:  +1.98%

• Find the steepest part of the yield curve to maximize the roll-down strategy
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MAINTAIN LIQUIDITY

• Cash flow analysis

o Keep it simple

o Be realistic

• Remember unusual expenditures



GENERATE INCOME

• Understand market realities

o You can’t “beat” the market over time

o Extending maturity increases yield and interest rate risk

o Match assets and liabilities to reduce risk and provide 

efficient investing 

o Remember, the market is efficient

• Seek best execution through competitive bids



INVESTMENT APPROACH

• Invest only in allowable investments

• Tailor strategy to meet investment goals

• Invest with a disciplined investment plan

• Thoroughly understand each investment



Disclaimer
Prudent Man Advisors, Inc. (“Prudent Man”) is an investment adviser registered with the U.S. Securities and Exchange Commission. The information presented herein is for

general information purposes only and is not a specific/buy sell recommendation. The analysis or information presented in this presentation is based upon hypothetical

projections and/or past performance that may have certain limitations and is solely intended to suggest/discuss potentially applicable financing applications or investment

strategies with you. Any terms discussed herein are preliminary until confirmed in a definitive written agreement.

Investment in securities involves risks, including the possible loss of the amount invested. In addition, past performance is no indication of future performance and the price or

value of investments may fluctuate. Asset allocation does not assure or guarantee better performance and cannot eliminate the risk of investment losses.

You should consider certain economic risks (and other legal, tax, and accounting consequences) prior to entering into any type of transaction with Prudent Man Advisors, Inc.

Prudent Man and its employees do not offer tax or legal advice. You should consult with your tax and/or legal advisors before making any tax or legal related investment

decisions.

Securities, public finance and institutional brokerage services are offered through PMA Securities, Inc. PMA Securities, Inc. is a broker-dealer and municipal advisor registered

with the SEC and MSRB, and is a member of FINRA and SIPC. Prudent Man Advisors, Inc., an SEC registered investment adviser, provides investment advisory services to

separately managed accounts and local government investment pools. All other products and services are provided by PMA Financial Network, Inc. PMA Financial Network, Inc.,

PMA Securities, Inc. and Prudent Man Advisors (collectively "PMA") are under common ownership. Securities and public finance services offered through PMA Securities, Inc.

are available in CA, CO, FL, GA, IL, IN, IA, KS, MI, MN, MO, NE, OH, OK, PA, SD, TX and WI. This document is not an offer of services available in any state other than those

listed above, has been prepared for informational and educational purposes and does not constitute a solicitation to purchase or sell securities, which may be done only after

client suitability is reviewed and determined.
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