SESSION THREE

Understanding and
Managing Risk in Public
Investing

RICK PHILLIPS
Chief Investment Strategist
Meeder Public Funds

ADVANCED PUBLIC FUNDS INVESTING | January 22-23, 2025 1 cpiac I
I —



Dictionary

Est. 1828

Dictionary
Definition

bl

verb

Synonyms
Example Sentences
Word History
Phrases Containing

Entries Near

SOURCE: MERRIAM-WEBSTER.COM

2

/QQ MEEDER

I'iSk 10f2 NOUN

risk =)

Synonyms of risk >
1 :possibility of loss or injury : PERIL
2 :someone or something that creates or suggests a hazard

3 a :the chance of loss or the perils to the subject matter of an insurance contract
also : the degree of probability of such loss
b : a person or thing that is a specified hazard to an insurer

€ :aninsurance hazard from a specified cause or source
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RISK means more things can happen

than will happen. The range of future outcomes
Is the impenetrable mystery all investors must
face. Investors must shape all portfolio
decisions around that simple but powerful truth.
If we do not know the future, decision errors
and surprises are inevitable. As a result,
managing investment portfolios is ultimately
about managing risk, or preparing for
uncertainty, and unexpected outcomes.

SOURCE: MANAGING INVESTMENT PORTFOLIOS: A DYNAMIC PROCESS (CFA INSTITUTE INVESTMENT SERIES - KINDLE LOCATION 179) . WILEY. KINDLE EDITION.
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MANAGING
INVESTMENT
PORTFOLIOS

A DYNAMIC PROCESS
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Risk comes from
not knowing what
you’re doing.

— WARREN BUFFET



Bond Risk Basics T

Interest Rates Up

Bond Prices Down
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Longer Duration has Generated more
Investment Income Over the Long Run
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SOURCE: BLOOMBERG, MONTH-END CLOSING YIELDS, 2Y INTERPOLATED 1963-1976, 7Y INTERPOLATED 1963-1969
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A Detailed Asset/Liability Matching

Model (aka: Cash Flow Model) is a Must

/QQ\ MEEDER

Target average of $160M in overnight liquidity = 2% of $8B portfolio

SOURCE: MEEDER PUBLIC FUNDS
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1/14/24] 1834 183.4 00| 1834
1/15/24| 1834 183.4 0.0] 1834
1/16/24| 1834 2.2 35 218 2709 5.4 153.5 274 187.3] 1167
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1/20/24] 2111 211.1 0o0] 2111
1/21/24| 2111 2111 0o0] 2111
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1/29/24] 1169 5ol 1218 5.0 5ol 1159
1/30/24| 1158 30.0 225 5ol 1734 5.0 240 s00] 1434
1/31/24] 1434 115.0 20.5 5ol 2838 5.0 gol 2779



Being the
only one of
Its kind; unlike
anything else.

The income generated by
a state/local government
Investment program is the
only source of revenue
that is received without
charging fees or taxes

to their citizenry.
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Safety
Liquidity
‘ncome
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I
Public Fund Investment (0 wmeeper

Considerations

The Investment Primer is intended to guide
the development and management of an
iInvestment program while maintaining an
appropriate balance among safety, liquidity
and yield considerations

 Preservation of principal (or safety) is the first and most
important consideration of public fund investment. CALIFORNIA PUBLIC FUND

- Public agencies address the safety consideration through INVESTMENT PRIMER
the implementation of an investment programthat B - comei. 0002

controls exposure to many risks, including those related to
principal loss through excess exposure to market or credit risk.

SOURCE: CDIAC
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Not having a suitable
amount of interest rate
risk/duration...pursuant
to your cash flow
metrics/model

Not hitting your investment
income budget
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Modified % Yieldof % Risk of )
Maturity AvgYield AvgDur SharpRatio  10Yr 10Yr Avg Monthly Treasury Yields 1977 to
3MT-Bill | 450% | 025 77% 3% Present
6.0%
6MT-Bill | 4.67% 0.50 0.34 80% 6% o
5.8%
1Y T-Bill 4.81% 1.00 0.30 82% 12% 5.6%
5.4%
2Y T-Note | 5.12% 1.82 m 87% 22%
5.2%
3YT-Note | 530% | 279 | 028 | 90% | 34% 5 0ok
5Y T-Note | 554% | 4.61 0.22 94% 56% 4.8%
4.6%
7Y T-Note | 570% | 6.36 0.19 97% 77% °
4.4%
10Y T-Note | 5.86% 8.22 0.17 100% 100% 3M 6M 1Y 2Y 3Y 5Y 7Y 10Y

2Y vs.6M =+45BPs 2Y vs.1Y =+31BPs

SOURCE: BLOOMBERG, MONTH-END CLOSING YIELDS, 2Y INTERPOLATED 1963-1976, 7Y INTERPOLATED 1963-1969
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-]
Rate History: A Very Long Rate History At #eeoe-

US 10 Year Yields (1790 to Present)
Fed Increases Fed Funds'to .
20% to Get High Inflatibn .

-
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Erisi ’ Rate 9.75% to 3%,
& SGulf War |
. 198991

c
:

Panic of 1857 Follow
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1857-50: Declining
International Fed Hikes to 6% Peak
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Growth
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by Depression of 1834~ Ecoronmy and
Dovvmturm ine the

43, Restrictive Lending
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Panic of 1907:
Failed Attempt
to Corner the
Stock Market,
Generated
Bank Runs 1
Great Railroad Start of Hiking Cycle
Strike 1877 to Slow Inflation,
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SOURCES: GOLDMAN SACHS, GLOBAL FINANCIAL DATABASE, ARBOR RESEARCH, BLOOMBERG.
1790 TO 1831: BRITISH CONSOLS; 1831 TO 1919: HIGH-GRADE LONG-TERM RAILROAD; 1919 TO DATE: 10-YR TREASURIES.
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Timing the market

Relying on specific
economic/market
indicators and/or
“experts” to time

the market/economy
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SOURCE: JOAN ROBINSON, AZ QUOTES
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SOURCE: BLOOMBERG, AS 1/13/25
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SOURCE: FEDERAL RESERVE BANK OF NEW YORK
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FEDERAL RESERVE BANK of NEW YORK

About the Markets & Policy
New York Fed Implementation

home = economic research =

The Yield Curve as a Leading Indicator

OVERVIEW CHARTS FAQ

This model uses the slope of the yield curve, or “term spread,” to calculate
the probability of a recession in the United States twelve months ahead.

Here, the term spread is defined as the difference between 10-vear and 3-
month Treasury rates.
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Since 1968, a Recession Followed an (0 meeves
Inverted Yield Curve (10y-3m) 8 for 8 Times
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U.S. Treasury Note Yields (%)

By Monthly Maturities (O-7 Years)
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Since 1968, Aa Recession Followed a -5 A% weeoer
or Worse LELI...8 for 8 Times
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Credit

Relying only upon
the rating agencies




Ratings Matrix 00 weepEn

Moody's S&P Fitch
Long-Term ‘ Short-Term ‘ Long-Term Short-Term ‘ Long-Term Short-Term
Aaa AAA AAA
Aat AA+ AA+
A-1+ A-1+
Aa2 "y AA AA
Aa3 AA- AA-
A1l A+ A+
A-1 A-1
A2 A A
A3 A- A-
P-2 A-2 A-2
Baai BBB+ BBB+
Baa2 BBB BBB
P-3 A-3 A-3
Baa3 BBB- BBB-

SOURCE: MOODY’S, S&P, FITCH
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29) Download ICE Bond Indices: Index Charts/Tables
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SOURCE: BLOOMBERG
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29) Download ICE Bond Indices: Index Charts/Tables
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SOURCE: BLOOMBERG
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Having too much
hegative convexity
(aka: callables)




Index Return Values

June 2000 to Present
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SOURCE: BLOOMBERG AS OF 12/31/24
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Effective Duration 00 meeDER
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SOURCE: BLOOMBERG AS OF 12/31/24
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05 Actions » 96 Alerts + 97) Summary 9§ Set Homepage 99 Export - [Z New Issue Monitor

e lze o1l *U.S. Agencies (NIM 2) v 1) Show Filters 2 Clear Filters v
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SOURCE: BLOOMBERG

30 FOR INFORMATIONAL PURPOSES ONLY. SEE IMPORTANT DISCLOSURES AT THE END OF THE PRESENTATION.



Benchmarking
performance

Risk
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To be relevant, benchmarks
should reflect the general
characteristics of a portfolio’s

- Duration/maturity
- Sector allocations
« Turnover

THREE TYPES OF BENCHMARKING
- Weighted yield

- Book rate of return

- Total rate of return
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Book Return and Total Return Details 00 meever

Book Return =

+ Accrued/Received Interest

+/- Amortization of Premiums/Discounts
+/- Realized Gains/Losses

CITY COUNCIL

__p -

Average Daily Book Balance for the Period

Total Return =

+ Accrued/Received Interest
+/- Realized/Gains Losses
+/- Unrealized Gains/Losses

Under Total Return

Gains/losses are
treated the same
as income

GASB 31

Average Daily Book Balance for the Period

SOURCE: MEEDER PUBLIC FUNDS

It's similar to running
the market value
changes of your
home through your
checking account

33 FOR INFORMATIONAL PURPOSES ONLY. SEE IMPORTANT DISCLOSURES AT THE END OF THE PRESENTATION.



{
| I|
| have good news: {
We outperformed the index.
We lost 2%, and the e
index lost 3%. D

~

1

e -
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Book Return vs. Total Return: Budget
Stability...Good Luck Budgeting Total Return

ICE BofA 2 ¥r T-Note Index
Book Return vs Total Return
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SOURCE: BLOOMBERG
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QUESTIONS?

RICK PHILLIPS
Chief Investment Strategist
Meeder Public Funds




Disclosures

Meeder Public Funds, Inc. is a registered investment adviser with the Securities and Exchange Commission (SEC)
under the Investment Advisers Act of 1940. Registration with the SEC does not imply a certain level of skill or
training. The opinions expressed in this presentation are those of Meeder Public Funds, Inc. The material
presented has been derived from sources considered to be reliable, but the accuracy and completeness cannot be
guaranteed.

Past performance does not guarantee future results. Opinions and forecasts are all subject to change at any time,
based on market and other conditions, and should not be construed as a recommendation of any specific security.
Investing in securities involves inherent risks, including the risk that you can lose the value of your investment. Any
forecast, projection, or prediction of the market, the economy, economic trends, and fixed-income markets are
based upon current opinion as of the date of issue and are also subject to change. Opinions and data presented
are not necessarily indicative of future events or expected performance. Meeder Public Funds, Inc. cannot and
does not claim to be able to accurately predict the future investment performance of any individual security or of
any asset class. There is no assurance that the investment process will consistently lead to successful results. The
investment return and principal value of an investment will fluctuate, thus an investor’s shares, or units, when
redeemed, may be worth more or less than their original cost.

© 2025 Meeder Investment Management
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