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Public Fund Investment Bootcamp

Rick Phillips
 City of Las Vegas Investment Officer 1989-1998
 Clark County Chief Investment Officer 1998-2005
 FHN Main Street President & Chief Investment Officer 2005 - Present
 Manage/Consult on $50+ Billion AUM for states and local agencies
 GIOA Founder

Kevin Webb, CFA
 RW Baird, Managing Director
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7 Habits of Highly Effective Investment Programs

1. You Have a Detailed Asset/Liability Matching Model (aka: Cash Flow Model)

2. You Have a Responsible Amount of Interest Rate Risk and Credit Risk
3. You Don’t Try to Time the Market
4. You Love Losses and Hate Gains (the unrealized kind)

5. You Follow GAAP (Generally Accepted Accounting Principles)

6. You Benchmark Your Investment Program and Portfolio in Multiple Ways
7. You Provide Quality, Timely, Transparent Reporting

Putting the in Your Favor
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Habit #1

You Have a Detailed Asset/Liability Matching Model 
(aka: Cash Flow Model)
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GIOA Model Investment Policy Primary Objectives

1. Safety of Principal:  Safety of principal is the foremost objective of the [entity’s] 
investment program. Investments by the [designated official] shall be undertaken in 
a manner that seeks to ensure the preservation of capital in the overall portfolio. To 
attain this objective, diversification of security types, sectors, issuers, and maturities 
is necessary in order that potential losses on individual securities do not exceed the 
income generated from the remainder of the portfolio.

2. Liquidity:  The investment portfolio shall be structured to timely meet expected 
cash outflow needs and associated obligations which might be reasonably 
anticipated. This objective shall be achieved by matching investment maturities with 
forecasted cash outflows and maintaining an additional liquidity buffer for 
unexpected liabilities.

3. Investment Income:  The investment portfolio shall be designed to earn a market 
rate of investment income in relation to prevailing budgetary and economic cycles, 
while taking into account investment risk constraints and liquidity needs of the 
portfolio.
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Detailed Asset/Liability (Cash Flow) Model

 If You Don’t Know Where You’ve Been, You Won’t Know Where You’re Going
 Many Municipalities Have Too Much Liquidity (But Your Risk is Asymmetrical)

Cash Flow Model:
 Daily for 12 Months
 Monthly for 5 Years
 Worry About the Big Rocks (80/20 Rule)
 Excel is Awesome!

You Have a Responsible 
Amount of Liquidity to 
Ensure You Don’t Need 

to Sell a Security for 
Liquidity
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Cash Flow Model…Excel is Awesome!
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Cash Flows May Not Repeat Exactly…But Usually Rhyme
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Knowing the Rhyme Helps Match Assets with Liabilities
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Habit #2

You Have a Responsible Amount of 
Interest Rate Risk and Credit Risk 
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Interest Rate Risk

Which Risk Has the 
Largest Long-Term 

Impact on My 
Investment Income?

Credit Risk
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Optimal Operating Fund Duration: Risk Adjusted Return

(Avg Yield – Risk Free Yield) / Avg Duration = MSR

(3.35% 2y  –   2.78% 3m)      /     1.90 2y      = .299

3.35% 2yr / 4.52% 10yr = 74%           1.90 2Yr / 7.96  10Yr  =  24% 
Yield Comparison                        Duration Comparison     Source: Bloomberg
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1 Year Weighted Avg Maturity vs. 2 Year Weighted Avg Maturity
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1 Year WAM vs. 2 Year WAM:  A Long View of Returns

Source: Bloomberg
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The Worry of Skyrocketing Interest Rates??
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Real World Shorter Duration vs. Longer Duration #1
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Real World Shorter Duration vs. Longer Duration #2
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Real World Shorter Duration vs. Longer Duration #3

Avg WAMs:  LAIF ~.5 Years, Clark County ~1.8 Years
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Different Operating Portfolio Strategies/Structures
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Before/After: Implementing a Asset/Liability Matching Strategy
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You Have a Responsible Amount of Interest Rate Risk
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CREDIT
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Is Credit Worth the Risk?

Source: Bloomberg
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Is Credit Worth the Risk?

$1,000,000,000 x 45% Credit Exposure x 40 BPs Avg Spread = $1,800,000/Yr Investment Income

Source: Bloomberg
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One-Year Default Rates
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Cumulative Default Rates
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Composite Credit Rating: JPMorgan

Source: Bloomberg
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Credit Risk Tools

Source: Bloomberg
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Habit #3

You Don’t Try to Time the Market 
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Forecasting

“The only function of economic (and interest rate) 
forecasting is to make astrology look respectable."  
John Kenneth Galbraith, Economist

"The Federal Reserve is currently not forecasting a 
recession.”
Ben Bernanke (former Fed Chair), January 10, 2008 

“Our ability to forecast is limited”.
Alan Greenspan (former Fed Chair) November 2019
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The “Bond King’s” Predictions

Source: CNBC, Twitter
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How’d He Do?  “Just a Bit Outside”

Source: Bloomberg

Oct 11, 2018   3.40%

May 29, 2019   2.65%

Aug 27, 2019    30Yr Hits All-Time Low Yield
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Fooled By Randomness

Source: Fooled by Randomness, Nassim Taleb

“Generate a long series of coin 
flips, producing heads and tails 
with 50% odds each and fill up 
sheets of paper. If the series is 
long enough you may get eight 
heads or eight tails in a row, 
perhaps even ten of each. Yet you 
know that in spite of these wins 
the conditional odds of getting a 
head or a tail is still 50%.”
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Investment Newsletter Forecasters

Source: Larry Swedroe
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It’s Tough to Time the Bond Market 
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Security Type Selection for Different Strategies

Securities to Match Cash Outflows:
 Bullets
 ABS Credit Card (soft bullets)
 Floating Rate Notes

Securities to Market Time:
 Bullets
 Paydowns (ABS/MBS/SBA) 
 Floating Rate Notes
 Callables
 Step-Ups/Step-Downs
 Bond Mutual Funds
 Floating NAV Funds
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Effective Duration: Agency 1-5Yr Bullets vs. 1-5Yr Callables
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1-5 Yr Agency Callable Index
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Source: Bloomberg
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Average Prices: 1-5Yr Callables vs. 1-5Yr Bullets
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Total Return: 2000-2019   1-5Yr Callables vs. 1-5Yr Bullets

1-5 Yr Bullets

1-5 Yr Callables

Avg Effective Duration: Bullets 2.33   Callables 1.48

194.55% – 164.78% = 29.77%
Or 1.65% Per Year from 2000-2019
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Total Return: 2000-2019   1-5Yr Callables vs. 1-3Yr Bullets

1-3 Yr Bullets

1-5 Yr Callables

Avg Effective Duration: Bullets 1.78   Callables 1.48

179.08% – 164.78% = 14.3%
Or .79% Per Year from 2000-2019
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Source: Bloomberg



40

But What If Your Timing Was Awesome!

Brexit Low .89%

Powell Hawkish High 3.10%
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Awesome Timing: 1-3Yr Bullets vs. 1-5Yr Callables Total Return
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101.108% – 100.833% = .275%
Or Only .12% Per Year from 2016-2018

1-5 Yr Callables

1-3 Yr Bullets

Source: Bloomberg
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“Why Would I Buy a 5Yr When the 3Mo is the Same or Higher?”

Source: Bloomberg
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Habit #4

You Love Losses and Hate Gains
(the unrealized kind)
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The “Bad News” of “Good News”
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Creating a Stable’r Investment Income

Source: Bloomberg
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Habit #5

You Follow GAAP
(Generally Accepted Accounting Principles)
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Source: GASB.org
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#5: You Follow GAAP (Generally Accepted Accounting Principles)

You Amortize

If you are not amortizing, when will you recognize the $100,000 gain (income)?

 Involves More Work:  Monthly Journal Entries
 Custodians’ Amortization Methodology May Not Match Your Investment Accounting System

Participant 
$$$ In

Participant 
$$$ Out

Bond MaturesPurchase Bond

Source: Bloomberg
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Not Amortizing Premiums: Overstating Income
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You Distribute Inv Income on an Accrual Basis…Not a Cash Basis
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Habit #6

You Benchmark Your 
Investment Program and Portfolio in Multiple Ways
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GIOA Model Investment Policy Primary Objectives

1. Safety of Principal:  Safety of principal is the foremost objective of the [entity’s] 
investment program. Investments by the [designated official] shall be undertaken in a 
manner that seeks to ensure the preservation of capital in the overall portfolio. To attain 
this objective, diversification of security types, sectors, issuers, and maturities is necessary 
in order that potential losses on individual securities do not exceed the income generated 
from the remainder of the portfolio.

2. Liquidity:  The investment portfolio shall be structured to timely meet expected cash 
outflow needs and associated obligations which might be reasonably anticipated. This 
objective shall be achieved by matching investment maturities with forecasted cash 
outflows and maintaining an additional liquidity buffer for unexpected liabilities.

3. Investment Income:  The investment portfolio shall be designed to earn a market rate 
of investment income in relation to prevailing budgetary and economic cycles, while 
taking into account investment risk constraints and liquidity needs of the portfolio.

Investment Portfolios are the Only Area Which Provide Revenue to Your Entity Without Charging Taxes or Fees to Your Citizens
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Benchmarking Your Investment Plan: Suitable vs. Legal
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CFA Institute: Characteristics of Useful Performance Benchmarks

A benchmark is a collection of securities or risk factors and associated weights that 
represents the persistent and prominent investment characteristics of a manager's 
investment process.  A benchmark should be:

• Unambiguous: The identities and weights of securities constituting the benchmark are clearly defined. 

• Investable:  It is possible to forgo active management and simply hold the benchmark. 

• Measurable: The benchmark's return is readily calculable on a reasonably frequent basis. 

• Appropriate: The benchmark is consistent with the manager's investment style and sectors. 

• Specified in Advance: The benchmark is specified prior to the start of an evaluation period and known to all  
interested parties.

“The failure of a benchmark to possess these properties compromises its utility 
as an effective investment management tool. The properties listed merely 

formalize intuitive notions of what constitutes a fair and relevant performance 
comparison. It is interesting to observe that a number of commonly used 

benchmarks fail to satisfy these properties.” CFA Institute
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Important Benchmark Characteristics 

To Be Relevant, Benchmarks Should Reflect the General 
Characteristics of a Portfolio’s:

 Sector Allocations
 Duration/Maturity
 Turnover

Three Types of Benchmarking:
 Weighted Yield
 Book Rate of Return
 Total Rate of Return
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Performance Benchmarking
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Book Return vs. Total Return

Source: Bloomberg
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Book Return vs. Total Return
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Long Run: Total Return and Book Return…Basically Equal

0.8%
99.2%

100.0%

% of Total Return

Source: Bloomberg
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1-5 Year Tsy/Agy Index Yield History
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Source: Bloomberg
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2016: A Volatile Total Return Year

Source: Bloomberg
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A Real World Example
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Habit #7

You Provide Quality, Timely, Transparent Reporting
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Clearly Communicating Information to Your Audiences

• Know Your Audiences:  
• Governing Body
• Management
• Auditors
• Rating Agencies
• GFOA (CAFR)
• Peers
• Taxpayers

• 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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"When performance is measured, performance improves.  When performance is 
measured and reported, the rate of improvement accelerates.“  Thomas S. Monson 

Your Investment Report Should Be on Your Website
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You Have a Repeatable, Structured Process Based Upon:

2 Things We Know Well and 1 We Don’t:

Longer Duration Provides Higher Returns Over the Long Run

Your Cash Flows Don’t Always Repeat, But They Usually Really Rhyme

Your Can’t Time the Market
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FTN Main Street Disclosure
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