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Staff Report

TO: Board of Directors
FROM: Jennifer Hanson, General Manager
DATE: March 8, 2022

SUBJECT: Portfolio Review

ADMINISTRATION

RECOMMENDATION:

Receive portfolio and Investment Policy review presentation from PFM Asset
Management, LLC.

BACKGROUND:

The District has an investment portfolio that has a current market value of $88
million. Prior to now, the management of this portfolio was completed by staff
through the purchase of investments through a third-party broker. It is best practice
for public agencies to have a professional investment manager to manage the
investment of significant amounts of public monies. Therefore, staff has entered
into an engagement with PFM Assest Management, LLC for management of the
District’s investment portfolio. PFM Asset Management, LLC is well known in the
industry for managing public portfolios with the following objectives in mind: Safety,
Liquidity, and Yield.

PFM has completed a review of the District’s portfolio and the District’s Investment
Policy #3035. PFM will provide a review of the portfolio and proposed changes to
the investment policy. Once input is received from the Board, the revised
investment policy will be brought back to the Board for consideration at a later
date.

It is proposed that the Board receive a quarterly investment report from PFM to
ensure that proper oversight is given to investments.



BUDGETARY IMPACT:

The cost associated with engaging PFM'’s services is based on a percentage of the
overall portfolio. It is estimated that the annual cost for management will be
between $65,000 per year. The cost and revenue associated with the portfolio will
be distributed to each fund proportional to each fund’s amount of the pooled cash
invested.

CONCLUSION:

It is in the best interest of the District to have large amounts of public dollars
managed by personal investment advisors. Professionally managed long-term
portfolios of investments typically yield a greater rate of return and have less risk
than when managed by internal staff.

Attachments: (2)
e NID Portfolio Review PowerPoint presentation, prepared by PFM Asset
Management
e Proposed Investment Policy Changes
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PFM Asset Management LLC $1703b

Total assets nationwide

41 years of experience $ 125. 9b

Over 200 profes sion als Discretionary assets under management
» Specialist in customized, investment- $ 44 ‘4b
grade fixed income and multi-asset Assets under advisement
portfolios

v

Fixed income strategies include:
> Liquidity management

> 1-3, 1-5, and 1-10 year mandates
_ L _ _ National Reach:
Philosophy and mission consistent with PFMAM Offices

public sector objectives
> Safety
> Liquidity
> Yield

v

v

History of strong performance and
downside protection
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California Expertise

» Trusted advisor in the California finance community since 1989

> Regular educators for CDIAC, CSMFO, CMTA and CACTTC

$53b

TOTAL ASSETS
IN CALIFORNIA

$24.7 billion managed
in individual portfolios

> Membership on CSMFO Professional Standards Committee

> Membership on GFOA Treasury & Investment Management
Committee

» Significant experience with Code and IPS development
> Membership on CMTA Investment Policy Certification Committee
> AP&T Investment Policy Certification Committee

> Advise CACTTC Legislative Committee

» Local presence - San Francisco and Los Angeles offices

> Practice leaders live in Oakland and Pasadena

j As of September 30, 2021 2



Understanding and Meeting the District’s

Investment Objectives

District’s Objective Will Be Achieved Through...

Safety

Safety of principal is the foremost objective of the
investment program. Investments shall be
executed in a manner that seeks to ensure the
preservation of capital in the overall portfolio.

Liquidity

The District’s investment portfolio will remain
sufficiently liquid to enable the District to meet all
reasonably anticipated operating requirements.

Return on Investment

The portfolio shall be designed to attain an
acceptable rate of return, consistent with the
District’s objectives of safety and liquidity.

High-quality investments
Diversification by sector, issuer, and maturity

Continual monitoring of the creditworthiness of all
investment securities

Cash flow coordination with District staff

Appropriate allocation among short-term liquidity
vehicles and the longer-term managed portfolio

Investment in highly liquid securities which could
readily be sold in the open market

Duration management

Active trading and continual evaluation of relative
value among allowable sectors




Portfolio Update and Strategy




District’s Portfolio Overview

as of January 31, 2022

_ swtists Credit Quality

Market Value $88,041,024
® FDIC-Insured
Average Maturity 1.90 years 1% B AA+
95%
Yield 0.41% u AA1 o/j;m
Credit Quality AA A-
3%
Sector Allocation
= Corporate Maturity Distribution
r
Note 60% m To Maturity = To Call
3% 52%
B Federal Time CD 50%
Agency 1%
95% B Money 40%
Market
Fund 30% 27% 29%
1%
20% 18% 18%
10%
0 0% 3%
0% ° .
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Source: Nevada Irrigation District custody holdings, U.S. Bank, as of January 31, 2022. Excludes funds in LAIF and bank accounts. 5



Portfolio Strategy

» Establish a market benchmark

» Diversify holdings
> By Sector:
= Add allocation to U.S. Treasuries

» Increase allocation to high quality credit sectors: corporate notes, asset-backed
securities, negotiable CDs

» Look for opportunities to add municipal obligations
> By Maturity:

= QOvertime, ladder maturities across the yield curve

» Maintain portfolio’s high credit quality

» Strategically reduce excess liquidity




Cash Flow Analysis




PFMAM’s Cash Flow Model

» Computes the growth of the total portfolio over a specified historical period
» Projects future balances

» Determines “seasonality” and historical seasonal factors

» Identifies cash flow needs in the near term

» Identifies an appropriate allocation between short-term (“liquidity”) assets and assets that can
be invested longer-term (the “core” portfolio)




Nevada Irrigation District Historical Balances

» For the period of January 31, 2017 through December 31, 2021, the District's balances have
increased at an average annual pace of 7%.

Nevada Irrigation District — Total Funds
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Source: Nevada lIrrigation District, as of December 31, 2021. Total funds includes Bank of the West checking and savings accounts, Wells Fargo account, 9
Tri Counties Bank account, LAIF funds, Union Bank/US Bank investments.



Determine Optimal Allocation Between Liquid

and Core Funds

Nevada Irrigation District Historical Balances and Modeled Core
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Source: Nevada lIrrigation District, as of December 31, 2021. Total funds includes Bank of the West checking and savings accounts, Wells Fargo account, 10
Tri Counties Bank account, LAIF funds, Union Bank/US Bank investments. Modeled core portfolio includes a 10% liquidity cushion.



Investment Policy Review




Summary of Investment Policy Observations

» The District’s Investment Policy is generally well-written and comprehensive; our recommended
edits are designed to:

» Strengthen safety parameters
> Reduce exposure to any one issuer

» Expand investment opportunities in compliance with California Government Code
> Allow investment in supranationals and shares of joint power’s authorities
> Expand municipal obligation options

» Increase flexibility
> Edit language regarding active management

» Add language related to the use of an outside investment manager
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What We Will Deliver to the District

v

Significant resources to support our engagement with the District

v

A successful track record of safeguarding clients’ assets

v

Proven ability to consistently generate atiractive yields and revenue

v

Transparent and proactive cormmunication and reporting

j i



Investment advisory services are provided by PFM Asset Management LLC (“PFMAM?), an investment
adviser registered with the U.S. Securities and Exchange Commission and a subsidiary of U.S. Bancorp
Asset Management, Inc. ("USBAM”). USBAM is a subsidiary of U.S. Bank National Association (“U.S.
Bank”). U.S. Bank is a separate entity and subsidiary of U.S. Bancorp. U.S. Bank is not responsible for
and does not guarantee the products, services or performance of PFMAM. The information contained is
not an offer to purchase or sell any securities. Additional applicable regulatory information is available
upon request.

For more information regarding PFMAM'’s services or entities, please visit www.pfmam.com.
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Nevada Irrigation District

POLICY MANUAL

POLICY TITLE: Investments
POLICY NUMBER: 3035

3035.1

3035.2

3035.3

It is the policy of the Nevada Irrigation District to invest public funds in a manner which will
provide the highest investment return consistent with preserving the maximum security while
meeting the daily cash flow demands of the District and conforming to state and local statutes
governing investment of public funds.

Scope

This investment policy applies to all moneys (surplus financial assets) of the District. These
moneys are accounted in the monthly financial reports and the comprehensive annual
financial report of District financial activities.

3035.2.1 Exceptions

Three exceptions exist regarding investment of: bond reserve funds, grant funds.
Bond reserve and grant funds will be invested in accordance with the statutory
provisions governing the issuance of the bond(s) or grant(s), or the actual bond or
grant documents, as applicable. Investment of District pension trust funds is
governed by California Government Code 53125 — 53224. Investment of post-
employment health benefit trust funds are governed by California Government
code 53620 - 53622.

3035.2.2 Pooling of Funds

With the exception of cash in restricted and special funds, the District will
consolidate cash balances from all funds to the extent practicable in order to
maximize investment earnings and minimize fees.

Prudence

The standard of prudence to be used by the Board of Directors, Treasurer, and all those
engaged in the management of District moneys shall be the Prudent Investor Standard
(California Government Code 53600.3) which shall be applied in the context of managing all
aspects of the overall portfolio. Investments shall be made with the care, skill, prudence and
diligence, under circumstances then prevailing, including the general economic conditions and
the anticipated needs of the District, which persons of prudence, discretion and intelligence

3035-1



3035.4

acting in a like capacity and familiarity with those matters would use in the investment of
moneys of a like character and with like aims, to safeguard the principal and maintain the
liquidity needs of the District.

It is the District's intent, at the time of purchase, to hold all investments until maturity.
However, investments may be sold prior to maturity for cash flow purposes or to improve the

quality, liquidity, or return potential of the portfolio.take-advantage-ef-principal-appreciation:

Objectives

The primary objectives, listed in order of priority, of the investment activities are:

3035.4.1

3035.4.2

3035.4.3

Safety

Safety of principal is the foremost objective of the District's investment program.
Investments will be executed in a manner that seeks to ensure preservation of
capital in the overall portfolio. In attaining this objective, the District will strive to
mitigate credit risk and interest rate risk.

3035.4.1.1

3035.4.1.2

Liquidity

Credit Risk

The District will minimize credit risk, the risk of loss due to the
failure of the security issuer/backer, by: (a) limiting investments to
the-safest-types-of securitiesthose allowed by this policy; (b) pre-
qualifying financial institutions, broker/dealers, intermediaries and
advisors; and (c) diversifying the investment portfolio by a variety
of securities offering independent returns and financial
institutions.

Interest Rate Risk

The District will minimize the risk that the market value of
securities in the portfolio will fall due to changes in general
interest rates, by: structuring the investment portfolio so that
securities meet the cash flow requirements thereby avoiding, to
the extent possible, the need to sell securities on the open market
prior to maturity; and investing operating funds in shorter-term
securities.

The District's investment portfolio will remain sufficiently liquid to enable the
District to meet all operating requirements which might be reasonably anticipated.

Return on Investment

The investment portfolio will be designed to attain an acceptable rate of return,
taking into account the investment risk constraints and cash flow requirements.

3035-2



3035.5

3035.6

3035.7

3035.8

Delegation of Authority

Authority to manage the District's investment program is derived from the California
Government Code, commencing with Section 53600. Management responsibility for the
investment program is hereby delegated, pursuant to Section 53607 of the Government Code,
to the District Treasurer, who shall establish written procedures for the operation of the
investment program consistent with this investment policy. This responsibility includes
authority to select Brokers, establish safekeeping accounts, enter into wire transfer
agreements, banking service contracts, and collateral/depository agreements that are
consistent with and subject to this Policy. The Treasurer shall be responsible for all
transactions undertaken and shall establish a system of controls to regulate the activities of
subordinate officials. This delegation shall be subject to annual renewal in accordance with
Section 53607.

The District may engage the services of one or more external investment managers
to assist in the management of the District's investment portfolio in a manner
consistent with the District's objectives. Such external managers may be granted
discretion to purchase and sell investment securities in _accordance with this
Investment Policy. Such managers must be registered under the Investment
Advisors Act of 1940.

Investment Procedures

The Treasurer will establish written investment procedures for the operation of the investment
program consistent with this policy. The procedures should include reference to:
safekeeping, wire transfer agreements, banking service contracts and collateral/depository
agreements. No person may engage in an investment transaction except as provided under
the terms of this policy and the established procedures.

Ethics and Conflicts of Interest

Officers and employees involved in the investment process shall refrain from personal
business activity that conflicts with proper execution of the investment program or impairs
their ability to make impartial investment decisions. The Treasurer and Deputy Treasurer(s)
must file applicable annual financial disclosures as required by the Fair Political Practices
Commission (FPPC) and/or the District's Conflict of Interest Code.

Authorized Financial Dealers and Institutions

The District shall transact business only with banks, associations, and with broker/dealers
licensed by the State of California. The broker/dealers should be primary government dealers
regularly reporting to the New York Federal Reserve Bank. Exceptions will be made only
upon written authorization by the Treasurer. Investment staff shall investigate dealers who
wish to do business with the District to determine if they are adequately capitalized, have
pending legal action against the firm or the individual broker and make markets in the
securities appropriate to the District's needs. The District's Treasurer, in his/her discretion,
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3035.9

may require that any broker/dealer complete and file an annual financial disclosure form
consistent with the District's conflict of interest policy.

The District Treasurer shall annually send a copy of the current investment policy to all
broker/dealers approved to do business with the District. Confirmation of receipt of this policy
shall be considered evidence that the dealer understands the District’s investment policies
and intends to sell the District only appropriate investments authorized by this investment

policy.

If the District has contracted with an investment advisor to provide investment
services, the investment advisor may use their own list of approved issuers,
brokers/dealers and financial institutions to conduct transactions on the District's
behalf.

Authorized and Suitable Investments

Investment of District funds is governed by the California Government Code Sections
commencing with 53600 in which the following investments are authorized:

Percentage or Maximum

Investment Type Amount Maturity
U.S. Treasury Bonds/Notes/Bills 0 to 100% 5 Years
U.S. Government Agency Securities and 0 to 100% 5 Years
Instrumentality’s of Government-Sponsored
Corporations
Supranational Securities 0%-30% 5 years
must be rated “AA” or equivalent or higher
Bankers’ Acceptances 0to 40% 180 Days
Commercial Paper 0 to 25% 270 Days
must be rated P-1 (Moody's, A-1 (Standard & Poor’s)
Negotiable Certificates of Deposit 0 to 30% 5 Years
Local Agency Investment Fund (LAIF) $0 to $75,000,000 Upon Demand
Public Funds Checking or Savings Account 0 to 100% Upon Demand
State of California Bonds/Notes 0to 30% 5 Years
California Local Agency Bonds/Notes 0 to 30% 5 Years
Outside California State and Local Agency 0 to 30% 5 Years
Bonds/Notes
Medium Term Corporate Notes 0to 30% 5 Years
must be rated "A” or equivalent or higher
Mutual Funds/Money Market Funds 0to 15% Upon Demand
Mortgage/Pass-Through and Asset-Backed 0 to 20% 5 Years
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3035.10

3035.11

3035.12

3035.13

Security
must be rated “"AA” or equivalent or higher

Shares of beneficial interest issued by a joint 0% to 100% Upon Demand

powers authority

Prohibited Investments

In accordance with the provisions of California Government Code Sections 53601.6 and
53631.5, the District shall not invest in inverse floaters, range notes, mortgage-derived
interest only strips, or any security that could result in zero interest accrual.

Any State of California legislative action that further restricts allowable maturities, investment
types or percentage allocations will be effective upon enactment and deemed incorporated
into the District’s Investment Policy and supersedes any and all previous applicable language.
If the District is holding an investment that is subsequently prohibited by a legislative change,
and provided such action is allowable under the applicable legislation, the District may hold
that investment if it is deemed prudent by the Treasurer until the maturity date to avoid an
unnecessary loss.

Diversification and Maximum Maturities

The District will diversify its investments by security type and institution. With the exception of
U. S. Treasury securities, U. S. Agency Obligations and authorized pools (e.g. LAIF), no more
than 505% of the District's total investment portfolio will be invested in a single security type
or with a single financial institution. The diversification of the portfolio will be dependent upon
current and future cash flow requirements.

To the extent possible, the District will strive to match its investment maturities with
anticipated cash flow requirements. The District will not directly invest in securities with a
maturity greater than 5 years unless pursuant to 3077.2.1 Exceptions.

Investment Pools/Mutual Funds

The Treasurer shall have a thorough understanding of the operational areas listed below for
each pool and/or fund prior to investing and on a regular basis:

Authorized investments e Investment Policy and objectives

Interest calculations/distribution Investment limitations

Fee schedule, when/how assessed Eligibility for holding bond proceeds

Frequency of statements Treatment of gains and losses

Safeguarding of investments Settlement process

Deposit/withdrawal limitations Utilization of reserves by fund

Collateralization

Collateral is required for investments in certificates of deposit, repurchase agreements and
reverse repurchase agreements. In order to reduce market risk, the collateral level will be at
least 110% of market value of principal and accrued interest.
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3035.14

3035.15

3035.16

The only securities acceptable as collateral shall be direct obligations which are fully
guaranteed as to principal and interest by the United States Government or any agency or
government sponsored enterprise of the United States.

Safekeeping and Custody

To protect against fraud or embezzlement or losses caused by collapse of an individual
securities dealer, all securities owned by the District shall be held in safekeeping by a third
party custodian, acting as agent for the District under the terms of a trust or custody
agreement executed by the Treasurer. All security transactions will settle delivery vs.
payment (DVP) through the District's safekeeping agent.  Securities purchased from
brokers/dealers shall be held in third party safekeeping by the trust department of the
District’s main bank, or by another third party trustee designated by the Treasurer. Securities
held in custody for the District shall be independently audited annually to verify investment
holdings.

Investment Earnings Allocation and Marking to Market

Investment earnings that are collected from investments authorized in this policy will be
allocated monthly to the various program areas based upon their respective participation and
in accordance with generally accepted accounting principles.

The market value of the portfolio will be calculated at least quarterly, with a statement of
market value issued. This will ensure that review of the investment portfolio, in terms of value
and price volatility, has been performed consistent with the GFOA Recommended Practice on
“Mark-To-Market Practices for State and Local Government Investment Portfolios and
Investment Pools.”

Reporting and Internal Control

In accordance with California Government Code Section 53646(b), the Treasurer wil-may
issue a quarterly report within 30 days following the end of the quarter to the General
Manager and Board of Directors showing the type of investment, issuer and/or institution, date
of maturity, amount of investment, current market value for all securities, rate of interest, and
other relevant data that may be required. The quarterly report shall list any contract
authorized by the Treasurer under the authority delegated under Section 3035.5 of the
Investment Policy. The quarterly report shall certify compliance of the investment portfolio
with the Investment Policy and shall include a statement denoting the ability of the District to
meet its pool expenditure requirements for the next six months. The quarterly report shall
further report any instance where the Treasurer determined any investment of the investment
portfolio might have deviated from the District’s Investment Policy and the actions taken by
the Treasurer as a result of such determination.

The Treasurer shall also, in accordance with Government Code 53607, issue a monthly report
of transactions to invest or to reinvest funds of the District, and to sell or exchange securities
S0 purchased.

The annual audit will include an independent review by the external auditor to confirm proper
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3035.17

3035.18

3035.19

internal controls exist. The District's CAFR will report, on an annual basis, those components
that demonstrate compliance with the Investment Policy.

Performance Standards

Investment performance is eentintaty—monitored and evaluated by the Treasurer. The
investment portfolio_shall be designed to attain a market average rate of return through
budgetary and economic cycles, taking into account the investment risk constraints and cash
flow needs. The specific investment performance objective for the portfolio shall be to earn a

total rate of return over a market cvcle which is approxmately equal to a market benchmark

Investment Policy Adoption, Revision and Legislative Changes

The Investment Policy will be adopted by resolution of the District's Board of Directors. The
policy will be reviewed and updated as needed for BOD approval when economic conditions
warrant or legislative changes necessitate.

Glossary of Cash Management Terms
Accrued Interest: Interest earned but not yet received.
Agencies: Federal agency securities and/or Government-sponsored enterprises.

Asked: The price at which securities are offered.

Banker's Acceptance (BA): A draft or bill or exchange accepted by a bank or trust company.
The accepting institution guarantees payment of the bill, as well as the issuer.

Bid: The price offered by a buyer of securities.

Bond: A financial obligation for which the issuer promises to pay the bondholder a specified
stream of future cash flows, including periodic interest payments and a principal repayment.

Broker: A person assisting in the buying and selling of investments for a commission.

Corporate Notes- Medium Term Notes: Debt instrument issued by a private corporation, as
distinct from one issued by a government agency or a municipality.

Certificate of Deposit (CD): A time deposit with a specific maturity evidenced by a certificate;
large-denomination CD’s are typically negotiable.

Commercial Paper: Short term obligations with maturities ranging from 2 to 270 days that are
issued by banks, corporations and other borrowers to investors with temporarily idle cash.
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Collateral: Securities, evidence of deposit or other property, which a borrower pledges to
secure repayment of a loan. Also securities pledged by a bank to secure public money
deposits.

Comprehensive Annual Financial Report (CAFR): The official annual report for the District
which includes statements prepared in conformity with Generally Accepted Accounting
Principles (GAAP). It also includes supporting schedules necessary to demonstrate
compliance with finance-related legal and contractual provisions, extensive introductory
material, and a detailed Statistical Section.

Coupon: The annual rate of interest on a debt security that a bond issuer promises to pay the
bondholder on the bond’s face (or par) value.

Dealer: A person or firm acting as a principal in a securities transaction, buying and selling for
his own account.

Discount: The difference between the cost price of a security and its maturity when quoted at
lower than face value. A security selling below original offering price shortly after sale also is
considered to be at a discount.

Diversification: Dividing investment funds among a variety of securities offering independent
returns.

Federal Agency Securities: Securities issued by agencies of the Federal Government such as
Federal Farm Credit Bank (FFCB) and the Tennessee Valley Authority (TVA), Federal
National Mortgage Association (FNMA) that are not general obligations of the U.S. treasury
but are sponsored by the government and therefore have high safety ratings.

Liquidity: The ability to buy or sell an asset quickly and in large volume without substantially
affecting the asset's price.

Local Agency Investment Fund (LAIF): The California pool of local agency assets, which is
managed by the State Treasurer. Limits apply to each agency’s deposit of general fund
reserves; however no limits on amount of deposit apply to bond proceeds. Funds in this pool
are considered very liquid.

Market Value: Current market price of a security- as indicated by the latest trade recorded.

Mark to the Market: The adjustment of the valuation of a security or portfolio to reflect current
market values.

Maturity: The date upon which the principal or stated value of an investment becomes due
and payable.

Money Market: The market in which short term debt instruments (bills, commercial paper,
bankers’ acceptances) are issued and traded.
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Mortgage Pass-Through Obligations: a government guaranteed security that represents
pooled debt obligations repackaged as shares, that passes income from homeowners
principal and interest payments through a government agency or bank to investors.

Negotiable Certificates of Deposit: A large denomination time deposit with a specific maturity
evidenced by a certificate. These are traded like other fixed income securities.

Portfolio: A collection of securities held by an investor.
Premium: The amount by which a bond sells above its face (par) value.

Repurchase Agreements: Agreement between a seller and a buyer, usually of government
securities, whereby the seller agrees to repurchase the securities at an agreed upon price and
at a stated time. The security buyer in effect lends cash money to the security seller for the
period of the agreement and the terms of the agreement are structured to compensate the
security buyer for this transaction. Similarly, reverse repurchase agreements are an
agreement where a dealer agrees to buy the securities and the investor agrees to buy them
back on a specific date.

Safekeeping: A service rendered by banks for a fee whereby securities and valuables of all
types and descriptions are held in the bank’s vaults for protection.

Secondary Market: Exchanges and over-the-counter markets where securities are bought and
sold subsequent to original issuance, which took place in the primary market. Proceeds of
secondary market sales accrue to the selling dealers and investors, not to the companies that
originally issued the securities.

Securities and Exchange Commission (SEC): The Federal Agency created by Congress to
protect investors in security transactions by administering securities legislation.

Settlement Date: The date by which an executed order must be settled, either by a buyer
paying for the securities with cash or by a seller delivering the securities and receiving the
proceeds of the sale for them.

Treasury Bills: A non-interest bearing discount security issued by the U.S. Treasury to finance
national debt. Most bills are issued to mature in three (3), six (6), or twelve (12) months.

Treasury Bonds: Medium-term interest bearing U.S. Treasury securities issued as direct
obligations of the U.S. Government and having initial maturities from two (2) to ten (10) years.

Yield: The rate of return on an investment expressed as a percentage that takes into account
the total of annual interest payments, the purchase price, the redemption value and the
amount of time remaining until maturity.
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Adopted: March 11, 2015 via Resolution No. 2015-06
Revised: November 13, 2019 via Resolution No. 2019-30
December 9, 2020 via Resolution No. 2020-29
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