Annual Review of Investments
Bernalillo County, NM

Chris DeBow, Managing Director
Sheila Duffy, Director
Todd Alton, CFA, Portfolio Manager
Bernalillo County Investment Committee
October 12, 2017
Bernalillo County Board of Finance
November 28, 2017

Table of Contents

Review of Investments -- FY17
(FYE is June 30, 2017)

Looking forward – FY18

2

Investment Objectives
In fiscal year 2017, all operating funds investments were
laddered to best match cash flows and cash needs – smooth
ladder.
Investments complied with the investment policy, including the
liquidity requirement, which says that funds equal to 15% of
budget should mature within 30 days -- $60 million.
The investment working group met monthly to discuss cash
flows and investment strategy implementation.

The group maintained a high level of communication between
departments to facilitate optimal investment strategy
implementation and to update the investment policy and
procedures where needed .
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Review of Markets

4

Historical Treasury Rates – 10yr and 2yr – Past 10 Years

Source: US Department of the Treasury. http://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/Historic-LongTerm-Rate-DataVisualization.aspx
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Treasury Yield Curve – 2016 vs. 2017

Source: US Department of the Treasury. http://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/Historic-LongTerm-Rate-DataVisualization.aspx
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US Treasury Yields
July 1, 2016 to June 30, 2017
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Review of the County’s Investments

8

Fiscal Year 2017 – Annual Review
Focus for the year was to reduce the amount of funds in bank deposits
and improve performance.
Legislation passed in the 2016 regular session of the NM Legislature that
allowed new investment vehicles, effective July 1, 2016:
Federally insured obligations, including brokered certificates of deposit, certificate of
deposit account registry service (CDARS) and federally insured cash accounts (FICA).

Investment diversification improved by adding CDARS products* to hold
the $60 million in liquid investments (must mature within 30 days per the policy)
The investment policy was updated in fiscal year 2017 to reflect the
change in law and was adopted by the Board of Finance on August 9,
2016. See next slide.

• CDARS and the Insured Cash Sweep (ICS) are products of Promontory Interfinancial Network, LLC.
http://www.promnetwork.com/?gclid=CjwKCAjw3_HOBRBaEiwAvLBboue_CktuQAjDPomBnrN1M4obmC0d6ubdtWLpadQ
_j5B8he70YR6VGhoCHOcQAvD_BwE
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Investment Policy Update
The Board of Finance passed an updated investment policy at their August 2016 meeting. Two of the changes have a direct impact
on the investment strategy. *
VII Eligible Investments, A. Eligible Investments:
Old version:
8. State of New Mexico Local Government Investment Pool.
New version:
8. Federally insured obligations, including brokered certificates of deposit, certificate of deposit accounty registry service
and federally insured cash accounts; or
9. State of New Mexico Local Government Investment Pool.
VIII. Investment Parameters, B2. Maturity Restrictions:
Old version:
2. Maturity limits for the liquidity component:
(a) An amount equal to at least fifteen (15) percent of the annual budget of the County shall have a maturity limit of
thirty (30) days or less.
(b) The remainder of the liquidity component shall have a maturity limit of one (1) year or less.
New version:
2. Maturity limits for the liquidity component of the Operating Funds portfolio:
(a) An amount equal to at least fifteen (15) percent of the annual operating budget of the County, at the time the
original budget is approved, plus estimates of cash flow expenditures from grant and capital funds shall have a
maturity limit of thirty (30) days or less. Should balances fall below the 15% of budget limit, the Treasurer’s Office
will notify members of the investment committee and have a 60-day cure period.
(b) The remainder of the liquidity component shall have a maturity limit of one (1) year or less.
* Outline regarding changes to policy is taken directly from the memo dated July 28, 2016 from Treasurer Ortiz and DCM Ragin to the County
Commissioners, regarding proposed changes to the investment policy to be presented at the August 9, 2016 Board of Finance meeting..
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Bernalillo County Op Funds – Total Return v. Benchmark FY17

Source: Clearwater Analytics. Figures reflect return on securities owned by the County and not on negotiated bank deposits.

•

If one is implementing a buy and hold strategy, which does not allow for rebalancing the
portfolio (selling securities), it is almost a mathematical impossibility to exceed the returns on a
benchmark portfolio (that rebalances monthly) in a rising rate environment.
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Bernalillo County Operating Funds Portfolio – June 30, 2017

Source: Monthly Investment Statement, June 30, 2017

Bernalillo County Operating Funds Portfolio – June 30, 2016

Source: Clearwater Analytics and Monthly Investment Statement, June 30, 2016
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Looking Forward – Strategy FY18
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Looking Forward – Strategy for Multiple Portfolios, FY18
Hold to the priorities of safety, liquidity and then yield.
The new operating funds strategy calls for dividing the Operating Funds portfolio into
a liquidity portfolio and a core portfolio, which will have different strategies and
different benchmarks (see next two slides).
The investment procedures have been updated to reflect the new portfolio structure.
The plan is to actively manage the core operating funds portfolio to a slightly longer
duration benchmark, which will give more opportunity to take advantage of market
movements rather than strictly managing to cash flow needs (buy and hold portfolio).
The liquidity operating funds portfolio will continue to focus on the monthly cash
needs of the County, and have a smooth ladder of monthly maturities to meet cash
needs.
The bond proceeds portfolio will continue to be managed to the forecasted capital
project draw schedules, and will also be invested in a smooth ladder of monthly
maturities.
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Investment Strategy - Operating Funds – Implementation
The Liquidity and Core portfolios will have different benchmarks and will have
separate monthly reports.
Liquidity Portfolio benchmark: BAML 1 year Treasury Index
Core Portfolio benchmark: BAML 1-3yr Treasury/Agency Index
Trade authorization for the Liquidity and Core buckets will happen on a quarterly
basis* in order to optimally manage the portfolios to current market conditions.
All trades will have to comply with the investment policy and will be reviewed on
a monthly basis by the Investment Working Group.

* See Bernalillo County Investment Policy dated August 8, 2017, section III.A.2
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What funds would make up the Core portfolio?
Create investment strategies by fund type:
GFOA best practices suggests dividing managed funds into Liquidity and Core
portfolios (see best practices http://www.gfoa.org/investment-policy ).
Funds included in the Core portfolio are often reserve funds.

Funds being considered for a Core portfolio for Bernalillo County are:
DFA required reserves, often referred to as the “3/12th reserve” = $70 million
Bernalillo County general fund stabilization reserve = 5% of general fund or $14 million

The Treasurer will assess balances as of fiscal year end to determine what amount
would be proposed for an initial targeted balance in the Core portfolio.
The plan was discussed at the March and July, 2017 investment committee
meetings and ultimately presented to the Board of Finance at their August 8th
meeting.
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Disclosures
This presentation is for informational purposes only. All information is assumed to be correct but the accuracy has not been confirmed
and therefore is not guaranteed to be correct. Information is obtained from third party sources that may or may not be verified. The
information presented should not be used in making any investment decisions and is not a recommendation to buy, sell, implement or
change any securities or investment strategy, function or process. Any financial and/or investment decision should be made only after
considerable research, consideration and involvement with an experienced professional engaged for the specific purpose. All comments
and discussion presented are purely based on opinion and assumptions, not fact, and these assumptions may or may not be correct
based on foreseen and unforeseen events. All calculations and results presented and are for discussion purposes only and should not be
used for making calculations and/or decisions.
The data in this presentation is unaudited.
Performance comparisons will be affected by changes in interest rates. Investment returns fluctuate due to changes in market
conditions. Investment involves risk, including the possible loss of principal. No assurance can be given that the performance objectives
of a given strategy will be achieved. Past performance is not an indicator of future performance or results. Any financial and/or
investment decision may incur losses.
The investment advisor providing these services is Public Trust Advisors, LLC, an investment adviser registered with the U.S. Securities
and Exchange Commission (SEC) under the Investment Advisers Act of 1940, as amended. Registration with the SEC does not imply a
certain level of skill or training. Public Trust is required to maintain a written disclosure brochure of our background and business
experience. If you would like to receive a copy of our current disclosure brochure, privacy policy, or code of ethics please contact us.
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