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Overview

 Due to liquidity requirements and other consideration, we have not been actively managing the 
portfolio.  As a result, the portfolio’s performance has deviated from the benchmark’s performance. 

 As the liquidity concerns have largely been resolved, this may be time to begin actively manage the 
portfolio again.

 To re-implement an active management approach, the portfolio manager will look to bring the 
portfolio back into alignment with the District’s selected benchmark and PFM’s current strategy 
choices. 

• This will primarily involve extending the portfolio’s duration from approximately 1.8 years (3/31) to 
be closer to the benchmark’s duration of 2.5 years.

• Given available funds, the bulk of the initial re-balancing trades can be made with new funds.  
However, the portfolio manager will execute additional trades based on market opportunities.

• Initial trades are likely to be made in U.S. Treasury securities as they are more readily available, 
they will help improve portfolio diversification, and will enable future trades.

• On an on-going basis, the portfolio manager will continue to execute trades to maintain the 
portfolio’s alignment with the benchmark/strategy.

 The re-establishment of this approach only makes sense if the current approach/benchmark still 
reflects the District’s long-term investment objectives.
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2018 Return Comparison

2018 Total Returns

Portfolio/Index* Duration** Total Return

LAIF 0.53 1.95%

0-3 Year UST Index 1.43 1.70%

1-3 Year UST Index 1.87 1.58%

FPUD Portfolio*** 2.03 1.33%

0-5 Year UST Index 2.15 1.61%

FPUD Benchmark*** 2.54 1.47%

1-5 Year UST Index 2.62 1.52%

*Source: ICE BofAML Indices from Bloomberg.  LAIF returns from www.treasurer.ca.gov/pmia-laif/laif/index.asp.
**Durations, as of December 31, 2018.
*** The portfolio’s return is gross of fees.  PFM’s fee is the higher of an annualized fee of 10 basis points or a minimum fee of $15,000 per year.
***FPUD’s Benchmark is the ICE BofAML 1-5 Year A Rated and Above U.S. Government/Corporate U.S. Issuers Only Index.

 With interest rising during 2018, shorter duration strategies generally provided higher returns.  However, with 
market conditions changing, this may not be the same in 2019.
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Yields Plunge in Q4; Now Range-Bound Amid Dovish Fed Sentiment

Source: Bloomberg, as of 02/28/19.
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Risk-Return Comparison of Various Benchmarks

Annualized Quarterly Total Returns
December 2008 – December 2018

Portfolio/Index*

Past 10 Years Ending December 31, 2018

Duration** Annualized
Total Return

Cumulative Value 
of $15 Million

Cumulative 
Incremental Return

vs. LAIF

Annual 
Incremental

Return

Quarters with
Negative Returns

LAIF 0.53 0.68% $16,058,393 -- -- 0 out of 40

0-3 Year UST 1.43 0.82% $16,284,340 $225,947 $22,595 8 out of 40

1-3 Year UST 1.87 0.95% $16,488,950 $430,557 $43,056 9 out of 40

0-5 Year UST 2.15 1.17% $16,848,489 $790,096 $79,010 12 out of 40

1-5 Year UST 2.62 1.33% $17,123,331 $1,064,938 $106,494 13 out of 40
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*Source: ICE BofAML Indices from Bloomberg.  LAIF returns from www.treasurer.ca.gov/pmia-laif/laif/index.asp.

**Durations, as of December 31, 2018.

 Long-term returns are most likely to be achieved through the disciplined implementation of a long-term investment 
strategy.
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Longer Strategies Historically Outperform with Stable/Falling Rates

Stable/Falling 
Interest Rates

Scenario Percent of Time Average Outperformance

0-3 Month T-Bill Outperforms 28% 1.2%

1-5 Year Treasury Index Outperforms 72% 2.6%
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Disclosures

PFM is the marketing name for a group of affiliated companies providing a range of services. Investment advisory services are
provided by PFM Asset Management LLC which is registered with the Securities and Exchange Commission under the Investment 
Advisers Act of 1940. Additional applicable regulatory information is available upon request.

The views expressed within this material constitute the perspective and judgment of PFM Asset Management LLC at the time of 
distribution and are subject to change. Any forecast, projection, or prediction of the market, the economy, economic trends, and
equity or 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. Information contained herein is based 
on data obtained from recognized statistical services, issuer reports or communications, or other sources believed to be reliable. No 
representation is made as to its accuracy or completeness. This material is intended for informational purposes only and should not 
be relied upon to make an investment decision, as it was prepared without regard to any specific objectives or financial 
circumstances. It should not be construed as an offer to purchase/sell any investment. References to particular issuers are for 
illustrative purposes only, and are not intended to be recommendations or advice regarding such issuers.

It is not possible to invest directly in an index. The index returns shown throughout this material do not represent the results of 
actual trading of investor assets. Third-party providers maintain the indices shown and calculate the index levels and performance 
shown or discussed. Index returns do not reflect payment of any sales charges or fees an investor would pay to purchase the 
securities they represent. The imposition of these fees and charges would cause investment performance to be lower than the 
performance shown.

PFM Asset Management LLC has exercised reasonable professional care in the preparation of this performance report. However, 
information in this report on market indices and security characteristics, as well as information incorporated in the Market 
Commentary section, is received from sources external to PFM Asset Management LLC.

For more information regarding PFM’s services or entities, please visit www.pfm.com.

© 2019 PFM Asset Management LLC. Further distribution is not permitted without prior written consent.
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