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Background

Rick Phillips
 FHN Main Street Advisors President-2005 to Present
 Clark County Nevada Chief Investment Officer-1998 to 2005
 City of Las Vegas Investment Officer-1989 to 1998
 Government Investment Officers Association (GIOA) Founder

 FHN Main Street manages and consults on ~$70 Billon of AUM for States and Local Govts
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Paramount Principals of Investment Programs

1. Longer Duration Will Generate More Investment Income Over the Long Run
2. Detailed Asset/Liability Matching Model (aka: Cash Flow Model) is a Must
3. Interest Rate Risk (WAM/Duration) Matches Cash Flow Metrics
4. Credit Can Enhance Income, But Duration is the Bigger Determinant of Income
5. You…Nor Anyone Else Can’t Time the Market Accurately Over the Long Run
6. Limit Optionality (Callables) in the Portfolio
7. Do Not Let GASB 31 (mark-to-market) Drive Investment Decisions/WAM-Duration
8. Understand the Risks of Funds in LGIP and Other Pools
9. Follow GAAP (Generally Accepted Accounting Principles)
10. Benchmark Your Investment Program and Portfolio in Multiple Ways
11. Tell the Story: Provide Quality, Timely, Transparent Reporting

Source: FHN Main Street
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Yield Curve History – Most Important Information

Source: Bloomberg, FHN Main Street
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1 Year WAM (Weighted Avg. Maturity) vs. 2 Year WAM
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1 Year WAM vs. 2 Year WAM:  A Long View of Returns 

Source: Bloomberg, FHN Main Street

-174 
BP/Yr>

How Much of a Tax 
Increase Would Your Entity 
Need to Do to Cover This 

“Lost” Revenue?

The Investment Portfolio is the Only Are of Local Govt Where 
Revenue Can Be Generated W/O Charging Taxes/Fees
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Real World Shorter Duration vs. Longer Duration #1

Source: FHN Main Street, Entities’ Websites
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Real World Shorter Duration vs. Longer Duration #2

Source: FHN Main Street, Entities’ Websites
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Real World Shorter Duration vs. Longer Duration #3

Source: FHN Main Street, Entities’ Websites Avg WAMs:  LAIF ~.7 Years, Clark County ~2.0 Years
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500+ PhDs…You’d Think They’d Do Better!

Source: Bloomberg
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Past Hikes and Forecasted Hikes/Cuts Per Fed Funds Futures

Source: Bloomberg

Since the Mid-1980s, Once 
the Fed Stops, They Cut an 

Avg of 8 Months Later
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Past Hikes and Current Fed Funds Futures Rates…Good Luck Timing That!

Source: Bloomberg
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“Just a Bit Outside!”   Bloomberg Survey Forecast From Jan 2022 for Q1 2023

Source: Bloomberg as of 3/3/23
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It’s Tough To Time the Bond Market

Source: S&P
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The “Yield Curve Trap”  Why Would I Buy a 5 Year When the 3 Month is Higher?

Source: Bloomberg
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Is The Yield Curve Telling Us the Economy Will Be “Snake Bitten”? 

Source: Bloomberg
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When the Fed Stops Hiking, The Curve Steepens…But All Rates Fall

Source: Bloomberg
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GIF (Growth Inflation Fed)  : Expectations of GDP/Inflation Drive Future Interest Rates

Source: Bloomberg, Google

The Fisher Equation:
Long-Term Risk-Free Rate= 

Real Rate + Expected Inflation

Economist Irving Fisher

2%
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Inflation and Rates are Correlated…Well Kind Of

Source: FRED

2YR

CPI YOY
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2y Fed Funds SPREDDDDDDDDDDDDDD

Source: Bloomberg
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Investment Program’s 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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Different Operating Portfolio Strategies/Structures
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Before/After: Implementing a Asset/Liability Matching Strategy
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Cash Outflow Matching Strategy Detailed Changes
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Cash Flows May Not Repeat Exactly…But Usually Rhyme

Source: FHN Main Street
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Knowing the Rhyme Helps Match Assets with Liabilities

Source: FHN Main Street
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Bigger Drawdowns = Lower WAM/Duration

Source: FHN Main Street

-32%

-37%
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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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The “Bad News of Good News”

Source: FHN Main Street
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The Goofiness of GASB 31   - 5 Year T-Note Issued 6/30/18, Matures 6/30/23

Source: Bloomberg
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100



32

Disclosure

Although this information has been obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or 
condensed. This is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security. All herein 
listed securities are subject to availability and change in price. Past performance is not indicative of future results, and changes in any assumptions may have a 
material effect on projected results. Ratings on all securities are subject to change.

FHN Financial Capital Markets, FHN Financial Portfolio Advisors, and FHN Financial Municipal Advisors are divisions of First Horizon Bank. FHN Financial Securities 
Corp., FHN Financial Main Street Advisors, LLC, and FHN Financial Capital Assets Corp. are wholly owned subsidiaries of First Horizon Bank. FHN Financial 
Securities Corp. is a member of FINRA and SIPC — http://www.sipc.org/.SIPC.  

FHN Financial Municipal Advisors is a registered municipal advisor.  FHN Financial Portfolio Advisors is a portfolio manager operating under the trust powers of 
First Horizon Bank. FHN Financial Main Street Advisors, LLC is a registered investment advisor.  None of the other FHN entities, including FHN Financial Capital 
Markets, FHN Financial Securities Corp., or FHN Financial Capital Assets Corp. are acting as your advisor, and none owe a fiduciary duty under the securities laws 
to you, any municipal entity, or any obligated person with respect to, among other things, the information and material contained in this communication. Instead, 
these FHN entities are acting for their own interests. You should discuss any information or material contained in this communication with any and all internal or 
external advisors and experts that you deem appropriate before acting on this information or material.

FHN Financial, through First Horizon Bank or its affiliates, offers investment products and services. Investment products are not FDIC insured, have no bank 
guarantee, and may lose value.


