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Operator:

I’ll now turn it over to Rob Dailey. Rob, you have the floor.

Rob Dailey:

Great, thank you, Alicia. Good afternoon, everybody. My name is Rob Dailey. I’m an Executive Vice President
at PNC and the Head of Public Finance.
Starting about a year and a half ago, we’ve been in a slightly higher interest rate environment. We’ve seen
increased volatility in rates and in the markets generally. This period follows nearly 10 years of low and static
interest rates without a lot happening. As a result of the increasing opportunity available to our clients, we’ve
found that our conversations regarding short-term management of cash investments has become more
extensive and complex. So we’re hosting this webinar today in order to foster greater understanding about
how to frame the decision-making in this new environment and how to evaluate investment opportunities for
short-term cash investments.
We’re excited today to have an exceptional speaker, Christine Shambach, Senior Vice President in Corporate
Liquidity. She is also our Corporate Liquidity Strategist and the Head of Liquidity Management at PNC.
And just a discussion outline here — today’s presentation is going to focus on the dynamic interest rate
environment and objectives for cash management in short-term investments. We are also going to try to
make this very relevant for everybody on the phone. We’ve got three case studies that delve deeper into the
challenges faced with various investment challenges. At the end of the presentation, we’ll offer Q&A, and we
would, at that point, welcome your engagement and your questions.
So, Christine, let’s start with an overview of your approach to liquidity strategy.

Christine Shambach:

Certainly. Thank you, Rob, and welcome, everyone, to today’s conversation.
So when I think about corporate liquidity strategy and the framework by which an organization can develop
a corporate liquidity strategy, I think about a couple of different things. First is a very bespoke solution
for your individual organization based on items such as your cash flows, your objectives in terms of cash
management. And then coupling in the market environment and the rate environment at that time as well
as all of the products, whether they be deposits or investment solutions that you might have for your entity.
And putting that all together to determine a solution that works for you, and then revisiting that set of
products being deployed every six months to a year as dynamics change, either for your organization or
within the market itself.

Rob Dailey:

So, Christine, we had a general rise in rates over the past year and a half, call it. But the past few months
have been pretty rocky with a lot of volatility. I would think the first place to start is what’s available in the
market, turn to the market conditions.
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Christine Shambach:

Sure, when I think about the environment, it has been very a tale of two quarters, almost, in the fourth
quarter. And I’ll start by just talking about this, kind of, two very distinctive impacts that we have in the
market. First, just from an economic environment standpoint. You know, the economic data has been very
strong. So this is up to the end of the third quarter when we think about GDP being at close to five-year highs
or peaking, really, earlier this year — or last year in five-year highs.
You think about employment data, which are really, you know, the market being fully employed and being
at 50-year lows. Inflation being very close to the best target, and that was a key piece of input going back a
couple of years ago, and then housing prices continue to rise. And it seems all very, very positive when you
think about the economic environment.
But then in terms of the tale of two quarters, you turn to the market environment, and the end of the year
was very choppy, to say the least. You had a situation that from the peaks that occurred in late third quarter
in terms of the equity markets, generally losing about 20% of their value between that period and the end
of the year.
And, with that, came a large change in interest rates. You had the 10-year bond moving up to about 3.25, and
then moving down almost 70 basis points to its low. And that’s a huge move in rates when we think about
the overall market environment, and really told a very different story than the economic data. And, really, the
market environment is very much looking at items such as long-term growth. So such as trade policies and
the expectation of where trade policy will end, including at the end of the year, the government shutdown
and what that would mean in terms of ongoing future growth that impacts the GDP.
And then looking forward in terms of what does it mean in the ending of — or the full realization, I should
say, in terms of PACs policy and other items that have really been the benefit was realized in 2018, what
does that mean for longer-term growth?
And when you put these two items together, you really have, in the bottom right-hand page of — right-hand
chart — you really have where the market is saying, from a Fed tightening or monetary policy perspective,
that the Fed is not going to move rates again. And, really, potential for easing as you go throughout 2019 and
2020. And that’s the market’s view.
However, the economist view is still very much another hike in 2019, maybe one to two hikes in 2019,
maybe one in 2020, as they believe, from an economic data perspective, that they still support increasing
in short-term rates.
So you really have two views here and a tale of two stories. Now, since the end of fourth quarter, some of the
markets have turned around, especially on the equity side where you see equity is back about 50% to 75% of
the way to where it was. However, on the rate side, especially looking at the 10-year, still very depressed and,
really, to a point now where the curve is very, very flat.
So as I move on to think about, that’s a lot of data and just thoughts and varied snapshots of the market.
But what does this mean for public finance entities? I think we can break it down into short-term and
long-term. In the short-term, and this is true whether you’re a public finance entity or a corporate or, really,
anyone looking at the investment horizon, is that you are not going to get an increase in yield or a material
increase in yield as you further extend your investments out the curve. So for a longer-period investment,
or longer-term investment, that extra yield is not there.
And that’s generally what you see when you think about a yield curve increasing as you go out in tenor.
But that’s not the market environment today — very, very flat.
And then from a long-term perspective, I think it’s very interesting to look at how both tax receipts as well
as charitable donations have changed, over time, especially during a recessionary period. Now, I will say that
most economists — and I will note that I am not an economist — but most economists do not believe that
we are at a period where a recession is in the near term. When they’re asked about recessions, it’s generally
2020 and beyond.

2

However, as we start going through a cycle, and this has been a longer cycle. Through a recessionary period,
there’s generally a material drop in both charitable donations as well as tax receipts. And so that may
influence how some of you start to think about how much extra or reserve or strategic cash do I want to have
in hand versus deploying that into certain projects or other expenditures.
Rob Dailey:

And so, Christine, as people think about this, you’ve got a flat yield curve or is the push, then — it sounds
to me like what you’re saying is the immediate focus is on determining how you want to invest your funds
according to the purpose of those accounts knowing that, at some point, you’re going to get to a regularly
slow yield curve and then decisions around pushing out the curve will get you a little bit more return. Is that
kind of where we’re — ?

Christine Shambach:

No, I agree. I think, really, my approach, or my view on corporate — or on liquidity strategy is to understand
and do it and have a framework or a process by which you evaluate both your internal objectives, which we’ll
get to, as well as the market environment. And then couple those together to find the best solution for your
firm. And really going back to the first page of recessing that every six months because you’re right, Rob, if
the market environment changes and as if the yield curve steepens, then you’re going to have a different set
of products and a different set of trade-offs to evaluate for each of your sources of cash.

Rob Dailey:

Yes. So it’s less about chasing yield where it is than it is about structuring your products, your investments,
your portfolio in a way that, over time, you’re going to get to those better relationships of short versus
long term.

Christine Shambach:

Right. And then you can reposition as the dynamics change.
So, with that, perhaps we’ll move on to how I think about goals and objectives and where the different factors
that you can consider. So when I think about factors to consider and how I think about delineating between
my cash, it’s really three different types of cash.
First is your daily operating cash; second is reserve cash; and third is strategic cash. So I’ll start on the left
and go through.
So daily operating cash — what do I mean by daily operating cash? It’s really the cash you need to operate
your entity on a day-over-day, month-over-month basis. So that may be, depending on your individual
operating model, that could mean there’s a certain amount of payments that you make every month and
that you need to have the cash to satisfy those requirements. Or it could be a little more varied based on
a seasonal perspective, again, depending on your organization.
But it’s looking at your past cash flows, understanding what type of payments that you have historically
made, understanding what type of cash you have coming in, and then determining from there what part of
your cash balance is put towards daily operating. And, generally, those types of products that you use for
daily operating is very much deposit-focused or there would be your “normally.” But I think about it from
a personal perspective — checking accounts, or PDA accounts or other types of suite products.
Reserve cash is the next layer of cash on top of it. I think about reserve cash a lot as rainy day money or what
happens if I have a disruption in my operations? Maybe I’m expecting tax receipts and they’re delayed. Or I’m
expecting a grant to come in, and it’s been delayed. How am I going to fund my daily operating if one of those
unforeseen instances occurs? You know, what type of cash do I need to have on hand and how much visibility
will I have for some of those delays?
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So, really, what’s reserve cash, you’re generally thinking about how can I increase my yield? Maybe extend
out a bit of that but still have the funds accessible in a reasonably short period of time so if something
happens, I have access to liquidity. And then strategic cash is our last — and that’s our — it’s the most
investment-focused bucket. And some organizations may have this; some organizations may not have this.
Some organizations would think about strategic cash a little bit closer to an endowment or other entity or
other larger investment strategy.
But it’s really that long-term funds that may be put towards a specific use or its objective is there is for
investment over the long term. So it could be for specific use if you are looking to fund a large, you know, say,
a building or a scholarship or another item, and you’re saving up to fund that over time. Or if you’re looking
to better support the overall objective of your public finance entity through longer-term investments that you
have put away to overall support the strength of that entity.

Rob Dailey:

I distinguish between, you know, your, kind of, first bucket operating, this third bucket is really kind of capital,
longer-term needs.

Christine Shambach:

Exactly. And, generally, for this, once given that your investment horizon is much longer, a lot of entities will
think about using more securities type of investments, fixed income securities, CDs, and other items to be
able to get that extra yield.
So once we think about how to delineate between the types of cash, the next part that I move on to is what
are your objectives for that cash? And if we move to the next page, understanding our rate. So now I have
delineated my cash into my buckets. For each of those types of cash, I’ve set my use in general use. And
then also my duration. So what is my investment horizon?
For the reserve cash and strategic cash that can be a very entity-specific on what you determine your
investment horizon is. But then for each types of cash, what is my view in terms of taking any principal
risk? Do I want to invest solely in what I call “fixed asset value investment”? So that’s deposits, or CDs, or
government money market funds? Or am I willing to take a bit of principal risk and invest in fixed income
securities where, over time, you may have unrealized gains and losses. So the value of those securities will
change over time until maturity.

Rob Dailey:

Yes, so even if you’re holding him, you may have a mark-to-market —

Christine Shambach:

You may have a mark-to-market in the interim. So even say a longer-term treasury bond will have a markto-market over time. Even if you feel very comfortable, you’re going to get that final amount of principal back
from an income statement, from a financial statement, you will have a mark-to-market on any longer-term
fixed income security that you hold. And are you willing to do that?
This is something, perhaps, from a public finance standpoint is less of an issue given that you’re not publicly
disclosing, say, from a market perspective, but it is something — it’s a large consideration that I feel a lot of
my corporate clients taking it. Do you want to have any impact on your earnings over time?

Rob Dailey:

I think public finance is, sort of, a frequency of the time period might be a little bit longer. It might be an
annual and perhaps not quarterly, monthly, but you think about some of the same issues.

Christine Shambach:

Some of it. It is a consideration.
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Rob Dailey:

Yes, and I would also remark, I think you’re framing this according to, kind of, the way the investments
are structured, the way the uses are structured, but the same framework applies for governments,
for not-for-profits, for higher rate across the whole public finance spectrum — healthcare.

Christine Shambach:

Yes. I think you can take this framework and use it for any of these items. Because you’re really asking
yourself a certain set of questions. And your answers may be very different depending on if you are a
government or a higher education or a healthcare client. But the questions are still the same.

Rob Dailey:

Yes.

Christine Shambach:

And then the last part I’ll mention is really management preference. And when I say “management
preference,” it’s really thinking about your own team and who manages your day-to-day and longer-term
liquidity. Do you have — does your team have enough time and expertise to manage a more complex
structure? So that means in terms of managing, say, a standard deposit MMDA account. Do you have
enough — does your team have enough time to manage, and expertise to manage — those six withdrawals
you can make a month? Or going even more complex in terms of thinking about a portfolio of fixed income
securities, do they have the appropriate amount of expertise to understand the risks between different
securities? And that’s, again, very organization-specific in terms of answering that question.

Rob Dailey:

A lot of times do you have the bodies?

Christine Shambach:

Right, it is. Yes, when I say “time,” I really mean bodies. Do you have enough people to be able to execute
that? Or are you looking for something more of a managed perspective where an organization, you know,
such as PNC or others, could manage that cash for you?
And, really, this comes all together on page 11 where you see our full set of products. And it shows some of
the products that might fit in each of these different categories. But, again, which product you pick here is
very much based on your answers to the questions that we just discussed in terms of principal, in terms of
use of cash, in terms of duration. And I’d also throw in there, in terms of types of securities or investments
you’re allowed to make, concentration limits, and collateral required to the extent that you are an entity that
requires your funds to be collateralized or backed by the U.S. government?
Moving on, you know, we have a few case studies that we put together, as Rob alluded at the beginning of the
conversation. And, you know, three different case studies, three different scenarios in which you may be able
to increase your yield or considerations for all the organizations to think about.
But I think, again, are applicable to any type of public finance entity just really dependent on that individual
entity’s objectives.
So if we go, Rob, to the first case study — so the first case study, again, we have a lot of illustrative examples,
and I’ll say these are all illustrative as my disclaimer. But we have an entity that is generally using earnings
credit rates and maybe some hybrid checking products as their type of deposit products. And are covering
their fees, any of the treasury management fees with the earnings credit.
And they do not need, necessarily, all of the cash to — all of their deposit balances to cover their fees. So
there’s a couple of different options they could do. We’ve laid one out here, where in order to increase some
of the yield, and having determined that not all of the funds are needed from a daily operating perspective,
that you could move some of the funds from your safe hybrid checking account into higher interest-bearing
accounts, which could include a full interest-bearing checking account or could include using a government
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money market fund. And then we also included a product that we have at PNC that if you can extend out,
again, your tenor and your investment horizon a bit longer, something that we call an “accelerated maturity
option CD,” which is a one-year CD with the option to accelerate that maturity to 31 days.
And that’s a great product for, say, a reserve cash, especially if you have insight into your potential need
for reserve cash or potential need that you have that 31 days to wait for that CD to mature. That’s a great
type of use of funds that you really intend to have around for the longer period of time. So nine months, one
year, but want to have the flexibility to have access to the funds in a shorter period of time if the need were
to arise.
So just by extending out and shifting some of those product shares, you can see in this example you are able
to increase your returns materially.
Rob Dailey:

So I’m going to jump in for a second. So, Christine, just to, kind of, go through the table here a little bit.
We’ve got instrument availability, meaning we’ve got that access available to us same day, right, all the way
through on each of these few products and the amounts at which they’re invested. And as you turn to the
next one, the availability gets a little bit more complicated, right?

Christine Shambach:

Yes. So it does increase, kind of, the level of complexity a bit, and this goes back again to the time, the bodies,
and the expertise and the ability to forecast some of those cash flows and forecast how much insight you
might have into an operational disruption or any potential need of cash. But it shows you an example that if
you can do that, here is how you can increase your yield.
Certainly, even just using, say, an interest-bearing checking account, or a government money market fund
has that potential to also increase some yield here. Not quite as much as the accelerated maturity option
CD we have, but it also provides another option to think about.

Rob Dailey:

But if we’re at a more normal rate environment, the spreads would be bigger, too, right? I mean, so isn’t this
also kind of setting up structure-wise so that today it might only yield you, you know, “x” amount more but a
year from now that could well be 3x?

Christine Shambach:

Well, for some of these products, for a money fund, I think there’s potentially some pickup on the yield.
Probably slightly less than, say, if you were to use a short-term or an ultra-short type of fund as your
investment as you go out the tenor. Because, generally, government money market funds are very short in
effective duration, but if you go out of it further, historically speaking, that would mean you’d have more yield.

Rob Dailey:

Right. And so on the bottom, the example with the term CD, the availability of $150 million of that is same
day. That incremental $100 million is available, I guess, on 30 days’ notice.

Christine Shambach:

On 31 days.

Rob Dailey:

That’s the structure of that product?
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Christine Shambach:

Yes. So you are, again, tying up some of your funds slightly longer, so you are extending your effective tenor
of those funds a bit longer. So you have to be comfortable that you’ve done your forecasting so that you can
make that type of more terms investment.

Rob Dailey:

And so I might think of the $150 million as being the operating cash, that $100 million in the AMO CD is
more along the lines of reserve cash, right?

Christine Shambach:

Exactly, exactly. Shall we move on to our next example?

Rob Dailey:

Good idea, yes.

Christine Shambach:

Great. I’m going to advance the slide here. So the next case study is one that is really thinking about timing
of investment needs. So this scenario here on the page — and I think this is applicable of many different
situations, but we’ll walk through the scenario on the page first — is when you may get a large inflow of cash
at one time where your use of that cash or spending of that cash is spread over multiple different periods.
An example would be a large donation or a grant that could be brought bond proceeds, and they’re all
dedicated for either operating cash and spend down over a period of time or a particular use over multiple
periods of time.
And what you can do, I think, depending on your entity, you may have normally put this into, say, an MMDA
or a money market fund. But one scenario that you could look at doing is breaking that large donation into
individual investment pools. So it’s basically breaking that large donation into the individual timing in which
that fund needs to be used.
So in this scenario here, we have 100 — it could just serve as an illustrative example — $100 coming in,
and we have five investments of $20 over five different time periods. And what the strategy is, is to take
every one of those individual $20 investments and think about them as an individual investment and
compare alternatives — investment alternatives — for that investment. Whether it be a CD or a deposit
product, or a fund product, or a particular fixed income or government securities that match maturity to
when you need the use of cash. And you do that analysis five times over to maximize the amount of yield
for the individual investment.
With that, there is the opportunity to maximize your overall yield versus putting the lump sum into one more
shorter-term investment and have that spend down. So, again, using this, what I call, a laddered portfolio
allows you to think about that investment options as well as both options from a product perspective and
yield a bit differently.

Rob Dailey:

So these are funds — unfunded, they may be a commitment of a grant, over time, and when we see funds
over five years, it could be contribution agreements that come in, over time.

Christine Shambach:

Yes, so there’s two scenarios in this. There’s ones where you have funds coming one day, and you’re
investing each of those for a spending point. Or there’s the opposite, where you have proceeds coming in
over, say, five different periods, and you’re all working towards an end of one large disbursement of cash.
In either scenario, when you know those dates, you can break those investment pieces up into individual
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smaller investments and try to term or increase your yield on that individual piece of the larger investment
or the larger funds coming in.

Rob Dailey:

So as we go down, if you go down at the bottom, Investment 1, Investment 2, 3, 4, 5, we go out in yield, we’re
probably, all things being equal, looking at from 1 to 5 you are reducing liquidity and increasing yield, right?

Christine Shambach:

Right.

Rob Dailey:

Credit staying equal, right?

Christine Shambach:

Yes, yes. That is the underlying driver of this type of strategy. If you can term out some of these investments,
you can increase your yield when you have known payments or known cash inflows coming in.

Rob Dailey:

Right. And, you know, some of our clients have used investment agreements successfully in the past. It just
strikes me that in that scenario, they may be entering into a single contract in which the provider is basically
doing what you’ve described here.

Christine Shambach:

Yes.

Rob Dailey:

Right? I mean there’s not a lot of magic here. I think what this allows you to do is see, you know,
transparently how these things get constructed. It’s really just a matter of nailing down the timing and the
investments that correspond to the timing.

Christine Shambach:

Yes, yes. It is — yes, it is taking on that type of role. And it’s also — I think the other point to note — in today’s
market environment I think it’s important to look at both bank products and fixed income. Normal T-bills,
treasury bonds, and other type of securities as well, and compare the yield to process. Because depending
on the individual day of investment, you might be able to get a similar yield from a bank product than you get
from some of the fixed income security, just given where the market is today.

Rob Dailey:

And with that, getting more liquidity in the —

Christine Shambach:

Getting on a higher-yield end product — more cash in a higher-yield end product.

Rob Dailey:

Yes, yes. With the same liquidity, got it. Okay.

Christine Shambach:

The last scenario that we’ve put together is one that — and it couples two types of products. And this is really
focused on folks that have seasonal cash flows, and this could be tuition payments for higher education
clients. It could be tax receipts. But generally have a known historical view of how their seasonal cash flow
needs or seasonal cash flows look. And I think traditionally, some of the entities have used the deposit heavy
or cash heavy, very liquid products for these seasonal flows.
But I think you also have the ability to take a portion of that, especially the peak portions of some of those
peak times of your cash and invest them again into longer-term products, whether they be CDs or in terms
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of fixed income securities and then utilize a revolving line of credit to fund those trough periods in your
seasonal cash flows.
And depending, again, and this is all, of course, dependent on your institution’s individual rate to borrow at
as well as what investments that you can make. But in doing that, you can potentially increase your yield
by using your revolver for a very short period of time. Maybe it’s two months. And increasing some of your
investments of your peak cash with the objective here, again, optimizing return through both the peak and
the trough periods of your seasonal cash.

Rob Dailey:

So on the left side, it seems to be the challenge here from the investor or the client’s point of view, is to
establish that red line, the yellow lines, what exactly — how much money am I going to need?

Christine Shambach:

Yes.

Rob Dailey:

And this, it strikes me, as being, you know, we have a lot of shorter-term investment decision-making
getting done. Effectively, walking in in the morning, see how much cash is available and needs to be invested
and just kind of see where I can go with that, right? Whereas this really requires looking out a bit further to
say if I look out 12 months, 18 months, what is my liquidity requirement? What kind of buffer do I need above
that? And then you’re really looking at a target.

Christine Shambach:

Exactly. This is — in order to execute the strategy effectively, you have to have a good understanding of what
the minimum amount of liquidity needs, what is your daily operating, and what type of buffer or reserve
cash, kind of, above that, you want to hold? And so that you can understand what level of funds might I be
able to invest in another strategy and utilize a line of credit for a short-term trough period?

Rob Dailey:

And so over on the right, the green boxes are where you’ve invested.

Christine Shambach:

Yes. Or the —

Rob Dailey:

I’m sorry, where you borrowed.

Christine Shambach:

Yes, the green boxes represent where you borrowed. So in this scenario it’s a two-month period in which we
have this illustrative organization borrowing to really get up to that reserve or that buffer area of cash that
you need.

Rob Dailey:

Right.

Christine Shambach:

And then the gray on the right-hand side, the gray boxes represent the amount of cash that you’ve invested
in a longer-term investment — or a higher-yielding investment.

Rob Dailey:

That got you out to that one-year — ?
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Christine Shambach:

Yes.

Rob Dailey:

And so — and this is the incremental is net of borrowing costs — you’re going to do better on your
investment return.

Christine Shambach:

Yes, because you’ve invested over one year and gotten the higher rate over that four-year period where
you’ve only had to borrow for two months. So even though your investment rate is lower than your
borrowing rate, given that the duration of your investment time frame or the amount of time you need
to borrow against the revolver is so much shorter, you’re still net–net over that year, better off.

Rob Dailey:

So this strikes me as being, you kind of get to a point where you’re at true liquidity management both asset
and liability side. You know, we don’t always find among our clients that they’ve got the ability to do both
sides in a single office. But a lot of these questions haven’t really been looked at hard for 10 years, and so it
may well be something that becomes an organizational issue strategically — is this something we ought to
be talking about?

Christine Shambach:

I agree. And that’s why, in terms of thinking — and we spend a lot of time talking about corporate liquidity
strategy or liquidity strategy internally and with clients externally is because rates that were so low for
so long, depending on the tenure of your individual staff, they may have not worked very long in a rate
environment that was greater than zero.

Rob Dailey:

Never say [multiple speakers].

Christine Shambach:

[laughing] So some of these products and some of these options are ones that they hadn’t really assessed
because at that point in time, in ECR rates and what you could get in the money funds or in other scenarios,
were not that much different. But now there is larger differences between the different options and thinking
about how you set your own goals and objectives from your organization and then looking at the market
environment and comparing the alternatives and what do I — and I talk about trade-offs all the time internally
and externally. What’s my trade-off from one to another to another, whether it becomes in terms of liquidity,
principal, value, management, time, and expertise and see what might fit best in your organization.
In some scenarios, it may be the best fit is what I’m doing today. In others it may be, hey, I should think about
these other products and let me investigate in how I can get sharper in terms of managing and forecasting
some of my own internal cash so that I can extend out.

Rob Dailey:

Yes. Okay. Well, I found this particular page to be interesting. It took me a lot again to get my arms around
the whole thing. But I like it because it does bring the whole issue to a head. It’s not really just an investment
question, it’s how much do you need available at any time for what availability and how to manage on both
sides of it.
Okay. Well, why don’t we now thank you, Christine. Why don’t we now move to the Q&A portion of the webinar.
So I’ll just say out to the audience you can ask questions using the Q&A window. If you don’t see the Q&A
window simply click on the Q&A widget found in the lower center portion of your screen. We do have a few
questions that have come in, and so I’m going to get to the right page. And I’ll start with those, but I would
invite people to go ahead and enter questions if you have them.
Okay, so the first question is around investment policies. So a couple of related questions on this, “Do all
organizations have investment policies?” And then it got to “What’s the most common type of investment
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policy or investment strategy have you seen used?” And so if you want to, kind of, address both of those.

Christine Shambach:

Sure. So, you know, not all organizations have investment policies. I would encourage organizations now,
again, since we are no longer in a zero rate environment to think about creating an investment policy. If you
have any questions in terms of what normally goes into an investment policy, you know, that’s something
that we can definitely provide some information on.
Like I said, I would encourage all organizations to have investment policies. Generally investment policies
start by doing some of the items that we just talked about in terms of identifying different types of cash your
organization has in terms of daily operating reserve and strategic types of cash. And then setting parameters
around what type of investments or what type of products can be used for each of those types of cash?
So that may mean thinking about the principal risks that you’re willing to take in each type of cash. And
then setting in terms of how much of — setting which investments I can use, whether it be deposit products
or fixed income securities or managed accounts for that type of cash. And setting any other requirements,
whether it be concentration limits, credit ratings, or those types of investments, and it really a lot of the
questions that we just talked through, it’s really memorializing all of those answers to those questions in a
document that is shared and distributed among your organization.

Rob Dailey:

That becomes — this can be as informal as a staff document, a memo, memo to the file kind of thing, right?

Christine Shambach:

Yes.

Rob Dailey:

I would make one distinction between permitted investments and investment strategy. You know, many —
most — probably all of our government clients have permitted investments. And that frequently becomes
a document about on which a discussion takes place about what can we do.

Christine Shambach:

Right.

Rob Dailey:

And less frequently do we have written down, here is the way we’re going to think about it. Here is the
way we’re going to think about investing operating cash and here’s how we designate it. Here is how
we would think about reserve cash, strategic cash, et cetera. And I would also note that we got a
template — investment strategies that are available through PNC, but they’re also industry groups
that have them available, too.

Christine Shambach:

So in terms of the most common type of investment strategy used, I would say, you know, there’s not a
common type of — there’s not one size fits all. It really goes back to the beginning when I think about
liquidity strategy and understanding your organization’s objectives and your organization’s requirements
and putting the market layer over the top of that.
Now, I will say there are common themes. Common themes are there’s generally use of deposits and
deposit products in most strategies I’ve seen. I think given the market environment today, there’s probably
a lower portion of fixed income securities that I’ve seen in the past. Again, what we talked about in terms
of not getting a lot of pickup and yield for going out the curve. And so that has just — that’s really a market
dynamic that has said, “Hey, I’m not going to tie up my funds longer. I’m not going to take interest rate risk
given I’m not getting a lot to take that.”
But, overall, there isn’t a one common strategy used. I think there’s common approaches, but that strategy
should be individual for your entity given your objectives.

11

Rob Dailey:

Okay, here’s one. “Given the flatness of the yield curve, where are investors picking up yield today?”

Christine Shambach:

Well, as we talked about, there’s really — when you think about the yield curve — and when I say “the yield
curve,” and we talk about the yield curve, it’s the government yield curve. So when you think about the
government yield curve there’s not a lot of places to go. There’s a little bit of pickup here and there in the
front end — the front end of the curve, and that’s really it.
So where do you go if you want to pick up yield? It’s really in terms of what your permissible investments are,
because permissible investments, say, from a government entity, may not allow you to go outside of either
government or government-backed type of securities. If you can go out, I’ve definitely seen some folks move
out more towards either, say, the prime money market funds. So if you look at just prime money market fund
slows or total amounts of invested that increase towards the fourth quarter a bit. Or you look at one of the
investments within prime funds, which is commercial paper, which still has a little bit more of a shape for
that curve than, say, a government fund.
But to be very honest, just given the flatness, there’s not a lot of basis within the government perspective
to go.

Rob Dailey:

Okay, great, thanks. I’ve got here a question, “What are your thoughts on the number of times the Fed will
increase rates?” I don’t know if Christine Shambach, Ph.D. [multiple speakers]…

Christine Shambach:

I am not an economist, but I think if you go back to our last publicly available report from PNC’s Economist,
I believe in 2019 they have two rate hikes in, though I will say that I believe this is published monthly, and
we’re probably due for another National Economic Outlook being published probably in the next couple of
weeks. So I would look to that or contact your PNC contact if you would like to get an update of that report.
That is published externally.

Rob Dailey:

And, clearly, the Fed, you know, the last return was more dovish, so —

Christine Shambach:

Yes, and the Fed-speak is very much about, kind of, a wait-and-see approach and being very data-driven.
So it is looking at those individual reports and the tone of the Fed to be able to get a better view.

Rob Dailey:

Here’s one — “How can we implement strategies towards real potential economic downturn?” So I guess
it’s kind of a two-part question, right? Like at what level do you incorporate an economic forecast into your
investment strategy? And then how do you position?

Christine Shambach:

So an economic forecast is hard in terms of thinking about the future when none of us have a crystal ball in
terms of what is going to happen. But I do think, as you hear commentary about if there may be a recession,
what happens in terms of recessionary timeframe? What we’ve seen historically, and I’m going to go back to
historically versus any kinds of advice going forward. But, historically, what we have seen is companies move
more, companies and other entities move more into cash because in that economic downturn, generally, I’ve
seen some type of volatility. Volatility means fixed income securities may have more of a mark-to-market
type of change.
So more into cash and really holding more cash versus investing out or funding other items because they are
waiting to see what happens. Again, if I go back to a page earlier in our presentation, what is going to happen
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to my tax receipts? What is going to happen to my charitable donation and how is that going to impact my
ability to operate through the cycle?

Rob Dailey:

Thanks. Okay, “Is the extra cost of utilizing an active manager that of a passive manager justified in terms
of the additional returns that you may earn?”

Christine Shambach:

Well, that’s, again, harder. What I’m not going to speak from a one-to-one perspective, but I really think
when you think about hiring a manager versus doing it yourself, is really going back to my comments
around what is your management preference? Do you have the time and the expertise to be able to enact
that strategy? And if you have the time and the expertise to enact that strategy, and you can replicate
something very similar to what you might have in a managed portfolio, then albeit you have the ability to
do that so there’s not a need to pay that extra management fee. However, I think most organizations within
their treasury function overall, do not have the full set of folks needed to be able to execute those strategies
or do things such as understanding the credit risk of an individual investment, managing the portfolio and
watching it on a day-to-day basis, executing trades through a broker/dealer.
So with that there is the benefit of outsourcing it to folks that that is their daily job. So I go back, again,
individual decision based on your company’s time and expertise in that area of investment.

Rob Dailey:

Yes. Back to staff, right? They have the bandwidth to do it. But I think as we’ve shown, it can be a pretty
transparent exercise, you know, governed by time.
All right, okay. So here is one. “When should my entity think about moving cash into a more strategic
portfolio versus holding it in an operating account? It strikes me that this has kind of helped me to
understand better the difference between the operating cash and reserve cash.

Christine Shambach:

That’s exactly right, Rob. So when I think about the answer to this question, I think about very much of
answering it with another question, in a way, is you should think about moving it once you can understand
your daily operation requirements and monthly operating cash requirements as well as seasonal
requirements that you are comfortable with taking that portion of cash and designating it from a strategic
perspective. And then terming that out or tying it up from a liquidity standpoint. But, really, the key to
making — to answering that question — is understanding those other items, to be able to identify that
amount of cash. And once you’ve identified that amount of cash, then I think it does — you’ve done a
thorough amount of vetting, then it makes sense to think about how I can best deploy that into a higher
earning investment for products.

Rob Dailey:

Kind of think of it as just to projected cash flows into now it’s right and then begin to try to think about what’s
that liquidity requirement versus, you know, a higher target liquidity.

Christine Shambach:

Exactly.

Rob Dailey:

Okay, I think that’s the last question I’ve got. Anything else, Christine, that you wish you had said that you
haven’t said yet?
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Christine Shambach:

No. Just thanks very much for joining and, of course, you know, we have resources here if there are
questions that you have about the presentation that come up after. Please feel free to reach out via your
PNC contact, and they can reach out to me.

Rob Dailey:

Great. Thank you. I will say to everybody, thank you very much for participating in the webinar. We will
continue to do these webinars on timely public finance topics. We’re looking to do them on a more or less
quarterly basis.
I would ask you — you’ll see, I think, in the page that we pushed out now, we’ve got a link to a survey, so
please provide us your input on — with that tool. We want to make sure that we are delivering content and
topics that are both timely and useful, valuable to people. So thanks for participating in that.
And, again, thank you, and that concludes our presentation today.
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