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• Treasury yields fluctuated throughout the quarter: 

̶ Higher on strong economic news in the U.S. 

̶ Lower when the Federal Open Market Committee (FOMC) indicated that they are not yet ready to 
raise rates and as the situation in Greece remained unresolved.  

• Overall, the trend was toward higher rates with the greatest increase on longer-term yields. 

• PFMAM kept the portfolio’s duration slightly shorter than the benchmark’s duration because of 
uncertainty regarding the short-term direction of interest rates. 

• The yield difference between the Treasury and Agency sectors remained narrow for most of the quarter 
and therefore, we favored Treasuries because investors were not being compensated for being in any 
other sector. 

• We focused on maturities where the yield curve was steepest and therefore offered both high-current 
yields and strong potential for “roll down” benefit (the natural tendency for securities to appreciate as 
they age). 

Second Quarter 2015 Strategy and Recap 
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Volatility in Treasury Yields 
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Portfolio Composition and Credit Quality Characteristics 

 Security Type1 June 30, 2015 % of Portfolio % Change From 
Prior Quarter 

Permitted  
by Policy 

U.S. Treasuries $11,713,572.33 76% +3% 100% 
Federal Agencies $3,545,794.48 23% -4% 100% 

 FNMA $1,042,088.57 7% -4% - 
 FHLB $796,116.69 5% - - 
 FHLMC $1,707,589.22 11% - - 
 FFCB $0.00 0% - - 

Money Market Fund $84,300.48 1% +1% - 
Total $15,343,667.29 100% 
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Portfolio Composition Portfolio Credit Quality Distribution2 
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1. End of quarter trade-date market values of portfolio holdings, including accrued interest. 
2. Ratings by Standard and Poor’s. 
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Portfolio Maturity Distribution 

Maturity Distribution1 June 30, 2015 March 31, 2015 

Under 6 Months $84,300.48 $66,748.95 
6 - 12 Months $1,937,592.45 $1,750,858.75 

1 - 2 Years $6,673,255.07 $6,015,517.92 
2 - 3 Years $6,648,519.29 $5,451,005.50 
3 - 4 Years $0.00 $2,040,913.36 
4 - 5 Years $0.00 $0.00 

Totals  $15,343,667.29 $15,325,044.48 
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Portfolio Maturity Distribution1 
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1. Callable securities, if any, in portfolio are included in the maturity distribution analysis to their stated maturity date, although they may be called prior to maturity. Includes accrued interest.  



Individual Portfolio Yield Summary 

Date   Market Value1   Portfolio Yield 
(Cost)   

1-3 Year  
Treasury/Agency 

Index Yield2 
  AZ-LGIP Pool 73   Wells Fargo MMF 

Yield4 

Jul-14 $15,186,857 0.52% 0.54% 0.05% 0.01% 

Aug-14 $15,200,009 0.52% 0.52% 0.06% 0.01% 

Sep-14 $15,190,172 0.55% 0.60% 0.05% 0.01% 

Oct-14 $15,233,264 0.58% 0.52% 0.06% 0.01% 

Nov-14   $15,243,198   0.58%   0.50%   0.07%   0.01% 

Dec-14   $15,225,956   0.61%   0.68%   0.08%   0.01% 

Jan-15   $15,288,391   0.61%   0.47%   0.08%   0.01% 

Feb-15   $15,251,169   0.66%   0.63%   0.08%   0.01% 

Mar-15   $15,297,198   0.71%   0.57%   0.09%   0.01% 

Apr-15 $15,288,916 0.72%   0.59%   0.11% 0.01% 

May-15 $15,298,473 0.74%   0.61%   0.08% 0.01% 

Jun-15   $15,320,962   0.74%   0.64%   0.09%   0.01% 

1. Excludes accrued interest and includes balance in the custody account MMF. 
2. Rate represents the Merrill Lynch 1-3 Year U.S. Treasury / Agency Index month-end yield (G1A0). Source: Bloomberg.  
3. Monthly Apportionment Yields. Source: Office of the Arizona State Treasurer. 
4. Rate represents the Wells Fargo Advantage Government Money Market Service Fund. 
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Individual Portfolio Yield Summary (Continued) 

Comparison of Combined Portfolio Yield to Various Benchmarks1,2,3 

1. Rate represents the Merrill Lynch 1-3 Year U.S. Treasury / Agency Index month-end yield (G1A0). Source: Bloomberg.  
2. Monthly Apportionment Yields. Source: Office of the Arizona State Treasurer. 
3. Rate represents the Wells Fargo Advantage Government Money Market Service Fund. 
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 Date Trade Type Security Maturity Par Value Yield 

4/28/15 Buy U.S. Treasury Notes 4/30/18 $275,000 0.90% 

4/28/15 Sell U.S. Treasury Notes 1/31/16 $115,000 0.21% 

4/28/15 Sell U.S. Treasury Notes 1/31/16 $135,000 0.21% 

5/28/15 Buy U.S. Treasury Notes 4/30/18 $900,000 0.96% 

5/28/15 Sell FNMA Notes 3/30/16 $460,000 0.30% 

5/28/15 Sell FNMA Notes 3/30/16 $190,000 0.30% 

5/28/15 Sell U.S. Treasury Notes 1/31/16 $230,000 0.17% 

Treasury Purchases Add Yield and Duration 

• The following purchases picked up an average of +0.69% over those sold with a duration extension of 
2.15 years.  

• The realized gains on the sales were $1,682 in addition to incremental earnings of more than $5,000 
over the life of the securities. 
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Portfolio Performance 

1. Performance on trade date basis, gross (i.e., before fees), in accordance with the CFA Institute’s Global Investment Performance Standards (GIPS). 
2. Merrill Lynch Indices provided by Bloomberg Financial Markets. 
3. Quarterly returns are presented on an unannualized basis. Performance numbers for periods greater than one year are presented on an annualized basis.  
4. Inception date is 12/31/11. 

Total Return1,2,3,4 Quarter Ended 
June 30, 2015 

Past 
12 Months 

Past 
2 Years 

Past 
3 Years 

Since 
Inception 

Fountain Hills Portfolio 0.13% 0.82% 0.77% 0.62% 0.64% 
ML 1-3 Year Treasury/Agency Index 0.15% 0.89% 0.83% 0.66% 0.62% 
Effective Duration June 30, 2015 March 31, 2015 Yields June 30, 2015 March 31, 2015 
Fountain Hills Portfolio 1.78 1.86 Yield at Market 0.62% 0.56% 
ML 1-3 Year Treasury/Agency Index 1.78 1.78 Yield on Cost 0.74% 0.71% 
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• We expect U.S. economic conditions to rebound from the first quarter 2015 contraction due to: 

̶ Rising consumer confidence; 

̶ Growth in personal spending; and 

̶ A stronger housing sector. 

• Stubbornly low inflation remains a concern for policy makers. Market participants still expect the FOMC 
to initiate at least one rate hike in 2015, but the pace of subsequent increases is likely to be gradual. 

• It is likely that developments in Europe and Asia will continue to cause market volatility as investors 
weigh the impact of possible outcomes on global economic conditions. 

• Our strategy will be to focus on identifying relative value from among the full range of investment options. 
We will pay careful attention to sector allocation, yield curve placement, credit market dynamics, and 
individual security selection. These factors will likely be key drivers of performance in an uncertain rate 
environment. 

• We will continue to monitor the spread relationship and further shift assets into Federal Agencies if the 
yield difference widens sufficiently. 

Third Quarter Investment Strategy 
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US Treasury Bond 
76% 

FHLB Bond 
5% 

FHLMC Bond 
11% 

FNMA Bond 
7% 

Wells Fargo MMF 
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Summary by 
Issuer Book Value % of  

Portfolio 
US Treasury $11,688,252 76.33% 
FHLB $795,599 5.20% 
FHLMC $1,704,853 11.13% 
FNMA $1,039,032 6.79% 
FFCB Bond $0 0.00% 
Wells Fargo $84,300 0.55% 
Total $15,312,038 100% 

Weighted Average Maturity (in years) 1.79 
Duration Allowed by Policy 5.00 
Current Portfolio Duration Including Cash 1.77 
Current Portfolio Duration Without Cash 1.78 

1 Market values of portfolio holdings include accrued interest. 
2 Excludes Money Market Balance. 
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Summary By Type Book Value Market Value1 Days to 
Maturity 

% of 
Portfolio 

% Allowed 
per Policy YTM @ Cost 

US Treasury Bond $11,688,252 $11,713,572 706 76.34% 100% 0.77% 
FHLB Bond $795,599 $796,117  482 5.19% 100% 0.58% 
FHLMC Bond $1,704,853 $1,707,589  590 11.13% 100% 0.70% 
FNMA Bond $1,039,032 $1,042,089 349 6.79% 100% 0.70% 
FFCB Bond $0 $0 - 0.00% 100% - 
Wells Fargo MMF $84,300 $84,300 1 0.55% N/A 0.01% 
Total including cash $15,312,038 $15,343,667 654 100.00%   0.74% 
Total without cash $15,227,738 $15,259,367       0.74% 
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For the Month Ending June 30, 2015Managed Account Detail of Securities Held

TOWN OF FOUNTAIN HILLS, OPERATING FUNDS - 29050100

Dated Date/Coupon/Maturity CUSIP Rating Rating Date Date Cost at Cost Interest Cost Value

Security Type/Description S&P Moody's Original YTM Accrued Amortized MarketTrade Settle

Par

U.S. Treasury Bond / Note

US TREASURY NOTES

DTD 06/02/2014 0.375% 05/31/2016

 825,579.98  824,940.66  262.04  824,871.09 06/03/1406/02/14AaaAA+ 825,000.00 912828WM8 0.38

US TREASURY NOTES

DTD 06/30/2009 3.250% 06/30/2016

 488,656.25  488,250.28  41.95  516,024.41 05/24/1305/22/13AaaAA+ 475,000.00 912828KZ2 0.44

US TREASURY NOTES

DTD 06/30/2009 3.250% 06/30/2016

 514,375.00  514,138.59  44.16  544,140.63 05/15/1305/10/13AaaAA+ 500,000.00 912828KZ2 0.41

US TREASURY NOTES

DTD 06/30/2009 3.250% 06/30/2016

 771,562.50  770,297.85  66.24  812,402.34 05/31/1305/24/13AaaAA+ 750,000.00 912828KZ2 0.53

US TREASURY NOTES

DTD 08/31/2011 1.000% 08/31/2016

 287,048.58  286,687.54  952.58  288,595.90 03/03/1402/27/14AaaAA+ 285,000.00 912828RF9 0.49

US TREASURY NOTES

DTD 11/30/2011 0.875% 11/30/2016

 402,343.60  401,701.78  296.45  403,578.13 12/04/1312/03/13AaaAA+ 400,000.00 912828RU6 0.57

US TREASURY NOTES

DTD 11/30/2011 0.875% 11/30/2016

 452,636.55  451,608.04  333.50  453,480.47 11/01/1310/31/13AaaAA+ 450,000.00 912828RU6 0.62

US TREASURY NOTES

DTD 01/03/2012 0.875% 12/31/2016

 100,585.90  100,273.18  2.38  100,375.00 12/09/1412/05/14AaaAA+ 100,000.00 912828RX0 0.69

US TREASURY NOTES

DTD 03/31/2012 1.000% 03/31/2017

 529,019.40  525,703.04  1,319.67  526,209.96 03/21/1403/19/14AaaAA+ 525,000.00 912828SM3 0.92

US TREASURY NOTES

DTD 03/31/2012 1.000% 03/31/2017

 654,976.40  652,241.06  1,633.88  653,173.83 10/06/1410/02/14AaaAA+ 650,000.00 912828SM3 0.80

US TREASURY NOTES

DTD 05/31/2012 0.625% 05/31/2017

 824,871.30  822,057.91  436.73  820,423.83 06/03/1406/02/14AaaAA+ 825,000.00 912828SY7 0.81

US TREASURY NOTES

DTD 07/02/2012 0.750% 06/30/2017

 551,074.15  549,579.77  11.21  549,441.41 11/03/1410/30/14AaaAA+ 550,000.00 912828TB6 0.79

US TREASURY NOTES

DTD 07/31/2012 0.500% 07/31/2017

 49,824.20  49,647.34  104.28  49,582.03 02/10/1502/06/15AaaAA+ 50,000.00 912828TG5 0.84

US TREASURY NOTES

DTD 07/31/2012 0.500% 07/31/2017

 129,542.92  128,769.84  271.13  128,197.26 07/07/1407/01/14AaaAA+ 130,000.00 912828TG5 0.96
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For the Month Ending June 30, 2015Managed Account Detail of Securities Held

TOWN OF FOUNTAIN HILLS, OPERATING FUNDS - 29050100

Dated Date/Coupon/Maturity CUSIP Rating Rating Date Date Cost at Cost Interest Cost Value

Security Type/Description S&P Moody's Original YTM Accrued Amortized MarketTrade Settle

Par

U.S. Treasury Bond / Note

US TREASURY NOTES

DTD 07/31/2012 0.500% 07/31/2017

 697,538.80  698,144.29  1,459.94  697,785.16 02/04/1502/02/15AaaAA+ 700,000.00 912828TG5 0.63

US TREASURY NOTES

DTD 09/30/2010 1.875% 09/30/2017

 640,820.00  636,525.17  2,945.70  640,673.83 09/04/1409/02/14AaaAA+ 625,000.00 912828PA2 1.04

US TREASURY NOTES

DTD 12/31/2012 0.750% 12/31/2017

 573,787.33  572,715.21  11.72  572,192.38 12/03/1412/01/14AaaAA+ 575,000.00 912828UE8 0.91

US TREASURY NOTES

DTD 04/01/2013 0.750% 03/31/2018

 945,175.90  942,523.73  1,790.98  941,613.28 02/27/1502/26/15AaaAA+ 950,000.00 912828UU2 1.04

US TREASURY NOTES

DTD 04/01/2013 0.750% 03/31/2018

 1,094,414.20  1,092,695.74  2,073.77  1,092,007.81 03/27/1503/26/15AaaAA+ 1,100,000.00 912828UU2 1.00

US TREASURY NOTES

DTD 04/30/2013 0.625% 04/30/2018

 272,529.40  272,910.00  289.57  272,787.11 04/30/1504/28/15AaaAA+ 275,000.00 912828UZ1 0.90

US TREASURY NOTES

DTD 04/30/2013 0.625% 04/30/2018

 891,914.40  891,545.86  947.69  891,281.25 05/29/1505/28/15AaaAA+ 900,000.00 912828UZ1 0.96

 15,295.57  11,698,276.76  11,672,956.88  0.77  11,778,837.11  11,640,000.00 Security Type Sub-Total

Federal Agency Bond / Note

FANNIE MAE GLOBAL NOTES

DTD 02/15/2013 0.500% 03/30/2016

 110,152.57  110,012.74  139.03  110,051.70 03/13/1303/12/13AaaAA+ 110,000.00 3135G0VA8 0.48

FANNIE MAE GLOBAL NOTES

DTD 02/15/2013 0.500% 03/30/2016

 500,693.50  499,224.46  631.94  497,335.00 08/30/1308/29/13AaaAA+ 500,000.00 3135G0VA8 0.71

FHLMC REFERENCE NOTE

DTD 11/21/2014 0.400% 05/27/2016

 499,944.50  499,910.36  188.89  499,850.00 11/21/1411/19/14AaaAA+ 500,000.00 3134G5RF4 0.42

FNMA NOTES

DTD 08/19/2011 1.250% 09/28/2016

 171,639.65  171,050.71  548.96  172,510.90 10/03/1310/01/13AaaAA+ 170,000.00 3135G0CM3 0.75

FNMA NOTES

DTD 08/19/2011 1.250% 09/28/2016

 257,459.48  256,601.15  823.44  258,826.56 10/03/1310/01/13AaaAA+ 255,000.00 3135G0CM3 0.74

FHLB NOTES

DTD 08/07/2014 0.500% 09/28/2016

 420,099.54  419,450.53  542.50  419,055.00 08/07/1408/06/14AaaAA+ 420,000.00 3130A2T97 0.61
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For the Month Ending June 30, 2015Managed Account Detail of Securities Held

TOWN OF FOUNTAIN HILLS, OPERATING FUNDS - 29050100

Dated Date/Coupon/Maturity CUSIP Rating Rating Date Date Cost at Cost Interest Cost Value

Security Type/Description S&P Moody's Original YTM Accrued Amortized MarketTrade Settle

Par

Federal Agency Bond / Note

FHLB NOTES

DTD 11/17/2014 0.625% 11/23/2016

 375,227.25  375,358.89  247.40  375,471.59 01/22/1501/21/15AaaAA+ 375,000.00 3130A3J70 0.56

FHLMC REFERENCE NOTE

DTD 01/16/2015 0.500% 01/27/2017

 414,512.79  414,437.02  951.04  414,273.75 01/16/1501/15/15AaaAA+ 415,000.00 3137EADU0 0.59

FREDDIE MAC GLOBAL NOTES

DTD 06/25/2012 1.000% 07/28/2017

 351,629.95  351,049.99  1,487.50  351,190.00 03/20/1503/19/15AaaAA+ 350,000.00 3137EADJ5 0.85

FREDDIE MAC GLOBAL NOTES

DTD 06/25/2012 1.000% 07/28/2017

 437,025.80  434,979.76  1,848.75  434,970.86 08/14/1408/12/14AaaAA+ 435,000.00 3137EADJ5 1.00

 7,409.45  3,538,385.03  3,532,075.61  0.67  3,533,535.36  3,530,000.00 Security Type Sub-Total

 15,170,000.00  15,312,372.47  0.74  22,705.02  15,205,032.49  15,236,661.79 Managed Account Sub-Total

$15,170,000.00 $15,312,372.47 $22,705.02 $15,205,032.49 $15,236,661.79  0.74%

$15,259,366.81 

$22,705.02 

Total Investments

Accrued Interest

Securities Sub-Total
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Economic Update 
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Volatility in Treasury Yields 

Source: Bloomberg. 
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Yield Curve Flattens 

Source: Bloomberg. 

• Yields flattened slightly as longer-term Treasuries fell and short-term Treasuries rose slightly in anticipation 
of a rate hike by the Federal Reserve. 

U.S. Treasury Yield Curves 

3-Year Treasury 

1-Year Treasury 

Spread between 3-year and 1-year Treasuries 

3-Year and 1-Year U.S. Treasury Yield 
August 18, 2014 – August 17, 2015 
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U.S. GDP Grew in the Second Quarter 

• U.S. GDP grew at an estimated 2.3% in the second quarter.  

• The upturn was boosted by higher consumer spending and a strengthening housing market. 

Source: Bureau Of Economic Analysis. 
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August Economic Data 

Source: Federal Reserve. Bloomberg. 

• “The labor market continued to improve, with solid job gains and declining unemployment. A range of 
labor market indicators suggests that underutilization of labor resources has diminished since early this 
year.” (from July FOMC statement) 

• The unemployment rate is approaching the 5- to 5.2 percent range the Fed policy makers have defined as 
full employment. 
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When Will Rate Hikes Begin? 

Source: The Wall Street Journal. Survey of economists August 7-11, 2015. 
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Post Recession Growth in High- and Low- Wage Jobs 

Source: The Wall Street Journal. 

 
 

• The U.S. economy has added: 

– 1 million jobs in the top third of 
income; and, 

– 800,000 jobs in the bottom third. 

• However, there are 900,000 fewer workers 
in middle-wage occupations. 

• Well-paying jobs tend to go to those who 
graduated college. 

• Middle-skilled jobs once provided a stable 
living for those with less education, but 
have now been replaced with low-wage 
work. 

   



© 2015 PFM Asset Management LLC 7 

Limited Tools to Handle Next Recession 

 

Source: The Wall Street Journal.  

• During the past economic downturns, the government has injected cash into the economy by: 
– Cutting interest rates; 
– Cutting taxes; 
– Increasing federal spending. 

• However, these may not be viable options the next time, as interest rates are near zero and the 
government’s debt is at a historic high.  
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Deflationary Threats 
 
 

• The Fed’s desire for a 2% inflation rate is being 
threatened by: 

– Falling energy prices; 
– Lack of wage pressure; 
– Stronger U.S. dollar. 

Source: Bloomberg.  
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• China’s central bank controls the value of its currency by pegging the value of the yuan to the U.S. dollar. 
• On August 21, the People’s Bank of China unexpectedly dropped the currency rate, stating that the yuan 

needed to be brought more in line with market-based movements. 
• This intentional devaluation occurred following reports of sluggish economic growth in China. Since a 

weaker currency will boost exports, this may spur Chinese growth. 

Devaluation of  China’s Currency 

Source: Bloomberg. 

Currency Devaluation 

Price of 1 Yuan in USD 
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This material is based on information obtained from sources generally believed to be reliable and available to 
the public, however PFM Asset Management LLC cannot guarantee its accuracy, completeness or suitability. 
This material is for general information purposes only and is not intended to provide specific advice or a 
specific recommendation. All statements as to what will or may happen under certain circumstances are based 
on assumptions, some but not all of which are noted in the presentation. Assumptions may or may not be 
proven correct as actual events occur, and results may depend on events outside of your or our control. 
Changes in assumptions may have a material effect on results. Past performance does not necessarily reflect 
and is not a guaranty of future results. The information contained in this presentation is not an offer to 
purchase or sell any securities. 

Disclaimer 
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