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2019 ILLINOIS GOVERNMENT FINANCE PROFESSIONALS’ ACADEMY LEVEL I 

NIU Naperville, 1120 E. Diehl Rd., Naperville, IL 60563  

 

Day 1 - Wednesday, March 20, 2019 

    

8:00 – 8:30 AM Registration and Continental Breakfast 

   

8:30 – 8:50 AM   Welcome and Speed Networking   

    

8:50 – 9:50 AM   Principles of Professional Government Finance   

   Speaker: Elizabeth Holleb, CPA, Finance Director - City of Lake Forest  

 

9:50 – 10:30 AM Governmental Accounting Overview   
   Speaker: Anthony M. Cervini, CPA, CFE, Partner - Sikich LLP  

   

10:30 – 10:40 AM Networking Break   

   

10:40 – 11:10 AM  Governmental Accounting Overview (Continued)  

 

11:10 AM – 12:00 PM Banking Basics and Tools for the Finance Professional   
    Speaker: Susan A. Wade, Vice President Public Funds - First Midwest 

    Bank 

   

12:00 – 12:55 PM  Networking Luncheon 

 

12:55 – 1:45 PM  Perfect Procurement Policies and Procedures    

   Speaker: Adam B. Simon, Partner - Ancel Glink, P.C. 

   

1:45 – 2:35 PM Basics of Investing 
   Speakers: Mike Rodgers, Managing Director, Senior Portfolio Specialist - 

Wells Fargo Asset Management Global Fixed Income 

 Kurt Maekawa, Sales Director -Well Fargo Balance Sheet Asset Management 

  Jeffrey Svien, Vice President - Wells Fargo Government Banking 

 

2:35 – 2:50 PM Networking Break    
 

2:50 – 3:40 PM What Every Finance Professional Needs to Know About Cyber 

Security   
 Speaker: Marc Thorson, Information Technology Director - City of  

 DeKalb  

 

 3:40 – 4:30 PM       Purchasing Fundamentals for Finance Professionals   
   Speaker: RuthAnne Hall, CPPO, Purchasing Manager, Lake County 

Government - Lake County 

   



IGFOA reserves the right to modify the agenda and/or speakers 

Day 2 - Thursday, March 21, 2019 

8:00 – 8:45 AM Registration and Continental Breakfast 

8:45 – 9:00 AM  Academy Discussion  

9:00 – 10:15 AM The ABC’s of Governmental Budgeting   
Speaker:  Julie M. Zolghadr, Manager, Budget Division- City of Springfield 

10:15 to 10:30 AM Networking Break 

10:30 – 11:20 AM Revenue Overview   
Speaker: Elizabeth Holleb, CPA, Finance Director - City of Lake Forest 

11:20 AM – 12:10 PM Pension Primer 

Speakers: Jason Franken, FSA, EA, MAAA - Foster & Foster, Inc. 

Christina Coyle, CPA, Finance Director - Village of Glen Ellyn   

12:10 – 1:00 PM Networking Luncheon  

1:00 – 1:50 PM  Essentials of Debt Issuance    
Speakers: Mark Huddle, Senior Counsel - Ice Miller LLP 

Mark Jeretina, Vice President - Speer Financial, Inc.  

1:50 – 2:40 PM Local Government Reporting – Due Dates Part 1   
Speaker: Michael Malatt, CPA, Senior Manager - Baker Tilly Virchow 

Krause, LLP  

2:40 – 2:55 PM Networking Break  

2:55 – 3:30 PM Local Government Reporting – Due Dates Part 2 

3:30 – 4:30 PM What Makes a Good Finance Director   
Speaker: Heidi Voorhees, President - GovHRUSA 

4:30 PM Closing Remarks  
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Lake Forest Financial Cycle

MAY JUN JUL AUG SEPT OCT NOV DEC JAN FEB MAR APR

Review and preparation of Capital Improvement Program (9/1-11/13)

Tax Levy, Fees and Charges reviewed (10/1-12/18)

Depts. Prepare budget requests (1/3-1/19)

City Council
reviews budget
(3/5-4/16)

Audit of prior year’s financial activities and core/elective services 5/1-10/31 

City Mgr. reviews dept. budgets
(2/6-2/12)

Target budgets established  (11/1-12/31)

Council sets budget calendar and fiscal policies (9/1-10/16)

= Council Action = City Staff Action = City Council Adopts Budget 5/7/18

Council approves fees, tax levy (11/1-12/18)
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C i t y  C o u n c i l  F i s c a l  P o l i c y
F I S C A L    Y E A R    2 020 

Statement Of Policy Purpose 

The City of Lake Forest, (the “City”), and its governing body, the City Council, (the 
“Council”), is responsible to the City’s citizens to carefully account for all public funds, to 
manage City finances wisely and to plan for the adequate funding of services desired by 
the public, including the provision and maintenance of facilities.  These policies of the 
Council are designed to establish guidelines for the fiscal stability of the City and to 
provide guidelines for the City’s chief executive officer, the City Manager. 

These policies will be reviewed annually. 

Policy Goals 

This fiscal policy is a statement of the guidelines and goals that will influence and guide 
the financial management practices of the City.  A fiscal policy that is adopted, adhered 
to, and regularly reviewed is recognized as the cornerstone of sound financial 
management.  Effective fiscal policy: 

 Contributes significantly to the City’s ability to insulate itself from fiscal crisis,

 Enhances short-term and long-term financial credit ability by helping to achieve the
highest credit and bond ratings possible,

 Promotes long-term financial stability by establishing clear and consistent guidelines,

 Directs attention to the total financial picture of the City rather than single issue
areas,

 Promotes the view of linking long-term financial planning with day-to-day
operations, and

 Provides the Council and the citizens a framework for measuring the fiscal impact of
government services against established fiscal parameters and guidelines.
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To these ends, the following fiscal policy goal statements are presented. 
 
 

I. Overall Budget Guidelines 
 
1. The City shall annually adopt a Balanced Budget, for which expenditures in a 

given fiscal year do not exceed the sum of: 1) estimated revenues for the fiscal 
year, plus 2) the fund balance at the beginning of the fiscal year.  Abide by the 
target based budgeting process. Target based budgeting ties expenses to 
projected resources at the beginning of the budget process, rather than cutting 
expenses after budgets are developed.  This methodology reaffirms the 
relationship between revenues and services, taxes and spending, and involves 
departments in the process from the beginning. 

 
2. Seek and encourage resident input in budget planning issues and service level 

decisions. 
 
3. Review all services residents receive and strive to maintain the services at 

existing levels, unless specific variances are granted by the City Council.  Each 
service should be examined thoroughly to determine if it is still necessary or can 
be provided in a more cost-effective way.  New program initiatives must be 
measured in terms of their overall fiscal impact and capabilities. 

 
4. Pay for all recurring expenses with recurring revenues, and use non-recurring 

revenues for non-recurring expenses. Proceeds from land sales (including the 
Laurel and Western TIF Note) shall be deposited into the Capital Fund unless 
intended for other legislative initiatives as directed by the City Council.  

 
5. Maintain positive fund balances for all funds. 
 
6. Annually review the cash flow reserves in all City operating funds to ensure 

adequacy given the volatility and risk of revenues attributable to each fund. 
 
7. Monitor actual revenues and expenditures compared to budget throughout the 

year so that spending may be reduced as needed to offset revenue shortfalls or 
unanticipated expenditures. 

 
8. Protect the City’s assets by maintaining adequate insurance coverage through 

either commercial insurance or risk pooling arrangements with other 
governmental entities. 

 
9. Abide by the 1991 Property Tax Extension Limitation Act, which limits the annual 

increase in property tax extensions to the lesser of 5 percent, or the increase in 
the consumer price index, plus allowances for new construction and voter 
approved increases, unless the City Council determines that an exception is 
necessary to preserve the long term financial health of the City. 
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10. Work actively with legislators and Councils of Government in passing legislation
that promotes effective government, reduces unfunded mandates, controls
pension and other personnel related costs or otherwise creates unsustainable
operating costs for local governments.

II. Expense Guidelines

Personnel 

1. Limit staff increases to areas where approved program growth and support
require additional staff.  The Council will also seek to maintain authorized
personnel at the lowest levels possible consistent with the service plan
authorized.

2. Adjust the personnel pay plan consistent with market rates for positions with
comparable responsibilities.

3. Fully fund annual obligations for all employee pension plans pursuant to the
City’s Pension Funding Policy (as may be amended by City Council) and the State
of Illinois Compiled Statutes, as determined annually by an independent actuary.
Continue efforts to seek action by the Illinois General Assembly for pension
reform to ensure fiscal sustainability.

4. Fund other post-employment benefit (OPEB) costs on a pay-as-you-go basis,
while also setting aside reserves in the Self Insurance Fund to meet future
obligations.  Reserves shall be set aside annually using a fifteen-year
amortization period beginning May 1, 2015, based upon the most recent
actuarial valuation.

5. Be a leader among Illinois municipalities in maintaining fiscally prudent
compensation policies and identifying alternative methods for attracting and
retaining quality employees.

Operating Costs 

1. Fully budget anticipated expense for an average operating year.

2. Maintain a contingency budget for unanticipated expenses.

3. Review all contract services and other charges for cost effectiveness and to
determine if there are alternative methods to perform these services at less cost.
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4. Review the potential for outsourcing/contracting services for each City operating 
department. 

 
5. Follow funding priorities that emphasize efficiencies and economy with 

established criteria including the number of residents benefiting from specific 
services or programs. 
 

6. A 2014 cost allocation study has been completed to demonstrate the allocation 
of administrative costs budgeted in the General Fund and their benefit to budget 
programs across the organization.  The City utilizes the cost allocation study 
results to assess administrative charges to other City funds to recover 
administrative costs provided by General Fund administrative departments.  
Where feasible, the cost allocation study is also used to factor in the 
administrative cost burden to departments in agreements to provide services to 
outside entities. 

 
 
Program Expansions 
 
1. Proposed program expansions above existing service levels must be submitted as 

budgetary enhancements requiring detailed justification.  Every proposed 
program expansion will be scrutinized on the basis of its relationship to the 
health, safety, and welfare of the community to include analysis of long-term 
fiscal impacts. 

 
 
New Programs 

 
1. Proposed new programs must also be submitted as budgetary enhancements 

requiring detailed justification.  New programs will be evaluated on the same 
basis as program expansion to include analysis of long-term fiscal impacts. 
 
 

Capital Budget 
 
1. Make all capital improvements in accordance with an adopted Capital 

Improvements Program (CIP). 
 
2. Conduct a detailed analysis of the capital improvement proposals for the current 

year, review projects identified for future years, and establish a five year capital 
improvement plan.  Review the funding methods for all projects proposed to 
reflect financial implications and to determine whether the project is essential at 
this time. 

 
3. Conduct a detailed review of all capital equipment requests to determine current 

needs, cost effectiveness, and ramifications if deferred or eliminated. 
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4. Coordinate development of the capital budget with development of the operating 

budget.   Future operating costs associated with new capital projects will be 
projected and included in operating budget forecasts. Following completion of 
any project, conduct a post project review. 

 
5. Identify the “full-life” estimated cost and potential funding source for each capital 

project proposal before it is submitted to the Council for approval. 
 
6. Maintain level and complete budgeting for building and capital equipment to 

avoid erratic changes from year to year for on-going maintenance and 
replacement of City facilities and equipment. Fund recurring/maintenance capital 
expenses from recurring revenue sources. 
 

7. Abide by the following financing parameters for the establishment of a special 
service area:  
 

 Amortization period: not to exceed 20 years or the estimated useful life of 
the improvements, whichever is less; 

 Interest rate: market rate at date of bond sale, or 
o City financed projects: not less than the Municipal Market Data rate 

for uninsured Aaa rated bonds + 2%. Rate will be set on the 
construction start date;  

 All financing, legal and other related costs shall be included in the cost of 
the project;  

 The City will typically finance a maximum residents’ share of $500,000 
annually. For projects greater than $500,000, a bond sale may be 
conducted.  

 If the City is required to provide related capital project funding earlier 
than planned due to the establishment of the SSA, the funding shall be 
from General Fund fund balance.   At no time shall the establishment of 
the SSA cause the General Fund fund balance to fall below its established 
minimum benchmark. 

 
 

III. Revenue Guidelines 
 
1. Maintain a diversified and stable revenue structure to shelter the City from short-

term fluctuations in any one revenue source.  Minimize reliance on State and/or 
Federal revenues to fund core services. 

 
2. The City Council will determine tax levy allocation amounts to the General Fund, 

Police and Fire Pension Fund, IMRF/Social Security, Park and Recreation Fund, 
Special Recreation and the Library. 
 

3. Conservatively but realistically review and estimate projected revenues. 
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4. Institute user fees and charges for specialized programs and services in the City, 

as well as conduct an annual detailed analysis of all user fees, charges, and fines 
to assure proper charges for services and recommend appropriate changes. 

 
5. Conduct the annual detailed review of all Enterprise Fund charges, (i.e., water 

and sewer, golf) and recommend cost effective changes in line with operating 
expenses and capital needs. 

 
6. Routinely identify intergovernmental aid funding possibilities.  However, before 

applying for or accepting intergovernmental aid, the City will assess the merits of 
a particular program as if it were funded with local tax dollars.  Local tax dollars 
will not be used to make up for losses of intergovernmental aid without first 
reviewing the program and its merits as a budgetary increment.  Therefore: 
 
 All grant applications, prior to submission, must be approved by the City 

Manager. 
 
 No grant will be accepted that will incur management and reporting costs 

greater than the grant amount. 
 

 All grant requirements will be reviewed and understood prior to entering into 
the grant agreement. 

 
7. In 2002, Lake Forest voters approved a referendum authorizing a .5% sales tax 

for expenditure on public infrastructure located in the City.  Recognizing an 
immediate need for storm water system improvements, the City issued bonds in 
2003 and 2004.  The revenue generated by the .5% sales tax is utilized to make 
the debt service payments on this debt.  A minimum reserve of one years’ 
principal and interest payments is maintained in the Sales Tax .5% funds.  
Surplus revenues exceeding the minimum reserve may be considered for other 
public infrastructure improvements annually by the City Council. 
 

IV. Reserve Policies 
 

1. The City will maintain a fund balance for fiscal cash liquidity purposes, (i.e., fiscal 
reserve), that will provide sufficient cash flow to minimize the potential of short-
term tax anticipation borrowing. 

 
2. Unassigned fund balances should be equal to no less than 35% of non-pass 

through operating revenues for the General Fund plus accrued sick and vacation 
leave. 

 
3. The City will maintain sufficient self-insurance reserves as established by 

professional judgment based on the funding techniques utilized, loss records, 
and required retentions. 
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4. The City will seek to maintain minimum fund balance targets (unrestricted net
position for proprietary funds) in each fund which reflect considerations such as
revenue volatility and necessary contingencies.  It is noted that certain funds are
subject to five year financial forecasts, debt service coverage requirements
and/or may be accumulating fund balance to address future capital needs,
warranting a fund balance in excess of the minimum target.  In the event fund
balance falls below the established target for a particular fund, the City shall
establish a plan to return the fund balance to its target.  The fund balance
targets by fund or category of funds is as follows:

 General Fund – see Section IV.2
 Parks and Recreation Funds (combined) – 25% of operating revenue

 Other Non-major Special Revenue Funds – 10% of operating revenue
 Debt Service Funds – N/A
 Capital Project Funds – The Capital Improvement Fund should maintain

sufficient fund balance (minimum of $1 million) to address unanticipated
capital expenses not foreseen during the annual CIP and budget development
process.

 Water and Sewer Enterprise Fund/Operating – 33% of operating revenue plus
one years’ debt service + $500,000

 Water and Sewer Enterprise Fund/Capital – 0%
 Deerpath Golf Course Fund – 15% of operating revenue

 Fleet Fund – 15% of operating revenue
 Self Insurance Fund – 25% of operating revenue + OPEB reserve
 Liability Insurance Fund – 50% of operating revenue
 Police and Fire Pension Funds – N/A; subject to statutory and actuarial

requirements
 Cemetery Trust Fund – N/A; subject to bequest requirements and Cemetery

Commission policy

V. Investment Policies

1. The City will follow the investment policy approved by the City Council on
February 6, 2017, or a subsequently approved revision to the investment policy.

2. The City will conduct an analysis of cash flow needs on an on-going basis.
Disbursements, collections, and deposits of all funds will be scheduled to insure
maximum cash availability and investment potential.

3. The City will, where permitted by law, pool cash from its various funds for
investment purposes.

4. The City will invest City revenue to maximize the rate of return while maintaining
a low level of risk.
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5. The City will review contractual consolidated banking services every five years. 
 
 

VI. Debt Policies 
 
1. The City will not fund current operations from the proceeds of borrowed funds. 

 
2. The City will confine long-term borrowing to non-recurring capital improvements, 

projects, or equipment that cannot be financed from current financial resources.  
 
3. The City will analyze market conditions, and long-term capital needs 

assessments, prior to debt issuance to determine the most advantageous 
average life.  The debt structure may be lengthened during low interest rates 
and shortened during high rates. 

 
4. The City will look for both current and advance refunding opportunities in order 

to save interest expense. 
 
5. The City’s debt capacity shall be maintained at a level consistent with available 

Moody’s Guidelines to maintain our Aaa rating. 
 
6. The City recognizes the importance of underlying and overlapping debt in 

analyzing financial condition and will regularly analyze total indebtedness 
including underlying and overlapping debt. 

 
7. The City will maintain good communications about its financial condition with 

bond and credit rating institutions. 
 
8. The City will follow a policy of full disclosure in every annual financial report and 

official statement/offering document. 

 
 
VII. Accounting, Auditing, And Financial Reporting Policies 
 
1. The City will establish and maintain a high standard of accounting practices in 

conformance with uniform financial reporting in Illinois, and Generally Accepted 
Accounting Principles (GAAP), for governmental entities as promulgated by the 
Governmental Accounting Standards Board (GASB). 

 
2. The City’s financial accounting system will maintain records on a basis consistent 

with accepted standards for local government accounting (according to GASB). 
 
3. The City will strive to collect the majority of its receivables within thirty days. 
 
4. The City will retain the right to perform financial, compliance, and performance 

audits on any entity receiving funds or grants from the City. 
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5. The City will engage an independent firm of certified public accountants to
perform an annual financial and compliance audit according to Generally
Accepted Auditing Standards (GAAS), and will have these accountants publicly
issue an opinion which will be incorporated in the Comprehensive Annual
Financial Report.

6. The Audit Committee is responsible for recommending the selection of the
independent firm of certified public accountants (the Council’s external auditor)
to perform an annual financial and compliance audit, defining the audit scope
and receiving the report of the auditor.

7 . The City will annually seek the Government Finance Officers Association (GFOA)
Certificate of Achievement for Excellence in Financial Reporting.

8. The City will follow the below fund balance classification policies and procedures.

A. Committed Fund Balance shall be established, modified or rescinded
through a City Council resolution. 

B. Assigned Fund Balance will generally follow the approved budget and may
be assigned to a specific purpose by the Finance Director. 

C. In the General Fund, the City considers restricted amounts to have been
spent first when an expenditure is incurred for purposes for which 
both restricted and unrestricted fund balance is available, followed by 
committed amounts then assigned amounts.  Unassigned amounts 
are used only after the other categories of fund balance have been 
fully utilized.   

D. In governmental funds other than the General Fund, the City considers
restricted amounts to have been spent last.   When an expenditure is 
incurred for purposes for which both restricted and unrestricted fund 
balance is available, the City will first utilize assigned amounts, 
followed by committed amounts then restricted amounts.    

Other Applicable Financial Policies: 
- Pension Funding Policy
- Investment Policy

Amended:   October 2018 
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Identify

increased or decreased

Enter the transaction
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ledger

posting.

journal

fund equity

asset

liability
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Current Assets
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Capital Assets (long-term physical assets)

Current Liabilities

Page 37



Long-term Liabilities

Fund Equity

Reserved, Unreserved, Designated, Undesignated

Fund Equity:
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Public Funds
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Payment Method Percentage of Organizations Reporting Fraud Average Fraud Amount Per Incident
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Basics of Investing

Mike Rodgers 
Kurt Maekawa 
Jeffrey Svien

2

Table of contents 
I. Application and benefits of an investment policy
II. Broad portfolio structure determination

Duration
Maturity
Credit quality

III. Diversification/sector selection
Corporate credit
Municipals

IV. Benchmark selection
V. Investment policy document construction
VI. Glossary of security definitions
VII. Glossary of fixed income terms

FOR INSTITUTIONAL INVESTOR USE ONLY – NOT FOR USE WITH THE PUBLIC
Wells Fargo Asset Management is a trade name used by the asset management businesses of Wells Fargo & Company. 
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3

Application and benefits of an 
investment policy statement

4

Benefits of an investment policy statement

An Investment Policy Statement is good corporate governance. Every organization with funds to manage 
should have in place a formal written investment policy statement. The benefits of having an investment 
policy statement are:

Defines investment goals and objectives

Satisfies an important fiduciary duty

Guides the asset management process – no surprises

Provides discipline to the process

Provides a framework for risk management

Designed to endure the volatility of market cycles

Designed with a long-term perspective 

Meets regulatory documentation requirements

Types of Organizations Specific Mandates

Corporations

Foundations and Endowments

Non-Profit Organizations

State and Local Governments

Insurance Companies

Financial Institutions

Healthcare Organizations

Higher Education Entities

Operating Cash (balance sheet)

Capital Market Proceeds

Construction Funds

Captive Insurance

General Account Insurance

Cash Allocation of Larger Plan

Employee Benefit Plans

Decommissioning Trusts
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5

Understanding your organization

Investment Guideline Drivers Regulatory Constraints

Asset/Liability Matching
Liquidity Needs
Cash Flow Schedule
Risk Tolerance

Credit Rating Sensitivity
Interest Rate Sensitivity
Gain/Loss Sensitivity

Accounting/Financial Statement  Implications
Accounting Classification: FAS 115

Hold-to-Maturity
Available For Sale

EITF 03-01/FAS 115-1
FAS 157 and 157-4
FAS 95
GAS 40 and 45

Shareholder Sensitivities and Expectations
Unique Business Risks and Biases

Investment Company Act of 1940
State and Local Government Statutes
Offshore

Foreign Withholding
U.S. Real Property Issues

Qualified Institutional Buyer (QIB)
Rule 144A Offerings
Industry Specific Regulations

Banks
Insurance Companies
Healthcare Organizations

6

Steps for determining investment guidelines

Assessment of 
Risk Tolerance 
& Objectives

Broad Portfolio 
Structure

Sector
Utilization

Benchmark
Determination

Written Policy 
Composition

Interest Rate Risk

Liquidity Risk

Credit Risk

Gain/Loss Constraints

Yield/Return

Expectations

Cash Flow Analysis/Time

Horizon

Portfolio Duration

Final Maturity

Minimum Credit Quality

Average Credit Quality

Corporate Credit

Structured Securities

ABS

MBS

CMBS

Municipals

Book vs. Total Return

Correlation to Portfolio

Structure

Ease of Duplication
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7

Broad portfolio structure determination

8

Customized separate account strategies

Strategies matched to liquidity needs
Separate account vehicles accommodate the highest degree of flexibility and customization to meet specific liquidity needs, gain/loss
sensitivity, financial statement implications, and tax concerns. 

Operating cash Working capital Investment assets

Liquidity 
needs 1-day to 30-days 1-month to 12 months 1-year to 5-years

Investment 
objectives Overnight/Cash Enhanced Cash Limited Duration

Taxable 
strategies Taxable 3-Month

Taxable 6-Month
Taxable Ultra Short Plus

Taxable 1-Year

Taxable 1- to 3-Year
Taxable Plus 1- to 3-Year

Taxable 1- to 5-Year
Montgomery U.S. Short Duration

Tax-
advantaged 

strategies
Cash Tax-Advantaged

Enhanced Cash Tax-Advantaged
Ultra Short Tax-Advantaged

Ultra-Short Plus Tax-Advantaged

Limited Duration Tax-Advantaged
Limited Duration Plus Tax-

Advantaged
Short-Term Plus Tax-Advantaged

Overnight/Cash
Enhanced Cash

Limited Duration
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9

Duration & interest rates-price volatility tolerance

A measure of the approximate sensitivity of a bond’s value to interest rate changes. More specifically, it is the approximate percentage
change in value for a 100 basis point (1%) change in rates.

A duration of 1.00 implies a negative price change of 1% for each 100 basis point increase in market interest rates. 

Effective duration also takes into consideration the impact on cash flows from changes in interest rates. 

Effective maturity and effective duration are closely aligned in the short-term part of the yield curve for securities that have regularly 
scheduled cash flows. 

Duration: 0.49 Years

Duration: 0.97 Years

Duration: 1.08 Years

Duration: 2.70 Years

Source: WellsCap

10

Common maturity profiles/benchmark considerations
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Minimum
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36
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Maximum
3.1-Years

Minimum
18-Months

*Maximum individual maturity

6-Month
Benchmark

1 Year
Benchmark 

1-3 Year
Benchmark

1-5 Year 
Benchmark

Source: WellsCap

Page 100



11

Maturity risk-return

1994-2017 Rolling 12-Month Returns At Each Quarter-End

Source: Bloomberg

Longer maturities are typically accompanied by 
higher expected return and higher volatility

12

Total return for one year holding periods by maturity

Rolling 12-Month Returns At Each Quarter-End
January 1994 – December 2017

*The 1994-2017 period includes two negative return period for the 1-3 Year Index, nine negative return periods for the 1-5 Year Index, and twelve negative return periods for the 1-10 Year Index.
Source: Bloomberg, BofA Merrill Lynch
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13

Total return for quarterly holding periods by maturity

January 1994 – December 2017

*The 1994-2017 period includes six negative return periods for the 1 Year Index, twelve negative return periods for the 1-3 Year Index, twenty-three negative return periods for the 1-5 Year 
Index, and twenty-nine negative return periods for the 1-10 Year Index.
Source: Bloomberg, BofA Merrill Lynch

14

Credit ratings
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15

Credit rating methodology

The vast majority of debt in the market carries a rating by one or several Nationally Recognized Statistical Rating Organization
(NRSRO).

An NRSRO is a credit rating agency that issues credit ratings that the U.S. Securities and Exchange Commission (SEC) permits 
other financial firms to use for certain regulatory purposes. 

There are currently nine NRSROs that issue bond ratings. The top three NRSRO’s (Standard & Poor's, Moody's Investors 
Service, Fitch Ratings) issue 96.5% of the total ratings.*

Other NRSRO’s include:

Dominion Bond Rating Service, Ltd

Kroll Bond Rating Agency

A. M. Best Company

Japan Credit Rating Agency, Ltd.

Egan-Jones Rating Company

Morningstar Credit Ratings, LLC

HR Ratings

The methodology each NRSRO employs to rate debt and debt issuers varies somewhat, but generally, they focus on several key 
characteristics, including:

Balance Sheet Health

Liquidity

Exposure to Shocks

Governance

Payment Priority (Senior vs. Subordinated Debt)

Event Risks

*As of December 2015

16

Credit quality – Standard & Poor’s

Long-Term Ratings Short-Term Taxable Ratings

Rating Definition 

AAA Highest rating; extremely strong 
capacity to pay interest and repay 
principal.

AA Very strong capacity; differs from 
AAA in only a small degree.

A Strong capacity but more susceptible 
to adverse economic effects than 
higher-rated categories.

BBB Adequate capacity, but adverse 
economic conditions more likely to 
weaken capacity.

BB Lowest degree of speculation; risk 
exposure.

B Speculative; risk exposure.

CCC Vulnerable to nonpayment; 
Speculative; major risk exposure.

CC Highly vulnerable to nonpayment; 
Speculative.

C Highly vulnerable to nonpayment, but 
currently paying interest. 

D Bonds in default with interest and/or 
repayment of principal in arrears.

Rating Definition

A-1+ Highest degree of safety.

A-1 Strong degree of safety.

A-2 Satisfactory degree of 
safety.

A-3 Adequate degree of 
safety.

Short-Term Municipal Ratings
Rating Definition

SP-1 Very strong capacity to pay principal 
and interest; those issues 
determined to possess over-
whelming safety characteristics will 
be given a plus (+) designation.

SP-2 Satisfactory capacity to pay principal 
and interest.

SP-3 Speculative capacity to pay principal 
and interest.

The ratings from “AA” to “B” may be modified by the addition of a plus or minus sign to show relative standings within the major rating categories. 
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Rating Definition

VMIG 1 Superior Credit Quality

VMIG 2 Strong Credit Quality

VMIG 3 Acceptable Credit Quality

SG Speculative Grade

Rating Definition 

Aaa Best quality; the smallest degree of 
investment risk.

Aa High quality; margins of protection not quite 
as large as Aaa bonds.

A Upper to medium investment-grade; security 
adequate but could be susceptible to 
impairment.

Baa Medium investment-grade; neither highly 
protected nor poorly secured; lack 
outstanding investment characteristics and 
sensitive to changes in economic 
circumstances.

Ba Speculative; protection is very moderate.

B Not a desirable investment; sensitive to day-
to-day economic circumstances.

Caa Poor standing; may be in default but with a 
workout plan.

Ca Highly speculative; often in default or have 
other marked shortcomings.

C Lowest rated class. Regarded as having 
extremely poor prospects of ever attaining 
any real investment standing.

Rating Definition

Prime 1 (P-1)  Superior capacity 
for repayment.

Prime 2 (P-2)  Strong capacity 
for repayment.

Prime 3 (P-3)  Acceptable capacity 
for repayment.

Credit quality – Moody’s

Long-Term Ratings Short-Term Taxable Ratings

Short-Term Municipal Ratings

18

Credit quality – Fitch

Rating Definition

F-1 Highest credit quality; indicates the 
strongest capacity for timely payment of 
financial commitments; may have an 
added “+” to denote an exceptionally 
strong credit feature.

F-2 Good credit quality; a satisfactory 
capacity for timely payment of financial 
commitments, but the margin of safety 
is not a as great as in the case of higher 
ratings.

F-3 Fair credit quality; capacity of timely 
payment of financial commitments is 
adequate.

B Speculative; minimal capacity for timely 
payment of financial commitments, plus 
vulnerability to near-term adverse 
changes in financial and economic 
conditions.

C High default risk; default is a real 
possibility; capacity for meeting financial 
commitments is solely reliant upon a 
sustained, favorable business and 
economic environment.

D Default; denotes actual or imminent 
payment default.

Rating Definition 

AAA Highest credit quality; lowest expectation 
of credit risk; unlikely to be adversely 
affected by foreseeable events.

AA Very high credit quality; low expectation of 
credit risk; not significantly vulnerable to 
foreseeable events.

A High credit quality; low expectation of 
credit risk; more vulnerable to changes in 
circumstances or economic conditions than 
higher ratings.

BBB Good credit quality; low expectation of 
credit risk.

BB Speculative; possibility of credit risk 
developing.

B Highly speculative; significant credit risk is 
present, but a limited margin of safety 
remains.

CCC High default risk.

CC Indicates default possible.

C Signals imminent default.

DDD Default; D, DD, DDD represent varying 
DD degrees of ability to achieve partial or full 
D recovery in a reorganization or liquidation 

Long-Term Ratings Short-Term Taxable Ratings
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Standard & Poor’s ratings

Source: Standard & Poor’s

AAA

AA+

AA A-1+

AA-

A+ A-1

A

A-

BBB+ A-2

BBB

BBB- A-3

BB+

BB B

BB-

The link between short-term and long-term ratings

Taxable Ratings

20

Diversification/sector selection
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Diversification

When considering a fixed income strategy, remember the importance of diversification. As a general rule, it’s never a good idea to put all 
your assets and all your risk in a single asset class or investment. Diversification makes sense because no single asset class performs best 
in all economic environments. Building and maintaining a diverse portfolio helps lower portfolio volatility and helps smooth returns over 
time.

Portfolios can be diversified across Asset Classes, Issuers, and Maturity.

Having bonds across many asset classes (government, agency, corporate, municipal, asset and mortgage-backed securities, etc.) creates
protection from the possibility of large losses in any particular market sector.

Owning bonds from many different issuers protects the portfolio from the possibility that any one issuer will materially diminish the value 
of the portfolio. 

Building a portfolio across the allowable maturity spectrum helps manage interest rate risk. 

22

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

1
U.S.

Agencies,
1-3 Years

7.05%

U.S.
Corporates, 
1-3 Years 
14.69%

Mortgages
0-3 Years 

WAL
5.42%

Mortgages
0-3 Years 

WAL
3.15%

U.S.
Corporates, 
1-3 Years 

4.49%

U.S.
Corporates, 
1-3 Years 

1.78%

U.S.
Corporates, 
1-3 Years 

1.19%

Mortgages
0-3 Years 

WAL
1.12%

U.S.
Corporates, 
1-3 Years 

2.39%

U.S.
Corporates, 
1-3 Years 

1.91%

2
U.S.

Treasuries,
1-3 Years

6.61%

Asset
Backed

Securities,
0-3 Years
13.80%

U.S.
Corporates, 
1-3 Years 

4.86%

Municipals 
1-3 Years

2.37%

Asset
Backed

Securities,
0-3 Years

1.88%

Municipals 
1-3 Years

1.07%

Mortgages
0-3 Years 

WAL
1.10%

U.S.
Corporates, 
1-3 Years 

1.01%

Asset
Backed

Securities,
0-3 Years

1.84%

Asset
Backed

Securities,
0-3 Years

1.54%

3
Mortgages
0-3 Years 

WAL
5.27%

Mortgages
0-3 Years 

WAL
5.98%

Asset
Backed

Securities,
0-3 Years

3.35%

U.S.
Corporates, 
1-3 Years 

1.76%

Mortgages
0-3 Years 

WAL
1.61%

Mortgages
0-3 Years 

WAL
0.91%

Asset
Backed

Securities,
0-3 Years

0.89%

Asset
Backed

Securities,
0-3 Years

0.90%

U.S.
Agencies,
1-3 Years

0.95%

Municipals 
1-3 Years

0.99%

4
Municipals 
1-3 Years

5.16%

Municipals 
1-3 Years

4.21%

U.S.
Treasuries,
1-3 Years

2.35%

U.S.
Treasuries,
1-3 Years

1.55%

Municipals 
1-3 Years

1.03%

Asset
Backed

Securities,
0-3 Years

0.78%

Municipals 
1-3 Years

0.72%

Municipals 
1-3 Years

0.76%

U.S.
Treasuries,
1-3 Years

0.89%

Mortgages
0-3 Years 

WAL
0.83%

5 Asset
Backed

Securities,
0-3 Years
-1.22%

U.S.
Agencies,
1-3 Years

2.17%

U.S.
Agencies,
1-3 Years

2.32%

U.S.
Agencies,
1-3 Years

1.53%

U.S.
Agencies,
1-3 Years

0.85%

U.S.
Agencies,
1-3 Years

0.42%

U.S.
Agencies,
1-3 Years

0.70%

U.S.
Agencies,
1-3 Years

0.70%

Municipals 
1-3 Years

0.33%

U.S.
Agencies,
1-3 Years

0.67%

6
U.S.

Corporates, 
1-3 Years 
-2.68%

U.S.
Treasuries,
1-3 Years

0.79%

Municipals 
1-3 Years

1.29%

Asset
Backed

Securities,
0-3 Years

1.49%

U.S.
Treasuries,
1-3 Years

0.43%

U.S.
Treasuries,
1-3 Years

0.36%

U.S.
Treasuries,
1-3 Years

0.62%

U.S.
Treasuries,
1-3 Years

0.54%

Mortgages
0-3 Years 

WAL
0.19%

U.S.
Treasuries,
1-3 Years

0.42%

Table of short duration returns: 
A case for diversification

Source: Bloomberg
Returns shown are the annual total returns of select Bank of America Merrill Lynch indices. This Table of Short Duration Returns is a comprehensive representation of relative sector performance 
for a 10-year period through 12/31/2017. This material is offered compliments of Wells Capital Management to its clients. It is for your own personal information and we are not soliciting an 
action based upon it. Past performance is not indicative of future results.

Annual returns for key sector indices
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Sector risk-return profiles

1994- 2017 rolling 12-month index returns at each quarter-end

*The data for the BofA Merrill Lynch 0-5 Year AAA U.S. Fixed Rate Asset Backed Securities Index begins in January 1997
Source: Bloomberg
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Sector diversification has historically enhanced portfolio return and reduced volatility

24

Total return for one year holding periods by sector

Rolling 12-month returns at each quarter-end
January 1994 - December 2017

* The 1994-2017 period includes one negative return period for the 0-5 Year ABS Index, nine negative return periods for the 1-5 Year Treasury Index, two negative return periods for the 1-5 
Corp. & Govt Index, four negative return periods for the 1-5 Year Corp. Index, and four negative return periods for the 0-5 Year U.S. MBS Index.
**The data for the BofA ML 0-5 Year AAA U.S. Fixed Rate Asset Backed Securities Index begins in January 1997.
Source: Bloomberg, BofA Merrill Lynch

Highest
Return

Mean

Lowest
Return
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Total return for quarterly holding periods by sector

January 1994 - December 2017

*The 1994-2017 period includes eight negative return periods for the 0-5 Year ABS Index, twenty-three negative return periods for the 1-5 Year Treasury Index, sixteen negative return periods 
for the 1-5 Corp & Govt Index, eighteen negative return periods for the 1-5 year Corp Index, and twelve negative return periods for the 0-5 Year MBS Index.
**The data for the BofA ML 0-5 Year AAA U.S. Fixed Rate Asset Backed Securities Index begins in January 1997.
Source: Bloomberg, BofA Merrill Lynch

Highest
Return

Mean

Lowest
Return
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Asset class correlation

Diversification is a compelling investment option as different market sectors tend to be structurally and fundamentally unique from others.

Historically, many sectors are less correlated with others than would be expected.

10-year monthly return correlations:

Source: Wells Capital Management, Barclays, - 1/1/06-12/31/2016

U.S.
Treasury

U.S.
Agencies

U.S.
Corporate AAA ABS Municipal 

Bond

U.S. Treasury 1.00 0.93 0.42 0.16 0.32

U.S. Agencies 1.00 0.57 0.25 0.38

U.S. Corporate 1.00 0.62 0.56

AAA ABS 1.00 0.53

Municipal Bond 1.00
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Diversification and risk management

Consistent with investment guidelines, we structure liquid, diversified portfolios with a focus on capital 
preservation

Strict internal weight limits, generally more restrictive than client guidelines, reduces exposure to individual issues and sectors

Internal Diversification Limits at time of purchase

Commercial Paper: A-1/P-1 3% per issuer
Commercial Paper: A-2/P-2 2% per issuer
Corporates : AAA/AA 3% per issuer
Corporates: A 2% per issuer
Corporates: BBB 1% per issuer
Municipals: AAA 5% per issuer
Municipals: AA 4% per issuer
Municipals: A 2.5% per issuer
Municipals: BBB 1.5% per issuer
Asset-Backed: AAA 3% per issuer

28

Corporate credit
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About corporate credit

A corporate bond is a debt obligation issued by private and public corporations to finance capital investment and operating cash flow.

The U.S. investment grade market is a large liquid market with a total of $1.3 trillion outstanding at the end of 2016.

Provides portfolio diversification with a variety of industry sectors, maturity dates/structures and credit quality characteristics to meet your 
objectives.

Interest rate can be fixed or floating and is typically paid semiannually.

Offers an attractive yield pick-up over U.S. Treasury securities as investors are compensated for credit risk based on credit quality and 
market demand.

Interest rate volatility when compared to a U.S. Treasury security is lower across the maturity and credit quality spectrum with shorter 
maturity and lower quality issuers having the lowest correlation to a movement in U.S. Treasury yields.

30

Corporate credit – correlation to interest rate risk

Correlation in returns with U.S. Treasuries

Takeaways
Down-in-credit leads to reduced correlation with interest 
rates; this can be valuable in a rising rate environment

Ability to source diversifying investments increases 
substantially by allowing lower rated credits

Income advantage, which offsets both credit and interest 
rate risk, increases meaningfully with lower rated bonds.

Source: Barclays Live, 
*March 1992– March 2017

Corporate credit index issuer statistics

Credit Rating
Number of 

Issuers
% of Credit 

Index YTM

AAA 13 2.0% 3.13%

AA 83 11.1% 2.69%

A 407 38.4% 3.11%

BBB 769 48.4% 3.65%

Treasury

Investment
Grade Corps 2 Years 3 Years 5 Years 10 Years 30 Years

AAA 0.60 0.69 0.78 0.86 0.84

AA 0.60 0.68 0.74 0.78 0.70

A 0.47 0.55 0.63 0.68 0.62

BBB 0.37 0.45 0.52 0.57 0.51

Correlation to the 5-yr U.S. TSY
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Importance of income in a rising rate environment

Source: Barclays POINT, Wells Capital Management

In a rising rate environment, coupon payments can provide insulation to negative price return.

Immediate parallel shift, 12m horizon

Scenario Total Return Price Income Scenario Total Return Price Income Scenario Total Return
0 2.57% 0.51% 2.06% 0 1.71% 0.53% 1.18% 0 0.86%

+25 2.12% 0.06% 2.07% +25 1.24% 0.06% 1.18% +25 0.88%

+50 1.67% -0.40% 2.07% +50 0.77% -0.41% 1.19% +50 0.90%

+75 1.22% -0.85% 2.07% +75 0.31% -0.88% 1.19% +75 0.91%

+100 0.77% -1.31% 2.08% +100 -0.16% -1.34% 1.19% +100 0.93%

+125 0.33% -1.75% 2.08% +125 -0.61% -1.80% 1.19% +125 0.94%

+150 -0.11% -2.20% 2.09% +150 -1.07% -2.26% 1.19% +150 0.96%

1-3 Yr Treasury1-3 Yr Corporate Outperformance

1.71%

1.24%

0.77%

0.31%

-0.16%

-0.61%

-1.07%

2.57%

2.12%

1.67%

1.22%

0.77%

0.33%

-0.11%

-1.10% -0.60% -0.10% 0.40% 0.90% 1.40% 1.90% 2.40%

0
+25
+50
+75

+100
+125
+150 1-3 Yr Corporate

1-3 Yr Treasury
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Credit ratings distribution

Quality analysis of Barclays U.S. Credit Index, 1975-2017

Since 1975, the “A” and “Baa” components of the investment grade credit index have grown significantly, while the “Aaa” and “Aa” components have contracted.
Source: Barclays 

12%

33%

27%

28%

9%

10%

37%

44%
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Municipals

34

Maturity risk-return – Municipal bonds

1994- 2017 rolling 12-month returns at each quarter-end

Sources: Lipper Analytical Services; Barclays
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Tax exempt– one year holding period total return

Rolling 12-Month Returns At Each Quarter-End
January 1994 - December 2017

* The 1994-2017 period includes three negative return periods for the 5 Year Municipal Index
Sources: Lipper Analytical Services; Barclays.

36

Total return quarterly holding periods –
Tax exempt bonds 

January 1994 - December 2017

* The 1994-2017 period includes eight negative return periods for the 1 Year Municipal Index, fifteen negative return periods for the 3-Year Municipal Index, and seventeen negative return 
periods for the 5-Year Municipal Index
Sources: Lipper Analytical Services; Barclays.
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Municipal asset class correlation

Municipal bonds offer a compelling investment option as the market is structurally and fundamentally unique from other asset classes.

Historically, the municipal market is less correlated with traditional fixed income sectors.

The municipal market is owned in large part by retail investors who typically take a buy and hold approach to their municipal bond
holdings.

The near-elimination of municipal bond insurance has created significant opportunities for institutional investors with deep credit research
capabilities.

10-year monthly return correlations:

Source: Wells Capital Management, Barclays, - 1/1/06-12/31/2016

Municipal 
Bond

U.S.
Treasury

U.S.
Agencies 

U.S.
Corporate AAA ABS 

Municipal Bond 1.00 0.32 0.38 0.56 0.53

U.S. Treasury 1.00 0.93 0.42 0.16

U.S. Agencies 1.00 0.57 0.25

U.S. Corporate 1.00 0.62

AAA ABS 1.00

38

$3.8 Trillion municipal market

Defaults have occurred, but at a very small 
rate relative to the overall municipal market

Historically, a BBB municipal bond has a cumulative default rate
less than a AAA corporate bond.

Credit fundamentals in the municipal market supports attractive
risk-adjusted returns.

Credit decision is a large driver of the crossover investment
decision.

Comparative default rates for  
municipal and corporate debt1

1For municipal defaults, S&P’s study period was Jan. 1, 1986, to Jan. 1, 2016. For corporate defaults, S&P’s study period was Jan. 1, 1981 to Jan. 1, 2016.
2For U.S. corporate defaults, S&P’s study calculations include all ratings in the C category, from CCC to C. Source: S&P
3Default total is $1.84bn excluding Puerto Rico. One of the prior sources was removed due to a methodology change.
4Source: Federal Reserve, Bank of America Merrill Lynch; As of March 7, 2017.

Credit risk – A compelling case for municipal bonds

Payment Defaults

2008 $1.6B

2009 $3.4B

2010 $4.3B

2011 $2.4B

2012 $2.7B

2013 $2.8B

2014 $1.5B

2015 $2.3B

20163 $27.8B

20173 $22.8B

20184 $2.3B

Note: Puerto Rico issuers accounted for 95% of 
municipal defaults in 2016 and 2017.

Municipal (%) Corporate (%)

AAA 0.00 1.17

AA 0.04 1.48

A 0.17 2.79

BBB 1.07 6.14

BB 5.48 18.46

B 12.38 30.75

CCC/C2 44.88 58.78

Investment-Grade 0.30 3.69

Speculative-Grade 10.37 27.50
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Ratings stability in the municipal market 

Average one-year rating changes for municipals & corporates

From/To* Aaa Aa A Baa

Aaa

Muni

Corp

98.19

91.05

1.61

8.24

0.15

0.60

0.04

0.07

Aa

Muni

Corp

0.44

0.86

98.16

89.58

1.35

8.95

0.04

0.44

A

Muni

Corp

0.03

0.05

1.77

2.58

97.40

91.00

0.71

5.63

Baa

Muni 

Corp

0.02

0.03

0.04

0.14

1.79

4.34

97.39

90.39

Source: Moody’s Annual Default Study: Corporate Default and Recovery Rates, 1970-2017 (February 15th, 2018)
Source: Moody’s US Municipal Bond Defaults and Recoveries, 1970 to 2016 (June 27th, 2017)
* Securities not rated or that had ratings withdrawn were omitted and percentages were adjusted accordingly.

Municipal ratings stability compares favorably to corporates, as 
evidenced in the highlighted cells.

Downgrade frequency is historically much smaller in the municipal 
market, as evidenced in the upper-right cells.

For example, as depicted by the arrow, in an average year since 
1970, 1.61% of municipals migrate from AAA to AA vs. 8.24% of 
corporate bonds.

40

Benchmark selection
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Considerations – Total return versus book return

Determination of total return vs. book return is dependent upon:
Accounting considerations
Cash flow projections
Loss constraints
Risk assessment

Total return – Based on interest earnings, realized gains/losses and unrealized gains/losses
Stable, core funds
Longer maturity parameters 
Few, if any, loss constraints 
Total return performance benchmark

Book return – Based on interest earnings and realized gains/losses
Hold to maturity accounting classification
Heavy cash flow
Shorter maturity parameters
Loss sensitive
Money market benchmark

42

Choosing a performance benchmark

A performance benchmark should be consistent with an organization’s:
Goals and objectives
Risk tolerance
Time horizon
Return expectations

Book return (income) vs. total return (income & capital appreciation)

Performance benchmark should be:
Representative of the portfolio’s duration/time horizon  
A meaningful measurement of investment performance vs. the market and/or alternative solutions
Consistent across all managers with similar mandates
Utilized with a clear understanding of any material differences that exist between the portfolio and the benchmark due to policy
constraints:

Eligible Sectors
Concentrations
Minimum Ratings
Duration and Maturity
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Benchmark examples 

Total return

Taxable indices

BofA ML U.S. 6-Month Treasury Bill Index

BofA ML 1-Year U.S. Treasury Note Index

BofA ML 1-3 Year U.S. Treasury Index

BofA ML 1-3 Year U.S. Corp & Gov’t Index

BofA ML 1-5 Year U.S. Treasury Index

BofA ML 1-5 Year U.S. Corp & Gov’t Index

Tax-exempt indices
Barclays 1-Year Municipal Index
Barclays 3-Year Municipal Index
Barclays 5-Year Municipal Index

Book return

There are no published benchmarks which measure book return only, though customized proxies can be developed.

44

Benchmarks

Average maturity and duration ranges for select benchmarks

Average Maturity Duration*

BofA ML 1-3 Year U.S. Treasury Index 1.85 – 2.05 1.65 – 1.95

BofA ML 1-5 Year U.S. Treasury Index 2.60 – 2.80 2.30 – 2.75

Barclays 1-Year Municipal Index 1.40 – 1.50 1.15 – 1.40

Barclays 3-Year Municipal Index 2.90 – 3.00 2.40 – 2.60

*Modified Duration
Source: Bloomberg; Barclays Capital
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Investment policy construction

46

Investment policy statement – Short form example

Investment objectives
Preservation of principal
High degree of liquidity
Maximum “After Tax”, “Nominal”, “Total”, or “Book” return

Acceptable investments (U.S. dollar-denominated only)1,2

Benchmark

Maturity parameters
Maximum Maturity/Demand Feature/Average Life:
Maximum Average Maturity Deviation From Benchmark:

Concentration and diversification
No more than 5% in any single issue/issuer at the time of purchase (except U.S. Treasury and Agency securities).
No more than 50% of the portfolio shall be invested in any single GSE/Federal Agency at the time of purchase.

Minimum Acceptable credit quality
The obligor must carry the rating outlined below or the equivalent by at least two of the Nationally Recognized Statistical Rating
Organization (NRSRO) for non-municipal securities. For split ratings, either the middle rating of three, or the lower rating of two
agencies will prevail. Municipal bonds must be rated by at least one NRSRO.

Minimum short-term rating:A-1 or A-2
Minimum long-term rating:[AAA to BBB-]

U.S. Treasury Securities Money Market Funds/Sweep Vehicle
Federal Agency Securities (GSEs) Mortgage-Backed Securities
FDIC-Guaranteed Securities Collateralized Mortgage Obligations Municipal Notes/Bonds
Repurchase Agreements Commercial Mortgage-Backed Securities Tax-Exempt Commercial Paper
Commercial Paper (foreign and domestic issues) Foreign Government Related Securities Asset-Backed Securities
Corporate Notes/Bonds Taxable Municipal Debt
Covered Bonds Certificates of Deposit (incl. Yankee, Euro)

1Non-rated and non-rerated, pre-refunded issues may be purchased (collateralized by U.S. Treasuries and Agencies).
2Tax Status: 35% Federal Tax Rate; Securities subject to the Alternative Minimum Tax (AMT) may be purchased. 
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Investment policy statement – Long form example

I. Purpose of the Investment Policy Statement
The purpose of this Investment Policy Statement is to establish an understanding as to the investment goals, objectives, and 
management policies for [company name].

II. Scope
The investable funds covered under this investment policy represent the [type of funds] of [company name]. It includes all domestic
subsidiaries of [company name]. Foreign subsidiaries are excluded from this policy.

III. Roles and responsibilities
The Board of Directors/Investment Committee/Audit Committee/Treasurer/CFO is responsible for reviewing this Investment Policy on
an annual basis. Any changes to this policy must be approved by____

IV. Investment objectives
A. This policy was created with a goal of achieving the following objectives listed in order of importance:

1. Safety and preservation of principal
2. Provide liquidity as needed
3. Maximize total return (“After-Tax” or “Nominal”) with the goal of outperforming the [benchmark index] over time or 
4. Maximize income (“After-Tax” or “Nominal”)

V. Investment guidelines- Example
A. Permissible investments:

1. Obligations of the U.S. Treasury and its agencies
2. U.S. dollar denominated issues of foreign government related entities
3. Repurchase agreements (repo) collateralized by U.S Government Securities
4. Money market mutual funds
5. Agency mortgage-backed securities(MBS) including collateral mortgage obligations(CMO’s)
6. Money market instruments including U.S. domestic and U.S. dollar denominated foreign issues of commercial paper, ABS 

commercial paper, certificates of deposit, bankers acceptances, time deposits, euro-dollar certificates of deposit
7. Corporate Obligations issued by U.S. domestic corporations and U.S. dollar denominated issues of foreign corporations
8. Non-agency structured products such as Asset-Backed Securities (ABS) and commercial mortgage-backed securities (CMBS)
9. Taxable and Tax-Free Municipal securities including but not limited to tax-exempt commercial paper
10. As a Qualified Institutional Buyer (QIB), corporate obligations and commercial paper issued as 144A are permitted 

investments.

48

Investment policy statement – Long form (cont.)

B.Diversification - Example
1.Securities listed under “Permissible Investments”, A. 1) through A. 5) can be held without limit on a per issuer basis. Sector restrictions 
are noted below.
2.Securities listed under “Permissible Investments”, A. 6) through A. 9) are restricted to the per issuer guidelines outlined in Exhibit A. or 
you can state a percentage limit such as 5%. In addition, you can specify sector restrictions such as:
3.Corporate Obligations are limited to a maximum of _____% of the portfolio’s total market value.
4.Structured products such as ABS, MBS, CMOs, and CMBS are limited to a maximum of ____% of the portfolio’s total market value.
5.Taxable and Tax-Free Municipal securities are limited to a maximum of ____% of the portfolio’s total market value.
6.Diversification limits only apply at time of purchase.

C.Maturity - Example
1.The maximum maturity of any single investment is____ months/years at time of purchase.
2.In the case of structured products such as ABS, MBS, CMOs, and CMBS, the average life of the security at time of purchase will be used 
as the maturity date in lieu of the stated final maturity.
3.For floating rate notes, the actual remaining time to maturity will not exceed ___months/years.
4.For variable rate demand notes and put bonds, the reset date or put date will be used in lieu of the final stated maturity.
5.The maximum weighted average duration of the portfolio is ____months/years.

D.Credit quality - Example
1.At time of purchase, securities must be rated in the applicable rating category as indicated below by at least two Nationally Recognized
Statistical Rating Organizations (NRSROs). 
2.For taxable and tax-free municipal securities the obligor must be rated in the rating category listed below by at least one NRSRO.
3.For split ratings, either the middle rating of three, or the lower rating of two agencies will prevail.
4.The minimum average credit quality of the portfolio is _____.

Minimum short-term rating: A-1 or A-2
Minimum long-term rating: [AAA to BBB-]
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Investment policy statement – long form (cont.)

VI. Additional policy guidelines –Example

A. Prohibited investments
1. Some common prohibitions are derivatives, futures and options contracts, private placements, conflicts of interest including

social responsibility requirements.

B. Reporting/performance requirements 
1. Investment manager will provide a monthly statement containing all transactions and security details including but not limited

to security description, purchase and/or sale price, current market price, unrealized gain/loss, book yield, market yield, and
accrued income.

2. Performance will be evaluated on a quarterly basis and will be compared on a relative basis to [benchmark] over 3-month,
year-to-date, 1-year, 3-year, 5-year and 10-year periods.

C. Downgrades and additional policy exceptions
3. Securities downgraded below the minimum quality requirements stated under section D of this policy can be held with written

approval by the [appropriate party]. The investment manager must notify the [appropriate party] within [stated time period]
of the downgrade event and provide their recommended action based on their credit review/analysis.

4. All other policy exceptions must be communicated by the investment manager in a timely manner and must be approved in
writing by [appropriate party].
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Investment policy statement – Long form (cont.)

Exhibit A

Wells Capital Management
Internal per issuer limits at time of purchase

Commercial Paper: A-1/P-1 3% per issuer
Commercial Paper: A-2/P-2 2% per issuer
Corporates : AAA/AA 3% per issuer
Corporates: A 2% per issuer
Corporates: BBB 1% per issuer
Municipals: AAA 5% per issuer
Municipals: AA 4% per issuer
Municipals: A 2.5% per issuer
Municipals: BBB 1.5% per issuer
Asset-Backed: AAA 3% per issuer
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Security definitions

Asset-Backed Securities: Pass-through securities backed by loans, leases, credit card receivables or installment contracts. 
Asset-backed securities have final maturities ranging from three to five years at the time of issue with the average time to 
receipt of principal (average life) ranging from one to three years.

Certificates of Deposit: A marketable receipt for funds deposited in a bank or thrift institution for a specific time period at a 
stated rate of interest. Eurodollar CDs are issued by large U.S. or foreign banks usually paid in London in U.S. dollars. Yankee
CDs are obligations of foreign banks issued in the United States by their U.S. branch. 

Collateralized Mortgage Obligation (CMO): A security backed by a pool of pass-throughs or a pool of mortgage loans. The 
prepayments are segmented to allow for more predictable cash flows.

Commercial Mortgage-Backed Securities (CMBS): Instruments secured by loans on commercial properties. A CMBS 
provides liquidity and diversification to commercial real estate investors and ready access to capital for commercial lenders.

Commercial Paper (foreign and domestic issues): A short-term, unsecured promissory note issued by banks, 
corporations, and finance companies.

Corporate Notes and Bonds: Corporate debt instrument. Maturities range from nine months to 30 years.

Covered Bonds: Corporate debt instruments secured by a perfected interest in a pool of collateral providing the investor with 
dual recourse to both the issuer and the specified collateral. Principal and interest on the covered bond is paid to investors 
from the issuer's operating cash flows, with the secured collateral serving as a secondary source of payment. As such, covered 
bonds offer investors additional protection on their principal investment that does not exist with unsecured corporate debt.

Euro Certificates of Deposit: Euro deposits pay a floating interest rate (like a money market account) and offer the chance 
for capital appreciation if the euro appreciates against the investor's home currency (presumably the dollar). Euro deposit 
rates are based on the euro interbank offer rate, which is set by the European Central Bank. 

FDIC-Guaranteed Securities: Applies to all Senior Unsecured Debt identified as guaranteed by the FDIC and issued by an 
Eligible Entity from October 12, 2008 through June 30, 2009, subject to a cap. The FDIC Guarantee expires on the earlier of 
maturity of the debt or June 30, 2012. The FDIC’s obligation to pay holders of guaranteed debt is triggered by the uncured 
failure of the issuer to make a timely payment of principal or interest.

Foreign Agencies: Entities or branches of a foreign government. While the debt may not be guaranteed by the government, 
there is an implied guarantee as their interests are aligned.
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Foreign Government Related Entities: Defined as foreign domiciled government or related entity who issue bonds 
denominated in U.S. dollars under U.S. securities law for sale in the United States as well as globally. 

Foreign Local Governments: Local governments of a foreign country such as a state, province or city.

Money Market Funds: Sweep vehicle to invest excess funds.

Mortgage-Backed Securities: Investment instruments that represent ownership of an undivided interest in a group of 
mortgages.

Municipal Notes/Bonds: A debt security issued by a state, municipality or county to finance its capital expenditures. 
Municipal notes are appealing to investors because they mature in one year or less, offer fixed income and are often exempt 
from income tax at the local, state and/or federal levels. Municipal bonds are exempt from federal taxes and from most state 
and local taxes, especially if you live in the state in which the bond is issued. 

Municipal Variable Rate Securities: Floating rate municipal obligations that have a nominal long-term maturity but have a 
coupon rate that is reset at preset intervals. 

Pre-Refunded Municipal Bonds: Municipalities frequently refinance older municipal debt by issuing a new, lower coupon 
bond to defease the original, higher coupon debt. The proceeds from the new bond issue are deposited into an escrow 
account, or an irrevocable trust and held as cash, or invested in a portfolio of treasury and/or federal agency securities that
match the specific interest payment schedule and call date of the original bond. While a pre-refunded bond carries the credit 
risk characteristics of a U.S. government security, the interest income is considered Federally tax-exempt income, thereby 
making them attractive to after-tax investors.

Repurchase Agreements: Standardized, simultaneous purchase and sale of the same security between Asset Manager and 
approved government broker/dealers. Repurchase agreements, are, in effect, short-term (overnight) loans collateralized by 
securities. 

Rule 144A Offerings: A Rule 144A security can be resold to persons that the seller and any person acting on 
behalf of the seller reasonably believe to be Qualified Institutional Buyers (QIB). A QIB is an institution that 
owns or invests on a discretionary basis at least $100 million of qualified securities.
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Security definitions

Sovereigns: A bond issued by a foreign government denominated in U.S. dollars and registered with the Securities and 
Exchange Commission for sale in the U.S. and globally.

Supranational: An entity that is formed by two or more central governments through international treaties. The purpose for 
creating a supranational is to promote the economic development for the member countries. 

Tax-Exempt Commercial Paper: An unsecured short-term loan, usually issued to finance short-term liabilities, that provides 
the debt holders some level of tax preference on the earnings from their debt investment at a local, state or federal level, or a
combination thereof. 

Taxable Short-Term Municipal Debt: Municipal securities typically secured by general government funds from tax revenue 
or a Governmental Agency.

Time Deposits: Certificate of Deposit held in a financial institution for a negotiated fixed term or with the understanding that 
the depositor can withdraw only by giving notice.

U.S. Federal Agency Securities (GSE, Government-Sponsored Enterprise): Debt obligations issued by agencies of the 
U.S. government such as the Federal National Mortgage Association (FNMA) and the Federal Farm Credit Bank (FFCB). While 
not explicitly guaranteed by the government, the securities are generally traded with an “implied” guarantee. 

U.S. Treasury Bill, Notes, and Bonds: U.S. government guaranteed securities. Represent the most liquid and creditworthy 
securities in the domestic market.

Yankee Certificates of Deposit: Negotiable time deposit issued in the United States by a foreign borrower, usually in 
denominations of $1 million to $5 million. These certificates pay a fixed or variable rate of interest for a specified maturity,
usually under 12 months, and are sold directly or through dealers. They are unsecured obligations of the issuing institution.

Yankee Corporates: A dollar-denominated bond issued by a foreign corporation issued under U.S. securities law for sale in 
the United States and globally. 

Page 122



55

Glossary of fixed income terms
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Glossary of fixed income terms

Accretion
Adding principal to a fund over a period of time. Similar to amortization except that accretion results in an increase of accounting
worth, while amortization results in a decrease. In portfolio accounting, discount bonds are accreted to par while premium bonds
are amortized to par. 

Accrued Interest
The interest accumulated on a bond since issue date of the last coupon payment. The buyer of the bond pays the market price 
and accrued interest, which is payable to the seller. 

Average Life
The arithmetic weighted average life of a bond where the weights are the proportion of the principal amount being redeemed.

Barbell
Portfolio structuring technique using a mix of short and long-term securities to achieve a targeted average maturity or duration.

Basis Point
One one-hundredth of one percent (.01%). Thus 100 basis points equal 1%.

Benchmark
A bond, frequently the most recent, sizable issue, whose terms set a standard for the market. The benchmark bond usually has 
the greatest liquidity, the highest turnover, and is the most frequently quoted. 

Bond Returns
Consist of two components: current yield and price performance. Current Yield - is the amount of coupon income received, 
expressed as a percentage of the current market value of the bond or portfolio. 
Price Performance - of bonds is determined by changes in interest rates. If rates rise, bond prices fall. If rates fall, bond prices 
rise.

Bullet Maturity
A bond whose principal is paid only on the final maturity date. 

Call
The right to redeem outstanding bonds before their scheduled maturity. The first dates when an issuer may call bonds are 
specified in the prospectus of every issue that has a call provision in its indenture (contract). 
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Glossary of fixed income terms

Capital Gain / Capital Loss
A realized gain or loss calculated at the time of sale or maturity of any capital asset or security. Refers to the profit or loss
attributable to the difference between the purchase and sale prices. 

Cash Equivalents
Any kind of savings account, short-term bank account, commercial paper, or other type of security with short maturities 
(generally under one year) which can be readily converted to cash. (i.e.-Treasury Bill) 

Consumer Price Index (CPI)
The Consumer Price Index (CPI) measures price changes at the retail level, and is often inaccurately labeled the "cost of living"
(COL). It is based primarily on prices found in stores by specially trained "shoppers" 

Convertible Bond
A bond which, at the option of the holder, is convertible into other securities of the corporation, usually into common equity.
Occasionally, convertibles have been issued by one corporation convertible into the equity of another. Also, some securities have
been issued which are convertible into a specified amount of an underlying commodity. ]

Convexity
Mathematical concept that measures sensitivity of the market price of an interest-bearing bond to changes in interest rate levels. 

Corporate Tax Equivalent (CTE) Yield
The rate of return required on a par bond to produce the same after-tax yield to maturity as a given bond. 

Coupon
The interest to be paid on a bond semi-annually. Refers to the interest payment of "par" or face value. It is expressed as a 
percentage of par. 

Credit Risk
The risk that an issuer may default on its securities. Relative degrees of credit risk are delineated by the ratings of the rating
agencies.

58

Glossary of fixed income terms

Current Yield
Amount of coupon income received, expressed as a percentage of the current market value of the bond or portfolio. For 
example, a bond with a current market price of $1,000 that pays $80 per year in interest would have a current yield of 8%.

Cusip Number 
Stands for Committee on Uniform Securities Identification Procedures. Special computer identification number for all stocks and
registered bonds.

Debenture
General debt obligation backed only by the intensity of the borrower and documented by an agreement called an indenture. An 
unsecured bond is a debenture. 

Default
Failure to pay principal or interest promptly when due. If caused by a minor omission that is remedied quickly, it is known as a
technical default. 

Discount Basis
A method for quoting non-coupon securities (which always sell at a discount) in which the discount from par is annualized based
on a 360-day year. 

Duration
A measure of average maturity that incorporates a bond's yield, coupon, final maturity and call features into one measure. 
Duration measures the sensitivity of a bond or portfolio's price to changes in interest rates. 

Forward
A forward trade is a principal-to-principal non-transferable agreement, which stipulates that delivery and payment for securities
will take place on a date in the future at a price agreed to at the time of the transaction. 

General Obligation Bond (GO)
A federal tax-exempt bond backed by the "full faith, credit and taxing power" of the issuing municipality. 
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Effective Yield 
The rate of return realized by an investor who buys a security and subsequently sells it. It reflects coupon, interest on interest,
principal payments and capital gains or losses in comparison to the original purchase price. 

Face Value (Amount)
The par value of a bond that appears on the face. This is the amount that the issuer promises to pay at maturity as well as the
amount on which interest is computed. 

Floating Rate Note (FRN)
A fixed income security which has variable coupon rates, periodically changed according to the rise and fall of a certain interest
rate index or a specific fixed income security, which is used as a benchmark. Also known as a "floater". 

Indenture
For debt securities, the contract that specifies all legal obligations of the issuer with respect to the securities and any 
qualifications or restrictions that may exist. The indenture names a trustee which holds the indenture, supervises payments of 
principal and interest to the security holders, and acts on behalf of the holders in the event of a default or other violation of the 
indenture's provisions. 

Inflation Index Bond
Fixed income securities whose principal value is periodically adjusted according to the rate of inflation. The interest rate on these 
bonds is fixed at issuance, but over the life of the bond this interest is paid on an increasing principal value, which has been
adjusted for inflation. 

Interest
An amount charged to a borrower by a lender for the use of money, expressed in terms of an annual percentage rate of the 
principal amount. 

Interest-Rate Risk
Risk that changes in interest rates will adversely affect the value of an investor's securities portfolio. For example, an investor
with large holdings in long-term bonds and utilities has assumed a significant interest-rate risk, because the value of those 
bonds and utility stocks will fall if interest rates rise. Investors can take various precautionary measures to hedge their interest-
rate risk, such as buying interest-rate futures or interest-rate options contracts. 
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Investment Grade
Bonds rated in the top four rating categories (AAA, AA, A, BBB) are commonly known as investment grade securities and are 
considered eligible for bank investment under present commercial bank regulations issued by Comptroller of the Currency. 

Junk Bond
A bond claimed to have high yield, a low investment quality and credit worthiness, usually with a rating of BB or less. 

Laddering
A fixed income portfolio strategy in which assets are distributed evenly over a range of maturities. 

LIBOR (London Interbank Offered Rate)
The rate banks charge each other for short-term Eurodollar loans. LIBOR is frequently used as the base for resetting rates on 
floating-rate securities. 

Liquidity Premium 
The extent to which yields are lower on more liquid securities due to the relative ease with which such securities can be bought
or sold in the secondary market.

Market Risk
The risk that current interest rates may change and thus adversely affect current market prices. 

Maturity
The date on which a loan, bond, mortgage or other debt security becomes due and is to be paid off. 

Nominal Yield
The rate listed on the face of a bond; the coupon rate. 

Original Issue Discount (OID)
OID is the discount from Par Value at the time a bond or other debt instrument, such as a STRIP, is issued. A bond may be 
issued at $50 ($5) per bond instead of $100 ($1,000), for example. The bond will mature at $100 ($1,000), however, so that an
investor has a built-in gain if the bond is held until maturity. The most extreme version of an original issue discount is a zero-
coupon bond, which is originally sold at far below par value and pays no interest until it matures. 
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Original Face
The principal amount of a pass-through pool originally issued. 

Par Value
The value of a security as expressed on its face value without consideration to any premium or discount. A bond selling at 
par, for instance, is worth the same dollar amount it was issued for or at which it will be redeemed at maturity-typically, 
$1,000 per bond. 
The principal amount or denomination at which the obligor (issuing corporation) contracts to redeem the bond at maturity. 
This amount is stated on the face of the bond. 

Premium
The amount by which the price exceeds the par amount or maturity value of a bond. 

Prepayment
The unscheduled partial or complete payment of the principal amount outstanding on a debt obligation before it is due.

Puttable Bonds 
Corporate issues in which the investor has the option to "put" (sell) the bond back to the issuer at a stated price. 

Rate of Return
Otherwise known as current yield, that is, the coupon or contractual dividend rate divided by the purchase price. 

Risk
A measure of the probability of financial loss. In the fixed income markets there are several types of risk: 

Credit risk: the risk that an issuer will default on its bonds at some time prior to maturity. 
Market risk: the risk that an investor will experience a financial or book loss from an adverse change in market prices. 
Liquidity risk: the risk that an issue will be illiquid and force an investor to take a loss if he attempts to sell the issue prior
to maturity. 
Prepayment risk: the risk that a pass-through issue will have an adverse pattern of prepayments (i.e., low prepayments 
for discount issues, high prepayments for premium issues). 
Reinvestment Risk: the risk that an investor will be forced to reinvest cash flow from an issue at substantially lower rates 
that the yield of the original investment. 
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Settlement

Cash Settlement = Same day settlement 
Regular Settlement: In the United States, settlement is on the next market day after the trade date. 
Skip-Day Settlement: Settlement on the day after the next market trade day. 
T+3: Shorthand abbreviation for Trade Date plus three which is the current standard settlement time frame for equity    
and debt securities in the U.S. 
Delivery Versus Payment Basis: Under this settlement rule, the delivery of and payment for bonds is simultaneous.
Domestic Settlement: Settlement according to the accepted market convention.
Euroclear Settlement: Settlement is 7 calendar days after the trade day. As of June 1995, settlement is 3 market days 
after the trade day. 
Free Payment Basis: The delivery of a bond and the payment for it are not necessarily simultaneous. 
International Settlement: The settlement of securities is effected through an international clearing agency such as 
Euroclear or Cedel. International settlement usually assumes no local or generally recognized holidays.

Sinking Fund
Money, either cash or an acceptable substitute, regularly set aside by a company out of its earnings at stated intervals to 
redeem all or part of its long-term debt as specified in the indenture. The creation of a sinking fund provides for an orderly 
amortization of a debt over the life of an issue. A Cash Sinking Fund can be satisfied by cash or bonds purchased in the open
market or called at the sinking fund call price. A Property Additions Sinking Fund is generally satisfied by pledging a stated 
portion of the value of un-mortgaged property. 

STRIP
Separate Trading of Registered Interest and Principal of Securities

A brokerage-house practice of separating a bond into its CORPUS and COUPONS, which are then sold separately as zero-
coupon securities. 
A prestripped zero-coupon bond that is a direct obligation of the U.S. Treasury.
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Subordinated Debt
Subordinated debt is junior in claim on assets to other debt, that is, repayable only after other debts with a higher claim have
been satisfied. Some subordinated debt has less claim on assets than other subordinated debt; a junior subordinated debenture
ranks below a subordinated debenture, for example. 

Term Structure
The internal structure of the yield curve; the level and shape of the yield curve; the relationship among yields on securities of
varying maturities. 

Total Return 
The aggregate increase or decrease in the value of the portfolio resulting from the net appreciation or depreciation of the 
principal of the fund, plus or minus the net income or loss experienced by the fund during the period. 

Trade Date
The date when a transaction is effected or executed. 

Tranche
A part of a single market operation which may have shared documentation, but different terms; e.g. a $200 million issue, one 
tranche of $100 million having a maturity of 5 years and the second tranche of $100 million having a 10-year maturity. 

Volatility
Measures the variation of bond returns and/or interest rates over a set time period. It can be integral to pricing many issues with
call options. 

Yankee Securities 
Dollar denominated bonds issued in the United States by foreign banks and corporations for trade in U.S. markets. 
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Yield
The rate of annual income return on an investment expressed as a percentage. Income yield is obtained by dividing the current
dollar income by the current market price of the security. 

Yield Curve 
A graphic depiction of interest rates across all maturities, ranging from 3 months to 30 years. The shape of the curve is largely 
influenced by the Federal Reserve Policy as well as factors listed under "Interest Rates". 

Yield to Maturity
The return a bond earns on the price at which it was purchased if it were held to maturity. It assumes that coupon payments can
be reinvested at the yield to maturity. 

Yield To Put
The return a bond earns assuming that it is held until a certain date and put (sold) to the issuing company at a specific price
(the put price). 

Yield to Worst
The yield resulting from the most adverse set of circumstances from the investor's point of view; the lowest of all possible yields.

Zero-coupon Bond 
Zero-coupon bonds, usually municipal bonds, will convert into an interest bearing bond at some time before maturity. For 
example, a zero-coupon tax-free municipal bond would automatically accumulate and compound interest for its first 15 years at 
which time it would convert to a regular interest rate with a small initial investment. 
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Basics of Investing

Mike Rodgers, Senior Portfolio Specialist – Wells Fargo Asset Management Global 
Fixed Income 
Phone: 415-222-1760 Email:  michael.rodgers@wellsfargo.com

Kurt Maekawa, Sales Director, Wells Fargo Balance Sheet Asset Management
Phone: 312-345-1928 Email: kurt.Maekawa@wellsfargo.com

Jeffrey Svien, Relationship Manager, Wells Fargo Government Banking
Phone: 312-845-4503 Email: jeffrey.svien@wellsfargo.com
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Principles and Practices of Public Procurement - NIGP
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Justify every line item every year
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Top Revenue Sources
Revenue Source % of FY2019

City wide
Revenue

% of FY2019
General Fund

Revenue

Estimated
Growth over
Prior Year

1 Property Taxes 32.50% 54.31% 4.43%
2 Internal Service Charges 11.20% 2.11% 2.50%
3 Water/Sewer Charges 9.06% n/a 2.50%
4 Inter fund Transfers 5.07% n/a n/a
5 Municipal Utility Taxes 4.12% 9.83% n/a
6 Park/Recreation Fees 3.78% n/a 3.5%
7 Sales Tax 3.24% 7.75% 1.88%
8 Golf Course Fees 2.03% n/a 1.9%
9 Real Estate Transfer Tax 1.86% n/a n/a
10 Income Tax 1.85% 4.42% 7.68%
11 Motor Vehicle Licenses 1.53% 3.65% n/a
12 Building Permits .99% 2.36% n/a

TOTAL 77.21% 84.43%
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Includes All Future Pay and Service

At Valuation Date

Includes Service Earned to Date
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Home Rule

Non-Home Rule 
Authority:

Exceptions:

17

Non-home rule municipalities generally have no authority to mortgage municipal property.
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Promissory Notes

Revenue Bonds
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Debt Certificates
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Alternate Revenue Bonds
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General Overview

Authorized in many states but not in Illinois
Detroit

Rhode Island
Michigan
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Fraud (10(b)(5))
Continuing disclosure
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Dodd-Frank
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Reves v. Ernst & Young,
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Reves
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Mark Jeretina
Vice President

mjeretina@speerfinancial.com
312-529-5887
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Senior Counsel

Mark.Huddle@icemiller.com
312-726-7146
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When (Truth in Taxation):

Penalties:
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Created by:

Who:

When:

Penalties:
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When:

Penalties:
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What:

Created By:

Who:

When:

What:

Created By:

Who:

Note:
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When (Federal Expenditures > $750K):

When (State and Federal Expenditures > $500K):

When (State and Federal Expenditures b/w $300K and $500K):

When (State and Federal Expenditures < $300K):
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Who:

When:

Penalties:
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Penalties (cont’d):
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When:

Penalties:
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Penalties:
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Created By:
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“The local government management profession is at a 
crossroads.  The baby boomers that comprise the 
majority of local government managers are approaching 
retirement…while a much smaller group of young 
professionals are in line…to fill their shoes.  With up to 
20 million fewer people in the generation following the 
boomers, competition for talent is likely to be fierce and 
global in nature.”

International City Manager’s Association
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Instead of: Coordinated the implementation of  an 
ERP for the village.

Say this: Led the team that implemented a $2 
million ERP in all departments including  finance, 
human resources, public safety, public works and 
community development. Worked closely with 
department directors to troubleshoot issues and 
trained 15 employees on the new system.
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Anthony Cervini, CPA, Partner, Sikich LLP    
Anthony M. Cervini, CPA, CFE, is responsible for providing technical services to Sikich’s governmental clients in all areas 
of governmental accounting, auditing, financial reporting, budget development, internal controls, revenue and 
expenditure forecasting, and cash and debt management. Anthony has participated in hundreds of audits of 
municipalities and other governmental entities since beginning his career with Sikich in 2005. He also has been 
responsible for serving as lead instructor for governmental accounting, auditing, financial reporting, cash management 
and internal control courses internally and for the Illinois Government Finance Officers Association (IGFOA), Wisconsin 
Government Finance Officers Association (WGFOA) and Illinois CPA Society. Anthony serves on the GFOA Special Review 
Committee and the Illinois CPA Society Government Report Review Committee, is a contributor to the IGFOA Legislative 
Committee and has served as a budget reviewer for the Government Finance Officers Association Distinguished Budget 
Presentation Award. Mr. Cervini holds a Bachelor’s degree in Accounting from the University of Iowa and an MBA from 
Benedictine University.  
 
Christina Coyle, Finance Director, Village of Glen Ellyn, IL  
Christina is the Finance Director at the Village of Glen Ellyn.  She oversees the Village’s $70 million annual budget, 
accounting, financial reporting, and financial planning.  Christina was the Village of Glen Ellyn’s Assistant Finance 
Director before serving as Finance Director.  Prior to joining the Village, Christina was an Audit Manager at Baker Tilly 
Virchow Krause, LLP. Christina is also the Chair of the Technical Accounting Review Committee (TARC) of the Illinois 
Government Finance Officers Association (IGFOA).  Christina is a Certified Public Accountant and a graduate of 
University of Illinois at Urbana-Champaign, where she double-majored in Finance and French.  
 
Jason Franken, Consulting Actuary, Foster & Foster  
Jason Franken is a consulting actuary and principal with Foster & Foster in Oakbrook Terrace, IL. Jason is a Fellow of the 
Society of Actuaries, a Member of the American Academy of Actuaries and is an Enrolled Actuary per ERISA.  He earned 
a B.S. degree in actuarial science from the University of Iowa. He has over 20 years of actuarial consulting experience.  
 
RuthAnne K. Hall, CPPO, Purchasing Manager, Lake County, IL 
RuthAnne K. Hall, CPPO has worked in municipal and county government for over 17 years and is currently serving as 
the Purchasing Manager for Lake County since 2011.  In her role as the Purchasing Manager, RuthAnne oversees a staff 
of purchasing officers that procures over $250 million annually on various goods, contracted services, construction and 
professional services for 26 county departments.  She currently serves as the President of the Midwest Association of 
Public Procurement (MAPP), has served as a Board Member for the Illinois Association of Public Procurement Officials 
(IAPPO) and is an active member the National Institute of Governmental Purchasing (NIGP). RuthAnne is a graduate of 
Augustana College in Illinois and holds a MS degree from Columbia University in New York. 
 
Elizabeth A. Holleb, Director of Finance/Information Technology, City of Lake Forest, IL 
Elizabeth Holleb is the Finance Director and Treasurer for The City of Lake Forest, Illinois, having joined the City staff in 
June of 2012.  She has her BS in Accounting from Ball State University, where she was a Cum Laude graduate of the 
Honors College.  She is a Certified Public Accountant with more than 25 years of work experience in municipal finance.  
Previous employers include the Government Finance Officers Association, the Village of Northbrook, the Village of Oak 
Park and the City of Highland Park. Current professional contributions include serving on the GFOA Governmental 
Budgeting and Fiscal Policy Committee, the Intergovernmental Risk Management Agency’s Administration and Finance 
Committee and its Board of Directors.  She has previously served in various roles with the Metro Chapter of the Illinois 
GFOA and the Illinois Metropolitan Investment Fund Board of Trustees.  She is a member of the Government Finance 
Officers Association and the Illinois GFOA.  
 
Mark Huddle, Senior Counsel, Ice Miller LLP  
Mark Huddle is a Senior Counsel in the Municipal Finance Group at Ice Miller. He regularly acts as bond counsel, 
underwriter’s counsel and issuer’s counsel in public finance transactions for public and private issuers in Illinois, 
including, municipalities, airport authorities and manufacturers. Mark also counsels the Firm's public affairs clients on 
matters relating to local and state governments including: land use and zoning, public affairs, legislative and 
administrative proceedings, licensing and strategic public policy development.  
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Mark Jeretina, Vice President, Speer Financial, Inc. 
Mark is a Certified Independent Public Municipal Advisor by the National Association of Municipal Advisors and a 
Qualified Municipal Advisor Representative (Series 50) with the Municipal Securities Rulemaking Board. He has a B.S. 
from DePaul University, with a major in Finance and a minor in Economics. His prior experience includes equity trading 
and research with a private Chicago based firm.  He is a member of the Illinois Government Finance Officers Association 
and his clients include numerous counties, cities, villages, park districts, schools and other special districts.  He has been 
employed by Speer Financial since 2010.  

Kurt Maekawa, Sales Director, Wells Fargo 
Kurt Maekawa is a Sales Director within the Wells Fargo Asset Management team.  Kurt is responsible for business 
development for the Balance Sheet Asset Management team at Wells Fargo Asset Management. He provides financial 
solutions to both clients and prospects in the Midwest. Kurt joined Wells Fargo Asset Management in 2001, and 
previously served as a regional director with the Funds Management Group and most recently as an associate sales 
director for the Balance Sheet Asset Management team.  

Michael Malatt, CPA, Senior Manager, Baker Tilly Virchow Krause, LLP 
Michael has been a member of the firm’s Public Sector Practice Group since 2007. Michael has extensive experience 
providing financial and compliance audits, accounting services, and consulting services to state and local government 
organizations, including counties, municipalities, and special districts. In addition to providing services to clients, 
Michael is responsible for assisting in the application of new GASB pronouncements, including the development of 
practical implementation tools and providing in-depth training to firm staff and clients. Michael is a member of the 
IGFOA Professional Education Committee  and the GFOA Special Review Committee. Michael obtained a Bachelor of 
Business Administration in Accountancy and Mathematics and a Master of Science in Accountancy from the University 
of Notre Dame. Michael received the 2008 Excel Award from the Illinois CPA Society for outstanding achievement on 
the Uniform CPA Examination in Illinois. 

Michael Rodgers, Managing Director, Senior Portfolio Specialist - Global Fixed Income, Wells Fargo  
Mike serves as head of the Fixed Income Portfolio Specialist team with the Wells Fargo Asset Management Global Fixed 
Income team.  He provides leadership to and coordination of activities for Fixed Income Portfolio Specialists who serve 
as the primary investment contact for our Global Fixed Income Platform.  His team is also responsible for developing 
thought leadership pieces and client materials, act as proxies for portfolio managers in meetings with clients, prospects, 
and consultants, and assist in the development of new products/strategies.  Prior to his current role, he served as 
practice leader for the Balance Sheet Assets Client Relations team.  

Adam Simon, Partner, Ancel Glink 
Adam emphasizes responsiveness and pragmatic solutions when counseling clients.  Adam combines his experience in 
economic development and public finance to counsel municipalities on public private partnerships which leverage 
public financing and private investment to create new public improvements and enhance economic development 
opportunities. He has helped to organize special service areas, business redevelopment districts and tax increment 
financing (TIF) districts. With respect to general public finance, Adam has presented seminars and counsels the firm's 
clients on the preparation and calculation of the annual tax levy, preparation of the annual budget ordinance and 
cooperates with independent financial advisors to create capital expenditure plans.  Adam serves as issuer's counsel 
for the sale of general obligation, revenue and alternate revenue bonds.  He has also counseled a number of clients on 
successful referendum campaigns. 

Jeffrey Svien, Vice President, Wells Fargo 
Jeffrey Svien is a Vice President and Relationship Manager for the Wells Fargo Government and Institutional Banking 
division with specific focus on counties, cities, k-12 public education and municipal special districts across the state of 
Illinois. Prior to his current role, Jeffrey was a Relationship Manager within Wells Fargo’s Corporate Banking group. 
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Marc Thorson, Information Technology Director, City of DeKalb 
Marc has worked in the public sector technology field in just about every capacity for over 20 years including desktop 
support, developer, network administrator, network architect, manager, and director.  He is passionate about 
Information Security, data-driven decision making, and open data access. In 2016, Marc joined the Information 
Technology team in DeKalb as the Director of IT.  His role includes IT strategy, planning, governance, and operations 
with an emphasis on data collection and use. Marc began teaching for the nationally-ranked Northern Illinois University 
Master of Public Administration program in 2017.  The course focus is educating current and future local government 
leadership on what Information Technology does, why it is a critical competency for local government, and how to 
utilize it to its greatest potential in an era of shrinking budgets. Marc has a Master of Business Administration from 
Northern Illinois University with a focus on Management of Information Services and Marketing.  He is the Marketing 
Director GMIS International, Committee Chairperson for GMIS Accreditation, and Past President for GMIS Illinois.  Marc 
is also an adjunct instructor for the Northern Illinois University Master of Public Administration program. 

Heidi J. Voorhees, Co-owner, GovHRUSA 
Ms. Voorhees has more than 35 years’ experience in executive recruitment, general management consulting and local 
government administration.  She has led more than 250 recruitments for local government entities across the country 
including Finance Director and CFO recruitments for the City of Forth Worth, Texas, the Cities of Elgin, Lake Forest, 
Highland Park, Glencoe, Winnetka, Wauwatosa, Rockford and Park Forest.  She has also conducted several recruitment 
processes for GFOA, including Executive Director.  She served as the Village Manager for Wilmette, Illinois for ten years.  
She also worked for the City of Kansas City, Missouri, and the Village of Schaumburg, Illinois.  She recently completed 
the recruitment for the Executive Director for GFOA.  She is the Co-owner of GovHRUSA a management consulting, 
executive recruitment and temporary staffing business. Ms. Voorhees has been an Adjunct Instructor for Northwestern 
University Master’s Degree Program in Public Policy and Administration and also at Northwestern’s Center for Public 
Safety. Ms. Voorhees holds a Master’s Degree in Public Affairs from the School of Public and Environmental Affairs at 
Indiana University. She also has a Bachelor of Science degree in Political Science from Illinois State University.  

Susan Wade, Vice President of Public Funds, First Midwest Bank 
Susan has over 27 years of banking experience almost exclusively in the public funds market. She manages banking 
relationships for governmental entities and is a frequent speaker and volunteer at association events.  She is a graduate 
of Eastern Illinois University with a bachelor’s degree in Political Science. Susan is a member of the Illinois Association 
of School Business Officials, Illinois Government Finance Officers Association, Will County Governmental League, 
appointed to the Financial Advisory Board for the City of Naperville and sits on the Foundation Board of Directors for 
Moraine Valley Community College. 

Julie Zolghadr, Budget Division Manager, City of Springfield, IL 
Julie Zolghadr is the manager of the Budget Division for the City of Springfield, Illinois.  She has served in this capacity 
since 1991. The division monitors spending for twelve City agencies with a total annual appropriation in excess of $250 
million dollars across 40 funds. The division provides analysis, training, and support to field fiscal personnel as well as 
ongoing monitoring of external and internal financial trends. The staff provides impact analysis for pending legislation 
at the federal, state and local level and works to stay current with major economic trends that may impact local 
government activities. She serves as a forecaster for collective bargaining activities and provides training for all internal 
budget functions. Ms. Zolghadr has been a presenter at the Illinois Government Finance Officers Association, the Illinois 
Municipal Treasurers Association, the Illinois Municipal League, and the Illinois Municipal Clerks Association.  She serves 
as a budget reviewer for Government Finance Officers Association.  
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DISCLAIMERS AND COPYRIGHT NOTICE 
The information and opinions conveyed at IGFOA conferences, institutes, and seminars are 
obtained from sources believed to be reliable, but IGFOA makes no guarantee of accuracy. 
Opinions, forecasts and recommendations are offered by individuals and do not represent official 
IGFOA policy positions.  Nothing herein should be construed as a specific recommendation to buy 
or sell a financial security. The IGFOA and speakers specifically disclaim any personal liability for 
loss or risk incurred as a consequence of the use and application, either directly or indirectly, of 
any advice or information presented herein. 

Unless otherwise indicated, all materials are copyrighted by the Illinois Government 
Finance Officers Association 2019. The enclosed materials may not be reprinted, 
reproduced, or presented in any format without express written authorization. 

HOW TO VIEW/DOWNLOAD CPE CERTIFICATES 
CPE Certificates for IGFOA training events are available in your on-line profile.  This profile was 
created either when you became a member of the IGFOA or if you are a non-member when 
registering for an event.  To access, log-in with your username and password at 
https://www.igfoa.org/login.  This will take you to the IGFOA home page.  At the top right of the 
page, click on "Your profile".  On your profile page click on "Track your CPE".  Please note that 
CPE certificates will only be issued to attendees that meet the CPE participation requirements.  

Your username is your email address.  To retrieve your password, use the “Forgot your password” 
option at https://www.igfoa.org/members/forgot-my-password.  

© 2019
Illinois Government Finance Officers Association 
800 Roosevelt Road, Building C, Suite 312 
Glen Ellyn, IL 60137 
Phone: 630-942-6587 
Email:  info@igfoa.org 
Visit http://www.igfoa.org 

Page 281

mailto:info@igfoa.org
http://www.igfoa.org/



