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Investment Policy 
ReviewPortfolio Allocation vs. Policy and State Limits

3Source: City of Sedona Operating Fund, as of July 31, 2023. Arizona limits are based on PFMAM’s interpretation of Title 35 of the Arizona Revised 
Statutes.

Sector Portfolio Allocation Policy Limit Arizona Limits
U.S. Treasury 0% 100% 100%
Federal Agency/GSE 26% 100% 100%
Agency CMBS 0% 100% 100%
Supranational 0% 100% 100%
Municipal 0% 100% 100%
Commercial Paper 0% 100% 100%
Mortgage-Backed Securities 0% 100% 100%
Non-Negotiable/Collateralized CDs 0% 100% 100%
Corporate 0% 100% 100%
ABS 0% 100% 100%
Negotiable CD’s 1% 100% 100%
Money Market Funds 24% 100% 100%
Repurchase Agreements 0% 100% 100%
LGIP 49% 100% 100%

26%

1%
24%

49%

0%

20%

40%

60%

80%

100%

City of Sedona Portfolio Compliance
Arizona Limits Investment Policy Limit Portfolio Allocation
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Cash Flow 
Analysis
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2



▸ Analyzes historical portfolio balances

▸ Determines “seasonality” and historical seasonal factors

▸ The cash flow model helps identify an appropriate allocation between assets 
invested short term (“liquidity”) to meet cash needs and assets that can be 
invested longer-term 

Cash Flow AnalysisPFMAM’s Cash Flow Model

5

Portfolio Type Strategy Components Uses 

Liquidity/Short-term Overnight to 12 months

• Highly Liquid for daily needs and unforeseen 
expenditures

• Funds are meant to cover specific, predictable 
cash flows (payrolls, debt service)

• Can be lower during periods of net cash inflow
• Comprised of short-term money market 

instruments, e.g., bank deposits, money 
market mutual funds, and LGIP

Core Longer Duration Strategy
• Funds that are not expected to be spent—may 

be disbursed in extraordinary circumstances
• Can be invested in longer-term securities



Cash Flow AnalysisHistorical Balances and Seasonal Factors

6*This analysis represents the monthly averages over the 3-year analysis period ending July 31, 2023. 

Month Average Monthly
Balance*

Historical 
Factor

Average 68,830,835 100.00%

January 68,630,898 99.71%

February 69,010,018 100.26%

March 69,191,720 100.52%

April 71,160,747 103.38%

May 74,499,410 108.24%

June 73,412,597 106.66%

July 68,428,744 99.42%

August 64,329,044 93.46%

September 64,662,730 93.94%

October 65,749,048 95.52%

November 69,310,147 100.70%

December 67,584,913 98.19%
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City of Sedona
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Portfolio Statistics
(As of July 31, 2023)

Total Asset Balance $78,575,586

Annual Growth Rate 13.9%



▸ As of July 31, 2023, the City had a core portfolio balance of $19.5 million and $43.3 million in 
excess liquidity*, which translates to 45% liquidity in the portfolio.

Cash Flow AnalysisHistorical Analysis of Core Portfolio

7

$43.3
Million in 

excess 
liquidity**

*Historical Liquidity includes the City’s Cash, Money Market Fund, and LGIP holdings as of July 31, 2023.
Historical Core includes the City’s managed portfolio holdings as of July 31, 2023.
**Based on an assumed 20% liquidity cushion
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Cash Flow AnalysisEstimated Portfolio Allocations at Various 
Liquidity Cushion Levels

8Liquidity includes the Cash, Money Market Fund, and LGIP Account holdings as of July 31, 2023.
*Modeled Core and Liquidity are calculated based on the lowest projected balance over the next 12 months.

Liquidity 
Cushion Modeled Liquidity* Modeled Core*

15% Cushion $11,786,338 $66,789,248 

20% Cushion $15,715,117 $62,860,469 

25% Cushion $19,643,897 $58,931,690 

Liquidity 
Cushion Modeled Core*

15% Cushion $66,789,248 

20% Cushion $62,860,469 

25% Cushion $58,931,690 

Current Managed 
Portfolio

$19,528,505 

$19,528,505 

$19,528,505 

Investable Liquidity

$47,260,743 

$43,331,964 

$39,403,184 

=

=

=

—  

—  

—  



Sector Selection
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Sector SelectionDiversification Can Provide Safety for the 
Portfolio

10Source: Bloomberg. Annual returns of 1-3 Year ICE BofA Indices unless specified otherwise.

Index /
Ending Duration 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Annualized 

Average

1-3 Year Treasury
Duration: 1.81 1.41% 1.30% 1.16% 1.81% 1.67% 1.88% 4.99% 4.25% -0.05% -1.74% 1.38%

1-3 Year Agency
Duration: 1.87 1.05% 1.24% 1.05% 1.54% 1.47% 1.82% 4.65% 3.98% -0.24% -2.27% 1.19%

1-3 Year AAA 
Supranational
Duration: 1.94

0.58% 1.08% 0.98% 1.54% 1.31% 1.78% 4.20% 3.59% -0.28% -3.50% 1.14%

1-3 Year Corporate AAA-
AA
Duration: 1.89

0.46% 0.93% 0.97% 1.12% 0.92% 1.71% 3.78% 3.35% -0.37% -3.53% 0.80%

1-3 Year Corporate AAA-A
Duration: 1.82 0.42% 0.86% 0.80% 1.09% 0.86% 1.70% 3.73% 3.15% -0.43% -3.65% 0.72%

1-3 Year Government
Duration: 1.81 0.36% 0.72% 0.69% 0.96% 0.65% 1.69% 3.57% 3.10% -0.46% -3.65% 0.71%

0-3 Year Treasury
Duration: 1.35 0.36% 0.70% 0.56% 0.89% 0.65% 1.64% 3.55% 3.09% -0.55% -3.74% 0.70%

0-3 Year AAA US Fixed 
Rate ABS Index
Duration: 1.29

0.30% 0.63% 0.55% 0.89% 0.55% 1.60% 3.55% 2.87% -0.55% -3.75% 0.68%

1-5 Year Treasury
Duration: 2.55 0.03% 0.62% 0.54% 0.89% 0.44% 1.58% 3.48% 2.67% -0.86% -5.22% 0.67%

1-5 Year Agency
Duration: 2.22 -0.19% 0.46% 0.43% 0.78% 0.42% 1.52% 3.25% 2.49% -1.10% -5.25% 0.67%
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Historical Spreads over Treasuries
August 2020 - August 2023

1-3 Year Bullet Agency Index 1-3 Year Callable Agency Index 1-3 Year Corporate Index

0-3 Year ABS Index 1-3 Year Municipal Index

Sector SelectionSector Spreads over Treasuries

11Source: Bloomberg, ICE BofA Indices as of August 31, 2023.



Portfolio 
Optimization
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Portfolio   
OptimizationBenchmark Considerations

13Sources Bloomberg. Indices shown are ICE Bank of America (BofA) indices.
1. Returns for periods less than one year are unannualized.
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Aug-03 Aug-05 Aug-07 Aug-09 Aug-11 Aug-13 Aug-15 Aug-17 Aug-19 Aug-21 Aug-23

Annual Returns
December 31, 2003 - August 31, 2023

2-Year UST Note Yield History

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 YTD1

1 Year UST 
Index 1.45% 0.81% 2.36% 4.32% 5.95% 4.75% 0.80% 0.83% 0.57% 0.24% 0.26% 0.18% 0.15% 0.76% 0.57% 1.86% 2.93% 1.82% -0.07% -1.02% 2.55%

0-3 Year UST 
Index 1.66% 0.98% 2.10% 4.24% 6.64% 5.34% 0.70% 1.83% 1.17% 0.35% 0.30% 0.46% 0.43% 0.78% 0.55% 1.70% 3.25% 2.49% -0.37% -2.27% 2.18%

1-3 Year UST 
Index 1.90% 0.91% 1.67% 3.96% 7.32% 6.61% 0.78% 2.35% 1.55% 0.43% 0.36% 0.62% 0.54% 0.89% 0.42% 1.58% 3.55% 3.10% -0.55% -3.65% 1.73%

0-5 Year UST 
Index 1.82% 1.24% 1.79% 4.07% 7.41% 7.21% 0.30% 3.03% 2.69% 0.75% -0.11% 1.00% 0.81% 0.97% 0.69% 1.61% 3.85% 3.58% -0.85% -3.93% 1.88%

1-5 Year UST 
Index 2.06% 1.31% 1.39% 3.81% 8.16% 8.73% 0.23% 3.61% 3.36% 0.91% -0.19% 1.24% 0.98% 1.09% 0.65% 1.52% 4.20% 4.25% -1.10% -5.25% 1.52%

3-5 Year UST 
Index 2.47% 2.11% 0.86% 3.55% 9.84% 12.15% -0.67% 5.70% 6.23% 1.58% -0.91% 2.14% 1.59% 1.34% 0.95% 1.47% 5.20% 6.06% -1.96% -7.85% 1.19%



Sample Portfolio: 0-3 Year Core

14• Data Source: Bloomberg. Data as of September 27, 2023. 
• Sample portfolio structured by PFMAM.  Please see important disclosures at the end of this presentation.

Portfolio Statistics

Invested Amount $40 – $64 million

Duration 1.29 years

Gross Yield 5.57%

Credit Quality 

AAA - 18%

AA - 41%

A - 20%

A-1+/A-1 - 21%

Sector Allocation
U.S. Treasury - 25.0%

Agency - 5.0%

Agency MBS/CMBS - 5.0%

Supranational - 2.5%

Municipal - 2.5%

Commercial Paper - 20.0%

Negotiable CD - 5.0%

Corporate Notes - 20.0%

ABS - 15.0%

41%
37%

23%

0%

10%

20%

30%

40%

50%

0-1 yr 1-2 yr 2-3 yr

Duration Distribution

Portfolio   
Optimization



▸ Sample portfolio is provided for illustrative purposes only and is not a recommendation. 

▸ Portfolio based on assumed investment noted on each respective page.

▸ Yield source Bloomberg for individual securities, as of September 27, 2023.

▸ Ratings shown are S&P, or the equivalent Moody’s or Fitch rating.

▸ Security universe sourced from Bloomberg and Market Axess and further limited to those issuers permitted by 
PFMAM’s internal Approved Credit List.

▸ Actual yields and security availability may vary at time of purchase.

▸ As economic and market conditions may change in the future, so may PFMAM’s recommendations as to the 
sale and purchase of securities in the portfolio.

Important Notes to Sample Portfolios

15

Portfolio   
Optimization



Introduction 
to ESG Investing 
& Considerations

16



▸ Incorporates measurable non-financial ESG factors into an investment analysis
▸ Utilizes positive screening while focusing on material ESG risks and management of those risks

▹ Material risks may significantly impact enterprise value and operating performance
▹ Driven by an organization’s primary business activities

Introduction 
to ESG Investing 
& Considerations

What is ESG Investing?
Focus on Risk Identification & Management

17

ENVIRONMENTAL SOCIAL GOVERNANCE

How a company limits its 
environmental impact and 

carbon footprint

How a company treats its 
employees, customers, 
community, and other 

companies with which it 
interacts

How a company is led and 
managed, including 

executive pay and any 
internal controls

Climate
Change

Air
Pollution

Deforestation Water
Pollution

Board 
Composition

Bribery &
Corruption

Lobbying Executive 
Compensation

Data
Protection

Human
Rights

Gender & 
Diversity

Community 
Relations



Introduction 
to ESG Investing 
& Considerations

Why Do Investors Implement an ESG Investment 
Approach?

18

Alignment of Objectives with Values
Adoption of ESG initiatives allows investors to align investment objectives with values

External Pressures
ESG investing is of particular concern for entities who control taxpayers’ dollars, 
as they may be under public scrutiny if they invest in a controversial company

Risk Management
Rewarding ESG values may be seen as a way to help mitigate overall risk

Seek Competitive Returns
Good ESG quality has the potential to help a company to develop a competitive advantage, 
which can then drive outperformance



Introduction 
to ESG Investing 
& Considerations

ESG Challenges and Concerns for Investors

19

No universal definition 
of ESG

Inconsistent ESG risk 
assessment methodologies

Variations in disclosed 
information and reporting 

standards

Regulatory Framework 
continues to evolve

Concerns about performance 
impact

Greenwashing



Introduction 
to ESG Investing 
& Considerations

Fixed Income ESG Index Performance Aligns with 
Non-ESG Index

20Source: Bloomberg data from July 1, 2018 to June 30, 2023. Number of quarters outperformed compares the two sets of the respective ESG and non-
ESG benchmarks to each other.

5-Year Historical Return Comparison (July 1, 2018 - June 30, 2023)

Master ESG Corporate 
Index

Master Non-ESG 
Corporate Index

1-5 Years ESG Corp 
Index

1-5 Year Non-ESG 
Corporate Index

Annualized Return 1.90% 1.82% 1.87% 1.85%

# of Quarters 
Outperformed 9 of 20 11 of 20 6 of 20 14 of 20
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Master ICE US Corporate Best-in-Class ESG Index
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ICE US 1-5 Years Investment Grade Corporate
Best-In-Class ESG Index
ICE BofA 1-5 Year Investment Grade US Corporate
Index



Our ESG Data 
Provider:
Sustainalytics

21



▸ A Morningstar subsidiary dedicated to 
independent ESG and corporate 
governance research, ratings, and analysis 

▹ Supports investors around the world 
with the development and 
implementation of responsible 
investment strategies, as it has done 
for over 25 years

▹ Continuously conducts in-depth 
research and analysis on over 
14,000 public and private companies

▸ Sustainalytics’ ESG Risk Ratings enable 
investors to evaluate different 
organizations, using a consistent 
methodology, by quantitatively defining a 
company's material ESG risk on a scale of 
0-100

Our ESG                 
Data Provider:
Sustainalytics

Who is Sustainalytics & 
What is the ESG Risk Rating?

22

Company Name



▸ The ESG Risk Rating measures economic value at risk based on exposure to 
unmanaged ESG Risks

▸ An organization’s ESG risk assessment is based on two primary factors:
▹ ESG Risk Exposure – Determined at the subindustry level with adjustments 

for company-specific risk exposure levels
▹ Management of ESG Risk Exposure – Based on policies, programs, 

quantitative performance, controversies, and corporate governance

Our ESG                 
Data Provider:
Sustainalytics

How is ESG Risk Exposure Determined?

23Source: Sustainalytics

ESG Risk Rating = Unmanageable ESG Risk + Management Gap

Unmanageable 
Industry-specific risks 

(carbon for oil 
companies)

Manageable 
ESG Risk that is not 

being managed



▸ Total Exposure is the starting point for a company’s exposure to material ESG issues

▸ Some companies have Unmanageable Risks, e.g. an oil company will always face risks 
related to carbon until it changes its business model

▸ Of the , a portion is managed through a company’s policies, programs, 
management services, etc.; the remainder is considered unmanaged (Management Gap)

▸ The ESG Risk Rating evaluates unmanaged ESG risk

Our ESG                 
Data Provider:
Sustainalytics

ESG Risk Rating Decomposition

24Source: Sustainalytics

Total
Exposure

Unmanageable 
Risk

Manageable 
Risk

Management 
Gap

Managed 
Risk

Managed 
Risk

Unmanaged 
Risk

ESG Risk 
Rating



Our ESG                 
Data Provider:
Sustainalytics

Material ESG Issues (“MEIs”)

25Source: Sustainalytics. 
* Only applies to financial companies.

Material ESG Issue Environmental Social Governance
Access to Basic Services ✓
Bribery and Corruption ✓ ✓
Business Ethics ✓ ✓
Carbon - Own Operations ✓
Carbon - Products and Services ✓ ✓
Community Relations ✓ ✓
Corporate Governance ✓
Data Privacy and Security ✓
E&S Impact of Products and Services ✓ ✓ ✓
Emissions, Effluents and Waste ✓ ✓
ESG Integration - Financials* ✓ ✓ ✓
Human Capital ✓
Human Rights ✓
Human Rights - Supply Chain ✓
Land Use and Biodiversity ✓ ✓
Land Use and Biodiversity - Supply Chain ✓
Occupational Health and Safety ✓ ✓
Product Governance ✓ ✓ ✓
Resilience* ✓
Resource Use ✓
Resource Use - Supply Chain ✓

E S G
Negligible Low Medium High Severe

0-2 2-4 4-6 6-8 8+



Issuer Example: 
Wells Fargo & Co.

26



Our ESG                 
Data Provider:
Sustainalytics

ESG Risk Rating Example Calculation
Wells Fargo & Co. (Diversified Banks Subindustry)

27Source: Sustainalytics. Last updated September 21, 2023. Illustration not drawn to scale.
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Total
Exposure

Unmanaged vs.
Managed Breakdown

ESG
Risk Rating

Business Ethics

Corporate Governance

Data Privacy and Security

ESG Integration - Financials

Human Capital

Product Governance

Resilience

Our ESG                 
Data Provider:
Sustainalytics

ESG Risk Rating MEI Decomposition
Wells Fargo & Co. (Diversified Banks Subindustry)

28Source: Sustainalytics. Last updated September 21, 2023. Illustration not drawn to scale.

Managed

Unmanaged
Level 5 controversy 

Level 3 controversy 

Level 3 controversy 

Exposure 
for all 

issuers in 
the 

Diversified 
Banks 

Subindustry
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Our ESG                 
Data Provider:
Sustainalytics

E, S, & G Breakdown
Wells Fargo & Co. (Diversified Banks Subindustry)

29Source: Sustainalytics. Last updated September 21, 2023. Illustration not drawn to scale.
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PFMAM’s 
Approach to 
ESG Investing

30



• Investment strategies
• Investment management
• Monitoring & reporting

• ESG risk ratings & rankings
• Alerts (“controversies”)
• Screening tools

▸ PFMAM provides solutions driven by clients’ investment policies that leverage Sustainalytics’ 
ESG data and analytics to implement and manage ESG fixed income investment solutions

A Customizable & Flexible Solution  

PFMAM’s Approach   
to ESG Investing

PFMAM’s Fixed Income ESG Investment 
Capabilities

31Sustainalytics is a leading independent ESG and corporate governance research, ratings and analytics firm that supports investors around the 
world with the development and implementation of responsible investment strategies. For more information, visit www.sustainalytics.com.



▸ Flexibility to implement customized ESG criteria based on client defined objectives* 

▸ Transparent, practical, and not overly complicated integration

▸ “Rules-based” tactic eliminates ambiguity by setting defined ESG parameters*

PFMAM’s Approach   
to ESG Investing

We Believe Our ESG Capabilities Offer Many 
Advantages

32
*Based on Sustainalytics framework.  Sustainalytics is a leading independent ESG and corporate governance research, ratings and analytics firm that 
supports investors around the world with the development and implementation of responsible investment strategies. For more information, visit 
www.sustainalytics.com.

Maximum ESG Risk Rating Level Other ESG Objectives

Negligible

Severe

Low

Medium

High

Limit 
Activity 

Exposure

Top 
Performer

Exceptions
Industry

Exclusions

Reduce
Env.
Risk
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Key Steps in Integrating ESG Criteria

Identify ESG Priorities & Objectives

Evaluate ESG Options

Review Investment & ESG Parameter Options

Analyze ESG Integration

Update Investment Policy with ESG Parameters

Integrate ESG Parameters Into the Investment Process

Monitor Results and Revise Criteria as Needed



Sustainable Investment Objectives:

• Utilize ESG risk ratings to include 
or restrict PFMAM-approved credit 
investments based on ESG 
objectives

• Avoid specific issuers and/or 
industries

Example Criteria:

• Limit issuer ESG risk exposure to 
medium ESG risk (or lower)

• Fossil Fuel Industry exclusions:
o Energy Services
o Oil & Gas Producers
o Refiners & Pipelines

PFMAM’s Approach   
to ESG InvestingExample Sustainable Investment Solution

34

State Law

Investment Policy

PFMAM’s Approved Credit List

ESG Investment Parameters1

2

3

4



PFMAM’s Approach   
to ESG InvestingESG Criteria Solutions

35For illustrative purposes only. Not a specific recommendation. Actual strategy may vary. ESG metrics as provided by Sustainalytics.
*Business activity is measured by more than 50% revenue derived from that area of involvement, or more than 50% ownership of a company whose 
main business is in that area.

Emphasize Relative
ESG Risk

Limit Absolute
ESG Risk

Hybrid ESG Risk 
Model

• Limit ESG Risk by setting an 
acceptable maximum ESG risk 
level

• Ex. Parameters: Limit eligibility to 
issuers with medium or lower ESG 
risk ratings

• Set an acceptable maximum ESG 
risk level, plus adopt relative risk 
criteria

• Ex. Parameters: Medium or lower 
ESG risk; High ESG risk issuers 
that rank within the top 25th 
percentile of their subindustry group

• Limit ESG Risk by setting an 
acceptable relative ESG 
performance threshold

• Ex. Parameters: Issuers must rank 
within the top 50th percentile of 
their subindustry group

ESG Risk Metrics

Industry & Subindustry Exclusions Business Activity Screening*

• Screen for companies that generate 
revenue from specific business 
activities

• Examples include small arms 
production, operation of for-profit 
private prisons, or gambling/adult 
entertainment services

• Limit investments from certain 
industries and/or subindustries

• Example exclusions include fossil 
fuel-related industries, tobacco 
producers, pharmaceutical 
companies, and paper/forestry 
organizations 

1 2 3

40+ industries

130+ subindustries

27 areas

of activity

Environmental Risk Metrics

Limit Environmental contribution of ESG Risk Rating to a maximum of 7.5 ‘points’



Example ESG 
Investment 
Criteria

36



Example ESG 
Investment CriteriaExample ESG Criteria Solutions

37For illustrative purposes only. Not a specific recommendation. Actual strategy may vary. ESG metrics as provided by Sustainalytics.
*Business activity is measured by more than 50% revenue derived from that area of involvement, or more than 50% ownership of a company whose 
main business is in that area.

Emphasize Relative
ESG Risk

Limit Absolute
ESG Risk

Hybrid ESG Risk 
Model

• Limit ESG Risk by setting an 
acceptable maximum ESG risk 
level

• Ex. Parameters: Limit eligibility to 
issuers with medium or lower ESG 
risk ratings

• Set an acceptable maximum ESG 
risk level, plus adopt relative risk 
criteria

• Ex. Parameters: Medium or lower 
ESG risk; High ESG risk issuers 
that rank within the top 25th 
percentile of their subindustry group

• Limit ESG Risk by setting an 
acceptable relative ESG 
performance threshold

• Ex. Parameters: Issuers must rank 
within the top 50th percentile of 
their subindustry group

ESG Risk Metrics

Business Activity Screening*

• Screen for companies that generate 
revenue from specific business 
activities

• Examples include small arms 
production, operation of for-profit 
private prisons, or gambling/adult 
entertainment services

1 2 3

27 areas

of activity

Environmental Risk Metrics

Limit Environmental contribution of ESG Risk Rating to a maximum of 7.5 ‘points’

Industry & Subindustry Exclusions

• Limit investments from certain 
industries and/or subindustries

• Example exclusions include fossil 
fuel-related industries, tobacco 
producers, pharmaceutical 
companies, and paper/forestry 
organizations 

40+ industries

130+ subindustries



Example ESG 
Investment Criteria

Example Application of ESG Investment 
Parameters

38For Illustrative purposes only.
Source: Sustainalytics.  ESG risk ratings and subindustry rankings are as of June 30, 2023. 

. . . . 
. . . . . . 

. . . . . . . 

. . . . . . . 

Apple Chevron 3M

Credit Ratings 
(S&P/Moody’s/Fitch) AA+ / Aaa / - AA- / Aa2 / - A- / A2 / -

ESG Risk Rating Low High High

Environmental 
contribution 1.1 17.0 13.8

Subindustry Ranking 22nd 31st 23rd

Industry Technology 
Hardware

Oil & Gas 
Producers

Industrial 
Conglomerates

Subindustry Technology 
Hardware

Integrated Oil 
& Gas Conglomerates

Eligible Investment YES NO NO

Example ESG Parameters
1. Maximum ESG Risk Rating – Medium Risk.  Issuers in the High 

risk are eligible if criteria #2 is met
2. Subindustry ranking falls within top 25th percentile            

(Ranking ≤ 25th percentile) 
3. Environmental contribution max of 7.5

4. Excluded Industries – Energy Services, Oil & Gas Producers, 
Refiners & Pipelines

5. Excluded Subindustry – Tobacco



173 

210

Example ESG
Parameters

Current IPS Approach

Eligible Issuers
(# of Issuers)

Example ESG 
Investment Criteria

Illustrative Impact of Example Criteria on Eligible 
Corporate Issuers

39
Based on PFMAM’s Approved Issuer List as of 6/30/2023. Credit restrictions are not specific to the City of Sedona. Corporate issuers included are rated 
A- or better by at least two NRSRO and commercial paper must be rated A-1 or better by at least one NRSRO. ABS is also permitted.

Changes in Eligible Issuers by Industry
(# of Issuers No Longer Eligible)

2 6 2 1 1 4 3 3 1 2 7 1 2 1 1Issuers No Longer Eligible

Aerospace & Defense Automobiles Banks Chemicals

Energy Services Food Products Household Products Industrial Conglomerates

Insurance Machinery Oil & Gas Producers Retailing

Semiconductors Software & Services Steel



PFMAM Fee Impact • Fee detailed on the next page is inclusive of all management fees

Custody & 
Trading Costs

• Not applicable – Addition of ESG parameters should not change 
custody fees or significantly impact trading activity

Diversification 
Opportunities

• Reduction in approved issuers
• Remaining approved issuers provide diversification opportunities

Yield & Investment 
Return Impact

• Undetermined.  Dependent on a number of factors, including:
• Portfolio composition
• Liquidity
• Credit quality
• Change in yield spreads
• Direction of interest rates

Example ESG 
Investment Criteria

Evaluating & Comparing Direct Costs and 
Potential Opportunity Costs

40



Assets Under Management Standard Fee in Basis Points (“bps”)

First $100 million 10 bps (0.10%)

Next $100 million 7 bps (0.07%)

Assets in excess of $200 million 6 bps (0.06%)

Example ESG 
Investment CriteriaProposed Fee

41Minimum annual fee of $40,000.
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Credit Research

43
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▸ Credit Committee focuses on 
sectors with positive macro 
characteristics

▸ Independent research is 
conducted to identify issuers 
who may benefit from macro 
trends

▸ Once a potential issuer is 
identified, thorough review of 
the company is conducted

▸ Credit Committee actions:
▹ Approve the issuer,
▹ Request more data, or 
▹ Decline

Utilizing Credit in Our 
Fixed Income Portfolios

Preliminary Screen

Issuer Screen

Industry Screen

▸ Bloomberg

▸ MarketAxess

▸ TradeWeb

▸ Independent research

▸ Company releases

▸ Sell-side analysis

▸ News Releases

▸ Company financials

▸ Ratings reports

▸ Security valuation

Approved Issuer List

Universe of Potential Issuers

▸ Minimum rating requirements

▸ Availability of supply

▸ Relative value analysis

▸ Economic outlook

▸ Outlook for industry growth

▸  Geographic exposure

▸ Changes in regulatory 
environment 

▸ Improving or stable ratings

▸ Diversity of revenue/profits

▸ Capital structure

▸ Strength of financial position

▸ Industry leadership

▸ Superior product

▸ Management team

Information Sources



Philosophy
▸ Use credit to safely seek enhanced returns

▸ Approach credit with a focus on prudent risk management

▸ Conduct research “on the desk” by portfolio managers, traders, and 
analysts

▸ Utilize proprietary models to maintain independence

Credit Screening Process
▸ Determine universe of issuers

▸ Narrow list based on ratings criteria, supply, and value

▸ Industry screen: Growth outlook and prospects, regulatory 
environment

▸ Issuer screen: Quantitative analysis, in-depth review of financials

Implementation & Monitoring
▸ Maintain approved issuer universe with exposure and maturity 

horizon limits

▸ Formal credit meetings with Chief Credit Officer, CIO, credit 
analysts, and traders

▸ Proprietary assessment and mapping to PFMAM credit tiers

▸ Ongoing evaluation with an emphasis on qualitative assessment

PFMAM’s Enhanced Approach to 
Evaluating Credit Risk

45For illustrative purposes only.

0.75%

0.5%

0.25%

Long-term

1.5%

0.75%

0.5%

Short-term

Maximum allocation

BBB

Minimum 
investment 

grade

AAA
Highest 

investment 
grade

AA

A

Medium 
investment 

grade

S&P PFMAM



AppendixInvesting in Corporates – General Principles

46

Policies/Procedures
Credit Review

Initial

• Understand and follow all applicable laws, statutes, 
and policies

• Implement investment and credit policies that reflect 
organizational objectives, priorities, and appropriate 
level of risk tolerance

• Do not rely solely on ratings; buy only what has been 
researched and is understood

• Ensure prudent diversification (by sector & issuer)

• Establish escalation and action procedures in advance 
of downgrades or other credit problems

• Conduct thorough due diligence and document review 
of issues that have unique complications or structure 
(e.g., municipals, asset-backed, mortgage-backed, 
144A, structured notes, etc.)

• Develop and implement a formal credit review, 
approval, and monitoring process

• Establish clear protocols and lines of authority for 
credit-related decision making

• Work from an established “approved list” that has 
been fully vetted by the review committee

Ongoing

• Establish a periodic review cycle (quarterly review of 
financials, annual due diligence)

• Understand how macroeconomic conditions, industry 
dynamics, and issue specific factors affect credit 
quality

• Closely watch and monitor what you own, taking 
action, if necessary, to protect the safety of the 
portfolio



Additional Sustainalytics 
Information

47



AppendixESG Risk Rating Example Calculation
Apple Inc. (Technology Hardware Subindustry)

48Source: Sustainalytics. Last updated September 21, 2023. Illustration not drawn to scale.

Total
Exposure

33.9

Manageable 
Risk
31.6

Management Gap
15.0

Managed 
Risk
16.6

Managed 
Risk
16.6

Unmanaged 
Risk
17.2

ESG Risk 
Rating

17.2

Negligible
(0-9.99)

Low
(10-19.99)

Medium
(20-29.99)

High
(30-39.99)

Severe
(40-100)
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e 
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g 
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Unmanageable Risk
2.2



AppendixESG Risk Rating Example Calculation
Amazon.com, Inc. (Online & Direct Marketing Retail Subindustry)

49Source: Sustainalytics. Last updated September 21, 2023. Illustration not drawn to scale.

Total
Exposure

41.5

Manageable 
Risk
38.3

Management Gap
27.5

Managed 
Risk
10.8

Managed 
Risk
10.8

Unmanaged 
Risk
30.6

ESG Risk 
Rating

30.6

Negligible
(0-9.99)

Low
(10-19.99)

Medium
(20-29.99)

High
(30-39.99)

Severe
(40-100)

To
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e 
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g 
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0

Unmanageable Risk
3.1



AppendixESG Risk Rating Example Calculation
Chevron Corp. (Integrated Oil & Gas Subindustry)

50Source: Sustainalytics. Last updated September 21, 2023. Illustration not drawn to scale.

Total
Exposure

72.5 Manageable 
Risk
60.9

Management Gap
25.2

Managed 
Risk
35.7

Managed 
Risk
35.7

Unmanaged 
Risk
36.8

ESG Risk 
Rating

36.8

Negligible
(0-9.99)

Low
(10-19.99)

Medium
(20-29.99)

High
(30-39.99)

Severe
(40-100)
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Unmanageable Risk
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AppendixESG Risk Rating Example Calculation
Toyota Motor Corp. (Automobiles Subindustry)

51Source: Sustainalytics. Last updated September 21, 2023. Illustration not drawn to scale.

Total
Exposure

47.9

Manageable 
Risk
46.1

Management Gap
27.6

Managed 
Risk
18.1

Managed 
Risk
18.1

Unmanaged 
Risk
29.8

ESG Risk 
Rating

29.8

Negligible
(0-9.99)

Low
(10-19.99)

Medium
(20-29.99)

High
(30-39.99)

Severe
(40-100)

To
ta

l P
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bl

e 
R

at
in

g 
= 

10
0

Unmanageable Risk
1.8



▸ Sustainalytics has categorized each rated organization into over 40 industries and over 130 subindustries

▸ ESG criteria may include an exclusionary component with exclusions based on specific industries and 
subindustries

AppendixSustainalytics Industry Categories

52Source: Sustainalytics

Aerospace & 
Defense

Construction & 
Engineering

Electrical 
Equipment

Industrial 
Conglomerates Precious Metals Technology 

Hardware

Auto 
Components

Construction 
Materials

Energy 
Services Insurance Real Estate Telecommunication 

Services

Automobiles Consumer 
Durables Food Products Machinery Refiners & 

Pipelines Textiles & Apparel

Banks Consumer 
Services Food Retailers Media Retailing Traders & 

Distributors

Building 
Products

Containers & 
Packaging Healthcare Oil & Gas 

Producers Semiconductors Transportation

Chemicals Diversified 
Financials Homebuilders Paper & Forestry Software & 

Services
Transportation 
Infrastructure

Commercial 
Services

Diversified 
Metals

Household 
Products Pharmaceuticals Steel Utilities



Abortion Adult 
Entertainment

Alcoholic 
Beverages Animal Testing Arctic Oil & Gas 

Exploration

Cannabis Contraceptives Controversial 
Weapons

Fur & Specialty 
Leather Gambling

Genetically 
Modified Plants & 

Seeds

Human Embryonic 
Stem Cell & Fetal 

Tissue

Military 
Contracting Nuclear Oil & Gas

Oil Sands Palm Oil Pesticides Pork Products Predatory Lending

Private Prisons Riot Control Shale Energy Small Arms Thermal Coal

Tobacco Products Whale Meat

AppendixBusiness Activity Screening Capabilities

53Source: Sustainalytics



AppendixMEI Glossary

54Source: Sustainalytics.

Material ESG Issue Definition

Access to Basic Services Focuses on the management of access to essential products or services such as health care services and products to 
disadvantaged communities or groups

Bribery and Corruption Focuses on the management of risks related to illicit payments, such as kickbacks or bribes to government officials or 
business partners, and the receipt of those payments

Business Ethics Focuses on the management of ethical considerations applicable to most or all sectors, such as taxation and 
accounting, anti-competitive practices and intellectual property issues

Carbon - Own Operations Refers to a company's management of risks related to its own operational energy use and GHG emissions (scope 1 
and 2). It also includes parts of Scope 3 emissions

Carbon - Products and Services Refers to a company's management of the energy efficiency and/or GHG emissions of its services and products during 
the use phase

Community Relations Focuses on how companies engage with local communities (including indigenous peoples) through both positive 
initiatives and mitigation of negative impacts

Corporate Governance Represents foundational structures for the management of ESG risks

Data Privacy and Security Focuses on data governance practices, including how companies collect, use, manage and protect data
E&S Impact of Products and 
Services

Refers to the management of the inherent characteristics of input materials, and the impacts during use, disposal and 
recycling (excluding Carbon)

Emissions, Effluents and Waste Focuses on the management of emissions and releases from a company's own operations to air, water and land, 
excluding GHG emissions

ESG Integration - Financials* Includes all ESG integration activities by financial institutions that are either driven by financial downside risk 
considerations or by business opportunities

Human Capital Focuses on the management of risks related to scarcity of skilled labor as well as labor relations, such as non-
discrimination, working hours and minimum wages

Human Rights Focuses on a company’s management of fundamental human rights issues within the company

Land Use and Biodiversity Focuses on how a company manages its impact on land, ecosystems and wildlife. Topics include land conversion, land 
rehabilitation and forest management

Occupational Health and Safety Focuses on the management of workplace hazards affecting a company's own employees and on-site contractors. 
Where relevant, it may also include HIV/AIDS programs

Product Governance Focuses on how companies manage responsibilities to their clients. Emphasis is put on quality management systems, 
marketing practices, fair billing and post-sales responsibility

Resilience* Focuses on the financial stability and the management of related risks in the financial services industry, with emphasis 
on compliance with capital requirements

Resource Use Focuses on how efficiently and effectively a company uses its raw material inputs (excluding energy and petroleum-
based products) in production and how it manages related risks



For illustrative purposes only. Actual results will vary. Not representative of the City’s future portfolio.

Sample ESG Quarterly 
Reporting

55



47/51 of portfolio issuers are rated with a total rated market value of $30.2 million (90%)

PFM Asset Management LLC

For the Quarter Ended June 30, 2023

SAMPLE CLIENT Market UpdateSAMPLE CLIENT

For the Quarter Ended June 30, 2023
ESG Review

ESG Risk Composition Overview

© PFM Asset Management LLC | pfmam.com

Market Value includes accrued interest as of June 30, 2023. Average ESG Risk Rating is weighted by market value. Please see important disclosures at the end of this presentation.
* U.S. Treasury and municipal obligations are not included in the analysis. 

Negligible Low Medium High Severe

Portfolio 
Average 

ESG Risk Rating
20.8

Allocation by ESG Risk Rating
Negligible

2%

Low
34%

Medium
54%

Not Rated
10%

Interpreting the ESG Risk Rating
The ESG Risk Rating measures 
economic value at risk based on ESG 
factors. 
A company’s ESG Risk Rating is 
comprised of a quantitative score and a 
risk category. The score indicates 
unmanaged ESG risk. Risk categories 
are absolute and comparable across 
industries. 
Lower scores represent less 
unmanaged risk. Ratings are scored on 
a scale of 1-100 and are assigned to one 
of the following ESG risk categories:

• Negligible Risk (overall score of 0-
9.99 points)

• Low Risk (10-19.99 points)
• Medium Risk (20-29.99 points)
• High Risk (30-39.99 points)
• Severe Risk (40 and higher points)



PFM Asset Management LLC

For the Quarter Ended June 30, 2023

SAMPLE CLIENT Market Update

For the Quarter Ended June 30, 2023
ESG Review

Industry Diversification

© PFM Asset Management LLC | pfmam.com

Portfolio holdings and Sustainalytics data as of June 30, 2023. Average ESG Risk Rating represents the market value-weighted average ESG risk rating for each industry.

SAMPLE CLIENT
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0 5 10 15 20 25 30 35 40

Corporate Notes

Supranational

ABS

ESG Risk Rating

ESG Risk Rating Range and Average by Sector

PFM Asset Management LLC

For the Quarter Ended June 30, 2023

SAMPLE CLIENT Market Update

For the Quarter Ended June 30, 2023
ESG Review

Sector Analysis

© PFM Asset Management LLC | pfmam.com

Source: Sustainalytics.  Data as of June 30, 2023. Bars represent the range of held issuers’ ESG risk rating that fall under each sector, and lines indicate the sectors market 
value-weighted average ESG risk rating. Please see important disclosures at the end of this presentation.

24.2

SAMPLE CLIENT

20.9

8.0



PFM Asset Management LLC

For the Quarter Ended June 30, 2023

SAMPLE CLIENT Market Update

For the Quarter Ended June 30, 2023
ESG Review

S&P Credit Rating Distribution

© PFM Asset Management LLC | pfmam.com

Portfolio holdings and Sustainalytics data as of June 30, 2023. If a security is not rated by S&P, the equivalent Moody’s rating is used. NR stands for ‘no rating’ and implies 
that the issuer is not rated by S&P or Moody’s but is rated by Fitch. 

ESG Risk Rating Key
Negligible Low Medium High Severe

0-9.99 10-19.99 20-29.99 30-39.99 40-100

SAMPLE CLIENT
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PFM Asset Management LLC

For the Quarter Ended June 30, 2023

SAMPLE CLIENT Market Update

For the Quarter Ended June 30, 2023
ESG Review

Holdings as of June 30, 2023
Top 25 Issuers by ESG Risk Rating

© PFM Asset Management LLC | pfmam.com

Source: Sustainalytics. Holdings as of June 30, 2023. 

SAMPLE CLIENT

Issuer % Weight Subindustry
Subindustry 
Percentile

ESG Risk Rating
June 30, 2023

Issuer Name 1.8% Subindustry Name 14 8.0
Issuer Name 0.5% Subindustry Name 1 8.6
Issuer Name 0.5% Subindustry Name 1 10.5
Issuer Name 1.0% Subindustry Name 3 10.7
Issuer Name 0.5% Subindustry Name 5 11.0
Issuer Name 0.4% Subindustry Name 1 11.4
Issuer Name 0.5% Subindustry Name 10 11.8
Issuer Name 0.5% Subindustry Name 6 11.9
Issuer Name 0.4% Subindustry Name 15 12.3
Issuer Name 1.3% Subindustry Name 3 12.4
Issuer Name 0.7% Subindustry Name 15 12.6
Issuer Name 0.6% Subindustry Name 3 12.8
Issuer Name 0.8% Subindustry Name 4 13.8
Issuer Name 0.5% Subindustry Name 3 13.9
Issuer Name 0.5% Subindustry Name 23 14.0
Issuer Name 0.7% Subindustry Name 7 14.1
Issuer Name 0.5% Subindustry Name 1 14.6
Issuer Name 0.1% Subindustry Name 28 14.7
Issuer Name 0.1% Subindustry Name 4 14.8
Issuer Name 0.1% Subindustry Name 12 15.1
Issuer Name 0.1% Subindustry Name 51 15.3
Issuer Name 0.5% Subindustry Name 13 15.3
Issuer Name 0.4% Subindustry Name 4 16.0
Issuer Name 0.7% Subindustry Name 5 16.1
Issuer Name 0.6% Subindustry Name 14 16.3



PFM Asset Management LLC

For the Quarter Ended June 30, 2023

SAMPLE CLIENT Market Update

For the Quarter Ended June 30, 2023
ESG Review

Holdings as of June 30, 2023
Bottom 25 Issuers by ESG Risk Rating

© PFM Asset Management LLC | pfmam.com

Issuer % Weight Subindustry
Subindustry 
Percentile

ESG Risk Rating
June 30, 2023

Issuer Name 0.5% Subindustry Name 21 29.9
Issuer Name 1.0% Subindustry Name 46 29.5
Issuer Name 1.5% Subindustry Name 84 29.4
Issuer Name 1.4% Subindustry Name 60 29.3
Issuer Name 1.2% Subindustry Name 77 28.7
Issuer Name 0.5% Subindustry Name 12 28.6
Issuer Name 1.0% Subindustry Name 72 28.5
Issuer Name 0.5% Subindustry Name 34 28.4
Issuer Name 0.6% Subindustry Name 38 28.4
Issuer Name 1.2% Subindustry Name 37 28.4
Issuer Name 1.4% Subindustry Name 56 28.3
Issuer Name 0.8% Subindustry Name 51 27.8
Issuer Name 0.8% Subindustry Name 35 27.6
Issuer Name 0.5% Subindustry Name 15 27.5
Issuer Name 0.6% Subindustry Name 62 27.4
Issuer Name 1.4% Subindustry Name 15 27.3
Issuer Name 0.5% Subindustry Name 23 26.4
Issuer Name 1.3% Subindustry Name 22 26.2
Issuer Name 0.4% Subindustry Name 13 26.1
Issuer Name 0.5% Subindustry Name 44 26
Issuer Name 1.4% Subindustry Name 48 25.3
Issuer Name 1.3% Subindustry Name 25 25.3
Issuer Name 0.6% Subindustry Name 13 24.8
Issuer Name 0.5% Subindustry Name 16 24.7
Issuer Name 0.8% Subindustry Name 15 24.6

Source: Sustainalytics. Holdings as of June 30, 2023. 

SAMPLE CLIENT



Disclaimer

Investment advisory services are provided by PFM Asset Management LLC (“PFMAM”), an investment 
adviser registered with the U.S. Securities and Exchange Commission and a subsidiary of U.S. Bancorp 
Asset Management, Inc. (“USBAM”). USBAM is a subsidiary of U.S. Bank National Association (“U.S. 
Bank”). U.S. Bank is a separate entity and subsidiary of U.S. Bancorp. U.S. Bank is not responsible for 
and does not guarantee the products, services or performance of PFMAM. The information contained is 
not an offer to purchase or sell any securities. Additional applicable regulatory information is available 
upon request. 

For more information regarding PFMAM’s services please visit www.pfmam.com.

Disclaimer

62

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

There is no guarantee the investment objectives will be achieved as the investment portfolio will only include holdings 
consistent with the applicable Environmental, Social, and Governance (ESG) guidelines.  As a result, the universe of 
investments available will be more limited.  ESG criteria risk is the risk that because the investment portfolio ESG criteria 
excludes securities of certain issuers for nonfinancial reasons, the investment portfolio may forgo some market opportunities 
that would be available to investment portfolios that do not apply ESG criteria. 

PFM Asset Management LLC ("PFMAM") is an investment adviser registered with the U.S. Securities and Exchange 
Commission and a subsidiary of U.S. Bancorp Asset Management, Inc. ("USBAM"). USBAM is a subsidiary of U.S. Bank 
National Association ("U.S. Bank").  U.S. Bank is a separate entity and subsidiary of U.S. Bancorp.  U.S. Bank is not 
responsible for and does not guarantee the products, services or performance of PFMAM.  The information contained is not 
an offer to purchase or sell any securities. Additional applicable regulatory information is available upon request.

For more information regarding PFMAM’s services or entities, please visit www.pfmam.com.
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