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The current environment, which is characterized by exceedingly low interest rates, may cause clients to reevaluate
their cash management programs. Investors are increasingly turning to substitutes for traditional cash vehicles, and
may be inadvertently sacrificing liquidity — or raising credit risk — for return potential. We believe that prudent cash
management is an important element to achieving long-term investment goals. At IR+M, we are a dedicated partner to
our clients, and we seek to identify and implement solutions directed at accomplishing those goals.

When Preparation Meets Opportunity

% As Liquidity Squeezed, Credit Became Cheap bps * In response to the coronavirus pandemic and uncertainty
3 8 around the globe, investors are reassessing their liquidity
===1-3 Yr Credit YTD Total Return requirements, risk tolerance, and expected return potential.
2 =1 Yr Treasury Bid/Ask Spread 5-Day Average (RHS) » During the volatility witnessed in March, investors with
6 operating cash shortfalls faced vanishing liquidity, and
1 some were forced to sell assets below their fair value.
Even investments considered the most resilient, such
as Treasuries, suffered a significant blow to their
0 4 liquidity.
« Conversely, investors with ample liquidity were handed
-1 an opportunity to invest in high-quality assets at
2 discounted prices. Being a liquidity provider in these
2 times, and taking what the market gives you, can be a
prudent allocation of capital.
+ We believe that proper preparation — combined with
'31/20 2120 3/20 4120 5/20 0 disciplined investing — allows participants to take
advantage of opportunity during market dislocations.
Using Tiers: Liquidity Versus Market Risk
* Optimizing a cash portfolio is an essential Know Your Time Horizon & Your Risk Tolerance
component for treasurers and investment
committees. An effective strategy employs accurate
forecasting for both operating cash and working Cash Tier Operating Working Liquid
capital, and a properly defined risk tolerance for Cash Capital Investments

investable assets.
* Principal protection and liquidity are paramount to

) ) B ) . . 0-12 6-24 More than
those who invest in cash. Traditional vehicles for Time Horizon months months 2 years
cash include deposit accounts and money market
funds. However, low interest rates and financial
regulation have reduced the attractiveness of these Risk Tolerance Lowest Low Medium

options.
* We Dbelieve that short-duration fixed income
strategies are an attractive solution. These
mandates may provide a boost to portfolio income Investments
while maintaining healthy liquidity and limiting
downside risks.

Sources: Bloomberg, Bloomberg Barclays as of 5/31/2020. The blue line in the upper left hand chart represents the rolling 5-day average of the difference between bid price and ask price on the BloomBarc 1 Year Generic US
Government Bill Index. The green line is the year-to-date total return for the BloomBarc 1-3 Year Credit Index The views contained in this report are those of IR+M and are based on information obtained by IR+M from sources that are
believed to be reliable. This report is for informational purposes only and is not intended to provide specific advice, recommendations for, or projected returns of any particular IR+M product. No part of this material may be reproduced
in any form, or referred to in any other publication, without express written permission from Income Research & Management.
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Preserve Capital, Improve Returns

An overarching concern of cash investors is the safety of % Short Credit Returns Positive Through Market Cycles
their principal. Recently, some market participants have -

even signaled a willingness to pay for protection — with
negative yields on risk-free US Treasuries.

However, short-duration bonds provide additional yield g
over Treasuries and have a lengthy history of capital
preservation. The BloomBarc 1-3 Year Credit Index has

had positive annual returns in every year since 1998. 6
Liquidity is also vital to investable cash and, as such, we
tailor our portfolios to each client’s needs. In most cases, a | |

@1-3 Year Credit Index

Goldilocks approach is best — not too hot, and not too cold. 3

We believe this means a diversified combination of

liquidity, credit quality, and yield. | I I ‘ | |
Maintaining portfolio liquidity, through allocations to o R I L
Treasuries and agency securities, may provide additional 1999 2003 2007 2011 2015 2019
sources of cash during uncertainty, when revenues and other cash inflows cease. Alternatively, these allocations can be used
as ‘dry powder’ when market dislocations produce attractive investment opportunities.

Spread product, such as high-quality corporate and securitized sectors may increase income and improve overall portfolio
diversification. Recently, many of these bonds received support from the Federal Reserve; we expect this to benefit the risk-
return profile of short duration fixed-income strategies.

Staying Short But Seeking Yield

\El,(/eol)d Improve Yield & Limit Duration With BB Corporates » For investors who are less regulated or have little need
8 for cash on hand, an alternative to extending duration
7 ° may be a short diversified income portfolio, increasing

High Yield Corp yield instead through credit exposure.

6 1-5 Yr BB Corp + These mandates opportunistically seek yield in shorter

5 2% Cap o maturities rated BB or better, focusing on companies with

4 stable credit profiles. Historically, short-duration BBs have

higher risk-adjusted returns, and the addition of

3 securitized bonds may diversify and dampen volatility of
2 e 1-5YrBBB Corp the portfolio.

1-3 Yr Credit L . -

1 ° ® 1.5 Yr Credit + Additionally, these short-duration bonds exhibit lower

1-3YrAgg e interest rate sensitivity, roll down quickly, and are “self-

0 0 L 5 5 4 : liquidating” — improving portfolio liquidity and allowing for

Duration (Years) reinvestment.

Managing the balance between cash flow requirements and short-term investments can be laborious and risk-laden,
with little compensation to show for it. Now may be an excellent time for an alternative to low-yielding deposit
accounts and money market funds — short duration fixed income. At IR+M, we are committed to partnering with our
clients and navigating this difficult environment together. We believe our bottom-up investment philosophy and risk
management practices may ease the burden of cash management and improve investment results over the long term.

Sources: Bloomberg, Bloomberg Barclays as of 5/31/2020. The top right chart shows rolling calendar returns for the BloomBarc 1-3 Year Credit Index as of 12/31/2019. Each data point in the bottom left chart represents a Bloomberg
Barclays Index. The views contained in this report are those of IR+M and are based on information obtained by IR+M from sources that are believed to be reliable. This report is for informational purposes only and is not intended to
provide specific advice, recommendations for, or projected returns of any particular IR+M product. No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission from
Income Research & Management. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc
(collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or
endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither
shall have any liability or responsibility for injury or damages arising in connection therewith.



