ROBERT SPRAGUE

‘OHIO TREASURER

CPIM
Commercial Paper Course
March 27, 2025

TRUSTED STEWARDSHIP - WISE INVESTMENT - BOLD INNOVATION

OHIOTREASURER.GOV/

3/11/2025

ROBERT SPRAGUE

Agenda

Definitions

Summary of Statutory Requirements
Commercial Paper Types

Investment Process

Credit Rating Agencies

Commercial Paper Markets
Conclusion

Commercial paper defined

e Short-term unsecured or collateralized promissory notes.

e Issued by large corporations or other entities as interest bearing
securities at par or more typically, at a discount to par.

e Used for short-term credit needs, i.e. payrolls, inventory, current
liabilities, account receivables, financing balance sheets.

* Maximum maturity of 270 days and issued in $100,000+
denominations.

e Issuers can sell directly to investors or through a dealer.
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Summary of Statutory Requirements

Ohio Revised Code Section 135.14 — Investing interim moneys of public subdivisions, effective October 3, 2023
Ohio Revised Code Section 135.142 — Board of education investment of interim moneys, effective October 3, 2023
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Summary of Relevant Commercial Paper O.R.C. Sections

Section
135.142

Section 135.14

135.14(8)
(7)(x)(i)

135.14(B)

135.14(8) (7)(a)(iv)

(7)(@)(iii)

135.14(8)
(7)(a) i)
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Summary of Relevant Commercial Paper O.R.C. Sections

« Up to 40% of interim moneys can be invested in commercial paper or banker
acceptances

« Entity is defined in O.R.C Section 1706.01(K), which lists corporations, limited liability
companies, and limited liability partnerships as eligible structures, among others
« Entity must have assets of at least $500MM

> Banker acceptances are short-term financial securities representing a future
payment typically between 30 and 180 days
> Not utilized in today's markets
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Summary of Relevant Commercial Paper O.R.C. Sections

" * Notes need to be rated, at time of purchase, in the highest classification by
135.14 (B)(7)(a)(i) i e e T e S T (G e ()

, « Aggregate value of notes can not exceed 10% of the aggregate value of the
135.14 (B)(7)(a)(ii) BT G ST o 7 e

135.14 (B)(7)(a)(iii) * Notes must mature no later than 279 days after purchase

135.14 (B)(7)(a)(iv)  Single issuer exposure limited to no more than 5%, at the time of purchase

@

3/11/2025

ROBERT SPRAGUE

Summary of Relevant Commercial Paper O.R.C. Sections

«Type and amount of training shall be approved by the Treasurer of State and may be conducted by or provided under the

«Treasurer or governing boards are required to complete additional training prior to investing in anything in Section 135.14(8)(7)
supervision of the same

«Treasurer or governing board must expect to reasonably hold the investment to maturity

«Requires an investment policy statement (IPS) to be on file with the Auditor of State
that they agree to abide by the IPS
provisions

* Requires the brokers, dealers or financial i d signthe IPS as
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Summary of Relevant Commercial Paper O.R.C. Sections

135.142 Board of ed

* 135.142(A) - same requirements as 135.14 (B)(7) and related subsections
regarding investments in commercial paper and banker acceptances

ation invest

nt of interim moneys

* 135.142(B) — same training requirement as 135.14(B)(7)(b)

* 135.142(C) — requires annual preparation of a report listing each investment
in commercial paper and bankers acceptances that goes to various parties
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Commercial Paper Types
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Commercial Paper Types

] i Section 4(a)2/144A
SelElHE SR

Available for bank obligations both direct

and via letter of credit (LOC) e

Most common in market
No limit on issuing terms;
Issued 270 days or less Issued 270 days or less however, programs are generally
limited to one year

. Issuer can gain improved rating through -
Used for current transactions only & P! s throug! No limit on use of proceeds

bank LOC
The obligation of the LOC bank to Can be issued as asset backed or
investor is irrevocable and unconditional floating rate note

%H
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Commercial Paper Types

; Asset-backed
Commercial Paper 8 Multseller
Commercial Paper securtty arbitage,

Backed by a pool of assets such as
consumer loans, treasuries, student

Unsecured loans, account receivables
Partially or ful

Can have first loss protections

Counterparty, liquidity risk

Asset, liquidity and counterparty Must be QIE? to purch
risk

2108 3 s mthsonl b et e enors
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Commercial Paper Risks

There are certain risks common to commercial paper (CP) and asset-backed commercial paper (ABCP) and certain risks only
associated with ABCP

/ Counterparty risk - uncertainty of being paid back

Interest rate risk - discount CP/ABCP reflects interest rates at the time of purchase, if rates increase,
CP prices for CP/ABCP can decline

Liquidity risk - CP/ABCP may not be easily sold under certain market conditions

ABCP — market disruptions of the underlying collateral can impact the security
quality of underlying collateral varies
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Investor Types

e Client investments of $5MM or more
Accredited « If client investments less than S5MM, then
Investor permissible types of commercial paper exclude 4(a)2
(private placements)

Qualified o Client investments of $100MM or more
Institutional Buyer  No limitation on permissible types of commercial
(QiB) paper
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Example of QIB Certification

m CERTIFICATE OF RULE 1448 QUALIFIED INSTITUTIONAL WUVER
AND SECTION HOHT) QU DPURCHASER |
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Commercial Paper Offering Types

Direct Dealer
SR 5. chose Offer SRS,
directly from through a
issuer broker/dealer
Minimum order
size depends on
Higher Can be primary issuer rules
minimum order or secondary
size issuance
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Investment Process
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Decision Considerations

o Liquidity Percentage Method
o Provides liquidity for daily
operations
o Can be used to diversify
portfolio allowing for longer
maturities

o Asset-Liability Method
o Short-term cash flow
management
o Laddered or barbell portfolio

comparison

%k
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Credit Review Process

Committee

e
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Credit Review Evaluation Process

Business § Financial § Liquidity

Risk Risk Risk
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Information Sources

From the issuer Alternative sources

Company filings — 10Ks; 10Qs, annual

News outlets/media
reports, quarterly reports 4

Press releases Broker/dealer research
Offering circular/term sheet Industry news sources
Investor presentations Credit rating agency reports
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Credit Rating Agencies
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Most Commonly Used Credit Rating Agencies

+ Provides detailed
and independent
credit opinion

Opinion includes a Nationally
ratin Recognized
9 Statistical Rating

Reflects the general Organizations

creditworthiness of

(NRSRO)
the issuer

23

BERT SPRAGUE

NRSRO Rating Matrix

| wooays | ____sep | Fin ]
Rating Description

Long-term  Short-term  Long-term  Short-term Long-term  Short-term

Aaa AAA AAA
(]
Aal AA+ AA+
© Al+ F-1+
(e o Aa2 AA AA
First Tier P-1
(U] Aa3 AA- AA-
€ AL A+ A+
o Al F-1
£ A2 A A
=] A3 A- A-
© Second Tier P2 A2 F-2
g Baal BBB+ BBB+
c . Baa2 p-3 BBB BBB
- Third Tier A-3 F-3

Baa3 BBB- BBB- %
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Commercial Paper Markets
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Commercial Paper Markets?

Spreads based on different rating categories I | Recent spreads based on calendar and maturity

Money Market Curves!

o

26

OBERT SPRAGUE

Commercial Paper Markets?

| Much of the CP market is issued by financial firms] ‘ ABCRiepresents alarselpercentarefofrecent |

amounts

Commercial Paper Outstanding ($B)

2/19/2025 577 60
271272025 sass 3501
1722/2025 5395 2601
Wow change 22 (X2
4-wesk Change 52 01
TO Change 79 £ ©9)

oo roded by Mess P s nd s
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Conclusion
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Conclusion

paper
Understand the relevant O.R.C. sections to ensure compliance
CP and ABCP can enhance yields but also carry different risk profiles

A robust research and monitoring process is essential to monitoring risks
Investment time horizon should match maturities

Use different information sources to enhance the research process

Engage legal counsel to ensure all applicable laws are applied prior to investing
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Scott R. Adams, CFA
Director of Investments
Scott.Adams@tos.ohio.gov
614-569-4378
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