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Cash Portfolios Can be Stratified by
Liquidity and Investment Horizon

Each Tier is distinct and can be ben&@}«ed.

Tier 3
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Why Benchmark Corporate Cash Portfolios?

G .
Measure portfolio performance under similar market cond&\r\s\(\
Determine opportunity cost (\G
Assess level of risk taken (\6«
Attribute the quality of performa Q\
Yield curve posmonlng q
Sector selection

Credit demsm{\@

Model p
gﬁnarks can be used to create simulated portfolios
valuate risk/return of different securities
Credit quality
Duration/maturities
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Taxable Fixed Income . \\
iMoney Net G\@
6 month LIBID (\

Merrill Lynch O0-1 Year %és\@
Merrill Lynch 1Y Nil
Merrill Lync ?&’ ovt/Corp.
\taged Fixed Income
Q PSA Muni Index
(LQ Lehman Bros. 1 Year Muni Index

Bond Buyer AA GO
Merrill Lynch 0-3 Yr. Muni Index
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Performance Measurement
Compare Performance TROR to Benchmark TROR

Total rate of return . \\
Time-weighted (\G\@
Not yield but return . (\6.

After-tax ?\

Use AIMR-PPS

Tax adjust eithe turn or coupon return
Actual monthl ‘@
Ge&n@@ly link monthly returns

nt methods of calculation
erailing 1, 3, 6, 12 months
Year-to-Date and Inception-to-Date
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Annual Benchmark Returns
Risk/Return Trade-Off

Historically, the longer the maturity the higher the expected total rates of

return. The trade-off has been higher volatility which can @gated
through active management.

o
(/\‘\ |

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

SBr 3-Mth Treas Bill SBr 1-yr Treas Benchmark
Merrill Lynch 1-3 Yr Govt W SBr Treas-1-5yr
Merrill Lynch 3-5 Yr Govt SBr 5-yr Treas Benchmark
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Viable alternative as a passive strategy ’ @X\
Neutral position
Without fees or transaction costs ‘\(\6'
Consistently calculated and obtained fr rrgﬁird party
Reflect liquidity needs and risk q
Represent similar duratio rket sectors as portfolio

.

Should have simila i Y
Similar eligibleA s% nts

QO
©’7/
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Back test data over market cycle C;\GX )
Risk/Return profile ) 6’(\
Measure volatility of index returns ?\(\

Range of changes in duration 3(
Number and size of negat

Customized or blended Q%
Specify comp%QA eightings

0
o
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Specialized way to measure investment manager \@X\
Use a specific list of securities (\
Combined with multiple published md@ (\6’

Arrive at an expected rate of retur

Drawbacks ﬂ
Complex can be cos and maintain
Benchmark co é\ ay drift over time
Composm % e reviewed annually

OSQ mirror the index to reduce tracking error
@
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Risk/Return Profile

As of June 30, 2001

W

JLCESTY) Total Rate of Return Standard Deviation of Returnt\‘&a?tlon Adjusted Returns
Index 1Y, 3Yrs. 5Yrs. 10Yrs. 1Yr. 3 Yrs 5 s s 1Yr. 3Yrs. 5Yrs. 10 Yrs.
1YearGovt. 835 6.07 608 573 071 081 827 6.01 6.02 567
1-3YearGovt. 9.60 6.44 643 648 099 \g 1 30 164 640 429 429 432
1-5 Year Gowt. 10.56 6.66 6.66 6.8 88 183 227 480 303 303 313
3-5 Year Govt. 12.52 7.09 7 11 @G 298 294 344 501 284 284 3.04
5YearGovt.  12.97 6.51 \ 233 378 370 415 432 217 220 240

’LQQ
© B
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Historical Risk/Return

One Year ended June 30, 2001 \S\G ¢

4 1-5Yr. Treas. 6\6“\\
10.0%
A

2
oo A1Yr. Trea%@ﬁ

QQ'\'%

©

5.0%

9.0%

Annualized Total Rate of Return

0.0% 1.0% 2.0% 3.0%
Annualized Standard Deviation of Monthly Returns (Risk)
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Historical Risk/Return
Efficient Frontier

Three Years ended June 30, 2001 \S\G *

10.0% ‘8,00

9.0%

8.0% dge
%\\
x‘ ¢ 1-5Yr. Treas.

6.0% Q
@ IL 1Yr. Treas.

5.0%

Annualized Total Rate of Return

0.0% 1.0% 2.0% 3.0%
Annualized Standard Deviation of Monthly Returns (Risk)
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Historical Risk/Return
Efficient Frontier

10.0% E 0

9.0%

8.0% dge
%\\
%‘ ¢ 1-5Yr. Treas.

6.0% rLQ 1Yr. Treas.

5.0%

Annualized Total Rate of Return

0.0% 1.0% 2.0% 3.0%
Annualized Standard Deviation of Monthly Returns (Risk)
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Benchmark Characteristics
Merrill Lynch 1-5 Govt/Corp Index

40 —

Sector
Utilities
Other
. 0,
Sovereigns 0.50% 2.60%

2.80%

Finance
15.50% e | | |
3 g 0to <0.25 0.25to0 <1 1.0to <2.0 2.0to <3.0 3.0to <4.0 4.0to <5.0
Industrial BAA1
6.30% a3 0.30% Credit Quality
US Agency & 1.10%
Q Treasury A2
(L 72.30% SR AAA+
74.87%
Al
@ 3.10%
JAVARC
6.01%
JAVAVA
2.80% AA1l
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Benchmark Characteristics
Merrill Lynch 1-5 Govt/Corp Index

W

Inception Date of Index 4/30/19 @X‘
# of Issues
Average Credit Quality ?\(\

Market Weighted Coup @\‘ 6. 262

Yield to Maturlty 3.906
Yield to Wor\ 3.847
Modified |on 2.465

= @%@ onvexity 0.056
@ on Adjusted Spread 49
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Benchmark Return Patterns
Merrill Lynch 1-5 Govt/Corp Index

W

Composition of Total Return

As of 8/31/2001 . (\@S\

Total RA:
Return \O@ rn

1 Month O;‘@Qe 0.229 0.497
3 Month X 1.195 1.524
6 Month Q'\' 335 1.192 3.143
1 Ye 10.925 4.297 6.628

©
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Benchmark Returns
Merrill Lynch 1-3 General Obligation (Municipal)

W

Components of Total Return G\ag\-\
As of 8/31/2001 AN

\(\ Taxable  After

Total Priceeﬂ Equivalent Tax

Return R Return Return

1 Month 1.159 6(3?71 0.449 1.40  0.91
3 Month 1.92@\\ 0.56 1.364 266  1.73
6 Month . 0.796 2.788 5.09 3.31
1 Year@ (LQ .393 1.789 5.604 10.41 6.77
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'\@X‘
Wind River Systems, o
Kurt Zum ‘ﬁ\'a'

Tre r







Net Income was $ 981 M G
2

Nasdaqg stock ticker is SUNW . (\
Investment Portfolio: $6.2 B

Portfolio Composition: aﬁ
Corporate Notes & Bég @\O $1.7 Billion
Asset-backed & Morif Chcked Securities 1.5 Billion
UusS Governmg;@ cy Securities 1.5 Billion

Cash E@@ .8 Million




Sun Microsytems
Portfolio Allocation

Sun Microsystems has 7 portfolios allocated among: \@X\
Money Market Funds

G

Five Investment Managers ‘\(\6'(\
Investment strategies are distinct

Each portfolio has custom g @m&

Each portfolio is a suly- e overall policy
Investment Manag \&t for their fixed income expertise
Diversify b&r: ment style and strategy

tidn

Sect

e@; selection
uantitative systems

Stress test portfolios
Compliance checking, pre-trade and post-trade




Sun Microsystems
Treasury Curve

Portfolio Assets diversified and distributed along yield ¢ \\
Treasury curve - segmented by pools and averagé. ion

Less than 1 year ?‘\(\

Average 1 year duration

1.5 year duration \O@ﬂ
2.2 year duration Qe
3 year duration ‘\6

Decisions basegf)% ensive analysis

QO
@rL




Sun Microsystems
Portfolio Duration

W

Considered various portfolio durations, multiple sectors®. @X\

0-1 year
0-2 years ?‘\(\@(\

1-3 years
1-5 years \O@ﬁ
3-5 years Qe
5-7 years ‘\6
Detailed evalugtio termlned

Acce@@ k/return profile over 3, 5, 10 years

ble levels of volatility under different subperiods
oncentratlons

Sun selected different durations for liquidity portfolios

Ranging from .75 - 2.2 years




Sun Microsystems

Benchmarks
Process taken using the market benchmarks \@X\
Asset Allocation Study G

and income return

Returns by credit qualit @;: MBS 0-5 years AAA-
rated K{S

Duration risk  * 6Qe
Sector ris \s, scatter diagrams
Use '&rks for ongoing performance tracking
mpose returns for tracking
@ erformance attribution
Tracking error
Sector weights vs. benchmark

Evaluate historical volatilities of re&@%’%t price




Sun Microsystems
Portfolio Allocation

W

Balance sheet assets allocated by ‘\6\\
Domestic portfolios and offshore portfolios (\G
Unigue objectives and goals ¥ (\

Liquidity needs differ based on casly fl§ws
Different investment horizoni)@

Individualized guideli e%e
Separate portf 0{@ tinct, custom benchmarks

N
QO
©'L




Sun Microsystems
Ongoing Monitoring

\00 *
Use benchmarks to evaluate manager performance _° @X\
Measure monthly, quarterly, trailing 12 montpa lon to

date performance .
: . <,\(\

Volatility measured by duration *

Credit quality drift
Sector allocation 6\0
Convexity for MBi
Review monthl maIIy on quarterly basis

Quar @ olidated review with third party consultant
rterly manager and consultant updates
In@ial review of portfolios posted on Intranet for Sun Treasury




Sample Manager Performance vs. Benchmark

W

Apr00 N\WVBwf0 Jun00 Jul00 Aug00 Sep00 Oct-00 Nov-00 Dec-00 JanOl FebOl MarOl AprOl MayOl JunOl
Manager C  0.36 0.40 1.04 0.65 0.84 0.89 0.54 1.10 1.27 1.39 0.78 0.81 0.31 0.63 0.41
Benchmark  0.23 0.36 1.09 0.68 0.77 0.78 0.47 0.97 ) 1.34 0.66 0.88 0.28 0.64 0.38

EManager C lBenchmark




Sample Manager Performance Review

Average Portfolio Duration

3.00

2.75

2.50

2.25

2.00

1.75

1.50

1.25

1.00

0.75

0.50

0.25

0.00

] Augo0 | Sep00 | Oct-00 |Nov-00 |Dec-00 | Jan-01 |Feb-01 |Mar01 | AprOl | May Ol | JunOl
0.29 0.40 0.36 042 0.38 0.28 0.25 0.23 0.21 0.27 0.35 0.46 0.87 1.00 1.02 0.99 1.10 0.87

>
o
8
g
8
8
8

Manager A
Manager B | 0.65 0.56 0.50 062 0.98 0.87 1.05 0.90 091 0.80 0.92 0.78 0.83 0.78 0.77 0.87 0.98 0.89 093
Manager C 0.59 1.01 1.21 151 1.39 161 1.78 1.79 1.73 1.95 1.85 1.76 1.77 1.83 1.65 1.66 1.70
Manager D 143 1.79 2.08 213 227 2.09 210 2.36 246 248 229 219 2.18 224 222 205
Manager E 143 207 219 237 234 235 234 244 2.36 242 2.38 250 242 2.38 255 255
Manager F | 0.63 047 0.68 0.89 1.15 1.21 1.16 112 1.16 112 1.18 1.21 1.28 141 145 148 1.49 158 154

B Manager A ™ Manager B M Manager C EManager D Manager E




Sun Microsystems
Conclusion

Benchmarks are valuable tools \6&\
Use benchmarks extensively

Simulate portfolios using historical ret&f\@@hs under

different market conditions

To construct model portfoliomeﬂ

Evaluate performance f @ ger selection
Provide ongoin r@%g of managers or portfolios
|dentify sty d@

Highlj tial risks in management style

o







Return vs. Yield

Yield to Maturity \6\\
Assumes a constant reinvestment rate @G
Calculated by applying a dISCO ch cash flow
of a bond, market value is su esent value of all
cash flows q

Assumes a buy an trategy
Assumes aII are reinvested at the same rate of

interest %
a‘ te rise during life of security, reinvestment

ses and return is higher

flnterest rates fall during life of security, reinvestment
rate declines and return is lower
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Return vs. Yield

Yield to Cal '\@\ |
Assumes a constant reinvestment rate @G
y

Calculated to the call date and applying a
discount rate to each cash flo nd market value
IS sum of the present % 7¥I cash flow

Used to compare S S upon purchase

Always use Y orst lowest of YTC, YTM, YAL
Assu s% and hold strategy
“ﬁ bond it may trade on YTC or YTM

\ gpending on level of interest rates and if at premium
o call price
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Return vs. Yield

\<\°

Current Y|eId
Coupon interest rated divided by its market va
Ignores impact of premiums and amoru @{Ser time
Often used to project interest incom
Overstates yield when marke@e rops (unrealized losses)
Vv

Understates yield when alue rises (unrealized gains)
Overstates high o& yoremium securities

Book Yleltgn

YT?/ aturity using original purchase price
Often used to project interest income e
Book yield can fluctuate sharply when securities are traded i il |

©2001 Bridgebay Financial, Inc.



Return vs. Yield

0 r * 1 i 4 = \00 .
Total Rate of Return \\
G\‘b«

Dollars in and dollars out analysis

Captures all of the changes in the valug vestment over
time

[Ending Market Value(adjuste ? Inflows and outflows)] -
[Beginning Market Value %@u t and dividends earned] +
[Accrued interest a ds] / Beginning Market Value

@&%‘émv BMV) + (1) + (Al)

@Monthly returns are linked and not annualized because it
overstates capital gains/losses
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Maturity or Duration
Risk and Volatility Measure

W

7% Coupon, 5 Yeai Mawiity @ Par

% N

7% Coupon, Ca'larle in 2 years @ 101. 5 Year Maturity @ Par

o~

Zero Coupon, 5 Year Maturity @ Par, IRR 7%

A
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