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Summary

Local government investment pools (LGIPs) are Safety
one of the most common investment products @ Safety is achieved through
utilized by state and local governments
nationwide. Because public funds must be
protected while remaining liquid, LGIPs typically
invest in low-risk, short-term instruments. One of involvement of a third-party
the most common investments utilized in LGIPs are custodian
repurchase agreements, or “repo(s).” Repos are
widely used in money market funds and LGIPs Liquidi

. iquidity
because they support the key investment
objectives: safety" liquidity, and yield. Liquidity is maintained

Key Features

high-quality collateral, over-
collateralization, and the

because repos typically
Additionally, repos allow investment managers to mature quickly, often
maintain flexibility in managing the pool’'s cash
flows. Because local government participants may o )
deposit or withdraw funds frequently, LGIP meet participant withdrawal
managers must ensure that the portfolio contains requests
enough short-term investments to meet these
needs. For LGIPs that follow the rules of GASB 79, o Yield
10% of the assets must‘hove maturity of one day /o Yield is generated through the
and 30% must mature in seven days or less. As a
result, repos serve as a core investment to meet
short-term liquidity needs. term loan to the dealer

overnight, allowing the pool to

interest earned on the short-

'While our conservative investment approach promotes safety, investing in securities carries varying degrees of risk and

we cannot guarantee safety of principal.
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Repurchase Agreement Details

A repurchase agreement is a short-term borrowing and lending arrangement involving
securities. In a repo transaction, one party (dealer) sells securities to another party (LGIP)
with the simultaneous agreement to repurchase those securities at a specified price on a
future date. Economically, the transaction functions like a secured loan. In this instance,
the LGIP usually acts as the cash investor. It provides cash to a financial institution—often
a bank or dealer—in exchange for securities as collateral. From the perspective of a
dealer, a repo is used as a funding mechanism to purchase securities for its inventory.
These securities typically include U.S. Treasury securities, federal agency securities, or
other highly rated government-backed instruments. For those LGIPs that are rated, credit
rating agency guidelines will also come into play. The maturity of repo agreements is
typically overnight, although term repos lasting several days or weeks may also be used
depending on liquidity needs. The repo structure allows the LGIP to earn a return similar to
overnight federal funds while maintaining a high level of safety and liquidity. The example
below depicts a flow of funds for a $100 million repurchase agreement at a yield of 3.63%.
The LGIP wires $100 million to the custodian bank, the dealer delivers $102 million of
securities ($100 million of securities plus $2 million for over-collateralization).

When the transaction closes, the dealer sends back $100 million of cash plus $10,083 of
interest, and the custodian releases the securities back to the dealer. Typically, when a
dealer continues to roll a repo with an LGIP, the collateral does not move back and forth
daily. The collateral continues to be held by the custodian, but the dealer delivers interest
earnings daily.
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Safety Features

In a tri-party repo, the custodian bank manages collateral on behalf of both parties. This
arrangement simplifies operational processes and enhances risk management because
the custodian is responsible for holding the collateral, valuing it daily, and ensuring that
the collateral meets agreed-upon requirements.

Under this structure, the custodian bank performs several critical functions. First, it holds
the securities collateral in a segregated account, ensuring that the collateral is protected
and not commingled with the dealer's own assets. Second, the custodian marks the
collateral to market daily. If the market value of the collateral falls below the required
level, the dealer must provide additional securities to maintain the agreed
collateralization level. Third, the custodian handles settlement and administrative tasks,
such as transferring securities and cash at the start and end of the transaction. These
services reduce operational risk and increase transparency for an LGIP.

To further reduce risk, repo transactions typically include over-collateralization, meaning
the market value of the pledged securities exceeds the amount of cash invested. For
example, a repo agreement might require collateral equal to 102 percent of the cash
provided. If an LGIP invests $100 million in a repo, the broker-dealer might be required to
pledge $102 million worth of eligible securities. This “haircut” helps protect the investor in
case the value of the collateral declines before the transaction matures.

Advances in the Repo Market

The repo market is a critical element to the
plumbing of financial markets worldwide.
According to the Office of Financial
Research (OFR), the U.S. repo market size—
measured as daily average exposures—is
approximately $12.6 trillion”>. Of this
amount, $4.4 trillion is centrally cleared,
$3.1 trillion is tri-party and$5.0 trillion is
bilateral. While the repo market operates
efficiently most of the time, there have
been episodes of Treasury-market stress
(e.g. in 2014; a repo spike in September
2019; and the March 2020 “dash for cqsh").
As a result, the Securities and Exchange
Commission (SEC) concluded that too
much Treasury and repo activity occurred
outside  central clearing, creating
counterparty and liquidity risk. The SEC has
moved to push ahead reforms that require
a path to central clearing in the US.
Treasury market.

Effective June 30, 2027, the SEC will require
treasury repurchase agreements to be
centrally cleared through the Fixed Income
Clearing Corporation (FICC), a DTCC
subsidiary that acts as a central
counterparty. Once a repo trade is cleared,
FICC becomes the buyer to every seller and
the seller to every buyer, guaranteeing
settlement. This makes FICC repos
systemically more  important  than
traditional tri-party repos going forward. It
is important to note that state and local
governments are explicitly excluded from
the SEC’s Treasury and repo clearing rule.
However, LGIPs are still affected because
their dealer counterparties must
increasingly clear Treasury repo through
FICC, which changes deadler balance-sheet
usage, pricing, and the availability of
uncleared tri-party repo.

2www financialresearch.gov/the-ofr-blog/2025/12/04/sizing-us-repo-market
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Conclusions

Repurchase agreements are a fundamental investment of many LGIPs. By functioning as
short-term, secured lending transactions, repos allow LGIPs to invest excess funds safely
while maintaining high liquidity. Tri-party arrangements add an additional layer of
operational control and transparency through the involvement of a custodian bank that
manages and values collateral. High-quality collateral and over-collateralization further
protect public funds. In the future, centralized clearing of repos through FICC will
eliminate counter party risk and improve liquidity in times of financial stress. Together,
these mechanisms help ensure that LGIPs can achieve their primary goal: safeguarding
public money while generating stable returns for participating local governments.
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Disclosures

© 2026 Chandler Asset Management, Inc. An independent, SEC-registered investment adviser. This report is
provided for informational purposes only and should not be construed as specific investment or legal advice.
The information contained herein was obtained from sources believed to be reliable as of the date of publication,
but may become outdated or superseded at any time without notice. Any opinions or views expressed are based
on current market conditions and are subject to change. This report may contain forecasts and forward-looking
statements which are inherently limited and should not be relied upon as an indicator of future results. Past
performance is not indicative of future results. This report is not intended to constitute an offer, solicitation,
recommendation, or advice regarding any securities or investment strategy and should not be regarded by
recipients as a substitute for the exercise of their own judgment. Fixed income investments are subject to interest
rate, credit, and market risk. Interest rate risk: The value of fixed income investments will decline as interest rates
rise. Credit risk: the possibility that the borrower may not be able to repay interest and principal. Low-rated bonds
generally have to pay higher interest rates to attract investors willing to take on greater risk. Market risk: the bond
market, in general, could decline due to economic conditions, especially during periods of rising interest rates.
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