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Office of the City Manager
INFORMATION CALENDAR

February 26, 2019

To: Honorable Mayor and Members of the City Council
From: Dee Williams-Ridley, City Manager
Submitted by: Henry Oyekanmi, Director, Finance Department

Subject: FY 2018 Fourth Quarter Investment Report: Ended June 30, 2018

SUMMARY

The City’s investment policy requires that a quarterly investment report be submitted to
the City Council on the status of the investment portfolio. The report includes all
investments managed by the City of Berkeley and provides information on the types,
values (par, book, and market), term, and yield of each security.

e The return on pooled investments for the quarter ended June 30, 2018 was
1.606% or .151% less than the 1.757% earned by the State Local Agency
Investment Fund (State LAIF), which is the benchmark for investment performance
used by the City. The return on pooled investments of 1.606% for the quarter
ended June 30, 2018 was .215% more than the rate of 1.391% earned in the
quarter ended March 31, 2018.

e The average return on all Retiree Medical Trust Fund investments was 3.807% for
the quarter ended June 30, 2018. This rate will continue to drop slightly in the next
few quarters as staff reinvests the proceeds of maturing securities at lower interest
rates.

CURRENT SITUATION AND ITS EFFECTS

Attached is a summary of quarterly reports for fiscal year 2018 fourth quarter ending
June 30, 2018 representing the status of the City’s investment portfolio. The report
includes all investments managed by the City of Berkeley and provides information on
the values (par, book, and market), term, and yield of each security.

Summary information by type of security and detailed information on each security is
provided on Exhibit 2-A. An evaluation of portfolio performance for this accounting
period compared to the previous three accounting periods is also included in
Attachment 1.
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Investment Report: FY2018 4th Qtr End June 30, 2018 INFORMATION CALENDAR

FEBRUARY 26, 2019

A. Portfolio Results

1.

Liquidity of Portfolio:

The average investment in the pooled portfolio matured in 546 days as of June
30, 2018. This is 80 days more than maturity days of 466 days as of March 31,
2018.

. Comparison of Results to Performance Measures — Pooled investments:

Quarter Ended June 30, 2018

The City’s yield on investments for the quarter ended June 30, 2018 was
1.606%, an increase of 21.5 basis points (.215%) from the 1.391% earned during
the quarter ended March 30, 2018. The short-term rate was 1.606%. The
average yield on a 90-day Treasury bill at the end of the quarter ended June 30,
2018 was 1.913%, an increase of 21.3 basis points (.213%) from the 1.700% at
the end of the previous quarter.

As summarized in Table 1, staff's overall results fell short of the performance
measure for the quarter by 15.1 basis points (.151%). Staff’'s performance was
under the performance measure in April by 7.8 basis points (-.078%); under the
performance measure in May by 28.7 basis points (-.287%); and, was under the
performance measure in Jun by 8.8 basis points (-.088%). The performance
measure for the return on investments is compared to the rate of return of the
State LAIF.

Table 1

For Quarter Ending June 30, 2018
Period City State LAIF | Difference
Apr-18 1.583% 1.661% -0.078%
May-18 1.567% 1.854% -0.287%
Jun-18 1.667% 1.755% -0.088%
Apr-Jun 18 1.606% 1.757% -0.151%
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3. Investment Results-Retiree Health Insurance Funds:

Average interest rates earned on the retiree health insurance trust funds for the
quarter ended June 30, 2018 compared to the quarter ended March 31, 2018
were as follows:

Table 2

EARNED INTEREST RATES

For Quarter Ended 06/30/2018 Compared To 03/31/2018

3rd Qtr 4th Qtr
03/31/18 | 06/30/18

Trust Fund

Retiree Medical Trust Fund (Misc 4.647% | 4.428%

Employees)
Fire Retiree Medical Trust Fund 4.015% | 3.599%
Police Retiree Medical Trust Fund 3.894% || 3.395%

The rates earned on these plans will continue to drop slightly over the next few
quarters as staff reinvests the proceeds of maturing securities at lower rates.

Details related to retiree health trust fund investments are in Attachment 3, Exhibits
3-A, 3-B, and 3-C of this report.

B. Discussion of Interest Rate Environment and Outlook

On November 8, 2018 the Federal Open Market Committee issued its latest
statement on the economy and interest rates:

Information received since the Federal Open Market Committee met in September
indicates that the labor market has continued to strengthen and that economic
activity has been rising at a strong rate. Job gains have been strong, on average, in
recent months, and the unemployment rate has declined. Household spending has
continued to grow strongly, while growth of business fixed investment has
moderated from its rapid pace earlier in the year. On a 12-month basis, both overall
inflation and inflation for items other than food and energy remain near 2 percent.
Indicators of longer-term inflation expectations are little changed, on balance.

Yield Trend

Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability. The Committee expects that further gradual
increases in the target range for the federal funds rate will be consistent with
sustained expansion of economic activity, strong labor market conditions, and
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inflation near the Committee’s symmetric 2 percent objective over the medium term.
Risks to the economic outlook appear roughly balanced.

In view of realized and expected labor market conditions and inflation, the Committee
decided to maintain the target range for the federal funds rate at 2 to 2-1/4 percent.

In determining the timing and size of future adjustments to the target range for the
federal funds rate, the Committee will assess realized and expected economic
conditions relative to its maximum employment objective and its symmetric 2 percent
inflation objective. This assessment will take into account a wide range of
information, including measures of labor market conditions, indicators of inflation
pressures and inflation expectations, and readings on financial and international
developments.

In the current interest rate environment, staff expects returns in FY 2018 to be
slightly higher than the returns earned in FY 2017, as the Federal Reserve Board
moves short-term rates up gradually. Also, the City’s rate earned is expected to be
higher than the City’s benchmark (State LAIF) and comparable to rates earned by
most other cities in California, a sample of which is reflected in table 3 below:

Table 3
Other California Cities Earned Interest Rates
For the Quarter Ending June 30, 2018

City Rates Earned

Palo Alto * 2.20%
Sacramento 2.05%
San Francisco 1.92%
Oakland 1.86%
San Jose 1.81%
Berkeley 1.61%

*Investment policies allow maturities out to 10 year, so higher rates were locked in longer; the other cities’ maximum maturity is 5 years.

The City’s investment strategy will continue to focus on (1) locking in reasonable
rates on long-term investments, when opportunities present themselves and (2)
matching of investment maturities to cash flow.

BACKGROUND

Pooled Investments

Short-term cash is invested primarily in government sponsored enterprises (referred
to as Federal Agency) notes securities for periods of one to five years. Additional
cash is invested in a money market fund or overnight securities to meet the liquidity
needs of the City.
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In some cases, the City may have investments with a current market value that is
greater or less than the recorded cost. These changes in market value are due to
fluctuations in the market and have no effect on yield, as the City does not intend to
sell securities prior to maturity.

e Retiree Health Trust Fund Investments

The City agreed to provide retiree Health insurance coverage for fire, police and
miscellaneous employees under certain terms and conditions. An actuarial study
commissioned by the City many years ago determined that, in addition to City
Contributions, an average rate of return of 7% on miscellaneous employees trust
fund assets invested must be achieved to fund the retiree health benefit at the
desired 70% level. Primarily as a result of the Federal Reserve Board’s decision to
keep short-term rates near zero for the last 10 years, the average rate currently
earned is significantly below that.7% level. City Finance Department staff manages
these investment portfolios.

ENVIRONMENTAL SUSTAINABILITY
There are no identifiable environmental effects or opportunities associated with the
subject of this report.

CONTACT PERSON
Henry Oyekanmi, Director, Finance Department, 981-7300

ATTACHMENTS

1. Portfolio Evaluation FY 2018
2. Investment Report Analysis FY 2018
a. Exhibit 2-A: Pooled Cash and Investments
b. Exhibit 2-B.1 through 2-B.3: Interest Earnings Apr 2018 — Jun 2018
c. Exhibit 2-C: Book Value By Investment Type
d. Exhibit 2-D: Current Holdings vs. Policy Limits
e. Exhibit 2-E: Investment Portfolio Trend
3. Summary of Pooled and Cash Investments FY 2018 —Trust Funds
a. Exhibit 3-A: Retiree Medical Trust Funds —Misc.
b. Exhibit 3-B: Retiree Medical Trust Funds —Fire
c. Exhibit 3-C: Retiree Medical Trust Funds —Police
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Portfolio Evaluation Attachment 1
Quarter Ended June 30, 2018

Quarter Ending

June 2018 March 2018 December 2017 September 2017
Total Portfolio
Pooled Cash and Investments (COB) S 402661365 S 384.413.163 S 388.015.576 $ 323.928.240
Pooled Cash and Investments (Trust) ~____ 43451.692 _ 43.578.087 43142695 —43.011.693
Total Cash and Investments S 446.113.057 S 427.991.250 S 431.158.271 S 366.939.933
Average Life of Investment Portfolio
Pooled Investments (CoB) 546 days 466 days 521 days 613 days
Trust Investments 6.388 years 5.854 years 5.071 years 5.320 years
Weighted Yield
Pooled Investments (CoB) 1.606% 1.391% 1274% 1.269%
Trust Investments 3.807% 4.185% 4.265% 3.981%
Prime Rate 5.000% 4.750% 4.500% 4.250%
91-day Treasury Bill Rate 1.913% 1.700% 1.376% 1.041%
2-year Treasury Note Rate 2.528% 2.266% 1883% 1483%
Cash and Investments Maturity .
Within one year S 223.310.573 50.06% S 199,719,197 46.66% $ 254745898 59.08% S 171.239.652 46.67%
Between 1 to 3 years 184.410.289 41 34% 194,527 248 45.45% 137,150,371 31.81% 150,974.596 41.14%
Between 3 to 5 years 12,637,510 2.83% 7.700.870 1.80% 23,159.630 537% 28.313.043 7.72%
Between 5 to 10 years 25.754.685 577% 26.043.935 6.09% 16.102,372 3.73% 16.412.642 4.47%
Over 10 years - 0.00% - 0.00% - 0.00% - 0.00%

Total S 446.113.057 100.00% S 427.991.250 100.00% S 431.158.271 100.00% S 366.939.933 100.00%
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Attachment 3

Summary of Pooled Cash and Investments - Trust Funds
(Market Value)
As of June 30, 2018

Pooled Cash
Investments Gain/Loss on & Investments
Pooled Cash (Book Value) Investments (Market Value)
Retiree Medical Trust Fund
Fund No.
941 BHA $ 28,340 $ 285,631 $ 2,181 $ 316,152
942 M1=IBEW (2.594) 183,801 3,398 184,605
943 M2=Local 1 456,493 6.780.470 160.030 7.396,993
944 MUI=Z1 59,354 1,694,338 53.750 1.807.442
945 MUI=Z2 to Z6 108,426 2,216,976 60,582 2,385,985
946 M535= Local 535 349,008 7.080,374 221,486 7.650,868
947 M3=Local 790 256,818 5,017,628 100,402 5,374,848
Total Retiree Medical Trust Fund 1,255,845 23,259,218 601,829 25,116,893
Fire Medical Trust Fund
949 Fire Medical Trust Fund 1,577,563 8,560,992 (17,104) 10,121,452
Total Fire Medical Trust Fund 1,577,563 8,560,992 (17,104) 10,121,452
Police Medical Trust Fund
903 Police EE Retiree HLT Assistance Plan 134,668 1,694,254 (38.017.91) 1.828.922
905 Safety Members Pension Fund 37.210 - - 37.210
950 Police Medical Trust Fund 963.761 5,323,863 10,673.94 6.277.624
970 Pension Annuity Fund Trust Investments = = - 0
970 Pension Annuity Fund-Mass Mutual 96,934 - 96,934
Total Police Medical Trust Fund 1,125,640 7,115,052 (27,344) 8,213,348

Total Trust Funds $ 3,959,048 $ 38,935,262 $ 557,382 $ 43,451,692
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