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Office of the City Manager
INFORMATION CALENDAR

October 15, 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 2019 Third Quarter Investment Report: Ended March 31, 2019

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 March 31, 2019 was
2.195% or .200% less than the 2.394% 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 2.195% for the quarter
ended March 31, 2019 was 19 basis points more than the rate of 2.005% earned in
the quarter ended December 31, 2018.

e The average return on all Retiree Medical Trust Fund investments was 3.97% for the
quarter ended March 31, 2019.

CURRENT SITUATION AND ITS EFFECTS

Attached is a summary of quarterly reports for fiscal year 2019 third quarter ending
March 31, 2019 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: FY2019 3rd Qtr End Mar 31, 2019 INFORMATION CALENDAR
OCTOBER 15, 2019

A. Portfolio Results

As a result of differences in investment policies of different cities and municipalities,
including responsible investing policies, maturity restrictions, investment restrictions,
etc., it was difficult for the City of Berkeley to come up with a reasonable performance
measure for pooled cash investments. In order to provide some measure of the relative
performance of the City’s investment returns, many years ago the City established the
State Local Agency Investment Fund (LAIF) as the performance measure to be reported
in the quarterly investment reports, since many local governments invested significant
portions of their investment portfolios in LAIF.

LAIF was intended to be a reference point to compare the City’s investment
performance against, rather than a true performance measure, since most cities
typically earn a yield higher than LAIF during normal interest rate environments, and
because LAIF’s average maturity of its investments is generally shorter than most cities.
As a result, past City Councilmembers requested that information about the rates
earned by other California cities be included in the quarterly investment reports for
comparison purposes, despite the differences in the investment policies of the various
cities.

At the present time, the interest rate environment is far from being normal. On
September 9, 2019, the Federal Funds rate, which is the most important measure of
short-term interest rates, was at 2.25%, which is significantly higher than the 2-year
Treasury (1.589%), the 5-year Treasury (1.496%), the 10-year Treasury (1.628%), and
even higher than the 30-year Treasury (2.107%). This environment is highly unusual,
and currently results in portfolios with shorter average maturities outperforming
portfolios with long-term maturities, which is the opposite of performances in a normal
interest rate environment.

1. Liquidity of Portfolio:
The average investment in the pooled portfolio matured in 713 days as of March
31, 2019. This is 3 days less than the 716 maturity days of as of December 31,
2018.

2. Comparison of Results to Performance Measures — Pooled investments:
Quarter Ended March 31, 2019
The City’s yield on investments for the quarter ended March 31, 2019 was
2.195%, an increase of 20 basis points (.20%) from the 2.005% earned during
the quarter ended December 31, 2018. The average yield on a 90-day Treasury
bill at the end of the quarter ended March 31, 2019 was 2.381%, an increase of
2.6 basis points (.026%) from the 2.355% 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 20 basis points (.20%). Staff’s performance was
under the performance measure in January by 21.1 basis points (-.211%); under
the performance measure in February by 8.1 basis points (-.081%); and, was

Page 2



Page 3 of 24

Investment Report: FY2019 3rd Qtr End Mar 31, 2019

under the performance measure in March by 30.7 basis points (-.307%). The
performance measure for the return on investments is compared to the rate of

return of the State LAIF.

INFORMATION CALENDAR
OCTOBER 15, 2019

Table 1

For Quarter Ending March 31, 2019
Period City State LAIF | Difference
Jan-19 2.144% 2.355% -0.211%
Feb-19 2.311% 2.392% -0.081%
Mar-19 2.129% 2.436% -0.307%
Jan-Mar 19 2.195% 2.394% -0.200%

Investment Results-Retiree Health Insurance Funds:

Average interest rates earned on the retiree health insurance trust funds for the
quarter ended March 31, 2019 compared to the quarter ended December 31, 2018,

were as follows:

Table 2

EARNED INTEREST RATES

For Quarter Ended 3/31/2019 Compared To 12/31/2018

3rd Qtr | 2nd Qtr
TS LA 03/31/19 | 12/31/18
Retiree Medical Trust Fund (Misc 4.267% | 4.384%
Employees)
Fire Retiree Medical Trust Fund 3.566% | 3.566%
Police Retiree Medical Trust Fund 3.443% | 3.365%

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.
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B. Discussion of Interest Rate Environment and Outlook

On May 1, 2019 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 March indicates
that the labor market remains strong and that economic activity rose at a solid rate. Job
gains have been solid, on average, in recent months, and the unemployment rate has
remained low. Growth of household spending and business fixed investment slowed in
the first quarter. On a 12-month basis, overall inflation and inflation for items other than
food and energy have declined and are running below 2 percent. On balance, market-
based measures of inflation compensation have remained low in recent months, and
survey-based measures of longer-term inflation expectations are little changed.

Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability.

The Committee continues to view sustained expansion of economic activity, strong
labor market conditions, and inflation near the Committee's symmetric 2 percent
objective as the most likely outcomes. In light of global economic and financial
developments and muted inflation pressures, the Committee will be patient as it
determines what future adjustments to the target range for the federal funds rate may
be appropriate to support these outcomes.

Yield Trend

In support of the above goals, the Committee decided to maintain the target range for
the federal funds rate at 2-1/4 to 2-1/2 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 2020 to be about the
same as those returns earned in FY 2019. Also, the City’s rate earned is expected to be
about the same as the City’s benchmark (State LAIF) and the City’s return to be
comparable to rates earned by most other cities in California. A sample of rates earned
by Northern and Southern California cities (previously only Northern California cities
was included) is reflected in table 3 below:
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Table 3
Other California Cities
Earned Interest Rates
For the Quarter Ending March 31, 2019
City Rates Earned
Sacramento 2.53%
San Francisco 2.44%
Oakland 2.41%
San Diego 2.38%
Palo Alto 2.36%
San Jose 2.29%
Berkeley 2.20%
Los Angeles 2.12%
Riverside 2.11%
Santa Monica 1.99%

The City’s investment strategy will continue to focus on (1) locking in reasonable
rates on long-term investments, when opportunities for attractive rates 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 and medium-term corporate notes 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.

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.

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 12 years, the average rate currently
earned is significantly below that.7% level. City Finance Department staff manages
these investment portfolios.
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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 2019
2. Investment Report Analysis FY 2019

a.
b.
c.
d.

e

Exhibit 2-A: Pooled Cash and Investments

Exhibit 2-B.1 through 2-B.3: Interest Earnings Jan 2019 — Mar 2019
Exhibit 2-C: Book Value By Investment Type

Exhibit 2-D: Current Holdings vs. Policy Limits

Exhibit 2-E: Investment Portfolio Trend

3. Sumhary of Pooled and Cash Investments FY 2019 —Trust Funds

a.
b.
c.

Exhibit 3-A: Retiree Medical Trust Funds —Misc.
Exhibit 3-B: Retiree Medical Trust Funds —Fire
Exhibit 3-C: Retiree Medical Trust Funds —Police
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Portfolio Evaluation Attachment 1
Quarter Ended March 31, 2019
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Quarter Ending

March 2019 December 2018 September 2018 June 2018
Total Portfolio
Pooled Cash and Investments (COB) $ 421335434 $ 401,582,141 $ 318,612,235 $ 402,661,365
Pooled Cash and Investments (Trust) 46,484,508 44,766,863 44222899 43451692
Total Cash and Investments $ 467.820,032 $ 446,349,004 $ 362,835,134 $ 446,113,057
Average Life of Investment Portfolio
Pooled Investments (CoB) 713 days 716 days 656 days 546 days
Trust Investments 5.809 years 5.878 years 6.133 years 6.388 years
Weighted Yield
Pooled Investments (CoB) 2.195% 2.005% 1.870% 1.606%
Trust Investments 3.970% 3.772% 3.772% 3.807%
Prime Rate 5.500% 5.500% 5.250% 5.000%
91-day Treasury Bill Rate 2.381% 2.355% 2.196% 1.913%
2-year Treasury Note Rate 2.260% 2.488% 2.819% 2.528%
Cash and Investments Maturity
Within one year $ 273,797,880 61.34% $ 210,359,453 47.13% $ 110,849,998 30.55% $ 223310573 50.06%
Between 1 to 3 years 86,143,761 19.30% 140,177,122 31.41% 180,564,620 49.76% 184,410,289 41.34%
Between 3 to 5 years 76,234,240 17.08% 54,854,262 12.29% 35,945,816 9.91% 12,637.510 2.83%
Between 5 to 10 years 31,644,151 7.09% 40,958,167 9.18% 35,474,699 9.78% 25,754,685 577%
Over 10 years - 0.00% - 0.00% - 0.00% - 0.00%

Total $ 467.820,032 104.81% $ 446,349,004 100.00% $ 362.835.134 100.00% $§ 446,113,057 100.00%
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Attachment 3
Summary of Pooled Cash and Investments - Trust Funds
(Market Value)
As of March 31, 2019
Pooled Cash
Investments Gain/Loss on & Investments
Pooled Cash (Book Value) Investments (Market Value)
Retiree Medical Trust Fund
Fund No.
941 BHA $ 79,085 $ 275,121 $ 6,907 $ 361,113
942 M1=IBEW 20,610 168,926 6,569 196,104
943 M2=Local 1 1,823,000 6,158,887 276,088 8,257,975
944 MUI=Z1 445,295 1,413,601 78,634 1,937,530
945 MUI=Z2 to Z6 592,549 1,918,255 94,930 2,605,733
946 M535= Local 535 2,068,796 5,954,681 326,263 8,349,740
947 M3=Local 790 1,323,257 4,321,877 164,574 | 5,809,709
Total Retiree Medical Trust Fund 6,352,591 20,211,349 953,965 © 27,517,905
Fire Medical Trust Fund
949 Fire Medical Trust Fund 2,230,151 8,847,994 (133,152) 10,944,994
Total Fire Medical Trust Fund 2,230,151 8,847,994 (133,152) 10,944,994
Police Medical Trust Fund
903 Police EE Retiree HLT Assistance Plan 342,735 1,693,753 5,942.36 2,036,488
950 Police Medical Trust Fund 569,762 5,314,338 95,168.66 5,884,100
Total Police Medical Trust Fund 912,497 7,008,091 101,111 8,021,699

Total Trust Funds $ 9,495,239 $ 36,067,435 $ 921,924 $ 46,484,598
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