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CITY OF OAKLAND
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RECOMMENDATION

Staff recommends that the Council accepts the Cash Management Report for the Quarter Ended
’December 31, 2013

OUTCOME
This is an informational report. ,

BACKGROUND/LEGISLATIVE HISTORY

The City and Successor Agency’s Portfolio composition includes safety, creditworthiness,
liquidity, and diversity. As of December 31, 2013, the portfolios are in compliance with the .
Investment Policy of the City for Fiscal Year 2013-2014. The portfohos credit quality remains
high and well within Investment Policy parameters. Liquidity remains sufficient to meet
projected cash flow needs for the nextsix months. Provided in the attached report are each
portfolio’s current market value and yield as of December 31, 2013, as well as comparisons. to
other market benchmarks. This report confirms that no leverage (use of debt to supplement
investments) was utilized nor were derivatives (such as interest rate swaps, futures, or optlons)
held during the reporting period. Also included are reviews of key economic factors which may

affect the portfolio’s potential investment results. °

ANALYSIS

Cash Posztzon

The City’s Portfolio balances increased from $423.54 million of September 30, 2013 to $457.83
million as of December 31, 2013, This increase was mainly due to receipt of $122.76 million in

 property taxes, offset by debt service payments of approx1mately $97.46 million and other .

operational expenses. q .
'- ' Jtem: .

Finance and Management Committee
! March 11, 2014



Deanna J. Santana, City Administrator
Subject: Cash Management Report

Date: January 16, 2014 Page 2

The Successor Agency’s portfolio slightly decreased from a balance of $50.99 million as of

September 30, 2013 to $44.99 million as of December 31, 2013. Contnbutmg to the portfolio

decrease was debt service payments and other operational expenses.

Yield Comparzson

The effective rate of return on total assets in the Operating Fund Portfolio for the month ending
December 31, 2013 was 0.34%. The effeetive rate of return on total assets in the: Successor
Agency’s Fund Portfolio for the month ending December 31, 2013 was 0.30%. The yields are
" different between the City and Successor Portfolios because the Successor Portfolio has a much
shorter horizon due to the cash flows needs, while the City and the Port of Oakland Portfolio has
had a more stable long term horizon, thus it had been invested in some’longer-term high yielding
securities. The Successor and City Portfolio outperformed their benchmark, the 1-year
government agencies yield of 0.18% and the ‘Successor and City Portfolio outperformed the y1e1d

on the Local Agency Investment Fund (LAIF) of 0.26%.

~The performance comparison to LATF must be considered in light of. LAIF’s historical tendency

to lag market changes in both rlsmg and falling interest rate environments. Moreover, the City
does not actively sell securities in the portfolio to take advantage of cyclical swings in the -
-market, which could resutlt in the loss of principal. The pnmary investment objective of the City
for the portfolio is to maximize safety, liquidity, and return in that respective order. :

PUBLIC OUTREACH/INTEREST

Not applicable. p » )

. COOQRDINATION,

The Budget Office and City Attorney’s Office have reviewed this report.

COST SUMMARY/IMPLICATIONS

Since this is an informational report, there are no budget implications associated with the report.

C®

SUSTAINABLE OPPORTUNITIES

¥

Economic: The Cash Manageiment Report suminarizes the charactenstlcs of the mvestment
~ portfolios for the quarter The portfoligs’ credit quahty remains high and well within the
- parameters of the City’s Investrhent Policy. Liquidity for both portfohos remains sufficient to

meet the City’s pro; jected-needs.

Emuronm ental. To the extent that new mvestment opportunities are found in compames
involved in env1ronmentally pesitive activities, the City will invest in these companies (i.e.
Commercial Paper, Medlum Term Notes, etc.) if permitted by the City Investment Policy.
Item:  ~
- Finance and Management Committee
" Match' ll 2014
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Social Equity: The City’s policy is to invest, when possible, in companies that promote the use
and production of renewable energy resources and any other types of soc1ally responsible
investments. Optlrmzatlon of the portfolios, while observing those key areas, will not only
produce interest earnings to the General Fund, but these monies may be available for services to
disadvantaged areas, or enhanced recreational or social venues. Furthermore, the Treasury
Division makes every effort to identify and purchase additional qualifying mvestments from

renewable energy and other socially responsible companies.

For questions regarding this report, please contact me at (510) 238-6508.

Respectfully submitted,

/é:r/é/ro "/ém 1/:

" Katano-Kasaine, Treasurer \
Treasury Division

Reviewed by:
David Jones, Principal Financial Analyst
Treasury D1v1smn

Prepared by:
Madhukar (Max) Kumar, Treasury Analyst I1I

h! Treasury Division

Attachments (1)
--Cash Management Report for the Quarter Ended December 31, 2013

Ttem: - |
Flnance and Management Commlttee
March 11, ‘2014
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CITY OF OAKLAND AND OAKLAND SUCCESSOR
CASH MANAGEMENT REPORT -
FOR THE QUARTER ENDED DECEMBER 31, 2013

1. ECONOMIC REVIEW

MARKET OVERVIEW

According to the U.S Department of Commerce, Real Gross Domestic Product- the output of goods
and services produced by labor is forecasted to increase at an annual rate of 3.2% in the fourth quarter
of 2013. The Real GDP had increased 4.1% in the third quarter. According to Standard & Poor’s, the
16-day government shutdown resulted in a $24 billion reductlon of the U.S. economy and is believed

to have slowed down the growth.

The U.S. Labor Department reported the economy added 74,000 jobs in December and uriemployment
rate has dipped to 6.7 percent from the previous month. The private sector added 87,000 jobs as the
retail sector lead the way with an inerease of 55,000 jobs, while government JObS continued to drop,

and decreased 13,000 _]ObS

The Commerce Department reported that consumer spending, which accounts for about 70 % of U.S
economic activity, increased at a 3.3 percent in the fourth quarter of 2013 compared to 2.0 percent in
the third quarter. Retail sales increased 0.2 percent in December, as consumers spent more on clothing,

food and beverage and gas during the holiday season.

Consumer confidence in the U.S. rose to a five month high in December 2013. The Thomson
Reuters/University of Michigan final index of sentiment increased to 82.5 in December from 75.1 in
November. The increase indicated that consuriters were confident that the economy is intproving.

According te the U.S. Commerce Department, coristruction on new U.S. homes dropped 9.8% in
December to a seasonally adjusted annual rate of 999,000, as starts slumped for single-family homes
and apartments. Despite December’s decline, home- construction starts for all of 2013 increased by
18.3% from 2012 to 923,400, the highest annual total since 2007, also pointing to the housing

market’s contmued recovery last year,

The government reported that building permits, a sign of fature demand, fell 3% in December to an
seasonally adjusted annual rate of 986,000. But for all of 2013, permits were up 17.5% from 2012 to

974,700, uiso reaching fire highest anmal level since 2007. Despite mixed resutts in December, home

builders have reason for optimism. They beligve housing demand will increase, and sufficient job
growth would enable more buyers to make a purchase. ’

INTEREST RATES

Inflation and imemployment comtinue ta be the primary concern of the Federal Opan Market
Committee (“FOMC”). To support a stronger economic recovery, the Committee will continue its
policy accommiodation by purchasing additional agency mortgage-backed securities at a pace of $40
billion per month and longer-term Treasury securities at 2 pace of $45 billion per month.

The FOMC left the federal funds target rate unchanged at its October and December policy meetings,
- stating that the rate would remiin in the exceptionally low range of 0 percent to 0.25 percent at loast as
long as the unemployment rate remains above 6.5 percent and inflation is above 2 percent . The .

1



FOMC also kept thé rate it charges on direct loans to banks (i.e. the discount rate) steady at 0.75
percent. _

II. CI1TY OF OAKLAND

PORTFOLIO REVIEW

The City’s Portfolio balances increased from $423.54 million of September 30, 2013 to $457.83
million as of December 31, 2013. This .increase was mainly due to receipt of $122.76 million in
property taxes and receipt of other revenues, offset by debt service payments of approximately $97.46

million and other operational expenses.

PorTFOLIO COMPOSITION

The Portfolio continues to comply with all provisions of the City’s adopted'l’nvestménf Policy for -
Fiscal Year 2013-2014, including compliance with applicable local ordinances and resolutions such as

" Nuclear Free Zone, Linked Banking, and Tobacco Divestiture.

The following discussion addresses the City’s investment portfolio characteristics in terms of the
Investment Policy’s four objectives: safety, liquidity, diversity and return. Portfolio detail for each
month of the current quarter is attached to this report. .

Preservation of Capital/Safety. In the chart beloW, the City’s holdings are depicted by credit rating .
" category as of December 31, 2013. Approximately 65.98% of Operating Fund investments were rated

in the AA/Aaa category while 19.46% in AAA/Aaa and 10.88 % primury unrated holdings represent
the Fund’s investments in the Local Agency Investment Fund (“LAIF”). The A1/P1 category
contained 2.40%. On August 6, 2011, the government agencies were downgraded by Standard
and Poor’s Rating Agency to AA+ from AAA. Moody’s Investors’ Service and Fitch Ratings
continue to maintain AAA rating for government agencies. The City’s Investment Policy for FY
2013-2014 does not have a rating criteria level for government: agencies.

_ City of Oakland Operating Fund
Portfolio. Credit Quality .
' ' (As of 12/31/13)

A2/A-

Not Rated
At1/iP1/F1 10.88%.
2.40% <

AAA/Aaa
19.46%

.............

AA/Aaa 2
65.98%




Liquidity. Liquidity continues to be a primary objective when making investment decisions for the
Operating Pool portfolio. With ongoing capital projects at the Port and within the City, and to ensure
that sufficient liquidity is available to meet day-to-day expenditures, the City maintains a sufficient
“cushion” in money market funds to meet unanticipated project expenditures.

Debt service payable from the City’s Operating Pool for the Port and the City for the six months
followmg December 31, 2013 is approximately $114 million. Consequently, staff will continue to
invest in short-term 1nstrumcnts and money markets as investment tools to maintain adequate shart-

term liquidity.

Investments maturing over the next six months are as follows:

_ Days | Aiﬁount(é) A ,.P:ei'é:ent. _
0-30 $ 138,907,959 30:33%
31-180 $ 132,500,000 28.93%
Total $ 271,407,959 59.26%

Investments maturing within 180 days include $49.80 million in LATF and $89.11 million in money
.market funds, both of which are considered to have a one-day maturity due to the ability to withdraw

funds daﬂy

Five Year Historical Portfolio Balance: Listed below is the balance for the operatmg fund portfolio for
each of the last S years.

" Year Amount - g ‘Percent : )
Co ' Increase/Decrease -
Y From Prlor Year
December 2013 $ 457,830,873 3.52%
December 2012 $ 442,249,758 18.44%
December 2011 . $ 373,386,121 | 2451%
December 2010 $ 299,889,216 10.98%
Décember 2009 $270,215,938




The following graph»depiéfs the Operating Fund Portfolio by dollars invested and the percentage in

each maturity range as of December 31,2013. - ‘

City of Oakland Operating Fund
Portfolio Maturity -
' (Asof 12/31/13)

140,000,000.00 30.35%

"24.76%

120,000,000.00 4

100,000,000.00 4
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80,000,000.00 7

14.65%

. i’
' 60,000,000.00 / 10.48%
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20,000,000.00 —
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- Diversity. To reduce the risks of investing, the portfolio is diversified among a variety of financial
“instruments, as depicted by the following chart. In addition to limiting the types of investments
permissible in any one category as outlined in the Investment Policy, no more than 5% of the total
cash portfolio may be invested in any one issue. This single-issue provision does not apply to money
market funds or to LAIF, as they each are backed by a large portfolio of highly diversified assets.

City of Oakland Operating Fund
Portfolio Diversity
(As 0f 12/31/13) -

" State of Callf
Negotiable CDs 0.40%

State of Calif. LAIF 2.40% State of Calif RANS
10.88% 0.88%

Money Market Funds
19.46%

US Govt. Agencies
65.98%

s

Derivatives. The Operatmg Fund Portfolio contamed nod denvatlve instruments (interest rate swaps,
futures, or options) during this reportmg period.

Yield. Total interest earned for the quarter ended December 31, 2013 was approximately $383,703.
The effective rate of return on total assets in the Operating Fund Portfolio for month-end December
31, 2013 was 0.34% as compared to 0.36% for September 30, 2013. It continues to be the City’s
practice to hold investments to maturity rather than to sell at a loss and adjust to the market’s yield
curve. The primary investment objective of the City for the portfolio is to maximize safety, 11qu1d1ty,

and return in that respective order.




Comparative yields for the quarter are shown below.

City of Oakland Operating Fund
Comparative Annualized Yields

(As of 12/31/13)
As of Month-end | 1-Year Govt. Agency . LAIF! . Operating F'und“ '
October 2013 0.17% 0.27% . 0.35%
November 2013 0.17% 0.26% ) 0.39%
. December 2013 0.18% - 0.26% . 0.34%

- 'Effective monthly average return.

Benchmark Comparison:

" The effective rate of return on total assets in the Operating Fund Portfolio for the month ending
December 31, 2013 was 0.34%, The City’s Operating Fund Portfolio out-performed the 1-year
government agency which yielded a rate of 0.18% as of December 31, 2013. The City’s Operating
Fund Portfolio slightly performed better than the Local Agency Investment Fund (“LAIF”), which -

ended the month at 0.26%.

Asof December 31 2013, the City’s Portfolio Fund’s average days-to-maturity (ADM) was 428 days .
versus LAIF’s average days-to-maturity (ADM) was 209 days.

The performance comparison to LAIF must be considered in light of LAIF’s historical tendency to lag
market changes in both rising and falling interest rate environments. The City does not actively sell
securities in the portfolio to take advantage of cyclical swings in the market, which could result in the
loss of principal. The primary investment objective of the City for the portfolio is to maximize safety,
liquidity, and yield in that respective order.

The summary below provides total portfolio income recogmzed for the last quarter as compared to the
prior quarter and the same quarter one year ago. :

TOTAL PORTFOLIO INCOME RECOGNIZED
Accrual Basis

Total Portolie D December 31,2013 September 30, 2013 December 31,2012
QOuarter-End ‘ ,
Total Interest Earnings $ 383,703 $ 398,018 $ 337,786
Realized gains (losses) from sales ' - ' - -
Total income recognized $ 383,703 5 /398,018 3 337,786
Fiscal Year-10-Date

Total Interest Eamings $ 781,552 s 398,018 $ 688,957
Realized gains (losses) from sales - - -
Jotal ncome recognized | _ e m S B2 S 30808 S 688,957




Valuation and Leverage. Based on informétion received from Interactive Data Corporation, the

market value of the Operatmg Fund was $457.48 million, which was below book value by $346,924. '

There was no leverage in the portfolio dufing the reported penod and hquldlty was ‘maintained at
sufficient levels. .

_ The following table illustrates the net unrealized gains or-losses on the portfolio wher companng the
portfolio’s market value to both its original cost and amortlzed cost.

£«

UNREAEIZED GAINS'& LOSSES

Cash Basis .. " AccrualBasis |
Market Value '§ 457,483,949  MarketValue § 457,483,949
Original Cost | (457,820,563) - Original Cost (457,830,873)

Net Unreahzed Gain (Loss) $ (336 613) ‘Net Unrealized Gain:(Loss) $ (346,924)

The City’s investment strategy, per the Investment Policy, is generally to hold securities to maturity.
The net unrealized gains noted above are “paper gains” where there is an inverse relatlonshlp between

the changes in market interest rates to the value of mvestment securities.
.

(Remainder of this Page Intentionally Left Blank)



The graph below reflects the rgeconcifiation of investment portfolio balances compared to the City’s
- total cash and investments reflected in the City’s Financial System (Oracle).

§
1

Cash and Investthent Balances by Funtt Type

‘ c As of December 31, 2013 _
s - . $502,741,778
Capital Project Funds, $6,442,143 ,
12%
) i Internal Service Funds,
. Port of Oakland Funds, . \ (521,757,247), 4.0%
: $189,388,661, 34 7% ~ . \ J .

General Fund Group, $202,211,679,
37.0% :

Pension Annuity, $2,763,032 , 0 6%

v
.S
/ - ;
1 ™~ .
OMERS & PFRS Funds, $3,085,458 [/ _ :
,08% . Debt Service Funds, $25,754,906 ) : *Special Revenue Funds,
4T% 40,982,543, 75% ‘
Enterpnse Funds, $44,038,056 , -
8 1%
v - .
Total Investments Portfolio* . o -+ 3457,830,873 ’ ) ;
Cash in Bank . 44.910.905 _ ' '
Total Cash and Investments™* . - $502,741,778 . : .

* Includes unamortized premiums, discounts, and ‘interest earned but not yet received.’
**per City’s Financial System(Oracle) \ o

The net negative funds of $21.8 million are in the Internal Service Funds.




1. CITY OF OAKLAND SUCCESSOR PORTFOLIO

PORTFOLIO REVIEW

{

The Successor Agency’s portfolio slightly' decreased from a balance of $50.99 million as of September
30, 2013 to $44.99 million as of December 31, 2013. Contributing to the portfoho decrease was debt

service payments and other operational expenses.

PORTFOLIO COMPOSITION

The Portfolio continues to comply with all provisions of the City’s Investment Policy for Fiscal Year
2013-2014, including compliance with applicable local ordinances and resolutions such as Nuclear
Free Zone, Linked Banking, and Tobacco Divestiture. In addition, the City will invest, when possible,
in companies that promote the use and production of renewable energy resources and any other type of

socially responsible investments.

The following discussion addresses the Successor investment portfalib characteristics in terms of the
Investment Policy’s four objectives of safety, liquidity, diversity and return. Portfolio detail for each
of the months in the current quarter is attached to this report.

Preservation of Capital/Safety. The Successor’s holdings by credit rating category are depicted in the
chart below. Approximately 52.23% of Operating Fund investments were rated in the AAA/Aaa,
while 43.32% were rated in the AA/Aaa and 4.45% were rated A1/P1. On August 6, 2011, the

. government agencies were downgraded by Standard and Poor’s Rating Agency to AA+ from
AAA. Moody’s Investors’ Service and Fitch Ratings continue to maintain AAA for governmenti
agencies. The Clty s Investment Pohcy for FY 2013-2014 does not have a rating criteria level for

government agencies.

- Oakland Successor
Portfolio Credit Quality
(As of 12/31/13)

AA/Aaa
43.32% : : 4.45%

AAA/Aaa
52.23%




Liquidity. Liquidity within the Successor’s Portfolio remains sufficient to meet only debt service
needs of the Successor for the next six months and beyond. The debt service payment for the next,six
months for the Successor is approximately $20 million. The estimated cash flow for Successor

Portfolio is summarized below:

Successor Portfolio Estimated Cash Flow
December 2013-June 2014*
Beg: Available Balance '$ 44,992,384
ROPS Receipt* 48,422,368
Debt Service (19,720,339)
Other expenses T (30,702,029)
Bal: June 30, 2014 $ 42,992,384

*Successor Pool Only
*Expected Jan 2014 -~

Five Year Historical Portfolio Balance: Listed below is the balance for the operating fund portfolio fo
each of the last 5 years. : ' ' ’ T

.. I.Year' . S 'Amount . . Percent
A . - Tnerease/Decrease
; . Fromi Prior Year
December 2013 $ 44,992,384 a 72.82%
December 2012 $ 26,033,728 T (81.00%)
December 2011 $ 137,050,439 o (0.59%)
December 2010  $137,857,467 (26.95%)
December 2009 $ 188,714,033

(Remainder of this Page Intentionally Left Blank)

[N
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The following chart depicts the Successor’s Portfolio by percentage and dollars invested in each
maturity range.

Oakland Successor Agency
Portfolio Maturity
(As of 12/31/13)

30,000,000~ 58.88%

.

25,000,000

20,000,000~

15,000,000
17.78%

10,000,800~ . 16.67%

5,000,000

0-30 31-80 ' 91-180 181-360

Days to Maturity
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Diversity. To reduce the risks of investing, the portfolio is diversified among a variety of instruments, '
as depicted by the following chart. In addition to limiting the types of investment in any one category,
as outlined in the Investment Policy, no more than 5% of the total cash portfolio may be-invested in

any one issue.

Oakland Successor Agency
Portfolio Diversity
(As of 12/31/13) , ‘

’ Negotiable CD's
) 4.45%

US Gowvt. Agencies

/_ 43.32%

; Moaney Market Funds
52.23%

Derivatives. The Agency Portfolio contained no derivative instruments during this reporting period.

Yield. Total interest earned for the quarter ended December 31, 2013, was approximately $40,599.
The effective rate of return on total assets in the Successor’s Portfolio was 0.30% for month ending.
December 31, 2013. The Successor’s Portfolio outperformed the 1-year government agency which
yielded a rate of 0.18% as of December 31, 2013. The Successor’s Portfolio outperformed the Local
Agency Investment Fund (“LAIF”), which ended the month at 0.26%. The performance comparison to
LATF must be considered in light of LAIF’s historical tendency to lag market changes in both rising

and falling intérest rate environments.

As of December 31 2013, Successor’s Portfoho Fund’s average days-to-matunty (ADM) was 67 days
versus LAIF’s average days-to-matunty (ADM) was 209 days.
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Comparative yields for the quarter are shown below. : : .

Oakland Successor Agency
Comparative Annualized Yields

(As of 12/31/13)
- As of Moﬁth—‘en.d" 1 rl-Y-eai' Govt, h . ..LAI‘F_I' E ‘Suéc_cssor EE -
. . Agency . B T ' :
October 2013 0.17% 0.27% 0.32%
" November 2013 0.17% 0.26% 0.33%
December 2013 0.18% 10.26% 0.30%
' Effective monthly average return N

The summary below provides total portfolio income recognized for the last quarter as,compared to the
prior quarter and the same quarter one year ago.

TOTAL PORTFOLIO INCOME RECOGNIZED

Accrual Basis

— N MOE U Goras it St S WD W St St N s Mo St Mok SO S Ml e o B St

Total Portfolio Decemb_el:-S.l—, 2_('11_3 Ut ?u;e-j()-, 2013 -TT -lizc:n'lTJe-r I3_l—,2 0_15- )
Quarter-End L '

Total Interest Earnings $ 40,599 'S 54,233 8 77,575
Realized gains (losses) from sales - . - -
Total income recognized $ 40,599 $ -+ 54,233 b 71,575
Fiscal Year-to-Date :

Total Interest Earnings $ . 94,832 $ 54,233 $ 164,801
Realized gains (losses) from sales . - ) - -
Total income recognized $ 94,832 3 54,233 $ 164,801

N o R M VP ED WEN WD s S SEN G W R g e S G S B s S Gt S S et G SR S MMM S NN GED e e G0 NS DD e S A WM SR G A NI S e G G S




Valuation and Leverage. Based on information received from Interactive Data Corporation, the

* market value of the Successor portfolio for the quarter ended December 31, 2013 was $45.04 million,

which was above book value by $43,105. There was no leverage in the portfoho during the reporting
period and liquidity was maintained at sufﬁc:lent levels.

The following table illustrates the net unrealized gains or losses on the portfolio when comparing the
portfolio’s market value to both its original cost and amortized cost.

UNREALIZED GAINS & LOSSES
_ e - Cash Basis _ Accrual Basis
Market Value $ 45,035,489 Market Value ' $ 45,035,489
Original Cost (44,986,345) Original Cost - (44,992,384)

- Net Unrealized Gain (Loss) $ 49,144 Net Unrealized Gain (Loss) $ 43,105

Portfolio Earnings Comparison .

0.45%
0.40%
0.35%
0.30%
0.25%
0.20%
0.15% "
0.10%

0.05%

+
R A A AN

555
LSOO O <‘(‘; A

(e

o] 1-Yeal" Government Agency EILAIF " &) Successor Portfolio E City Portfolio
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