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Agenda Item #:__4
Meeting Date: 1/28/2020
TO: HONORABLE MAYOR AND CITY COUNCIL
FROM: ELIZABETH YING, CITY TREASURER /s/

SUBJECT: QUARTERLY REPORT OF CASH AND INVESTMENTS -
DECEMBER 31, 2019

DATE: JANUARY 28, 2020

ISSUE/PURPOSE

Acceptance and discussion of the Quarterly Cash and Investment Report.

BACKGROUND AND DISCUSSION

Please refer to ATTACHMENT A for the Quarterly Cash and Investment Report. This report
is for the City Council to receive and file.

FISCAL IMPACT

No fiscal impact is associated with this report.

NOTIFICATION

This report has been posted and noticed consistent with the City’s requirements.

RECOMMENDATION

It is recommended that City Council receive and file the report.

ATTACHMENTS:

A. Quarterly Cash and Investment Report dated December 31, 2019
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Portfolio at a glance Q/E 12/31/19

Total Cash & Investment Balance $28,561.43
Weighted Avg Current Yield 2.07%
Invested Assets*

Weighted Average Maturity 2.52 years

Invested Assets™
* Excludes pooled & money market accounts

BACKGROUND

The Treasurer's report is prepared in collaboration
with the Finance Department and is presented to
the City Council in accordance with California
Government Code 53646. Additionally, as
required by City’s Investment Policy, Sections 8
and 17, the investment portfolio and this Quarterly
Report have been reviewed by the City Treasurer
and the Investment Policy Advisory Committee.
The Investment Policy Advisory Committee
consists of the following members:

» Brad Boyd

« Jeff DeLarme

e Jonathan Orozco, Senior Staff Accountant,
representing vacant City Finance Director
position (ex officio)

* Victoria Lozzi, City Council member, former
Treasurer (ex officio)

« Elizabeth (Liz) Ying, City Treasurer, Chairperson

CERTIFICATION

At December 31, 2019, the City’s cash and
investment portfolio totaled $28.6 million, up from
$25.1 million at September 30, 2019. The higher
cash balance is due to seasonality arising from
the timing of tax receipts, which is the largest
source of City revenue.

The portfolio is in compliance with the City’s
2019-20 Investment Policy and with California
Government Code Section 53601.

There is sufficient cash flow from liquid and
maturing securities, bank deposits, and
anticipated revenues to meet the City’s forecasted
expenditures for the next six months.

Second Quarter Cash and Investment Report
December 31, 2019

EXECUTIVE SUMMARY

Safety: The City seeks to mitigate credit risk by
limiting purchases to the safest types of
investments. The portfolio is comprised of:

 $2.3 million of available cash in the City's Union
Bank Demand Deposit Accounts and Money
Market Account.

« $8.9 million in Local Agency Investment Fund
(LAIF). LAIF is a program allowing local
agencies to invest in a pool administered by the
California State Treasurer’s Office. The State
cannot borrow or withhold LAIF money per
California Government Code Sections 16429.3
and 16429.4.

* $0.5MM in Joint Powers Authority California
Asset Management Program (CAMP).  This
program is one authorized under California
Government Code Section 53601(p). CAMP's
Cash Reserve fund is rated by S&P as AAA(m).

* $6.7 million in FDIC- or NCUA-insured CDs, and

 $10.0 million in Agency securities which carry an
implicit government guarantee and are held in
the City's Union Bank Custody account.

Liquidity: Liquidity is managed by utilizing
pooled funds with same day liquidity in
combination with maturing securities and
forecasted revenues. At 12/31/19, the City had
$11.9 million in cash and same day liquidity, and
$0.75 million in investments maturing within six
months. Together with $12.7 million of anticipated
tax and other revenue, we expect to meet the
City’s six months projected expenditures of
$12.6MM.

Yield: The weighted average current yield of the
City’s investments, excluding pooled and money
market savings accounts, is 2.07%, lower than
2.12% at 9/30/19. The City’s investment in the
LAIF pool returned a 2.29% apportionment rate
for the quarter, and continues to be the highest
yielding asset class in the portfolio. We expect
overall yields to continue to drop due to early call
redemptions of higher yielding investments, and
due to the lower yields of new investments. For
example, 2 and 3 year Treasury Notes yielded
1.58% and 1.61% as of 1/8/20 compared with
2.48% and 2.46% at 12/31/18.
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Second Quarter Cash and Investment Report: December 31, 2019

PORTFOLIO OVERVIEW

(as of 12/31/19, unless otherwise stated)

Asset Class Book Market % Policy
Value Value* |Portfolio Max

33.6% 100%

Pooled Funds 9,600,049 9,600,049

Cash 2,024,204 2,024,204 7.1% 100%
M Mkt 279,210 279,210 1.0% 100%
CDs 6,658,000 6,732,680 23.3% 30%
GOY ) 10,000,000 9,969,000 35.0% 100%
Obligation

Total 28,561,463 28,605,143 100.0%

* Market Value for government securities and CDs are provided by
Union Bank a/o 12/31/19 and assumed accurate. Pooled Funds are
assumed at book value.

At 12/31/19, market value of the portfolio totaled
$28.6 million. The portfolio shows an estimated
unrealized gain of $43,680 compared to an
unrealized gain of $42,372 in the previous quarter
as market rates trended downward. Since the
City’s investment philosophy is to hold
investments to maturity whenever possible in
order to reduce market risk, full-face (par) value is
received, and no realized gain or loss of funds is
expected.

INCOME

Income collected over the quarter is shown below:

12/31/19

Govt Obl. 48,250
CDs 41,929
LAIF 50,717
JPA Camp 2,415
LACIP (est.) 845
TOTAL $ 144,156

PORTFOLIO COMPOSITION

City’s investment portfolio is governed by
California Government Code Section 53601, and
by the City’s Investment Policy, which is more
conservative.  The City’s Investment Policy is
reviewed annually, and its portfolio is reviewed at

least quarterly by the City Treasurer and
Investment Policy Advisory Committee.

At 12/31/19, Pooled Funds,
constituted 33.6% of the portfolio.

primarily LAIF,

Portfolio Mix
by Asset Class

ooled Funds

Gov Obligatj
34%

35%

€ash
g; me%
MATURITY SCHEDULE

The maximum maturity allowable by both the
California Government Code and the City’s
Investment Policy is five years.

Portfolio Mix by Maturity
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The maturity schedule is concentrated, with 24%
of the portfolio maturing in the next 1-2 years. As
such, the City may face interest rate risk as the
need to re-invest arises. To the extent possible,
the strategy is to ladder maturities around these
dates, while balancing liquidity and yield
considerations.
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Second Quarter Cash and Investment Report: December 31, 2019

Invested Cash (excluding Pooled Funds)
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During the quarter, six securities totaling $3.75
million either matured or were called. Five
securities totaling $4.245 million were purchased.

FHLB BD 2.050%

16-Sep-2019 FULL CALL 35D 28 -1,000,000
FREDDIE MAC
18-Sep-2019 PURCHASED o D 1,000,000
SIGNATURE BK
30-Sep-2019 FULL CALL CHICAGO 2.800% -250,000
3/28/24
30-Sep-2019 MATURED ALLYBKMIDVALE C/D 550 000

1.700% 9/30/19

FEDERAL HOME LN MTG 4 000,000

15-Oct-2019 FULL CALL > 750% 4/15/24

17-0ct-2019 PURCHASED FEDE%@'GJZAWWCZ%BKS 1,000,000
21-0ct-2019 PURCHASED ~ FEDERALHOME LOAN 4,000,000
16-Dec-2019 FULL CALL 1_8%'352A6’}‘1T§21 -1,000,000
18-Dec-2019 PURCHASED ~ FEDERALHOMELN 4,000,000
23-Dec-2019 MATURED ~ MORGANSTANLEVCID 250,000
26-Dec-2019 PURCHASED MORGAN STANLEYBKN 545 g9

1.900% 12/26/24

MARKET OUTLOOK

Yields remain suppressed, down approximately
-82-104bps, compared with a year ago. However,
although near term rates decreased significantly
over the last quarter (one month treasury bill down
-43bps), five year treasury note yields rebounded
slightly by +14bps, and as such, the yield curve is
no longer inverted, but relatively flat.

After having cut its target Fed Funds rate by 25
bps each in August, September and October, the
Fed elected unanimously in December to hold its
current target range of 1.50-1.75% steady well
into 2020. Per Bloomberg: “The Federal Reserve

is keen to remove itself from election-year
economic developments, and reinforced this
message by raising the threshold for interest-rate
action anytime soon. Policy makers are still
concerned by below-target inflation and global
risks, but they are increasingly confident that the
policy adjustment incorporated since July will be
sufficient to stabilize growth, unemployment and
inflation at desirable levels.”

Treasury Yield over Time

2.8
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3/29/19
6/28/19
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PORTFOLIO STRATEGY

As stipulated in the City’s Investment Policy, the
portfolio is managed with the priorities of (1)
safety, (2) liquidity and finally (3) yield. As of
December 31, the pooled fund balances are
higher, given tax receipts. We expect to continue
to build the short term pool balance over the next
quarter, to ensure the liquidity needed to meet
operating expenses and capital improvement
requirements through mid-December.

As clarity around the City’s financial needs
improves, the strategy is to ladder investments
around the existing maturities with its
concentration in the 1-2 year range.

PORTFOLIO CHALLENGES

Challenges continue to include:

* Trending low rate environment,

* Inflationary risk, shown by recent wage and
commodity price increases,

» Concentration of maturities and potential
reinvestment risk, and

» Uncertainty around timing of future cash flow
requirements necessitates higher liquidity levels.

PORTFOLIO DETAIL (see Page 4)
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