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RECOMMENDATION

Staff Recommends That The City Council Accept The Cash Management Report For The
Quarter Ended June 30, 2016.

EXECUTIVE SUMMARY

As a continuing best practice and in accordance with the City’s Investment Policy, the Treasury
Bureau continues to submit a quarterly informational cash management report to the City
Council. For the quarter ended June 2016, the City’s Portfolio had a balance of $732.80 million
and yielded 0.56 percent, while the Successor Agency’s Portfolio had a balance of $50.64
million and yielded 0.42 percent.

BACKGROUND / LEGISLATIVE HISTORY

The Cash Management Report summarizes the characteristics of the investment portfolios for
the quarter. The City and Successor Agency’s Portfolio composition includes safety,
creditworthiness, liquidity, and diversity. As of June 30, 2016, the portfolios are in compliance
with the Investment Policy of the City for Fiscal Year 2015-2016. The portfolios’ credit quality
remains high and well within investment Policy parameters. Liquidity remains sufficient to meet
projected cash flow needs for the next six months. ‘

Provided in the Attachment A, are each portfolio’s current market value and yield as of June
30, 2016, 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 options) held during the reporting period. Also included are
reviews of key economic factors which may affect the portfolio’s potential investment resuits.
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ANALYSIS AND POLICY ALTERNATIVES

Cash Position

The City’'s Portfolio balances increased from $630.50 million as of March 31, 2016 to $732.80
million as of June 30, 2016. This increase was mainly due to receipt of $138.49 million in
property taxes, and other revenues offset by debt service payments of approximately $42.72
million and other operational expenses, the additional $6.53 million increase is the net of other
revenues received offset by operational expenses.

The Successor Agency’s portfolio increased from a balance of $36.64 million as of March 31,
2016 to a balance of $50.64 million as of June 30, 2016. The portfolio increased due to receipt
of $18.13 million for Recognized Obligation Payment Schedule ("ROPS"), offset by vendor
payments of approx1mately $4.13 million.

Yield Comparison

The effective rate of return on total assets in the Operating Fund Portfolio for the month ending
June 30, 2016 was 0.56 percent. The effective rate of return on total assets in the Successor
Agency’s Fund Portfolio for the month ending March 31, 2016 was 0.42 percent. The yields are
different between the City and Successor Portfolios because the Successor Portfolio has a
much lower fund balance and a shorter horizon due to the cash flows needs, while the City and
the Port of Oakland Portfolio has a high fund balance and has had a more stable long term
horizon, thus it had been invested in some longer-term high yielding securities. The City
Portfolio underperformed one of its benchmark, the one-year government agencies yield of 0.58
percent and City Portfolio slightly underperformed the yield on the Local Agency Investment
“Fund (“LAIF”) of 0.58 percent. The City and Successor Portfolio lagged the benchmark due to
short duration to meet daily liquidity needs. v

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. Moreover, 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 return in that respective order.

FISCAL IMPACT

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

PUBLIC OUTREACH / INTEREST

This item did not require any additional publlc outreach other than the required posting on the
City’s website
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COORDINATION
The Controller's Bureau and City Attorney’s Office have reviewed this report.

SUSTAINABLE OPPORTUNITIES

Economic: The Cash Management Report summarizes the characteristics of the investment
portfolios for the quarter. The portfolios’ credit quality remains high and well within the
parameters of the City’s Investment Policy. Liquidity for both portfolios remains sufficient to
meet the City’s projected needs.

Environmental: To the extent that new investment opportunities are found in companies
~involved in environmentally positive activities, the City will invest in these companies (i.e.
Commercial Paper, Medium Term Notes, etc.) if permitted by the City Investment Policy.

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 socially responsible
investments. Optimization 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
Bureau makes every effort to identify and purchase additional qualifying investments from
renewable energy and other socially responsible companies.
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ACTION REQUESTED OF THE CITY COUNCIL

Staff recommends that the City Council accept the Cash Management Report for the Quarter
Ended June 30, 2016. ‘

For questions regarding this report, please contact KATANO KASAINE, CITY TREASURER, at
(510) 238-2989

Respectfully submitted,

Citgo |Gy

Katano Kasaine
Treasurer, Treasury Bureau

Reviewed by:
David Jones, Assistant Controller-Treasury
Treasury Bureau '

Prepared by:
Max Kumar, Investment Officer
Treasury Bureau

Attachments (1):
A: Cash Management Report for the Quarter Ended June 30, 2016
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CITY OF OAKLAND AND QOAKLAND SUCCESSOR
CASH MIANAGEMENT REPORT
FOR THE QUARTER ENDED JUNE 30, 2016
I EcoNnowmic REVIEW

MARKET OVERVIEW

According to the U.S Department of Commerce, Real Gross Domestic Product — the output of goods
and services produced by labor — grew at a disappointing annual rate of 1.2 percent in the second
quarter of 2016. The Real GDP had increased 0.8 percent in the first quarter of 2016. Economists
were expecting an increase of 2.6% in the second quarter. The increase in real GDP in the second
quarter reflected positive contributions from personal consumption expenditures, and exports, which
were partly offset by negative contributions from private inventory investment, nonresidential fixed
investment, residential fixed investment, and state and local government spending.

The U.S. economy added 287,000 jobs in June; the Bureau of Labor Statistics announced that the
main unemployment rate slightly rose to 4.9 percent from 4.7 percent in May. The unemployment
numbers, which greatly exceeded the consensus estimate of 180,000 jobs, as June's added jobs was
the strongest month of hiring since October 2015, and a sharp rebound from the disappointed job
growth of 35,000 jobs revised down to 11,000 jobs in May. Job growth occurred in leisure and
hospitality, health-care and social assistance, and financial activities. Employment also increased in
information, mostly reflecting the return of workers from a strike, while employment in construction
and manufacturing showed little change.

‘The impact of “Brexit” is still unknown on the U.S economy. In June, Britain’s decision to leave E.U
had the U.S and global markets in turmoil, creating volatility and raising fears of potential impact on
investments and currency. '

The Bureau of Economic Analysis reported that consumer spending rose strongly, which accounts for
almost 70 percent of the economy, rose by 4.2 percent’in the second quarter of 2016, the fastest

pace increase since 2014. Consumers were feeling more optimistic than expected in June as a key
measure hit its highest level since October 2015; the conference board reported the Consumer ,
Confidence Index hit 98 in June, as many economists expected consumer confidence to hit only 93.7.

U.S retail sales posted a healthy increase in June; the Commerce Department reported that retail
sales rose 0.6 percent in June. Sales were up 2.7 percent from last year. Economists were expecting
only 0.1 percent increase in June. This increase is a reassuring sign for the economy, as consumer
spending is boosting.

U.S producer prices recorded their biggest gain in a year in June as the cost of energy products and
" services increased, the Labor Department reported that its producer price index for final demand
increased 0.5 percent in June, the largest increase since May 2015. The economist had forecasted a
0.3 percent increase. Stabilization in the U.S dollar and lower oil prices were key contributors for
increase and steady inflation growth.

However, the Labor Department reported that Import prices increased 0.2 percent in June after 1.4
increase percent in May; forecasters had expected a 0.5 percent increase. This modest increase
indicated that low inflation remains a concern in the U.S.

U.S home resales surprisingly rose in June to their fastest pace in more than nine years as low
mortgage interest rates attracted buyers; the National Association of Realtors reported that existing
home sales increasing 1.1 percent to an annual rate of 5.57 million units in June, the highest level
since February 2007. The strengthening labor markets and still historical low interest rates continue to
contribute to a strong housing market outlook.
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INTEREST RATES

Inflation and unemployment continue to be the primary concern of the Federal Open Market
Committee (“FOMC”). The FOMC at its April 27" and June 15" 2016 meetings left the federal funds
target rate unchanged and would remain the range of 0.25 percent to 0.50 percent and suggested
that economic activity had been expanding at a moderate pace despite the global and financial
economic developments continuing to pose risks. The Fed minutes indicated that Fed was concerned
about surprising weak May jobs data, and how Brexit would generate financial market turbulence that
could adversely affect domestic economic performance and that it would be prudent to wait before
considering any rate hike.

Consistent with its statutory mandate, the FOMC seeks to foster maximum employment and price
stability. Inflation had picked up in recent months, however it continues to run below the committee’s
two percent longer run objective. The FOMC anticipates inflation to rise gradually toward two percent
over the medium term as the labor market improves further.

The FOMC currently expects that, with gradual adjustments in the stance of monetary policy,
economic activity will continue to expand at a moderate pace and Iabor market indicators will
continue to strengthen.

Il CITY OF OAKLAND

PORTFOLIO REVIEW

The City’s Portfolio balances increased from $630.50 million as of March 31, 2016 to $732.80 million
as of June 30, 2016. This increase was mainly due to receipt of $138.49 million in property taxes, and
other revenues offset by debt service payments of approximately $42.72 million and other operational
expenses, the additional $6.53 million increase is the net of other revenues received offset by
operational expenses.

PORTFOLIO COMPQOSITION

The Portfolio continues to comply with all provisions of the City’s adopted Investment Policy for Fiscal
Year 2015-2016, including compliance with applicable local ordinances and resolutions such as
Nuclear Free Zone, Linked Banking, Tobacco Divestiture, Fossil Fuels, and Guns/Ammunition.

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 June 30, 2016. Approximately 70.92% of Operating Fund investments were rated in
the AA/Aaa category while 18.71% in AAA/Aaa and 6.82 % primary unrated holdings represent the
Fund’s investments in the Local Agency Investment Fund (“LAIF”), 2.05% in A1/P1 while remaining
1.50% in A/A1/AA/Aa3. 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 2015-2016 does not have a rating criteria level for government
agencies.

City of Oakland Operating Fund
Portfolio Credit Quality
(As of 6/30/16)

- A1/A/A+
Not Rated AA-/Aa2/Aa3

A1PIF1 6829 AAA/Aaa
2.05% e . 18.71%

N

AA/Aaa
70.92%

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
following June 30, 2016 is approximately $146 million. Consequently, staff will continue to invest in
short-term instruments and money markets as investment tools to maintain adequate short-term
liquidity. '

Investments maturing over the next six months are as follows:

0-30 "$ 276,310,000.00 | '37.69%
31-180 $ 324,923 000.00 44.32%
Total $ 601,233,000.00 . 82.01%

Investments maturing within 180 days include $50.00 million in LAIF and $137.11 million in money
market funds, both of which are considered to have a one-day maturity due to the ability to withdraw
funds daily.




Five Year Historical Portfolio Balance: Listed below is the balance for the operating fund pdrtfolio for
each of the last 5 years.

June 2016 $ 732,799,610 : 34.54%
June 2015 ' $ 544,670,029 7.27%
June 2014 $ 507,749,254 1.86%
June 2013 $ 498,461,212 0.25%
June 2012 $ 497,228,284 -

The following graph depicts the Operating Fund Portfolio by dollars invested and the percentage in
each maturity range as of June 30, 2016.

City of Oakland Operating Fund
Portfolio Maturity
(As of 6/30/16)
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The following graph depicts the Operating Fund Portfolio by yield to maturity vs time to maturity, this
indicates that higher percentage of portfolio is invested in front end of the yield curve to meet daily

liquidity needs.
City of Oakland Operating Fund
Yield to Maturity
(As of 6/30/16)
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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 of 6/30/16)

State of Calif
0.45%

State of Calif Revenue Bonds

Negotiable CDs 0.10%

State of Calif. LAIF

6.82% Medium Term Notes

- 0.95%
Money Market Funds
18.71%

US Govt. Agencies
70.92%

Derivatives. The Operating Fund Portfolio contained .no derivative instruments (interest rate swaps,
futures, or options) during this reporting period.

Yield. Total interest earned for the quarter ended June 30, 2016 was approximately $1,003,992. The
effective rate of return on total assets in the Operating Fund Portfolio for month-end June 30, 2016
was 0.56% as compared to 0.54% for March 31, 2016. 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, liquidity, and return in
that respective order.
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Comparative yields for the quarter are shown below.

City of Oakland Operating Fund
Comparative Annualized Yields
(As of 6/30/16)

April 2016 ' 0.63% 0.53% 0.57%
May 2016 0.66% 0.55% 0.56%
June 2016 0.58% 0.58% 0.56%

'Effective monthly average return.

Benchmark Comparison:

The effective rate of return on total assets in the Operating Fund Portfolio for the month ending June
30, 2016 was 0.56%. The City’s Operating Fund Portfolio had under-performed the 1-year
government agency which yielded a rate of 0.58% as of June 30, 2016. The City’s Operating Fund
Portfolio slightly underperformed the Local Agency Investment Fund (“LAIF”), which ended the month
at 0.58%.

As of June 30, 2016, the City’s Portfolio Fund’s average days-to-maturity (ADM) was 152 days versus
LAIF’s average days-to-maturity (ADM) was 167 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 recognized for the last quarter as compared to the
prior quarter and the same quarter one year ago.

TOTAL PORTFOLIO INCOME RECOGNIZED
o AcomaiBmis T
Total Portfolio Jume 30, 2016 March 31, 2016 June 30, 2015
Quarter-End
Total Interest Farnings $ 1,003992 | | $ 787,743 $ 591,820
Realized gains (Josses) from sales . - - -
Total income recognized $ 1,003992| | $. 787,743 3 591,820
Fiscal Year-{o-Date
Total Interest Farnings ‘ $ 27626181 | $ 1,751,707 1 | $ 2,226,773
Realized gains (Josses) from sales - - -
Totalincome recognized _____| ____[S________27@618] [$_____ wsLio7] |8 ____ 222677




Valuation and Leverage. Based on information received from Interactive Data Corporation, the
market value of the Operating Fund was $733.66 million, which was above book value by $864,937.

There was no leverage in the portfolio during the reported period, and liquidity was maintained at
sufficient 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

_______________ | CashBasis | | _____ | Accrual Basis
Market Value $ 733664547 | | Market Value $ 733,664,547
Original Cost | | (733058075) |Original Cost (732,799,610)

Net Unrealized Gain (Loss) | $ 606472 Net Unrealized Gain (Loss) | $ 864,937

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 relationship
between the changes in market interest rates to the value of investment securities.

(Remainder of this Page Intentionally Left Blank)




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

Cash and Investment Balances by Fund Type
As of June 30, 2016
$770,320,780

Capital Project Funds,
$7,240,477 , 0.9% Internal Service Funds,

Port of Oakland Funds,
ort of Oaklan (§7,328,075), -1.0%

$310,781,033, 40.3%

Pension Annuity,
$2,784,710
, 0.4%
Trust Funds,
$9,919,038, 1.3%

Special Revenue Funds, General Fund Group,

OMERS & PFRS Funds, 'gigt 157‘39”2;‘; F‘i”:;' $74,738,645 , 9.7% $313,241,935 , 40.7%
$2,526,804 , 0.3% A e
Enterprise Funds,
$44,236,528 , 5.7%
Total Investments Portfolio* $732,799,610
Cash in Bank 37,621,170
Total Cash and Investments** $770,320,780

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

The net negative funds of $7.33 million are in the Internal Service Funds.




iil. CITY OF OAKLAND SUCCESSOR PORTFOLIO

PORTFOLIO REVIEW

The Successor Agency’s portfolio increased from a balance of $36.64 million as of March 31, 2016 to
a balance of $50.64 million as of June 30, 2016. The portfolio increased due to receipt of $18.13
million for Recognized Obligation Payment Schedule (“ROPS”), offset by vendor payments of
approximately $4.13 million.

PORTFOLIO COMPQSITION

The Portfolio continues to comply with all provisions of the City’s Investment Policy for Fiscal Year
2015-2016, 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 portfolio characteristics in tefms 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 17.18% of Operating Fund investments were rated in the AAA/Aaa, while
82.82% were rated AA/Aaa .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 government agencies. The City’s Investment Policy for FY
2015-2016 does not have a rating criteria level for government agencies.

Oakland Successor
Portfolio Credit Quality
(As of 6/30/16)

AA/Aaa
82.82%

" AAA/Aaa
17.18%

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 $42.70 million. The estimated three month cash flow for
Successor Portfolio is summarized below:
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Successor Portfolio Estimated Cash Flow
June 2016-Sept 2016*

Beg: Available Balance $ 36,643,632
ROPS Receipt 18,130,917
Debt Service (40,701,950)|
Other expenses (2,000,000)|
Bal: Septerrber 30, 2016 $ 12,072,599
*Successar Pool Only

Five Year Historical Portfolio Balance: Listed below is the balance‘ for the operating fund portfolio for
each of the last 5 years.

June 2016 $ 50,637,795 2.35%
June 2015 $ 49,476,849 ' (5.38%)
June 2014 $ 52,289,939 ' (8.25%)
June 2013 - $ 56,994,688 (44.94%)
June 2012 $ 103,520,284 -

(Remainder of this Page Intentionally Left Blank)
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The following chart depicts the Successor’s Portfolio by percentage and dollars invested in each
maturity range.

30,000,000 -

25,000,000

20,000,000 A

15,000,000

10,000,000 1

5,000,000

Oakland Successor Agency
Portfolio Maturity
(As of 6/30/16)

| 50.17%

L

40.83%

0-30 31-90 91-180

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 6/30/16)

Money Market Funds
17.18% US Govt. Agencies
81.72%

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

Yield. Total interest earned for the quarter ended June 30, 2016, was approximately $45,929. The
effective rate of return on total assets in the Successor’s Portfolio was 0.42% for month ending June
30, 2016. The Successor’s Portfolio underperformed the 1-year government agency which yielded a
rate of 0.568% as of June 30, 2016. The Successor's Portfolio underperformed the Local Agency
Investment Fund (“LAIF”), which ended the month at 0.58%. 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 Successor Portfolio has extremely shorter duration due to
liquidity concerns, thus lower rate of return in comparison to LAIF and 1-year government agency.

As of June 30, 2016, Successor’s Portfolio Fund’s average days-to-maturity (ADM) was 33 days
versus LAIF’s average days-to-maturity (ADM) was 167 days.
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