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Office of the City Manager
INFORMATION CALENDAR

JUNE 28, 2022

To: Honorable Mayor and Members of the City Council

From: Dee Williams-Ridley, City Manager

Submitted by: Henry Oyekanmi, Director, Finance Department

Subject: FY 2022 Third Quarter Investment Report: Ended March 31, 2022

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, 2022 was .99%,
70 basis points more than the .29% 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 .99% for the quarter ended March 31,
2022 was 11 basis points less than the rate of 1.10% earned in the quarter ended
December 31, 2021.

e The average return on all Retiree Medical Trust Fund investments was 4.14% for
the quarter ended March 31, 2022.

CURRENT SITUATION AND ITS EFFECTS

Attached is a summary of quarterly reports for the fiscal year 2022 Third Quarter ending
March 31, 2022 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: FY2022 3rd Qtr INFORMATION CALENDAR
Ended March 31, 2022 JUNE 28, 2022

A. Portfolio Results

As a result of the differences in the investment policies of different cities, 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 in 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.

1. Liquidity of Portfolio:
The average investment in the pooled portfolio matures in 1,352 days as of March
31, 2022. This is 52 days more than the 1,300 maturity days as of December 31,
2021.

2. Comparison of Results to Performance Measures — Pooled investments:
Quarter Ended March 31, 2022
The City’s yield on investments for the quarter ended March 31, 2022 was .99%,
a decrease of 11 basis points (.11%) from the 1.10% earned during the quarter
ended December 31, 2021. The average yield on a 90-day Treasury bill at the end
of the quarter ended March 31, 2022 was .482%, an increase of 45 basis points
(.45%) from the .030% at the end of the previous quarter.

As summarized in Table 1, staff's overall results were above the performance
measure for the quarter. Staff’'s performance was above the performance measure
in January by approximately 67 basis points (+.67%); over the performance
measure in February by approximately 74 basis points (+.74%); and, was over the
performance measure in March by approximately 62 basis points (+.62%). The
performance measure for the return on investments is compared to the rate of
return of the State LAIF.
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3.

The rates earned on these plans are expected to be higher in the future, as staff plans
to use the investment authority granted by Council to purchase Bond and Stock Mutual
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Table 1
For Quarter Ending March 31, 2022
Period City State LAIF | Difference
Jan-21 90% 23% 0.67%
Feb-21 1.02% 28% 0.74%
Mar-21 .99% 37% 0.62%
Jani-Mar 31 99% 29% |  0.70%

Investment Results-Retiree Health Insurance Funds:

Table 2

Average interest rates earned on the retiree health insurance trust funds for the
quarter ended March 31, 2022 compared to the quarter ended December 31 2021,
were as follows:

EARNED INTEREST RATES

For Quarter Ended 3/31/2022 Compared To 12/31/2021

2nd Qtr 3rd Qtr
B 12131721 | 3/31/22
Retiree Medical Trust Fund (Misc Employees) 4.421% 4.834%
Fire Retiree Medical Trust Fund 3.671% 3.962%
Police Retiree Medical Trust Fund 3.327% 3.614%

Funds or Index Funds.

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

In its May 4, 2022 statement, the Federal Open Market Committee indicated that although
economic activity edged down in the first quarter, household spending and business fixed
investment remained strong, job gains have been robust in recent months, and the
unemployment rate has declined substantially. Inflation remains elevated, reflecting
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Investment Report: FY2022 3rd Qtr INFORMATION CALENDAR
Ended March 31, 2022 JUNE 28, 2022

supply and demand imbalances related to the pandemic, higher energy prices, and
broader price pressures.

The invasion of Ukraine by Russia is causing tremendous human and economic hardship.
The implications for the U.S. economy are highly uncertain. The invasion and related
events are creating additional upward pressure on inflation and are likely to weigh on
economic activity. In addition, COVID-related lockdowns in China are likely to exacerbate
supply chain disruptions. The Committee is highly attentive to inflation risks.

Yield Trend

The Committee seeks to achieve maximum employment and inflation at the rate of 2
percent over the longer run. With appropriate firming in the stance of monetary policy, the
Committee expects inflation to return to its 2 percent objective and the labor market to
remain strong. In support of these goals, the Committee decided to raise the target range
for the federal funds rate to 3/4 to 1 percent and anticipates that ongoing increases in the
target range will be appropriate. In addition, the Committee decided to begin reducing its
holdings of Treasury securities and agency debt and mortgage-backed securities on June
1st, In assessing the appropriate stance of monetary policy, the Committee will continue
to monitor the implications of incoming information for the economic outlook. The
Committee would be prepared to adjust the stance of monetary policy as appropriate if
risks emerge that could impede the attainment of the Committee’s goals.

The Federal Reserve raised the Federal Funds rate .25% and .50% at its March and May
2022 meetings, respectively; In addition, an April 4-8,2022 Reuters poll of more than 100
economists expects the Fed to raise the Federal Funds rate .50% at its June 2022
meeting, and .25% at the rest of its meetings in calendar 2022. This would bring the
Federal Funds rate to 2.00% to 2.25% by the end of 2022.

Change in Strateqgy

Prior to the Fed’s change in monetary policy starting March 16, 2022, staff’s basic strategy
consisted of not purchasing any Agency or Medium-Term corporate note securities with
a maturity beyond three years, unless the securities were step-up securities (i.e.,
securities whose interest rates increased periodically, if they were not called). After the
Fed’s change in monetary policy, the City’s investment strategy changed to extending the
investment maturities of securities purchased beyond three years for attractive interest
rates, regardless of the call features. This should result in an increase in interest income
during the remainder of FY 2022, and into FY 2023.

Also, the City’s earned rate is expected to be above the City’s benchmark (State LAIF)
and the City’s return is expected to be comparable to rates earned by most other cities in
California. A sample of rates earned by Northern and Southern California cities is
reflected in table 3 below (previously only Northern California cities were included):
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Table 3
Other California Cities
Earned Interest Rates
For the Quarter Ending March 31, 2022
City Rates Earned
Palo Alto 1.61%
Burbank 1.36%
Los Angeles 1.23%
Berkeley .99%
Sacramento .88%
San Jose .88%
Hayward .88%
Torrance .85%
San Francisco .58%
San Diego .55%
Oakland N/A
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 14 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 AND CLIMATE IMPACTS

There are no identifiable environmental effects or opportunities associated with the

subject of this report.

CONTACT PERSON

Henry Oyekanmi, Director, Finance Department, 981-7326

ATTACHMENTS

1. Portfolio Evaluation FY 2022 Third Quarter
2. Investment Report Analysis FY 2022 Third Quarter

a.
b.

C.
d.

e

Exhibit 2-A: Pooled Cash and Investments

Exhibit 2-B.1 through 2-B.3: Interest Earnings January 1, 2022 — March 31,
2022

Exhibit 2-C: Book Value By Investment Type

Exhibit 2-D: Current Holdings vs. Policy Limits

Exhibit 2-E: Investment Portfolio Trend

3. Sum.mary of Pooled and Cash Investments FY 2022 Third Quarter —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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Attachment 1

Portfolio Evaluation
Quarter Ended March 31, 2022

[
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Quarter Ending

March 2022 D ber 2021 September 2021 June 2021
Total Portfolio
Pooled Cash and Investments (COB) $ 581,584,405 $ 599,176,851 $ 526,986,435 $ 607,813,880
Pooled Cash and Investments (Trust) 50,745,325 52,859,894 52,247,171 52,703,230
Total Cash and Investments $ 632,329,730 $ 652,036,745 $ 579,233,606 $ 660,517,110
Average Life of Investment Portfolio
Pooled Investments (CoB) 1,352 1,300 1,304 1,317
Trust Investments 2.008 years 2.378 years 1.961 years 2.584 years
Weighted Yield
Pooled Investments (CoB) 0.969% 1.096% 0.992% 0.804%
Trust Investments 4.137% 4.055% 3.369% 4.145%
Prime Rate 3.500% 3.250% 3.250% 3.250%
91-day Treasury Bill Rate 0.482% 0.030% 0.033% 0.041%
2-year Treasury Note Rate 2.335% 0.732% 0.276% 0.249%
Cash and Investments Maturity
Within one year $ 253,719,774 40.12% $ 250,773,736 38.46% $ 164,472,378 28.39% $ 304,569,674 46.11%
Between 1 to 3 years 52,619,468 8.32% 48,320,863 7.41% 43,663,650 7.54% 54,151,565 8.20%
Between 3 to 5 years 305,166,300 48.26% 321,618,796 49.33% 333,855,324 57.64% 205,214,052 31.07%
Between 5 to 10 years 20,824,188 3.29% 31,323,351 4.80% 37,242,254 6.43% 96,581,820 14.62%
Over 10 years - 0.00% - 0.00% - 0.00% - 0.00%

Total $ 632,329,730 100.00% $ 652,036,745 100.00% $ 579,233,606 100.00% $ 660,517,111 100.00%
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Attachment 2
cmyer Investment Report Analysis
As of March 31, 2022
Pension and OPEB

Investments Pooled Investments Trust Investments Total

Portfolio $ 536,801,031 $ 25,745,065 $ 562,546,096
Unrecognized gain/(loss) (14,608,283) (1,355,990) (15,964,272)

Total Investments 522,192,748 24,389,075 546,581,824
Pension and OPEB

Cash Pooled Cash Trust Cash Total

Cash with Fiscal Agents 328,638 - 328,638
Cash Deposits in Banks 85,419,269 - 85,419,269
Pooled Cash Adjustment (26,356,250) 26,356,250 -

Total Cash 59,391,657 26,356,250 85,747,907
Adjusted Grand Total (All Cash and Investments) $ 581,584,405 $ 50,745,325 $ 632,329,731
Pooled Cash Portfolio Breakdown As of March 31, 2022 Book Value Market Value
Investments $ 401,650,474 $ 387,042,192
Fidelity Money Market (TRANS) 22,331,868 22,331,868
Fidelity Money Market 112,818,689 112,818,689
$ 536,801,031 $ 522,192,748

Note: Pooled cash for General Fund includes Rent Board cash of $3,633,361.47
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Attachment 3
Summary of Pooled Cash and Investments - Trust Funds
(Market Value)
As of March 31, 2022
Pooled Cash
Investments Gain/Loss on & Investments
Pooled Cash (Book Value) Investments (Market Value)
Retiree Medical Trust Fund
Fund No.
721 BHA $ 375,868 $ 206,035 $ (17,824) $ 564,079
722 M1=IBEW (13,602) 100,647 (5,225) 81,820
723 M2=Local 1 5,902,388 4,603,143 (288,318) 10,217,213
724 MUI=Z1 988,844 954,356 (39,191) 1,904,009
725 MUI=Z2 to Z6 1,430,072 1,315,924 (66,366) 2,679,630
726 M535= Local 535 5,491,964 4,271,558 (205,720) 9,557,802
727 M3=Local 790 3,655,622 2,849,539 (195,195) 6,309,966
Total Retiree Medical Trust Fund 17,831,156 14,301,202 (817,839) 31,314,519
Fire Medical Trust Fund
736 Fire Medical Trust Fund 5,593,317 6,925,460 (317,350.70) 12,201,426
Total Fire Medical Trust Fund 5,593,317 6,925,460 (317,351) 12,201,426
Police Medical Trust Fund
731 Police EE Retiree HLT Assistance Plan 688,488 1,645,629 (90,707) 2,243,410
701 Safety Members Pension Fund 66,229 66,229
706 Police Medical Trust Fund 2,177,060 2,872,774 (130,093) 4,919,741
Total Police Medical Trust Fund 2,931,777 4,518,403 (220,800) 7,229,380
Total Trust Funds $ 26,356,250 $ 25,745,065 $ (1,355,990) $ 50,745,325
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