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City of Carrollton
Quarterly Investment Report — Executive Summary
Six Months Ending September 30, 2015

September 30, 2015

1. Book Value - All Portfolios $179,560,794
Market Value - All Portfolios $179,680,799
(100.07% of book)
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4. Gross Yield-Consolidated Portfolio S53%
Benchmark Avg. of 1 & 2 Year T-Note .54%

5. Investment Earnings Consolidated $241,045

June 30, 2015

1. Book Value - All Portfolios $202,273,427
Market Value - All Portfolios $202,251,412
(99.99% of book)
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4. Gross Yield-Consolidated Portfolio S1%
Benchmark Avg. of 1 & 2 year T-Note .49%

5. Investment Earnings Consolidated $191,713
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SUMMARY AND ACKNOWLEDGMENTS

The Annual Investment Officer's Report addresses only those funds managed by the City of Carrollton,

Texas. The investment | e earned ed in the budget as a revenue sourc es the e
for additional taxes. The investment income eamed in capital project funds is used to reduce

administrative expenses charged to each project.

The preparation of this report was accomplished with the assistance of several staff members of the City's
Finance Department who provided administrative support, financial data, or analysis work on a particular
part of the report. A review and approval process was carried out by the City Treasurer and the Chief

Financial Officer.

Those listed below who have signatures by their printed names are investment officers of the City and are
required by State law to sign this report. As of September 30, 2015, the investment officers acknowledge
that the City’s investment portfolios have been and are currently in compliance with the policies and
strategies contained in the City’s Investment Policy and in compliance with the requirements of section
2256.023 of the Public Funds Investment Act of the State of Texas.

The City of Carrollton investment reports, policies and strategies have been approved and adopted by the
governing body by Resolution.

Robert B. Scott, Chief Financial Officer/Assistant City Manager

ra

Claudia Gallegos, City Treasurer {

% Management Analyst — Treasury



INTRODUCTION

Statutory and Policy Requirements

This Investment Officer’s Report is written in accordance with the Law of the State of Texas, and more specifically
rith Chapter 2256 Public Funds Investment Act, Section 2256.023, which states that not less than guarterly, the
estment officer shall prepare and submit to the governing body and the chief executive officer of the entity a
v ﬂf‘ézier; report of investment transactions for all funds covered by this chapter, for the preceding reporting period,
within a reasonable time after the end of the period. The report must describe in detail the investment position of the
City on the date of the report; be prepared jointly and signed by all investment officers of the City; contain a
summary statement of each pooled fund group that states the beginning market value for the reporting period;
ending market value for the reporting period; fully accrued interest for the reporting period; state the book and
market value of each separately invested asset at the end of the reporting period by the type of asset and fund type
invested. Other requirements fo be in the report are maturity dates, pooled fund groupings, and a compliance
statement of the investment portfolio as it relates to the strategies in the investment policy and relevant to provisions
of the Public Funds Investment Act.

This report is prepared each quarter by the person or persons designated by the City Council as the Investment
Officers. On October 14, 2014 Resolution #3740 was passed to amend and adopt the investment policy for the City
of Carrollton. The Chief Financial Officer is responsible for establishing written procedures for the operation of the
program and these procedures shall include the explicit delegation of authority to persons who carry out the daily
investment transactions. Currently, the Chief Financial Officer has made this delegation of authority to the City
Treasurer. Investment officials have the authority to invest all City funds with the exception of funds contributed to
the Texas Municipal Retirement System (TMRS) and the deferred compensation carriers, ICMA and Nationwide
Retirement Solutions. These funds are managed by outside investment managers and administrators with a
monitoring process carried out by Finance and Worldoree Services departments.

The funds of the City of Carroliton, Texas, are invested in compliance with Chapter 2256, Public Funds Investment
Act of the State of Texas, and in accordance with investment policies approved by City Council. The City is
authorized o invest its funds and funds under its control in (1} cbligations of the United States or ifs agencies and
instrumentalities, including letters of credit; (2) direct obligations of the State of Texas or its agencies and
instrumentalities: (3) collateralized mortgage obligations directly issued by a federal agency or instrumentality of the
United States, the underlying security for which is guaranteed by an agency or instrumentality of the United States;
{4} other obligations, the principal and interest of which is guaranteed or insured by, or éac%;aé by the full faith and
credit of the State of Texas or the United States or their respective agencies and instrumentalities including
obligations that are fully guaranteed or insured by the Federal Deposit Insurance Corporation or by the explicit full
faith and credit of the United States; (5) obligations of states, agencies, counties, cities, and other political
subdivisions of any state rated as to investment quality by a nationally recognized investment rating firm not less
gs;a?aﬁiéed by the State of Israel; (7} certificates of deposit
and share certificates (1) that are issued by a depository institution that has its main office or a branch o ffice in the
State of Texas and is guaranteed or insured by the &f{sarai Dreposit Insurance Corporation or the National Credit

than “A” or its equivalent; {6} bonds issued, assumed or

Union Share Insurance Fund, or their respective successors, and are secured as to principal by obligations described
in clauses {?} through (6} or in any other manner and amount provided by law for City deposits, or (i) where (a) the
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institution selected under {a) above, a custodian as described by Section 2257.41(d) of the Texas Government Code,

or a clearing broker dealer registered with the Securities and Exchange Commission Rule 15¢3-3(17C>F>R>
Section 240.15¢3-3); {8) securities lending programs if (i) the securities loaned under the program are collateralized,
a loan made under the program allows for termination at any time and a loan made under the program is either
secured by {(a) obligations that are described in clauses (1) through (6), (b) irrevocable letters of credit issued by a
state or national bank that is continuously rated by a nationally recognized investment rating firm not less than “A”

or its equivalent, or {c} cash invested in obligations that are described in clauses (1) through (6) and (11) through
(13} of the first paragraph under this sub-caption, or an authorized investment pool; (ii) securities held as collateral
under a loan are pledged to the governmental body, held in the name of the governmental body and deposited at the
titne the investment is made with the City or a third party designated by the City: (iii) a loan made under the
program is placed through either a primary government securities dealer or a financial institution doing business in
the State of Texas; and (iv) the agreement to lend securities has a term of one year or less; (9) fully collateralized
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urchase agr 5 th ‘o-a-defined-termination-date,-are-fully-secared-by bination shand
obligations described in clause (1), which are pledged to the City, held in the City’s name, and deposited at the time
the mvestment is made with a third party selected and approved by the City and are placed through a primary
government securities dealer, as defined by the Federal Reserve, or a financial institution doing business in the State
of Texas; (10) certain bankers’ acceptances with the remaining term of 270 days or less, if the short-term obligations
of the accepting bank or its parent are rated at least A-1 or P-1 or the equivalent by at least one nationally recognized
credif rating agency; {11} commercial paper with a stated maturity of 270 days or less that is rated at least A-1 or P-1
or the equivalent by either (a) two nationally recognized credit rating agencies or (b} one nationally recognized
credit rating agency if the paper is fully secured by an irrevocable letter of credit issued by a U.S. or state bank; {12}
no- load money market mutual funds registered with and regulated by the Securities and Exchange Commission that
have a dollar weighted average stated maturity of 90 days or less and includes in their investment objectives the
maintenance of a stable net asset value of $1 for each share; and {13} no-load mutual funds registered with the
Securities and Exchange Commission that have an average weighted maturity of less than two vears, invest
exclusively in obligations described in this paragraph, and are continuously rated as to investment quality by at least
one nationally recognized investment rating firm of not less than AAA or its equivalent. In addition, bond proceeds
may be invested in guaranteed investment contracts that have a defined termination date and are secured by
obligations, including letters of credit, of the United States or its agencies and instrumentalities in an amount at least
equal to the amount of bond proceeds invested under such contract, other than the prohibited obligations described
in the next succeeding paragraph.

The City may invest in such obligations directly or through government investment pools that invest solely in such
obligations provided that the pools are rated no lower than AAA or AAAm or an equivalent by at least one
nationally recognized rating service. The City may also contract with an investment management firm registered
under the Investment Advisers Act of 1940 (15 U.S.C. Section 80b-1 et seq.) or with the State Securities Board to
provide for the investment and management of its public funds or other funds under its control for a term up to two
vears, but the City retains ultimate responsibility as fiduciary of its assets. In order to renew or extend such a
contract, the City must do so by order, ordinance, or resolution, The City is specifically prohibited from investing
in: (1) obligations whose payment represents the coupon paymenis on the outstanding principal balance of the
underlying mortgage-backed security collateral and pays no principal; (2) obligations whose ga}amaai represents the
principal stream of cash flow from the underlying mortgage-backed security and bears no interest; (3} collateralized
mortgage obligations that have a stated final maturity of greater than 10 vears; and (4) collateralized mortgage
obligations the interest rate of which is determined by an index that adjusts opposite to the changes in a market
index.

Custodial Arransements

1 Reserve Bank or the Depository Trust ¢
H0NS @Qs{,zfz’é,ga through the securities clearance department of

sponsible for matching up instructions from the City's investment



officers on an investment settlement transaction with confirmations and what is wired from the broker dealers,
before releasing the City’s designated funds for a given purchase. The bank then proceeds to send the in nformation
to the safekeeping and vault departments, to record ownership in the City’s safekeeping account. A saf fekeeping
statement is provided to the City verifying ownership and custody.

Investment Accounting Methodology

The City accounts for the majority of funds on a pooled investment basis, allowing the investment officer to
purchase larger round-lot blocks of securities at higher yields. The individual funds share in higher yields regardless
of the size of each individual cash balance at the time. Investment income is allocated to the participating funds
based upon their equity percentage in the pooled fund. The percentage is based on the individual fund’s accrued
interest balance divided by the pooled fund’s accrued interest balance. Safekeeping fees, realized gains or los:

S,

and investment expenses are netted against interest earnings to derive a net investment income figure to allocate 1o

each individua!l fund. Pooling funds for investment purposes has benefited the City by reducing recordkeeping,
banking fees, and audit costs.

As of September 30, 2015, two pooled funds existed, as follows: Consolidated Fund, consisting of operational funds
and bond issuance money and Police Confiscated Fund, consisting of monies obtained through forfeiture provisions
under federal and state drug laws.

Summary of Cash and Investments, Investment Yields and Earmings

As of September 30, 2015, the City of Carroliton had cash and investments with an amortized book balance of
$174,262.087. Total cash and investments increased $4,583,676 from September 30, 2014 The main increase in
money invested from the prior fiscal vear occurred due to bond proceeds received for the city’s capital improvement
program and property taxes. A detail of the increase in each portfolio is as follows:

CASH AND CASH AND
INVESTMENT INVESTMENT
BALANCE AS BALANCE AS
OF 9/30/13 OF 9/30/14 DIFFERENCE
Consolidated Funds " $ 178,921,400 $ 169,200,085 $ 9,721,315
Restricted Funds (Police Confiscated) b 639394 $ $ 161,068

Total Cash and Investments
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The City of Carrollton manages the investment portfolios actively to achieve relative value in the market and within
set parameters to be positioned at an optimal place on the yield curve. The City monitors the duration of the
portfolios to achieve liability matching, but also to achieve the maximum income potential, while maintaining the
safety and liquidity of the portfolio. The portfolios are relatively short-term in nature, but typically will achieve

vields above treasury bill/notes rates of interest.
NOTES:

[ I TR T SR : ) ol 3 'y
Y Consolidated Funds includes bond proceeds funds.

2

%Luﬁ cash sm weld in the interest- bearing demand deposit bank accounts, as well as the
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ECONOMIC SUMMARY AND INVESTMENT STRATEGY
For the Quarter Ending September 30, 2015

The Economy This Quarter

Economic data released the last week of September suggested that the real gross domestic product (GDP)
increased 3.9 percent in the second quarter of 2015. The increase in real GDP was boosted by consumer
spending on services, mainly health care, food services, and accommodations on non-durable goods and
on durable goods, mainly motor vehicles and parts. An increase on business investment, state and local
government spending, and residential investment also contributed to GDP’s growth during the second
quarter. The rise on GDP was impacted negatively by imports.

The unemployment rate in September 2015 declined to 5.1 percent from 5.3 percent in June 2015,
reflecting a decrease of unemployed to 7.9 million in September from 8.3 million in June. Total nonfarm
payroll employment rose by 142,000 in September. Consequently, in 2015, job growth averaged 198,000
per month compared with an average monthly gain of 260,000 in 2014, Jobs were mainly added in health
care, professional and business services, retail, and food and services industry. Employment in the mining
sector continued to decline during the third quarter,

Personal income increased 0.3 percent, and disposable personal income (DPI) increased 0.4 percent in
August, according to the Bureau of Economic Analysis. Real personal consumption expenditures (PCE)
increased 0.4 percent and 0.3 percent in July and August. Consumer sentiment decreased in early
September as a result of the decline in stock market prices, but it remained above its year-end earlier
tevel.

Total existing home sales fell 3.28 percent to a seasonally adjusted annual rate of 5.31 million in August
2015 compared to 5.49 million in June 2015, A study performed by the Na%:ienai Association of Realtor in
August revealed that home sales might be affected by homebuilding insufficiency in several metro areas,
resulting in housing shortages and fast price growth in many markets. Total heusiﬁg inventory decreased
0.43 percent to 2.29 million in August 2015 from 2.30 million in June 2015. Existing housing inventory
available for sale is 1.7 percent lower than a year ago (2.33 million). Unsold inventory is at a 5.2-month
supply in August down from 5.0-month in June

Foreign economic growth continued to be weak in the fourth quarter as a result of real GDP contractions
n Canada, Japan, Brazil, and Taiwan, while the Euro zone and United Kingdom economy continued to
expand at 3 moderate pace. The concern of the slow growth in developed countries, and uncertainty in
future growth of China and other emerging markets prompted an increase in financial market volatility in
September and a decrease on risk sentiment.
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The Federal Open Market Committee (FOMC) met in September

percent target range for the federal funds rate despite the Committee’s anticipation of a moderate

expansion of the U.S. economy in the future and a decrease of the underutilization of labor resources,.
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The FOMC decided to delay an increase mainly because of recent economic and financial developments
in China and emerging markets. Concemns on the slow economic growth in China and other emerging

markets have contributed to the appreciation of the dollar and a decline in oil prices and ai;haz*
commodities, which along with a slow increase on wages and a high number of part-time employees
could exert downward pressure on inflation. Many members of the FOMC stated that the effects of these
economic developments should be transitory and with a small effect on the economy. However, the risk
of these conditions affecting the U.S. economy growth exist and an increase on the rates could cause

additional downward pressure inflation,

The FOMC adjusted its projection on real GDP growth to 2.0-2.3 percent in September 2015 from 1.8

2.0 percent in June 2015. FOMC unemployment rate projection to end in 2015 was adjusted in September
2015 to 5.0 - 5.1 percent from 5.2 - 5.3 percent forecasted in June 2015. According to the Chicago
Mercantile Exchange, investors in the future markets are pricing in a 24 percent probability for a rate

increase.
City of Carroilton’s Portfolio Performance This Quarter

At the end of the third quarter, the three-month T-Bill was yielding .02 percent and the 20-year Treasury
was yielding 2.62 percent, representing a spread of 260 basis points. This spread decreased 23 basis
points from last quarter’s 283 basis point spread. The 10-year Treasury was yielding 2.17 percent a spread
of 215 basis points with the three-month T-Bill. The Consolidated portfolio had an overall yield of .54
percent gross and .49 percent net of bank analysis fees and investment expenses at the end of the quarter.
These vields reflect an increase of .15 percent and .13 percent respectively from the previous quarter. The
weighted average maturity (WAM) of the Consolidated portfolio at quarter end was 1.45 years, down

from 0.77 years at the end of last quarter. The yield of Carrollton's Consolidated portfolio was performing

t 15 basis points higher than the one-year and two years average yield of Treasury Notes.

The Consolidated portfolio currently has a short term duration (refer to graph #3 of Executive Summary})
with about 45.86 percent of the portfolio, including a government pool and callable coupon agencies
bonds, under 1 Year, 14.95 percent of the pm*{ folio from one 35531“ to two years, and the remaining 39.19
percent between two to five years. The city’s portfolios is diversified at quarter-end being in various types
of government coupon agencies at 68.66 percent, discount agencies at 12.74 percent, and, cash and
government pools at 18.60 percent of the total portivlio. All of the current City investments have active
secondary markets and can be sold at any time should the need arise.

The book value of all combine g}aﬁi lios at the end of the quarter was $179,560,794 and the market
value was $179,680,799. The difference represents an unrealized gain of $120,005 (100.07% of book

o

ralue for the combined porﬁé@h s}
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A detailed breakdown of income earned, vields, holdings, market sector diversification, market value, and

3

book value by portfolio and asset type for the City’s portfolio are contained in EEE%S investment repot
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Indicators of Economic Activity

July 2015

August 2015

September 2018

Personal Income(l) 0.4% 0.4% $.1%
Total Unemployment Rate(2) 53% 5.1% 5.1%
Leadimg Fconomic Indicators(3) 0.0 0.0 -{3.2
Manufacturing New Orders(4) 56.5 51.7 0.1
PPI (All Items }(5) 0.2 0.0 -3.5
Real Avg. Weekly Fammings{(6) $363.44 $365.00 $364.37
CPT{AN Ttems }(7) 0.1 -0.1 -3.2
Retail 8 (M L4447 97 447,219 $447 686
Industrial Production{(9) 0.8 -0.1 ~3.2
Business Inventories{(10) $1,810,381 $1.,810,952 N/A
Durable Goods (New Grders)(11) 1.9% -3.0% ~1.2%

{p) Preliminary

Sgurces:
(1) www.bea.gov/newsreleases
{2y www.bls.gov

{3y www.conference-board.org/

{4y www.instituteforsupplymanagement.org

(3) www.bls.gov/ppi/

{73 www.bls.gov/epi/

{8y www.census.gov/retail/

(9 www.federalreserve. gov/

(10) www.census.gov/

{11) www.census.gov/manufacturing/




COMPARISON OF MARKET RATES AND INDICES
For the Period Ending September 36, 2015

INVESTY

T-Bills{1)
3 Months 0.03% 0.07%

6 Monthg 0.12%

~ eny
S 0.02%

8.02
G.I8% 0.04%

T-Notes(1}

0.30% (0.38% 8.37% 0.11%
0.67% 0.70% 8.71% 0.57%
103% 1.61% 1.05%
1.534% 1.49% 1.77%
Yo 2.17% 2.81%

2.55% 2.62% 3.01%

Gov't Posl(2}
Texpool 0.06% 0.07% 8.09%
LoGC 0.13% 0.14% 6.14% 0.03%

Comm. Paper(3)

30 Days n.g. 1.4 0.4
n.4
90 Days 0.13%

jand
o]

60 Days 1.4, n.4q.

s
@

Bomestic B.AG)
30 Days 0.15% 0.15% 0.15% 0.15%
60 Days 0.19% 0.19% 0.19% 0.19%

90 Days 0.23% 0.23% 0.23% 0.23%

Fed. Funds Targetf Rate 0.00-0.25% 0.00-0.25% 8.00-0.25% G.00-025%

ik

5% 3.25% 3.25% 3.25%

e

Prime Rate{d) 3.

DIIAGS) 17,689.86

o
Ly
[
L

16,284.70 17,042.90

Bond Buyer Index(6) 3.79% 3.74% 3.78% 4.13%

Municipal Bonds
AAA 0.45%

AA 0.51%

NT MATURITIES

s bnd_pgink COMMERCL



ANNUALIZED PORTFOLIO VIELDS - GROSS AND NET
FOURTH QUARTER ENDED SEPTEMBER 36, 2015

OUARTER ENDED
PORTFOLIO September 30, 2015 June 39, 2015

GROSS YIFLDS H

CONSOLIDATED 0.53% 0.51%
POLICE CONFISCATED 05.05% 0.05%

NET YIELDS {1}

CONSOLIDATED 0.47%
POLICE CONFISCATED 0.05%

BENCHMARKS

-
3-MONTH TREASURY BILL 0.01% {2y
6-M ONTH TREASURY BILL 0.13% (23
I-YEAR TREASURY NOTE (23
Z-YEAR TREASURY NOTE 0.69% (23

3-YEAR TREASURY NOTE 0.92% 1.08% (2

NOTES:

{1y Gr
vields

oss vields do not include the deduction forbank analysis fees, investment staffexpenses, and arbitrage fess. Net
do reflect these deductions.

(2) Benchmarks were calculated as average annualized vields and were not weighted by theactual portfolio balances.




INVESTMENT EARNINGS AS OF THE FOURTH QUARTER
OFFISCAL YEAR 2014-15

CONSOLIDATED PORTFOLIO

4THQTR PRIOR YTD
JULY AUGUST | SEPTEMBER| TOTALS TOTALS
NTEREST RECEIVED $ 5062418 5544608 11083315 216903 $  TIRIT3
GAIN/LOSS 445 . 235 680
INVESTMENT EXPENSES (8,893) (8,893 (8,803) (26.678)
BANK FEES - - - .
ARBITRAGE FEES ; - : : . ;
ACCRUED INT/AMORTIZATION 13,004 15,619 20,617 50,140 (33,926) 76,068
- INCOME EARNED $  S608018% 621721% 12279318  2410451% 87140915 757848

SELECTED KEY INDIVIDUAL FUNDS
NET INVESTMENT EARNINGS
AS OF THEFOURTH QUARTER

FY 2015 NET
INVESTMENT

FY 2014 NET
INVESTMENT

FUND FUND # EARNINGS EARNINGS

GENERAL FUND 1006 5 208,458
DEBT SERVICEFUND 2000 1,498
HOTEL/MOTEL TAX 3020 209
COURT SECURITY FEE 3040 652
JUVCASEMGMT FUND 3041 2,922
POLICECVE 3045 376
SR CENTER DONATIONS 3200 72
GENERAL FAC. - SPECIAL PROJ. 4101 125916
COURT TECH FUND 4103 357
GEN CAP RR PROJECT 4107 5,491
FACILITIES - 2005 G.O. 4155 5,030
ANIMAL SHELTER 09 CAP PROJ 4157 1,378
CCS PARKING - 2010 GO, 4158 4,110
URBAN DESIGN SPECIAL PROJ 4201 7,587
PARKS-PRORATA 4310 3,976
PARKS CONSOLIDATED 4360 17472
STREETS CONSOLIDATED 4460 127,979
DRAINAGE CONSOLIDATED 4560 18,066
TRAFFIC CONSOLIDATED 4660 13,031
TAX INCREMENT FINANCING 4760

WATER & SEWER OPERATIONS
WATER & SEWER IMPACT FEES
UTILITY CONSOLIDATED

W&S FLEET REPLACEMENT
GOLF COURSE OPERATING
GOLF COURSE FLEET REPLACE
SANITATION OPERATIONS
BQUIPMENT SERVICE

GENERAL FLEET REPLACEMENT
RISK SERVICE
ADMINISTRA
LT DISABILITY

5100

6590

ITOTAL NET INVESTMENT EARNINGS SELECTED FUNDS U




INVESTMENT EARNINGS AS OF THEFOURTH QUARTER
OF FISCAL YEAR 2014-20153

POLICECONFISCATED
4THQTIR YTD PRIORYTD
JULY AUGUST SEPTEMBER TOTALS TOTALS TOTALS
INTEREST RECEIVED $ 813 20618 2418 6218 1701 % 87
GATMN/LOSS - - - - - -
INVESTMENT EXPENSES - - - - - -
SAFEKEEPINGFEES - - - - - -
ACCRUED INT/AMORT. - - - - - -
NET INV.INCOMEEARNED | § 1818 201 % 241§ 6218 1761 $ 87
INDIVIDUAL FUNDS
NET INVESTMENT EARNINGS
AS OF THE FOURTH QUARTER
FY 2015 NEY | FY 2014 NET
INVESTMENT | INVESTMENT
FURD FUND # EARNINGS FARNINGS
POLICE CONF. STATE 3700 8 1815 21
POLICE CONF. TREASURY 3711 14 9
POLICE CONF. FED, JUSTICE 3712 {130} 52
FIRE CONFISCATED 3730 (8) s
GRAND TOTAL 5 {1061 $ 87




PORTFOLIO GROSS YEILDS AND INCOME LEVELS
COMPARISONS

Portfolio Gross Yields Comparisons

0.70% -

0.60% -~

0.54%

0.50%

0.40%

0.30% "

0.20%

0.10% -+

0.00% -

Consolidated

Bill

Individual Portfolio Percentage Contribution to
Combined Portfolio Gross Income Comparison

Police Confiscated

/o 0.02%

ltl
Consolidated
89 98% \

Combined Portfolio Gross Income: $871,579
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COMPARISON OF ACTIVE VS, PASSIVE PORTFOLIO MANAGEMENT

Prior to actively managing the City's portfolio, the City mainiained a passive investment strategy. City funds were placed in
collateralized or fully insured certificates of deposit with the City's depository bank and held to maturity. The depository bank
paid a contractually agreed upon rate based on a written bid received by the City every two years. Because of changes in the tax
laws m 1986, it became less attractive for banks to hold large inventories of investments that could be used as pledged collateral
for city government deposits. As a result, the City received a very low vield quote on certificates of deposit in 1986, The quote
was thres basis points below the 91-day Treasury bill discount rate. Since the City could invest directly in freasury bills and
other marketable securities at higher rates, the decision was made to take the investment services out of the depository bank
coniract and begin an active porifolio management strategy in marketable securities. All of the City's portfolios are now actively
managed to achieve safety, liquidity, and a competitive rate of return in the market. The example below shows the difference in

arnings that might have occurred for the fiscal year in the Consolidated portfolio if the passive strategy in freasury bills had

4]

been adopted.

The following is an analysis of active vs. passive portfolio management using only the Consolidated portfolio:

% %

CONSOLIDATED AVERAGESL- NUMBER OF
PORTFOLIO A VERAGE DAYT-BILL DAYS INTEREST
MONTH BALANCE (%) YIELD (%) INVESTED EARNINGS
October 170,363,961 0.02 31 $2,894
November 16799527 0.02 30 $2,762
December 169,272,623 0.03 31 $4,313
January 178,185,506 0.03 31 $4.540
“ehruary 194,239,830 0.02 28 $2.980
March 201,335,835 0.03 31 £5,130
April 197,046,062 0.02 30 $3,239
May 195,381,908 0.02 31 $3,319
June 200,648,754 0.02 30 %3298
July 206,346,874 0.03 31 35,258
August 196,106,732 8.07 31 811,659
September 191,472,438 .02 30 $3,147
Total Interest that could be Eamed Under Passive Management 352,53{}‘“
Total Net Investment Income Actually Earned Under Active Management = §8?§,§§G‘9{
Income Differential derived from Active Management 3818870
Represents approxgmately an advaniage oft 43 basis poinis

{1y Source for average 9] reasury bill discountrates is the US Department of the Treasury.
(2 This figu i “gains and losses onsales, investment expenses suchas
[V e




COMPARISON OF ACTIVE VS, PASSIVE PORTFOLIO MANAGEMENT

Another example of a passive strategy would be to buy a certificate of deposit with a one-year maturity for money the City
will have m reserves and put another pool of money in six-month treasury bills representing money that may not be spent all at
once, such as bond proceeds and leave the rest in a Hquid money market type fund managed by outside managers.
Accordingly, the following example demonstrates the benefit of an active vs. passive portfolio management program under
this scenario. Again, only the Consolidated portfolio is considered in this example:

ASSUME: §15,000,000 Fund Balance Reserves Invested in One-Year C.D. @ .70%
$10,000,000 Invested in Six-Month T-Bills @ .08% for First Six Months and @ .05% for Second Six Months
Balance of Funds Remaining Invested in Money Market Government Pool with an Cutside Investment Manager

CONSOLIDATED AVG. GOVT. NUMBER
PORTFOLIO AVG. BALANCE POOL RATE OF OF DAYS INTEREST
MONTH (8) LESS $25.,000,000 RETURN (%) " INVESTED EARNINGS
Oetober 145,363,961 0.05 31 $5,741
November 142,995,274 0.03 30 $3,526
December 144 272 623 0.04 31 54901
January 153,185,506 0.05 31 $6,505
February 169,239 830 0.04 28 $5,193
March 176,335,835 0.05 31 §7.488
April 172,046,062 0.05 30 $7.070
May 170,381,908 0.06 31 $8,682
June 0.06 30 58,662
July 0.10 31 $14,632
August 011 31 $15,259
September 0.12 30 $15.735
Total Interest that could be Earmed Under Passive Management $103,396
Add: Interest Eamned in CDu 15,000,000 x 0.38% one year = $57,000
Interest Earned in T-Bilk $10,000000  « 0.05% first sixmonths = $2,500
310,000,000 x 0.09% second sixmont] = $4.500
Total From Passive Portfolic Management 2167,396
Total Net Investment Income Actually Earmned Under Active Management @ §71.409
Income Differential derived from Active Management
Represenis approximately an advantage off 37 basis poinis

{17 Source for average

overnment pool rate of retu
Data. Source for Treasurs

YT v b asrrms o I imo o NP
computer charges, and supplies ampunti
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