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To The Honorable Mayor Marchant,
Members of the City Council,

and City Manager,

City of Carrollton

The information within comprises the quarterly investment officer’s report for the City of Carrollton,
Texas for the first quarter ended December 31, 2016. The undersigned 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 as adopted by Resolution for the City of Carrollton and are
also in compliance with the requirements of section 2256.023 of the Public Funds Investment Act of
the State of Texas.

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

Claudia Gallegos, City Treasurer

Jonathan Scheu, Senior Budget & Management Analyst — Treasury



In accordance with the American Disabilities Act, the City of Carrollton intends to provide
accessible communications to allow people with disabilities to equally and effectively
participate in programs, services, and activities offered. If any person with a disability needs
this document to be translated into a different format in order for it to be accessible, please
contact the Finance Department at the City of Carrollton at (972) 466-3110.



December 31, 2016

CITY OF CARROLLTON
Quarterly Investment Report - Executive Summary
First Quarter Ended December 31, 2016

September 30, 2016

Book Value - Market Value - All Portfolios

Book Value $194,567,544 Book Value $189,807,494
Market Value $193,880,124 Market Value $189,826,373
Market Value vs Book Value 99.65% Market Value vs Book Value 100.01%
Portfolio Diversification by Investment Type - All Portfolios
Discount Cash & Discount Cash &
Agencies, Gov't Pool, Agencies, Gov't Pool,
2.04% 20.53% 2.09% 16.53%

Coupon
Agencies,
77.43%

Coupon
Agencies,
81.38%

Portfolio Diversification by Issuer - All Portfolios

FHLMC 8.74% FHLMC 7.37%
FNMA 7.09% FNMA 7.26%
TVA 1.08% TVA 1.12%
EICO 2.04% FICO 2.09%
FFCB 1.61% FFCB 31.87%
FHLB 28.91% FHLB 33.76%
TEX POOL 8.64% TEX POOL 5.23%
LOGIC POOL 10.23% LOGIC POOL 8.28%
FROST BANK 1.67% FROST BANK 3.02%
Weighted Average Maturity - All Portfolios
1.25 Years 1.41 Years
30% 35% -
25% - 30%
20% - 25% 1
20%
15% -|
15% -|
10% -
10% -
5% -
5% -
0% - 0% -
0-90 91-180 181 Days 1-2 2-3 3-5 0-90 91-80 lSlDays- 1-2 2-3 3-5
Days Days -1Year Years Years Years Days Days lYear Years Years Years
CONSOLIDATED PORTFOLIO YIELDS & EARNINGS
Gross Yield - Consolidated Portfolio: 0.92% Gross Yield - Consolidated Portfolio: 0.84%
Benchmark Average: 1 & 2 Year T-Note: 0.71% Benchmark Average: 1 & 2 Year T-Note: 0.59%
Investment Earnings - Consolidated: $430,712.87 Investment Earnings - Consolidated: $562,093.00




ECONOMIC SUMMARY AND INVESTMENT STRATEGY
First Quarter Ended December 31, 2016

The U.S. Economy This Quarter

The U.S. economy expanded at a modest pace from late November through the end of 2016 in most of the
twelve Federal Reserve Districts according to the Federal Reserve’s “Beige Book.” All districts reported
growth in employment and a modest increase on wages as a result of labor markets tightening. Prices
increased moderately in eight of the twelve Districts with input costs increasing more than final goods
prices. Non-auto retail sales grew in most Districts despite reporting holiday sales below expectations.

Real Gross Domestic Product (GDP) for the third quarter of 2016 was adjusted to 3.5 percent on the Bureau
of Economic Analysis “third” estimate; up from the 1.4 percent annualized growth of the prior quarter, and
higher than the prior estimate of 3.2 percent growth. The increase in real GDP reflected a rise in personal
consumption expenditures, exports, private inventory investment, nonresidential fixed investments, and
local, state and federal government spending that were offset by a decrease in residential fixed investments
and an increase of imports. The Federal Reserve Bank of Atlanta’s GDPNow model, forecasted on January 19
a growth of 2.8 percent of the real GDP in the fourth quarter of 2016.

The unemployment rate in December 2016 was 4.7 percent, a decrease from 4.9 percent in June 2016. Total
nonfarm payroll employment rose by 156,000 in December. Employment increases occurred mainly in
health care, social assistance, hospitality, transportation and financial industries. Janet Yellen, Chair of the
Federal Open Market Committee (FOMC), commented during her January 19, 2017 economic outlook that
the unemployment rate and labor utilization were close to the FOMC's estimated long-run normal levels,
and the Committee expected the labor market to strengthen as the economy expands in 2017.

The National Association of Realtors, reported 2016 as the best year in a decade of existing home sales even
with a decrease of 2.8 percent in December to a seasonally adjusted annual rate of 5.49 million from 5.65
million in November. This decrease is attributed to higher mortgage rates and home prices in conjunction
with low inventory levels during the month. Total housing inventory decreased at the end of December to
3.6-month supply from 3.9-month supply in November.

The yield curve during this quarter steepened, with yields on short-term maturities not rising as fast as
those in the intermediate to long-term. The yield on the 10-year U.S. Treasury at the end of December
increased to 2.49 percent from 1.63 percent at the end of September. The 2-year T-note yield increased to
1.20 percent in December from 0.77 percent in September.

The DFW Economy This Quarter

The Dallas — Fort Worth economy continued to grow at a slower pace in December compared to November,
with an annualized employment growth of 2.7 percent, faster than the nation’s 1.5 percent rate and the
states’ 1.6 percent. The unemployment rate in December rose to 4.4 percent in Dallas and 3.3 percent in
Fort Worth compared to the 4.7 in the U.S. Employment increases occurred in the construction and mining
industries, and in professional and business services.

The Dallas Business-Cycle index that measures economic growth has slowed down in December. In 2016,
the Dallas index rose 5.5 percent, while the Fort Worth index increased 2.7 percent. Construction continued
to be high at year-end, although it declined compared to the beginning of 2016.

Economic Outlook

The FOMC met in December 2016 raising the target range for the federal funds rate at 0.50 percent to 0.75
percent. The Committee projected economic activity growth at a moderate pace, strengthening of labor



markets, and determined that the near-term risks to the economic outlook appear roughly balanced. The
December projections of the federal funds rate showed gradual increases with a median of 1.4 percent, 2.1
percent and 2.9 percent for 2017, 2018, and 2019, respectively; with a median for the longer-run projection
of 3.0 percent.

Real GDP was projected to rise in 2017 and through 2019 slightly above September projections. The median
for 2017 projections increased from 2.0 percent in September to 2.1 percent in December, while the
median of the longer-run growth remained unchanged at 1.8. The Committee also lowered its
unemployment rate projections in December, reporting a median of 4.5 percent for 2017, 2018 and 2019;
with a 4.8 percent median for the long-run projection.

The Fed's next policy meeting is January 31 — February 1. Academic economists do not expect a rate
increase during this meeting. Ms. Yellen stated during her January 19, 2017 speech, that the Fed’s policy
path depends on productivity growth, which economists expect to increase in the future but which timing is
uncertain; the strength of global growth with an unforeseen future; and finally, the potential for changes in
fiscal policy with an undecided composition and timing.

The January Wall Street Journal's Economist Survey indicated that economists expect the Federal Reserve
to raise interest rates three times in 2017. However, 33 percent of economists said the Fed will raise rates in
March, while 48 percent said it will raise the rates until June. Projections differed based on the economists'
2017 economic outlook and the effect of Trump administration’s fiscal efforts.

City of Carrollton’s Portfolio Performance This Quarter

At the end of the first quarter, the three-month T-Bill was yielding 0.51 percent and the 10-year Treasury
was yielding 2.49 percent, representing a spread of 198 basis points. This spread increased 64 basis points
from last quarter’s 134 basis point spread. The Consolidated portfolio had an overall yield of 0.92 percent
gross and 0.87 percent net of investment expenses at the end of the quarter. These yields reflect an
increase of 8 basis points from the previous quarter. The yield of Carrollton's Consolidated portfolio was
performing at 21 basis points higher than the one-year and two years rolling average yield of Treasury
Notes.

The weighted average maturity (WAM) of all the portfolios at quarter end was 1.25 years, down from 1.41
years at the end of last quarter. The City’s portfolio currently has a short term duration (refer to graph #3 of
the Executive Summary) with about 46 percent of the portfolio, including a government pool and callable
coupon agencies bonds under one year, 26 percent from one year to two years, and 28 percent from two
years to three years. The City’s portfolios are diversified at quarter-end being in various types of
government coupon agencies at 77.43 percent, discount agencies at 2.04 percent, and government pools
and bank accounts at 20.53 percent of the total portfolio. All of the current City investments have good
secondary markets and can be sold at any time should the need arise.

The book value of all combined portfolios at the end of the quarter was $194,567,544 and the market value
was $193,880,124. The difference represents an unrealized loss of $687,420 (99.67% of book value for the
combined portfolios).

A detailed breakdown of income earned, yields, holdings, market sector diversification, market value, and
book value by portfolio and asset type for the City’s portfolios are contained in this investment report.



INDICATORS OF ECONOMIC ACTIVITY
First Quarter Ended December 31, 2016

INDICATORS

Real Gross Domestic Product(1)

Total Unemployment Rate(2)

Personal Income(1)

Leading Economic Indicators(3)

Producer Price Index -PPI (All Items)(5)

Consumer Price Index -CPI (All 1tems)(5)

Existing Home Sales(7)

Housing Inventory(7)
New Residential Sales(6)

Construction Spending (Millions)(6)

Retail Sales & Food Services Adjusted
(Millions)(6)

Manufacturing New Orders Index(4)

Industrial Production(8)

Manufacturer and Trade Inventories -
Total Business (6)

Durable Goods (New Orders)(6)

Sources:

(1) www.bea.gov/newsreleases/

(2) www.bls.gov/cps/

(3) www.conference-board.org/

(4) www.instituteforsupplymanagement.org/
(5) www.bls.gov/ppi/

(6) https://www.census.gov

(7) http://www.realtor.org/topics/existing-home-sales

(8)http://www.federalreserve.gov/Releases/g17/current/default.htm

Notes:

October November
2016 2016
1.9% 1.9%
4.8% 4.6%
0.5% 0.1%
0.2% 0.1%
0.0% 0.4%
0.4% 0.2%

5,570,000 5,650,000
4.30 3.90
563,000 598,000
$1,171,436 $1,182,097
$465,321 $466,167
51.9 53.2
0.2% -0.7%

1,814,456 1,827,497

5.0% -4.8%

(6) www.bls.gov/news.release/

(7) www.bls.gov/cpi/

(8) http://www.census.gov/economic-indicators/index.php
(9) www.federalreserve.gov/

(10) http://www.realtor.org/topics/existing-home-sales

Indicators highlithed in grey were not released at the time this report was printed

December

2016
1.9%
4.7%
0.3%
0.5%
0.3%

0.3%

5,490,000
3.60

536,000

$0

$469,092

54.7

0.8%

-0.4%



COMPARISON OF MARKET RATES, INDICES & BENCHMARKS
First Quarter Ended December 31, 2016

October November December September
INVESTMENT TYPE 2016 2016 2016 2016
T-Bills(1)
3 Months 0.33% 0.45% 0.51% 0.29%
6 Months 0.48% 0.58% 0.64% 0.47%
T-Notes(1)
1 Year 0.66% 0.74% 0.87% 0.59%
2 Years 0.84% 0.98% 1.20% 0.77%
3 Years 0.99% 1.22% 1.49% 0.90%
5 Years 1.27% 1.60% 1.96% 1.18%
10 Years 1.76% 2.14% 2.49% 1.63%
20 Years 2.17% 2.54% 2.84% 2.02%
Gov't Pool(2)
Texpool 0.38% 0.40% 0.46% 0.40%
Logic 0.81% 0.84% 0.88% 0.71%
Comm. Paper(3)
30 Days 0.43% 0.43% 0.56% 0.40%
60 Days 0.50% 0.54% 0.65% 0.46%
90 Days 0.58% 0.62% 0.74% 0.53%
Fed. Funds Target Rate 0.25-0.50 0.25-0.50 0.50-0.75 0.25-0.50
Prime Rate(4) 3.50% 3.50% 3.64% 3.50%
DJIA(5) 18,142.42 19,123.58 19,762.60 18,308.15
20-Bond Buyer GO Index(6) 3.32% 3.80% 3.78% 3.06%
Municipal Bonds Bloomberg Index (8)
2 Years 0.85% 1.19% 1.23% 0.81%
5 Years 1.17% 1.80% 1.80% 1.05%
10 Years 1.75% 2.51% 2.35% 1.52%
30 Years 2.62% 3.28% 3.08% 2.29%
Benchmarks (7)
3-Month Treasury Bill 0.27% 0.29% 0.32% 0.25%
6-Month Treasury Bill 0.44% 0.45% 0.46% 0.42%
1-Year Treasury Note 0.58% 0.60% 0.61% 0.55%
2-Year Treasury Note 0.82% 0.82% 0.84% 0.81%
3-Year Treasury Note 0.99% 0.99% 1.01% 1.00%
1- 2 Year Average T. Note 0.70% 0.71% 0.73% 0.68%

Sources:

(1) http://www.federalreserve.gov/releases/h15/data.ntm TREASURY CONSTANT MATURITIES - NOMINAL

(2) http://www.texpool.com/TexPool/index_frames.jsp - MONTHLY HISTORY

(3) http://www.federalreserve.gov/releases/h15/data.htm Commercial Paper Non Financial

(4) http://www.federalreserve.gov/releases/h15/data.htm BANK PRIME LOAN

(5) http://quotes.wsj.com/DJIA/index-historical-prices - LOW - MONTH END

(6) http://www.bondbuyer.com/marketstatistics/search_bbi.htmlI?details=true

(7) Benchmark is calculated as a rolling average annualized yields and were not weighted by the actual portfolio balances.
(8) http://www.bloomberg.com/markets/rates-bonds/government-bonds/us



CITY OF CARROLLTON
PORTFOLIO DEFINITIONS

Consolidated Portfolio - consists of monies from all financial resources, including bond issues
proceeds, traditionally associated with government except for those required to be accounted for
in a separate portfolio.

Police Confiscated Portfolio - consists of monies obtained through forfeiture provisions under
federal and state drug laws. These monies may only be used for law enforcement activities related
to the criminal activity for which they were seized.

Combined Portfolio - Summary of all the separate portfolios which the City manages.
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PURCHASES BY DEALER

First Quarter Ended December 31, 2016

According to Section 2256.025 of the Public Funds Investment Act, the governing body of an entity
subject to this subchapter or the designated investment committee of the entity shall at least
annually, review, revise, and adopt a list of qualified brokers that are authorized to engage in
investment transactions with the entity. The following report of purchases by dealer represents an
approved list of all the broker/dealers with whom the city engaged in investment transactions during
the period being reported.

PURCHASES BY DEALER
BROKER / DEALER ORIGINAL PAR VALUE
AMOUNT PERCENTAGE
Coastal Securities $ 9,000,000 100.00%
InCapital, LLC 0 0.00%
Mutual Securities 0 0.00%
UBS Financial Services 0 0.00%
Total Purchases $ 9,000,000 100.00%
Mutual InCapital, LLC,  yBS Financial
Securities, 0.00% Services, 0.00%

0.00%

Coastal
Securities,
100.00%
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