(@,
CARROLLTON

TEXAS

INVESTMENT OFFICER’S
QUARTERLY REPORT

First Quarter
December 31, 2018




THIS PAGE INTENTIONALLY LEFT BLANK



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.
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To The Honorable Mayor Falconer,
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, 2018. 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 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

Maya Dennison, Sr. Budget & Management Analyst



CITY OF CARROLLTON
Quarterly Investment Report - Executive Summary
First Quarter Ended December 31, 2018

December 31, 2018 September 30, 2018

Book Value - Market Value - All Portfolios

Book Value $234,800,568 Book Value $215,437,664
Market Value $233,770,534 Market Value $213,716,459
Market Value vs Book Value 99.56% Market Value vs Book Value 99.20%

Year to Date Consolidated Portfolio Yields & Earnings

Avg. Yield To Maturity - Consolidated 1.93% Avg. Yield To Maturity - Consolidated 1.55%
Gross Rate of Return YTD- Consolidated: 1.86% Gross Rate of Return YTD- Consolidated: 1.58%
Benchmark YTD : 6-Mth- 1-Yr Avg. Treasury 2.15% Benchmark YTD : 1 Year Avg. T-Note: 1.53%
Gross Investment Earnings - Consolidated: $1,048,066 Gross Investment Earnings - Consolidated: $3,487,895

Quarterly Consolidated Portfolio Yields & Earnings

Gross Rate of Return for Quarter- Consolidated: 1.86% Gross Rate of Return for Quarter- Consolidated: 1.66%
Benchmark YTD : 6-Mth- 1-Yr Avg. Treasury 2.15% Benchmark YTD : 1 Year Avg. T-Note: 1.95%
Gross Investment Earnings - Consolidated: $1,048,066 Gross Investment Earnings - Consolidated: $975,727

Portfolio Diversification by Investment Type - All Portfolios

Discount Treasuries, Discount Treasuries,
Agencies, 2.96% Agencies, 3229
0.85% T~ 092% Cash &
+— Gov't Pool,
20.06%
\ Cash & Gov't

Pool, 31.72%

Coupon
Agencies,
64.47%

Portfolio Diversification by Issuer - All Portfolios

TREASURY
FAMC
FHLMC
FNMA

TVA

FFCB

2.96% TREASURY

3.41% FAMC
14.04% FHLMC
9.59% FNMA
TVA
21.51% FFCB

15.29%
10.45%
0.00%
25.30%

FHLB & 16.76% FHLB 21.04%
TEXASTERM | TEXASTERM
TEX POOL 11.08% TEX POOL 9.18%

LOGIC POOL
FROST BANK

12.68% LOGIC POOL
FROST BANK

10.54%

‘Weighted Average Maturity - All Portfolios

0.67 Years 0.93 Years
45% 35%
40% -
30%
35%
30% | 25% 1
25% - 20%
20% - 15% -
15%
10% -
10% -
5% 50 -
0% - 0% -
0-90 91-180 181 Days-1-2 Years2-3 Years3 -5 Years 0-90 91-80 181 Days-1-2 Years2 -3 Years3 - 5 Years

Days Days 1 Year Days Days 1 Year




ECONOMIC SUMMARY AND INVESTMENT STRATEGY
First Quarter Ended December 31, 2018

The U.S. Economy Third Quarter

In January, the Beige Book published by the Federal Reserve reported modest to moderate economic growth in eight of the
twelve Federal Reserve Districts. Most Districts reported growth in manufacturing, and non-financial services sectors at a
slower pace. New home construction and existing home sales showed a minor change from previous periods due to higher

prices and low inventory.

The Bureau of Economic Analysis reported a deceleration in the real GDP growth from 4.2 percent in the second quarter of
2018 to a 3.4 percent increase in the third quarter. Real estate, rental and leasing, and professional, scientific and technical
services were the main contributor to a slower growth of the real GDP. Real GDP reflected positive contributions from

wholesale trade, information, and finance and insurance sectors.

The unemployment rate increased to 3.9 percent in December 2018 and the number of unemployed persons increased by
276,000 to 6.3 million. The Employment Cost Index released in December 2018 reported an increase of 0.7 percent, seasonally
adjusted, of compensation costs for civilian workers, with an increase of 0.6 in wages and salaries (70 percent of compensation
costs) and 0.7 percent increase of benefit costs (30 percent of compensation costs). Compensation costs for civilian workers
increased 2.9 percent in the last year. All districts continued to report tight labor markets and increased difficulty finding skilled
labor. Districts reported rising entry-level wages as firms try to attract and retain workers.

The National Association of Realtors (NAR) reported a decrease of 6.4 percent month to month in total existing home sales in
December 2018, and 10.3 percent decline compared to a year ago caused by higher interest rates and low inventory of
affordable homes. The median sales price in December was $253,600, representing an increase of 2.9 percent from December
2017 ($246,500).

Although the yield curve during this quarter did not continue to flatten, interest rates decreased at the end of 2018. The yield on
the 10-year U.S. Treasury bonds decreased to 2.83 percent in December 2018 from 3.0 percent at the end of September 2018.
The 2-year T-note yield decreased to 2.68 percent in December 2018 from 2.77 percent in September 2018. The spread
increased in September 2018 to 25 basis points from 23 basis points in September 2018.

The DFW Economy This Quarter

The Dallas and Fort Worth economies continued to expand at an annualized 5 percent and 7.5 percent, respectively in
December 2018. However, January’s Federal Reserve Beige Book reported a slower expansion of the economy where growth
decelerated in the manufacturing, services, retail, and energy sectors. New home sales and employment continued to grow,
though at a slower pace than previous reporting periods. The Eleventh District continue to report labor market tightness and a
less optimistic outlook among manufacturers, retailers and builders due to declining oil prices, political and trade uncertainty,

higher interest rates, and stock market volatility.

Employment in DFW grew an annualized 4.8 percent in December 2018 following a 2.0 percent growth in November 2018
with an increase of approximately 14,700 jobs in the fourth quarter. The Beige Book reported a decrease in new home sales in

the Eleventh District and ongoing construction delays due to weather conditions.
Economic Outlook

The FOMC maintain the federal funds rate at 2.25-2.50 percent during its January meeting after rising it in December 2018
from 2.00-2.25 based on stronger job gains on average, low unemployment rate, strong household spending and moderate

business fixed investment.

The minutes for the FOMC’s January meeting highlighted an increase in risks associated with the economic activity outlook,
labor market, and inflation over the medium term. The Committee noted a higher risk in the global economy stability,
especially China and Europe, a potential faster waning of fiscal policy stimulus, and further tightening of financial market

conditions. In addition, uncertainties around Brexit, international trade policy and extended federal government shutdowns were



ECONOMIC SUMMARY AND INVESTMENT STRATEGY
First Quarter Ended December 31, 2018

identified as increased risks in foreign and domestic government policy. Based on these considerations, the FOMC will have a
patient approach to monetary policy to determine future adjustments to the target range for the federal funds rate. January
minutes pointed that this patient approach will allow the Committee to determine the outlook of the economic activity and
inflation based on future data related to business and consumer sentiment trajectory, effects of the recent partial federal

government shutdown, international trade policy and the global economy.

The Fed's next meeting is March 19 - 20, 2019. Economists do not expect an increase to the federal fund rate in 2019, staying at
the same range of 2.25-2.50 range. However, the Chicago Mercantile Exchange (CME) group indicates as of February 21,
2019 a 12.7 percent probability of a decrease of the fed fund rate (2.00-2.25) in January 2020.

City of Carrollton’s Portfolio Performance This Fiscal Year and Quarter

The Consolidated portfolio had an overall year-to-date rate of return of 1.86 percent gross and 1.82 percent net of investment
expenses at the end of the quarter. The gross rate of return increased 20 basis points from the previous quarter. The rate of
return of Carrollton's Consolidated portfolio was performing at 29 basis points lower than the average of the six-month and one-
year rolling average yield of Treasury Bills and Notes. The performance of the portfolio under the benchmark is a result of the

fast rising rate environment of the economy during the last year.

The weighted average maturity (WAM) of all the portfolios at quarter end was 0.67 years, down from 0.93 years at the end of
last quarter. This decrease in WAM is a result of funds reallocated from government agency securities with a maturity of 2 to 3
years to government pools (1-day maturity). This shift had the objective of decreasing the City’s portfolio exposure to interest
rate risk in an interest-raising environment. The City’s portfolio currently has a short-term duration (refer to graph #3 of the
Executive Summary) with about 72 percent of the portfolio under one year, 22 percent from one year to two years, and 6
percent from two years to three years. The City’s portfolios are diversified at quarter-end in government coupon agencies at 64
percent, discount agencies at 1 percent, treasuries at 3 percent, and government pools and bank accounts at 32 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 $234,800,568 and the market value was $233,770,534.
The difference represents an unrealized loss of $1,030,034 (99.56%) 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, 2018

October November December September

INDICATORS 2018 2018 2018 2019
Real Gross Domestic Product(1) 2.3% 0.0% 0.0% 0.0%
Total Unemployment Rate(2) 4.1% 3.7% 3.9% 0.0%
Personal Income(1) 0.4% 0.2% 0.0% 0.0%
Leading Economic Indicators(3) 1.2% 0.2% -1.0% 0.0%
Producer Price Index -PPI (All Items)(5) 0.4% 0.1% -0.2% 0.0%
Consumer Price Index -CPI (All Items)(5) 0.1% 0.0% -1.0% 0.0%
Existing Home Sales(7) 4,880,000 4,710,000 4,450,000 0
Housing Inventory(7) 4.00 3.90 3.70 0.00
New Residential Sales(6) 624,000 657,000 0 0
Construction Spending (Millions)(6) $1,237,649 $1,299,875 $0 $0
Retail Sales & Food Services Adjusted
(Millions)(6) $488,866 $512,200 $505,826 $0
ISM's New Order Index(4) 63.4 62.1 51.1 0
Industrial Production(8) 1.5% 0.4% 0.3% 0.0%
Manufacturer and Trade Inventories -
Total Business (6) 1,887,235 1,980,503 0 0
Durable Goods (New Orders)(6) 1.7% 0.0% 0.0% 0.0%
Sources:
(1) www.bea.gov/newsreleases: (6) www.bls.gov/news.release/
(2) www.bls.gov/cps/ (7) www.bls.gov/cpi/
(3) www.conference-board.org/ (8) http://www.census.gov/economic-indicators/index.php
(4) www.instituteforsupplymanagement.org (9) www.federalreserve.gov/
(5) www.bls.gov/ppi/ (10) http://www realtor.org/topics/existing-home-sales

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

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

(&)http://www.federalreserve.gov/Releases/gl7/current/default.htm

Notes:

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



COMPARISON OF MARKET RATES, INDICES & BENCHMARKS

First Quarter Ended December 31, 2018

October November
INVESTMENT TYPE 2018 2018
T-Bills(1)
3 Months 2.29% 2.37%
6 Months 2.46% 2.52%
T-Notes(1)
1 Year 2.65% 2.70%
2 Years 2.86% 2.86%
3 Years 2.94% 2.91%
5 Years 3.00% 2.95%
10 Years 3.15% 3.12%
20 Years 3.27% 3.27%
Gov't Pool(2)
Texpool 2.14% 2.20%
Logic 2.33% 2.41%
Comm. Paper(3)
30 Days 2.23% 2.29%
60 Days 2.26% 2.34%
90 Days 2.31% 2.45%
Fed. Funds Target Rate 2.00-2.25 2.00-2.25
Prime Rate(4) 5.25% 5.25%
DJIA(S) 25,115.76 25,538.46
Municipal Bonds Bloomberg Index (7)
2 Years 2.08% 1.98%
5 Years 2.32% 2.16%
10 Years 2.76% 2.55%
30 Years 3.44% 3.27%
Benchmarks (6)
3-Month Treasury Bill 1.79% 1.88%
6-Month Treasury Bill 1.97% 2.06%
1-Year Treasury Note 2.16% 2.25%
2-Year Treasury Note 2.36% 2.46%
3-Year Treasury Note 2.48% 2.57%
6-Month-1 Year Average Treasury 2.06% 2.16%
1-Year Average T.Note 2.16% 2.25%
Sources:

(1) http://www.federalreserve.gov/releases/h15/data.htm 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) Benchmark is calculated as a rolling average annualized yields and were not weighted by the actual portfolio balances.

(7) http://www.bloomberg.com/markets/rates-bonds/government-bonds/us

December
2018

2.41%
2.54%

2.66%
2.68%
2.67%
2.68%
2.83%
2.98%

2.29%
2.48%

2.44%
2.48%
2.52%

2.25-2.50
5.35%

23,327.46

1.80%
1.96%
2.32%
3.09%

1.97%
2.15%
2.33%
2.53%
2.63%
2.24%
2.33%

December
2017

1.34%
1.50%

1.70%
1.84%
1.96%
2.18%
2.40%
2.60%

1.18%
1.38%

1.40%
1.38%
1.43%

1.25-1.50
4.40%

24,719.22

1.56%
1.70%
2.01%
2.62%

0.95%
1.07%
1.20%
1.40%
1.58%
1.14%
1.20%



CITY OF CARROLLTON
PORTFOLIO DEFINITIONS

Consolidated Portfolio - consists of monies from all financial resources, including bond issue
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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