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Investment

Program

Summary
The annual review provides an overview ofthe years investment activities

The annual report is provided to the City Council as a supplement to monthly
investment reports The annual report is prepared in compliance with the City
of Hayward Investment Policy and the State of California The purpose of the

report is to apprise the members ofthe City Council on the performance com

position quality diversity and liquidity ofthe City investment portfolio during
the preceding fiscal year

The report provides an opportunity for the City Council to conduct its review
and annually adopt the Statement of Investment Policy in accordance with City
and State requirements and to amend the policy as required to meet local

needs or comply with legal requirements

FY 2oo9Year In Review

Staff continued to maintain an emphasis on safety liquidity and yield in FY

2009

The portfolio gross accrued interest declined 3 million from 84 to 54mil

lion or36as the annual portfolio yield declined i53 basis points from459
to306or 33 The decrease in total accrued interest was expected due to

the effects of a severe economic recession which caused a reduction in interest

rates available for investment As available interest rates declined shortterm

investments were shifted into LAIF due to LAIFscompetitive rate of return

For FY 2oo9 average cash available for investment went down 36 million

from 184 to i8o4million or2

Annual Average Comparison
in 000s

Annual Portfolio Yield

Annual Accrued Interest

Annual Avg Portfolio Balance

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

238 379 506 459 306

3386 5881 8643 8434 5410
147642 162458 177590 184095 180424

FY2oo9
Oueruiew

X54million

grossaccrued
interest

3o6average
yield

i8omillion

aueragecash avail

ablefor investment
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Available Investment Rates

Available inuest

mentrates are

determined by

national

economic

conditions

Yield is the

percentage of

annual return

on investment

FY2oog rates availablefor investment declined as the economy enteredinto a severe economic

recession

The charthighlights the decline

in short and medium term 3ooi

rates over the past year

As the Federal Reserve went to
2ooi

a zero to025 federal funds

rate in December 2008 rates

leveled off Of particular note 1ooi

the LAIF rate followed the de

cline ofother rates but de

clined at alesser rate due to its oooi

longer maturity period

Portfolio Yield

For FY2oog theportfolio earned an

average yield of306
Therefore it should be emphasized that the need

to maintain quality diversity and liquidity con

strainthe ability to maximize yield

In FY 2009 rates available for investment de

clined As rates available for investment de The chart highlights the FY 2009 portfolio yield
clined so did our investment portfolio yield versus the goal yield The chart shows a steady
The average annual yield declined i53 basis decline in the portfolio yield as the goal yield
points from459to306or33 dropped then leveled off

The yield decrease was a result oftwo factors

First the maturation or call of

higher yielding securities fol

lowed bythe purchase oflower 4ooi

yielding securities Second a

drop in rates aided tothe de 3ooi

cline

It should be emphasized that the 2ooi

Statement of Investment Policy
states that the portfolio is to be 100

managed with an emphasis first

on safety then on liquidity and ooo

finally onyield

Yield vs Goal

Our Portfolio Yield Goal Yield

4pcP q4o sa c
p 2D c h

p9
b aro br dy

cP cP 9 9 9 9 9

Fed Rate 2 Yr T Bill 3 mo 6 mo LAIF
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Cash and Interest Growth Overview

Cash Available for

Investment

For FY2009 the annual portfo
liocash balance averaged i8o
million a 4million or35
decrease over the previous year

The chart shows that the Citys
cash available for investment

has grown over the past four

years with only a small decline

in FY 2009

Interest Earnings
For FY2009 the gross accrued

interest totaled55million a
33 or 29 million decline

from the previous year

The chart shows the change in

annual accrued interest over the

past nine years Interest earn

ings over the years have in

creasedfrom their FY 2004

lows
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inmillions
s1o

1
s
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Z
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Annual Average Portfolio Balance

inmillions

Over thepast

nine years cash

availablefor

investment has

increased by 60

million while

annual accrued

interesthas gone

up and down

following the

economic cycle
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Investing in LAIF

Securities are

purchased in

carious maturity

ranges in order

to ensure

liquidity

Same day investments LAIF is the investment ofchoice for this purpose LAIF

averaged 59 in FY2oog offers the City overnight liquidity at rates that are equiva
andended the year at 63 lent to other shortterm investment types with the added

benefit of daily withdrawal being available

A portfolio has the

appropriate level ofliquidity Throughout the year available investment rates declined

if needed portions ofit can
the rates declined we chose to invest larger percentages

be 1 converted into cash to
ofthe shortterm portfolio into LAIF During period ofde

meetobligations and 2 climng rates the LAIF yield isslow to decline due to its

take advantage ofmarket longer maturity period As rates improve we will be evalu

conditions
ating ourother short term investment opportunities To

learn more about LAIF visithttpwwwtreasurercagov
pmialaif

Of the two factors above the

need to meet obligations is The following chart represents the portfoliosJune 30
the mostcritical 2oog book value separated by maturity periods Invest

ment in LAIF represents the day maturity period

FY2009

Average Portfolio Maturity Range
By Book Value

120000000

100000000

80000000

60000000

40000000

20000000
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Page 4 of26

1 day 1 mo 13mo 36mo 69mo912 mot15yr15 2 yr 23yr 34yr



August 21 2009 Page 5

Average Liquidity
As rates declined we ages ofthe portfolio into LAIF mainly due to the declining rates

concentrated our investments of other shortterm investments In the future when rates im

into LAIF prove we will be laddering ourmaturity levels more evenly along
the maturity range

LAIF and othershortterm in

vestmentsprovide sufficient

liquidity to more than cover

foreseeable shortfalls in cash

resulting from the normal vari

ability of ourmany revenue

sources Ifnecessary any in

vestments inthe portfolio can

be sold immediately if the need

arose although it is generally
ourpractice to hold invest

mentsuntil maturity

The chart shows the average

maturity periods for FY 2oog

As can be seen in the chart we

chose to invest larger percent

Market Value

Portfolio Monthly MaturityComparison 34 years

200000000

150000000

100000000

50000000

o

23 years

15 year 2 years

115years

912 months

69 months

36 months

13 months

Less than 1

month

1 day

Ifsold on June 3020099661 What is demonstrated is the movement in bond prices associated

would have been gained on the with changes in bond market yields Since bond yields and bond

portfolio prices move in opposite directions any overall decrease in market

interest rates serves to increase the prices ofexisting holdings
As stated in previous reports The Ci is re uired to re ort its ortfolio market value each June
the value at maturity ofall secu

q p p

3oth This information isreported m the Annual Comprehensive
rities in the portfolio is not af

Annual Financial Re ort CAFR
fected by this calculation

p

1Maketpricing isprovided by Bank of the West

To ensure

adequate cash is

available the

City monitors its

cash position

daily satisfying

its obligations

and investing the

remaining cash

Market value is

the currentprice

at which investors

arewilling to buy

orsell a bond at a

given time
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Portfolio MakeUp

Portfolio

composition

describes the

makeup of the

portfolio by

security type

Our diverseportfolio adds value and

safety

The investment program took advan

tage of its safety liquidity and yield
requirements by investing in diverse

security types Diversifying security
issuers and types along with correlat

ing investment maturities with cash

flow needs dilutes risk

The chart shows the average compo

sition ofamonthly FY 2009 portfolio
As canbe seen from the graph our

portfolio is diversified among several

security types

A credit rating

assesses the

credit worthiness

of a corporation

Credit ratings are

calculatedfrom

financial history

and current as

setsand liabili

ties Typically a

credit rating tells

an investor the

probability of the

subject being able

to pay back a

bond

Credit Worthiness

Security credit ratings are moni

toredmonthly

The graph presents the portfolio in

vestments bycredit ratings as ofJune

30 2009 AAA andAA arelongterm
ratings maturity ofgreater than one

year whileA is a shortterm rating
shorter than oneyear LAIF has not

been issued a credit rating by a na

tionalrating agency and is listed

separately Corporate security hold

ings as of June 30 2009 as listed be

low

LAIF

58

LAIF

Same
Day
61

Corporate
11

General

Account

2

Company S P Rating
Total Amount

Maturity Date
of issues in millions

General Electric 2 AA 57 09150910209

Greater Bay Bancorp WF1 AA 21 041510

Toyota 1 AA 2 042810

Wells Fargo 2 AA 4 011510080910

FY 2009 Average Portfolio

Composition

Portfolio Composition
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Oversight

The InvestmentAdvisory
Committee has met with

Finance staff every quarter

for more than thirteen

years

The purpose of Investment

Advisory Committee meet

ings is to review investment

strategy approve new in

vestmentsources discuss

economic developments
monitor investment activity
and consider proposed
changes to investment prac

ticesand tothe Statement of

Investment Policy

The result has been a focus

on safe investing improved
investment standards and

improved investment qual
ity The board has provided
an invaluable sounding
board for staff concerns

about the economy the di

rection ofinterest rates

downgrading ofwellrated

issuers of securities and a

variety of other subjects re

lated tothe treasury opera

tion

Information is provided to

the Committee monthly by
the Finance Department
The Finance Director chairs

the quarterly meetings
which include a briefing
from the Investment Officer

on the status ofthe invest

mentportfolio

The Committee consists of

theAssistant City Manager
the CityAttorney
represented by the Assis

tant City Attorney two de

partmentheads appointed
by the City Manager current

Accounting Requirements

appointees include the

Maintenance Services Direc

torand Fire Chief a Profes

sorfrom California State

University East Bay
CSUEB representing the

finance economic educa

tionalcommunity and a

representative from the

banking community

The contributions ofProfes

sor Zock ofCSUEB and An

drewStoddard VP ofInsti

tutional Sales from Union

Banc warrant particular
attention and deserve par

ticularthanks Their exper

tise ineconomic andfinan

cial matters within the pri
vatesector and the larger
economy is invaluable to

maintenance ofprudent
effective investment

Investment procedures and re with cash and investments The requirement servesto

suits are reviewed by independ provide additional disclosure as related to credit rating
entauditors risk interest rate risk and concentration risk By dis

closingthese areas of risk in the CitysAnnual Finan

GASB No40 Deposit and In cial Statements a reader can become more informed of

vestment RiskDisclosure re various risks associated with cash and investments

quires annual disclosure ofvari

oustypes ofinvestment risks as of The FY 2009 Comprehensive Annual Financial Report
the June 3o reporting period CAFR will be audited by the Cityscertified public
The purpose ofthe accounting accountant firm and will be available in January 2oio

disclosure is to add information The report will contain the GASB No 4o reporting re

regardingcertain risks associated quirement

Thelnvestment

Program is

reviewed

quarterly by the

Investment

Advisory

Committee

I

a

Independent

auditors review

the Investment

Program
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Internal Controls

As always staff continued to monitor

investment safety in FY2oo9

Internal control aredefined as a process

effected by an organizations structure work

and authority flows people and manage

mentinformation systems designed to help
the organization accomplish specific goals
or objectives It is a means by which an or

ganizations resources aredirected moni

tored and measured It plays an important
role inpreventing and detecting fraud and

protecting the organizations resources At

the organizational level internal control

objectives relate to the reliability offinancial

reporting timely feedback on the achieve

ment of operational or strategic goals and

compliance with laws and regulations

The Statement of Investment Policysinternal

control requirements were observed to in

clude

i Transactions were only completed with

investment institutions that were quali
fiedand approved by the Investment Ad

visoryCommittee

2 All transactions were executed on a deliv

eryversuspaymentbasis This means

that the City does notpay for securities

until its title to them is confirmed

3 Competitive bidding was the standard

method of security procurement and all

bidders wereprequalifiedby agreement
to comply with the City policies Further

more no addition to the bidders list is

made without the concurrence of the In

vestmentAdvisory Committee

4 Investment practices followed written

authorizations controls and procedures
in the Statement of Investment Policy as

previously approved by the City Council

5 All investment instruments were secured

through thirdparty custody and safe

keepingprocedures byBank ofthe West

6 The City employed a computerized cash

budgeting system which plots expendi
ture requirements and income delivery
for the entire year Staff correlated in

vestmentmaturitieswith cashflow needs

as a matter of routine

Page8of26
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Policy Constraints

AtJune 30 2009 the portfolio met all policy limitations

The Investment Policy sets guidelines and constraints to guide the investment program

These standards ensure a safe and prudent investment program The Statement of Invest

ment Policy sets three major maturity constraints to insure liquidity The chartprovides a

comparison between ourpolicy andthe investment category held as ofJune 30

Policy Program in FY 2009

The City shall not invest in instruments

whose maturities exceed four years at the
In FY 2009 all securities that were purtime ofpurchase State law allows hve

yearmaturities but City policy is more
chased matured within four years

restrictive than State law

2 No more than 40of the portfolio shall be As of June 3023 of the portfolio was

invested beyond twelve months invested in maturities beyond one year

3 The average maturity of portfolio invest As of June 30 the portfolios average
menu shall not exceed 40o calendar days weighted maturity was 214 days

Policy limits vs Portfolio
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Future Investment Strategy

What does the future look like Investment strategy requires assumptions about the future

The investment strategy going into FY 2oio is to selectively extend maturities to take advantage
ofinterestrates and to evaluate our investment in LAIF As always we will maintain ourem

phasisupon safety and liquidity

The ratesetting Federal Reserve Open Market Committee maintained the zeroto 25 federal

funds rate as ofAugust 2009 For FY 2oio interest rate estimates continue to be low For the

upcomingyear we will continue to monitor national economic information and its affect on

rates available for investment

The table below was copied from UBSsweekly economic report UBS is forecasting that the

national economy will experience sluggish growth throughout this year and next 2oio esti

matesshow that unemployment will continue to increase while inflation will decline Based on

this information we anticipate rates for future investment to remain at their current low levels

Quarterly Figures

2008Q1 2008 Q2 2008 Q3 2008 Q4 2009 Q1 2009 Q2

Actual Actual Actual Actual Actual Actual

2009Q3

Estimate

2009Q4

Estimate

Annual Figures

008 2009 2010

Actual Estimate Estimate

Key Economic Indicators

Unemployment 4954 61 69 81 93 96 9758 91 94

GDP 07 15 27 54 64 1 25 304 26 26

Core CPIU 25 2 28 06 15 24 15 1 23 17 09

Core PCE 25 2 28 06 15 24 15 1 23 17 09

Interest Rates

Federal Funds Rate 225 2 2 013 013 013 025 025208 013 049

2 YearT Bills 16 26 2 08 08 11 14 182 12 26

10 Year T Bill 35 4 39 23 27 35 37 383 34 39

Reference UBS US Economic Perspectives 14 August2009

Attachments
1 2009 Purchase Report
2 2 M ri R009 atu ty eport

3 2009 SaleCallReport
4 2009 Cash Flow Report

Prepared by
Budget Administrator

Deniseblohm@haywardcagov
I 1 Y E

H
MAITFTI E3AsY
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