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Subject: Monthly and Quarterly Report of Investments as of December 31, 2019

~ Water MEMORANDUM

& FC 14 (02-08-19)

TO: Board of Directors FROM:  Darin Taylor,
Chief Financial Officer

SUBJECT:  Monthly and Quarterly Report of Investments DATE: January 10, 2020
as of December 31, 2019

SUMMARY:

In accordance with District Board Investment Policy and California Government Code sections 53607
and 53646, the Treasurer's Monthly and Quarterly Report of Investments as of December 31, 2019, is
attached. This report complies with Executive Limitation-4 Financial Management.

RATIONALE:

California Government Code section 53607 requires the Treasurer of the local agency who has been
delegated with the authority to invest funds to provide a monthly report of the investment transactions to
the legislative body. Furthermore, Government Code Section 53646 recommends that the Treasurer
submit a quarterly report to the legislative body of the local agency to assist with its fiscal oversight role.
The quarterly report shall include the types of investment, issuer, date of maturity, par, market value
and dollar amount for all securities, investments and moneys held by the local agency. The report shall
also confirm compliance of the portfolio with the investment policy as well as a statement denoting the
agency’s ability to meet its expenditure requirements for the next six months. This report is provided to
the Board in compliance with Board Investment Policy and Government Code sections 53607 and
53646.

STAFF ANALYSIS:

Interest Rates

The yield-to-maturity of the District’s portfolio as of December 31, 2019, was 2.09%. This represents a
slight decrease of 0.06% compared to the yield of 2.15% for September 2019.

Table 1 below summarizes the historical yield-to-maturity of the District’s portfolio.

Table 1 - District Portfolio Yield-to-Maturity

(365 days equivalent)

Fiscal September December March June
Year Q1 Q2 Q3 Q4
2019 1.93% 2.06% 2.18% 2.16%
2020 - 215% 2.09%
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Subject: Monthly and Quarterly Report of Investments as of December 31, 2019

Investment Strategy

In accordance with the strategy recommended by the Investment Committee and approved by the
Board, staff continues to ladder the portfolio. When funds mature, if the money is not needed for current
expenditures, they are reinvested in securities that have maturities of up to five years.

The average life of the portfolio on December 31, 2019 was 596 days (1.6 years), well within the
2.5-year average life threshold permitted by the Investment Policy. During the quarter, the Treasury
Officer purchased 27 securities with total par amount of $54.9 million and yield-to-maturity ranging from
1.58% to 2.14% and weighted average yield-to-maturity of 1.74%.

The District's portfolio is invested with a primary goal of safety. To accomplish this goal, we only invest
in securities that are permitted by California Government Code and the Board Investment Policy. These
securities have high credit ratings and maturities of no more than 5 years. As of December 31, 2019,
approximately 74% of the portfolio was held in US Government Treasury/Agency Notes and Municipal
Bonds, 16% was held in liquid funds (Local Area Investment Fund/money market mutual fund) and 10%
in supranational/corporate medium-term notes.

Driving the flattening in the overall yield of the portfolio over the last few years is the low re-investment
rate the District receives. The low short-term interest rate environment is primarily driven by the
continued low Federal Funds target rate. In late 2008, the Federal Open Market Committee (“FOMC”)
lowered the Federal Funds target rate to a range of between 0% and 0.25%. The Committee
maintained this rate through October 28, 2015 but has since gradually increased the rate. At the
December 11, 2019 meeting, the FOMC stated: “In view of realized and expected labor market
conditions and inflation, the Committee decided to maintain the target range for the federal funds rate at
1-1/2 to 1-3/4 percent.”

Staff recommends continuing the strategy of investing in short-term, liquid instruments such as money
market mutual funds, LAIF, high grade corporate medium term notes and short-term U.S. government
treasury and agency securities until financial markets show clear and continued signs of stabilization
and improvement. While this strategy has the effect of achieving a lower investment yield compared to
a longer-term investment strategy, safety and liquidity of the District portfolio will be maintained. Staff
will look for value within the five-year horizon and will match maturities with cash flow requirements as
opportunities arise.

1htt;vs://www.federalreserve.uov/newsevents/pressreleases/monetaw201 91211a.htm
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Subject: Monthly and Quarterly Report of Investments as of December 31, 2019

Interest Income

For the quarter ended December 31, 2019, the District received total interest earnings of
$3.50 million. Table 2 below illustrates the historical interest earnings of the District’s investment

portfolio.

Table 2 - District Portfolio Quarterly Interest Earnings

Fiscal Year Quarter Ending: Earnings* |
2018-19 September 2,754,544
December 2,984,795
March 3,443,714
June $3,615,339
Total $12,798,392
2019-20 September 3,668,081
December 3,505,816
Total $7,173,896

* Earnings include interest earned plus accrued interest and adjustments for
premiums/discounts for the period.

Performance Measurement

The District benchmarks its portfolio performance against the 24-month floating average of the 2-year
Treasury note. This benchmark approximates relatively closely to the holdings of the District. However,
there is no benchmark that will exactly mimic the District’s mix of investments.

For the quarter ended December 31, 2019, the District portfolio yield-to-maturity was 2.09% while the
benchmark yield was 2.24% for a slight difference of -0.15%. Yields on the 2-year Treasury note reflect
the gradually rising interest rate in the short end of the yield curve. The District’s yields are slightly
lower because of the staggered maturity investment strategy described above and holding to maturity
certain securities purchased in times of lower rates.

As a result of low interest rates in the current market environment, the redemption of higher-yielding
callable securities and the continued maturities of securities bought in better economic times, the yield
on the District’s investment portfolio is expected to remain modest over the next few quarters but may
gradually increase over time as the U.S. economy improves and global uncertainties wane. The
portfolio will continue to be invested according to the tenets of safety, liquidity and yield in conformance
with the California Government Code and District Investment Policy.
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Subject: Monthly and Quarterly Report of Investments as of December 31, 2019

Summary of Cumulative Changes in the District Portfolio

The book value of the portfolio was approximately $619 million on December 31, 2019 compared to
$626 million on September 30, 2019, a decrease of $7 million or -1.2%. This decrease reflects the
normal fluctuations of the District’s investment portfolio due to receipt of expected revenues. (e.g.
property taxes, water utility revenues, etc.) which are offset by planned expenditures for debt service,
operating and capital projects incurred during the quarter.

The historical quarterly changes in book value are summarized in Table 3 below.

Table 3 — District Portfolio Book Value

Fiscal Quarter Ending: Book Value $ Change % Change

Year

2018-19 September $569,055,5672  ($24,262,020) -4.1%
December $578,467,963 $9,412,391 1.7%
March $609,566,995 $31,099,032 5.4%
June $657,570,589 $45,003,594 7.4%

2019-20 September $626,255,919  ($28,314,670) -4.8%
December $619,009,295 ($7,246,624) -1.2%
March
June

Portfolio Market Valuation

In accordance with California Government Code, all public agencies must report unrealized gains and
losses in their investment portfolios on a quarterly basis. Table 4 below shows the market value of the
District's investments as reported by ICE Data Pricing & Reference Data, LLC on December 31, 2019
compared to the amortized book value.

Table 4 — District Portfolio Market Value

Market Value $623,240,035
Amortized Book Value $619,009,295
Unrealized Gain (Loss) $4,230,740

If the entire portfolio had been liquidated on December 31, 2019, the District would have received
$4,230,740 more than the total amortized cost of the portfolio. This is the result of a direct relationship
between changes in market interest rates and the value of investment securities. As general market
interest rates increase, the value of investments purchased at lower yields decrease, and as general
market interest rates decrease, the value of investments purchased at higher yields increase.

The District's Investment Policy dictates a buy-and-hold strategy in which the District holds all securities
to their maturity under normal operating conditions. When an.investment matures, the District is paid
the full-face value of that security and therefore incurs no loss or gain. Since the portfolio was not
liquidated, the “gain” was unrealized and had no impact on the portfolio size or yield.
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Subject: Monthly and Quarterly Report of Investments as of December 31, 2019

Collateralization of Outstanding Repurchase Agreements
As of December 31, 2019, the District had no outstanding repurchase agreements.

Debt Information

The District Investment Policy and governmental regulations require that the District report on the
investment of bond proceeds. Investment of bond proceeds is governed by.the legal bond documents
and applicable governmental regulations. In particular, these funds can be invested for longer periods
to match the terms of the outstanding bonds.

Investment of Debt Proceeds
Table 5 below summarizes the debt proceeds investment information as of December 31, 2019. The
investments of the debt proceeds are in accordance with the provisions for Permitted Investments as

specified in each corresponding Indenture/Trust Agreement.

Table 5 — Debt Proceeds Market Value

L Market Value Yield at Maturity
Description 12/31/2019 market Date
Series 2012A Reserve Fund $5,342,155 1.875%  09/30/2022
Series 2017A Acquisition and Construction $2,002,468 1.50% 02/28/2020
Fund

Compliance with State Law and District Policy

For the quarter ended December 31, 2019, all investments were in compliance with the Board
Investment Policy which include relevant laws and regulations. The investment portfolio has been
structured to ensure that sufficient monies will be available to cover anticipated expenditures in the
coming six months.

Socially Responsible Investments

In a unanimous vote on December 12, 2017, the board voted to amend the district’s investment policy
to promote socially responsible investment (SRI) practices, and adopted a set of moral, ethical,
environmental, social and governance guiding principles (ESG) to lead investment decisions. The
board also approved prioritizing local investment possibilities with California based banks and banks
with less than $10 billion in assets, to keep funds in the local economy and promote local job growth.

To implement the Board’s directive, staff conducted a comprehensive research of various banks and
credit unions in the Bay Area to evaluate and measure risks and financial impacts. The financial
impacts include assessing ESG factors to optimize risk-adjusted returns, influencing corporate behavior
to enhance long-term outcomes, and contributing to the integrity of the financial market. The non-
financial impacts include assessing the long-term investment horizon to reflect concerns and values of
stakeholders and managing the reputation and business risk of the organization.
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Subject: Monthly and Quarterly Report of Investments as of December 31, 2019

Staff researched eligible Bay Area banks and credit unions based on Federal Deposit insurance
Corporation (FDIC) and National Credit Union Administration (NCUA) data. Staff has acquired the
following Certificates of Deposit (CDs) to-date: Alliance Credit Union (San Jose), Bank of San
Francisco (San Francisco), Community Bank of the Bay (Oakland), Mechanics Bank (Walnut Creek),
MERIWEST Credit Union (San Jose), Provident Credit Union (San Jose), Technology Credit Union (San
Jose), and Summit State Bank (Santa Rosa). The rates published on the website for these institutions
range from 0.45% to 2.28%. Staff negotiated for higher rates ranging from 2.00% to 2.78%. Staff also
negotiated and established collateralized business deposit accounts with the following local institutions:
Community Bank of the Bay (Oakland), MERIWEST Credit Union (San Jose) and Technology Credit
Union (San Jose), with special interest rates to match or exceed the State of California Pooled Money
Investment Account rates (click here to see monthly LAIF interest rates). These accounts are secured
by letters of credit each bank has arranged to be issued by the Federal Home Loan Bank in an amount
equal to 105% of the deposit amount, pursuant to the California Government Code and our Investment
Policy. Staff will continue to monitor for local investment opportunities to meet the Board directed
investment objective.

A summary of the change in the District’s investment in certificates of deposit and collateralized
deposits is summarized in Table 6 below.

Table 6 — Certificate of Deposit & Money Market Deposit Summary

L. Book Value Book Value Increase/ % Change
Description 09/30/2019 12/31/2019 (Decrease)
Certificates of Deposit and $23,303,697 26,759,556 3,455,859 15%
Collateralized Business Deposit
Accounts

]

Vi d. Ao
Prepared by: Marie T. Martinez
Treasury Management Analyst Il

00— —0

—Reviewed by: Charlene Sun
Treasury/Debt Officer

Attachments:

1: Portfolio Management reports
2. Portfolio Composition Pie Chart
3: Yield Comparison Graph
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