MEMORANDUM
Office of the City Manager

DATE: October 31, 2018 ‘
TO: Mayor and City Council %
. . "
THROUGH: Julie Edmonds-Mares, City Manager
FROM: Will Fuentes, Director of Financial Services

SUBJECT: City of Milpitas Investment Portfolio Status Report for the Quarter Ended
September 30, 2018

In compliance with the State of California Government Code section 53646 (b)(1) and the
City’s Investment Policy, the City of Milpitas Investment Report for the period ended
September 30, 2018 is submitted for City Council review. State Government Code and the
City’s Investment Policy require that the report be submitted to the City Council within 30 days
of the end of each quarter. Due to the timing of when investment data is received and Council
report preparation process deadlines, staff normally submits this to Council at the first regularly
scheduled meeting after 30 days from the end of each quarter. However, since the November
6 City Council meeting is now cancelled, staff is submitting the current investment report
through this informational memo. Going forward, staff will explore whether continuing this
process or an alternative is most beneficial and meets the needs of the City Council. State
Government Code and the City’s Investment Policy only requires that the quarterly investment
report be submitted to the City Council, but it does not require that this report be placed onto a
formal City Council agenda.

The attached Council Staff Report and Portfolio Summary Report, originally scheduled to be
placed on the November 6 City Council meeting agenda, provides an overview of the City’s
investments by type. It also lists the par value, market value, book value, percentage of
portfolio, term, days to maturity, and the equivalent yields for each type of investment. The
Portfolio Details Report provides the same information for each individual investment in the
City's portfolio as of September 30, 2018.
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COUNCIL STAFF REPORT

Receive City of Milpitas Investment Portfolio Status Report for the Quarter Ended September 30,
2018 (Staff Contact: Will Fuentes, 408-586-3111)

In compliance with the State of California Government Code and the City’s Investment policy, the City
of Milpitas Investment Report for the quarter ended September 30, 2018 is submitted for the Council’s
review and acceptance.

The Portfolio Summary Report included in the Council’s packet provides a summary of the City’s
investments by type. It lists the par value, market value, book value, percentage of portfolio, term, days
to maturity and the equivalent yields for each type of investment. The Portfolio Details Report provides
the same information for each individual investment in the City's portfolio as of September 30, 2018.

As of September 30, 2018, the principal cost (book value) and market value of the City’s investment
portfolio was $277,340,452 and $274,370,269 respectively. When market interest rates increase after an
investment is purchased, the market value of that investment decreases. Conversely, when market interest
rates decline after an investment is purchased, the market value of that investment increases. If the
investments are not sold prior to the maturity date, there is no market risk. Therefore, in accordance with
the City’s investment policy, all investments are held until maturity to ensure the return of all invested
principal.

The City’s effective rate of return for the period ended September 30, 2018 was 1.86%. The comparative
benchmarks for the same period were 2.06% for LAIF (Local Agency Investment Fund) and 2.40% for
the 12-month average yield of the Three-year Treasury Note. The weighted average maturity of the
portfolio was 510 days. As the City shifts towards a new weighted average maturity goal of 3 years,
investment returns should increase as result of longer duration. However, this will take time to achieve
and requires a dedicated, highly focused, and long-term investment strategy.

The investment portfolio is in compliance with the City’s investment policy. A combination of securities
maturing, new revenues, and tax receipts will adequately cover the anticipated cash flow needs for the
next six months. Cash flow requirements are continually monitored and are considered paramount in the
selection of maturity dates of securities.

The market values of the securities were provided by BNY Mellon, the safekeeping bank of the City’s
securities. All the securities owned by the City are held in the trust department of BNY Mellon under the
terms of a custody agreement.

Four charts are included with the agenda packet that show investment by maturity levels, comparison of

the City’s portfolio yields to other benchmark yields as well as a trend of the type of securities in the
City’s portfolio, weighted average maturity and average yield.

Attachment: Reports and graphs



Exhibit 1

CITY OF MILPITAS

INVESTMENT PORTFOLIO STATUS

PERCENT OF TOTAL DOLLARS INVESTED AT QUARTER ENDED

TYPE OF SECURITY

LAIF & Money Market
Corporate Medium Term Notes
Treasury Notes/ Bills

Federal Agency

Negotiable CD's

Market Value
Cost

Days
Weighted Average Maturity

Rates
Average Yield

Benchmarks:
LAIF
3 Year Treasury - (12 Month Average)

Sep-18 Jun-18 Mar-18 Dec-17
26 31 32 25
8 8 6 7
12 11 13 12
53 49 48 55
1 1 1 1
100 100 100 100
Sep-18 Jun-18 Mar-18 Dec-17
274,370,269 290,861,753 276,229,094 236,576,769
277,340,453 293,520,837 278,747,300 238,165,386
510 481 436 505
1.86% 1.72% 1.46% 1.32%
2.06% 1.85% 1.52% 1.24%
2.40% 2.09% 1.81% 1.59%



City of Milpitas

Investment Portfolio By Type as of September 30, 2018

Corporate Medium
Tem Notes, 8%

Treasuries, 12%

I

Federal Agency , 53% /

LAIF & Money Market,
26%

Exhibit 2



City of MilpitasInvestment Portfolio
Maturity by Six Month Intervals as of 09/30/2018
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City of Milpitas Investment Portfolio Yields
Compared to Benchmarks for the
Quarters Ended 12/31/15—- 09/30/18
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