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Submitted by:  Robert Hicks, Acting Director, Finance Department 

Subject: Investment Report: Quarter Ended March 31, 2007 

SUMMARY  

All local agencies are required to file reports on a quarterly basis with their legislative body on 
the status of their investment portfolio.  The report includes all investments managed by the City 
of Berkeley and provides information on the values (par, book, and market), term, and yield of 
each security. 

• The return on pooled investments for the quarter ended March 31, 2007 was 5.204% or 
.034% more than the 5.17% earned by the State Local Agency Investment Fund (State 
LAIF), which is the benchmark for investment performance used by the City.  The return 
on pooled investments of 5.204% for the quarter ended March 31, 2007 was .184% higher 
than the rate of 5.02% earned in the December 31, 2006 quarter’s investment report. As 
staff has indicated in the last several quarterly investment reports, as long as the yield curve 
(i.e., relationship between long and short-term interest rates) remains as flat as it is now, the 
rate earned in the near future by the City and State LAIF will be about the same.   

• Staff expects the City’s actual interest income in the General Fund in FY 2007 to exceed 
the adopted budget amount by $1,500,000 or 40.5%, partly as a result of staff waiting to 
lock in longer-term interest rates at or near the recent high point, and partly because it is 
unlikely that the Federal Reserve Board will lower its short-term interest rate before the 
end of FY 2007. 

• The return on Retiree Medical Trust Fund (Miscellaneous Plan) investments was 7.256% for 
the quarter ended March 31, 2007. That return was .256% higher than the average 7% return 
the City’s actuary determined the City needed to earn on investments to fund the plan at the 
70% level.  

• All investments made were in compliance with the City’s investment policies; 

• The Fed has increased the Federal Funds rate (i.e., short-term interest rates) from 1% on 
June 30, 2004, to its current level of 5.25%. Staff expects the rate to remain at this level 
through December 2007 and then decline as economic growth slows. 
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CURRENT SITUATION AND ITS EFFECTS 

All local agencies are required to file reports on a quarterly basis with their legislative body on 
the status of their investment portfolio.  The report includes all investments managed by the City 
of Berkeley and provides information on the values (par, book, and market), term, and yield of 
each security.  

Summary information by type of security and detailed information on each security is provided 
on Attachment I page A-2. An evaluation of portfolio performance this accounting period 
compared to the previous two accounting periods is also included on Attachment I page A-1. 

A. Portfolio Results 
1. Liquidity of Portfolio: 

The average investment in the pooled portfolio matured in 842 as of March 31, 2007. That 
represented an increase of 83 days from the 759 days as of December 31, 2006. The 
average maturity increased the quarter as a result of the investment of $42 million in 
property tax revenues received in mid-December, which were temporarily invested in 
overnight securities. 

2. Comparison of Results to Performance Measures – Pooled investments:  
Quarter Ended March 31, 2007  

The City’s yield on investments for the quarter ended March 31, 2007 was 5.204%, an 
increase of 18 basis points (0.18%) from the quarter ended December 31, 2006.  The 
average yield on a 90-day Treasury bill during the quarter ended March 31, 2007 was 
4.94%, an increase of .09% from the previous quarter.   

As summarized in Table 1, staff’s results were slightly less than their performance 
measure on the rate of return for January 2007 by .6 basis point (.006%), and March 2007 
by .9 basis point (.009%); staff’s results for February 2007 was better than their 
performance measure by 24 basis points (.24%). The performance measure for the return 
on investments is that the rate of return of the portfolio is above the rate earned by State 
LAIF. 

Table 1 
Quarter Ended March 31, 2007 

Period City State LAIF Difference 
January 2007 5.15% 5.156% (.006%) 
February 2007 5.424% 5.181% .243% 
March 2007  5.205% 5.214% (.009%) 
January 1 through March 31, 2007 5.204%  5.17% .034% 
 
The rates earned by the City and State LAIF are nearly equal because of the narrowing of the 
interest rate yield curve, which has made rates approximately the same, regardless of the 
maturity.  The difference in rates earned will depend primarily on when, and to what extent, City 
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Staff and State LAIF lock in longer-term rates. Staff expects the yield curve to remain flat in the 
coming months, and the rates earned by the City and State LAIF to be about the same.   

3. Investment Results-Retiree Health Insurance Funds: 

Average interest rates earned on the retiree health insurance trust funds for the quarter 
ended March 31, 2007 compared to the quarter ended December 31, 2006 were as follows: 

 Table 2 

EARNED INTEREST RATES  
For Quarter Ended 3/31/2007 Compared To 12/31/06  

Fund 12/31/06 3/31/07 
Retiree Medical Trust Fund (Miscellaneous Employees) 6.96% 7.256%
Fire Retiree Medical Trust Fund 5.014% 5.069%
Police Retiree Medical Trust Fund 5.92% 5.811%

 
Currently, the rates earned on the Miscellaneous plan are higher than those earned on the 
Fire and Police plans because some miscellaneous purchases were made earlier when 
rates were higher, and the maturities on the miscellaneous securities are longer. 

Details related to retiree health trust fund investments are in Attachment I, Exhibits B, C 
and D of this report. 

B. Discussion of Interest Rate Environment and Outlook 
During the quarter ended March 31, 2007, the Fed left the targeted Federal Funds rate at 
5.25% for the sixth straight time, after increasing it 17 straight times. In the statement 
accompanying the March 21, 2007 meeting, the Fed indicated that it was more concerned 
about the elevated level of inflation than it was with potential weakness in the economy. That 
suggests to staff that the Federal Reserve won’t be lowering the Federal Funds rate any time 
soon. Current Federal Funds futures quotes indicate that bond traders believe there is a low 
probability the Fed will increase the rate beyond 5.25% before its meeting in December, and  
a 100% probability the Fed will cut the rate 25 basis points (.25%) at this meeting. 

Currently, yields on short-term securities are approximately the same as those on long-term 
securities (referred to as a flat yield curve). Staff expects this to continue for the next several 
months. This means more interest income than expected will be generated on the short-term 
portion of the investment portfolio. Staff is also expecting the Federal Funds rate to remain at 
5.25% for a few months. Staff also believes that towards the end of 2007 or early in 2008, the 
Fed will start lowering short-term interest rates as the economy slows as a result of the 
negative impact of the Fed’s 17 previous increases in interest rates and a slowdown in the 
housing and auto markets.  

BACKGROUND 

• Pooled Investments 

Short-term cash is invested primarily in government sponsored enterprises (referred to as 
Federal Agency) discount notes and commercial paper. Additional cash is invested in a 
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money market fund or over night securities to meet the liquidity needs of the City. Pooled 
investments are also made in medium term notes, treasury coupon securities, and federal 
agency coupon securities for periods of one to five years. 

In some cases, the City may have investments with a current market value that is greater 
or less than the recorded cost. These changes in market value are due to fluctuations in 
the market and have no effect on yield, as the City does not intend to sell securities prior 
to maturity. 

• Retiree Health Trust Fund Investments 

The City agreed to provide retiree Health insurance coverage for fire, police and 
miscellaneous employees under certain terms and conditions. An actuarial study 
commissioned by the City determined that, in addition to City Contributions, a rate of 
return of 7% on miscellaneous employees trust fund assets invested must be achieved to 
fund the retiree health benefit at the desired 70% level. 

City Finance Department staff manages these investment portfolios. The City’s 
investment policies were revised on November 23, 1999, to provide the necessary 
flexibility in maturity limits and investment options needed to enable the retiree health 
plan assets to earn the 7% rate of return required to fund the plan at the 70% level. 

CONTACT PERSON 

Robert Hicks, Acting Director, Finance Department, 981-7300 

ATTACHMENTS 
 
Attachment 1: Portfolio Evaluation Quarter Ended March 31, 2007 

Exhibit A:  Pooled Investments Selected Funds 
Exhibit B:  Miscellaneous Employees Retiree Medical Trust Fund 
Exhibit C:  Fire Medical Trust Fund 
Exhibit D:  Police Medical Trust Fund  
















































































