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Office of the City Manager
INFORMATION CALENDAR
September 11, 2007

To: Honorable Mayor and
4 Members of the City Council

From: | ~ Phil Kamlarz, City Manager
Submitted by: Robert Hicks, Director, Finance Department

Subiject: Investment Report: Quarter Ended June 30, 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.

e The return on pooled investments for the quarter ended June 30, 2007 was
5.243% or .0139% more than the 5.23% 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 5.243% for the quarter
ended June 30, 2007 was .039% higher than the rate of 5.204% earned in the
March 31, 2007 quarter’s investment report.

e The return on Retiree Medical Trust Fund (Miscellaneous Plan) investments was
7.906% for the quarter ended June 30, 2007. That return was .906% 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.

¢ Investments were made in accordance with the City’s investment policies, except
that the investment policy for holding Commercial Paper was exceeded by
$11,950,325 for one day because long-term replacements for securities that
matured on June 29, 2007 could not be settled until July 2, 2007 (one work day
later). The Commercial Paper staff invested in returned an unusually high yield of
40 basis points (i.e., .40%) more than Government Sponsored Agency securities.

e 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%. Unless the Fed makes an
emergency cut in rates to provide relief for the current credit and liquidity crunch
resulting from the crisis in the sub-prime mortgage market, staff expects the rate to
remain near this level through December 2007.
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Investment Report: Quarter INFORMATION CALENDAR
Ended June 30, 2007 SEPTEMBER 11, 2007

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 | page A-2. An evaluation of portfolio performance this
accounting period compared to the previous two accounting periods is also included on
Attachment | page A-1.

A. Portfolio Results

1. Liquidity of Portfolio:

The average investment in the pooled portfolio matured in 656 as of June 30,
2007. That represented a decrease of 186 days from the 842 days as of March
31, 2007. The average maturity increased during the quarter as a result of the
maturity of four securities totaling $19 million, which were not reinvested on a
long-term basis until July 2, 2007.

2. Comparison of Results to Performance Measures — Pooled investments:
Quarter Ended June 30, 2007

The City’s yield on investments for the quarter ended June 30, 2007 was
5.243%, an increase of 4 basis points (0.04%) from the quarter ended March 31,
2007. The average yield on a 90-day Treasury bill at the end of the quarter
ended June 30, 2007 was 4.61%, a decrease of .33% from the previous quarter.

As summarized in Table 1, staff's results exceeded the performance measure for
the quarter by 1.3 basis points (i.e., .013%). Staff equaled the performance
measure in April 2007; slightly exceeded it for May 2007 by 1.1 basis points
(.011%); and, slightly under-performed it in June 2007 by .1 basis point (.001%).
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 June 30, 2007
Period City State LAIF Difference
April 2007 5.22% 5.22% -
May 2007 5.259% 5.248% .011%
June 2007 5.249% 5.25% (.001%)
April 1 through June 30, 2007 5.243% 5.23% .013
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Investment Report: Quarter INFORMATION CALENDAR
Ended June 30, 2007 SEPTEMBER 11, 2007

The rates earned by the City and State LAIF were nearly equal because of the narrow
interest rate yield curve during the quarter, where rates were approximately the same,
regardless of the maturity. That situation changed dramatically since the June 30, 2007
guarter ended-See Discussion of Interest rate Environment and Outlook.

3. Investment Results-Retiree Health Insurance Funds:

Average interest rates earned on the retiree health insurance trust funds for the
guarter ended June 30, 2007 compared to the quarter ended March 31, 2007
were as follows:

Table 2
EARNED INTEREST RATES
For Quarter Ended 6/30/2007 Compared To 3/31/07

Fund 6/30/07 | 3/31/07
Retiree Medical Trust Fund (Miscellaneous 7.906% | 7.256%
Employees)

Fire Retiree Medical Trust Fund 5.211% | 5.069%
Police Retiree Medical Trust Fund 5.719% | 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 June 30, 2007, the Fed left the targeted Federal Funds
rate at 5.25% for the eighth straight time, after increasing it 17 straight times. In the
statement accompanying the meeting on June 27". and June 28"., 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 doesn’t want to lower the Federal Funds rate any time soon. However, the
current Federal Funds futures quotes indicate that bond traders believe there is a
100% probability the Fed will decrease the rate to 5.00% at its meeting in
September, and a 100% probability the Fed will cut the rate another 25 basis points
(.25%) to 4.75% at its December meeting.

Since June 30, 2007, there has been a significant decrease in the rates on long-term
Treasury and Agency securities, in a flight to quality, as a credit and liquidity crisis
has developed in the US as a result of horrors stories related to the sub-prime
mortgage market are being reported on a daily basis. Lenders nationwide have
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Investment Report: Quarter INFORMATION CALENDAR
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significantly reduced funding available for sub-prime mortgages and jumbo loans
(i.e., mortgage loans above the $417,000 limit for loans that can be sold to and
guaranteed by Freddie Mac and Fannie Mae), regardless of credit ratings. This is
because investors in mortgage-backed securities are extremely reluctant to buy
these securities as there are more reports of rising foreclosures, mortgage lenders
filing for bankruptcy, and huge losses reported by hedge funds holding these
securities. In addition, lenders have tightened mortgage credit standards and
significantly increased rates on jumbo mortgages

Many experts on Wall Street are calling for the Fed to make an immediate
emergency cut of up to 50 basis points (.50%) to ease the current credit and liquidity
crisis in the credit market. Staff believes the Fed will continue to view inflation as the
number one concern, and will resist the demands for an emergency cut in the
Federal Funds rate. Staff is expecting the Federal Funds rate to remain near 5.25%
for the next few months.

BACKGROUND

e 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 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.

e 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.
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CONTACT PERSON
Robert Hicks, Director, Finance Department, 981-7300

ATTACHMENTS

Attachment 1. Portfolio Evaluation Quarter Ended June 30, 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
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Attachment 1

PORTFOLIO EVALUATION
QUARTER ENDED June 30, 2007

DESCRIPTION . Jun-07 Mar-07 Dec-06 Sep-06
TOTAL PORTFOLIO:
POOLED INVESTMENTS $173.556.774 $149,319,338 $165,189,482 $131,691,607
RETIREE HEALTH TRUST FUND INV____§7,284,502 4,783,567 7,794,631 7,793,696
TOTAL INVESTMENTS 180,841,276 ) ’ 172084113 139,485,303
AVERAGE LIFE OF PORTFOLIO: '
POOLED INVESTMENTS 656days 842 days 759 days 896 days
NON-POOLED INVESTMENTS 513 yeais 4.92 years 8.60 years 5.87 years

CITY - WEIGHTED YIELD L.

POOLED INVESTMENTS . 5.24% ’ 5.20% 5.02% 4.69%
RETIREE HEALTH TRUST INVESTMI 6.27% - 6.04% 6.12% 5.89%
PRIME RATE AT END OF PERIOD 8.25% 8.25% 8.25% " 825%
90 DAY CD RATE 5.33% 5.30% 5.32% 5.32%
90 DAY TREASURY BILL RATE . 4.61% 4.94% - 4.89% 4.80%
2 YEAR TREASURY NOTE RATE 4.98% 4.57% 4.82% T a6%
TOTAL INVESTMENTS MATURING $127,307,667 70.40% $47,284,937 30.68% 368,743,827 39.74%  $33,553,331 24.06%
WITHIN 1 TO 365 DAYS . . .
TOTAL INVESTMENTS MATURING $38,163,177 " 21.10% $35,682,557 23.16%  $37,093,310 21.44%  $55,687,135 39.92%
WITHIN 1 TO 3 YEARS .
TOTAL INVESTMENTS MATURING $12,804,471 7.08% $67,009,450 -43.48% $59,810,018 34.58%  $42,508,874 30.48%
WITHIN 3 TO 5 YEARS
TO'i'AL INVESTMENTS MATURING $2.565.961 1.42%  $2,564,960 166%  $3,763.950 71R%  $4,162. 4R 2.08%
WITHIN 5 TO 10 YEARS :
TOTAL INVESTMENTS MATURING $0 0.00%  $1,561,000 1.01%  $3,573,000 2.07%  $3,573,000 2.56%
OVER 10 YEARS .
TOTAL $180,841,276 100% S| 54,]02;904 100% $172,984,114 100.00% $139,485,303 100.00%
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EXHIBIT A

POOLED INVESTMENTS PORTFOLIO RESULTS

Portfolio Evaluation
| Active Investments as of June 30, 2007
Interest Earnings on pooled investments for the month of April 2007
Interest Earnings on pooled investments for the month of May 2007
Interest Earnings on pooled investments for the month of June 2007
Investment§ by Type for the quarter ended June 30, 2007
Charts : :
Book Value By Investment Type as of June 30, 2007
Current Holdings VS Policy Limits as of June 30, 2007

Investment Portfolio Trend as of June_ 30,2007

Aging Report by Maturity for the quarter ended June 30, 2007

Page |
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POLICE MEDICAL TRUST FUND
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