
Agenda Report 
December 12, 2016 

TO: Honorable Mayor and C1ty Council 

THROUGH: Fmance Comm1ttee 

FROM: Department of Fmance 

SUBJECT: Quarterly Investment Report 
Quarter End1ng September 30, 2016 

RECOMMENDATION: 

Thts report 1s for mformat1on only 

BACKGROUND: 

Government Code Sect1on 53646 (2)(b)(1) states that tn the case of a local agency, the 
Treasurer or Ch1ef F1scal Off1cer (CFO) may render a quarterly report to the legtslattve 
body of the local agency conta1n1ng detatled mformatlon on 1) all secunt1es, 
mvestments, and moneys of the local agency, 2) a statement of compliance of the 
portfolio w1th the statement of Investment policy, and 3) a statement of the local 
agency's ab1hty to meet 1ts pool's expendtture requirements for the next s1x months By 
mak1ng these reports opt1onal, th1s b1ll does not 1m pose a state-mandated local program 
but encourages local agenc1es to cont1nue to report The b1ll also states that the 
Treasurer or CFO may report whatever add1t1onal mformat1on or data may be reqwred 
by the leg1slat1ve body of the local agency 

The quarterly report shall 1nclude the followmg 

1 The type of Investment, name of the 1ssuer, date of matunty, par and dollar amount 
Invested 1n each secunty, Investment, and money w1th1n the treasury, 

2 The wetghted average matunty of the Investments wtthm the treasury, 

3 Any funds, mvestments, or programs, mclud1ng loans, that are under the 
management of contracted part1es, 

4 The market value as of the date of the report, and the source of th1s valuat1on for 
any secunty w1thm the treasury, 

5 A descnpt1on of the compliance w1th the Statement of Investment Polley 
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Quarterly Economic Review 

Followtng a 1 4o/o growth tn the economy tn the second quarter of 2016, the Gross 
Domesttc Product grew by a comparatively solid 2 9% tn the thtrd quarter of 2016 
accordtng to the US Department of Commerce Bureau of Economtc Analysts 
Consumer spendtng, parttcularly on servtces and durable goods, served as the dnvtng 
force behmd the thtrd-quarter growth Strong consumer fundamentals have been 
attnbuted to considerable JOb growth and tncome gatns dunng earlier months and even 
lower energy pnces The bust ness assoctatton Conference Board even released data 
showmg that U S consumer conftdence htt a 9-year htgh tn September The GOP 
growth was also boosted by a ptckup tn exports Consumption and net exports growth 
quelled a 6 2o/o decline m home construction spending 

Whtle the economy continues to add JObs, the growth 1n nonfarm payroll employment 
has been a b1t uneven While July saw nonfarm payroll JObs grow by 255,000, August 
and September saw only a combtned 323,000 JOb ga1ns, poss1bly reflecting a t1ghtemng 
m the labor market The average jOb growth through September 2016 stands at 178,000 
per month, persuasively lower than the monthly average of 229,000 1n 2015 The 
unemployment rate held at 5 0°/o as of September 2016 

September 2016's year-over-year CPI (Consumer Pnce Index for All Urban Consumers) 
came 1n 1 5%, higher than the August reading of 1 1% The US Bureau of Labor 
Stattsttcs notes that thts 1s the largest 12-month Increase s1nce October 2014 On a 
seasonally adJusted basts, the CPI rose by 0 3o/o m September Meanwhile, the year­
over-year Core CPI Index wh1ch excludes food and energy components came 1n at 
2 2°/o 

The Federal Open Market Commtttee (FOMC) dec1ded not to ratse the federal funds 
rate at the September 21·2016 meettng The FOMC noted that whtle the economy 
strengthened, 1t was so far not enough to ratse rates Wh1le It acknowledged labor 
market gatns and economtc actJvtty growth, the FOMC not only highlighted that tnflatton 
JS sttll below the central bank's 2% target, but tt also rev1sed tts econom1c projections for 
the full year downwards Nonetheless, market participants expect that a December 
move ts very likely In a press release dated November 2nd, the FOMC reafftrmed most 
of 1ts September statements but added that "tnflatton ts expected to nse to 2 percent 
over the medtum term" as "the labor market strengthens" and that "near-term nsks to 
the economic outlook appear roughly balanced " 
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Except at the very shortest maturities and while they remain near historic lows, yields on 
U.S. treasuries rose (see chart below). 

~ ... ! ... 

Source: US Department of the Treasury, www.treasury.gov 

The yield on the 2-year Treasury note rose to 0.77% from 0.58% as of the end of the 
previous quarter. Over the same period , the yield on the 5-year Treasury note rose to 
1.14% from 1.01 %. And while rising yields generally lead to lower valuations, gains 
were still seen in most bond sectors for the third consecutive quarter. The Barclays U.S. 
Aggregate Bond Index managed to stay in positive territory with 0.46% return for the 
quarter. The high yield and emerging market debt sectors benefitted from the tightening 
of credit spreads during the quarter. High yield bonds as measured by the Bank of 
America Merrill Lynch High Yield Bond Index and the emerging market bonds as 
measured by the JP Morgan EMBI Global Index, the two outperforming sectors in the 
fixed income market returned 5.5% and 3.7% for the quarter respectively. On the other 
hand, municipal debt was weighed down by heavy new supply during the quarter and 
posted a loss. 

Equities were also affected by rising bond yields. While the S&P 500 returned 3.9% for 
the quarter, high-dividend paying sectors posted losses during the quarter. Most 
sensitive to interest rate changes and considered as bond proxies, telecom and utilities 
in particular lost 5.6% and 5.9% during the quarter. Meanwhile, cyclical sectors led by 
information technology which posted a 12.9% return during the quarter, enjoyed decent 
gains. NASDAQ, dominated by IT stocks, posted a double-digit return of 10.0% for the 
quarter. The Dow Jones Industrial Average, composed of blue-chip stocks, gained 2.8% 
for the quarter. U.S. equity valuations remained high as the S&P SOD's forward 12-
month price-to-earnings ratio of 16.60 remained well above the 10-year average of 14.3. 
Consequently, all three major U.S. stock indices reached all-time highs during the third 
quarter of 2016. 
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Donald Trump's pres1dent1al elect1on wm 1n1t1ally appeared to have startled the markets 
In a span of a day, the S&P 500 lost 5% wh1le As1an and European stock markets also 
lost ground But US equ1t1es have s1nce rallied, boosted by the prospects of tax cuts and 
mcreased Infrastructure spendmg These same prospects tnggered mass1ve selloffs m 
the bond markets, bnngmg the 1 0-year Treasury rate to 2 3%, 1ts h1ghest s1nce 2015 
Infrastructure spend1ng 1s seen to worsen the def1c1t and the tax cuts to reduce revenue, 
thereby placmg pressure on federal debt and pushmg mflat1on As the Fed meets on 
December 13-14, 2016, the fmanc1al market has already pnced m a 95o/o probability of a 
0 25°/o rate h1ke 

Total Funds Under Management 

The followmg table represents total C1ty funds under management based on the1r 
market values as of September 30, 2016 

09/30/2016 06/30/2016 $Change 

Pooled Investment Portfolio $459' 942' 963 $447,344,740 $12,598,223 

Capital Endowment 1,910,208 1,905,834 4,374 

Stranded Investment Reserve Portfolio 69,965,911 69,833,352 132,559 

Spec1al Funds 24,470,382 24,400,825 69,557 

Investments Held w1th F1scal Agents 59,439,998 60,481,790 -1,041,792 

Total Funds Under Management $615,729,462 $603,966,541 $11 '762,921 

The Pooled Investment Portfolio value mcreased by a net $12,598,223 due to the 
followmg transactions dunng the quarter 

Investment Earmngs adJusted by FMV change 733,715 
Depos1ts and Credit Card Rece1pts 117,492,487 
Property Tax Revenues 6,920,447 
Sales and Other Tax Revenues 9,910,255 
H U D Rece1pts Net of Payments 1,885,516 
Payroll and Payroll-related Expenses (66,540,896) 
Vendor Payments and Accounts Payable Checks (39,254, 765) 
Debt Serv1ce Payments (7 ,54 7 ,563) 
Water and Power Payments Net of LOC Drawdowns (1 0,218,437) 
Net Transfer to Other Funds (782,536) 

12,598,223 

The Capital Endowment Fund mcreased by $4,37 4 representing the net Investment 
earmngs for the penod 
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The Stranded Investment Reserve portfolio Increased by $132,559 representmg the 
Investment earn1ngs for the penod adjusted by the market value change of Investments 

Spec1al Funds Increased by a net $69,557 ma1nly due to Investment earnmgs of 
$89,057, less $19,500 pnnc1pal payment on the Annandale Assessment D1stnct Bond 

Investments held w1th f1scal agents decreased by $1,041,792 as a result of $636,000 
debt serv1ce payments made from the vanous debt serv1ce funds held w1th the trustees, 
the release of $254,000 excess reserve balance 1n the vanous reserve funds, and an 
adjustment of $151,000 to reflect the fa1r market value loss on the total1nvestments held 
1n the funds 

The C1ty pools all Internal funds to gam econom1es of scale and to Simplify the 
Investment funct1on There are over 100 funds 1n the Pooled Investment 
Portfolio Because the September 2017 account1ng records have not yet closed, staff 
est1mates the General Fund's cash balance at approximately $45 m1lllon at the end of 
September representmg 1 Oo/o of the September Pooled Portfolio value The General 
Fund's cash balance fluctuates da1ly based on the t1m1ng of revenues rece1pts and 
payment of expenditures Investments 1n the Cap1tal Endowment Fund, the Stranded 
Investment Reserve Fund, the Spec1al Funds, and funds held w1th f1scal agents are 
restncted funds or bond proceeds reserved 1n accordance w1th the C1ty Charter, C1ty 
ordmances, and the bond mdentures The C1ty targets an average durat1on of two years 
1n manag1ng the pooled portfolio based on the portfolio's nsk and return evaluation and 
Industry best pract1ces as 1t perta1ns to public funds management As of September 30, 
2016, the portfolio's durat1on was 2 04 years 

Per government code reqUirements, attached are reports by each fund 1nd1cat1ng the 
type of Investments, date of matunty, par and dollar amount Invested 1n each secunty, 
as well as mvestment and moneys w1th1n the Treasury w1th market values as of 
September 30, 2016 On a monthly bas1s, the C1ty Treasurer pnces the pooled portfolio 
and all other funds and Investments under management The market values are 
obtained from Interactive Data Corporation (IDC) and from Bloomberg Fmanc1al 
System IDC 1s an Independent th1rd party whose sole serv1ce IS to prov1de market 
pnces for all types of secunt1es 

The types of secunt1es held 1n the portfolio and the1r percentage allocation to the total 
are m compliance w1th the C1ty's F1scal Year 2016 Investment Polley, wh1ch was 
adopted by the C1ty Council on July 27, 2015, and Sect1on 53600 of the State 
Government Code The C1ty Treasurer currently ma1nta1ns over $50 mtlllon short-term 
llqUJd Investments (1 to 90 day matunt1es) wh1ch represents approximately 1/12th of the 
C1ty's total aggregate annual operat1ng budget Th1s balance, along w1th ant1c1pated 
cash flows mto the C1ty's account, represents a strong llqwd1ty pos1t1on to meet 
budgeted expenditures for the next s1x months 

The y1eld to matunty on the C1ty's Pooled Portfolio began to gradually mcrease after 1t 
stabilized at around 1% due to decllmng Interest rates 1n the last s1x years as short-term 
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rates remained between 0.00% and 0.25% until December 16, 2015 when the Fed 
increased the target Fed Funds rate by 0.25%. The fiscal year to date effective yield 
which represents the portfolio investment earnings rate adjusted by the realized trading 
gains and losses was 1.20% for the Pooled Portfolio as of September 2016, compared 
to the State Treasurer's Local Agency Investment Fund (LAIF) of 0.60%, the Los 
Angeles County Treasurer's Pooled portfolio yield of 0.97%, and the average yield on 
the two-year U.S. Treasury of 0.77%. The fiscal year-to-date effective yield for the 
Power Reserve portfolio was 1.71 %. 

The graph below represents the historic yields comparison of the Pooled Portfolio and 
the Power Reserve Portfolio over the last five years. 

2·500% •1 ---------H'""i=sto-=-r.-ic-.yi'""ei"Td c-=o-:m-:pa-,rl~so--:n--------

- Pooled portfolio 

COUNCIL POLICY CONSIDERATION: 

This action supports the City Council's strategic goal to maintain fiscal responsibility and 
stability. 
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FISCAL IMPACT: 

There 1s no f1scal1mpact as a result of th1s act1on nor w11l1t have any 1nd1rect or support 
cost requirements There IS no ant1c1pated 1mpact to other operational programs or 
capital projects as a result of th1s act1on 

Respectfully submitted, 

V1c Erg 1an 
Deputt 1rector of F~nance/C1ty Treasurer 

~ 
STEVE MERMELL 
C1ty Manager 


