CITY OF OAKLAND

COUNCIL AGENDA REPORT . .
iRk

TO: Office of the City Manager ¢
ATTN: Robert C. Bobb
FROM: Financial Services Agency
DATE: February 18, 2003
RE: Cash Management Report for Quarter ended December 31, 2002
SUMMARY

Government Code 53600 et seq. requires the delivery of a quarterly report to the local agency’s
chief executive officer, internal auditor and legislative body. The current Investment Policy for
the City and the Redevelopment Agency also requires delivery of the report.

In accordance with the California Government Code and with the Investment Policy for the City
and the Redevelopment Agency, the attached Cash Management Report dated January 30, 2002,
provides information on the investments of the City’s Operating Fund and the Redevelopment
Agency’s Operating Fund for the quarter ended December 31, 2002. The report summarizes the
characteristics of the investment portfolios, along with attachments showing the Funds’ monthly
transactions and holdings for the quarter ended September 30, 2002.

In August 2002, Fitch Investors Service, L.P. (“Fitch”) reviewed the City’s portfolio and
reaffirmed its credit rating of “AAA” and a market risk rating of “V-1+" to the City’s Operating
Fund Portfolio. These ratings are the highest that can be obtained.

The report is presented for Council’s information and review only and requires no Council
action.

FISCAL IMPACTS
This is an informational report. There is no fiscal impact.
BACKGROUND

The report presents information regarding the portfolios’ composition, including safety,
creditworthiness, liquidity and diversity. The report confirms that as of December 31, 2002, the
portfolios are in compliance with the Investment Policy of the City for fiscal year 2002-2003.
The portfolio’s credit quality remains high and well within the Investment Policy. Liquidity
remains sufficient to meet projected cash flow needs. The report also provides each portfolio’s
current market value and yield as of December 31, 2002, as well as comparisons to other market
benchmarks. The report also confirms that no leverage was utilized nor derivatives held during
the reporting period. Finally, the report reviews key economic factors, which may affect the
portfolios and potential investment results.
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DISABILITY AND SENIOR CITIZEN ACCESS

There are no ADA or Senior Citizen Access issues contained in this report.

SUSTAINABLE OPPORTUNITIES

Economic: The Cash Management Report summarizes the characteristics of the investment
portfolios for the quarter. The portfolio’s credit quality remains high and well within the City’s
Investment Policy. Moreover, the liquidity remains sufficient to meet the City’s projected cash
flow needs.

Environmental: There are no environmental opportunities associated with this report.

Social Equity: It is the objective of the City to manage the portfolios by maintaining its
composition through the observation of the key areas of safety, creditworthiness, liquidity, and
diversity. Optimization of the portfolio while observing those key areas will produce interest
earnings to the General Fund. These monies may be available for services to disadvantaged
areas, or enhanced recreational or social venues.

RECOMMENDATION
Staff recommends Council’s acceptance of this informational report.
ACTION REQUESTED: No action is required.

Respectfully Submitted,

Deborah Edgerly
Director, Financial Services Agency

Prepared by:

Joseph T. Yew, Jr.
Treasury Manager

APPROVED AND FORWARDED TO THE
FINANCE AND MANAGEMENT COMMITTEE:

(’) ; C- 7z ,.a;,;" / > 2
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City of Oakland and OQakland Redevelopment Agency
Cash Management Report
For Quarter Ended December 31, 2002

CITY OF OAKLAND

Portfolio Review

During the quarter, the Portfolio balances have fluctuated from a low of $144.3 million in
October 2002 to a high of $164.8 million in December 2002. Contributing to the fluctuation is
the payment of Port debt service of $30.4 million offset by the receipt of property taxes in the
amount of $62.2 million. Other payments included debt service payments of approximately
$11.8 million and normal operating expenses, such as payroll and vendor payments.

Portfolio Composition

The Portfolio complies with the City’s adopted Investment Policy for fiscal year 2002-2003.
This includes compliance with the applicable local ordinances and resolutions, including the
Nuclear Free Zone, Linked Banking, and the Tobacco Divestiture resolution.

The following discussion addresses the City’s investment portfolio characteristics in terms of
the Investment Policy’s four objectives: safety, liquidity, diversity and return. Portfolio detail
for each of the months in the current quarter is attached to this report.

Preservation of Capital/Safety. The City’s holdings as of December 31, 2002, are depicted by
credit rating category in the chart on the following page. Approximately 55.59% of the
Operating Fund investments were “AAA” rated and 3.03% were “A” rated or better. The
primary unrated holdings, at 40.86% of the Fund, were the Fund’s investments in the State of
California’s Local Agency Investment Fund (LAIF); FDIC-insured Certificates of Deposit
constituted less than 1% of the total Operating Fund.
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City of Oakland Operating Fund

Liguidity. Liquidity will continue to be a primary objective when making investment decisions
for the Operating pool portfolio. With ongoing capital projects at the Port and within the City,
and to ensure that sufficient liquidity is available to meet the day-to-day expenditures, we
maintained a sufficient “cushion” in money market funds to meet unanticipated project
expenditures.

Debt service payable from the City’s Operating Pool for the Port of Oakland and the City for
the six months following December 31, 2002, is approximately $47.9 million.

Consequently, we will continue to invest in short term instruments and money markets as
investment tools to maintain adequate short-term liquidity.

Maturing investments over the next six months are as follows:

$94,649,826.95 57.40%

31-180 $850,000 | 51%
Total $95,499,826.95 57.91%

The amount maturing within 180 days includes $67.30 million in LAIF ($30.3 million are bond
proceeds) and $28.1 million in money market funds, both of which are considered to have a
one-day maturity due to the ability to withdraw funds daily. D
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The following graph depicts the Operating Fund Portfolio by dollars invested and percentage in
each maturity range as of December 31, 2002.

City of Oakland Operating Fund
Portfolio Maturity
(As of 12/31/02)
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The Portfolio average maturity was decreased to 108 days as of December 31, 2002, versus
165 days as of September 30, 2002. This is due to the large balances held in LAIF.

Diversity. To reduce the risks of investing, the portfolio is diversified among a variety of
instruments. In addition to limiting the types of investment in any one category, as outlined in
the Investment Policy, no more than 10% of the total cash portfolio (other than TRAN
proceeds) may be invested in any one issue. This single-issue provision also does not apply to
money market funds or LAIF, as they each are backed by a large portfolio of highly diversified
assets.



City of Oakland Operating Fund
Portfolio Diversity
(As of 12/31/02)
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Derivatives. The Operating Fund Portfolio contained no derivative instruments during this
reporting period.

Yield

Total interest earned for the quarter ended December 31, 2002, was approximately $1.3 million.
The effective rate of return on total assets in the Operating Fund Portfolio for the month ended
December 31, 2002, was 3.44%. The City’s Portfolio yield was better than the month-end spot
yield on the 6-month Treasury bill and LAIF for each month in the quarter. The performance
comparison to LAIF must be considered in light of LAIF’s historical tendency to lag market
changes in both rising and falling interest rate environments. It has been the City’s practice to
hold to maturity rather than sell at a loss and adjust to the markets yield curve.



Comparative yields for the quarter are shown below.

City of Oakland Operating Fund
Comparative Annualized Yields
(As of 12/31/02)

October 2002 4% | 249% 3.42%
November 2002 1.28% 230% 3.94%
December 2002 1.20% 2.20% 3.44%

'Effective monthly average return.

Valuation and Leverage. The market value of the Operating Fund was $166.1 million, based
on information received from Interactive Data Corporation, which was above cost by
approximately $1.3 million. There was no leverage in the portfolio during the reported period,
and liquidity was maintained at sufficient levels.

Portfolio Rating

In August 2002, Fitch Investors Service, L.P. (“Fitch”) assigned a managed fund credit rating of
“AAA” and a market risk rating of “V-1+" to the City’s Operating Fund Portfolio. These
ratings are the highest assigned by Fitch. The “AAA” credit rating reflects the highest credit
quality based on asset diversification, management strength, and operational capabilities. The
“V-14+” market risk rating is assigned to money market funds and Local Government
Investment Pools that have the lowest market risk and are expected to experience no loss of
principal value even in adverse market conditions. Fitch’s market risk ratings reflect the rating
agency’s assessment of relative market risks and total return stability in the portfolio, based on
analysis of various market indicators such as interest rates, liquidity, and leverage risk, if any.
As a condition of maintaining these ratings, the City provides information on the Operating
Fund Portfolio activity and holdings to Fitch for its review on a monthly basis.



OAKLAND REDEVELOPMENT AGENCY

Portfolio Review

The portfolio decreased from $70.5 million at the end of September 2002 to $62.5 million at
the end of December 2002. Contributing to the decline are debt service payments of $847,519
and Capital expenditures of approximately $8.1 million.

Portfolio Composition

The Portfolio complies with the current Investment Policy for fiscal year 2002-2003 with one
exception noted in the area of diversity. This includes compliance with the applicable local
ordinances and resolutions, including the Nuclear Free Zone, Linked Banking, and the Tobacco
Divestiture resolution.

The following discussion addresses the Redevelopment Agency investment portfolio
characteristics in terms of the Investment Policy’s four objectives: safety, liquidity, diversity
and return. Portfolio detail for each of the months in the current quarter is attached to this
report.

Preservation of Capital/Safety. The Agency’s holdings by credit rating category are depicted
in the chart below. Approximately 76.29 % of the Agency’s Operating Fund investments were
“AAA” rated. The primary unrated holdings, at 23.71% of the Fund, were the Fund’s
investments in the State of California’s Local Agency Investment Fund (LAIF).



QOakland Redevelopment Agency
Portfolio Credit Quality
(As of 12/31/02)

AAA/Aaa
76.29%

\\\\\\\\\\\\\\\\\\\\\

23.711%

Liquidity. Liquidity within the Agency’s Portfolio remains sufficient to meet all expected cash
flow needs of the Agency for the next six months and beyond. The debt service payment for
the next six months for the Agency is approximately $11.7 million. We also maintain a
sufficient “cushion” in highly liquid instruments to meet unanticipated projects expenditures.

The Agency Portfolio average maturity slightly increased to 299 days as of December 31, 2002,
versus 291 days as of September 30, 2002. :

The chart below depicts the Agency’s Portfolio by dollars invested and percentage in each
maturity range.



Oakland Redevelopment Agency
Portfolio Maturity
(As of 12/31/02)
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Diversity. To reduce the risks of investing, the portfolio is diversified among a variety of
instruments. In addition to limiting the types of investment in any one category, as outlined in
the Investment Policy, no more than 10% of the total cash portfolio may be invested in any one

issue.



Oakland Redevelopment Agency
Portfolio Diversity
(As of 12/31/02)
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Derivatives. The Agency Portfolio contained no derivative instruments during this reporting

Total interest earned for the quarter ended December 31, 2002, was $706,361.52. The effective
rate of return on total assets in the Agency’s Portfolio was 3.80% as of December 31, 2002.
During the quarter, the Agency’s portfolio surpasses that of LAIF and the month-end spot yield
on the 6-month Treasury in each month. The performance comparison to LAIF must be
considered in light of LAIF’s historical tendency to lag market changes in both rising and
falling interest rate environments.



Comparative yields for the quarter are shown below.

Oakland Redevelopment Agency
Comparative Annualized Yields
(As of 12/31/02)

October 2002 1.41% 2.49% T 411%

November 2002 1.28% 2.30% 4.28%
December 2002 1.20% 2.20% 3.80%

'Effective monthly average return

Valuation and Leverage. The market value of the Agency portfolio for the quarter ended
December 31, 2002, was $63.2 million, based on information received from Interactive Data
Corporation, which was above cost by approximately $656,000. There was no leverage in the
portfolio during the reporting period, and liquidity was maintained at sufficient levels.

ECONOMIC REVIEW

Market Overview

U.S. retail sales rose 1.2 percent, less than expected, in December as consumers reined in
. purchases at department stores and grocers. With unemployment at an eight-year high of 6
percent shoppers limited their purchases.

The U.S. producer price index was unchanged in December as companies from Dell Computer
Corp. to General Motors Corp. offered incentives to keep sales growing in a slow economy.

The U.S. trade deficit fell in October to the narrowest in seven months as a labor dispute closed
the West Coast ports and companies imported capital goods at the slowest pace in four years.
Exports fell for a third straight month, and imports declined 2.4 percent.

Wholesale inventories rose in November for the fifth time in six months, gaining 0.2 percent
after falling in October.

Interest Rates

On November 6, 2002, Federal Reserve policy makers lowered their benchmark interest rate a
larger-than-expected half percentage point and signaled that additional rate cuts are unlikely in
the near future. The reduction in the overnight bank-lending rate to 1.25%, the lowest rate
since July 1961, underscores the speed with which the economic recovery has deteriorated. The



Fed said, “Greater uncertainty, in part attributable to heightened geopolitical risks, is currently
inhibiting spending, production and employment.” The statement indicates the Fed worries that
a possible war with Iraq and persistent threat of terrorism is inhibiting spending plans by both
consumers and businesses.

On December 10, 2002, Federal Reserve policy makers left their benchmark interest rate
unchanged and said the economy still needs the lowest borrowing costs in four decades to
sustain the recovery. The Fed maintained the outlook it described in November, saying the
risks of higher inflation and weaker economic growth is in balance.

Rather than take a position on the future direction of interest rates, we expect to continue to
manage the investments of the City of Oakland and the Redevelopment Agency Operating Fund
Portfolios consistent with policy objectives and a primary focus on meeting liquidity needs.

—6—10/01/02 ——12/31/02
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