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RECOMMENDATION

Staff Recommends That The City Council Adopt 1) A Resolution For The City Of Oakland
Investment Policy For Fiscal Year (FY) 2018-2019; and 2) A Resolution Pursuant To
Government Code Section 53607 Delegating Investment Authority Of The Oakland
Redevelopment Successor Agency To The Agency Treasurer For FY 2018-2019.

EXECUTIVE SUMMARY

As a continuing best practice and sound financial management policies, the Treasury Bureau
continues to submit its annual investment policy to the City’s legislative body (the “City
Council”). The California Debt and Investment Advisory Commission (“CDIAC") annually revises
its Local Agency Investment Guidelines to include statutory changes that affect local
government investments. ’

The proposed City of Oakland Investment Policy for FY 2018-19 (Attachment A) incorporates
and captures minor edits and changes in dates to reflect the current fiscal year.

BACKGROUND / LEGISLATIVE HISTORY

The Finance Director/City Treasurer (“Treasurer”) is responsible for sound financial
management practices when managing the City Portfolios.

The proposed policy describes the primary goals of the Treasurer when investing funds as
follows:

Preservation of capital - to safeguard the funds under the Treasurer’s control;
Liquidity - to meet short term cash needs;

Diversity - to reduce the portfolio risks; and

Yield - to maximize the portfolio overall return.

The proposed policy adequately balances the needs of safety, liquidity, diversity, and yield.
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ANALYSIS AND POLICY ALTERNATIVES

There were no statutory changes to the local agency investment codes. The proposed City of
Oakland Investment Policy for FY 2018-19 (Attachment A) only incorporates minor edits, such
as adding the Finance Director under the Delegation of Authority (Page 3) and updating all
dates to reflect upcoming Fiscal Year 2018-2019.

FISCAL IMPACT

There is no fiscal impact associated with this report.

PUBLIC OUTREACH / INTEREST

This item did not require any additional public outreach other than the required posting on the
City’s website.

COORDINATION ,

This report and resolution has been pre'pared by the Treasury Bureau in coordination with City
Attorney’s Office and Budget Bureau.

SUSTAINABLE OPPORTUNITIES

Economic: This report insures sound financial management policies and practices.

Environmental: The City's policy is to invest, when possible, in companies that promote the
use and production of renewable and “green” energy resources.

Social Equity: The City’s policy is to invest in socially responsible companies when possible.

Item:
Finance and Management Committee
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ACTION REQUESTED OF THE CITY COUNCIL

Staff recommends that the City Council adopt the Resolution for City of Oakland Investment
Policy for FY18-19 and a Resolution Pursuant to Government Code Section 53607 Delegating
Investment Authority of The Oakland Redevelopment Successor Agency to the Agency
Treasurer for FY18-19.

For questions regarding this report, please contact KATANO KASAINE, DIRECTOR OF
FINANCE, at (510) 238 2989

Respectfully submitted,

[Chs (lortine

Katano Kasaine
Director of Finance, Finance Department

Reviewed by:
David Jones, Treasury Administrator
Treasury Bureau

Prepared by:
Max Kumar, Investment Officer
Treasury Bureau

Attachments (1):

A: City of Oakland and Oakland Redevelopment Successor Agency Investment Policy
for Fiscal Year 2018-2019
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1.0 POLICY

The purpose of this Investment Policy (“Policy™) is to establish overall guidelines for the management
and investment of the City of Oakland (the “City”) public funds pursuant to Council Resolution Nos.
75855 C.M.S and 00-38 C.M.S and in accordance with Government Codes Section 53607. This
Investment Policy is now amended and adopted as of Jung 19", 2018 and will serve as the City of

Oakland’s Investment Policy for Fiscal Year 2018-19,and until it’s further revised.
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The Investment Policy applies to the operating funds of the City of Oakland, and the Port of Oakland
(the “City Operating Pool”), which includes the General Fund, Special Revenue Funds, Debt Service
Funds and all other funds comprised in City Operating Pool.

2.1 Proceeds of notes, bonds issues or similar financings including, but not limited to, reserve
funds, project funds, debt service funds and capital trust funds derived from such financing,
are not governed by this Investment Policy, but rather shall be invested pursuant to their
respective bond indentures or the State of California Government Code 53600, as
applicable.

2.2 Retirement/Pension Funds and Deferred Compensation Funds are also not governed by this
Investment Policy, but rather by the policies and Federal or State statutes explicitly
applicable to such funds.

3.0 PRUDENCE

All investments and evaluation of such investments shall be made with the Prudent Investor Standard
as set forth by California Government Code, Section 53600.3 and 27000.3, is defined as;

Prudent Investor Standard: Acting with care, skill, prudence and diligence under the
circumstances then prevailing, which persons of prudence, discretion and intelligence exercise
in the professional management of their business affairs, not for speculation, but for investment,
considering the probable safety of their capital as well as the probable income to be derived.

4.0 OBJECTIVES
The primary objectives, in order of priority, of the City Portfolio are:

4.1 Preservation of Capital (Safety)
The first and primary goal of the Portfolio is the preservation of capital. Investment shall be
undertaken in a manner to avoid losses due to market value risk, issuer default and broker
default. To attain this objective; investments are diversified.

4.2 Liquidity :
The Portfolio will be structured in a manner that will provide cash as needed to meet
anticipated disbursements. Cash flow modeling ensures that investments mature as needed
for disbursements.




4.3 Diversity
The objective is to avoid over-concentration in issuers, instruments, and maturity sectors.
No more than 5 percent of the total assets of the investments held by the City may be
invested in the securities of any one issuer, except the obligations of the United States
government or government-sponsored enterprises.

4.4 Yield

The Portfolio is also managed to maximize its overall market return with consideration of
the safety, liquidity, and diversity parameters discussed above.

5.0 DELEGATION OF AUTHORITY

Management responsibility for the investment program is specifically delegated by the City
Administrator or designee to the Finance Director/Treasurer or designee who shall establish
procedures for the investment programs, which are consistent with the Investment Policy.
Authorization for investment decisions is limited to the Finance Director/Treasurer or designee. The

of the Treasurer or designee per the Treasurer’s instructions or prior authorization.

An,_Treasury Administrator pr Investment Officer may make decisions only with respect to overnight

investments, but may implement investment decisions received directly from the Treasurer or designee.

6.0 INTERNAL CONTROL,

The Treasurer or designee shall maintain a system of internal controls designed to ensure compliance
with the Investment Policy and to prevent losses due to fraud, employee error, and misrepresentations
by third parties or unanticipated changes in financial markets.

7.0 ETHICS AND CONFLICTS OF INTEREST

All officers and employees involved in the investment process shall not engage in any personal
business activity, which could conflict with proper execution of investments subject to this Policy.
Any material financial interests in financial institutions which do business with the City should be
disclosed to the City Administrator. All individuals involved in the investment process are required to
report all gifts and income in accordance with California State Law.

8.0 SAFEKEEPING AND CUSTODY

All security transactions, including collateral for repurchase agreements, entered into by the City shall
be conducted on a delivery-versus-payment (DVP) basis pursuant to approved custodial safekeeping
agreements. All securities owned by the City shall be held in safekeeping by the City’s custodial bank,
which acts as agent for the City under the terms of custody agreement.
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9.0 APPLICABLE ORDINANCES

9.1 Nuclear Free Zone Ordinance
Under the guidelines of a voter-approved Measure, the Oakland City Council approved
Ordinance No. 11062 C.M.S effective December 16, 1988, which restricts the City’s
investments in U.S Government Treasuries. The Treasurer shall make every attempt to
invest in any available short-term option that provides approximately the same level of
security and return as Treasuries. In the event that no reasonable alternatives exist, or to the
extent that the City may experience financial hardship as a result of investment in these
alternatives, the City Council may adopt a waiver for a period not to exceed 60 days, as
authorized by the Ordinance, allowing the City to invest in U.S securities.

9.2 Linked Banking Ordinance
Pursuant to Ordinance No. 12066 C.M.S adopted by Council on July 14,1998, the City has
established a Linked Banking Service Program. This reference applies to depositories for
both the City of Oakland and the Port of Oakland banking needs. Depositories are defined
within the Ordinance as “all banking services utilized by the City including the Port of
Oakland operating fund, with the exception of investments made through investment banks
and broker/dealers." Depositories providing services to the City and the Port of Oakland
must provide to the City, annually, the information enumerated under Section 3 of the

" 2017, City Council adopted Ordinance No. 13445 C.M.S that Formatted: Superscript

[Deleted: The City of Oakland is currently revising the Linked

o

Banking Ordinance

9.3 Tobacco Divestiture Resolution
On February 17, 1998, Council adopted Resolution No. 74074 C.M.S., which prohibits
investment in businesses deriving greater than fifteen percent of their revenues from
tobacco products. Treasury Bureau maintains a list of firms excluded from permitted
investments due to the tobacco divestiture requirements.

9.4 Fossil Fuel Divestiture Resolution
On June 17, 2014, Council adopted Resolution No. 85053 C.M.S. which prohibits the
Investment or ownership stake in any companies that extract, produce, refine, burn or
distribute fossil fuels. Treasury Bureau is in full compliance with this resolution

9.5 Firearm or Gun Manufacturer Divestiture Resolution
On March 5, 2013, Council adopted Resolution No. 84242 C.M.S which prohibits
investment or ownership stake in any manufacturer of firearms or ammunition. Treasury
Bureau does not have any direct investment exposure to firearms or ammunition
manufacturer.

10.0 SOCTAL RESPONSIBILITY

When possible, it is the City's policy to invest in companies that promote the use and production of
renewable energy resources and any other socially responsible investments, subject to the prudent
investment standard.




11.0 REPORTING

11.1 City Council
As best practice and sound financial management practice, the City Administrator or
designee will submit a quarterly investment report and an annual investment policy for the
City within 30 days following the period being reported to the City Council.

The quarterly cash management report will be deemed timely pursuant to this Investment
Policy and Government Code Section 53646, so long as it has been submitted to the
Assistant City Administrator within 30 days following the period being reported to be
scheduled for the Finance and Management Committee. The quarterly cash management
report for the period ending June 30 will be filed in a timely manner, but it will not
approved until September due to the City Council summer recess.

The report will include the information required under Government Code Section 53646
including: the type of investment, issuer, date of maturity, par and dollar amount invested
(this data may be in the form of a subsidiary ledger of investments); a description of any
investments under management of contracted parties, if any; current market values and
source of valuation; statement of compliance or manner of non-compliance with the
Investment Policy; and a statement denoting the ability to meet the Fund's expenditure
requirements for the next six months. In addition, the report shall summarize economic
conditions, liquidity, diversity, risk characteristics and other features of the portfolio. The
report will disclose the total investment return for the 3-month period. In meeting these
requirements, the report shall include an appendix that discloses all transactions during
each month and the holdings at the end of each month during the period being reported.

11.2 Annual Audit
Investment Portfolio is priced to market per Government Accounting Standards Board
(GASB) and reported in compliance with General Accepted Accounting Principals.
Annual disclosure requirements such as Custodial Credit Risk, Credit Risk,
Concentration of Credit Risk, Interest Rate Risk and Foreign Currency Risk are reported
in the City’s Annual Comprehensive Financial Report (CAFR).

11.3 Internal Audits
Internal audits of treasury operations maybe conducted periodically to review
its procedures and policies and make any recommendations for changes and
improvements if needed.

12.0 TRADING POLICES

12.1 Sales Prior to Maturity

"Buy and hold" is not necessarily the strategy to be used in managing the Funds. It is
expected that gains will be realized when prudent. Losses are acceptable if the proposed
swap/trade clearly enhances the portfolio yield over the life of the new security on a total
return basis.

Sufficient written documentation will be maintained to facilitate an audit of the
transaction. Losses, if any, will be recognized and recorded based on the transaction date.




13.0 BROKER/DEALERS AND FINANCIAL INSTITUTIONS

The purchase ofany authorized investment shall be made either directly from the issuer or from any of
the following:

Institutions licensed by the State of California as a broker/dealer

Members of a federally regulated securities exchange

National or state-chartered banks

Federal or state savings institutions or associations as defined in Finance Code Section 5102
1 Brokerage firms reporting as a primary government dealer to the Federal Reserve Bank

* m o m o m

The Treasurer or designee will maintain a current and eligible list of reputable primary and regional
dealers, brokers and financial institutions with whom securities trading and placement of funds are
authorized. A strong capital base credit worthiness, and, where applicable, a broker/dealer staff
experienced in transactions with California local governments are the primary criteria for inclusion on
the City of Oakland's approved list.

Approved dealers and brokers shall be limited to primary dealers or regional dealers that qualify under
Securities and Exchange Commission Rule 15C3-1 (uniform net capital rule) and which provide:
proof of Financial Industry Regulatory Authority (FINRA) certification; proof of California State
registration; and a completed City of Oakland broker/dealer questionnaire. In addition, prior to
approval and for every two years thereafter, approved dealers and brokers must provide: an audited
financial statement; certification of receipt, review of and willingness to comply with the current
Investment Policy; and certification of compliance with Rule G-37 of the Municipal Securities
Rulemaking Board regarding limitations on political contributions to the Mayor or any member of the
City Council or to any candidate for these offices.

The Treasurer may remove a firm from the approved list at any time due to: any failure to comply with
any ofthe above criteria; any failure to successfully execute a transaction; any change in broker/dealer
staff; or any other action, event or failure to act which, in the sole discretion of the Treasurer is
materially adverse to the best interests of the City.

14.0 GENERAL CREDIT QUALITY

Short- term debt shall be rated at least “A-I" by Standard & Poor’s Corporation, “P-1" by Moody’s
Investor Service, Inc., “F-1” by Fitch. Long-term debt shall be rated in a rating category of at least “A”
by Standard & Poor’s Corporation, Moody’s Investors Service, Inc., or Fitch.

The minimum credit requirement for each security is further defined within the Permitted Investments
section of the policy. If securities which are purchased for the Fund are downgraded below the credit
quality required by the Fund. The Treasurer, will determine whether to retain or to sell the security.
Evaluation of divestiture of securities will be determined on a case-by-case basis.



15.0 PERMITTED INVESTMENTS

The following securities are permissible investments pursuant to Section 53601 of the Government
Code as well as this Investment Policy. Any other investment not specified hereunder shall be made
only upon prior approval by the City Council.

15.1 U. S. Treasury Securities
Bills, notes and bonds issued by the U.S. Treasury which are direct obligations of the
federal government.

Maximum Maturity: 5 years
Maximum Portfolio Exposure: 20%*
Maximum Issuer Exposure: Prudent person standard applies overall

Credit Requirement: N.A.

*20% limit is a result ofthe Nuclear Free Zone Ordinance, subject also to prior adoption by
Council of a waiver for a period not to exceed 60 days allowing investment in U.S.
Treasury securities due to specified findings. There is no limitation under the Government

Code

15.2 Federal Agencies and Instrumentalities
Notes and bonds of federal agencies, government-sponsored enterprises and international
institutions. Not all are direct obligations ofthe U. S. Treasury but may involve federal
sponsorship and/or guarantees, in some instances.

Maximum Maturity: 5 years
Maximum Portfolio Exposure: None
Maximum Issuer Exposure: Prudent person standard applies overall

Credit Requirement: N.A.

15.3 Banker’s Acceptances (BAt
Bills of exchange or time drafts drawn on and accepted by a commercial bank, typically
created from a letter of credit issued in a foreign trade transaction.

Maximum Maturity: 180 days
Maximum Portfolio Exposure: 40%

Maximum Issuer Exposure: 30% of total surplus funds may be in BAs of one
commercial bank; maximum 5% per issuer

Credit Requirement: Al, PI, or FI or better by two or the three nationally
recognized rating services. No rating may be lower that any of the rating listed
above.



15.4 Commercial Paper
A short-term, unsecured promissory note issued by financial and non-financial companies
to raise short-term cash. Financial companies issue commercial paper to support their
consumer and/or business lending; non-financial companies issue for operating funds.

Maximum Maturity : 270 days
Maximum Portfolio Exposure: 25%

Maximum Issuer Exposure: No more than 10% ofthe total assets ofthe investments
held by the City may be invested in any one issuer’s commercial paper; and
maximum 5% per issuer

Credit Requirement: Al, Pl, or FI or better by two or .the three nationally

recognized rating services. No rating may be lower that any of the rating listed
above.

Eligibility Limited to general corporations organized and operating in the United
States with assets in excess of $500 million, and having rating category of "A" or
higher ratings for the issuer's debt, other than commercial paper, ifany, as provided
by NRSRO.

15.5 Asset-Backed Commercial Paper
Asset-Backed Commercial Paper (“ABCP”) issued by special purpose corporations
(“SPCs”) that is supported by credit enhancement facilities (e.g. over-collateralization,
letters of credit, surety bonds, etc.)

Maximum Maturity: 270 days

Maximum Portfolio Exposure: 25% (Not to exceed 25% of total secured and
unsecured CP)

Maximum Issuer Exposure : No more than 10% of the total assets of the
investments held by the City or Agency may be invested in any one issuer’s
commercial paper; and maximum 5% per issuer

Credit Requirement: Al, Pl, or FI or better by two or the three nationally
recognized rating services. No rating may be lower that any of the rating listed
above.

Eligibility: Issued by special purpose corporations (“SPC”) organized and operating
in the United States with assets exceeding $500 million. Restricted to programs
sponsored by commercial banks or finance companies organized and operated in
the United States.

Program must have credit facility that provides at least 100% liquidity

Serialized ABCP programs are not eligible

Ratings are to be routinely monitored. The Treasurer is to perform his/her own due

Diligence as to creditworthiness.
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15.6 Local Government Investment Pools
For local agencies (including counties, cities or other local agencies) that pool money in

deposits or investments with other local agencies, investments may be made subject to the
following:

Maximum Maturity : N/A
Maximum Portfolio Exposure: 20%
NAV Requirement: $1.00

Credit Requirement: Top ranking or highest letter and numerical rating provided by
at least two nationally recognized statistical rating organizations

Must retain an Investment Advisor

Registered with the SEC with not less than 5 years experience in investing
securities as authorized by the Code, and with assets under management in excess
0f$500 million

Fund CompositionComprised of instruments in accordance with the California State
Government Code

15.7 Medium Term Notes
Corporate Bonds, Corporate Notes and Deposit Notes. Issuers are banks and bank holding
companies, thrifts, finance companies, insurance companies and industrial corporations.
These are debt obligations that are generally unsecured.

Maximum Maturity: 5 years (additional limitations based on credit, below)
Maximum Portfolio Exposure: 30%

Maximum Issuer Exposure: No more than 5% of the Portfolio shall be invesivd in
any single institution.

Credit Requirement: Must be Rated A3, A-, or A- or better by two of the iliice
nationally recognized rating services, Moody’s, S&P, or Fitch, respectively \o
Rating may be lower than any ofthe Rating listed above and should have mini mum
“A” rating category or its equivalent or better.

Eligibility: Limited to corporations organized and operating within the Tinted
States or depository institutions licensed by the United States or any state and
operating within the United States

15.8 Negotiable Certificates of Deposit
Issued by commercial banks and thrifts, and foreign banks (Yankee CD's).

Maximum Maturity: 5 years

Maximum Portfolio Exposure: 30%






























































































































