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Council Budget and Finance Agenda October 18, 2017
Committee

CALL TO ORDER
ROLL CALL

PUBLIC COMMENTS:

(The Public Comment section provides an opportunity to address the City Council Committee on items not
listed on the agenda as well as items on the agenda. The Committee welcomes your comments and
requests that speakers present their remarks in a respectful manner, within established time limits, and
focus on issues which directly affect the City or are within the jurisdiction of the City. As the Committee is
prohibited by State law from discussing items not listed on the agenda, any comments on items not on the
agenda will be taken under consideration without Committee discussion and may be referred to staff.)

REPORTS/ACTION ITEMS
1. MIN 17-134 Approval of Meeting Minutes September 20, 2017

Attachments: Attachment [ Draft Minutes September 20, 2017

2. RPT 17-142 Investment Portfolio Update (Presentation by External
Investment Manager)

Attachments: Attachment I Portfolio Review

3. RPT 17-140 Fiscal Year 2018 Statement of Investment Policy Review and
Delegation of Investment Authority

Attachments: Attachment [ Staff Report

Attachment II Summary of Proposed Changes

Attachment III Statement of Investment Policy (red-lined)

4. RPT 17-149 Review of Research Scope for Survey of Hayward Voters

Attachments: Attachment [ Staff Report

Attachment II Research Proposal

5. RPT 17-141 FY 2018 Meeting Schedule & Work Plan

Attachments: Attachment [ Meeting Schedule & Work Plan

FUTURE AGENDA ITEMS

COMMITTEE MEMBER/STAFF ANNOUNCEMENTS AND REFERRALS

ADJOURNMENT
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Committee

NEXT MEETING CANCELED - 4:00P.M., WEDNESDAY, NOVEMBER 15, 2017

(TO BE RESCHEDULED)
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File #: MIN 17-134

DATE:  October 18,2017

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT

Draft Meeting Minutes from September 20, 2017 Regular Meeting
RECOMMENDATION

That the Committee approves the meeting minutes from the September 20, 2017 Regular Meeting.

ATTACHMENT
Attachment I Draft Minutes September 20, 2017
CITY OF HAYWARD Page 1 of 1 Printed on 10/13/2017
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HAYWARD

COUNCIL BUDGET & FINANCE COMMITTEE MEETING
Meeting Minutes of September 20, 2017

Call to Order: 4:02 pm
Members Present: Councilmember Lamnin and Councilmember Salinas

Members Absent:  Mayor Halliday

Staff: Kelly McAdoo, Maria Hurtado, Dustin Claussen, Nicole Gonzales and
Monica Davis
Guests: Katherine Yuen, External Auditor

Public Comments:  No public comments.

1. Approval of Meeting Minutes July 19, 2017
Action: Unanimous approval as submitted.
2. FY 2017 Annual Audit Process
e Oral presentation by Auditor reviewing the process and timeline for the FY 2017
audit. The Auditor posed industry standard four question around the awareness of

misconduct to the Councilmembers.

Action: The Committee received the presentation and responded in the negative to all four
questions.

3. Money Talks Empathy Work with City Employees
e Director Claussen and Analyst Davis provided an overview of the scope of work
and process for the Money Talks empathy work with city employees. City
Manager McAdoo highlighted the importance of using a different approach and
Assistant City Manager Hurtado highlighted the importance of empathetic
listening.
Action: The Committee received and discussed the presentation. No formal action was taken.

4. Meeting Schedule and Work Plan. Council reviewed the work plan for the year.

CITY HALL, 777 B STREET, HAYWARD, CA 94541
HTTP./ /WWW.HAYWARD-CA.GOV



Action: The Committee recommended the addition of reviewing SB1 expenditures and Measure
C additional annual revenue.

5. Future Agenda Items
e SBI1 Expenditures
e Measure C additional annual revenue

Committee Members/Staff Announcements and Referrals: None

Adjournment: The meeting was adjourned at 4:40 pm
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File #: RPT 17-142

DATE: October 18, 2017

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT

Investment Portfolio Update (Oral Presentation by External Investment Manager)
RECOMMENDATION

That the Committee reviews and provides comments and feedback on the City of Hayward 2016-2017
Year-End Portfolio Review.

ATTACHMENT

Attachment I 2016-2017 Year-End Portfolio Review

CITY OF HAYWARD Page 1 of 1 Printed on 10/13/2017
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pfm

City of Hayward

2016-2017 Year-End Portfolio Review

Monique Spyke, Managing Director
Izac Chyou, Senior Managing Consultant

October 18, 2017

PFM Asset 50 California St. 415.982.5544
Management LLC Suite 2300 pfm.com
San Francisco, CA 94111
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Yield Curve Substantially Higher

U.S. Treasury Yield Curve

June 30, 2017 June 30, 2016
2.0%
1.8% 1-Mo. +0.67%
1.6% 3-Mo. +0.75%
1.4% 6-Mo. +0.78%
1.2% 1'Yr. +O.79%
1.0% 2-Yr. +0.80%
0.8% 3-Yr. +0.86%
0.6% 5-Yr. +0.89%
. 0
0.4% 7-Yr. +0.86%
. 0
10-Yr. +0.84%
0.2%
30-Yr. +0.55%
0.0%
3 6 1 2 3 5
m m y y y y

Source: Bloomberg, as of 06/30/17.
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A Tale of Two Markets

2 450 . 3.50%
i U.S. Election
2,350 3.00%
2.250 2.50%
I 10-Year
I Treasury
2 150 | 2.00%
2.050 ; 1.50%

Sep '16 Oct '16 Nov '16 Dec '16 Jan'l7 Feb'17 Mar '17 Apr '17 May '17  Jun'l7

Source: The WSJ Daily Shot, Bloomberg, as of 06/30/17.
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Fiscal Year 2017 Accomplishments

@ Enhanced earnings?
* Investment income rose to
- Portfolio yield rose to

@ Outperformed performance benchmark by
basis points?

® Maintained a well diversified portfolio

@ Maintained compliance with City’s investment
policy

@ Kept City staff informed of events impacting
investment program

® Added dedicated staff resources to work with the
City

Attachment |

v Downside risk
management

* Invest in high quality
assets

« Continued to diversify
into allowable sectors

 Duration management

v’ Sector rotation

1. As of 06/30/17. Aggregate fiscal year income on an accrual (amortized cost) basis. Yield to maturity at cost.
2. Hayward one year total return versus the performance benchmark, which is the Bank of America Merrill Lynch 1-3 Year U.S. Treasury Index.

© PFM
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Portfolio Composition

Security Type Market Values as Percent.of Permit.ted In.
of 6/30/17 Portfolio by Policy Compliance

U.S. Treasury $32,203,413 11% 100% v

Federal Agencies $52,570,668 19% 100% v

Federal Agency CMOs $7,389,926 3% 20% v

Supranational $6,347,645 2% 30% 4

Negotiable CDs $6,013,063 2% 30% v

Corporate Notes $8,476,853 3% 30% v

Municipal $4,105,643 1% 20% 4

Asset-Backed Securities $3,333,020 1% 20% v

Security Sub-Total $120,440,231 43%

Accrued Interest $344,907

Securities Total $120,785,139

LAIF $130,267,607 46% $195 Million?

Bank of West $31,713,248 11% 100%

Total Investments $282,765,994 100%

1. The maximum allowable LAIF balance is $65 million per account. LAIF City: $58.1 million. LAIF HPFA: $47.1 million. LAIF Housing: $25.1 million.
Detail may not add to total due to rounding.

© PFM
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Portfolio Maturity Distribution

60%
549% Duration
51% (Years)
50% m City of Hayward 1.81
43% BofA 1-3 Year UST Index 1.82
40% 36%
30%
20%
10% 8%
4% 0
L. o
0-1 Years 1-2 Years 2-3 Years 3-4 Years 4-5 Years

Source: Bloomberg, as of 06/30/17. Excludes holdings in LAIF, Bank of West and the money market fund.

© PFM
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Portfolio Characteristics as of June 30, 2017

Credit Quality?! Sector Allocation

Corporate Note  ABS
7% 3%

Certificate of Deposit

0,
5% U.S. Treasury
Municipal 27%
3%

Supranational _—
5%

Agency MBS
6%

Federal Agency
44%

Average Credit: AA* Portfolio Compliant
with Investment Policy

Percentages may not sum to 100% due to rounding.

1. Ratings are based on Standard & Poor’s, if provided. If Standard & Poor’s ratings are not provided, ratings by Moody’s and/or Fitch are used.

2. Citigroup rated A by Fitch. Goldman Sachs rated A3 by Moody's.

3. CA Earthquake Authority rated A3 by Moody's. Carmax Auto Owner Trust, John Deere Owner Trust, Honda Auto Receivables, Nissan Auto Receivables, and Ally Auto

Receivables Trust rated Aaa by Moody's.
4. An average of each security’s credit rating assigned a numeric value and adjusted for its relative weighting in the portfolio.

© PFM 6
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Adding Value Through Sector Allocation

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%
Jun-12

Dec-12

Jun-13 Dec-13 Jun-14 Dec-14 Jun-15 Dec-15 Jun-16 Dec-16

Percents exclude accrued interest as of trade date. Portfolio holdings as of 06/30/17.
Portfolio inception date: 6/30/12.

© PFM
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= Agency MBS

Municipal

m ABS

m Certificates of

Deposit

= Corporate Notes

= Supranational

® Federal Agency

Jun-17 ®mU.S. Treasury
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Increased Corporate Allocation

15%

12%
9%
6%
) I I I I I I
0%

Jun-16 Sep-16 Dec-16 Mar-17 Jun-17

Percent of Total Portfolio

= Corporate Notes m Certificates of Deposit = ABS

Percents exclude accrued interest as of trade date. Portfolio holdings as of 06/30/17.
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Portfolio Income Continues to Increase

$3.0

$2.5

$2.0

Millions

$1.5

$1.0

$0.5

$0.0

1. Aggregate fiscal year income on an accrual (amortized cost) basis. Yield to maturity at cost.

© PFM

Portfolio Yield and Aggregate Earnings?

Realized dollar income
has increased on
average over $917,000
each fiscal year.

FYE 14

FYE 15

0.98%

FYE 16

Attachment |

1.26%

FYE 17
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Portfolio Generated Strong Returns

Annualized Returns?!:2

As of June 30, 2017
1.00%

0.85%

0.80%
0.69% 0.70%

0.61%
0.60%

0.40%

0.23%
0.20%

0.00%

-0.11%
FYE 17 3 Years Since Inception 3

-0.20%

m City of Hayward BofA 1-3 UST Index

1. Source: Bloomberg, as of 06/30/17.
2. Performance on trade date basis. Excludes holdings in LAIF, Bank of West and the money market fund..
3. Portfolio inception date as of 06/30/12.

© PFM
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Outlook and Strategy

® We expect modest economic growth.

® Increased probability of continued rate hikes. v' Assess impact of future
fiscal and monetary policy

Probability of Fed Rate Hike ¥' Maintain a neutral
Meeting  06/30/17  09/30/17 Sl [eElilor
11/01/17 17% 1% v Identify market
12/13/17 52% 70% opportunities
1/31/18 45% 68%

Source: Bloomberg, based on Fed Funds Futures (Effective Rate) by Bloomberg.

© PFM
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Disclosures

This material is based on information obtained from sources generally believed to be reliable
and available to the public, however PFM Asset Management LLC cannot guarantee its
accuracy, completeness or suitability. This material is for general information purposes only
and is not intended to provide specific advice or a specific recommendation. All statements
as to what will or may happen under certain circumstances are based on assumptions, some
but not all of which are noted in the presentation. Assumptions may or may not be proven
correct as actual events occur, and results may depend on events outside of your or our
control. Changes in assumptions may have a material effect on results. Past performance
does not necessarily reflect and is not a guaranty of future results. The information
contained in this presentation is not an offer to purchase or sell any securities.

© PFM
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File #: RPT 17-140

DATE: October 18, 2017

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT

Fiscal Year 2018 Statement of Investment Policy Review and Delegation of Authority
RECOMMENDATION

That the Committee reviews and recommends Council approval of the updated Fiscal Year 2018
Statement of Investment Policy.

ATTACHMENTS
Attachment I Staff Report

Attachment Il Summary of Proposed Changes
Attachment III  Statement of Investment Policy (red-lined)

CITY OF HAYWARD Page 1 of 1 Printed on 10/13/2017
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HAYWARD

DATE: October 18, 2017

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT: Fiscal Year 2018 Statement of Investment Policy Review and Delegation of

Investment Authority
RECOMMENDATION

That the Committee reviews and recommends Council approval of the updated Fiscal Year
2018 Statement of Investment Policy.

BACKGROUND

The City’s Statement of Investment Policy (the Policy) requires that Council approve any staff
recommended changes to the Policy. This year’s policy is minimally changed with minor
updates and is in compliance with the current statute. Staff worked in conjunction with the
City’s portfolio manager, PFM Asset Management, to review and update the policy.

DISCUSSION

Staff recommends that the Committee approve the revised FY 2018 Statement of Investment
Policy (Policy). The recommended changes are noted below:

X. Investment Instruments

Section J.

1. Staff recommends that the City authorize investments in shares of beneficial interest
that are state-administered or through joint powers statutes, which are authorized for
use by California local governments in California Government Code 8 53601 (p). The
addition of this section could allow the City to expand and diversify its overnight
liquidity options.

Section K.

2. Staff recommends removing the specific dollar amount the City may invest in LAIF
and replacing that with language by simply stating “the maximum amount permitted
by LAIF’s Local Investment Advisory Board.” This will allow the City to take
advantage of LAIF balance increases as they occur without having to alter the
Investment Policy each time.



Please see Attachment Il “Summary of Proposed Changes,” that displays Hayward’s Policy
limits vs. California Government Code (§ 53601) limits. Changes are denoted in yellow.

FISCAL IMPACT

There is no fiscal impact related to approving the recommended change to the Statement of
Investment Policy.

PUBLIC CONTACT

The recommended changes to the Statement of Investment Policy (Attachment 111) will be
discussed by the Investment Advisory Committee during its quarterly meeting on October
26, 2017 and presented to the full City Council on December 5, 2017 for adoption.

Prepared and Recommended by: Dustin Claussen, Director of Finance

Approved by:

Yol

Kelly McAdoo, City Manager

Page 2 of 2



Summary of Proposed Changes

Attachment Il

Maximum

Authorized

California Govt.

Security Type Maturity Investment Limit Code Limits Consistent
A. US Treasury Notes/Bills 5 Years 100% 100% \
A. US Agencies—Fully Backed 5 Years 100% 100% \
B. US Agencies—Sponsored 5 Years 100% 100% \
C. Banker’'s Acceptance (BA) 180 days 40% 40% \
D. Commercial Paper 270 days 25% 25% \
E. Negotiable Certificates of Deposit 5 Years 30% 30% \
F. Repurchase Agreements 1 Year 20% 20% \
G. Medium Term Notes (MTN) 5 Years 30% 30% \
H. Money Market Fund N/A 20% 20% \
I.  Alameda County Investment Pool None 10% N/A N/A
e e e = [ yone v
Max amount
K. LAIF None allowed by N/A N/A
Advisory Board
L. gglrl)?)tsei{alized Certificates of 5 Vears 2504 2504 N
M. Municipal Bonds 5 Years 20% 20% \
N. Supranationals 5 Years 30% 30% \
O. Asset-Backed Securities 5 Years 20% 20% \
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FY 2017
Statement of Investment Policy

Finance Department
Director of Finance, Fracy-\fesely-Dustin Claussen

Policy Recommended Changes: October 0421, 20174
Policy last amended: February 4, 2014

Attachment IlI

Commented [I0C1]: Update with Latest Policy
date
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FY 2017 - Statement of Investment Policy

I. Introduction

The purpose of this document is to identify various policies and procedures that
enhance opportunities for a prudent and systematic investment policy and to organize
and formalize investment-related activities. Activities that comprise good cash
management include accurate cash projections, the expeditious collection of revenue,
the control of disbursements, cost-effective banking relations, and arranging for a short-
term borrowing program that coordinates working capital requirements and investment
opportunities.

A. Included — Funds included in this Statement of Investment Policy are described in
the City's annual financial report, and include: General Fund, Special Revenue
Funds, Capital Projects Funds, Enterprise Funds, Internal Service Funds,
Fiduciary Funds, Housing Finance Agency Funds, Successor Hayward Housing
Authority funds, and Hayward Redevelopment Agency Successor Agency funds.
The Statement of Investment Policy applies to all transactions involving the
financial assets and related activity of the foregoing funds.

B. Excluded — The following funds are excluded from the Statement of Investment
Policy: Deferred Compensation Fund assets and monies held by a trustee or fiscal
agent and pledged to the payment or security of bonds or other indebtedness, or
obligations under a lease, installment sale, or other agreement of the City, or
certificates of participation in those bonds, indebtedness, or lease installment sale,
or other agreements may be invested in accordance with the ordinance, resolution,
indenture or agreement approved by the City Council which govern the issuance of
those bonds, or lease installment sale, or other agreement, rather than this
Statement of Investment Policy.

Il. Statement of Objectives

It is the policy of the City of Hayward to invest public funds not required for immediate
day-to-day operations in safe and liquid investments with maturities under five years, in
conformance with the California state statutes governing the investment of public funds.
Investments are intended to achieve a reasonable rate of return while minimizing the
potential for capital losses arising from market changes or issuer default.

Page 4
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FY 2017 - Statement of Investment Policy

In managing the City of Hayward's Investment Portfolio, the City’s primary objectives are
safety, liquidity, and yield.

1. Safety — Safety of principal is the foremost objective of the City, followed by liquidity
and yield. Each investment transaction shall seek to first ensure that capital losses are
avoided, whether they are from securities defaults or erosion of market value.

2. Liquidity — The City's investment portfolio will remain sufficiently liquid to enable the
City to meet all operating requirements that might be reasonably anticipated.

3. Yield — The City may establish a performance benchmark based on current
investment objectives and constraints. The investment portfolio shall be managed to
attain a market-average rate of return throughout budgetary and economic cycles,
taking into account the City's policy constraints and cash flow requirements. The City
should not take undue risk to obtain above-market rates of return.

4. Diversification — The City's investment portfolio will be diversified to avoid
concentrating investments in specific security types or in individual financial
institutions.

While the City will not make investments for the purpose of trading or speculation as the
dominant criterion, the Director of Finance shall seek to enhance total portfolio return by
means of active portfolio management.

lll. Use of State Investment Guidelines

Government Code Sections 53601, 53607, and 53646 of the State of California regulate
investment practices. It is the policy of the City of Hayward to use the State's provisions for
local government investments as the base for developing and implementing the City's
investment policies and practices.

IV. Delegation of Authority

The responsibility for conducting the City’s investment program is hereby delegated to the
Director of Finance, who has established written procedures for the operation of the
investment program, consistent with this Statement of Investment Policy. The Finance
Director has further authority, with consent of the City Council, to engage the services of
one or more external investment managers to assist in the management of the City’s
investment portfolio in a manner consistent with the City’s Statement of Investment
Policy. Such managers must be registered under the Investment Advisors Act of 1940.

Page 5
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FY 2017 - Statement of Investment Policy

V. Investment Advisory Committee

The City Manager will appoint an Investment Advisory Committee (IAC). The IAC shall, at
minimum, consist of the Assistant City Manager, Director of Finance or Deputy Director of
Finance, City Attorney or Assistant City Attorney, one department head, and a minimum
of one non-City employee that possesses financial skills to be chosen by the City
Manager as available.

The IAC shall meet at least quarterly for the purpose of overseeing the implementation of
the City's investment program and assuring it is consistent with the Statement of
Investment Policy as approved by the Council. The committee shall include in its
discussions such topics as economic outlook, portfolio diversification and maturity
structure, potential risks to the City's funds, approval of authorized financial institutions,
and the performance of the investment portfolio. Written investment procedures must be
approved by the IAC.

VI. Ethics and Conflict of Interest

Officers and employees involved in the investment process shall refrain from personal
business activities that could conflict with proper execution of the investment program or
impair their ability to make impartial decisions.

All members of the City’s IAC shall annually file Statements of Economic Interests (SEls or
Form 700) with the California Fair Political Practices Commission.

VII. Investment Policy Adoption

The City's Statement of Investment Policy shall be annually reviewed and approved by
the Investment Advisory Committee and thereafter shall be reviewed and approved by the
City Council at a public meeting.

VIIl. Standard of Prudence

All participants in the investment process shall act responsibly as custodians of the public
trust. Investment officials shall recognize that the investment portfolio is subject to public
review and evaluation. Nevertheless, in a diversified portfolio, it must be recognized that
occasional measured losses are inevitable, and must be considered within the context of
the overall portfolio's investment return, provided that adequate diversification has been
implemented.

The standard of prudence to be used by investment officials shall be the “prudent investor
standard,” which states:

“When investing, reinvesting, purchasing, acquiring, exchanging,
selling, or managing public funds, a trustee shall act with care, skill,
prudence, and diligence under the circumstances then prevailing,
including, but not limited to, the general economic conditions and the
anticipated needs of the agency, that a prudent person acting in a
Page 6
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like capacity and familiarity with those matters would use in the
conduct of funds of a like character and with like aims, to safeguard
the principal and maintain the liquidity needs of the agency.”

Investment officers acting in accordance with written procedures and the Statement of
Investment Policy, and exercising due diligence shall be relieved of personal responsibility
for an individual security's credit risk or market price changes, provided deviations from
expectations are reported in a timely fashion and the liquidity and the sale of securities are
carried out in accordance with the terms of this Policy.

IX. Reporting

The following investment activity reports will be completed.

A. Monthly

While there is no legislative requirement for monthly investment activity reporting, the
Director of Finance shall post a monthly investment and transaction summary to the City’'s
public website that will be available to the City Manager, Investment Advisory Committee,
City Council Budget & Finance Committee, City Council, and the general public.

The investment summary will list investment transactions executed during the month, and
will report key aspects of the investment portfolio, including the following information
about each investment instrument: issuer, par amount, purchase price, sales price,
realized gains and losses, maturity dates, credit ratings, and the percentage of the
portfolio by each type of investment.

B. Periodic

While there is no legislative requirement for quarterly investment activity reporting, the
Director of Finance shall submit periodic investment reports to the City Manager,
Investment Advisory Committee, City Council Budget & Finance Committee, and City
Council.

A periodic report shall include all components of the City’s monthly report, highlight key
aspects of information contained in the investment reports, and inform readers of
economic conditions affecting the portfolio. The report will present recent investment
performance and future investment strategy; disclose any perceived threats to portfolio
quality, security or liquidity; compare the portfolio performance to that of the City's
established performance benchmark, state compliance with the Investment Policy and
include a statement denoting the ability to meet expenditure requirements for the next six
months.

C. Annual
While there is no legislative requirement for submission of an annual investment report,
the Director of Finance shall present a comprehensive annual report on the investment
program and investment activity no later than 180 days following the end of the fiscal
year. This report shall be presented to the Investment Advisory Committee. The annual
report shall include a performance summary, shall suggest policies and improvements
that might enhance the investment program, and include an investment plan for the
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ensuing fiscal year. In conjunction with its review of the annual investment report, the
Investment Advisory Committee shall review and reaffirm the Statement of Investment

Policy of the City, whether or not specific policy modifications are suggested.

Following the annual review of the Statement of Investment Policy by the Investment
Advisory Committee, the Investment Policy shall be submitted to the City Council,
together with any changes recommended by the Investment Advisory Committee. The
City Council shall consider any such recommended changes and approve the Statement

of Investment Policy at a public meeting of the City Council.

X. Investment Instruments

A summary and description of authorized investment instruments is below.

INVESTMENT INSTRUMENT SUMMARY
Maximum Min Authorized Per
Security Type Maturity Credit | Investment Issuer
Quality | Limit Limit
A. US Treasury Notes/Bills 5 Years None 100% 100%
A. US Agencies—Fully Backed | 5 Years None 100% 100%
B. US Agencies—Sponsored 5 Years None 100% 40%
C. Banker's Acceptance (BA) 180 days A-1 40% 5%
D. Commercial Paper 270 days A-1 25% 5%
E. Negotiable Certificates of 5 Years “A” 30% 5%
Deposit
F. Repurchase Agreements 1 Year None 20% 20%
G. Medium Term Notes (MTN) | 5 Years “A” 30% 5%
H. Money Market Fund N/A AAAmM | 20% 10%
I.  Alameda County Investment | None None 10% 10%
Pool
K. LAIF None None N/A
K-L. Collateralized Certificates | 5 Years None 25% 20%
of Deposit
£M. Municipal Bonds 5 Years “A” 20% 5%
M:N. Supranationals 5 Years “AA” 30% 30%
N:O. Asset-Backed Securities 5 Years “AA” 20% 5%

The following sections describe individual investment types. The sections specify a
percentage limitation for a particular category of investment. That percentage is applied
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on the date of purchase. A later increase in a percentage resulting from a change in
values or assets shall not constitute a violation of the Policy restriction.

Unless stated otherwise in the Policy, no more than 5% of the City’s portfolio may be
invested in securities issued by any one issuer.

A. United States Treasury Notes, Bonds, Bills, or Certificates of Indebtedness, or
those for which the faith and credit of the United States are pledged for the payment of
principal and interest with a final maturity not exceeding five years from the date of
trade settlement.

CA Govt Code 53601(b)

B. Federal Agency or United States Government-Sponsored Enterprise (GSE)
Obligations, participations, or other instruments, including those issued by or fully
guaranteed as to principal and interest by federal agencies, or United States
government-sponsored enterprises with a final maturity not exceeding five years
from the date of trade settlement. There is no limit to the amount of the City’s
portfolio that may be invested in federal agency or GSE securities, except that the
aggregate investment in federal agency mortgage-backed securities shall not
exceed 20% of the City’s total portfolio. Furthermore, the aggregate investment in
any one federal agency or GSE issuer shall not exceed 40% of the City’s total
portfolio.

CA Govt Code 53601(f) and CA Govt Code 53601(0)

C. Banker’s Acceptances, otherwise known as bills of exchange or time drafts, that
are drawn on and accepted by a commercial bank with a final maturity not exceeding
180 days from the date of trade settlement, rated at least “A-1" or the equivalent by a
nationally recognized statistical-rating organization (NRSRO). The aggregate
investment in banker’'s acceptances shall not exceed 40% of the City’s total portfolio.

CA Govt Code 53601(g)

D. Prime Commercial Paper with the highest letter and numerical rating as provided
for by a NRSRO. The entity that issues the commercial paper shall meet all of the
following conditions in either paragraph 1 or paragraph 2 below:

(1) The entity meets the following criteria:
e is organized and operating in the United States as a general corporation;
¢ has total assets in excess of five hundred million dollars ($500,000,000); and
¢ has debt other than commercial paper, if any, that is rated in a rating category
of at least "A" by a NRSRO.

(2) The entity meets the following criteria:
e is organized within the United States as a special purpose corporation, trust,
or limited liability company;
e has program wide credit enhancements including, but not limited to, over-
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collateralization, letters of credit, or surety bond; and
e has commercial paper that is rated "A-1" or higher, or the equivalent, by a
NRSRO.

Eligible commercial paper shall have a final maturity not exceeding 270 days from
the date of trade settlement. The aggregate investment in commercial paper shall
not exceed 25% of the City’s total portfolio. Furthermore, the City may purchase no
more than 10 percent of the outstanding commercial paper of any single issuer.

CA Govt Code 53601(h)

. Negotiable Certificates of Deposit issued by a nationally- or state-chartered bank,
a savings association or a federal association as defined by Section 5102 of the
California Financial Code, a state or federal credit union, or by a federally-licensed
or state-licensed branch of a foreign bank with a final maturity not exceeding five
years from the date of trade settlement. Deposits are limited to institutions which
have long-term debt rating in a rating category of at least “A” or the equivalent by a
NRSRO. The aggregate investment in negotiable certificates of deposit shall not
exceed 30% of the City’s total portfolio.

CA Govt Code 53601(j)

. Repurchase Agreements with a final termination date not exceeding 360 days from
the date of trade settlement collateralized solely by United States Treasury, federal
agency, or United States government sponsored enterprises permitted by this
Statement of Investment Policy. The purchased securities (the “collateral”) shall
have a minimum market value of 102% of the dollar value of the funds invested. The
market value of the collateral securities shall be marked-to-the-market daily and the
value shall be adjusted no less frequently than weekly. No substitution of collateral
shall be allowed without the prior approval of the Finance Director. All collateral
securing repurchase agreements must be delivered to the City’s custodian bank or
handled under a tri-party repurchase agreement. The City or its trustee shall have a
perfected first security interest under the Uniform Commercial Code in all securities
subject to repurchase agreement.

Approved repurchase agreement counterparties shall have a repurchase agreement
counterparty credit rating of at least “A-1" or the equivalent and a long-term credit
rating of at least “A” or the equivalent by a NRSRO. Repurchase agreement
counterparties shall execute a City approved master repurchase agreement with the
City. No more than 20% of the City’s total portfolio shall be invested in repurchase
agreements.

CA Govt Code 53601 (j)

. Medium-Term Notes issued by corporations organized and operating within the
United States or by depository institutions licensed by the United States or any state
and operating within the United States, with a final maturity not exceeding five years
from the trade settlement, and rated in a rating category of at least “A” or the
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equivalent by a NRSRO at the time of purchase. The aggregate investment in
medium-term notes shall not exceed 30% of the City’s total portfolio.

CA Govt Code 53601 (k)

. Money Market Funds. Shares of beneficial interest issued by diversified
management companies that are money market funds registered with the Securities
and Exchange Commission under the Investment Company Act of 1940 (15 U.S.C.
Sec. 80a-1, et seq.). To be eligible for investment pursuant to this subdivision these
companies shall either:

(1) attain the highest ranking letter or numerical rating provided by not less than two
of the three largest NRSROs, or

(2) have an investment advisor registered or exempt from registration with the
Securities and Exchange Commission with not less than five years of experience
managing money market mutual funds and with assets under management in
excess of $1,000,000,000.

The purchase price of shares shall not exceed 20% of the City’s total portfolio and
shall not include any commission that the companies may charge. Furthermore, no
more than 10% of the City’s total portfolio may be invested in any one money market
fund.

CA Govt Code 53601 (I)

Alameda County Investment Pool. The City’s maximum investment in the Alameda
County pool is limited to 10% of the City’s total aggregate portfolio.

CA Govt Code 53684

Other Investment Pools. ;
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J-K. _State of California’s Local Agency Investment Fund (LAIF). The City's

participation in LAIF shall conform to State Regulation. The City maintains a total of
two LAIF investment accounts and may invest

In
general, it is the City's intention to use investment in LAIF as a temporary repository
for short-term funds needed for liquidity purposes. The Finance Director shall
maintain appropriate information concerning LAIF's current investment policies,
practices and performance on file. The Finance Director shall also maintain files on
LAIF's requirements for participation, including, but not limited to, limitations on
deposits or withdrawals and the composition of the portfolio.

CA Govt Code 16429.1

K-L. Collateralized Certificates of Deposit in FDIC-insured financial institutions
located in California with a maximum maturity no longer than five years from the
date of deposit. Deposits are limited to banks who have a long-term debt rating in a
rating category of at least “A” or the equivalent and a short-term debt rating of at
least “A-1" or the equivalent by a NRSRO. The City may waive collateral for any

portion of its deposit that is covered by federal deposit insurance.

Money shall not be deposited in any state or federal credit union if a member of the
legislative body of the City, or any person with investment decision making authority
of the administrative office, manager's office, budget office, auditor-controller's office,
or treasurer's office of the City, also serves on the board of directors, or any
committee appointed by the board of directors, or the credit committee or
supervisory committee, of the state or federal credit union.

The amount on deposit shall not exceed the total paid-up capital (to include capital
notes and debentures) and surplus of any depository bank, or the total of the net
worth of any savings and loan association. However, deposits in collateralized
certificates of deposit shall not exceed 25% of the City’s total portfolio, nor shall the
City deposit more than 20% of its total portfolio in the collateralized certificates of
deposit of any one bank.

CA Govt Code 53649

M.  Municipal Bonds issued by the state of California and any local agency within

the state, including bonds payable solely out of revenues from a revenue-producing
property owned, controlled, or operated by the state or any local agency, or by a
department, board, agency or authority of the state or any local agency.

Registered treasury notes or bonds of any of the other 49 United States in addition
to California, including bonds payable solely out of the revenues from a revenue-
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producing property owned, controlled, or operated by a state or by a department,
board, agency, or authority of any of the other 49 United States, in addition to
California.

The aggregate investment in municipal bonds may not exceed 20% of the City’s total
portfolio.

CA Govt Code 53601(c), CA Govt Code 53601(d), and CA Govt Code 53601(€e)

M:N. Supranationals defined as United States dollar denominated senior
unsecured unsubordinated obligations issued or unconditionally guaranteed by
the International Bank for Reconstruction and Development, International
Finance Corporation, or Inter-American Development Bank, with a final maturity
not exceeding five years from the trade settlement, and eligible for purchase and
sale within the United States. Supranationals shall be rated in a rating category
of at least “AA” or the equivalent by a NRSRO at the time of purchase.

The aggregate investment in supranationals may not exceed 30% of the City’s
total portfolio.

CA Govt Code 53601(q)

N-O. Asset-Backed Securities defined as all mortgage pass-through securities,
collateralized mortgage obligations, mortgage-backed or other pay-through
bonds, equipment lease-backed certificates, consumer receivable pass-through
certificates, and consumer receivable-backed bonds, with a final maturity not
exceeding five years from the trade settlement.

Asset-backed securities shall be rated in a rating category of at least "AA" or the
equivalent by a NRSRO at the time of purchase. Additionally, securities eligible
for investment under this subsection shall be issued by an issuer whose debt is
rated in a rating category of at least “A” or the equivalent by a NRSRO at the
time of purchase.

The aggregate investment in asset-backed securities may not exceed 20% of
the City’s total portfolio.

CA Govt Code 53601(0)

XI. Prohibited Investments

Investments not specifically approved by this Statement of Investment Policy are
prohibited, including inverse floaters, range notes, mortgage derived interest-only strips,
and securities that could result in zero interest accrual if held to maturity.

XIl. Credit Downgrade

The minimum rating criteria for particular investment categories is applied on the date of
purchase. The City may from time to time be invested in a security whose rating is
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downgraded. In the event a rating drops below the minimum allowed rating category for
that given investment type, the securities shall be reviewed and a plan of action shall be
recommended by the Director of Finance or investment manager. The Director of
Finance may consult the Investment Advisory Committee on the action to be taken and
shall advise its Chairman and Members of the final disposition of the matter either by e-
mail or fax.

If an investment advisor is used, the investment advisor will immediately notify the
Director of Finance if a purchased security has been downgraded below accepted
minimums specified herein, or if the security is placed on negative credit watch, where
downgrade could result in a rate drop below acceptable levels of that fact. The course of
action to be followed will then be decided on a case-by-case basis, considering such
factors as the reason for the rate drop, prognosis for recovery or further drop, and
market price of the security. The City Council will be advised of the situation and
intended course of action by e-mail or fax.

XIIl. Maturity and Diversification

Maturities shall be based on a review of cash flow forecasts. Maturities will be scheduled
to permit the City to meet all projected obligations.

The City may not invest in a security that exceeds five years from the date of purchase
unless City Council has granted express authority to make that investment no less than
three months prior to the investment.

XIV. Internal Controls

The Finance Director shall establish a system of internal controls. The controls shall be
designed to prevent losses of public funds arising from fraud, employee error,
misrepresentation by third parties, unanticipated changes in financial markets, or
imprudent actions by employees and officers of the City. Controls deemed most important
include:

« Clearly delegating authority to subordinate staff members. Subordinate staff
members must have a clear understanding of their authority and responsibilities to
avoid improper actions. Clear delegation of authority also preserves the internal control
structure that is contingent on the various staff positions and their respective
responsibilities.

e Separating transaction authority from accounting and record keeping. By
separating the person who authorizes or performs the transaction from the people who
record or otherwise account for the transaction, a separation of duties is achieved.

« Delivery versus payment. All trades where applicable will be executed by delivery vs.
payment (DVP). This ensures that securities are deposited in the eligible financial
institution before the release of funds. A third party custodian as evidenced by
safekeeping receipts will hold securities.
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Avoiding physical delivery securities. Book entry securities are much easier to
transfer and account for since actual delivery of a document never takes place.
Delivered securities must be properly safeguarded against loss or destruction. The
potential for fraud and loss increases with physically delivered securities.

Confirming telephone transactions for investments and wire transfers in writing.
Due to the potential for error and improprieties arising from telephone transactions, all

telephone transactions should be supported by written communications and approved

by the appropriate person. Written communications may be via fax if on letterhead and
the safekeeping institution has a list of authorized signatures.

Developing wire transfer agreements with the lead bank or third party custodian.

This agreement should outline the various controls and security provisions, and
delineate responsibilities of each party making and receiving wire transfers.
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XV. Banks and Security Dealer Selection

The Investment Advisory Committee shall approve all financial institutions from which
securities are purchased or sold.

In selecting financial institutions for the deposit or investment of City funds, the Finance
Director shall consider the creditworthiness of institutions. The Finance Director shall
continue to monitor financial institutions' credit characteristics and financial history
throughout the period in which City funds are deposited or invested.

Only primary government securities dealers that report to the New York Federal Reserve
shall be used for the purchase of repurchase agreements. (It is acknowledged that
inclusion on the primary dealer listing of the Federal Reserve Bank of New York is not a
guarantee of creditworthiness.)

Effective October 14, 1987, the City shall be prohibited from investing funds with any
person who is knowingly or intentionally engaged in the development or production of
nuclear weapons. Person is defined as any person, private corporation, institution or other
entity, which is within the jurisdiction of the City of Hayward.

If a third-party investment advisor is authorized to conduct investment transactions on the
City's behalf, the investment advisor may use its own list of approved broker/dealers and
financial institutions for investment purposes.

XVI. Risk Tolerance

The City recognizes that investment risks can result from issuer defaults, market price
changes, or various technical complications leading to temporary illiquidity. Portfolio
diversification is employed as a way to control risk. Investment managers are expected to
display prudence in the selection of securities as a way to minimize default risk. No
individual investment transaction shall be undertaken that jeopardizes the total capital
position of the overall portfolio.

The Director of Finance shall periodically establish guidelines and strategies to control
risks of default, market price changes and illiquidity. All investment reports shall
specifically address whether current investment results have been affected by any of the
foregoing risks, and shall explain what actions investment officials have taken to control
or correct for such risks.

A thorough investigation of any money market fund or investment pool, including LAIF
and the Alameda County Pool, is required prior to investing, as well as on an ongoing
basis. The following information should be obtained and analyzed:

I.  Adescription of eligible investment securities
II. A written statement of investment policies and objectives
Ill. A description of interest calculation and their distribution, and the
treatment of gains and losses
IV. A description of how the securities are safeguarded and how often the
Page 16
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securities are priced and the program audited
V. Information about the size and frequency of deposits and withdrawals
allowed, and how much notice is needed for withdrawals
VI. A schedule for receiving statements and portfolio listings
VIl. A fee schedule, as well as how and when the fees are assessed
VIIl.  The rating of the pool/fund
IX.  Information about investment advisers, including registration with the
Securities and Exchange Commission, length of experience and total
assets under management

In addition to these general policy considerations, the following specific policies will be
strictly observed:

1. Allinvestment funds will be placed directly with qualified financial institutions. The
City will not deposit or invest funds through third parties or money brokers.

2. A competitive bid process, utilizing financial institutions approved by the
Investment Advisory Committee, will be used to place investment purchases.
Based on annual evaluation, securities dealers, banks, and other financial
institutions will be dropped or continued on the eligibility list. The following criteria
will be used in the evaluation:

Number of transactions competitively won
Prompt and accurate confirmation of transactions
Efficient securities delivery

Accurate market information account servicing

aoop

If a third party investment advisor is authorized to conduct investment transactions
on the City’s behalf, the investment advisor may rely on its review process and use
its own list of approved broker/dealers for investment purposes.

3. The Finance Director may designate an official to manage investments and
designate a second official to perform investment management during absences of
the primary designee. The Finance Director shall ensure that competent
investment management is maintained and shall ensure that, if both designated
investment officials are replaced or are simultaneously absent, any temporary
replacement(s) shall be closely supervised, indoctrinated in the requirements of
this Statement of Investment Policy, and given written investment procedures
regulating the authority to invest in maturities beyond six months by means of
appropriate controls and restraining requirements.

4. In order to assist in identifying "qualified financial institutions," the Finance Director
shall forward copies of the City's Statement of Investment Policy to those financial
institutions with which the City is interested in doing business and require written
acknowledgement of the policy.
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XVII. Safekeeping and Custod

To protect against potential fraud and embezzlement, the assets of the City shall be
secured through third-party custody and safekeeping procedures.

The investment official shall be bonded to protect the public against possible
embezzlement and malfeasance. An independent auditor shall review safekeeping
procedures annually. The auditor may conduct surprise audits of safekeeping and
custodial procedures.

All cash and securities in the City’s portfolio shall be held in safekeeping in the City’s
name by a third party bank trust department, acting as agent for the City under the
terms of a custody agreement executed by the bank and the City.

All securities will be received and delivered using standard delivery versus payment
(DVP) procedures; the City's safekeeping agent will only release payment for a security
after the security has been properly delivered. The only exception to the foregoing shall
be depository accounts and securities purchases made with: (i) local government
investment pools, and (ii) money market funds, since the purchased securities are not
deliverable.
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Comparison and Interpretation of Credit Ratings?

Long-Term Debt Ratings

Appendix A

Rating Interpretation Moody’s Standard & Fitch
Poor’s
Best Quality Grade Aaa AAA AAA
High Quality Grade Aal AA+ AA+
Aa2 AA AA
Aa3 AA- AA-
Upper Medium Grade Al A+ A+
A2 A A
A3 A- A-
Medium Grade Baal BBB+ BBB+
Baa2 BBB BBB
Baa3 BBB- BBB-
Speculative Grade Bal BB+ BB+
Ba2 BB BB
Ba3 BB- BB-
Low Grade B1 B+ B+
B2 B B
B3 B- B-
Poor Grade to Default Caa CCC+ CccC
In Poor Standing - CCC -
CCC- -
Highly Speculative Ca CcC cC
Default C - -
Default - - DDD
- - DD
- D D
Short-Term/Commercial Paper Investment Grade Ratings
Rating Interpretation Moody’s Standard & Fitch
Poor’s
Superior Capacity P-1 A-1+/A-1 F1+/F1
Strong Capacity P-2 A-2 F2
Acceptable Capacity P-3 A-3 F3

1 These are general credit rating guidelines and are for information only.
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Appendix B

Glossary

ASK PRICE: The price at which a seller offers to sell a security to a buyer.

ASSET-BACKED SECURITIES: Bonds created from various types of consumer debt.
Returns on these securities come from customer payments on their outstanding
loans. The primary types of asset-backed securities are mortgages, home equity
loans, auto loans, leases, credit card receivables and student loans.

BANKERS' ACCEPTANCE: A letter of credit issued in a foreign trade transaction
which allows exporters to receive payment prior to importation of their goods. Banks
provide short-term financing to facilitate the transaction and may sell the obligation
to a third party. Bankers’ Acceptances are secured by the issuer of the bill, while the
underlying goods also serve as collateral.

BANK DEPOSITS: Collateral in the form of currency that may be in the form of demand
accounts (checking) or investments in accounts that have a fixed term and
negotiated rate of interest.

BENCHMARK: A comparative base for measuring the performance or risk tolerance of
the investment portfolio. A benchmark should represent a close correlation to the
level of risk and the average duration of the portfolio’s investments.

BID PRICE: The price at which a buyer offers to purchase a security from the seller.

BOND: A debt investment in which an investor loans money to an entity (corporate or
governmental) that borrows the funds for a defined period of time at a fixed interest
rate called a coupon payment. Bonds are used by companies, municipalities, states
and the U.S. government to finance a variety of projects and operating activities.

BROKER: A broker aligns buyers and sellers of securities and receives a commission
when a sale occurs. Brokers generally do not hold inventory or make a market for
securities.

CALIFORNIA LOCAL AGENCY OBLIGATIONS: Bonds that are issued by a California
county, city, city and county, including a chartered city or county, school district,
community college district, public district, county board of education, county
superintendent of schools, or any public or municipal corporation.

CD (CERTIFICATE OF DEPOSIT): Time deposits issued by a bank, savings or federal
credit union, or state-licensed branch of a foreign bank. Negotiable Certificates of
Deposits rely on the credit rating of the issuing entity.

COLLATERAL: Securities, evidence of deposit, or other property that a borrower
pledges to secure repayment of a loan. Also refers to securities pledged by a bank
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to secure deposits of public monies.

COLLATERALIZATION: Process by which a borrower pledges securities, property, or
other deposits for the purpose of securing the repayment of a loan and/or security.

COMMERCIAL PAPER: Short-term unsecured promissory note issued by a company or
financial institution. Commercial paper is issued at a discount and matures at face
value. Usually a maximum maturity of 270 days, and given a short-term debt rating by
one or more NRSROs.

COUNTY POOLED INVESTMENT FUNDS: The aggregate of all funds from public
agencies placed in the custody of the county treasurer or chief finance officer for
investment and reinvestment.

COUPON: The annual rate of interest that a bond’s issuer promises to pay the
bondholder, expressed as a percentage of the bond’s face value.

CREDIT RISK: Credit risk is the likelihood that an issuer will be unable to make
scheduled payments of interest or principal on an outstanding obligation.

CUSTODIAN: An agent such as a broker or a bank that stores a customer’s
investments for safekeeping. The custodian does not have fiduciary responsibilities.

DEALER: A dealer, as opposed to a broker, acts as a principal in security transactions,
selling securities from, and buying securities for his/her own position.

DEFAULT: To default is to fail to repay principal or make timely interest payments on a
bond or other debt investment security, or failure to fulfill the terms of a note or
contract.

DELIVERY VERSUS PAYMENT (DVP): A securities industry procedure whereby
payment for a security must be made at the time the security is delivered to the
purchaser's agent.

DIVERSIFICATION: Dividing investment funds among a variety of securities offering
independent returns.

DURATION: The weighted average time to maturity of a bond where the weights are
the present values of future cash flows. Duration measures the price sensitivity of a
bond to changes in interest rates.

FIDUCIARY: An individual who holds something in trust for another and bears liability
for its safekeeping.

FLOATING RATE INVESTMENTS: Notes whose interest rate is adjusted according to
the interest rates of other financial instruments. These instruments provide
protection against rising or falling interest rates, but may pay lower yield than fixed
rate notes.
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FUTURES: Commodities, which are sold in the present time and are to be delivered at
a future date.

INTEREST ONLY STRIPs: Securities with cash flow based entirely on the monthly
interest payments received from a mortgage, Treasury, or bond payment. No
principal is included in these types of securities.

INVERSE FLOATING RATE INVESTMENTS: Variable-rate notes (such as inverse
floating rate notes) whose coupon and value increase as interest rates decrease.

INVESTMENT PROGRAM: The process of modern portfolio management. The process
includes establishing investment policy, analysis of the economic and capital
markets environment, portfolio monitoring and rebalancing, and measuring
performance.

LIQUIDITY: The ease with which investments can be converted to cash at their present
market value. Liquidity is significantly affected by the number of buyers and sellers
trading a given security and the number of units of the security available for trading.

LOCAL AGENCY BONDS: These bonds are issued by a county, city, city and county,
including a chartered city or county, school district, community college district, public
district, county board of education, county superintendent of schools, or any public
or municipal corporation.

LOCAL AGENCY INVESTMENT FUND (LAIF): A voluntary investment fund open to
state and local government entities and certain non-profit organizations in California
in which organization pools their funds for investment. LAIF is managed by the State
Treasurer’s Office.

MARKET RISK: Market risk is the risk that investments will change in value based on
changes in general market prices.

MARKET VALUE: The price at which a security is trading and could presumably be
purchased or sold.

MASTER REPURCHASE AGREEMENT: A written contract which includes provisions
specific to the governmental agency that is signed by an authorized officer with each
counterparty. A master agreement will often specify details to the nature of
transactions, the relationship of the parties to the agreement, parameters pertaining
to the ownership and custody of collateral, and remedies in the event of default by
either party.

MATURITY: The date upon which the principal or stated value of an investment
becomes due and payable.

MEDIUM TERM NOTES (MTN): Unsecured, investment-grade senior debt securities of
major corporations that are sold either on a continuous or an intermittent basis.
MTNs are highly flexible debt instruments that can be structured to respond to

Page 22


http://www.investorwords.com/2531/interest.html

Attachment IlI

FY 2017 - Statement of Investment Policy

market opportunities or to investor preferences.

MONEY MARKET: The market in which short-term debt instruments (bills, commercial
paper, bankers’ acceptances, etc.) are issued and traded.

MORTGAGE-BACKED SECURITIES: A debt instrument with a pool of real estate loans
as the underlying collateral. The mortgage payments of the real estate assets are
used to pay interest and principal on the bonds.

MORTGAGE PASS-THROUGH SECURITIES: A securitized participation in the interest
and principal cash flows from a specified pool of mortgages. Principal and interest
payments made on the mortgages are passed through to the holder of the security.

MUTUAL FUNDS: An investment company that pools money and can invest in a variety
of securities, including fixed-income securities and money market instruments.
Money market mutual funds invest exclusively in short-term (1-day to 1-year) debt
obligations such as Treasury bills, certificates of deposit, and commercial paper. The
principal objective is the preservation of capital and generation of current income.

OFFER: The price asked by a seller of securities. See Ask Price and Bid Price.

OPTION: A contract that provides the right or obligation, depending on the buyer or
seller’s position within the contract, to buy or to sell a specific amount of a specific
security within a predetermined time period at a specified price. A call option
provides the right to buy the underlying security. A put option provides the right to
sell the underlying security. The seller of the contracts is called the writer.

PORTFOLIO: A collection of securities held by an investor.

PRIMARY DEALER: A group of government securities dealers who submit daily reports
of market activity and positions and monthly financial statements to the Federal
Reserve Bank of New York and are subject to its informal oversight. Primary dealers
include Securities and Exchange Commission (SEC)-registered securities broker-
dealers, banks, and a few unregulated firms.

PRINCIPAL ONLY STRIPS: Securities with cash flow based entirely on the principal
payments received from an obligation.

RANGE NOTES: A range note is a bond that pays interest if a specified interest rate
remains above or below a certain level and/or remains within a certain range.

RATE OF RETURN: The yield obtainable on a security based on its purchase price or
its current market price.

REPURCHASE AGREEMENT (RP, Repo): A contractual transaction between an
investor and an issuing financial institution (bank or securities dealer). The investor
exchanges cash for temporary ownership or control of collateral securities, with an
agreement between the parties that on a future date, the financial institution will
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repurchase the securities.

SAFEKEEPING: A service to customers rendered by banks for a fee whereby securities
and valuables of all types and descriptions are held by the bank in the customer's
name.

SECONDARY MARKET: A market made for the purchase and sale of outstanding
issues following the initial distribution.

SECURITIES AND EXCHANGE COMMISSION (SEC): A federal government agency
comprised of five commissioners appointed by the President and approved by the
Senate. The SEC was established to protect the individual investor from fraud and
malpractice in the marketplace. The Commission oversees and regulates the
activities of registered investment advisers, stock and bond markets, broker/dealers,
and mutual funds.

STATE OBLIGATIONS: Registered treasury notes or bonds of the 50 United States,
including bonds payable solely out of the revenues from a revenue-producing
property owned, controlled, or operated by a state or by a department, board,
agency, or authority of any of the 50 United States.

STRIPS: Bonds, usually issued by the U.S. Treasury, whose two components, interest
and repayment of principal, are separated and sold individually as zero-coupon
bonds. Strips are an acronym for Separate Trading of Registered Interest and
Principal of Securities.

SUPRANATIONALS: International financial institutions that are generally
established by agreements among nations, with member nations contributing
capital and participating in management. Supranational bonds finance
economic and infrastructure development and support environmental
protection, poverty reduction, and renewable energy around the globe.

TRUSTEE: An individual or organization, which holds or manages and invests assets
for the benefit of another. The trustee is legally obliged to make all trust-related
decisions with the trustee's interests in mind, and may be liable for damages in the
event of not doing so.

U.S. AGENCY OBLIGATIONS: Federal agency or United States government-
sponsored enterprise obligations (GSESs), participations, or other instruments. The
obligations are issued by or fully guaranteed as to principal and interest by federal
agencies or United States government-sponsored enterprises. Issuers include:
Fannie Mae, Farmer Mac, Federal Farm Credit Banks, Freddie Mac, Federal Home
Loan Banks, Financing Corporation, Tennessee Valley Authority, Resolution Trust
Funding Corporation, World Bank, Inter-American Development Bank, and PEFCO.

U.S. TREASURY OBLIGATIONS (TREASURIES): Securities issued by the U.S.
Treasury and backed by the full faith and credit of the United States. Treasuries are
considered to have no credit risk and are the benchmark for interest rates on all
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other securities in the U.S. and overseas. The Treasury issues both discounted
securities and fixed coupon notes and bonds.

Treasury Bills: All securities issued with initial maturities of one year or less are
issued as discounted instruments, and are called Treasury Bills (T-bills). The
Treasury currently issues 3-month and 6-month T-bills at regular weekly auctions. It
also issues "cash management" bills as needed to smooth cash flows.

Treasury Notes: All securities issued with initial maturities of 2- to 10-years are
called Treasury Notes (T-notes), and pay interest semi-annually.

Treasury Bonds: All securities issued with initial maturities greater than 10-years
are called Treasury Bonds (T-bonds). Like Treasury Notes, they pay interest semi-
annually.

YIELD: The rate of annual income return on an investment, expressed as a percentage.
Yield does not include capital gains.

Income Yield is obtained by dividing the current dollar income by the current market
price for the security.

Net Yield or Yield to Maturity is the current income yield minus any premium above
par or plus any discount from par in purchase price, with the adjustment spread over
the period from the date of purchase to the date of maturity of the bond.

ZERO-COUPON BOND: A bond on which interest is not payable until maturity (or
earlier redemption), but compounds periodically to accumulate to a stated maturity
amount. Zero-coupon bonds are typically issued at a discount and repaid at par
upon maturity.
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DATE: October 18, 2017
TO: Council Budget and Finance Committee
FROM: City Manager

SUBJECT Review of Research Scope for Survey of Hayward Voters
RECOMMENDATION

That the Council Budget and Finance Committee (CBFC) reviews and comments on this report
and presentation by Godbe Research, Inc.

BACKGROUND

Beginning in 2008, Godbe Research Group, Inc. (Godbe) completed the first of several biennial
resident satisfaction surveys with the most recent taking place in fall of 2016. For the past
seven years, Godbe has been providing community survey and data analysis services for a
variety of City initiatives. These surveys have given the Council and staff access to longitudinal
data measuring Hayward residents’ opinions on the quality of services and programming
provided by the City.

In addition to resident satisfaction research, Godbe Research has conducted surveys
measuring voter sentiments for tax measures such as the Utility Users Tax (initial levy and
renewal) and the 2014 Measure C ¥2-cent sales tax levy.

The City Council held a budget work session on October 14 to identify strategies to enhance
revenue and control expenditures to eliminate the City’s on-going structural deficit. In
anticipation of Council direction to pursue revenue generating alternatives, staff has been
working with Godbe to prepare research options in anticipation of submitting future revenue
measures to voters, possibly in November 2018.

DISCUSSION
Godbe is a recognized research leader in California. Given Godbe’s longstanding experience

measuring the opinions of Hayward residents, staff recommends engaging the firm to conduct
the 2018 Revenue Measure Feasibility Study.
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Godbe will conduct a hybrid Internet/ Telephone survey with a sample size of 800 voters,
split into two sub-samples of 400 each to independently evaluate two revenue measure
scenarios: single measure real property transfer tax or dual measure real property transfer
tax and transient occupancy tax. This initial scope of the survey may change depending on the
feedback from the City Council on possible revenue measures at the October 14 budget work
session. The survey will be between 18 to 20 minutes depending on the number of the survey
guestions desired by the CBFC.

Surveys are available in several different languages to ensure the opinions of the diverse
population of the City can be gathered and heard. The hybrid survey has been utilized by
several bay area cities as well as HARD and HUSD in the past.

Attachment II: “Proposal to Conduct a Survey of Hayward Voters” provides detailed
information for the Committee to consider for feedback.

STRATEGIC INITIATIVES
The scope of this work will not be directly tied to Council’s strategic initiatives.
FISCAL IMPACT

The total cost of this survey will either be $37,300 or $39,900 depending on its length. This
will be paid for out of the General Fund- City Manager’s Office Budget.

NEXT STEPS

Following CBFC feedback, Godbe will prepare a survey for administration in late October/
early November. The results of this survey will be presented to the CBFC at its December
2017 meeting.

Prepared and Recommended by: John Stefanski, Management Analyst 11

Approved by:

Vi —los

Kelly McAdoo, City Manager
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PROPOSAL TO CONDUCT A
SURVEY OF HAYWARD VOTERS

E Presented to the City of Hayward
HT
GODBE RESEARCH October 3, 2017
Gain Insight
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ATTACHMENT II
City of Hayward

PROJECT WORK PLAN

Project Background

Godbe Research is a recognized leader in public opinion research for California cities,
counties, school districts, library districts, transportation agencies, and other local
government agencies. As part of our experience, we have conducted more than a
dozen recent surveys in the Hayward community since 2008, including projects for the
City of Hayward (Hayward or City), Hayward Unified School District (School District),
and Hayward Area Recreation and Park District (HARD). With these assistance of our
voting polling projects, the City has been able to pass revenue measures in 2016
(utility users tax renewal), 2014 (sales tax), and 2009 (utility users tax). The School
District has also been able to pass revenue measures in 2017 (parcel tax renewal),
2014 (bond), and 2012 (parcel tax) as has HARD in 2016 (bond).

Even through there have been seven successful revenue measures passed in the
Hayward community since 2008 (excluding Alameda County revenue measures), the
community is still very supportive of the services, programs, and facilities provided by
public-sector agencies in Hayward and understands the need for additional funding to
maintain the quality of services provided to the community. Thus, we believe that
there is an opportunity in 2018 for a potential real estate property transfer tax (RPTT)
measure or a combination of a RPTT measure and transient occupancy tax increase
(TOT) to help fund City needs. Moreover, given that the School District and HARD
have already passed recent taxes and bonds (including renewal of expiring taxes),
there is likely to be little to no competition for voter support for a potential future
revenue measure or measures at the local level for either election cycle.

Accordingly, Godbe Research is recommending a split-sample voter survey process
to evaluate a RPTT as a potential stand-alone revenue measure for the November
2018 ballot and as a general tax given that the City has moved its Council elections
from June to November of even years. In addition, given our split-sample design, we
can also test a RPTT and a TOT for the same November 2018 ballot to evaluate the
potential for an RPTT-only or the potential fora RPTT and TOT as two separate
measures for the same ballot.

Proposed Scope of Work

Godbe Research believes that the success of any opinion research project depends
on recognizing the individual and unique needs of each of our clients and then crafting
a project work plan to address those specific needs. Based on our approach and the
Project Background discussion above, Godbe Research has crafted the following
scope of work for the City of Hayward to illustrate the types of considerations that go
into each of our voter survey projects.

To accomplish the potential goals of the City of Hayward for the voter survey process,
including looking at a RPTT as a stand-alone measure and the potential fora RPTT
and TOT for the same ballot, Godbe Research recommends a hybrid Internet and
telephone survey methodology of registered voters in the City, which will include email
to Internet (email addresses) and text to Internet (cell phones) recruitment for the
Internet version of the survey, as well as the use of landlines and cell phones for the
telephone version of the survey.

Given this recommended approach, we have provided a list of services below to be
provided to the City as part of this voter polling project. Accordingly, these services
are envisioned to include:

Proposal to Conduct a Survey of Hayward Voters
Godbe Research 1
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Conducting an in-person kick-off meeting with the City of Hayward and other
project stakeholders, as well as additional conference calls and meetings to
discuss the research objectives and other aspects of the voter survey in detail.

Reviewing Hayward voter and resident demographics, previously conducted
and related opinion research from the City and other agencies that serve the
City, and other information that will help to inform and support this current
voter survey process.

Designing and refining a survey instrument of between 18 and 20-minutes in
length so that it addresses the research objectives of the City of Hayward for
the voter survey. This is done through an iterative process between Godbe
Research, the City, and other project stakeholders. The survey will be
designed to be formatted for both Internet and telephone survey modalities as
a ‘hybrid survey’ and both versions of the survey will be identical.

+ Please note that previous voter surveys conducted for the City by
Godbe Research on similar topics have been in the same 18 to 20-
minute range.

< Finally, an 18 to 20-minute survey range will work for a voter survey
process looking at a RPTT-only vs. a RPTT and TOT, given that we
will employ a split-sample design for the study.

Programming, refining, and testing the Internet version of the survey
instrument using our Internet survey software package. This will be done by
our partner team of IT and programming experts.

CATI programming the telephone version of the survey instrument for efficient
and accurate data collection, and training telephone interviewing personnel on
the questionnaire and interviewing protocol.

% For our telephone interviewing projects, Godbe Research uses only
live interviewers, who have been intensively trained on the survey
questionnaire, and who are located in the western United States.

Pre-testing the survey instrument in both modalities to ensure that the
questions and response codes are understandable to respondents, and to
ensure that the survey length coincides with the budgeted survey length for
the project.

Developing a recruitment email (voters with email addresses) and recruitment
text (voters with cell phones) for the Internet version of the survey and working
with the City of Hayward so that Godbe Research can send recruitment
emails/texts to voters with known self-reported email addresses in the voter
file.

+ Based on the City’s preference and communications policies, we can
also match any internal email lists the City has (e.g. park and
recreation lists, City communications lists) to the voter file, so that we
can include additional voters that do not have email addresses and/or
cell phone numbers in the voter file. By matching email addresses
and cell phones with a first and last name to those in the voter file, we
can ensure that only Hayward voters are included in the additional
matching process.

Proposal to Conduct a Survey of Hayward Voters
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< Finally, the recruitment email will have the @hayward-ca.gov email
domain for familiarity to voters, and should be signed by the City
Manager, Assistant City Manager, or Public Information Officer to
convey the importance of the survey to the City for voters.

Developing a stratified and clustered sample of Hayward voters for the survey
process appropriate to the research objectives of this specific study. This
would include voters likely to vote in the November 2018 election cycle, which
coincides with City Council elections.
% For reference, we have identified that there are a total of
approximately 66,469 voters in the City of Hayward, of which there
are approximately 36,272 likely November 2018 voters. In looking at
the likely November 2018 voting electorate, we have telephone
numbers for approximately 29,082 likely voters or 80% coverage
(including cell phones for 7,715 likely voters or 21% coverage) and
email addresses for approximately 9,525 likely voters or 26%
coverage.

Conducting approximate 18 to 20-minute Internet and telephone interviews
with approximately 800 (n=800) total Hayward voters according to a strict
interviewing protocol and our recommended split-sampling design of
registered voters.
«+ For reference, a sample size of 800 likely voters would provide for a
margin of error of no greater than +/-3.4% at the 95% confidence
level, when looking at all voters in the City, including likely November
2018 voters. Moreover, with an overall sample size of 800 voters, this
would provide for two sub-samples of 400 voters each for the RPTT
as a stand-alone measure vs. a RPTT and TOT evaluation. Sub-
sample sizes of 400 voters would provide for a margin of error of no
greater than +/-4.9% at the 95% confidence level for each sub-
sample.

Merging the Internet and telephone data files, as well as processing and
weighting the data to adjust for population distribution and strategic
oversampling, as needed.

Developing a topline report of aggregate findings for the City of Hayward
looking at a RPTT-only scenario as well as a RPTT and TOT scenario.

s We will also meet with the City and other project stakeholders to
review the topline/aggregate survey results. This will help our more
detailed analysis and reporting to be of maximum value to the City.

Analyzing the voter survey results and preparing a report of findings
conclusions, and recommendations for the City (draft and final formats), which
directly addresses the City’s research objectives outlined for the voter survey.
Our reports typically include sections for key findings and conclusions, a
methodology discussion, analysis of the questions and topics in narrative and
graphical format, as well as a copy of the survey questionnaire and a
complete set of crosstabulations for all survey questions.

+ In addition, the City will receive several value-added modules, unique
to Godbe Research, including: a feasibility analysis on whether the
City in advised to move forward with a RPTT measure or a RPTT and

Proposal to Conduct a Survey of Hayward Voters
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TOT measure; a ballot question wording recommendation based on
the benefit rankings from the survey; an election timing module
looking at the election cycles of interest to the City; a tax threshold
module looking at the tax rates tested in the survey and how they are
impacted by the potential duration of the measure, and; a profile of
support and opposition.

» Presenting the results and recommendations from the voter survey to the City
of Hayward for up to three unique project presentations.

» Post-survey consulting on the results and recommendations from the survey
of voters, as needed by the City of Hayward, and other project stakeholders
(no additional fee).

Proposal to Conduct a Survey of Hayward Voters
Godbe Research 4
Page 5 of 8



ATTACHMENT II
City of Hayward

PROJECT TIME LINE

Because of our experience in conducting resident satisfaction and community
priorities surveys, Godbe Research generally prefers to conduct a hybrid survey over
about an eight-week time frame. However, preliminary results can be made available
much sooner, if required. Below, we have provided a general time line in number of
days and calendar dates (where known) to illustrate the time needed for each task in
the overall research process. Please note that Hayward meetings (e.g. project kick off
meeting) and tasks (e.g. questionnaire review) have been italicized for easy review

below.

Godbe Research Tasks
Project Kick-Off Meeting w/ Hayward

Questionnaire Drafting and Refinement

Sample Development and Matching
(concurrent with questionnaire drafting)

Meeting w/ City to Review Draft Survey

Questionnaire Revisions (as needed)
Survey Pretest
Programming and Testing of Internet Version

CATI Programming of Telephone Version
(concurrent with Internet programming)

Data Collection / Interviewing (both modalities)
Initial Data Processing

Topline Report Meeting/Discussion w/ City
Analysis and Reporting
Report/Recommendations Review w/ Hayward
Report Changes (if needed)

Presentation of Survey Findings to Hayward

Post Survey Consulting on Results
and Recommendations w/ Hayward

Approx. Time Required
1 Day (1 to 2 hours)
Week of October 9, 2017

Up to 8 Days

3 to 5 Days

1 Day (1 to 2 hours)
October 18, 2017

3 to 5 Days

1to 2 Days

3 to 5 Days

2 Days

6 to 8 Days

3 to 5 Days

1 Day (1 to 2 hours)
8 to 10 Days

1 Day (1 to 2 hours)
2 to 3 Days

1to 2 Days (1 to 2 hours each)
November 29, 2017

Ongoing — As Needed

Proposal to Conduct a Survey of Hayward Voters
Godbe Research 5
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PROPOSED PROJECT COSTS

Godbe Research takes great pride in delivering reliable and practical opinion research
projects ‘on time and on budget'. In doing so, we prefer to provide a firm, fixed fee
format for our proposals. This is because we do not believe in assigning arbitrary
hours and rarely do projects (even highly similar in nature) take the same amount of
time or resources. Thus, we feel that firm and fixed-fee pricing represents the best
value to our clients. This model has worked for past surveys for the City of Hayward
with immense success.

Based on our understanding of needs of the City of Hayward for the voter survey,
Godbe Research has provided project cost options to conduct an 18 to 20-minute
hybrid Internet and telephone survey of 800 (n=800) total voters for the City. This
would include splitting the sample into two sub-samples of 400 voters each to
independently evaluate an RPTT-only vs. a RPTT and TOT.

The prices below reflect the all-inclusive costs to complete the survey project -- the
overall cost will not exceed those shown below, provided that parameters (e.g. hybrid
survey methodology, survey length, sample size, etc.) of the project conform to those
outlined in this scope of work document. Should project parameters or City needs
change, we will be happy to provide amended costs prior to proceeding.

Hybrid Survey of 800 (n=800) Voters (RPTT-only vs. RPTT/TOT)

Project Task 18-min. 20-min.
Listed Voter Telephone Sample $1,600.00 $1,600.00
Email Sample Purchase $1,200.00 $1,200.00
Third Party Cell/Email Matching $800.00 $800.00
Internet Version Programming/Testing $4,750.00 $5,000.00
CATI Programming of Telephone Version $1,350.00 $1,500.00
Internet Version Recruitment $650.00 $650.00
Internet Version Hosting $500.00 $500.00
Telephone Interviewing $12,800.00 $14,900.00
Data Processing $1,050.00 $1,150.00
Research Fee $9,000.00 $9,000.00
Project Management Fee $3,250.00 $3,250.00
Misc./Travel Expenses $350.00 $350.00
Voter Survey Total $37,300.00 $39,900.00

Proposal to Conduct a Survey of Hayward Voters
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DATE: October 18,2017

TO: Council Budget and Finance Committee
FROM: Director of Finance

SUBJECT

FY 2018 Meeting Schedule & Work Plan
RECOMMENDATION

That the Committee receives and comments on the FY 2018 Council Budget and Finance Committee
Meeting Schedule & Work Plan.
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Attachment |

HAYWARD

COUNCIL BUDGET AND FINANCE COMMITTEE

FY 2018 Meeting Schedule & Workplan
October 18, 2017

Meeting Location: 777 B STREET - CITY HALL - 4™ FLOOR CONFERENCE ROOM 4A
HAYWARD, CALIFORNIA

Meeting Time: 4:00 P. M.

Meeting Dates: The Council Budget & Finance Committee generally meet monthly on the 3" Wednesday
of the month, except for August, due to City Council Break. Special meetings will be
scheduled as determined necessary by the Committee or the City Manager.

DATE SUGGESTED TOPICS (subject to change)
September 20, 2017 FY 2017 Annual Audit Process (Oral Presentation by External Auditor)
Employee Budget Focus Group

October18, 2017 Investment Portfolio Update (External Investment Manager)
FY 2018 Statement of Investment Policy Review and Delegation of Authority
Review of Research Scope for Survey of Hayward Voters

November 15, 2017 General Fund Ten-Year Plan Review incl FY 2017 Preliminary YE Results
To be rescheduled FY 2019 Budget Process Plan and Development Calendar
December 20, 2017 FY 2019 Budget Development Process

Presentation of FY 2017 Audit
Home Assistance Purchase Program for Employees

January-17/2018 Discussion of FY 2019 Budget Process and Worksession Framework
January 25, 2018 at 5 p.m. | Annual Review of City Issued Debt

(Thursday) CalPERS

February 21, 2018 FY 2018 Mid-Year Review & General Fund Ten-Year Plan Update

Update FY 2019 Financial Policies
FY 2019 Proposed Budget Discussion

March 21, 2018 Annual City Benefit Liabilities and Funding Plan Review
Discussion on Mayor & City Council Department Budget

April 18, 2018 FY 2019 Budget process update

May 16, 2018 Review of Potential Resident Satisfaction Focus Group

June 20, 2018 Measure C Annual Report

July 18, 2018 FY 2019 budget process debrief

Non-scheduled future agenda topics:
- Performance Measurement
- Affordable Care Act — Health Care Exchange
- SB1 Expenditures
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