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Council Budget and Finance Agenda November 18, 2020
Committee

COVID-19 Notice: Consistent with State of California Executive Order No. 29-20 dated March 17, 2020, and
Alameda County Health Officer Order No. 20-10 dated April 29, 2020, the Task Force will be participating
in public meetings via phone/video conferencing.

Please note that we are now using the Zoom Webinar platform to conduct meetings and receive live public
comment.

How to submit written Public Comment:

Send an email to Crissy.Mello@hayward-ca.gov by 2:00 p.m. the day of the meeting. Please

identify the Agenda Item Number in the subject line of your email. Emails will be compiled

into one file, distributed to the Council Budget and Finance Committee and City staff, and

published on the City's Meeting & Agenda Center under Documents Received After

Published Agenda. https://hayward.legistar.com/Calendar.aspx

When submitting written comments, indicate in the email if you want your comment read

into the record. Requests will be allowed provided the reading will not exceed three (3)

minutes consistent with the time limit for speakers at Council Committee meetings. Email

comments will become part of the record of Council Committee meetings. The Chair can

limit the time for reading written comments.

Please click the link below to join the webinar:
https://hayward.zoom.us/j/95568250819?pwd=aXFLTk9nbGEweGpYNTB4RmIFby9RUT09

Passcode: 3%4FTy+Y

Oor

Dial: +1 669 900 6833 or +1 346 248 7799 or +1 253 2158782 or +1 929 205 6099 or +1 301 715 8592
or+1312 626 6799 or 833 548 0282 (Toll Free) or 877 853 5247 (Toll Free) or 888 788 0099 (Toll Free)
or 833548 0276 (Toll Free)

Meeting/Webinar ID: 955 6825 0819
Passcode: 81670189

A Guide to attend virtual meetings is provided at this link: https://bit.ly/3jmaUxa

CALL TO ORDER

ROLL CALL

PUBLIC COMMENTS:

Limited Only to Items on the Agenda and Submitted in Writing Prior to the Meeting.

APPROVAL OF MINUTES
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Council Budget and Finance Agenda November 18, 2020
Committee

1. MIN 20-121 Review and Approve the Council Budget and Finance
Committee October 21, 2020 Meeting Minutes

Attachments: Attachment 1 Minutes

REPORTS/ACTION ITEMS
2. Initial FY 21 General Fund Key Revenue Review
(Oral Presentation)

3. ACT 20-080 Investment Portfolio Review and FY 2021 Statement of
Investment Policy Update

Attachments: Attachment [ Staff Report

Attachment II Year-End Portfolio Review

Attachment III PFM Asset Management Annual Policy Review

Summary
Attachment IV Statement of Policy Investment Updates

4. ACT 20-079 Review and Comment on the Proposed 2021 Agenda Planning
Calendar

Attachments: Attachment [ Agenda Planning Calendar

COMMITTEE MEMBER/STAFF ANNOUNCEMENTS

ADJOURNMENT

Next Meeting - 5:00 p.m. Wednesday, December 16, 2020

The City of Hayward's Open Data Portal was designed to allow the public to explore, visualize, and
download publicly accessible data. The Open Data Portal allows a clear view of the City's financial
performance. Access to the portal may be found at https://haywardca.opengov.com/
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File #: MIN 20-121

DATE: November 18, 2020

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT

Review and Approve the Council Budget and Finance Committee October 21, 2020 Meeting Minutes
RECOMMENDATION

That the Council Budget and Finance Committee reviews and approves the October 21, 2020 Council
Budget Committee meeting minutes.

SUMMARY

The Council Budget Committee (CBFC) held a meeting on October 21, 2020, and the draft minutes are
attached for the Committee’s review and approval.

ATTACHMENTS
Attachment I 10/21/20 CBFC Meeting Minutes
CITY OF HAYWARD Page 1 of 1 Printed on 11/13/2020
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ATTACHMENT I

COUNCIL BUDGET & FINANCE COMMITTEE MEETING
Meeting Minutes of October 21, 2020

Call to Order: 5:00 p.m.

Members Present: Mayor Barbara Halliday, Councilmember Sarah Lamnin, and
Councilmember Aisha Wahab

Members Absent: N/A
Staff: Kelly McAdoo, Dustin Claussen, Nicole Gonzales, and Nicholas Mullins
Guests: None

Public Comments: None

1. Approval of Meeting Minutes from September 16, 2020
Action: A motion was made by Mayor Halliday to approve the minutes of the
September 16, 2020 Council Budget and Finance Committee (CBFC) meeting. Motion
seconded by Councilmember Wahab. Unanimous approval as submitted.
2. Review and Comment on the Actuarial Valuation of the City’s OPEB Program
e Director Claussen presented.
Action: The Committee received the presentation.
3. Cannabis Revenue/Unfunded Liability Referral
e Councilmember Wahab presented.
Action: The Committee received the presentation, and a motion was approved to
review the current policy and present to the Council Budget and Finance Committee on
February 17, 2021.
4. Review and Comment on the Proposed FY 2021 Agenda Planning Calendar
e Director Claussen presented.
Action: The Committee received the presentation.

Committee Members/Staff Announcements: None

Adjournment: The meeting was adjourned at 6:26 p.m.

Page 1 of 1



Wy, CITY OF HAYWARD T8 Sueet
Hayward, CA 94541
\Y www.Hayward-CA.gov

rrrrrrr

HAYWARD

File #: ACT 20-080

DATE: November 18, 2020

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT

Investment Portfolio Review and FY 2021 Statement of Investment Policy Update
RECOMMENDATION

That the Council Budget and Finance Committee reviews and comments on the 2019-2020 Year-End
Portfolio Review (Attachment II) and recommends Council approval of the proposed updates from the
City’s portfolio manager, PFM Asset Management, to the Fiscal Year 2021 Statement of Investment Policy.
SUMMARY

This report provides an overview of the FY 2019-2020 year-end City investment portfolio. Staff is

recommending that the Committee reviews and requests Council approval of the updates to the Fiscal
Year 2021 Statement of Investment Policy.

ATTACHMENTS

Attachment | Staff Report

Attachment II 2019-2020 Year-End Portfolio Review

Attachment III PFM Asset Management Annual Policy Review Summary

Attachment IV Statement of Investment Policy Updates

CITY OF HAYWARD Page 1 of 1 Printed on 11/13/2020
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DATE: November 18, 2020

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT: Investment Portfolio Review and FY 2021 Statement of Investment Policy
Update

RECOMMENDATION

That the Council Budget and Finance Committee reviews and comments on the 2019-2020
Year-End Portfolio Review (Attachment II) and recommends Council approval of the
proposed updates from the City’s portfolio manager, PFM Asset Management, to the Fiscal
Year 2021 Statement of Investment Policy.

SUMMARY

This report provides an overview of the FY 2019-2020 year-end City investment portfolio.
Staff is recommending that the Committee reviews and requests Council approval of the
updates to the Fiscal Year 2021 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 has recommended changes
under two main categories: (1) address recent Code changes that will go into effect on
January 1, 2021, and (2) general recommended modifications. A detailed summary of the
proposed changes is available in Attachment III. Staff worked in conjunction with the City’s
portfolio manager, PFM Asset Management, to review the policy and make recommended
changes.

DISCUSSION

As part of the overview of the FY 2019-2020 year-end investment portfolio, staff reviewed
and evaluated the need for any changes to the Policy. In conjunction with the City’s portfolio
manager, staff recommends that the Committee recommend approval of the FY 2021
Statement of Investment Policy (Policy).

STRATEGIC ROADMAP

This is a routine operational item and does not relate to any of the priorities outlined in the
Council’s Strategic Roadmap.
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FISCAL IMPACT

There is no fiscal impact associated with this report.

PUBLIC CONTACT AND NEXT STEPS

The Statement of Investment Policy (Attachment IV) was presented to the Investment
Advisory Committee on October 23, 2020 and will be presented to the full City Council on

February 9, 2021 for adoption pending Committee recommendation.

Prepared and Recommended by: Nicole Gonzales, Deputy Director of Finance
Dustin Claussen, Director of Finance

Approved by:

Kelly McAdoo, City Manager

Page 2 of 2



ATTACHMENT II

pfm

City of Hayward

Portfolio Update

November 18, 2020

Monique Spyke, Managing Director

PFM Asset 50 California Street pfm.com
Management LLC Suite 2300
San Francisco, CA 94111
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PFM Is a National Leader in Managing Public Funds

40 years 257 $ 1 6 Ob

public sector experience ° investment professionals TOTAL ASSETS NATIONWIDE
| o g
@ Philosophy and mission consistent with public * ’:‘
sector objectives d‘ ﬁ
=

3
A\

® Responsive, experienced team CALIFORNIA

$50Db

TOTAL ASSETS

@ Strong record of success meeting individual
client objectives

As of June 30, 2020. Please see Important Disclosures at the end of this presentation.

© PFM
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Current Market Themes

@ As the COVID-19 pandemic took hold across the globe, it created a threefold
crisis:
+ Health crisis pandemic
 Effects on the economy
« Effects on the financial markets

® The Fed acted quickly and strongly Closed UGl
- Cut the target federal funds rate by 150 basis points (1.50%) to 0-0.25% |—Further Notice
* Implemented major programs to support liquidity and overall financial

markets

@ U.S. Treasury yields plunged during March [IK

« Short-term yields have settled near 0% [ll] @

* Long-term rates remain near record lows

@ Yield spreads between non-government securities and U.S. Treasuries widened
sharply, temporarily

© PFM 2
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Achieving Pre-Pandemic Employment Levels May Be Challenging

Unemployment Rate Continuing Claims and Pandemic
16% April Unemployment Assistance
Even with a partial recoveryin  14.7%
May-August, the unemployment A 35 . .
14% rate remains high Pandemic Unemployment Assistance
30 \
12% Great Recession
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=
8% Sept 15
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1970 1980 1990 2000 2010 2020 Dec-19  Feb-20  Apr-20  Jun-20  Aug-20

Source: Bloomberg as of 9/30/2020. Data is seasonally adjusted.
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Interest Rates Are Stable Near Historic Lows

U.S. Treasury Yield Curves 3-Year Treasury Yield
June 30, 2019 June 30, 2020 .
A%
—— September 30, 2020 °
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Source: Bloomberg as of 9/30/2020.
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City of Hayward’s Investment Objectives

* High Quality » Ensure liquidity .
Investments profile of
: : ortfolio
e Avoid Capltal Eemains hlgh
losses from
defaults and » City
erosion of communicates
security value any liquidity
needs

© PFM

Duration
management

« Active trading

and continual
evaluation of
relative value
among
allowable
sectors

* Avoid

concentration
in any specific
security type
and financial
Institution
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Outlook

© PFM

KEY TAKEAWAYS

The U.S. and global economic recoveries have been stronger
than expected.

In the U.S., however, the pace of recovery appears to be
slowing. Getting back to pre-pandemic growth and employment
levels will likely be challenging.

Intervention by the Federal Reserve and lawmakers to bolster
the markets and provide support to business and individuals will
likely continue to take center stage.

Rates expected to remain very low until at least 2023.

PORTFOLIO STRATEGY IMPLICATIONS

Continue to increase surveillance of all corporate and asset-
backed securities.

Increase allocation to federal agencies, a safe haven asset
class offering increased value.

Maintain diversification.

Renewed emphases on safety and liquidity.
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Total Portfolio Snapshot as of September 30, 2020

Portfolio Statistics Sector Allocation

Corporate

Par Value $380,316,123 Certificate of Deposit Asset-Backed
onal 1% - 2%
Market Value $382,833,754 Suprationais 7\
Yield at cost 0.87% Muricipals
Yield at market 0.49% Agengy MO ' \
Feder LAIF
WAM (years) 0.70 Agency || 42%
. 12%
Average Credit AA U.S. Treasury
9%
Bank Balance _/
24%
Credit Quality (S&P Ratings) Maturity Distribution
A+/AIA- 70% 66%
A-1/A-1+ 60%
1%
50%
40%
NR (LAIF) AA+IAAIAA-
56% 35% 30%
20% % a9
AAA o
3% 10% 1% 1% 1%
0%
BBB+ Overnight 0-1 Years 1-2 Years 2-3 Years 3-4 Years 4-5 Years

1%
Portfolio statistics calculations include funds managed by PFM, balances in LAIF, and balances in the Bank of the West and JPM
Chase. Excludes accrued interest. The maximum allowable LAIF balance is $75 million per account. LAIF City: $60.5 million. LAIF

HPFA: $41.5 million. LAIF Housing:$58.6 million.
Securities rated in the BBB category by S&P are rated A- or the equivalent or better by at least one NRSRO or were rated A- or the

© PEM equivalent or better by at least one NRSRO at time of purchase. If not rated by S&P, Moody’s ratings used. Bank balances excluded.
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City of Hayward Portfolio Snapshot as of September 30, 2020

Portfolio Statistics Sector Allocation

Par Value $127,291,815 U.S. Treasury
27% Federal
Market Value $129,809,447 \ Agency
35%
Yield at cost 1.52% Asset-Backed
. 5%
Yield at market 0.42%
Corporate
WAM (years 2.05
(v ) 8% Agency CMO
Average Credit AA Certificate of 9%
Deposit
4% Suprationals Municipals
1% 11%
Credit Quality (S&P Ratings) Maturity Distribution
AAA
7 0,
% gppy o
1% 60%
49%
NR 50%
204 41%
40%
A+/AIA-
10% 30%
A-1/A-1+ 20%
1%
0,
AA+/AAIAA- 10% 0% 4% 4% 20
79% 0%

Overnight 0-1 Years 1-2 Years 2-3 Years 3-4 Years 4-5 Years

Portfolio statistics calculations include funds managed by PFM. Excludes accrued interest.
«  Securities rated in the BBB category by S&P are rated A- or the equivalent or better by at least one NRSRO or were rated A- or the
© PFM equivalent or better by at least one NRSRO at time of purchase. If not rated by S&P, Moody’s ratings used. Bank balances excluded.
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Portfolio Total Return Performance

Total Return
For Period Ending September 30, 2020

Annualized Total Return

Since
Inception

Past 3 Years Past5 Years

City of Hayward 3.76% 2.80% 2.00% 1.50%

Performance Benchmark

0, 0, 0 0
1-3 Year U.S. Treasury Index 3.58% 2.64% 1.80% 1.38%

Difference +0.18% +0.16% +0.20% +0.12%

- Performance calculation excludes funds in LAIF and Bank Balances.

- Market Benchmark is the ICE Bank of America Merrill Lynch (BofAML) 1-3 Year Treasury Index. Provided by Bloomberg Financial Markets.
Inception date is September 30, 2002.

© PFM



Hayward Accrual Basis Earnings Report
Fiscal Years 2019-200
Investment Portfolio - Accrual Basis Earnings

INVESTMENT PORTFOLIO

Accrual Basis Portfolio Assumed Reinvestment

Portfolio YTM at Cost?

Fixed Earnings? Rate345
19-Jul 2.39% $240,206
19-Aug 2.38% $230,655
19-Sep 2.35% $247,059
19-Oct 2.32% $243,501
19-Nov 2.31% $244,370
19-Dec 2.30% $257,361
20-Jan 2.28% $250,986
20-Feb 2.25% $281,735
20-Mar 2.17% $314,953
20-Apr 2.03% $549,869
20-May 1.95% $320,332
20-Jun 1.80% $390,914

FY 19-20 Total $3,571,940

1. Portfolio yield to maturity (YTM) at cost from 7/1/19 — 6/30/20 based on actual portfolio YTM at cost.

2. Accrual basis earnings from 7/1/19 — 6/30/20 based on actual portfolio earnings; periods thereafter are projected.

3. Projected portfolio earnings assume accrual basis earnings at the "Assumed Reinvestment Rate" for that particular month.

4. The "Assumed Reinvestment Rates" reflect estimates of the forward rates of the 2-Year U.S. Treasury Note as of 10/31/2020 produced by Bloomberg.
5. Actual yields could vary significantly in the future.

Projection excludes funds in LAIF and Bank Balances.

© PFM



Hayward Accrual Basis Earnings Report
Fiscal Years 2020-2021
Investment Portfolio - Accrual Basis Earnings Estimates

INVESTMENT PORTFOLIO

Accrual Basis Portfolio Assumed Reinvestment

Date Portfolio YTM at Cost? Fixed Earnings? Rate345
20-Jul 1.69% $351,143
20-Aug 1.58% $311,713
20-Sep 1.52% $246,501
20-Oct 1.46% $205,317
20-Nov 1.46% $152,603 0.19%
20-Dec 1.46% $157,690 0.20%
21-Jan 1.46% $157,690 0.21%
21-Feb 1.44% $141,179 0.22%
21-Mar 1.44% $156,305 0.23%
21-Apr 1.43% $149,988 0.25%
21-May 1.42% $153,917 0.26%
21-Jun 1.41% $147,479 0.27%
FY 20-21 Total $2,331,524

1. Portfolio yield to maturity (YTM) at cost from 7/1/20 — 10/31/20 based on actual portfolio YTM at cost. Periods thereafter reflect earnings rates.

2. Accrual basis earnings from 7/1/19 — 10/31/20 based on actual portfolio earnings; periods thereafter are projected.

3. Projected portfolio earnings assume accrual basis earnings at the "Assumed Reinvestment Rate" for that particular month.

4. The "Assumed Reinvestment Rates" reflect estimates of the forward rates of the 2-Year U.S. Treasury Note as of 10/31/2020 produced by Bloomberg.
5. Actual yields could vary significantly in the future.

Projection excludes funds in LAIF and Bank Balances.

© PFM
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Important 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.

Total assets: $160.7 billion in total assets includes $119.3 billion in discretionary assets under management and
$41.5 billion in non-discretionary assets under advisement as of September 30, 2020. $49.7 billion in California
assets includes $28.7 billion in discretionary assets under management and $21.1 billion in non-discretionary assets
under advisement as of June 30, 2020. All data as of September 30, 2020, unless otherwise noted.

© PFM 12
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ATTACHMENT III

October 16, 2020

Memorandum

To: Dustin Claussen, Director of Finance
City of Hayward

From: Monigue Spyke, Managing Director
PFM Asset Management LLC

Re: Annual Investment Policy Review

PFM has completed its Investment Policy (the “Policy”) review for the City of Hayward. The Policy is
in compliance with the sections of California Government Code (“Code”) that govern the investment
of public funds. This year, we are presenting proposed changes to the Policy under two main
categories: (1) address recent Code changes that will go into effect on January 1, 2021, and (2)
general recommended modifications. These proposed modifications are described in more detail

below and in the attached redlined copy of the Policy.

Address Code Changes

On September 28, 2020, Governor Gavin Newsom signed into law Senate Bill 998 (Moorlach) —
Local Government Investments (“SB 998”). SB 998, which is set to take effect on January 1, 2021
and shall be in effect until January 1, 2026, made a number of amendments to certain sections of
the Code which govern the investment of public funds, including:

e Allowing local agencies that have more than $100 million of investment assets under
management to invest up to 40% in commercial paper (existing limit is 25% for all agencies,
other than a county or a city and county);

e Allowing investment in securities issued or backed by the U.S. government that could result
in zero or negative interest accrual if held to maturity, in the event of, and for the duration of,
a period of negative market interest rates;

e Establishing a 10% issuer limit on commercial paper and corporate notes for all agencies,
other than a county or a city and county; and

e Adding permission for federally recognized Indian tribes to invest and participate in
investment JPAs.

We recommend the City edit its Policy to address the first two items listed above.



General Recommended Modifications

IX. Reporting
Code section 53607 states that public agencies shall make a monthly report of transactions to the
legislative body. We recommend adding the reference to the Code section to the Policy’s Monthly

report subsection.

X. Investment Instruments

In order to 1) increase consistency between the investment instrument summary table and the
security descriptions listed below the table, 2) better align the Policy with Code, and 3) address SB

998, we are suggesting the following Policy changes.

B. U.S. Agencies. The Policy states that the City may invest up to 100% of the invested
funds in securities issued by federal agencies or government-sponsored enterprises (GSES),
and that no more than 40% may be invested in any one federal agency or GSE issuer.
Furthermore, the Policy says that no more than 20% may be invested in federal agency
mortgage-backed securities (MBS). We are suggesting edits to the Policy’s investment

summary table so that it clearly reflects these requirements and limitations.

In addition, we have deleted the reference to Code 53601(0) in the Agency paragraph, as that
section does not apply to agency MBS, but only to non-agency MBS and asset-backed

securities.

C. Commercial Paper. The commercial paper reference in the table and description were

modified to address changes made by SB 998.

G. Medium-Term Notes. SB 998 set a 10% limitation on the amount that can be invested in
any one commercial paper and medium-term note issuer. While not required prior to SB 998,
the City’s Policy contains a 5% issuer limit on commercial paper and medium-term notes, as
stated in the summary table. We recommend the City maintain its more stringent 5% limit and
that the issuer limitation language be added to the medium-term note description, in
accordance with SB 998.

J. Other Investment Pools. Effective January 1, 2020, and described below, paragraph (r)
was added to Code section 53601. This resulted in a change to language in Code section

53601 (p), other investment pools and we addressed that change in our recommendations.



XI Prohibited Investments

Changes made by SB 998 now allow public agencies to invest in securities issued by, or backed by,
the United States government that could result in zero- or negative-interest accrual if held to
maturity, in the event of, and for the duration of, a period of negative market interest rates. While we
hope we won’t have to buy a security that results in zero or negative interest accrual on behalf of the
City, we think it is appropriate to have the option in case it is necessary.

Informational Item

Effective January 1, 2020, Assembly Bill No. 857, provides for the establishment of public banks by
local agencies, subject to approval by the Department of Business Oversight (DBO) and Federal
Deposit Insurance Corporation (FDIC). As a part of this bill, subsection (r) was added to Code
section 53601, which permits local agencies to invest in the commercial paper, debt securities, or
other obligations of such public banks.

We are not aware of any such public banks in existence currently and we would want to review the
operational history and credit quality of any public bank before we could purchase or recommend the
purchase of its securities. As such, we do not recommend that the City add obligations of these
public banks to its listing of authorized investment investments at this time. We will continue to
monitor any ongoing developments in this area, and if, at a later date, we feel it would be prudent for

the City to add this investment type, we will make a formal recommendation at that time.

Please let us know if you have any questions and if you would like to discuss our recommendations
further. Thank you.
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ATTACHMENT IV

FY 20202021
Statement of Investment Policy

Finance Department
Director of Finance, Dustin Claussen
Policy last amended: Oct 17, 2018



FY 2020 - Statement of Investment Policy
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l. 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.
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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.
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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.

VIII. 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
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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

public website that will be available to the City Manager, Investment Advisory Committee,
City Council Budget & Finance Committee, City Council, and the general public. Code
section 53607 requires agencies to make a monthly report of transactions available to the
legislative body.

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
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report shall include a performance summary, shall suggest policies and improvements
that might enhance the investment program, and include an investment plan for the
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%
AB. US Agencies—FullyBacked | 5 Years None 100% 10040
%
B. US Agencies— 5 Years None 10020% 4020%
SpenseredMortgage-Backed
C. Banker’s Acceptance (BA) 180 days A-1 40% 5%
D. Commercial Paper 270 days A-1 25%40% 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 AAAM 20% 10%
I. Alameda County Investment None None 10% 10%
Pool
J. Shares of beneficial interest None AAAM 100% N/A
issued by a joint powers authority
K. LAIF None None Max amount N/A
allowed by
Advisory
Board
L. Collateralized Certificates of 5 Years None 25% 20%
Deposit
M. Municipal Bonds 5 Years “‘A” 20% 5%
N. Supranationals 5 Years “‘AA” 30% 30%
O. Asset-Backed Securities 5Yr WAL | “"AA” 20% 5%

1 WAL - Weighted Average Life. See glossary for definition
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The following sections describe individual investment types. The sections specify a
percentage limitation for a particular category of investment. That percentage is applied
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(e)

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;
e has total assets in excess of five hundred million dollars ($500,000,000); and
e has debt other than commercial paper, if any, that is rated in a rating category
of at least "A" or its equivalent by a NRSRO.

(2) The entity meets the following criteria:
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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-
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 2540% of the City’s total portfolio. Furthermore, the City may invest no
more than 5% of its total investment assets in the commercial paper and the

medium-term notes of any single issuer. may-purchase-ro-more-than-10-percentof

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(i)

. 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)
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G. 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
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. Furthermore
the City shall invest no more than 5% of its total investment assets in the commercial
paper and the medium-term notes of any single issuer.

CA Govt Code 53601 (k)

H. 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)

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

J. Other Investment Pools. Shares of beneficial interest issued by a joint powers
authority organized pursuant to Section 6509.7 that invests in the securities and
obligations authorized in subdivisions (a) to (gr), inclusive. Each share shall
represent an equal proportional interest in the underlying pool of securities owned by
the joint powers authority. To be eligible under this section, the joint powers authority
issuing the shares shall have retained an investment adviser that meets all of the
following criteria:

1) The adviser is registered or exempt from registration with the Securities and
Exchange Commission.
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2) The adviser has not less than five years of experience investing in the securities
and obligations authorized in subdivisions (a) to (q), inclusive.

3) The adviser has assets under management in excess of five hundred million
dollars ($500,000,000).

CA Govt Code 53601 (p)

. 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 the maximum amount permitted by
LAIF’s Local Investment Advisory Board. 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

. 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

. 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
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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-
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)

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)

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 and have a maximum remaining
maturity of five years or less.

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

CA Govt Code 53601(0)

Xl. 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, except as
provided in the subsequent paragraph.
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Notwithstanding the prohibitions stated in the above paragraph, effective January 1,
2021, the City may invest in securities issued by, or backed by, the United States
government that could result in zero- or negative-interest accrual if held to maturity, in
the event of, and for the duration of, a period of negative market interest rates. The City
may hold these instruments until their maturity dates. Securities described in this
paragraph shall remain in effect only until January 1, 2026, and as of that date is

repealed.

Xll. 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
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.

XIll. 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:

o 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
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structure that is contingent on the various staff positions and their respective
responsibilities.

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.

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. A description of eligible investment securities
II. A written statement of investment policies and objectives
lll. 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
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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
VII. 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

apop

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.

Page 16



FY 2020 - Statement of Investment Policy

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 Bl B+ B+
B2 B B
B3 B- B-
Poor Grade to Default Caa CCC+ CCC
In Poor Standing - CCC -
- CCcC- -
Highly Speculative Ca CcC CcC
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 pP-2 A-2 F2
Acceptable Capacity P-3 A-3 F3

1These 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
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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 (GSES), 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.

WAL: Weighted Average Life: Is the weighted average time for principal repayment,
that is, the average time it takes for every dollar of principal to be repaid. The time
weights are based on the principal payments, i.e., the years with more principal
payments will have a higher weight..

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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File #: ACT 20-079

DATE: November 18, 2020

TO: Council Budget and Finance Committee

FROM: Director of Finance

SUBJECT

Review and Comment on the Proposed 2021 Agenda Planning Calendar
RECOMMENDATION

That the Council Budget and Finance Committee reviews and comments on the proposed 2021 Agenda
Planning Calendar.

SUMMARY

The proposed 2021 Agenda Planning Calendar suggests agenda topics for the year for the Committee’s
consideration.
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HAYWARD

COUNCIL BUDGET AND FINANCE COMMITTEE

FY 2021 Agenda Planning Calendar
November 18, 2020

Remote Participation

Meeting Time: 5:00 p.m.

Meeting Dates: The Council Budget & Finance Committee generally meet monthly on the 3rd
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)

November 18, 2020

FY 2021 Statement of Investment Policy Update (External Investment
Manager)

December 16, 2020

Presentation of FY 2020 Annual Audit

Police Budget Review

Measure C Annual Report

FY 2022 Budget Process and Calendar Review

January 20, 2021

FY 2021 Revenue Review
COVID-19 Funding Update
Employee Home Loan Program Discussion

February 17,2021

FY 2021 Mid-Year Review & Update of General Fund Long Range Financial
Model
Cannabis Revenue/Unfunded Liability Referral

March 17,2021

Discussion on Mayor & City Council FY 2022 Budget
FY 2022 Budget Process Update

April 21, 2021

FY 2022 Proposed Budget Discussion
COVID-19 Funding Update

May 19, 2021

Annual Review of City Issued Debt
Annual City Benefit Liabilities and Funding Plan Review

June 16, 2021

FY 2022 Budget Process Debrief

Non-scheduled future agenda topics:
- Fleet Utilization Study
- Community Foundation Funding
- Public Banking Update
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