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CITY OF EMERYVILLE

STATEMENT OF INVESTMENT POLICY
June 2017

POLICY

It is the policy of the City to invest public funds in a manner which will safely preserve
portfolio principal, provide adequate liquidity to meet the City’s cash flow needs and
optimize returns while conforming to all federal, state, and local statues governing the
investment of public funds.

SCOPE

This investment policy applies to all cash and financial investment of the various funds of
the City of Emeryville as reported in the City’s Comprehensive Annual Financial Report,
with the exception of those financial assets explicitly excluded from coverage for legal or
operational reasons. The provisions of the related bond indentures or resolutions shall
govern investments of bond proceeds. City funds to which this policy applies are as
follows:

General Fund

Special Revenue Funds

Capital Projects Funds

Debt Service Funds

Internal Service Funds

Enterprise Funds

Fiduciary Funds

Any new fund created by the City Council unless specifically exempted.

PRUDENCE

Investments shall be made with judgment and care, under circumstances then
prevailing, which persons of prudence, discretion, and intelligence exercise in
management of their own affairs, not for speculation, but for investment considering the
probable safety of their capital as well as the probably income to be derived.

The standard of prudence to be used by investment officials shall be the “prudent
person” and/or “prudent investor” standard in accordance with CA Government Code
Section 53600.3, and shall be applied in the context of managing an overall portfolio.

53600.3. [. . .all governing bodies of local agencies or persons authorized to make
investment decisions on behalf of those local agencies investing public funds pursuant to
this chapter are trustees and therefore fiduciaries subject to the prudent investor
standard. 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 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. Within the limitations of this section and considering individual investments
as part of an overall strategy, investments may be acquired as authorized by law.]

Investment officers acting in accordance with the 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 appropriate action is taken to control adverse developments.

INVESTMENT OBJECTIVES

The criteria for investing and managing public funds and the order of priority are as
follows:

Safety of Principal: Safety of principal is the foremost objective of the investment
program. Investments of the City shall be undertaken in a manner that seeks to ensure
the preservation of capital in the overall portfolio. To attain this objective, the City will
diversify its investments by investing funds among a variety of securities offering
independent returns and financial institutions.

Liquidity:

Liquidity is the ability to change an investment into its cash equivalent on short notice at
its prevailing market value. The City’s investment portfolio shall remain sufficiently liquid
to enable the City to meet all operating requirements which might be reasonable
anticipated. This is accomplished by structuring the portfolio so that securities mature
concurrently with anticipated cash needs. Since all possible cash demands cannot be
anticipated, the portfolio will maintain a liquidity “buffer” equivalent to six months of
expenses and invest in short-term, highly liquid vehicles such as LAIF and/or money
market funds.

Rate of Return (Yield): The portfolio shall be designed with the objective of attaining a
benchmark rate of return throughout budgetary and economic cycles, taking into account
safety and liquidity requirements. The benchmark may vary from time to time depending
on the economic and budgetary conditions present.

DELEGATION OF AUTHORITY

Authority to manage the City’s investment program is derived from the California
Government Code Section 53607. Management responsibility is hereby delegated by
the City Council to the Treasurer, who shall establish procedures for the operation of the
investment program consistent with this investment policy. The Treasurer shall be
responsible for all transactions undertaken and shall establish a system of controls to
regulate the activities of subordinates. The Treasurer can designate a staff person(s) to
be responsible for investment transactions. Any and all independent investment
managers used by the City must be approved by the City Council. No persons may
engage in an investment transaction for the City except as provided under the terms of
this policy.



ETHICS AND CONFLICTS OF INTEREST

The Treasurer and all investment personnel shall refrain from personal business
activities that could conflict with proper execution of the investment program and/or
which could impair their ability to make impartial investment decisions. The Treasurer
and all investment personnel shall disclose to the City Manager and the City Council any
material financial interests in financial institutions that conduct business within this
jurisdiction and shall disclose any material investment positions which could be related in
a conflicting manner to the performance of the City’s investment portfolio.

The State of California Fair Political Practices Commission Statement of Economic
Interests shall be completed on an annual basis by the Treasurer.

AUTHORIZED FINANCIAL INSTITUTIONS AND DEALERS

The Treasurer will maintain a list of financial institutions, selected on the basis of credit
worthiness, financial strength, experience, references and minimal capitalization that are
authorized to provide investment capacity. No public deposit shall be made except in a
qualified public depository as established by state laws.

of key counterparty banks as well as summary reports retrieved from each banks

requlator. These summary reports are known as Call Reports and can be viewed at
Federal Financial Institutions Examination Council’'s website at
https://cdr.ffiec.qgov/public/.

Annually and before engaging in investment transactions with a broker/dealer, the firm
shall sign a certification form, attesting that the individual responsible for the City's
account with that firm has reviewed the investment policy and that the firm understands
the policy and intends to present only those investment transactions appropriate under
the policy. The Treasurer shall request for the he broker/dealer to provide the latest/most
available financial statement to the City.

AUTHORIZED AND SUITABLE INVESTMENTS

The City is empowered by California Government Code Section 53601 to invest in the
following types of securities:

e United States Treasury bills, notes, bonds, 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 maximum maturity of five (5) years.

¢ Obligations issued by agencies or instrumentalities of the U.S. Government with
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a maximum maturity of five (5) years.

e Bonds, notes, warrants or other evidence of debt issued by a City of Emeryville
entity with a maximum maturity of five (5) years.

e The Local Agency Investment Fund (LAIF) maintained by the State of California.
Current policies of LAIF set minimum and maximum amounts of monies that may
be invested as well as maximum number of transactions that are allowed per
month.

¢ Negotiable certificates of deposit issued by federally or state chartered banks or
associations or by a state licensed branch of a foreign bank with a maximum
maturity of five (5) years. Purchases may not exceed 30% of surplus funds.

e Medium term notes with a maximum maturity of five (5) years, by corporations
organized and operating in the United States and rated “AA” or better by a
recognized rating service. No more than 15% of surplus funds can be invested in
this type of security.

¢ Money Market Mutual Funds. Shares of beneficial interest issued by diversified
management companies investing in the securities and obligations authorized by
this section. Such funds must carry the highest rating of at least two of the largest
national rating agencies. No more than 20% of surplus funds can be invested in
such funds. The companies shall retain an investment adviser registered with
the Securities and Exchange Commission with not less than five (5) years’
experience investing in the securities and obligations as authorized by this
section, and with assets under management in excess of $500,000,000. The
purchase price of shares of beneficial interest purchased pursuant to this
subdivision shall not include any commission that these companies may charge.

o Insured or collateralized time deposits or savings accounts secured in
accordance with the provisions of Sections 53651 and 53652 of the California
Government Code. If the collateral is government securities, 110% of market
value to the face amount and accrued interest of the deposit is required. If
secured by first mortgages and first deeds of trust, the market value must be
150% of the face amount and accrued interest of the deposit. The collateral
must be held by a third party.

Required ratings will be deemed to be the rating on the date of purchase.

A five (5) year maximum remaining maturity is allowed unless an extension of maturity is
granted by the City Council.

PROHIBITED INVESTMENTS

Certain investments allowed by California Government Code will continue to be

excluded from the policy. These include: repurchase agreements, reverse repurchase
agreements, commercial paper, interest only strips, collateralized mortgage obligations,



County investment pools, other investment pools, notes and bonds issued by the State
of California and local agencies within California.

SOCIALLY-SUSTAINABLE AND RESPONSIBLE INVESTING

City funds should be guided by the following provisions when investing in securities of
non-governmental entities:

e Priority shall be given to investments in entities that support community well-
being through safe and environmentally sound practices and fair labor practices.

e Priority shall be given to investments in entities that promote equality of rights
regardless of race, religion, color, ancestry, age, national origin, gender, marital
status, sexual orientation, disability or place of birth.

o Priority shall be given to investments in entities that promote community
economic development

In addition, the direct investment of City funds is restricted as follows:

No investments are to be made in tobacco or tobacco-related products.

¢ No investments are to be made to support the production of weapons or military
systems.

¢ No investments are to be made to support the production or distribution of fossil
fuels.

The City Treasurer shall periodically verify compliance with the guidelines either through
direct contact with company or through the use of a third party resource.

COLLATERALIZATION

California Government Code Section 53652, et seq. requires depositories to post certain
types of collateral for public funds above the Federal Deposit Insurance Corporation
(FDIC) insurance amounts. The collateral requirements apply to bank deposits, both
active (checking and savings accounts) and inactive (non-negotiable certificates of
deposit).

SAFEKEEPING AND CUSTODY
In accordance with California Government Code Section 53601, all securities owned by
the City shall be held in safekeeping by the City’s custodial bank or a third party bank

trust department, acting as an agent for the city under terms of the custody agreement.

All securities will be received and delivered using a delivery vs. payment (DVP) basis,
which ensures that securities are deposited with the third party custodian prior to the



release of funds. Securities held by the third party custodian will be evidenced by
safekeeping receipts and/or bank statements. Investments in the State Local Agency
Investment Fund (LAIF) or money market mutual funds are undeliverable and are not
subject to delivery or third party safekeeping.

Investment trades shall be verified against bank transactions and broker confirmation
tickets. On a monthly basis, the custodial asset statement shall be reconciled with the
month-end portfolio holdings.

The City shall consider divesting in custodial banks or third party banks that does not
align its sustainable and responsible investing policy. Such decision should be made in
the best interest and that is suitable for the City.

FAIR VALUE MEASUREMENT AND APPLICATION

Governmental Accounting Standards Board (GASB) passed GASB statement 72
effective fiscal year 2016 which addresses accounting and financial reporting issues
related to fair value measurements. The definition of fair value is the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. This Statement provides guidance for
determining a fair value measurement for financial reporting purposes. This Statement
also provides guidance for applying fair value to certain investments and disclosures
related to all fair value measurements. Determination can be obtained by the fiscal
agent statements in which the City’s cash and investments are held.

DIVERSIFICATION AND OTHER GUIDELINES

The City will diversify its investments by security type, except for securities issued by the
U.S. Government and its agencies, and by institution to reduce or eliminate risk of loss.
The following guidelines shall apply:

o Maturities shall be matched against projected liabilities to avoid an over-
concentration in a specific series of maturities.

e Maturities selected shall provide for stability and liquidity.
o Every transaction will be reviewed by the Treasurer and City Manager.

o Expenditures and revenues will be carefully monitored and forecast to allow as
much money to be invested as possible.

¢ In general, securities will be bought and kept to maturity.
e The City's cash should be pooled.
e The Local Agency Investment Fund should be used to provide daily liquidity to

the portfolio. The portfolio will be diversified to balance vyield with other
objectives.



PERFORMANCE STANDARDS

The investment portfolio will be managed in accordance with the standards established
within this investment policy and should obtain a market rate of return throughout
budgetary and economic cycles, taking into account the City’s investment risk
constraints, cash flow needs and maturities of the investments. The basis to determine
whether market yields are being achieved shall be the total return of the portfolio. The
U.S. Treasury and U.S. Government agency securities yield curves shall be considered
useful benchmarks of the City’s portfolio performance.

REPORTING
The Treasurer shall submit to each member of the City Council a monthly report. The
report shall contain a complete description of the portfolio, including the types of
investments, issuers, maturity dates, par values and current market values. The report
will also include a certification of the following:

¢ All investments meet the requirements of the City’s investment policy.

o Sufficient investment liquidity and anticipated revenues are available to meet the

City’s budgeted expenditure requirements for the next six months.

ADOPTION
The investment policy shall be adopted annually by resolution of the City Council.

GLOSSARY

The attached Glossary is incorporated as part of the policy.



GLOSSARY

The following technical words are included in the policy because they are common
treasury and investment terminology.

Agencies: Debt instruments issued by the U.S. government agencies, departments,

government-sponsored corporations and related instrumentalities to finance their own
programs. Some examples of these agencies are Federal Farm Credit, Federal Home
Loan and Student Loan Marketing Association.

Ask: The price at which securities are offered. The offer price is the cost of the security
to the buyer.

Bankers’ Acceptance (BA): A draft or bill or exchange accepted by a bank or trust
company. The accepting institution guarantees payment of the bill, as well as the issuer.

Basis Point: A basis point equals one one-hundredths of 1% (.01%).

Bid: The price offered by a buyer of securities. This is payment that the seller gets
when a security is sold.

Broker: A broker brings a buyer and seller together for a commission.

Callable: Securities subject to payment of the principal amount and accrued interest
prior to the stated maturity date, with or without premium.

Certificate of Deposit (CD): A time deposit with a specific maturity evidences by a
certificate issued by commercial banks and savings institutions. The first $250,000 is
insured by the FDIC. For governmental agency, deposits in excess of $250,000 are

required to be collateralized by the financial institutions.

Collateral: Securities, evidences of deposit or other property which a borrower pledges
to secure repayment of a loan or to secure deposits of public moneys. Also refers to
securities pledged by a bank to secure deposits of pubic monies.

Comprehensive Annual Financial Report (CAFR): The official annual report for the
City of Emeryuville. It includes basic financial statements for each individual fund and
account group prepared in conformity with GAAP. It also includes supporting schedules
necessary to demonstrate compliance with finance-related legal and contractual
provisions, extensive introductory material, and a detailed Statistical Section.

Commercial Paper: An unsecured promissory note with a fixed maturity no longer than
270 days. Usually sold in discount form.

Coupon: The annual rate of interest that a bond'’s issuer promises to pay the
bondholder on the bond’s face value. A certificate attached to a bond evidencing
interest due on a payment date.

CUSIP Number: An identifying number developed by the Committee on Uniform
Security Identification Procedures, under the auspices of the American Bankers
Association to provide a uniform method of identifying municipal, U.S. government, and



corporate securities.

Dealer: A dealer, as opposed to a broker, acts as a principally in all transactions, buying
and selling for his own account.

Debenture: A bond secured only by the general credit of the issuer.

Delivery versus Payment: There are two methods of delivery of securities: Delivery
versus payment and delivery versus receipt. Delivery versus payment is delivery of
securities with an exchange of money for the securities. Delivery versus receipt is
delivery of securities with an exchange of signed receipt for the securities.

Direct Investment: Investment transactions explicitly managed by the delegated
authority for the City.

Discount: The difference between the cost rice of a security and its maturity when
qguoted at lower than face value. A security selling below original offering price shortly
after sale also is considered to be at a discount.

Discount securities: Non-interest bearing money market instruments that are issued
below the face amount and redeemed at maturity at full face value, such as Treasury
Bills.

Diversification: Dividing investments of funds among a variety of securities offered
independent returns, maturity and market risks.

Duration: A measure of the timing of the cash flows, such as the interest payments and
the principal repayment, to be received from a given fixed-income security. This
calculation is based on three variables: term to maturity, coupon rate, and yield to
maturity. The duration of a security is a useful indicator of its price volatility for given
changes in interest rates.

Federal Deposit Insurance Corporation (FDIC): A federal agency that insures bank
deposits currently up to $250,000 per deposit.

Federal Home Loan Banks (FHLB): Government sponsored wholesale banks
(currently 12 regional banks) which lend funds and provide correspondent banking
services to member commercial banks, thrift institutions, credit unions, and insurance
companies. The mission of the FHLBs is to liquefy the housing related assets of
members who must purchase stock in their district bank.

Federal National Mortgage Association (FNMA): FNMA was chartered under the
Federal National Mortgage Association Act in 1938. FNMA is a federal corporation
working under the auspices of the Department of Housing & Urban Development, H.U.D.
It is the largest single provider of residential mortgage funds in the United States. Fannie
Mae, as the corporation is called, is a private stockholder-owned corporation. The
corporation’s purchases include a variety of adjustable mortgages and second loans in
additional to fixed-rate mortgages. FNMA's securities are also highly liquid and are
widely accepted, FNMA assumes and guarantees that are security holders will receive
timely payment of principal and interest.
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Federal Home Loan Mortgage Corporation (Freddie Mac): A Government Sponsored
Enterprise that provides liquidity to the mortgage markets, much like FNMA and FHLB.

Federal Reserve System: The central bank of the United States created by Congress
and consisting of a seven member Board of Governors in Washington, D.C., 12 regional
banks and about 5,700 commercial banks that are members of the system.

Liquidity: Liquidity is the ability to change an investment into its cash equivalent on
short notice at its prevailing market value. In the money market, a security is said to be
liquid if the spread between bid and asked prices is narrow and reasonable size can be
done at those quotes.

Local Agency Investment Fund (LAIF): The aggregate of all funds from political
subdivisions that are placed in the custody of the State Treasurer for investment.

Market Value: The price at which a security if trading and could presumably be
purchased or sold.

Master Repurchase Agreement: A secured contractual obligation between an investor
and an issuing financial institution establishing each party’s rights in the transactions. It
specifies the right of the buyer-lender to liquidate the underlying securities in the event of
default by the seller-borrower. The investor exchanges cash for temporary ownership of
the collateral securities with an understanding the seller-borrower (financial institution)
will repurchase the securities. Interest income earned during the term belongs to the
investor.

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

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

Offer: The price asked by a seller of securities. When buying securities the investor
asks for an offer.

Portfolio: 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 (SEC)-registered securities broker-dealers, banks and a few
unregulated firms.

Prudent Person Rule: A standard followed by a person of discretion and intelligence
seeking a reasonable income and preservation of capital.

Rate of Return: The yield obtainable on a security based on its purchase price or its
current market price. This may be the amortized yield to maturity on a bond or the
current income return.

Safekeeping: A service to customers rendered by financial institutions for a fee
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whereby securities and valuables of all types and descriptions are held in the bank’s
vault for protection. Other services which are normally provided are marking the portfolio
to market value, reporting investments held and investment activities.

Securities & Exchange: Agency created by Congress to protect investors in securities
transactions by administering securities legislation.

Treasury Bills: A non-interest bearing discount security issued by the U.S. Treasury to
finance the national debt. Most bills are issued to mature in three months, six months or
one year.

Treasury Bond: Long-term coupon-bearing U.S. Treasury securities issued as direct
obligations of the U.S. Government and having initial maturities of more than 10 years.

Treasury Notes: Intermediate term coupon-bearing U.S. Treasury securities issued as
direct obligations of the U.S. Government and having initial maturities of one to ten
years.

Variable rate note: Securities which pay interest at rates that can fluctuate during the
life of the security.

When issued: A conditional transaction that takes place between the time a new issue
is offered and the time of physical delivery of the bonds. It is understood between the
buyer and the seller that transactions will occur when and if the bonds are issued.

Yield: The rate of annual income return on an investment, expressed as a percentage.
(a) Income yield is obtained by dividing the current dollar income by the current market
price for the security. (b) Net yield or yield to maturity is the current income yield minus a
premium above par or plus any discount from par in purchase price, with the adjustment
spread over the period from the purchase date to the maturity date.

Yield to Maturity: The rate of return yielded by a debt security held to maturity when

both interest payments and the investor’s capital gain or loss on the security are taken
into account.
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