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Receive and Accept the Treasurer’s Report of Investments for the Quarter Ending December 31,
2021,

RECOMMENDATION:
It is recommended that the Board of Supervisors:

Receive and Accept the Treasurer’s Report of Investments for the Quarter Ending December 31,
2021.

SUMMARY:

Government Code Section 53646 (b) (1) states the Treasurer may submit a quarterly report of
investments. The attached exhibits provide a narrative portfolio review of economic and market
conditions that support the investment activity during the October-December period, the investment
portfolio position by investment type, and the investment portfolic by maturity range,

DISCUSSION:

The U.S. economy during this period was characterized by the following factors: significant increase in
COVID-19 cases with the emergence of the Omicron variant, high inflation and consumer confidence
rebounds, and the Federal Reserve doubling its pace of tapering plus planning its interest rate liftoff
earlier than first signaled.

The Federal Open Market Committee (FOMC) support began diminishing. While the Federal Funds
Target Rate remained at 0%-0.25%, the Federal Reserve’s large-scale asset purchases began to
taper.

On December 31, 2021, the Monterey County investment portfolio contained an amortized book
value of $2,483,664,029 spread among 225 separate securities and funds. The par value of those
funds was $2,473,716,071 with a market value of $2,471,600,788 or 100% of amortized book

value. The portfolio’s net earned income yield for the period was 0.42%. The portfolio produced an
estimated quarterly income of $2,371,430 that will be distributed proportionally to all agencies
participating in the investment pool, The investment portfolio had a weighted average maturity of 503
days. The County Treasury continues to use shorter term debt to provide portfolio liquidity and
enhanced investment opportunities.

The investment portfolio follows all applicable provisions of state law and the adopted Investment
Policy and contains sufficient liquidity to meet all projected outflows over the next six months. Market
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value pricings were obtained through resources such as Bloomberg LLP, US Bank, and live-bid
pricing of corporate securities.

OTHER AGENCY INVOLVEMENT:
A copy of this report will be distributed to all agencies participating in the investment pool. The
Treasury Quarterly Reports are also posted on the County Treasurer’s website. A monthly report of

investment transactions is provided to the Board of Supervisors as required by Government Code
53607.

FINANCING:

The investment portfolio contains sufficient liquidity to meet all projected expenditures over the next six
months. Investment earnings in the General Fund appear to be trending at a rate that will meet the FY
2021-22 budgeted total.

BOARD OF SUPERVISORS STRATEGIC INITIATIVES:
This recommendation supports the Administration initiative by providing transparency and
accountability in the management of County funds in the Treasurer’s investment portfolio.

Mark a check to the related Board of Supervisors Strategic Initiatives
X Administration

DocuSigned by:

Jake Strowd 1/13/2022 | 11:51 AM PST

BOETEQSO7S404DE

Prepared by Jake Stroud, Deputy Treasurer-Tax Collector, x5828

DocuSigned by:
@ahl 1/13/2022 | 11:36 AM PST
168086! ?1 DM92

Approve by Mary A. Zeeb, Treasurer-Tax Collector, x5015

Attachments:

Exhibit A - Investment Portfolio Review 12,3121
Exhibit B - Portfolio Management Report 12.31.21
Exhibit C - Aging Summary 01,0122

cc:

Auditer-Controller - Internal Audit Section
All depositors

County Administrative Office

County Counsel

Monterey County Page 2 Printed on 1/13/2022



Exhibit A
Investment Portfolio Review
Quarter Ending December 31, 2021

OVERVIEW

October 1, 2021 — December 31, 2021

The U.S. economy during this period was characterized by the following factors: significant increase
in COVID-19 cases with the emergence of the Omicron variant, high inflation and consumer
confidence rebounds, and the Federal Reserve doubling its pace of tapering plus planning its interest
rate liftoff earlier than first signaled.

The Federal Open Market Committee (FOMC) support began diminishing. While the Federal Funds
Target Rate remained at 0%-0.25%, the Federal Reserve’s large-scale asset purchases began to taper.

U.S. TREASURY YIELD CURVE

e The U.S. Treasury yield curve steepened significantly during the quarter as yields on maturities
of five years and under moved higher due to expectations on the timing of Federal Reserve
interest rate increases.

¢ Yields on maturities of one to five years moved higher to 30 to 45 basis points (0.30%-
0.45%), while longer dated maturities held steady or moved lower.

U.S. Treasury Yield Curve
12/31/21  9/30/21 Change 1.75%

= [ecember 31 2021
September 30, 2021
= == December 31, 2020

3-month | 0.03% 0.03% o
1.50%

1-year 0.38% 0.07% +0.31
1.25%

2-year 0.73% 0.28% +0.45%
1.00%

- K 0, I 0, +0. 0,
3-year 0.96% 0.51% 0.45% 0.75%

r 0,
S-year 1.26% 0.96% +0.30% 0.50%

! o, 0, 0,
10-year 1.51% 1.49% +0.02% 0.25%

30-year | 1.90% 2.04% -0.14% 0.00%




e The 2-year Treasury yield increased significantly during the quarter.

2-Year Treasury Yield
December 31, 2019 — December 31, 2021
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PORTFOLIO STRATEGY

Monterey County Treasury investments continue to focus on capturing relative value while remaining

cautious. The following indicators reflect key aspects of the investment portfolio in light of the above
noted conditions:

1. Market Access — During the quarter, investment purchases for the portfolio included
Corporate Notes, U.S. Treasury Notes, Commercial Paper, Municipal Bonds, and Asset
Backed Securities. The Treasurer continues to maintain an adequate level of liquid assets to
ensure the ability to meet all cash flow needs.

2. Diversification - The Monterey County Treasurer’s portfolio consists of 225 separate fixed
income investments, all of which are authorized by the State of California Government
Code 53601 and the Investment Policy.

The portfolio asset spread is detailed in the table below:

Portfolio Assct Composition

Corporale  Ncgoliable QOvernight U.S. Federal Commercial Supra- Muricipal  Asset Backed
Notes CDs Liquid Asscts  Treasuries Agencies Paper nationals Bonds Securitics

9.9% 2.4% 25.8% 37.5% 14.8% 7.2% 2.4% <0.1% <0.1%

e  Total may not equal 100% due to rounding

3. Credit Risk — Approximately 87.7% of the investment portfolio is comprised of U.S.
Treasuries, Federal Agency securities, Negotiable CDs, and other liquid funds. All assets
have a better than investment grade rating. U.S. Treasuries are not specifically rated,



but are considered the safest of all investments. All corporate debt (9.9%) is rated in the
higher levels of investment grade and all Federal Agency and Municipal holdings are rated
A+ or higher. The Supranationals (2.4%) are rated AAA. The credit quality of the
Treasurer’s portfolio continues to be high.

The portfolio credit composition is detailed in the table below:

Portfolio Credit Composition

\-1 | | |

(Short 5 o BBB | LAIF
KU ited) | {not rated) |

2% | 16% | 54% | 7% | 10% | 6% 2% 3% <1%
¢ Total may not equal 100% due to rounding

4, Liquidity Risk - Liquidity risk, as measured by the ability of the County Treasury to meet
withdrawal demands on invested assets, was actively managed during the October —
December quarter. The portfolio’s average weighted maturity was 503 days, and the
Treasurer maintained $635.9 million (26%) invested in overnight investments and $489.6
million (20%)} in securities with maturities of one day to one year to provide immediate

liquidity to be able to react quickly to unanticipated needs or opportunities in the current
environment.

PORTFOLIO CHARACTERISTICS

September 30, 2021 December 31, 2021
Total Assets $2,129,066,305.9¢ $2,473,716,071.02
Market Value $2,140,839,223.96 $2,471,600,788.14
Days to Maturity 571 503
Yield 0.57% 0.42%
Estimated Earnings $2,945,448.07 $2,371,429.71

Given the volatile market environment related to the COVID-19 Pandemic, the Treasury continues
strategically investing matured assets while accounting for potential liquidity needs. As market
conditions evolve, the portfolio is well positioned for interest rate increases and will continue to be

actively managed under the established tenets of safety and liquidity while seeking to maximize the
total rate of return.
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