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Transmitted herewith is the City Investment Report for the quarter ended September 30, 2024. To meet the reporting requirements set forth in the City of San José Investment Policy, an electronic version of this report will be posted on the City’s website at
https://www.sanjoseca.gov/your-government/departments-offices/finance/reports/-folder-450 and a hard copy will be on file at the City Clerk’s Office located at 200 East Santa Clara Street, San José.

This report will be distributed to the Public Safety, Finance and Strategic Support Committee (PSFSS) for discussion during its meeting on November 21, 2024, and will be agendized through the PSFSS Committee for review by the full City Council on December 17, 2024.

Summary of portfolio performance and compliance for quarter ended September 30, 2024:

· Size of total portfolio: $2,522,084,221
· Earned income yield: 3.605%
· Weighted average days to maturity: 646 days
· Fiscal year-to-date net interest earnings: $24,022,421
· No exceptions to the City’s Investment Policy during this quarter

During the quarter, the City’s external auditor, Macias, Gini, & O’Connell LLP, evaluated the City’s investment program for the six-month period ended June 30, 2024. The Independent Accountant’s Report on Applying Agreed-Upon Procedure is included herewith. The report noted no exceptions to the Investment Policy. 

If you have questions on this investment report, please do not hesitate to call me at (408) 535-7011, or via email at drew.corbett@sanjoseca.gov.

									/s/
DREW CORBETT
Acting Director of Finance
cc: Jennifer A. Maguire, City Manager
Joe Rois, City Auditor



Nora Frimann, City Attorney
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November 6, 2024

HONORABLE MAYOR and CITY COUNCIL

INVESTMENT REPORT FOR THE QUARTER ENDED SEPTEMBER 30, 2024

I am pleased to present this report of investment activity for the quarter ended September 30, 2024, in compliance with the reporting requirements set forth in the City of San José Investment Policy. The report presents information in the following major categories: Portfolio Statistics, Portfolio Performance, Compliance Reporting Requirements, Investment Trading Activity, and Investment Strategy.

The information presented in the table below highlights the investment activity for the quarter ended September 30, 2024, and provides a comparison to the quarters ended June 30, 2024, and September 30, 2023. 

	INVESTMENT SUMMARY

	For the Quarter Ended
	September 30, 2024
	
	June 30, 2024
	
	September 30, 2023

	
Total Portfolio
	
	
	
	
	

	Portfolio Value (1) (2)
	$2,522,084,221
	
	$2,962,110,309
	
	$2,540,849,470

	Earned Interest Yield
	3.605%
	
	3.631%
	
	3.000%

	
	
	
	
	
	

	Dollar-weighted average yield
	
	
	
	
	

	Purchases
	4.405%
	
	5.181%
	
	5.229%

	Maturities
	4.939%
	
	4.520%
	
	4.611%

	Called Securities
	5.033%
	
	5.695%
	
	4.083%

	
	
	
	
	
	

	Weighted avg. yield at end of period
	3.502%
	
	3.748%
	
	2.998%

	Weighted avg. days to maturity
	646
	
	581
	
	631

	
	
	
	
	
	

	1 Reflects book value (principal plus any purchased interest) of investments.
2 Total excludes bond proceeds held by trustees for the City of San José ($346,679,668).
	
	




PORTFOLIO STATISTICS

Detailed information can be found in the attachments while summaries are provided below.

Portfolio Composition

Within this section are snapshots of the City’s total investment portfolio as of September 30, 2024.

The first graph shows the portfolio composition by investment type.


Portfolio Composition
$2,522,084,221
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The graph below reflects the reconciliation of total balances reported by the investment program’s record-keeping system to the City’s Financial Management System (FMS).


Balances by Fund Type1
$2,488,351,510







	Portfolio Balance
	$2,522,084,221

	General Banking Balance
	   9,096,075

	Deposit-in-Transit, Outstanding Checks2
	 (42,828,786) 

	Total Balances per FMS
	 $2,488,351,510













1 General Fund includes $403,492,133 of General Fund (Fund 001) as well as $12,018,399 of other General Fund funds which are separately tracked including the Depositor Fund, Developer Fees, and other smaller funds and reserves.
2 Reflects timing difference between when deposits are made and accounted for in FMS or when checks are written and not yet cashed by the receiving party.


General Fund Balances

The General Fund balances decreased by $472 million during the quarter and ended with a balance of $416 million as of September 30, 2024. This decrease is attributed to prefunding of employer contributions towards the Police and Fire Retirement Plan in July 2024, and debt service payments in August 2024. General Fund cash balances usually peak during the months of January and June, when the bulk of property taxes are received, and decline in the summer months due to retirement prefunding, debt service payments and operational expenditures. 

The following graph compares monthly balances of five largest City funds as reported by FMS.

Monthly Comparison of Balances by Fund Type
September 2022 – September 2024


Prefunding of Annual Retirement Contributions

The City opted to prefund Police and Fire Retirement Plan Tier 1 annual employer retirement contributions along with Other Post-Employment Benefit (OPEB) contributions for Fiscal Year 2024-25 with cash and matured investments on July 1, 2024. The total prefunding amount was $221 million. 

Successor Agency to the Redevelopment Agency of the City of San José

Historically, the Redevelopment Agency participated in the City investment pool with both restricted bond proceeds and operating cash balances. As of February 1, 2012, redevelopment agencies in California were dissolved by legislative action and the City, as the Successor Agency to the Redevelopment Agency (SARA), transferred the Redevelopment Agency funds from the investment pool to SARA bank accounts. In July 2018, the City entered the final stage of dissolution and absorbed the remaining SARA operations into City operations. City staff will continue to manage SARA’s accounts until all assets are liquidated and bonds are redeemed.








As of September 30, 2024, SARA reported cash balances as outlined in the table below:

		 											       
	SARA CASH SUMMARY

	
	Pledged for Bond/Enforceable
Obligations
	

	LAIF
	 $563,349
	

	
	
	

	 Wells Fargo General Account:
		 $128,571
	

	
	
	

	 Wilmington Trust Funds
	      $4,765,886
	(A)

	TOTAL
	      $5,457,806
	

	(A) Funds restricted for tax allocation bond debt service payments
	


		                                                                                                                                                        




PORTFOLIO PERFORMANCE

The following table illustrates the total portfolio income recognized for the last quarter as compared to the prior quarter and the same quarter one year ago.

	TOTAL PORTFOLIO INCOME RECOGNIZED

	Accrual Basis

	Total Portfolio
	September 30, 2024
	
	June 30, 2024
	
	September 30, 2023

	Quarter-End
	
	
	
	
	

	Total interest earnings
	$23,906,900
	
	$24,977,005
	
	$19,674,293

	Realized gains (losses)
	$115,521
	
	$56,006
	
	$99,346

	Total income recognized
	$24,002,421
	
	$25,033,011
	
	$19,773,639

	
	
	
	
	
	

	Fiscal Year-to-Date
	
	
	
	
	

	Total interest earnings
	$23,906,900
	
	$86,343,152
	
	$19,674,293

	Realized gains (losses)
	$115,521
	
	$308,822
	
	$99,346

	Total income recognized
	$24,002,421
	
	$86,651,974
	
	$19,773,639

	 
	 
	 
	 
	 
	 










Yield and Maturity Trend

The following graph illustrates the monthly dollar-weighted average maturity (WAM) of the Portfolio (bar graph) along with the weighted average yield (line graph) for the past two years.

Portfolio Yield and Maturity Trends
September 2022 – September 2024



The Portfolio’s WAM increased from 581 days on June 30, 2024, to 646 days on September 30, 2024. The weighted average yield decreased from 3.748% on June 30, 2023, to 3.502% on September 30, 2024.

The Federal Reserve elected to cut short-term interest rates by 50 basis points (bps) at the September 2024 Federal Open Market Committee (FOMC) meeting. Policymakers want to support the labor market while it is still strong and will decide the committee’s action at each meeting, indicating that despite the first cut being 50 bps, further cuts are expected to be lower. Over the quarter, the 10-year benchmark Treasury dropped from 4.40% on June 28 to 3.78% on September 30. The yield curve remains inverted, with shorter-term investments offering more yield than longer-term investments. Staff is investing the portfolio to match anticipated cash needs, with some investments made in the near-term to match cash outflows, and excess funds being invested longer to lock-in prevailing rates. Across the yield curve, rates decreased during the quarter, and new investments were purchased at the prevailing yields. As a result, the aggregate portfolio WAM increased, and the yield decreased.

Comparison with Benchmarks

The City’s Portfolio is compared against benchmarks for performance purposes. The following graph demonstrates a yield comparison by month of the City’s Portfolio, the California LAIF, and the BAML Index for the period from September 2022 to September 2024.

Portfolio vs. Benchmarks 		September 2022 – September 2024

Notes:
1. City refers to the City's Portfolio, and the yield data are month-end weighted average yields.
2. LAIF refers to the State of California Local Agency Investment Fund and yield data are average monthly effective yields.
3. BAML refers to the Bank of America Merrill Lynch 1-3 Year AAA-A US Corporate & Government Index, and yield data are rolling 2-year effective yields.

LAIF is a short-term investment option available to local agencies in California. LAIF’s WAM was 231 days as of September 30, 2024, much shorter than the City’s portfolio WAM of 646 days.  When the yield curve is inverted, a portfolio with a shorter WAM is likely to gain a higher yield. The variance in yields will decrease with the normalization of the yield curve.

The BAML Index is a broad market index that tracks dollar-denominated, investment-grade, bonds with a remaining maturity of up to three (3) years. To simulate an index portfolio for comparison purposes, Treasury staff calculates a 2-year rolling average of daily BAML Index effective yields. The City’s Investment Policy allows investments, in several sectors, up to a 5-year final maturity. As of September 30, 2024, approximately 22% of the City’s portfolio held securities were purchased prior to December 2021 when interest rates were much lower. As interest rates have increased since 2023, especially in the short-term maturities (under 2 years), the BAML Index has surpassed the City portfolio in performance and widened the spread. 
 

Unrealized Losses and Gains

[bookmark: _Hlk163047440]As shown in the Investment Summary Table on page one of this report, the total portfolio size as of September 30, 2024, was approximately $2.52 billion. The following table illustrates the net unrealized gains or losses on the portfolio when comparing the portfolio’s market value to both its original cost and amortized cost for the quarter ending September 30, 2024.

	UNREALIZED GAINS & LOSSES
Cash Basis
Original Cost      Amortized Cost

	Market Value
	$2,537,220,350
	Market Value
	  $2,537,220,350

	Original Cost
	(2,522,084,221)
	Amortized Cost
	(2,539,999,976)

	Net Unrealized Gain
	$ 15,136,129
	Net Unrealized Loss
	$ (2,779,626)



An inverse relationship exists between changes in interest rates (Yield) and the value (Price) of fixed income investment securities. As interest rates decrease, the value of fixed income investments increases. Conversely, as interest rates increase, the value of fixed income investments decrease. The City’s investment practice, per the Investment Policy, is generally to hold securities to maturity, with exceptions as noted in the Investment Policy. The net unrealized gains and losses noted above are “paper gains and losses” and would only be realized if securities were sold prior to maturity.

Given the inverse relationship between interest rates and value, this has led to an unrealized gain in FY Q1 2024 of $15 million (as compared with original cost) and an unrealized loss of $2.8 million (as compared with amortized cost) as of September 30, 2024, respectively, as shown in the table above. As interest rates are expected to decline in late 2024, this may lead to a reversal of unrealized losses. 

Earned Interest Yield

The earned interest yield of the total investment portfolio for the quarter ended September 30, 2024, was 3.605%, 0.026% lower than the previous quarter and 0.605% higher than a year ago.

COMPLIANCE REPORTING REQUIREMENTS

Pursuant to Section 21.0 of the City’s Investment Policy, “No less than semi-annually each year, a compliance audit shall be conducted of the City’s investment program to determine whether the City’s investments within the City’s pooled portfolio are in compliance with the City’s Investment Policy, internal controls and department procedures.” These compliance audits per the Investment Policy can be included in the City Auditor’s work plan or can be conducted by an external auditor at the request of the Director of Finance. During the quarter, the City Auditor’s Office engaged the services of Macias, Gini, & O’Connell LLP (MGO) to audit the City’s investments within the pooled portfolio. 




MGO completed its evaluation for the six-month period ended June 30, 2024, and found the City’s investment program to be in compliance with the City’s Investment Policy, internal controls, and department procedures. The report noted no exceptions to the Investment Policy. A copy of the Independent Accountant’s Agreed-Upon Procedures Report is attached to this quarterly report (Section F).

Cash Management Projection

Based on the Finance Department’s pooled cash flow projection as of September 30, 2024, total revenues, investment maturities, and cash for the next six months are anticipated to be approximately $2.2 billion. This is sufficient to cover projected expenditures of approximately $2.0 billion.

Statement of Compliance with the Policy

There were no exceptions or violations outstanding for the quarter ended September 30, 2024. The investment portfolio meets the requirements of the City’s Investment Policy and California Government Code Section 53601.

Comparison of Portfolio Investment Earnings to FY 2023-24 Budget

The following is a comparison of actual General Fund investment earnings, on an accrual basis, to the Fiscal Year 2024-25 budget. The Fiscal Year 2024-25 Budget included $14 million for interest earnings for the General Fund, based on an assumed net interest yield of 3.26%. The schedule below compares the unaudited actual net investment earnings to the General Fund budget for the quarter ended September 30, 2024. The actual interest earning rates are greater than the forecast for the quarter and for the fiscal year.


	                               BUDGET COMPARISON

	Net Investment Earnings
	Yield

	Quarter Ended
	

	Budget(a)
	3.26%

	Actual(b)
	3.46%

	Variance
	0.20% 

	Fiscal Year to Date
	

	Budget(a)
	3.26%

	Actual(b)
	3.46%

	Variance
	 0.20%

	(a) Reflects the 2024-2029 General Fund Forecast Information submitted by Finance on January 31, 2024.
(b) Reflects the earned interest yield less costs to administer the investment program, adjusted for funds with negative cash balances at month end.




INVESTMENT TRADING ACTIVITY

Section E provides details of the City’s investment activities, including purchases, maturities, amortization, interest received, and realized gains or losses from trading activities.

In general, the City holds all securities to maturity. On rare occasions, the City may liquidate holdings to raise cash or as allowed under the Investment Policy.


INVESTMENT STRATEGY AND MARKET UPDATE

The Investment Program continues to focus on its core mandates of safety, liquidity, and yield. Staff continues its effort to match known cash flow outlays in the next 24-month horizon with investment maturities. Beyond the 24-month horizon, staff selectively invests in various asset classes and maturity buckets to diversify the portfolio structure and maximize the portfolio’s earnings potential, as allowed by the Investment Policy.

The U.S. economy is continuing its path towards a soft landing, with a healthy labor market and inflation decreasing towards 2.00%. Bond markets are pricing in continued growth, while equity indices are at or near all-time highs. Despite the positive outlook, volatility is very high as investors scrutinize each new data release to better understand the rate outlook. Current expectations are for the Federal Reserve to cut overnight rates by one notch at each meeting.  

Investment staff will closely monitor market developments, continue to focus on the overall quality of the portfolio, and invest with care, prudence, and diligence.

Future Commitments – As of September 30, 2024, the City had no obligations to sell securities and no commitments to participate in securities trading.

Executed Reverse Repurchase Agreements – No reverse repurchase agreements were executed this quarter.

Restructuring – No restructuring activities took place during this quarter.











CONCLUSION

The total investment portfolio as of September 30, 2024, was $2,522,084,221, a decrease of approximately $440 million from the previous quarter. For the quarter ended September 30, 2024, the earned interest yield decreased from 3.631% to 3.605% as compared to the quarter ended June 30, 2024, and the weighted average days to maturity increased from 581 days to 646 days over the same period. As of September 30, 2024, approximately 42% of the total portfolio was invested in U.S. Treasuries and Agency securities. 



    	/s/		 
DREW CORBETT
Acting Director of Finance

[CATEGORY NAME]
 [VALUE] [PERCENTAGE]
[CATEGORY NAME]  [VALUE] [PERCENTAGE]
[CATEGORY NAME] 
[VALUE] [PERCENTAGE]
[CATEGORY NAME]
 [VALUE] [PERCENTAGE]
[CATEGORY NAME] 
[VALUE] [PERCENTAGE]

U.S. Treasury	U.S. Agency	Supranationals	Negotiable Certificate of Deposit (NCD)	Commercial Paper	Corporate Notes	Asset Backed Securities	Muni Bonds	Mortgage Backed Securities	JPAP	LAIF 	178363029.12	886684315.11000001	200446974.97	25000000	423790288.24000001	37660074.859999999	343916766.01999998	256377303.5	140856683.13	28988786.09	
U.S. Treasury	U.S. Agency	Supranationals	Negotiable Certificate of Deposit (NCD)	Commercial Paper	Corporate Notes	Asset Backed Securities	Muni Bonds	Mortgage Backed Securities	JPAP	LAIF 	7.0720488884566557E-2	0.35156808314052623	7.9476717429897814E-2	9.9124366234253133E-3	0	0.16803177495208585	1.4932124211328118E-2	0.1363621258762657	0.10165295090513708	5.5849317780481057E-2	1.1493980196286332E-2	
[CATEGORY NAME]
 [VALUE]
[CATEGORY NAME] 
[VALUE]
[CATEGORY NAME] 
[VALUE]
[CATEGORY NAME] 
[VALUE]
Internal Services Fund	Airport	Capital Projects	Debt Service	Development Fees	General Fund	Muni Water	Parking	Housing 	Special Revenue Funds	Wastewater	Trust 	&	 Agency	SJ Clean Energy	16687242.759999998	342153556.5	57688344.110000007	51899585.530000001	54728530.859999999	415510531.75	35301632.109999999	34633778.799999997	293393121.38	438014431.53999996	458176414.31999999	7218344.5700000003	282945996.19	
General Fund	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	656054439.63	678983582.00999999	728793635.38999999	708888957.38	1055828785.95	679071933.67999995	658817906.77999997	771471447.12	772647837.20000005	832231084.45000005	446679456.13	509648618.86000001	482285251.57999998	458922582.26999998	464294448.44	457983287.33999997	813634496.66999996	538659276.45000005	597998495.77999997	690452591.65999997	628979382.32000005	887790822.30999994	482082493.20999998	440862698.69	415510531.75	Wastewater	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	411950834	455306033.31	454112067.66000003	434671267.19	419981172.52999997	497768838.39999998	481973026.48000002	455046609.31	473471694.52999997	446895040.31	502350558.51999998	457594367.04000002	455918643.68000001	438908132.35000002	427363124.81	402759085.80000001	385627633.98000002	468891600.31	459787048.61000001	432824259.00999999	455677003.10000002	450349669.64999998	490942824.95999998	479802252.08999997	458176414.31999999	Airport	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	242255593.49000001	245007476.46000001	254001356.15000001	250393844.50999999	269176866.31999999	244644401.47	251841781.47	260314945.99000001	295162891.16000003	282553592.49000001	289979346.63999999	276615028.81999999	282241572.33999997	307809870.37	312990302.19	309761960.66000003	333129932.42000002	292139581.57999998	302300050.98000002	313842183.69999999	320593949.95999998	325117106.01999998	333480222.67000002	322639155.31	342153556.5	Housing	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	320849103.81999999	318141123.66999996	314157346	313845023.17999995	340715622.29999995	338394178.48000002	327963415.75999999	325045415.64999998	324590517.74000001	321578203.87	341438170.01999998	361048358.47000003	360474347.19	359241650.11000001	354307073.82999998	346384169.54999995	340371042.66999996	331336360.63	329278258.88	327449975.55000001	309870276.08999997	312710079.06	306238534.89999998	294507578.58999997	293393121.38	Special Revenue Fund	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	434828374.34000003	414160115.12	401526763.35000008	389511319.79000008	373033601.76999998	468308364.14000005	461206118.22999996	444658233.73000008	432990111.67000014	414856321.68000013	490748029.56000018	458815267.27999991	445613398.99999988	429031664.70000005	401292270.85000008	364735922.84000003	352353233.06999993	466835540.0399999	457468882.06	439551517.21999997	442620978.29000002	433685791.06999987	490591961.04999995	465209080.46999997	438014431.53999996	
Dollars in millions



Weighted Average Maturity	44773	44804	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	567	565	602	618	597	611	570	589	570	531	547	530	593	595	631	674	674	682	621	617	563	545	586	581	638	642	646	Weighted Average Yield	44773	44804	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	1.5529999999999999	1.67	1.9670000000000001	2.1800000000000002	2.3039999999999998	2.323	2.7269999999999999	2.6709999999999998	2.7679999999999998	2.8980000000000001	2.964	3.133	2.9809999999999999	2.9830000000000001	2.9980000000000002	3.0670000000000002	3.2069999999999999	3.1659999999999999	3.419	3.4790000000000001	3.4910000000000001	3.5819999999999999	3.5939999999999999	3.7480000000000002	3.601	3.5539999999999998	3.5019999999999998	
Weighted Average Maturity 

Weighted Average Yield (%)



City	44681	44712	44742	44773	44804	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	1.032	1.1679999999999999	1.3009999999999999	1.5529999999999999	1.67	1.9670000000000001	2.1800000000000002	2.3039999999999998	2.323	2.7269999999999999	2.6709999999999998	2.7679999999999998	2.8980000000000001	2.964	3.133	2.9809999999999999	2.9830000000000001	2.9980000000000002	3.0670000000000002	3.2069999999999999	3.1659999999999999	3.419	3.4790000000000001	3.4910000000000001	3.5819999999999999	3.5939999999999999	3.7480000000000002	3.601	3.5539999999999998	3.5019999999999998	LAIF	44681	44712	44742	44773	44804	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	0.52300000000000002	0.68400000000000005	0.86099999999999999	1.0900000000000001	1.276	1.5129999999999999	1.772	2.0070000000000001	2.173	2.4249999999999998	2.6240000000000001	2.831	2.87	2.9929999999999999	3.1669999999999998	3.3050000000000002	3.4340000000000002	3.5339999999999998	3.67	3.843	3.9289999999999998	4.0119999999999996	4.1219999999999999	4.2320000000000002	4.2720000000000002	4.3319999999999999	4.4800000000000004	4.516	4.5789999999999997	4.5750000000000002	BAML	44681	44712	44742	44773	44804	44834	44865	44895	44926	44957	44985	45016	45046	45077	45107	45138	45169	45199	45230	45260	45291	45322	45351	45382	45412	45443	45473	45504	45535	45565	0.52700000000000002	0.621	0.73699999999999999	0.86099999999999999	0.996	1.155	1.333	1.5189999999999999	1.7	1.871	2.0489999999999999	2.2410000000000001	2.4020000000000001	2.581	2.7770000000000001	2.9809999999999999	3.19	3.399	3.605	3.7970000000000002	3.9630000000000001	4.1070000000000002	4.234	4.3579999999999997	4.4602969348658981	4.5615946462715105	4.6377183908045962	4.702380497131931	4.7384837476099451	4.7333352490421472	
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