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Mid-Year Financial Report
As of December 31, 2019

Introduction
This Mid-Year Financial Report provides an analysis of the City’s General Fund
and Proprietary Fund revenues and expenditures for the first half of the 2019/20

fiscal year.

Management’s Overview

The City’s two-year budget for fiscal years 2019/20 and 2020/21 was adopted by
the City Council on June 18, 2019. The purpose of the mid-year financial report is
to provide regular updates to the Council regarding revenue and expenditure
trends to ensure the City Council has a strong understanding of the City’s current
financial condition. The numbers in this report are based on the FY 2019/20
revenues and expenditures through December 31, 2019. A discussion of the
significant budget items is presented below.

FY 2019/20 General Fund Budget

The FY 2018/19 budget as originally adopted estimated revenues of $99.5 million
to fund expenditures of $97.9 million, resulting in a $0.9 million surplus after
funding incremental increases to emergency, operating and contingency reserves
in accordance with the Council adopted fiscal policy. Carryforwards from FY18/19
have been posted, increasing expenditure budgets by $3.6 million (includes $2.6
million Set-Aside for Civic Center Termination Payment). Carryforward budgets
are funded with available fund balance, rather than current year operating revenue.
Additional minor adjustments resulted in the current expenditure budget of $101.7
million.
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General Fund Summary (in millions)

FY 2019/20 FY 2019/20 FY 2018/19
Budget YTD Actual %todate | YTD Actual FY 1819
(as of (as of (Budget to (as of Annual % to date
12/31/2019) 12/31/2019) Actual) 12/31/2018) Totals
Beginning Available Fund Balance [1] 3.61 3.61
Operating Revenues
Property Tax 35.38 19.44 55% 17.96 34.97 51%
Sales Tax 19.89 6.55 33% 7.00 19.39 36%
Transient Occupancy Tax 23.74 10.80 46% 9.87 22.66 44%
Business License Tax 4.10 171 42% 1.65 3.86 43%
Other Taxes 2.92 0.49 17% 0.56 2.57 22%
Licenses and Permits 2.82 1.21 43% 1.09 2.33 A7%
Charges for Services 6.01 4.02 67% 3.73 5.93 63%
Intergovernmental 0.74 0.21 28% 0.24 0.65 37%
Investment Earnings 0.26 0.47 183% 0.33 1.91 17%
Miscellaneous / Other Revenues 0.27 0.15 55% 0.21 0.34 63%
Transfers In 3.35 1.79 53% 2.19 3.92 56%
Total Operating Revenues 99.46 46.84 47% 44.84 98.54 46%
Operating Expenditures
City Council / City Clerk 1.35 0.56 42% 0.54 1.16 47%
City Manager 1.50 0.64 43% 0.74 1.23 61%
Finance 7.66 3.17 41% 3.27 6.49 50%
City Attorney 1.29 0.47 36% 0.47 1.04 45%
Human Resources 1.35 0.60 44% 0.56 1.12 50%
Community Development 6.29 211 34% 214 5.36 40%
General Government 9.59 4.63 48% 0.58 9.68 6%
Included in General Government:
Set-Aside for Civic Center Termination Payment [1] 2.60 - 0% - - 0%
Transfer to CIP Facilities Reserve (current FY) 1.85 1.86 101% - 1.85 0%
Transfer to CIP General Reserve (current FY) 0.92 0.93 101% - 3.60 0%
Police Department 31.15 14.66 47% 13.57 29.13 47%
Fire Department 19.33 8.99 47% 9.51 19.28 49%
Public Works 13.86 5.13 37% 477 10.95 44%
Parks & Recreation 8.35 4.01 48% 3.80 8.31 46%
Total Operating Expenditures 101.72 44.98 44% 39.94 7 93.74 43%
Operating Reserve 0.51
Emergency Reserve 0.11
Contingency Reserve 0.03
Projected Ending Available Fund Balance 0.69

[1] Beginning Available Fund Balance includes $0.98 million of Fund Balance Reserved for Encumbrances, $0.03 million of Undesignated
Fund Balance and $2.60 million from the Operating Reserve (earmarked for the Set-Aside for Civic Center Termination Payout).
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Major Revenues

Revenues: Budget to Actual
(in millions)
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Property Tax

The FY 2019/20 Property Tax revenues are currently budgeted at $35.4 million.
The City’s major source of property tax revenue to the General Fund is residential
property (77.6%), followed by commercial property (13.3%) and industrial property
(6.4%). Year-to-date property tax revenue is slightly higher than expected based
on the five-year historical trend, and we currently project that FY 2019/20 property
tax revenue will match or exceed the budgeted amount. The real estate market
continues to have rising prices, with the median single-family home price at
$765,000 as of December 2019. However, we saw greater price fluctuation in the
first half of FY 2019/20, with the median price ranging from a low of $669,000 in
November to a high of $787,500 in September. Napa County currently has the
highest unsold inventory index of Bay Area counties at 3.6 (months it would take
to sell current homes on the market at the current sales rate). We will continue to
closely monitor the housing market for rate and price changes.

Sales Tax

Sales Tax revenues for FY 2019/20 are currently budgeted at $19.9 million. Sales
tax is received in monthly advances from the California Department of Tax and
Fee Administration (CDTFA) based on prior year actual revenues received, and
lag two (2) months behind. Currently, sales tax payments received through
December 2019 are slightly below the five-year historical trend.

The top 3 Sales Tax generating categories in Napa continue to be Food Products,
General Retail and Transportation. Restaurants and Auto Sales-New make up the
two largest economic segments within the broader categories above, with 18.1 and
9.0% of total taxable sales respectively for the year ending September 30, 2019.
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Other items we continue to track include gasoline prices. The average price in
December 2019 was 7.19% higher than in December 2018; these higher gas
prices help the City to collect more in sales tax for our transportation category,
while also costing the City more to operate its vehicles.

For the year ended September 2019, five of our six local business sales tax
categories showed increases over the prior year, while one had a slight decrease.
Food Products, Transportation, General Retail, Construction, and Miscellaneous
categories increased by 3.2% in total ($0.45 million), while Business to Business
decreased by 9.8% ($0.11 million). Our share of county pool sales tax revenues
increased by $0.16 million over prior year. Overall, sales tax increased by $0.51
million over the year ended September 2018. Last year we saw an increase of
$1.10 million from September 2017 to September 2018, almost double the
increase seen currently. While our sales tax revenues continue to grow, we are
seeing a slowing of the rate of growth and could potentially end the year slightly
under budgeted revenues.

Transient Occupancy Tax

FY 2019/20 Transient Occupancy Tax (TOT) revenue was budgeted at $23.7
million. There were 27 hotels, 20 bed and breakfast establishments, 41 non-hosted
and 42 hosted vacation rentals generating transient occupancy tax revenue within
the City as of the end of the second quarter. The TOT growth rate was reduced in
for this budget cycle, and actual TOT received as of December 2019 is in line with
our projections. We will continue to closely monitor TOT to project any impacts on
the General Fund.

Other Revenues

Business License Tax and Other Taxes are in line with the City’s 5-year trends.

Licenses and Permits is currently at 43% of budget, slightly under the anticipated
47% based on historical data.

Charges for Services revenues are high as compared to the five-year averages for
mid-year, due to the recognition of dispatch contract revenue in the first half of the
year. In prior fiscal years, this revenue was typically recorded later in the year.

Intergovernmental revenues are low compared to the 5-year trend; the timing of
these revenues can vary from year-to-year based on when the other governments
disburse funds to the City.

Investment Earnings are currently at 183% of budget, well above the anticipated
50% expected for the second quarter. Interest rates in the market have decreased
over this period due to multiple rate cuts by the Fed. We will work with our
investment firm to try to maximize our returns in a time of rate uncertainty.
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Miscellaneous Revenues include Rents and Royalties, as well as
Contributions/Donations from Private Sources. This category is currently at 55%
of the annual budget, right on track with the 5-year average.

Expenditures

As of December 31, 2019, most departments were operating within 50% of their
approved budgets. In General Government, the annual transfers to CIP reserves
that are traditionally posted at the end of the fiscal year were instead posted at the
beginning of the fiscal year to provide full funding for planned projects.

The following table provides the expenditure budget and actual spent to date for
each department through December 31, 2018:

Budget Actual
12/31/2019 12/31/2019
Expenditures by Department $in millions $in millions %
City Council / City Clerk 1.35 0.56 42%
City Manager 1.50 0.64 43%
Finance 7.66 3.17 41%
City Attorney 1.29 0.47 36%
Human Resources 1.35 0.60 44%
Community Development 6.29 211 34%
General Government 9.59 4.63 48%
Police Department 31.15 14.66 47%
Fire Department 19.33 8.99 47%
Public Works 13.86 5.13 37%
Parks & Recreation 8.35 4.01 48%
Total Expenditures 101.72 44.98 44%
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Non-Recurring General Fund Summary (in millions)

FY 2019/20  FY 2019/20 FY 2018/19
Budget YTD Actual ~ %todate | YTD Actual FY 18/19
(as of (as of (Budget to (as of Annual % to date
12/31/2019) 12/31/2019) Actual) 12/31/2018) Totals
Beginning Fund Balance 11.62 11.62
Non-Recurring Revenues
Property Tax (Excess ERAF) 1.50 1.72 114% 2.04 2.39 85%
Sales Tax (Unwind Triple Flip) - - 0% - - 0%
Licenses and Permits 0.30 0.08 27% 0.07 0.16 43%
Charges for Services 0.68 0.72 106% 0.21 0.23 88%
Intergovernmental 2.14 0.34 16% 0.22 3.91 6%
Investment Earnings - 0.12 0% - 0.12 0%
Miscellaneous / Other Revenues 0.16 0.10 0% - 0%
Transfers In 0.19 0.19 100% - 0.52 0%
Total Non-Recurring Revenues 4.96 3.26 66% 2.53 7.33 35%
Non-Recurring Expenditures
Salaries & Wages 0.41 0.23 56% 0.12 0.32 37%
Benefits 0.15 0.07 49% 0.06 0.14 43%
Services 7.13 0.88 12% 0.59 1.69 35%
Materials and Supplies 0.45 0.18 40% 0.19 0.26 73%
Capital Outlay 0.87 0.02 3% 0.03 0.07 39%
Transfers Out 1.54 1.01 0% - 0.07 0%
Total Non-Recurring Expenditures 10.54 239 7 23% 0.98 2.54 38%
Net Impact of Non Recurring (5.58) 0.87
Projected Ending Fund Balance 6.05 12.49

The budget for anticipated Excess ERAF revenue was split between the General
Fund ($1.00 million) and the Non-Recurring General Fund ($1.50 million).

General Fund Reserves

In accordance with the City’s Fiscal Policy, the City maintains an Operating
Reserve of 5%, an Emergency Reserve of 14% and a Contingency Reserve of 1%
of the annual General Fund Operating Budget. The CIP Facilities Reserve receives
a transfer equal to 2% of the General Fund Operating Budget, and the CIP General
Fund Reserve a transfer of 1% of the General Fund Operating Budget.

FY 2019/20 FY 2019/20

Reserves Beginning Budgeted Budgeted Ending

(in millions) Balance Expenditures Transfer Balance
Emergency Reserve 13.05 - 0.11 13.17
Operating Reserve 4.66 - 0.51 5.17
Contingency Reserve 0.93 - 0.03 0.97
CIP Facilities Reserve 4.64 (6.27) 1.86 0.23
General Fund Projects Reserve 9.93 (7.23) 0.93 3.64
Total Reserves 33.22 (13.50) 3.46 23.18
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Proprietary Funds

In addition to the General Fund, the Mid-Year Financial Report also provides a
snapshot of the City’s Proprietary Funds. Proprietary funds are those funds in
which the City charges a fee to customers to recover the cost of providing the
service. These funds are made up of Enterprise Funds and Internal Service Funds.
Both types of funds are presented separately below, along with summary
information for each of the individual funds within each category.

Enterprise Funds

Enterprise Funds are those funds that provide goods or services to the public for
a fee that makes the entity self-supporting. Napa’s Enterprise Funds include: Solid
Waste & Materials Diversion and Water. A listing of these funds and summary of
the activity from July through December follows below:

Solid Waste & Materials Diversion Fund

The Solid Waste & Materials Diversion Fund is responsible for the collection,
processing, public education and long-term planning related to solid waste
materials generated in the City of Napa. Beyond the safe and cost-effective
handling of solid waste materials, the fund’s primary mission is to maximize the
diversion of solid waste materials from landfill disposal in order to meet or exceed
State mandates. A summary of the Solid Waste & Materials Diversion Fund activity
through December 31, 2019 is provided below:

Solid Waste & Materials Diversion Fund

FY 2019/20 FY 2019/20 FY 2018/19
Budget YTD Actual %todate [ YTD Actual FY 2018/19
(as of (as of (Budget to (as of Annual % as of
12/31/2019)  12/31/2019)  Actual) 12/31/2018) Totals 12/31/2018

Operating Revenues

Refuse Collection Charges 22.90 11.27 49% 9.80 19.64 50%

MDF Gate Fees 3.30 1.85 56% 1.31 3.08 42%

Material Sales 6.40 3.71 58% 2.93 5.79 51%

Other Revenues 0.26 0.15 59% 0.22 0.60 37%
Total Operating Revenues 32.86 16.98 52% 14.26 29.11 49%
Operating Expenditures

Salaries and Benefits 1.23 0.59 48% 0.58 1.36 42%

Contractor Senice 21.13 10.75 51% 10.69 19.98 53%

Transfer Station Disposal Fees 3.40 1.50 44% 1.31 3.28 40%

MDF Facility Materials 2.00 1.91 95% 1.00 271 37%

Other Materials, Supplies & Senices 2.04 1.06 52% 0.88 2.08 43%

Administrative Support & Transfers 0.40 0.20 50% 0.16 0.31 50%
Total Operating Expenditures 30.20 16.02 53% 14.61 29.72 49%
Operating Surplus / (Deficit) 2.66 0.96
Non-Recurring Revenues - - 0% - - 0%
Non-Recurring Expenditures 0.69 0.01 1% 0.02 0.06 32%
Capital Expenditures 4.84 2.28 47% 3.51 0.74 471%
Transfer to Street Resurfacing 111 0.56 50% 0.98 1.96 50%
Debt Service Expenditures 0.87 0.71 81% 0.71 0.20 352%
Total Surplus/ (Deficit) (4.86) (2.60)
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MDF Fund Balances 7/1/2019 Additions Uses 12/31/2019
Available Fund Balance (2,243,002) 3,168,904  (2,284,904) (1,359,002)
Operating Resene 4,455,579 - (884,000) 3,571,579
Rate Stabilization Reserne - - - -

Liability Reserve 350,000 - - 350,000
Total 2,562,577 3,168,904 (3,168,904) 2,562,577

Overall operating revenues are as expected or higher. Refuse collection charges
are on track with the adopted budget. Revenue from Gate Fees and Material Sales
is higher than prior year and could potentially exceed budget by the end of the
fiscal year. Operating expenditures are higher than 50%, due to Contractor Service
expenditures that reflect the 2018 Contract Amendment that increased capital,
operating and other contractual payments to the City’s current private service
provider, Napa Recycling & Waste Services (NRWS). The budgets above include
carryforwards from FY 2018/19.

The most significant capital project expenditures are in support of the covered
compost/stormwater upgrades at the City’s Materials Diversion Facility (MDF). As
shown in tables above, there were $2.28 million in capital expenditures during first
half of current FY 2019/20. The design-build contract with Overaa Construction
for the ongoing MDF capital improvements/upgrades at the MDF was
supplemented by $1.3 million, of which $884,000 came from the Fund’s operating
reserve.

A significant mid-year budget adjustment for the Fund was presented and
approved at the February 18™ City Council meeting. In preparation for that budget
adjustment recommendation, City staff performed preliminary analysis of the entire
Solid Waste Enterprise Fund based on 6-month actuals and projects the Fund’s
overall revenues and expenditures to balance by fiscal year end. Staff will continue
to closely monitor the Fund’s budget and refine projections as part of the mid-cycle
budget adjustment process which includes formal fiscal year end projections being
reported to City Council.

Water Fund

The Water Fund is responsible for the operation, maintenance and improvement
of the municipal water system serving the City and adjacent areas. The Fund’s
mission is to provide an uninterrupted supply of high quality and low-cost water to
the community for consumption, sanitary needs, irrigation and fire protection. The
Water Fund’s Administration, Engineering, Treatment, and Distribution sections
accomplish this mission by delivering over 13,200 acre-feet (4.3 billion gallons) of
water meeting State and Federal drinking water regulations, investing in capital
improvements, planning for long-term water supply needs, responding to
emergency repairs, and maintaining a proactive water conservation program. A
summary of the Water Fund activity through December 31, 2019 is provided below:
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Water Fund
FY 2019/20 FY 2019/20 FY 2018/19
Budget YTD Actual % todate |YTD Actual FY 2018/19
(as of (as of (Budgetto|  (asof Annual 9% as of
12/31/2019) 12/31/2019)  Actual) | 12/31/2018) Totals  12/31/2018
Operating Revenues
Charges for Senices 32.55 16.53 51% 13.42 29.39 46%
Other Revenues 0.48 0.53 111% 0.19 0.25 76%
Total Operating Revenues 33.03 17.07 52% 13.61 29.64 46%
Operating Expenditures
Salaries and Benefits 9.86 4.12 42% 3.61 8.50 42%
Senices, Materials and Supplies 14.01 3.72 27% 4.05 11.51 35%
Administrative Support 1.67 0.83 50% 0.79 1.58 50%
Total Operating Expenditures 25.53 8.67 34% 8.45 21.60 39%
Operating Surplus / (Deficit) 7.50 8.39 5.16 8.04
Capital and Non-Recurring Revenues 1.32 1.53 116% 0.95 2.21 43%
Capital and Non-Recurring Expenditures 18.13 0.87 5% 0.64 5.43 12%
2014 Earthquake Revenues (FEMA/CalOES) - (0.00) 0% 0.29 029  98%
2014 Earthquake Expenditures 0.04 1.53 0% 0.00 0.04 1%
2017 Fire Revenues (FEMA/CalOES) - (0.54) 0% - 1.18 0%
2017 Fire Expenditures 3.52 0.10 0% 0.01 0.44 2%
Debt Service Expenditures 3.42 0.74 22% 0.83 1.64 50%
Water Interfund Transfer Revenue 3.91 0.61 16% - 0.07 0%
Water Interfund Transfer Expenditures 3.91 0.61 16% - 0.07 0%
Total Surplus / (Deficit) (16.28) 6.14
Water Fund Balances 7/1/2019 Additions Uses 12/31/2019
Available Fund Balance 16,173,665 3,930,368 (938,824) 19,165,209
CIP Resere 4,553,550 - (3,300,407) 1,253,143
Operating Resene 2,549,221 - - 2,549,221
Rate Stabilization Resene 2,590,000 - - 2,590,000
Capital Replacement Resere 400,000 - - 400,000
Water Supply Resene 1,125,000 - - 1,125,000
Emergency Resene 1,100,461 613,863 (305,000) 1,409,324
Total 28,491,897 4,544,231 (4,544,231) 28,491,897

Revenue is on track but behind last year at 51% to date which is 4% lower than
FY 2018/19 and slightly behind expected annual revenue since the quantity of
water sold during Q1 and Q2 include summer months and is typically greater
than in Q3 and Q4. The change in rate structure to higher fixed element that
continues to be phased in through this rate period from 2017 — 2021 will
attenuate the variability of revenue between the seasons and ensure greater
revenue stability. Operating expenditures are tracking slightly lower than
expected.

As of December 31, budgeted capital and non-recurring expenditures total
$18.13 million (including carryforwards from FY 2018/19). Highlights include
$9.15 million for the treatment system and $3.22 million for the distribution
system.
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Most capital improvement projects (CIP) are currently in the design phase,
therefore actual expenditures are just 5% of budgeted costs for design and
construction. In addition to planned capital projects, staff have focused on
disaster recovery projects through FEMA/OES from the 2014 Earthquake and the
2017 Napa Sonoma Fire complex. Expenditures of $1.5 of $3.4 million
anticipated total construction costs for the four Freeway Crossings under
Highway 29 have been incurred in Q1 and Q2 this fiscal year. The design-build
process for rebuild of two pump stations burned in the Silverado Area is under
contract and will start to incur design costs in Q3. The pump station projects
through construction are estimated at $3.6 million. Disaster recovery projects are
expected to be reimbursed 93.75% of actual costs incurred at a rate of 75% from
FEMA and 18.75% from the California Governor’s Office of Emergency Services
(OES).

Available fund balance of $19.17 includes $18.13 million dedicated to projects in
progress that are further defined as $17.67 million for Capital Improvement
Projects and $0.46 million in non-recurring projects. The remaining funds totaling
$9.33 million are in dedicated Reserve accounts. Reserve funds used through
Q2 include $3.3 million for upfront FEMA/OES disaster repair costs and $0.3
million for generator purchases to ensure uninterrupted water service during the
unprecedented Pacific Gas & Electric Public Safety Power Shutoff (PSPS)
events.
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Internal Service Funds

Internal Service Funds are used to account for the financing of goods and services
provided by one department to other departments of the city. Napa’s Internal
Service Funds include: Fleet Management, Information Technology Replacement,
Risk Management, Post-Employment Benefits, and Equipment Replacement.

FY 2019/20 FY 2019/20 FY 2018/19
Internal Service Funds Budget YTD Actual % to date Actual % to date
(as of (as of (as of (as of (as of

12/31/2019) 12/31/2019) 12/31/2019) 12/31/2018)  12/31/2018)

Fleet Management Fund

Available Capital [1] 3.15 3.15 2.19

Revenues 4.73 2.35 50% 2.64 54%
Expenditures 4.00 1.53 38% 1.67 46%
Fund Balance Addition/(Reduction) 0.74 0.82 0.97

Projected Ending Available Balance 3.89

Fleet - Fire Apparatus Replacement Fund

Available Capital [1] 1.38 1.38 0.26

Revenues 0.40 0.21 53% 0.19 52%
Expenditures 0.00 0.00 55% 0.00 -
Fund Balance Addition/(Reduction) 0.40 0.21 0.19

Projected Ending Available Balance 1.78

IT Replacement

Available Capital [1] 2.05 2.05 0.07

Revenues 0.21 0.11 56% 0.08 50%
Expenditures 0.21 0.12 58% 0.08 47%
Fund Balance Addition/(Reduction) - (0.0 0.01

Projected Ending Available Balance 2.05

Risk Management

Available Capital [1] 1.67 1.67 3.98

Revenues 7.85 3.97 51% 3.22 58%
Expenditures 6.68 3.37 50% 5.78 75%
Fund Balance Addition/(Reduction) 1.16 0.60 (2.56)

Projected Ending Available Balance 2.83

Post Employment Benefits (PEB)

Available Capital [1] 1.12 1.12 (0.29)

Revenues 1.46 0.71 49% 0.01 1%
Expenditures 1.47 0.66 45% 1.60 145%
Fund Balance Addition/(Reduction) (0.01) 0.05 (1.59)

Projected Ending Available Balance 1.11

Equipment Replacement

Available Capital [1] 0.41 0.41 0.10

Revenues 0.15 0.08 52% 0.05 52%
Expenditures 0.09 0.07 82% 0.00 -
Fund Balance Addition/(Reduction) 0.06 0.01 0.05

Projected Ending Available Balance 0.48

[1] Available Capital = Fund Balance available for Appropriation
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What We Are Watching

Nationally:

The Federal Reserve Board decreased rates in July, September, and October,
bringing the benchmark funds rate to 1.75 percent. At their meeting in December
2019 they indicated that interest rates would likely remain unchanged through
2020. These decreases are meant to protect the economy against slow growth in
Europe and Asia, as well as ongoing trade and tariff issues. However, there are
concerns that these historically low rates could contribute to financial bubbles.

The advance estimate for October-December 2019 GDP is 2.1%, equal to July-
September’s growth in real GDP. The Congressional Budget Office Economic
Forecast projects a slowdown in GDP growth over the next several years as
consumer and government spending declines, with quarterly GDP growth
predicted at 1.7%-2.0% per quarter over the next ten years.

U.S. income inequality continues to increase, with the U.S. Census Bureau’s
American Community Survey reporting that there was a statistically significant
increase in income inequality from 2017 to 2018. California was one of nine states
that saw its income gap increase over the year, and one of five states with a higher
inequality rate than the rest of the U.S. While GDP indicators paint a picture of a
steadily growing economy, this economic expansion has been unable to lessen
inequality.

State:

California’s unemployment rate in December 2019 was at 3.7%, lower than the
December 2018 rate of 4.1%. Over the last 12 months, the labor force decreased
by 93,000 people and the number of unemployed people decreased by 91,900.
Low unemployment can constrain economic growth.

The California Legislative Analyst’'s Office’s August report on the State Fiscal
Health Index states that a slowdown in the coming year could be on the horizon.
The Index tracks the strength of various economic conditions that are relevant to
the state’s fiscal health, such as home sales, building permits, and unemployment
claims. As of December 2019, the Index had declined for nine straight months.
Declines of this duration and magnitude have not been observed since the last
recession, however the actions the Fed has taken by lowering interest rates may
mitigate the slowdown.

California home sales have been relatively week for the past year. As of
September sales have stabilized and are no longer declining from month to month,
but are now at low levels that could signal weakening economic conditions.

The California Budget and Policy Center, in analysis of U.S. Census Bureau
household income data, found that in California the top 5% of households saw their
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income grow by 18.6% from 2006 to 2018. Over the same timeframe, households
in the bottom 20% saw their average income fall by 5.3%.

Cost of living in California continues to increase at a rate higher than the rest of
the U.S., with 2019 CPI at 2.5% as compared to the national increase of 2.3%.

Local Economic Condition:

TOT baseline revenue growth has slowed over the past two years. Growth
assumptions have been greatly reduced in the current budget, and current
projections show that anticipated TOT revenue for FY 2019/20 will be close to the
budgeted amount.

As of December the median sold price for existing single-family homes in Napa
County was $765,000, 5.5% higher than the December 2018 price of $725,000.

Napa County’s unemployment rate continues to be lower than California’s overall
rate, and was 2.9% for December 2019. Over the last twelve months, the labor
force in the County increased by 1,300 people and the number of unemployed
people decreased by 300. The December 2019 rate of 2.9% is lower than the
December 2018 rate of 3.3%. As unemployment rates continue to decrease,
employers are having more difficulty finding and retaining workers.

Recommendation

Receive and file the Mid-Year Financial Report. No budget adjustments are
requested.
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Mid-Year Appropriation Adjustments

In accordance with Fiscal Policy 5.b.iii, adopted by City Council on June 18, 2019,
the City Manager is authorized to increase appropriations for specific purposes, as
long as the expenditure appropriations do not exceed the amount of the donation,
and the adjustment is reported to the City Council as part of the next regular
financial report.

Budget Adjustment Summary (Fund / Department /

Purpose) Revenues | Expenditures
Fund 101 / Parks and Recreation / Donations for Lighted

Art Festival 95,000.00 95,000.00
Fund 101 / Fire Department / Developer Payment for

Study 75,000.00 75,000.00
Fund 101 / Police Department / COPS Funds 68,367.28 68,367.28
Total Non-Recurring General Fund 238,367.28 238,367.28
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mt oo City of Napa

% Quarterly Investment Report

— as of December 31, 2019
CITY OF

Introduction

This report represents the City’s investment portfolio as of December 31, 2019. The report includes
all invested City funds with the exception of bond proceeds. All investments are in compliance with
the City’s adopted Statement of Investment Policy.

Investment Approach

The City’s investments are guided by an Investment Policy, which is reviewed and approved by the
Council annually. The Investment Policy was last approved by the City Council in May 2019 and is
provided as an appendix to this report for reference. The policy directs that investment goals, in order
by priority, are safety, liquidity, and yield. This conservative approach ensures assets are available for
use while also allowing the City to earn additional resources on idle funds. The City relies on an

investment advisor and the State investment pool known as the Local Agency Investment Fund

(LAIF).

Current Market Conditions

In the fourth quarter, U.S. economic conditions were characterized by: (1) moderate economic growth;
(2) robust job growth and elevated consumer confidence; (3) strong housing market but mixed
manufacturing activity; (4) growing risks to the economic outlook, including reescalation of trade
conflicts, fallout from impeachment proceedings and the 2020 U.S. presidential election, and
deteriorating business confidence and investment, and; (5) geopolitical risks taking center stage.

After delivering two rate cuts in the third quarter, the Fed cut the overnight fed funds target rate again
in October to the new range of 1.50% to 1.75%. The dynamics supporting the rate cuts were similar
to those cited for the first two, including weakness in global growth, ongoing trade uncertainty and
muted inflation. The Fed is expected to hold their target range steady over the near term absent a

“material reassessment of their outlook.”

The U.S. economy grew a moderate 2.1% in the third quarter. The reading highlighted continued
reliance on the American consumer as consumer spending, which was 2%, accounted for nearly all of
the growth. Government spending and residential housing were also positive contributors, while
business investment was a detractor, marking the first back-to-back contraction in business investment
of more than 1% since 2009.

The U.S. labor market continued to grow at a solid pace in the final quarter of the year. The U.S.
economy added an average of 180,000 jobs in the fourth quarter, bringing the 2019 monthly average

Page 15 of 39



ATTACHMENT 1
% City of Napa
% Quarterly Investment Report
— as of December 31, 2019

CITY OF

to 177,000 which fell short of the 223,000 average of monthly gains in 2018. The unemployment rate
held steady at a 50-year low of 3.5% to round out the year. Inflation remains muted, showing no
indication of substantial upward price pressure heading into the first quarter of 2020. Year-over-year
growth in the core Consumer Price Index reached 2.3% in December, while the Fed’s preferred
inflation gauge, the core Personal Consumption Expenditure price index, dropped to 1.5% on a yearly
basis in November, which is well below the Fed’s 2% target. Price pressures on services were stable

in the fourth quarter, while price pressures on goods drifted lower amid a de-escalation of trade
tensions.

U.S. manufacturing activity was mixed in the fourth quarter. The ISM manufacturing PMI survey
remained in contractionary territory during the quarter and fell to its lowest level since 2009. A similar
measure of manufacturing activity by Markit diverged, recovering from the slowdown in the third
quarter and remaining in expansionary territory in the fourth quarter. Each index tells a slightly
different story as the result of a difference in methodology, as ISM data surveys large multinational
companies, leaving it more exposed to U.S. and China trade tensions that have weighed on confidence

and business decisions.

The U.S. Treasury yield curve twisted around the 3-year inflection point and finally un-inverted in the
fourth quarter. Shorter-term rates declined up to 0.40% and longer-term rates rose as much as 0.30%.
At quarter-end, the yield on a 3-month Treasury bill stood at 1.54%, the 2-year note was 1.57%, the
5-year was 1.69%, and the 10-year was yielding 1.92%. This steepening effect is evidenced by the
spread between the 3-month and 10-year Treasuries, which began the quarter at -0.14% and finished
the quarter at +0.11%.

Yield Curve History
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In the fourth quarter, the City’s portfolio maintained broad diversification across all permitted fixed
income sectors. Although most sector spread levels were on the tighter end of their recent trading
history, the incremental income was generally additive to performance in a range-bound interest rate
environment. We continued to de-emphasize agencies and supranationals, reducing allocations in
favor of other sectors. Value in federal agency and supranational issuers remained extremely limited,
largely on scarce supply. Corporate bonds performed top-of-class once again as yield spreads
tightened to their lowest in 2019 and approached post-recession lows. As a result, investment-grade
(IG) corporates generated attractive excess returns for the fourth quarter. Year-to-date excess
returns from IG corporates were fantastic, generating 100 to 200 basis points (1% to 2%) of
incremental return relative to similar duration Treasuries. Our corporate sector strategy during the
fourth quarter included opportunistic selling, booking gains and modestly de-risking the portfolio as
spreads moved to very narrow levels. Asset-backed security (ABS) allocations were maintained
during the quarter as principal paydowns were largely offset by modest new issue additions. Prior-
period purchases of mortgage-backed securities (MBS) generated relatively attractive excess returns
during the quarter, as the sector saw a retracement of both volatility and spreads. New issue yield
concessions within the municipal sector provided good value for the portfolio compared to other
government alternatives and even some high-grade corporates.

Following three consecutive Fed rate cuts, we continued to maintain portfolio’s duration in line with
the benchmark for the quarter as market expectations call for stable rates well into 2020. Going
forward, the City’s portfolio will continue to maintain its diversification among investment-grade

sectofs.
Total Return Comparison
Periods Ending December 31, 2019
Past Past Past Past

Quarter Year 3 Years 5 Years
City of Napa 0.47% 4.88% 2.56% 2.01%
BofA Merrill Lynch 1-5 Year 0.36% 4.18% 2.11% 1.68%
Government Index
LAIF Yield 0.57% 2.46% 1.82% 1.26%

* Returns for periods under one year are periodic; all other returns are annnalized.
** Source of LAIF yield is State Treasurer’s website. Reflects quarterly apportionment rate of LAIF de-annnalized and linked over the
specified time periods.
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Portfolio Information

The City’s cash, excluding bond proceeds, is pooled for investment purposes. As of December 31,
2019, invested funds totaled $170,001,893. These investments belong to the General Fund and
restricted funds such as the Developer, Special District, Water, Solid Waste, and Recycling Funds.

The City’s portfolio is well diversified by investment type and consists of U.S. Treasuries, federal
agencies, federal agency collateralized mortgage obligations (CMOs), municipals, supranationals,
corporate notes, negotiable certificates of deposit, asset-backed securities, and cash instruments such
as CAMP and LAIF. As noted in the chart below and on the attached investment detail report, as of
December 31, 2019, approximately 70% of the City’s investment portfolio was invested in the State
Local Agency Investment Fund (LAIF), the California Asset Management Program (CAMP) and high-
quality U.S. Treasury and federal agency securities to maintain the focus on safety and liquidity.
Approximately 27% of the portfolio is allocated to high quality credit instruments including negotiable
certificates of deposit, corporate notes, and asset-backed securities as yields and return potential on
these investment types continued to be attractive relative to comparable-maturity government
securities.

Investments by Type

December 31, 2019
Supranationals Federal Agencies Federal Agency
2% 6% CMOs
Asset-Backed 2%

Securities

4% Municipals

Corporate Notes 1%
19%

Certificates of .
U.S. Treasuries

DZPO/OS“ 29%
0
LAIF and CAMP
33%
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The City’s Investment Policy allows for a 5-year time horizon with an emphasis on liquidity. As of
December 31, 2019, 33% of the City’s funds were invested in very short-term liquid investments, 21%
of the funds were invested with maturities between 91 days and 2 years, and 46% of the investment
portfolio had a maturity ranging from 2 to 5 years. This distribution allows the City the necessary

liquidity to meet operational and emergency cash needs while maximizing returns on funds not needed
in the immediate future.

Maturities in Days
December 31, 2019
70%

60%
50% 46%
40% 33%
30%

0
20% 18%

10% 0
0 3%
0% I
0 - 90 days 91-180days  181-360days  361-720days 721 - 1825 days

Conclusion

All City funds are invested in accordance with the approved Investment Policy with an emphasis on
safety, liquidity, and yield (in that order). The City’s investment strategy of balancing the investment
portfolio between short-term investments (to meet cash flow needs) and longer-term maturities (to
realize a higher rate of return) is appropriate given the current market conditions.
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ATTACHMENT 1

RESOLUTION R2019-052

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF
NAPA, STATE OF CALIFORNIA, TO ADOPT THE CITY’S
STATEMENT OF INVESTMENT POLICY FOR 2019/20
AND DELEGATE AUTHORITY TO THE CITY TREASURER
TO INVEST FUNDS IN ACCORDANCE WITH THE
STATEMENT OF INVESTMENT POLICY

WHEREAS, consistent with California Government Code Section 53646, the City
Treasurer annually renders to the City Council a statement of investment policy; and

WHEREAS, consistent with Government Code Section 53607, the City Council
annually delegates authority to the City Treasurer to make investments on behalf of the
City; and

WHEREAS, the Council appointed Finance Director Brian Cochran to serve as
the City Treasurer on June 6, 2017; and

WHEREAS, the City Council has considered all information related to this matter,
as presented at the public meetings of the City Council identified herein, including any
supporting reports by City staff, and any information provided during public meetings.

NOW, THEREFORE, BE IT RESOLVED, by the City Council of the City of Napa,
as follows:

1. The City Council hereby finds that the facts set forth in the recitals to this
resolution are true and correct, and establish the factual basis for the City Council's
adoption of this resolution.

2. The City Council of the City of Napa, State of California hereby adopts the
update of the City’s Statement of Investment Policy attached hereby as Exhibit “A”.

3. The City Council hereby delegates authority to the City Treasurer to invest
funds in accordance with the City’s Statement of Investment Policy.

4. This Resolution shall take effect inmediately upon its adoption.

R2019-052 Page 1 of 2 June 4, 2019
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| HEREBY CERTIFY that the foregoing Resolution was duly adopted by the City Council
of the City of Napa at a public meeting of said City Council held on the 4t" day of June,
2019 by the following vote:

AYES: Gentry, Alessio, Luros, Sedgle.y, Techel

NOES: None

ABSENT: None

ABSTAIN: None

ATTEST:

Approved as to form:

/U7

/Michael W. Barrett
City Attorney

R2019-052 Page 2 of 2 June 4, 2019
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ATTACHMENT 1
EXHIBIT A

CITY OF NAPA
STATEMENT OF INVESTMENT POLICY
June 2019

1. Policy

It is the policy of the City of Napa (“City”) to invest public funds in a manner which will provide
maximum security, meet the daily cash flow demands of the City, and provide highest
investment return while conforming to all California laws and local statutes governing the
investment of public funds.

2. Scope

This investment policy applies to all the funds and investment activities under the direct authority
of the City. This investment policy has been separately approved by the respective governing
bodies of the Housing Authority of the City of Napa (‘HACN”) and the Successor Agency to the
Napa Community Redevelopment Agency (“Successor Agency”); thus, references in this policy
to the “City” shall apply equivalently to HACN and the Successor Agency. There are four
categories of funds that are separately invested in accordance with specialized requirements
for administration and reserve requirements, which supersede conflicting requirements of this
policy, including: employees' retirement funds (governed by CalPERS), pension stabilization
trust funds (governed by separate investment guidelines adopted by City Council), CERBT trust
funds (Governed by CalPERS), and certain debt issues which are invested by trustees
“appointed under indenture agreements. Funds are accounted for in the City's Comprehensive
Annual Financial Report (CAFR) and include the following:

General Fund

Special Revenue Funds
Capital Project Funds
Debt Service Funds
Enterprise Funds
Internal Service Funds
Trust and Agency Funds

3. Prudence

All persons authorized to make investment decisions on behalf of the City 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 pnncnpal and maintain
the liquidity needs of the agency.

4. Objective

The primary objectives in priority order, of the City’s investment activities shall be:

4.1 Safety: 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 that capital losses
are avoided, whether from securities default, broker-dealer default, or erosion of market value.
To attain this objective, diversification is required in order that potential losses on individual
Page 10f11
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ATTACHMENT 1
EXHIBIT A

CITY OF NAPA
STATEMENT OF INVESTMENT POLICY
June 2019

securities do not exceed the income generated from the remainder of the portfolio. The City
may elect to sell a security prior to its maturity and record a capital gain or loss in order to
improve the quality, liquidity or yield of the portfolio in response to market conditions or the City's
risk preferences.

4.2 Liquidity: The City’s investment portfolio will remain sufficiently liquid to enable the
City to meet all operating requirements which might be reasonably anticipated.

4.3 Return on Investment:  The City's investment portfolio shall be designed with the
objective of attaining a market rate of return throughout budgetary and economic cycles, taking
into account the City's investment risk constraints and the cash flow characteristics of the
portfolio.

5. Delegation of Authority

Pursuant to the City of Napa Municipal Code Section 2.32.030(g), the Finance
Director/Treasurer is delegated investment authority and is responsible for investment decisions
and activities. Section 53607 of the California Government Code requires that delegation of
authority is only valid for a one-year period or until the delegation of the authority is revoked or
expires. Authority must be renewed each year. The Finance Director/Treasurer shall establish
written procedures for the operation of the investment program consistent with this investment
policy. Procedures should include reference to: Safekeeping, master repurchase agreement,
wire transfer agreement, collateral/depository agreement and banking service contract. Such
procedures shall include explicit delegation of authority to persons responsible for investment
transactions. No City personnel may engage in an investment transaction except as provided
under the terms of this policy and the procedures established by the Finance Director/Treasurer.
He or she shall be responsible for all transactions undertaken and shall establish a system of
controls to regulate the activities of subordinate officials. The City may engage the services of
one or more external professional money managers to assist in the management of the City's
investment portfolio in a manner consistent with the City's objectives. Such external managers
may be granted discretion to purchase and sell investment securities in accordance with this
Investment Policy. Such managers must be registered under the Investment Advisors Act of
1940.

6. Ethics and Conflicts of Interest

Officers and employees involved in the investment process shall refrain from personal business
activity that could conflict with proper execution of the investment program, or which could impair
their ability to make impartial investment decisions. Employees and investment officials shall
disclose to the City Manager any material financial interests in financial institutions that conduct
business within the jurisdiction, and they shall further disclose any large personal
financial/investment positions that could be related to the performance of the City’s portfolio.
Employees and officers shall subordinate their personal investment transactions to those of the
City's, particularly with regard to the time of purchases and sales.

7. Authorized Money Managers. Financial Dealers and Institutions

The City may contract with professional money managers to assist in the management of all or
part of its investment portfolio in compliance with the investment guidelines detailed in the
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Allowable Investment and Additional Investment Guidelines of this policy (Reference pages 5-
11).

If the Finance Director/City Treasurer directly invests in individual securities, then the City will
maintain a list of financial institutions and primary dealers authorized to provide investment
services. Professional money managers working with the City may maintain their own list.
"Primary" dealers include those that regularly report to the Federal Reserve Bank and should
qualify under Securities and Exchange Commission Rule 15C3-1 (uniform net capital rule).

All financial institutions, dealers and cash managers who desire to become qualified bidders for
investment transactions must supply the City with the following: audited financial statements,
proof of National Association of Security Dealers certification when applicable, trading
resolution, proof of State of California registration when applicable, completed questionnaire
and certification of having read the City of Napa's investment policy and depository contracts.

A current audited financial statement is required to be on file for each financial institution and
dealer.

8. Authorized Investments

The City is governed by the California Government Code Sections 53600 et seq. Authorized
investments of the City are detailed in the Allowable Investment and Additional Investment
Guidelines of this policy (Reference pages 5-11).

9. Collateralization

Collateralization will be required as indicated in the Allowable Investment and Additional
Investment Guidelines of this policy (Reference pages 5-11). Collateral will always be held by
an independent third party with whom the City has a current custodial agreement. A clearly
marked evidence of ownership (safekeeping receipt) must be supplied to the city and retained.
The right of collateral substitution may be granted.

10. Safekeeping and Custody

All securities owned by the City, shall be held in safekeeping by the City's custodian bank or a
third party bank trust department, acting as agent for the City under the terms of a custody or
trustee agreement executed by the bank and by the City. All securities will be received and
delivered using standard delivery-versus-payment (DVP) procedures.

11. Diversification
The City will diversify its investments by security type and institution as detailed in the Allowable
Investment and Additional Investment Guidelines of this policy (Reference pages 5-11).

12. Maximum Maturities

Unless matched to a specific cash flow, the City will not directly invest in securities maturing
more than 5 years from the date of purchase (See exception indicated in the Allowable
Investment and Additional [nvestment Guidelines of this policy (Reference pages 5-11).

13. Internal Control
The Finance Director/Treasurer shall establish a system of written internal controls which shall
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be reviewed by an independent auditor. This review will provide internal control by assuring
compliance with policies and procedures. The controls shall be designed to prevent losses of
public funds arising from fraud, employee error, misrepresentation of third parties, unanticipated
changes in financial markets, or imprudent actions by employees and officers of the City.
Controls deemed most important include: control of collusion, separation of duties, separation
of transaction authority from accounting and recordkeeping, clear delegation of authority,
specific limitations regarding securities losses and remedial action, written confirmation of
telephone ftransactions, minimizing the number of authorized investment officials,
documentation of transactions and strategies, and code of ethics standards.

14. Performance Standards

The investment portfolio shall be designed to attain a market average rate of return through
budgetary and economic cycles, taking into account the investment risk constraints and cash
flow needs. The specific investment performance objective for the portfolio shall be to earn a
total rate of return over a market cycle which is approximately equal to a market benchmark
index. The current benchmark index for the portfolio is the Merrill Lynch U.S. Treasuries/
Agencies 1-5 Year Index.

15. Reporting
Per California Government Code section 53607, the Finance Director/Treasurer shall provide

monthly transactions to the City Council.

Per California Government Code section 53646, the Finance Director/Treasurer may render a
periodic report to the City Council. This report shall include:

Type of investment, issuer,

Date of maturity,

Par and dollar amount invested on all securities,

The quarterly report shall state compliance of the portfolio to the statement of investment
policy, or manner in which the portfolio is not in compliance. The quarterly report shall also
include a statement denoting the ability of the local agency to meet its pool's expenditure
requirements for the next six months, or provide an explanation as to why sufficient money
shall, or may, not be available.

Monthly statements generated by the City's contracted investment managers shall provide the
following information:

Type of investment

Issuer

Maturity date

Par and dollar amount invested on all securities

Market value as of the date of the report and source of valuation

16. Investment Policy Adoption
The City’s investment policy shall be adopted by City Council resolution. Any modifications
made thereto must be approved by the City Council.
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A. CASH AND INVESTMENT INSTRUMENTS

City funds that are necessary to meet current operating demands may be kept in checking
accounts and savings accounts at financial institutions as identified in California State
Government Code Section 53648 provided that they are adequately secured with proper
coliateral as prescribed by Government Code Sections 53656 and/or 53658. The Finance
Director/City Treasurer is authorized to establish systems by which funds may be transferred
between these checking and savings accounts, and to and from allowable investment
instruments in accordance with this policy.

Allowable investments for the portfolio of the City are limited by California State Government
Code Sections 53601 et seq.; 53635. They are further restricted by the Finance Director/City
Treasurer's investment strategy. Allowable investments for the Housing Authority of the City of
Napa are further restricted by the Federal Department of Housing and Urban Development's
(HUD) Required HA Cash Management and Investment Policies and Procedures as provided
in Notice PIH 96-33(HA). Percentages of Investment Participation and pércentages of Maximum
Investment Participation apply at the time of purchase. Purchase transactions may not exceed
$10,000,000, nor exceed five-year maturities. Exceptions can only be approved by City Council.
The investment instruments and percentages of participation permitted by this policy are:

1. U.S. Treasury Securities (bills,. notes and bonds) are sold to finance gaps between the
federal government's receipts and expenditures.

A Treasury bill (or T-bill) is an obligation of the U.S. government to pay the bearer a fixed sum
on a specific date. Bills are sold by the Treasury at a discount from their par (face) value through
a competitive auction.

Treasury notes are coupon securities paying interest every six months and have a fixed maturity
of not less than one year and not more than 10 years.

Treasury bonds are coupon securities paying interest every six months with maturities of more
than 10 years.

California Government Code Section 53601 Requirement: No limit specified:

City of Napa Limitation:
1)  Maximum maturity - 5 years
2) Maximum par value total size - None
3) Maximum par value per issue - None
4) Credit- Full faith and credit of the Federal Government

2. U.S. Agency & Government Sponsored Enterprise Securities are not direct obligations
of the United States but rather are direct obligations of agencies of the federal government or
government-sponsored enterprises.

Securities issued by U.S. government agencies are backed by the full faith and credit of the
U.S. government.

The federal government has sponsored the creation of, or the financial support of several
corporations, also known as government-sponsored enterprises. None of these organizations
Page 5 of 11
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carry the federal government guarantee.

FDIC-guaranteed securities were a new fixed-income asset class in 2008 that resulted from the
Federal Depository Insurance Corporation's creation of the Temporary Liquidity Guarantee
Program (TLGP). Eligible banking institutions participating in the TLGP Program were able to
issue debt guaranteed by the FDIC through 10/31/09. The Program covers commercial paper
and corporate debt issued by participating banks and bank holding companies for issues that
are greater than 30 days maturity, but maturing on or before 12/31/2012.

California Government Code Section 53601 Requirement: No limit specified.

City of Napa Limitation:

1) Maximum maturity - 5 years

2) Maximum allocation - no limitation

3) Maximum allocation per issuer - no limitation

4) Credit - Despite having no statutory limitation concerning this category, prudent
investment practice necessitates constant analysis of the issuing agency. Although
these issues have either the implicit or explicit guarantee of the federal government,
market perception often limits the liquidity of these issues.

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

California Government Code Section 53601 Requirement: No limit specified.

City of Napa Limitation:
1) Maximum maturity - 5 years
2) Maximum allocation - no limitation
3) Maximum allocation per issuer - 5%
4) Credit - Despite having no statutory limitation concerning this category, prudent
investment practice necessitates constant analysis of the issuing State or agency.

4. Registered treasury notes or bonds of any of the other 49 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 these states.

California Government Code Section 53601 Requirement: No limit specified.

City of Napa Limitation: :
1)  Maximum maturity - 5 years
2) Maximum allocation - no limitation
3) Maximum allocation per issue - 5%
4) Credit - Despite having no statutory limitation concerning this category, prudent
investment practice necessitates constant analysis of the issuing State.
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5. Bankers acceptances are typically created from a letter of credit issued in a foreign trade
transaction. It is a time draft drawn on and accepted by a bank to pay a specified amount of
money on a specified date.

California Government Code Section 53601 Requirement:
1) Purchases may not exceed 180 days.
2) Purchases are restricted to 40% of the agency's surplus money.
3) No more than 30% of the City's surplus money may be invested in the bankers’
acceptances of any one commercial bank.
4) Include only those that are eligible for discounting with the Federal Reserve
System.

City of Napa Limitation:

1) Maximum maturity — 180 days

2) Maximum allocation is 30% of portfolio

3) Maximum par value per institution - regardless of sector, $2,000,000 or 5%
whichever is lower.

4) Credit - financial institutions that shall only include banks that have short-term
credit ratings of A-1, P-1 or equivalent ratings from other recognized rating
services.

6. Certificate of Deposit

6A. Certificate of Deposit (Time Deposit) is a time deposit in a financial institution
documented by a certificate that bears a specified dollar amount of the deposit, a specified
maturity date and a specified interest rate.

California Government Code Section 53635.8 Requirement: No limit specified.

City of Napa Limitation:
1)- Maximum maturity - 2 years
2) Maximum par value total size - No restriction
3) Maximum par value per institution - $250,000
4) Credit - from City authorized financial institutions. Collateralization must comply
with statutory regulations.

6B. Negotiable Certificate of Deposits are issued by nationally or state-chartered banks,
savings associations or federal associations (as defined by Section 5102 of the Financial
Code), state or federal credit unions, or by federally- or state-licensed branches of foreign
banks and are traditionally trade in lots of at least $1,000,000.

California Government Code Section 53601 Requirement: Shall not exceed the net worth of
the institution.

City of Napa Limitation:
1) Maximum Maturity - 5 years
2) Maximum allocation 30%
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3) Maximum allocation per institution - 5% regardless of sector

4) Credit - Must be rated in a rating category of “A” (long-term) or its equivalent or
better or A-1 (short-term) or its equivalent or better, by a nationally recognized
statistical-rating organization.

7. Commercial Paper are short-term unsecured promissory notes issued by various
economic entities in the open market to finance certain short-term credit needs.

California Government Code Section 563601 Requirement:

1) Prime quality of the highest ranking or of the highest letter and numerical rating as
provided for by nationally recognized statistical-rating organization.

2) Issuing corporation must be organized and operating within the United States.

3) Issuing corporation must have total assets in excess of five hundred million
dollars ($500,000,000).

4) Issuing corporation must be rated in a rating category of "A" or its equivalent or
higher by a nationally recognized statistical-rating organization for the issuer's debt,
other than commercial paper.

5) Purchases may not exceed 270 days maturity.

6) Purchases may not represent more than 10% of the outstanding paper of an issuing
corporation.

7) Purchases may not exceed 25% of the agency's surplus money.

City of Napa Limitation: .
1) Maximum maturity - 270 days
2) Maximum allocation 25%
3) Maximum allocation per issuer - 5% per issuer regardless of sector.
4) Credit - CA GC Section 53601 requirements.

8. Medium Term Notes (MTNs) issued by corporations organized and operating within the
United States.

California Government Code Section 53601 Requirement:
1) Maximum of five years maturity
2) Shall be rated in a rating category of “A” or its equivalent or better by a nationally
recognized statistical ratings organization.
3) May not exceed 30% of surplus money

City of Napa Limitation:

1)  Maximum maturity — 5 years

2) Maximum allocation - 30%

3) Maximum allocation per issuer - 5% regardless of sector

4) Credit - from City or money manager authorized institutions that shall only include
institutions rated in a rating category of “A” or its equivalent or higher by a nationally
recognized statistical-rating organization. Any downgrading of these issues below
the minimum required after purchase shall be reported to the Council in the
quarterly reports.
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9. Local Agency Investment Fund (L AIF) was established by the State to enable treasurers
to place funds in a pool for investments.

City of Napa Limitation: None

LAIF Limitations: .
1) Maximum amount permitted by LAIF’s Local Investment Advisory Board.
2) No more than 15 transactions in a month

10. A Repurchase Agreement is not a security but a contractual agreement. It consists of two
simultaneous transactions. First, an investor purchases securities (collateral) from a bank or
dealer. At the same time, the selling bank or dealer contractually agrees to repurchase the
collateral security at the same price (plus interest) at some mutually agreed future date.

California Government Code Section 53601 Requirement:
1) Term of repurchase agreements shall be for 1 year or less.
2) All securities under a repurchase agreement shall be held by the agency's
safekeeping agent.
3) The seller of repurchase securities shall not be entitled to substitute securities,
except as authorized by the City. New or substitute securities should be reasonably
identical to the original securities in terms of maturity, yield, quality and liquidity.

City of Napa Limitation: This investment vehicle, when utilized, shall comply with the following
guidelines:
1) Maximum maturity - 30 days
2) Maximum par value total size - 20%
3) Maximum par value per institution - 20%
4) Credit -
a) Securities shall be marked to market daily and shall be maintained at a
value no lower than $102.
b) Securities acceptable as collateral shall be U.S. Treasury obligations only.
c) It should be covered by a master repurchase agreement.
5) Repurchase agreements shall only be made with primary dealers of the Federal
Reserve Bank of New York.

11. Money Market Funds The City is authorized to invest in 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 and are
subject to either one of the following requirements:

1) The institutions shall have the highest rating provided by not less than two
nationally recognized rating services.

2) Theinstitutions' investment advisors shall be registered or exempt from registration
with the Securities and Exchange Commission with not less than five years'
experience managing money market mutual funds with assets under management
in excess of five hundred million dollars ($500,000,000). The purchase price of
shares of beneficial interest purchased shall not include any commission that these
companies may charge.
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City of Napa Limitation:

1) Maximum allocation - 20% of agency's funds.
2) Maximum of 10% per any one money market mutual fund.

12, California Asset Management Program. The City is authorized to invest in shares of the
California Asset Management Program, a joint powers authority established to provide
investment services for California public agencies under section 53601(p).

1) City of Napa Limitation: None
2) CAMP Limitations: City's investment may not comprise more than 10% of the
CAMP Pool.

13. Asset-Backed Securities. The City is authorized to invest in a mortgage pass-through
security, collateralized mortgage obligation, mortgage-backed or other pay-through bond,
equipment lease-backed certificate, consumer receivable pass-through certificate, or
consumer receivable-backed bond.

California Government Code Section 53601 Requirement:
1) Maximum remaining maturity of five years or less
2) Shall be rated in a rating category of “AA” or its equivalent or better.
3) May not exceed 20% of surplus money

City of Napa Limitation:
1) Maximum maturity - 5 years
2) Maximum allocation - 20%
3) Maximum allocation per issuer - 5% regardless of sector
4) Credit - CA GC Section 53601 requirements.

14. Supranationals. The City is authorized to invest in 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.

California Government Code Section 53601 Requirement:
1) Maximum of five years maturity
2) Shall be rated in a rating category of “AA” or its equivalent or better by a
nationally recognized statistical ratings organization.
3) May not exceed 30% of surplus money

City of Napa Limitation:
1) Maximum maturity- 5 years

2) Maximum allocation 30%
3) Maximum allocation per issuer- 5% regardless of sector
4) Credit- CA GC Section 53601 requirements.

Other investments not authorized by the City of Napa (with the exception of LAIF and
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CAMP):

1) Reverse repurchase agreement

2) Mutual funds

3) Derivatives such as financial futures and options, step-ups, floaters, inverse
floaters, Interest-only (I0s), Principal-only (POs), forwards, currency and interest
rate swaps, caps, floors, collars, STRIPS except those already owned as of
12/31/83), etc.

4) Local government investment pools other than LAIF unless specifically approved
by the City Council.

5) Eurodollar CDs

6) Federal (Fed) funds.

B. ADDITIONAL GUIDELINES

1) Where California Government Code Section 53601 specifies a percentage
limitation for a particular category of investment, that percentage is applicable
only at the date of purchase.

2) The rating criteria will apply at the time of purchase. If an eligible investment is
downgraded after purchase to a rating category which is below the minimum
required, the Finance Manager will document his/her analysis and
recommendation for disposition of the security for review and approval by the
Finance Director / Treasurer.

3) Securities shall not be purchased with trading or speculation (such as anticipating
an appreciation of capital value through changes in market interest rates) as the
dominant criterion for the section of the security,

4) Transfer of funds to any one institution of more than $5,000,000 shall be approved
by the Finance Director/Treasurer.

5) All new financial institutions or primary dealers not already approved by
professional money managers working with the City shall be approved by the
Finance Director/Treasurer.

6) Trading is prohibited when cash or securities are not available to pay for the
securities being purchased. Taking of short position, i.e. selling securities which the
City does not own, is also prohibited.

7) Written policies and procedures for the delegation of authority for all investment
activities shall be strictly followed.

8) Written investment procedures shall be strictly followed.

9) In case a financial institution or depository is downgraded, the Finance
Director/Treasurer shall promptly make and implement an informed decision on
whether to sell, withdraw, or retain any security or deposit in the City portfolio issued
or held by such affected financial institution or depository.

10) Written policies and procedures for the selection and maintenance of qualified
financial institutions should be strictly followed. The Finance Director/Treasurer
shall continue to monitor financial institutions' credit characteristics and financial
history throughout the period in which City funds are deposited or invested.
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