as Water
Development Board

P.O. Box 13231, 1700 N. Congress Ave.
Austin, TX 78711-3231, www.twdb.texas.gov
Phone (512) 463-7847, Fax (512) 475-2053

TO: Board Members

THROUGH: Kevin Patteson, Executive Administrator /&fp

FROM: Cindy Demers, CPA, Chief Financial Officer W

DATE: February 17, 2016

SUBJECT: Quarterly Investment Report for the period September 1, 2015 through

November 30, 2015

BACKGROUND

This report and its attachments have been prepared and are submitted to the Board in accordance
with the Public Funds Investment Act (PFIA). The Board’s investment portfolio is in
compliance with its Investment Policy and relevant provisions of the PFIA.

As of November 30, 2015, the TWDB had $871,678.861 in the investment portfolio and
$124,285,381 in cash in the accounts held by the Texas Safekeeping Trust Company (TTSTC) as
directed by the TWDB. In addition, the SWIRFT had investments of $106,867,858 and
$848,196,106 in cash equivalents. The large amount of liquid assets in the SWIRFT is due to the
fact that as of November 30, most of the SWIRFT loans had not yet closed. The TWDB also had
$1.760,998.,022 of investments and $109,580,851 of cash in the SWIFT as managed by the
TTSTC.

The average rate earned on funds in the Treasury was 0.519%, 0.582%, and 0.626% in
September, October, and November, respectively. For the TWDB’s Enterprise Funds held by the
TTSTC, the weighted average yield on the TWDB’s Enterprise Funds held by the TTSTC was
0.200%, 0.201%, and 0.238% in September, October, and November, respectively. The yield on
the SWIRFT securities is 0.935%.

Attachment 2 is the investment scorecard which provides a month-by-month view of the market
values and weighted average maturities of the portfolios. This trending data is monitored to
evaluate and modify investment strategy as market conditions change. In addition, this
attachment shows all trading activity that occurred. Individual monthly investment sheets are
included which detail beginning and ending book and market values.

Our Mission :  Board Membears

To provide leadership, information, education, and .  Bech Bruun, Chairman | Kathleen Jackson, Member ! Peter Lake, Member
support for planning, financial assistance, and -
outreach for the conservation and responsible -
development of water for Texas .  Kevin Patteson, Executive Administrator
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For an economic summary of the period, please refer to Attachment 4, the Dallas Federal
Reserve Bank of Dallas National Economic Update from December 17, 2015. Staff will address
any questions or comments from members of the Board.

This Quarterly Investment Report complies with the TWDB's Investment Policy and with the
requirements of Section 2256.023 of the Texas Government Code.

O P

Cindy @S ,
Chief Fi al Officer/Investment Officer

e

/ K ’f e M(,gc\/:"‘)

Kevin Pattéson
Executive Administrator/Investment Officer

Attachment 1 — PowerPoint presentation
Attachment 2 — Investment Scorecard/Detail
Attachment 3 — Investment Definitions
Attachment 4 — Dallas Fed Economic Update
Attachment 5 — Biennial Report on PFIA
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Attachment 3

Investment Definitions for the Quarterly Investment Report

Agency (discount) Notes — Similar to Treasury bills, discount notes are issued by government-

sponsored agencies such as Freddie Mac and FHLB. Like T-bills, discount notes are issued at a
discount from par, and have maturity dates of up to one year *. Unlike Treasury securities, they
carry only the implied faith and credit of the U.S. government.

Cash on hand - liquid reserves.

Commercial Paper — short-term obligations with maturities ranging from two to 270 days
issued by banks, corporations, and other borrowers to investors with short term cash to invest.
Though unsecured, commercial paper is usually backed by bank lines of credit, and assigned
credit ratings by Moody’s, Fitch, and S&P L

FHLB (Federal Home Loan Bank) Bonds — are issued by the FHLB, one of the largest
government sponsored entities (GSEs), and therefore carry the implied faith and credit of the
U.S. government *.  Agency bonds can be issued as bullets, with a fixed coupon rate until
maturity, or as a floaters, whose coupon rate floats with an underlying index such as LIBOR and
resets periodically (usually monthly or quarterly) over the life of the bond. Agencies and GSE’s
also issue callable and non-callable bonds .

Limited Partnership — is an organization made up of a general partner, who manages the day-
to-day operations, and limited partners, who invest in the partnership but are not involved in day-
to-day operations. Limited partners typically cannot lose more than their capital contribution,
and receive income, capital gains, and tax benefits '

Long — refers to any security on the Quarterly Investment Report whose maturity is greater than
one year as of the trade date.

Mutual Funds — are operated by an investment manager that raises money from shareholders
and invests proceeds in securities such as stocks, bonds, and foreign currencies. Mutual funds
offer the investor advantages such as diversification, professional money management, and
improved pricing due to economies of scale g

Repo (repurchase agreement) — is an agreement between a seller and a buyer, usually of U.S.
sovernment securities, whereby the seller agrees to repurchase the securities at an agreed upon
price and, usually, at a stated time '. Arepo is effectively the simultaneous sale and repurchase
of a security for different settlement dates, and resembles a collateralized loan whereby a market
participant either pledges securities to borrow short-term funds, or pledges cash in order to make
a short-term investment ~.
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Economic data released since early November point to mod-
erate U.S. economic growth in the fourth quarter. An up-
ward revision to third-quarter real gross domestic product
(GDP), coupled with several generally positive reports on
October and November economic activity, implied that
growth has picked up in the fourth quarter. Evidently, the
Federal Open Market Committee (FOMC) has seen enough
improvement in the labor market and is reasonably confi-
dent that inflation will move up to its 2 percent target over
the medium term to raise the federal funds rate for the first
time in nearly a decade.

Output Growth Revised Upward

U.S. real GDP expanded at a 2.1 percent pace in the third
quarter (Chart 1). The second estimate of GDP growth
marked an upward revision from the original estimate of 1.5
percent. The revision was mostly due to a 0.8 percentage
point increase in the contribution from private inventories—
a volatile component.

Recent data from the Institute for Supply Management sug-
gest that the service sector continued to expand in October
and November, while the manufacturing sector dipped into

contractionary territory in November (Chart 2).

Qil prices fell below $40 per barrel after the Organization of
Petroleum Exporting Countries’ (OPEC) decision on Dec. 4
to maintain current production levels. The drop in oil prices
will likely stall oil-related investments, putting downward
pressure on the nonresidential fixed investment component
of GDP, while boosting private consumption due to in-
creased disposable income (Chart 3). The strong dollar and
the slowdown in global growth will continue to weigh nega-
tively on U.S. manufacturing and net exports.

Labor Market Rebounds in Fourth Quarter

Recent reports from the Bureau of Labor Statistics indicate
a pickup in job growth in the fourth quarter. In 2015, non-
farm payroll growth has averaged 210,000 per month
(Chart 4). Nonfarm payrolls rose a strong 298,000 in Octo-
ber and 211,000 in November after slow payroll gains in
August and September, In addition, the establishment sur-
vey reported slight increases in average weekly hours and
average hourly earnings of production and nonsupervisory
workers since September. The headline unemployment rate
fell 0.1 percentage points from September to 5.0 percent in
November.

Consumer Price Index Inflation Firming

In contrast with the strong employment data, inflation read-
ings have been more mixed on the progress toward the
Federal Reserve’s 2 percent objective. Core measures of
inflation continued to show varying degrees of stability in
the personal consumption expenditures (PCE) price index
but modest acceleration in the consumer price index (CPI).
Chart 5 plots the conventional ex-food-and-energy core
measure, along with alternatives produced by the Federal
Reserve Banks of Cleveland and Atlanta and the Dallas
Fed’s Trimmed Mean PCE. Core and trimmed mean
measures of PCE inflation over 12 months were 1.3 and 1.7
Federal Reserve Bank of Dallas

Attachment 4

Chart 1
Third-Quarter Real GDP Growth Revised Upward
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Chart 2

Manufacturing and Service Sectors Continue to Diverge
Diffusion index*
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percent, raspectively, while core measures of CPI inflation range
from 2.0 to 2.5 percent. The acceleration present in the CPI-
based measures, but absent in the PCE-based measures, re-
flects the greater weight CPI places on shelter costs, which have
increased noticeably over the past year.

The headline unemployment rate has dipped below the Con-
gressional Budget Office’s 5.1 percent estimate of nonaccelerat-
ing inflation rate of unemployment {(NAIRU). While slack in the
labor market may remain, an unemployment rate persistently
below the NAIRU should, in theory, result in a pickup in infla-
tion.

Forecasters Today Disagree Less on Path of Federal
Funds Rate than in Previous Liftoffs

The target range for the federal funds rate has been raised to
0.25-0.5 percent after nearly seven years of being kept around

National Economic Update 1



Biennial Report on
Public Funds Investment Act

2015 PFIA Legislative Changes

Source: University of North Texds Center for Public Managemen

Two Legislative bills were passed that will impact the Texas Public Funds Investment Act 2256 effective
September 1, 2015:

HB 870

Reduces the amount of Public Funds Investment Act (Chapter 2256.008, Texas Government Code)
training hours for city and school district finance and investment officers from ten hours every two
years to eight hours every two years. City and school district finance and investment officers must still
initially receive ten hours of training within 12 months after taking office or assuming investment
duties. Effective September 1, 2015.

HB 1148

Provides that a city finance or investment officer must take only the initial 10 hour training under the
Public Funds Investment Act (Chapter 2256.008, Texas Government Code) but no continuing
investment training if the city: (1) does not invest city funds; or (2) only deposits city funds in interest-
bearing deposit accounts or certificates of deposit. Effective September 1, 2015.

Since the phrase “does not invest city funds” is not defined in the bill, any city finance or
investment officer desiring to forgo investment training under this bill may want to provide a
definition of this phrase in the city’s approved investment policy, which is still a requirement under
the Public Funds Investment Act.

Additionally, it is recommended that any city finance or investment officer desiring to forgo investment
training under this bill may want to confirm the applicability of the training hour changes with their
local attorney/auditor.

TWDB PFIA Training

The agency has two Investment Officers, the Executive Administrator and the Chief Financial Officer, as
well as one staff member with a focus on reviewing and reporting on investment data and a number of
other staff members who support the reporting and administrative process. The Chief Financial Officer
and several staff members have recently received PFIA training and/or expect to receive it soon.




