On Monetizing the
Philadelphia Public Bank

“But we’re broke!
Where will we get the money?”

Available on Slideshare.net: https://www.slideshare.net/ScottOnTheSpot/philly-public-bank-and-cafr-presentation



Look first in the City’s
Comprehensive
Annual Financial Report (CAFR)

* Every Government entity has a CAFR — there are ~200,000 CAFRs,
totaling 10s of trillions of dollars, almost all online.

* Itis not the city “Budget.”

A "Budget" discloses the city’s tax funding for the year.

A ”Comprehensive Annual Financial Report" shows all city
income: Investment, Taxation, and Enterprise, plus the
accumulated wealth over decades.

* |t's a BIG difference! It’s the difference between your
household budget vs. your statement of net worth.
* Philadelphia CAFR sources:
http://www.phila.gov/investor/CAFR.html and
http://www.phila.gov/investor/Financial Reports.html



http://www.phila.gov/investor/CAFR.html
http://www.phila.gov/investor/Financial_Reports.html

Find Me the Money!

It’s hidden in Plain Sight, standardized in every CAFR

General Funds

Use liquid assets (in red), not fixed capital

Statement of Fund Net Position
Proprietary Funds
June 30, 2020

City of Philadelphia Exhibit |
Statement of Net Position
June 30, 2020 Arrrresrrts Iry Ehoermands oFr (4S50
Primary Government
Governmental Business Type Component
Activities Activities Total Units
Assets
Cash on Deposit and on Hand 38,738 30 328,768 647,322
Equity in Pooled Cash and Investments - - - 504 408
Equity in Treasurer's Account 1.565.516 386,079 1..951.59S -
Investments 41,319 - 41.319 83.903
Due from Component Units 36,760 - 36,760 -
Due from Primary Government - - - 136,933
Internal Balances 7,479 (7.479) - -
Amounts Held by Fiscal Agent 131,032 - 131,032 -
Notes Receivable - Net - - - 53,967
Accounts Receivable - Net 725,841 200,617 926,458 390,808
Interest and Dividends Receivable 4 800 - 4 800 28,238
Due from Other Governments - Net 753,856 21,462 775,318 307.602
Inventories 13,674 74,336 88,010 181,405
Other Assets 69,273 707 69,980 98,265
Restricted Assets:
Cash and Cash Equivalents - 1. Y77, 7607 239,608
Other Assets - 3I72.216 619.583
Capital Assets:
Land and Other Non-Depreciated Assets 946,087 2,223,074 665,187
Other Capital Assets (Net of Depreciation) 1,725,932 5,379,428 4,327,897
Total Capital Assets, Net 2,672,019 7.602.502 4,993,084
Total Assets 6,060,307 13,216,525 8,285,126
Deferred Qutfiows of Resources 637.912 106.617 744,529 873.023
$245,573 $386,109 $2,031,682 $1,235,633
Proprietary Funds
City of Philadelphia Exhibit VI

Amounts in thousands of USD

Assets

Current Assets:
Cash on Deposit and on Hand
Equity in Treasurer's Account
Due from Other Governments
Accounts Receivable
Allowance for Doubtful Accounts
Inventories
Other Assets

Total Current Assets

Business Type Activities - Enterprise Funds

Other Non-Major

Industrial &

Water and Commercial
Sewer Aviation Development Total
30 - - 30
132,453 243,389 10,237 386,079
- 938 20,524 21,462
174,112 43,214 - 217,326
(15,282) (1,427) - (16,709)
17,135 5,513 51,690 74,336
707 - - 707
309,155 291,625 82,451 683,231
$132,483 $243,389 $10,237 $386,109



The Big Kahuna —

The Pension Funds: Large, Liquid, Long-term, Investments

City of Philadelphia Exhibit IX
Statement of Net Position
Fiduciary Funds

June 30, 2020 Amounts in thousands of USD
Pension
Trust Agency
Funds Funds
Assets
Cash on Deposit and on Hand 22,433 147,606
Equity in Treasurer's Account 6,243,112 68,109
Investments - 2,470
Securities Lending Collective Investment Pool 391,234 -
$6,656,779 $218,185

Reallocate portions of the General and Proprietary short-term funds to Deposits, and a
portion of the Pension fund (5%-10%) for long-term Capital investment into the bank (15-20

years) while providing a modest ROl on each.

Deposits are short-term, moving in and out to meet city needs, and must be larger than the loan portfolio.

Capital is long-term, retained while the Pension Fund is repaid, with interest, in <20 years, but 1/9t size of loan portfolio.



Philadelphia Pension Investments

Pages 109-110: “The Fund seeks an annual total rate of return of not less than 7.55% over a full market cycle” but...“For the
year ended June 30, 2020, the annual money-weighted rate of return on pension plan investments, net of pension plan
investment expense, was 1.89%.”

The following was the Board’s approved asset allocation policy as of November 14, 2019:

Asset Class Target Allocation

Broad Fixed Income 13.0 %
High Yield 1.0 %
Global Aggregate 1.0 %
Emerging Market Debt 2.0 %
U.S. Large Cap Core Equity 20.0 %
U.S. Mid Cap Core Equity 4.0 %
U.S. Small Cap Core Equity 4.0 %
Global Low Volatility Equity 10.0 %
International Deweloped Large Cap Equity 10.0 %
International Small Cap Equity 3.0 %
Emerging Market Equity 3.0 %
Core Real Estate 10.0 %
Public REITs 1:0 %
Opportunistic Real Estate 1.0 %
Global Infrastructure 5.0 %
Private Equity 12.0 %
Total 100.0 %

Money-Weighted Rate of Return

For the year ended June 30, 2020, the annual money-weighted rate of return on pension plan investments,
net of pension plan investment expense, was 1.89%. The money-weighted rate of return expresses investment
performance, net of investment expense, adjusted for changing amounts actually invested.



The Philly Pension Fund is
often invested in other countries and in risky Derivatives!
Why not Philadelphia? Would a Public Bank be safer and better?

The Fund’s exposure to foreign currency risk at June 30, 2020 was as follows (expressed in thousands):

Currency Cash Fixed Income Equities Derivatives Total

Euro (EUR) $ 1,728 $ 12,897 $ 326,881 $ 282 $ 341,788
Japanese Yen (JPY) 329 - 248,018 (46) 248,301
Pound Sterling (GBP) 149 945 148,887 (242) 149,739
Canadian Dollar (CAD) 159 815 107,739 4) 108,709
Hong Kong Dollar (HKD) 90 - 94 933 - 95,023
Swiss Franc (CHF) 635 B 86,510 3 87,148
Australian Dollar (AUD) 145 6,773 75,156 (360) 81,714
Sw edish Krona (SEK) 174 - 29,377 3 29,554
South Korean Won (KRW) - - 29,274 5 29,279
Mexican Peso (MXN) 25 19,333 4,112 45 23,515
Danish Krone (DKK) 105 - 19,183 5 19,293
Brazilian Real (BRL) - 3,833 10,758 (194) 14,397
Malaysian Ringgit (MY R) - 6,663 6,110 - 12,773
South African Rand (ZAR) 21 5,257 7,275 (205) 12,348
Indonesian Rupiah (IDR) 43 7,269 4,486 47 11,845
Singapore Dollar (SGD) 127 - 10,887 - 11,014
Polish Zloty (PLN) 51 7,445 2,402 - 9,898
Colombian Peso (CLP) - 6,896 483 37 7,416
Norw egian Krone (NOK) 78 B 6,777 381 7,236
New Zealand Dollar (NZD) 120 - 5,148 160 5,428
Thai Baht (THB) 6 - 4.911 - 4,917
Israeli New Shekel (ILS) 77 - 4,258 - 4,335
All Others 2,681 6,987 8,967 231 18,866

$ 6,743 $ 85,113 $ 1,242,532 $ 148 $ 1,334,536

Derivatives

The Fund may invest in derivatives as permitted by guidelines established by the Pension Board. Pursuant
to such authority, the Fund may invest in foreign currency forward contracts, options, futures (S&P Fund) and
swaps. No derivatives were purchased with borrowed funds.

Derivatives are generally used to provide market exposure in the equity portfolio and to hedge against foreign
currency risk and changes in interest rates, improve yield and adjust the duration of the Fund’s fixed income
portfolio. These securities are subject to changes in value due to changes in interest rates or currency
valuations. Credit risk for derivatives results from the same considerations as other counterparty risk assumed
by the Fund, which is the risk that the counterparty might be unable to meet its obligations.

*** See pages 111—115 for full investment risks ***



Pension Fund Fees

Standard fund management fees — there are >100 investment
managers paid by the pension board! Are there too many cooks?

Broker fees or trading costs

Reporting fees to JP Morgan for “City of Philadelphia Municipal
Pension Fund Excess Return Report”

What other fees are there?

* Hedge fund 2 and 20? — 2% for
“showing up” and 20% of any
profits?

* Fund expenses?

* Fees cities and states pay for
withdrawing from certain
hedge funds?




How bad is it, really?

It’s not just Philadelphia.
NYC Comptroller Scott Stringer report over
a 10-year period (from 2015):

“When you do the math on what we pay Wall
Street to actively manage our funds, it’s
shocking to realize that fees have not only
wiped out any benefit to the funds, but have in
fact cost taxpayers billions of dollars in lost

returns.”

https://www.nytimes.com/2015/04/09/nyregion/wall-street-fees-wipe-out-2-5-billion-in-
new-york-city-pension-gains.html

But Pension Funds could be powerful partners for a public bank!



https://www.nytimes.com/2015/04/09/nyregion/wall-street-fees-wipe-out-2-5-billion-in-new-york-city-pension-gains.html

Can Fund Investments be Redirected?

The Pension Board allows for Alternative Investments:

* "The Fund may, from time to time, make investments in products
and programs other than traditional stocks, bonds and cash
equivalents...which can be broadly classified as alternative
investments, (and) may consist of hedge funds, private equity,
private debt, real estate equity, real estate debt...real assets and
opportunistic investments resulting from market dislocations and
niche investment opportunities which do not fit with other
alternative investment categories.”

Does a Public Bank fit this criteria? If not, should the
Board’s policy should be changed if it is just as safe and
productive as all of the investment types listed?



We are NOT proposing to change fund uses,
just fund investments.
This preserves the ability for government to cover future expenses

~95% of pension fund is rolled over, never paid to pensioners.

Investments in a Public Bank could be more:
* Prudent and safe
e Counter-cyclical
* Able to provide consistent returns
» Supportive of the local community/job-creation
* Fiduciarily responsible

Note: Although tax revenues are used throughout the year, this usage is
predictable and these revenues can form the deposit base for making loans.
This is how the Bank of North Dakota has worked since 1919.



So how do we Monetize our Philadelphia Public Bank?

Determine how much money the Bank mission(s) will require for a
secure start and sustained operations by generating a detailed
business plan

e Calculate and project results - ROE, ROA, Profits, Dividends,
Performance, Operating Ratios, Loan Loss Ratios, etc.

Ascertain available City assets via the CAFR (general fund and cash
accounts, agencies, etc.) to acquire Bank Capital and Deposits

Consider pension fund resources!
Get professional bankers involved to confirm assessments

Engage elected City champions and Public Allies




Available on Slideshare.net: https://www.slideshare.net/ScottOnTheSpot/philly-public-bank-and-cafr-presentation

For further information, see....
https://bit.ly/phillycafr: 2013 live Philadelphia presentation with video
https://bit.ly/phillycafrnotes: 2013 live Philadelphia presentation with notes

and...

How To Start a Public Bank

by
Scott Baker, Senior Advisor & NY State Coordinator for the
Public Banking Institute

http://www.publicbankinginstitute.org/

available at:

http://www.slideshare.net/ScottOnTheSpot/how-to-start-a-public-bank

ssee PUBLIC
7999 BANKING

s INSTITUTE

Banking in the Public Interest



http://www.publicbankinginstitute.org/
http://www.slideshare.net/ScottOnTheSpot/how-to-start-a-public-bank
https://bit.ly/phillycafr
https://bit.ly/phillycafrnotes
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