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CURRENT MARKET THEMES

o Treasury yields are much higher and the yield curve is steeper as long-term
rates soared with higher inflation expectations post-clection

© Market participants expect the Federal Reserve (the “Fed”) to raise rates twice
in 2017 under moderate economic conditions:
HIGHLANDS RANCH — GDP growth accelerating after weak first half of 2016

Metro District

— Labor market continues to strengthen

. — Inflation picking up slowly

Economic and Market Update pieing p v

Highlands Ranch Metropolitan District o Fed officials forecast three interest rate hikes, according to the “dot plot”

© President-elect Trump’s proposed spending policies are expected to drive
inflation higher and may benefit corporations through tax cuts and

deregulation
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U.S. ECONOMIC & MARKET HIGHLIGHTS U.S. ECONOMY BOUNCES BACK IN THIRD QUARTER CONSUMER CONFIDENCE
©  US.GDP growth increased at an annual rate of 3.5% in the third quarter of 2016, the strongest reading in two Consumer confidence surged to the highest level since 2001 following the US. presidential election.
years X
! o Stronger consumer sentiment should encourage more spending The recent trend of declining savings rate could
Over the Last Economic Market ® Third quarter GDP reflected positive contributions from personal consumption, gross private investment, also result in even higher personal consumption in 2017,
12 Months Highlights Highlights government spending, and net exports. Gross private investment has returned to positive tertitory, driven entirely
by a large increase in private inventories, after three straight quarters of negative contributions to GDP.
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LABOR MARKET STRENGTH CONTINUES

® The US. labor market added 156,000 jobs in December, and averaged 180,000 per month in 2016.

©  The unemployment rate ticked up to 4.7% while the U6 unemployment rate, which includes part-time and
discouraged workers for economic reasons, ticked down t0 9.2%, the lowest since 2008,

©  Average hourly carnings grew at 2.9% for the year, the strongest since 2009.

INFLATION RISING, BUT SLOWLY

3/23/2017

‘The core personal consumption expenditures (“PCE”) price index, the Fed preferred gauge of core inflation,

stayed around 1.7% year-over-year through November, continuing to modestly undershoot the Fed’s 2% target.

However, investors are expecting inflation to pick up, with market expectations for inflation over the next five years
recovering back to levels last seen in 2014; a tightening labor market together with President-elect Trump’s proposed
spending policies could add to price pressures and prompt the Fed to raise rates faster
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FOMC STATEMENT HIGHLIGHTS

« Information received since the FOMC (the “Committee”) met in
November indicates that the labor market has continued to
strengthen and that economic activity has been expanding ata
moderate pace since mid-year.

December

Job gains have been solid in recent months andthe
1 4 unemployment rate has declined.

Inflation has increased somewhat since earlier this year butis
still below the Committee’s 2 percent longer-run objective, partly

reflecting earlier declines in energy prices and in prices of non-
energy imports.

« In view of realized and expected labor market conditions and inflation, the Committee
decided to raise the target range for the federal funds rate to 0.50 —0.75%.

« The stance of monetary policy remains accommodative, thereby supporting further
strengthening in labor market conditions and a return to 2 percentinflation.

+ All 10 voting members of the FOMC supported the monetary policy action.

Sonre: Federal Resrve,
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 Treasury rates have surged following the US. elections, with longer maturities rising substantially due to higher
inflation expectations from the President-elect’s proposed fiscal policies. The shorter end of the curve also moved
higher as market participants priced in a December rate hike.
o Asaresult, the yield curve has steepencd significantly, even compared to a year ago.
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U.S. TREASURY YIELDS

Yield History Past 12 Months
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COMPONENTS OF TOTAL RETURN

10.00%

Total Return Components of

BofA Merrill Lynch 1-5 Year U.S. Treasury Index

8.00%

4.00%

200% I I
g ||

200%

0% o003 2004

2005 2006 2007 2008 2009 2010

m lncome Return,

Sonre: Blonrg, BofA Merril Ly Indis s of

 Price Return

2011

02 203 204 205 2016

- s

MONEY MARKET REFORM TAKES HOLD

mposed money market reforms, which became effective in October 2016, caused a significant shift in assets

from prime funds (which typically purchase short credit instruments) to government-only funds.

As a result, yield spreads widened sharply, especially in the 6-12 month area of the curve, making commercial

paper and negotiable bank cerificates of deposit (“CDs”) attractive alternatives to Treasury bills and short-term
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YIELD ENVIRONMENT
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As of December 31, 2016

Federal

Agency

AAA Taxable
Municipal

Maturity AA Corporate| A Corporate

3-Month 0.50% 0.54% 0.82% 0.96% -

6-Month 0.61% 0.66% 1.07% 1.29% -
0.81% 0.95% 1.29% 1.42% 1.20%
1.19% 1.25% 1.61% 1.80% 1.50%
1.45% 1.50% 1.91% 2.13% 1.77%
1.93% 2.03% 2.42% 2.62% 2.24%
2.45% 2.83% 3.28% 3.37% 3.10%
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POTENTIAL IMPACT OF A TRUMP ADMINISTRATION

Fiscal U

Monetary

Regulatory .

Massive infrastructure spending

Increased military spending
Entitlement changes (but not social security)
Fill 2 vacancies on Federal Reserve Board
Increase Congressional oversight of Fed
Replace chair (Yellen) and vice chair (Fischer)
when terms expire in February 2018

Reduce corporate and personal income tases

« Simplify tax code

Repeal Dodd-Frank

Repeal Affordable Healthcare Act
Withdraw from Paris Climate Accord
Promote fossil fuel-based energy production

Restrictimmigration
Deport immigrants

Trade

"Force Mesico to pay"

Challenge China's economic policy
Renegotiate NAFTA, abandon TPP

Impose taxes or tariffs to pressure nations to
negotiate bi-lateral agreements

Boost economic growth over mid-term
Tncrease borrowing and Federal deficit
Higher inflation

Tighter monetary policy
Less regulation of banks
Higher bond yields

Increase corporate earnings
Change the risk profile of the financial
services industry

Disrupt the healtheare industry

Lower encrgy prices

Labor shortages in some industries
Exacerbate trade tensions with Mesico
Push up US. consumer p

Stronger US. dollar
Higher inflation
Possible trade wars
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2017 OUTLOOK: SUMMING IT ALL UP

Key Takeaways:

* US. economy expected to show improving
growth

* Interest rates are likely to continue rising at
‘modest pace

Fixed Income

Portfolio Strategy Implications

Inflation will sise from historic lows

35-year bull market in bonds likely over
Returns driven by Fed policy and economic
Upside Opportunity: landscape
* Faster cconomic growth creates a virtuous
cyele of improving productivity and lower
deficits, boosting equitics and bonds

Increased volatilty in the bond market due
to political uncertainty

Sector allocation remains broadly diversified

Downside Risks:

* Rising political uncertainty around the world
* Increasing trade frictions
* Business cycle is long in duration

Continued emphasis on use of credit and
other spread products

2017 PEM Asset Management LLC. 16

Portfolio Characteristics and
Investment Strategy




PORTFOLIO RECAP

* The US. presidential clection dominated the 4¢h quarter—first by creating general uncertainty, then by triggering significant market reactions
to the surprising Trump victory. Following the clection, interest rates surged as expectations for stronger economic growth and higher

inflation took hold.

For much of the past year, we maintained a duration position close to the duration of the portfolios performance benchmark. By late
October, however, we recognized that the uncertainty related to the election, and the strong likelihood of  Fed rate increase, had ereated an

environment less favorable to this duration position. We strategically shortened portfolio durations in late October, reducing the price

sensitvity of portfolios to interest rate changes as shorter durations are berter for portfolios in a rising rate cnvironment. Then, in carly
December, following the deamatic rise in interest rates, we extended durations 0 be more closely aligned with benchmarks, capturing the
higher yiclds available.

“The difference in yield between Federal agenci

and US. Treasurics (the spread) continued to narrow, erasing much of the value that was secn
off and on throughout the year. In some cas

s, we found it strategically advantageous to swap out of expens

 Federal ageny holdings into
US Treasuries at similar yields. When buying Federal agency securities, we focused on new issues that came to market with yield_ concessions
that offered good value,

We generally maintained allocations to the corporate sector as valuations remained fair-to-modestly-expensive amid tight yield spread levels
The corporate sector once again outperformed comparable-maturity Treasuries during the fourth quaster, and finished the year with the best

performance compared to Treas, e 2012,

s i

We continued to invest in new-issue s

backed sccurities (*ABS”), where permitted, as AAA-rated tranches of high-qualiy structures
continued to offer good value, adding to returns and further diversifying portfolios.

We maintained existing holdings of morigage-backed sccurities (“MBS”), where permitted, secking incremental income and further portfolio
diversificaon. The sh i interest rates during the quarter led to slower MBS prepayments, which caused many

pass-through structures to extend and underperform similar duration Treasuries. Our focus remained on structures that were less susceptible
o extension fisk.

arp

The well-publicized reforms to the money market fund industey took effect in the fourth quarter. The reforms caused significant changes in
the supply/demand dynamic in short-term markets. Nearly $1 trillion in assets shifted from “prime’” funds that invest in credit instruments,
into government funds, that hold only government securities. The result was increased demand for—and thus lower yiclds on:
government sccurities and reduced demand for— and thus higher yiclds on—short-term credit instruments (c.g, commercial paper and bank
cerificates of_deposi). This ereated excellent investment opportunities in shor-term credit instruments.

short-term
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HIGHLANDS RANCH METRO DISTRICT
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Portfolio Performance (Total Return)

Quarter Ended Annualized Return
Effecive

Pordolio/Benchmark Duson  12/31/16 0/30/16  06/30/16  03/31/16 IYear 3vear svear

HIGHLANDS RANCH METRO DISTRICT 151 09 1080

BofA ML 13 Year UsS. Treasury Index a2 o onm osm o9 s

Difference 0™ oo o o 019%

2017 PEM Asset

lanagement LLC

0%

o

Total Return

oo

055% 053%

/3116 /30716 06/30/16 03731716 ¥enr vear Svear

Dol oo i s of s s i i

HIGHLANDS RANCH METRO DISTRICT

2017 PFM Asser Mansgement LLC

Sector Allocation
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INVESTMENT STRATEGY OUTLOOK

Although we enter 2017 with a high degree of political uncertainty, we expect 2 modest uptick in cconomic growth in the US,  trend
toward higher inflation, and a continued, but gradual, upward trajectory of interest rates.

The most recent Federal Open Market Comittee projections indicate three Fed rate hikes in 2017 and another three hikes in 2018, The
market is more conservative, expecting only two hikes
in2017.

Since 2017 began with the highest yiclds in several years, we plan to initialy align portfolio durations with the durations of peeformance
benchmarks.

Rising interest rates uldimately result in higher earning potential for fixed-income investors but negatively affect the market value of current

holdings. During periods of rising rates, our active management approach, which secks to maimize long-term rctuns, may result in the
sealization of short.term loss

“This is in contrast to the gains realized over the past se

I years, which resulted in generally declining

rates

* The difference in yields between US. Treasury and Federal agency sceurities remains narrow. As a result, our strategy wil generally favor
US: Treasuries when selecting securities in the government sector unless specific Federal agency issues offer sufficient incremental value.

Yield spreads on corporate sccurities also remain narrow: As a result,identifying incremental return potentialin the corporate bond sector
requires carcful relative value analysis. Improving corporate profits, s well as anticipated pro-business tax reform from the incoming
Trump Jower taxes and less regul

fundamentals.

d be good for corporate profits, and thercfore positve for corporate credit

Wewill continue to evaluate opportunities in the MBS and ABS sectors, purchasing those issues we believe are well structured, offer
adequate yield spreads, and which have limited duration variabi

Our strategy continues to favor broad allocation to various credi sectors including corporate notes, commercial paper, negotiable bank
CDs, and asset-backed securitics.

* Yields on commercial paper and negotiable CDs continue to offer significant yield pickup relative to short-term government securities

* Wewill continue to monitor incoming economic data, Fed policy, and market relationshi

adjusting portfolio positioning as needed. This
will include monitoring and assessing the policies of the incoming Trump administration for its impact on economic and market
conditions.
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District Portfolio Holdings
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HIGHLANDS RANCH METRO DISTRICT

Managed Account Detail of Securities Held

For the Month Ending Decerber 31, 2016
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Managed Account Detail of Securities Held

For the Month Ending December 31, 2016

Managed Account Detail of Securities Held
HIGHLANDS RANCH METRO DISTRICT

Forthe Month Ending December 31, 2016
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Managed Account Detail of Securities Held o the Month Ending December 31, 2016
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Revenues
$35,000,000
g s
Financial Report £ °00ooo0
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o Property Tax soT Development  Program Utilities Other
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I3
m2015 w2016 Budget m 2016 YTD
Total Revenues $69.7 M, 99% of budgeted revenues $70.3M
S E—————

2014 2015 2016 Budget _2016YTD & RProperty Tax Colleciions
e Total collections

Property Tax (net of fees) $22808399 $ 23271,840  $25184,781 $25624,593 “Program based revenues | = 100.6% of budget
Specific Ownership 2116761 228392 | 189,000 2,372,968 - Mansion — m— 99.25% of total possibl
System Development Fees 2620591 3019829 | 2738800 1420565 ~ Liquor sales exceeded conservative - .25% of total possible
Tap Fees 3,068,780 3,005,135 2676980 1,470,610 budget -
Program Based Revenues “ Recreation 91.1% of Budget |

Recreation Revenue 1406238 1305065 | 1632000 1486038 ¥ Youth Programs under $155k

Mansion Revenue 413,701 580,559 543260 570018 + Adult Programs under $32k bl
Water & Wastewater 27,451,048 28789563 31,000,000 31,927,850 . mr
Stormwater 725,968 738,611 73000 740973 “Conservation Trust -
Streetlight 1,163,641 1,355,021 1,386,000 1,441,425 * Lottery Proceeds $553k ——
Conservation Trust Fund 458,543 468,436 450,000 553,043, = 5 year average proceeds $465k
Contributed Capital 81,159 140,000 384,000 50,380 il |
Other 759391 1118143 623350 933894 “Other e
Intragovernmental 626,666 771518 665970 614,905 = Cell Site leases, insurance .
Interest Income 351,194 285,670 343300 465362 proceeds, grants
ToTAL 64,142,080 67219332 70,253,041 69,672,621

2015ACTUAL 2016 BUDGET 2016 REVISED 2016 Projected _Under / (Over) Revised
BOARD DIRECTED BUDGET
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Secific Camership T 2016 Z TotalBoard Directed Cost 13899951 14,930,014 14,807,459  14,47L015 336,444 23%
52500000 | Budget - $1,890,000 § DEPT. DIRECTED NONVARIABLE
szzno | § 5 Materials and Supplies 742,613 826,180 826,180 646161 180019  218%  Miscellaneous
= Outside Services
$2,000,000 YTD Actual - $2’373'000 el Purchased Services 901,464 1,194,444 1,226,204 986,138 240,066 19.6% Under budget
SLTS0.000 S Contracted Services 767,186 867,043 901,493 798786 102,707 114% i
: : Projection - $2,300,000 Q- Total Dept Dir Nonvariable 2411263 2888567 2,953,877 2431085 52279  17.7%  Relations)
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$ — udget
- dpr ]
Feb M dor Mz fm MW Ax Sp O Bm D= fn C TOTALDEPARTMENTS $ 17,722,085 $ 19,399,096 § 19,313,151 § 18,547,138 § 766013 4.0%
o)
O
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Recreation & Park Services

Actual Budget Projected 2017
215 205 26 Budget
NUES
Revenues
Reservations S weeT s L0 S 3401 S 32000
Intemal Field Reservations 20813 198840 1975% 18013
Programs. 92156 1,054,000 85868 9725%
otner
Recreation  Park Services 562 200 34096 2950
Senior Services 0795 0700
Net nvestnent Income
_iswmr’ 632000 186038 To0084
[EXPENDITURES
Operations Budget
Recreation Prograrts 113130 1210708 1067035 110122
Park Services 9383 70484 ) 79463
Senor Services 72463 78900
L7851 " 1961107 106,006 2064650
(2226%5) (29.197) (19569 (asa10)
|OTHER FINANCING SOURCES (USES)
Operating transfers
Net investrent income.
(General - Recreation/Park Services mes ) 329850 B0
(Gen Gov Capital - Recreation (88 (0882 -
Major Repair - Recreation - -
Mansion - Recreation
Lease praceeds - -
29197
[REVENUE AND OTHER FINANCING
'SOURCES OVER (UNDER) EXPENDITURES
AND OTHER FINANCING USES
[FUND BALANCE

Lower than budgeted revenue is
offset by lower than budgeted
expenditures

Adopted 2016 Budget included Senior
Services in Operations transferred
mid-year to Recreation

General Fund Support increase
from 2015 of $107,225 (48%)

Revenue
Expenses

Net

Recreation/Park Services/Senior Support

General Fund Transfer History

2010 2011 2012 2013 2014 2015 2016 Prelim 2017 Bud
$1,503971 $1,482,856 $ 1,418,900 $ 1,394,317 $ 1,625,097 $ 1,559,887 $ 1,486,038 $ 1,600,484
1,718,387 1,636,936 1525985 1576533 1,764,982 1782512 1,815,888 2,054,654

TS (214,416) $ (154,080) $ (107,085) $ (182,216) $ (139,885) $ (222,625) $ (329,850) $ (454,170)

Breakdown of Transfer

Actual Budget Projected " 2017
2015 2016 2016 Proposed
General Fund Transfers
Recreation/Park Services S 22605 § 3079 $ 28818 § 404900
Senior Services 41,668 49,200
TOTAL 222,625 339,079 329,850 454,170

Mansion — Fund Sheet

IREVENUE AND OTHER FINANCING
JRCES OVER (UNDER) EXPENDITURES
/AND OTHER FINANCING USES 101,694 7230 107,24
IFUND BALANCE - BEGINNING 200326

Actual Budget Projected 2017
2015 2016 2016 Budget
e “Revenue
Resenvations s anas s a0 s w5 aman o 00 <rars00
Programs 2715 3500 10458 - more than budgeted)
Other 181049 165760 186,767 165490 rojected program revene
Other - Insurance Proceeds F7X ’ m reve
Net Investment Income. 24073 41,700 23616 43100 ;’::r’zhm“gf:é::e': related direct
04632 564,960 28469 51419
[EXPENDITURES “Expenses under revised
Operations Budget 5203 725 8709 w65 pudget
i 4
Costofsaks it 20 o 2 + Use of Reserves under $22,700
Budget Request:one.tne 200 ¥ persting expenses under
Budget Request: ongoing 25,300 "’
Utility expenses under $10,000
ETE
147504 @215
[OTHER FINANCING SOURCES (USES)
Operating transfers
Net investrent income
General - Mansion (13200) (12800) (@030 (w@ae00)
(13,200) (12,800) (40,300) (43.800)

10

5
nl
&

S &
&
o @ ¥

2013

Mansion Event Count

. " EVENTTALLY
Mansion Full Fee Events Communi
2013-2017 Discounted
FullFee  &Free Total
2013 82 51 133
2014 64 50 14
2015 67 a7 114
016 29 97
| | | 2017 68 21 89
Community Events included above:
T | | || L | Ll
& e ,ﬁ‘é x@\ oﬁé & z@‘i} Mother’s Day Brunch
o & HRCA events
=201 =2015 = 2016 = 2017

Valentines Day
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