ITEMNO. /I

STAFF REPORT CITY OF OCEANSIDE

DATE: March 5, 2008
TO: Honorable Mayor and City Councilmembers
FROM: Rosemary R. Jones, City Treasurer

SUBJECT: PRESENTATION OF TREASURER'S REPORT - QUARTER ENDED
DECEMBER 31, 2007

SYNOPSIS
The Treasurer's Report provides general information to Council regarding the status of the

City's investment portfolio. As its purpose is informational in nature, no action by Council
is required on the report.

BACKGROUND

Since 1994, the City Treasurer has been making quarterly report presentations to City
Council regarding the status of the investment portfolio. The last report was for the quarter
ended September 30, 2007.

ANALYSIS
The quarterly Treasurer’s report is intended to provide an awareness of the activity and

performance of the City's investment portfolio. The goal of the Treasurer's office is to
make investments in conformance with the investment policy adopted by the City Council.

REVIEW OF QUARTER ENDED DECEMBER 31, 2007

For the quarter ended December 31, 2007, the City’s portfolio had a book value of
$206,849,526 (book value is the cost of the security plus any amortization or accretion of
premiums or discounts). The average yield to maturity of the portfolio was 4.912%, which
has generated fiscal year accrued earnings of $5,345,879.

The following table provides a rolling 12-month comparison of the portfolio by quarter.



City of Oceanside

Portfolio Comparison

Rolling 12-Month Quarterly Comparison

Dec 31,2007 | Sept 30, 2007 | June 30, 2007 | Mar 31, 2007
Book Value $206,849,506.01 | $211,754,242.68 $238,770,687.78 | $220,309,573.99
Market Value $207,878,843.78 | $212,204,879.10 $238,072,398.23 | $219,771,503.75
Unrealized Gain/(Loss) | $1,029,317.77 $  450,636.42 $ (698,289.55) $ (538,070.24)
Average YTM 4.912% 4.986% 4.877% 4.704%
Liquidity 0 — 6 months 26.19% 29.03% 35.14% 28.90%
Average DTM 672 (1.84 years) | 534 (1.46 years) 473 (1.30 years) 494 (1.36 years)
Quarterly Earnings $2,581,345.16 $2,764,533.88 $2,830,384.27 $2,640,815.80
Qtr Capital Gain/(Loss) | $5,106.06 $13,076.16 $0.00 $13,347.32

The City’s portfolio average weighted yield to maturity is beginning to decline as market
yields continue to drop. Callable securities in the portfolio are being redeemed by the
issuers, and reinvestment of funds is at yields between 3 and 4 percent. Overall portfolio
liquidity declined to 26% as investment during the first portion of the quarter was being
directed into longer maturing securities in an effort to preserve yield in the portfolio by
lengthening portfolio duration.

Bond yields continued their decline during the past quarter as investors continued to
fear the consequences from the sub-prime mortgage and housing market credit crisis.
The 2-year Treasury note posted a decline of 93 basis points (.093%) over last quarter
end, closing at 3.05% compared to a September 30 close of 3.98%. The effects of the
downturn in the housing market and credit problems in the mortgage markets started to
spill-over into the overall economy as economic data began to show slowing in almost
all other sectors. The apparent economic slowdown prompted the Federal Reserve
Open Market Committee (FOMC) to lower the Fed Funds rate at both the October 31
and December 11 FOMC regular meetings. At each meeting the Fed Funds rate was
lowered 25 basis points. Despite the cut in interest rates that was widely expected by
the markets, investors who were still fearful of the possibility of a recession sought the
safety of the bond market over the uncertainty of the equity market.

Since the end of the quarter, the FOMC surprisingly cut the Fed Funds rate by 75 basis
points between regularly scheduled meetings. The FOMC held its regular meeting on
January 30 and further reduced the Fed Funds rate by 50 basis points, leaving the Fed
Funds rate at 3%. The 2-year Treasury note fell below 2% for the first time since 2004
following the cuts. Investors are still expecting further rate cuts from the FOMC, as
economic data releases point toward the end of the current expansion. |t is anticipated

that the FOMC will continue to decrease interest rates at the next meeting on March 18,
2008.

The following chart demonstrates the decline in interest rates since the end of last
quarter.
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FISCAL IMPACT

Year-to-date fiscal year accrued earnings as of December 31, 2007, totaled $5,345,879,
an increase of $698,417 over last year at December 31, 2007. The City’'s General Fund
has earned $1,539,290 year-to-date. The following table provides the earnings distribution
according to major fund categories:

INVESTMENT EARNINGS BY FUND
FY 2007-2008 - Through 12/31/07

FYTD
Fund Name Investment
Earnings

General Fund $1,539,290
Special Revenue Funds-Police 19,612
Special Revenue Funds - Transportation 369,085
Special Revenue Funds — Traffic 25,026
Lighting and Landscape Districts 17,880
CDC - Housing 599,500
CDC - Redevelopment 228,362
Community Facilities/Special Districts 53,263
Development Impact Fee Funds 867,491
Water Funds 968,712
Sewer Funds 293,138
Harbor Fund 153,094
State/Local Grants, Trust Funds 18,895

Interest Allocated $5,153,348
Banking/Investment Expenses 192,531
Total Interest Earnings FY as of 12/31/07 $5,345,879




COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter end report for December 31,
2007, at its February 12, 2008, regular meeting and concurs with its contents. The
Committee confirms that the investments reviewed are in compliance with the California
State Code and the City's adopted investment policy, and that the portfolio is managed in
a satisfactory manner.

CITY ATTORNEY’S ANALYSIS

City Attorney analysis does not apply.

RECOMMENDATION

Information only, no action required.

PREPARED BY: REVIEWED BY:

Michele C. Lund, CCMT Rosemary R. Jones, CCMT
Treasury Manager City Treasurer K
Attachments: Treasurer's Quarter End Report — December 31, 2007
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