ITEM NO. &
CITY OF OCEANSIDE

STAFF REPORT

DATE: March 8, 2006
TO: Honorable Mayor and City Councilmembers
FROM: Rosemary R. Jones, City Treasurer

SUBJECT: PRESENTATION OF TREASURER'S REPORT - QUARTER ENDED
DECEMBER 31, 2005

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. In 1996, State legislation made
quarterly investment reporting to local agency governing boards mandatory. However,
the 2003-2004 Budget Act suspended the state mandated reimbursements, and
subsequently the approval of AB 2853 made quarterly investment reporting optional.
The City Treasurer recognizes the importance of investment reporting to the City
Council and will continue to submit the quarterly reports to Council. The last report was
for the quarter ended September 30, 2005

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, 2005

For the quarter ended December 31, 2005, the City’s portfolio had a book value of
$216,272,459.89 (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 2.889%,
which has generated fiscal year accrued earnings of $2,881,525.97.



The following table provides a comparison of the portfolio for the quarter ended December
31, 2005 previous quarter ended September 30, 2005 and the same quarter in the prior

year, December 31, 2004.

City of Oceanside
Portfolio Comparison
December 31, September 30, 2005, and December 31, 2004

Dec 31, 2005 Sept 30, 2005 Dec 31, 2004
Book Value $216,272,459.89 | $207,274,061.03 | $212,500,249.29
Market Value $212,996,710.02 | $203,832,146.29 | $210,483,546.90
Unrealized Gains/(Losses) |$ (3,275,749.87) | $ (3,441,914.74) |$ (2,016,702.39)
Average YTM 2.889% 2.739% 2.605%
Liquidity 0 — 6 months 31.24% 12.34% 14.38%
Average DTM 321 (0.88 years) | 417 (1.14 years) 606 (1.68 years)

YTD Earnings

$2,881,525.97

$1,477,182.43

$2,770,173.75

YTD Capital Gains/(Losses)

$0.00

$ 0.00

$ 156.25

The portfolio average yield to maturity (YTM) is now beginning to increase, as older
investments at low interest rates are maturing, and staff is able to invest current
revenues at rates above 4%. Also, core liquidity has increased significantly from 12% to
31%, therefore new security purchases will most likely be made out a bit longer on the
curve.

The Fed raised short-term interest rates at their regularly scheduled Federal Open
Market Committee (FOMC) meetings in November and December, continuing its
“measured” approach to lifting the accommodation in the market. The Fed has raised
interest rates a total of thirteen times since June 2004 increasing the Fed Funds Rate to
4.25% from 1%. This approach in monetary policy has worked well for the Fed, since
the economy is still showing signs of expansion with little or no inflation. Looking ahead
into 20086, it is thought by market analysts that the Fed may raise interest rates a few
more times at their measured pace of 25 basis points, and then pause and examine the
economic data to provide direction in future monetary policy action. Since last quarter,
short-term interest rates continued to climb, with long-term rates either declining or
staying the same. Toward the end of the quarter, the yield curve became inverted
(shorter maturities having higher interest rates than longer maturities) in the 2-year to
10-year sector of the curve. Typically, an inverted yield curve is an indicator of a
recession, however, the inversion is usually sustained for a period of time, has a wider
spread between maturities and is seen across the entire yield curve. The following
graph comparing the yield curve at 12/31/05, 09/30/05 and 12/31/04 demonstrates the
shift in the yield curves over the past year.



HISTORICAL YIELD CURVE COMPARISON
12/31/05, 09/30/05, 12/31/04
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Federal Reserve Board Chairman Alan Greenspan’'s last FOMC meeting was on
January 31, 2006, where the Fed raised interest rates another 25 basis points, but did
remove the “measured approach” language from the meeting statement. Analysts are
currently stating that the Fed may be approaching a pause in interest rate hikes, with
future monetary policy moves being more dependent on economic data releases.
There is also a “wait and see” period as Ben Bernanke, a former Fed Governor and
Chairman of the White House Council of Economic Advisers, takes over as Fed
Chairman. It is widely thought by most that Bernanke’s philosophy is not much different
than Greenspan’s and that the transition will be relatively smooth.

Portfolio strategy for the upcoming quarter will be to maintain core liquidity, while investing
new revenue and reinvesting maturing securities in the 2.5 to 3-year area of the curve.
While the yield curve is flat to inverted, the shortness of the portfolio’s average days to
maturity (under 1 year) allows room for investment a bit further out on the curve without
taking on added price risk.

FISCAL IMPACT

Accrued earnings for the fiscal year as of December 31, 2005 totaled $2,881,525.97, an
increase of $111,352.22 from the previous year (December 2004).

COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter end report for December 31,
2005 at its February 13, 2006 regular meeting, and concurs with its contents. The
Committee confirms that the investments 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 -
Attachments: Treasurer's Quarter End Report — December 31, 2005
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