ITEMNO. 16

STAFF REPORT CITY OF OCEANSIDE

DATE: September 13, 2006
TO: Honorable Mayor and City Councilmembers
FROM: Rosemary R. Jones, City Treasurer

SUBJECT: PRESENTATION OF TREASURER'S REPORT — QUARTER AND YEAR
ENDED JUNE 30, 2006

SYNOPSIS

The Treasurer's Report provides general information to the City Council regarding the

status of the City's investment portfolio. As its purpose is informational in nature, no action
is required.

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 March 31, 2006.

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 AND YEAR ENDED JUNE 30, 2006

For the quarter and year ended June 30, 2006, the City’s portfolio had a book value of
$237,084,305.99 (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 3.671
percent, which has generated fiscal year accrued earnings of $6,581,791.95.

The following table provides a comparison of the portfolio for the quarter and year ended
June 30, 2006, the previous quarter ended March 31, 2006, and prior quarter and year
ended June 30, 2005.



City of Oceanside
Portfolio Comparison
June 30, 2006, March 31, 2006 and June 30, 2005

June 30, 2006 Mar 31, 2006 June 30, 2005
Book Value $237,084,305.99 | $219,666,719.96 | $229,466,292.32
Market Value $234,206,082.39 | $216,566,420.28 | $226,680,068.81
Unrealized Gains/(Losses) |$ (2,878,223.60) | $ (3,100,299.68) |$ (2,786,223.51)
Average YTM 3.671% 3.178% 2.753%
Liquidity 0 — 6 months 37.51% 33.54% 16.08%
Average DTM 365 (1 year) 340 (0.94 years) 459 (1.26 years)
YTD Earnings $6,581,791.95 $4,569,402.59 $5,747,823.22
YTD Capital Gains/(Losses) | $ 1,884.29 $0.00 $ 156.25

As can be seen, the portfolio has experienced significant change when compared to last
fiscal year end. The average weighted yield to maturity has increased 91 basis points
(3.671% at 6/30/06 vs. 2.753% at 6/30/05). Cash flow constraints during the first half of
the fiscal year did not allow staff to participate in the market in order to take advantage of
the rising interest rate environment. However, once cash flow improved, staff began to
purchase securities yielding 4% to 5.5%, replacing maturing securities having yields of
1.5% to 2.5%. The portfolio also has 37% liquidity over the next six months, allowing for
cash flow needs during the first quarter of the fiscal year when expenditures typically
outpace revenues. Another item worth mentioning is the stability in unrealized losses.
Despite the fact that interest rates have risen well above 100 basis points this past fiscal
year (the 2-year Treasury note increased 152 basis points to 5.15% from 3.63%), the
unrealized losses remained the same on a percentage basis. To protect portfolio principal,
staff invested in non-callable securities which hold value much better in a rising rate
market as compared to callable securities.

This past fiscal year was a year of rising interest rates. The Federal Reserve Board
raised interest rates a total of eight times during the fiscal year bringing the Fed Funds
rate to 5.25%, a 200 basis point increase from the 3.25% at June 30, 2005. The Fed
has increased the Fed Funds rate a total of 17 times since June 30, 2004, in an effort to
contain inflation in a growing economy. The yield curve shifted during the fiscal year
from flat to inverted and back to relatively flat again as seen in the yield curve
comparison graph below. The chart shows the overall increase in interest rates across
the curve, with yields around 5% or higher from 3 months to 30 years.
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During the year, the Fed moved from its measured approach of increasing interest rates
25 basis points each meeting to raising interest rates based on the economic data
releases, or being more data-dependent. Throughout the year the economy has
experienced robust growth in jobs and the housing markets, which kept the Fed at its
measured increase in rates. However, since the beginning of the calendar year,
economic reports have been pointing to more moderate growth, attributed to the past
Fed interest rate increases, a cooling housing market and the increasing cost of
petroleum. The apparent slowing of growth prompted the Fed to pause interest rate
increases at the August Federal Open Market Committee meeting. It is yet to be seen
whether the Fed has completed its current tightening cycle or will need to increase
interest rates if inflationary factors are evident in future economic releases. In either
event the City’s portfolio is positioned well to take advantage of any future interest rate
direction.

At times during the fiscal year investment of the portfolio was a challenge based on the
varied market conditions experienced. Although interest rates ended higher across the
curve by over 100 basis points, there were times when the curve inverted from the 6-
month T-bill to the 30-year bond signaling the possibility of an economic slowdown.
Also, there were times when extenuating factors, such as the hurricanes last year and
the conflicts in the Middle East caused the markets to rally unexpectedly.

FISCAL IMPACT

Accrued earnings for the fiscal year ended June 30, 2006, totaled $6,581,791.95, an
increase of $833,968.73 from the previous year end (June 2003).

COMMISSION/COMMITTEE REPORT




The Investment Oversight Committee reviewed the quarter and year end report for June
30, 2006, at its August 15, 2006, regular meeting, and concurs with its contents. The
Committee confirms that all 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: R%VIEWED BY:
TUliFind om0 e

MICHELE C. LUND, CCMT ROSEMARY R. JONES; €CMT
Treasury Manager City Treasurer
attachments: Treasurer's Quarter End Report — June 30, 2006
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