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STAFF REPORT CIrY OF OCEANSIDE

DATE: December 14, 2011
TO: Honorable Mayor and City Councilmembers
FROM: City Treasurer's Office

SUBJECT: PRESENTATION OF TREASURER'S REPORT - QUARTER ENDED
SEPTEMBER 30, 2011

SYNOPSIS

The Treasurer's Report provides general information to Council regarding the status of the
City's investment portfolio. As the report is informational in nature, no action by Council 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
and year ended June 30, 2011.

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 SEPTEMBER 30, 2011

For the quarter ended September 30, 2011, the City’s portfolio had a book value of
$173,294,874.48 (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 1.381%,
which has generated fiscal year to date accrued eamings of $598,289.30.
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The following table provides a rolling 12-month comparison of the portfolio by quarter.

City of Oceanside

Portfolio Comparison

Rolling 12-Month Quarterly Comparison

Sept 30, 2011 | June 30,2011 | Mar 31,2011 | Dec 31, 2010
Book Value $173,294,874.48 | $191,844,476.00 | $169,423,548.53 | $159,713,352.37
Market Value $173,874,707.06 | $192,227,769.37 | $168,566,701.90 | $159,451,226.79
Unrealized Gain/(Loss) | $579,832.58 $383,293.37 $(856,846.63) $(262,125.58)
Unrealized Gain/(Loss)
as a % of Book Value 0.33% 0.20% (0.51%) (0.16)%
Average Yield to
Maturity 1.381% 1.405% 1.661% 1.797%
Liquidity 0 — 6 months 20.34% 16.85% 16.53% 20.74%
Average Days to
Maturity 933 (2.56 years) 959 (2.63 years) 1,035 (2.84 years) | 1,022 (2.88 years)
Quarterly Earnings $598,289.30 $699,103.10 $703,993.39 $767,321.11
Qtr Capital Gain/(Loss) | $0.00 $4,510.17 $0.00 $111,525.98

The portfolio’s book value declined by $18.57 miillion during the quarter, as is the usual
case during the first quarter of the fiscal year. From July through September, the City has
greater cash disbursements than cash receipts and utilizes portfolio liquidity to bridge the
gap. This trend is reversed in December with the receipt of first installiment property taxes.
The average yield to maturity declined only 2.4 basis points since the previous quarter’s
end despite the decline in both portfolio book value and overall bond interest rates.

Contributing to the decrease in bond interest rates during the first quarter of the new fiscal
year included continued concems about a slowing global economy, turmoil in the equity
markets and the sovereign debt issues in Europe. Of those factors, the one with the most
impact on interest rate movement has been the events unfolding overseas relative to
those sovereign debt issues. Investors have been waiting diligently for a resolution by the
euro zone policy makers on these issues and how any decisions made will affect interest
rates.

The long end of the curve saw a significant decline in interest rates as the Fed announced
its “Operation Twist” program at the September Federal Open Market Committee (FOMC)
meeting. “Operation Twist” extends the average maturity of the securities purchased by
the FOMC. By the end of June 2012, the FOMC intends to purchase $400 billion of
Treasury securities with remaining maturities of 6 to 30 years and to sell $400 billion of
those three years or less. The program’s goal is to put downward pressure on long term
interest rates as a stimulus for economic growth. Besides announcing the beginning of
“Operation Twist”, the Fed also kept the target rate for Fed Funds at 0% to .25%, and
confirmed that it expects to keep the Fed Funds rate at these levels until at least mid-2013.



FISCAL IMPACT

Gross fiscal year to date eamings was $598,289.30, which is a decrease of $104,952.24
from the same period last year (quarter ended September 2010). The City’s General Fund
has eamed $196,700.00 fiscal year to date. The following table provides the eamings
distribution as recorded in Fund 102, Interest Allocation (1102.4321.XXXX) and grouped
into major fund categories:

INVESTMENT EARNINGS BY FUND
FY 2011-2012 as of 9/30/11

FYTD
Fund Name g::l? BA;:::‘?:S Invest_ment
Earnings

General Fund 58,378,230 196,700
Special Revenue Funds — Police 1,322,244 4,136
Special Revenue Funds — Transportation 4,035,866 16,350
Lighting and Landscape Districts 1,229,509 3,860
CDC - Housing 8,591,270 29,509
CDC - Redevelopment 12,090,143 39,936
Community Facilities/Special Districts 1,758,633 9,870
Development Impact Fee Funds 30,747,897 102,145
Water Funds 41,897,326 135,668
Sewer Funds 12,059,774 51,013
Airport Funds 783,414 2,436
Harbor Fund 4,332,355 13,589
Trust Funds 713,004 2,304
Interest Allocated Through 9/30/11 $607,516

Pending Earnings Allocation Adjustments (9,227)
Year to Date Totals as of 9/30/11 $177,939,665 [ ¢ 11/$598,289

The Treasurer's Office is currently working with the Financial Services Department to
update the interest allocation process which has been in place since the 1980s. The goal
is to provide a more efficient and effective process. The target date for the new process to
be in effect is December 31, 2011.

The General Fund, in accordance with City Council Policy 200-11, includes cash
balances from funds that do not have interest allocation restrictions. These funds are
consolidated for purposes of calculating investment earnings. The following table
provides the detail of the composition of the General Fund category in the previous
table.



COMPOSITION OF GENERAL FUND
AVERAGE CASH BALANCES
FY 2011-2012 as of 9/30/11

r

Fund Name g;r;r'? BAa‘::nacgei

General Fund 13,800,722
Grants 881,144
City Debt Service Fund (1,423,472)
General Fund Community Facilities CIP 3,101,249
Solid Waste Fund 6,771,389
Internal Service Funds 30,880,075
Trust Funds 4,753,236
| Other Unrestricted Funds (386,113)
Year to Date Totals as of 9/30/11 $58,378,230

City banking and investment expenses are charged on a pro rata basis to all funds that
have invested cash balances. Banking and investment expenses (account
200010102.5405), totaled $68,395.36 year to date as of September 30, 2011.
However, these expenses will not be charged to the funds until the new allocation
process has been determined. The banking and investment expense breakdown is
shown in the following table:

BANKING AND INVESTMENT EXPENSES
FY 2011-2012 as of 9/30/11

FYTD Expenses
Expense Type as of 930111
Banking Expenses
Armored Carrier 6,853.74
Bank Fees/Fee Reimbursements 25.00
Bank Supplies 433.32
Check Stock 1,915.23
Merchant Services 46,730.19
Investment Expenses
Bloomberg System 7,894.88
Custody and Safekeeping 0.00
Investment Software Maintenance 4,543.00
Total Banking and Investment Expenses $68,395.36




COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter end report for September 30,
2011, at its November 8, 2011, 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 Attomey analysis does not apply.

RECOMMENDATION

Staff recommends that the City Council accept the Treasurer's Report for the quarter
ended September 30, 2011.

PREPARED BY:

.\“--..-’,.

Michele C. Lund, CCMT
Treasury Manager City Treasurer

Attachments: Treasurer's Quarter End Report — September 30, 2011
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