ITEM NO. 9

STAFF REPORT CITY OF OCEANSIDE
DATE: December 19, 2012

TO: Honorable Mayor and City Councilmembers

FROM: City Treasurer’s Office

SUBJECT: PRESENTATION OF TREASURER'S REPORT - QUARTER ENDED
SEPTEMBER 30, 2012

SYNOPSIS

Staff recommends that City Council accept the Treasurer's Report for the quarter ended
September 30, 2012.

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 June 30, 2012.

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, 2012

For the quarter ended September 30, 2012, the City’s portfolio had a book value of
$207,909,847.48 (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 1.06%, which
has generated fiscal year to date accrued eamings of $616,299.50.



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, 2012 | June 30, 2012 | Mar 31, 2012 Dec 31, 2011
Book Value $207,909,847.48 | $226,217,763.73 | $205,051,590.03 | $189,514,583.01
Market Value $208,659,887.49 | $226,892,939.57 | $205,334,284.01 $190,002,647.84
Unrealized Gain/(Loss) | $750,040.01 $675,175.84 $282,693.98 $488,064.83
Unrealized Gain/(Loss)
as a % of Book Value 0.36% 0.30% 0.13% 0.25%
Average Yield to
Maturity 1.060% 1.046% 1.200% 1.321%
Liquidity 0 — 6 months 12.31% 20.51% 16.76% 19.83%
Average Days to
Maturity 1,182 (3.24 years) | 1,076 (2.95 years) | 1,129 (3.09 years) | 1,064 (2.91 years)
Quarterly Earnings $616,299.50 $555,652.25 $609,605.98 $589,558.51
Qtr Capital Gain/(Loss) | $22,423.13 $460.75 $0.00 $13,827.32

The portfolio’s book value declined by $18.3 million comparative to final quarter of Fiscal
Year 2012-2013. This decline is expected during the first quarter of each fiscal year.
From July through September, the City has greater cash disbursements than cash receipts
and utilizes portfolio liquidity to bridge the gap. The use of liquidity is confirmed in the
decline of overnight to 6 month liquidity by 8.2%. This trend is reversed in December with
the receipt of first installment property taxes. Yield to maturity increased by 1.4 basis
points (0.014%) comparative to the end of the 2012 fiscal year. The portfolio investment
strategy of purchasing securities maturing in 4 to 5 years, as well as purchases of
corporate medium term notes and municipal bonds where appropriate, has enabled the
portfolio yield to remain above 1% in this deflated interest rate environment.

Bond market interest rates ended slightly higher at the end of the first quarter of FY 12-13
(September 30, 2012) comparative to the final quarter of FY 11-12 (June 30, 2012). The
bond market experienced slight volatility during the middle of the quarter. U.S. economic
data released in August showed signs of sluggish economic growth. The lack of growth
seen in the data stimulated market expectations of the Fed providing economic stimulus in
the form a third round of quantitative easing (QEIll). The Fed did announce QEIll, but not
at the August Federal Open Market Committee (FOMC) as expected. As a result, the bond
market sold off (a decline in bond prices). Bond prices increased (a decline in interest
rates) to relatively the same levels as seen in July following the September FOMC
meeting, when QEIll was finally announced.

At both of the FOMC meetings held during the quarter, the Fed kept the target rate for Fed
Funds at 0% to .25%. As previously stated, the FOMC announced additional stimulus
measures by the Fed at the September FOMC meeting. The Fed initiated a plan to




purchase $40 billion in agency mortgage-backed securities each month to put downward
pressure on long-term bond interest rates. Additionally, the Fed stated that they plan to
maintain current levels for the federal funds rate through at least mid 2015.

FISCAL IMPACT

Gross fiscal year to date earnings were $616,299.50, which is an increase of $18,010.20
from the same period last year (quarter ended September 2011). The City’'s General Fund
has eamed $141,848.19 fiscal year to date. The following table provides the earnings
distribution as recorded in Fund 102, Interest Allocation (1102.4321.XXXX), grouped into
the major fund categories:

INVESTMENT EARNINGS BY FUND
FISCAL YEAR 2012-2013 as of 9/30/12

General Fund 64,296,684 141,848
Special Revenue Funds - Police 1,128,527 2,490
Special Revenue Funds - Library 16,980 37
Special Revenue Funds - Transportation 8,672,762 19,133
Lighting and Landscape Districts 1,592,217 3,513
Federal and State Grants 50,197 111
Housing Agency 7,443,470 16,421
Community Facilities Districts 3,902,324 8,609
General City Capital Improvement 2,968,467 6,549
Development Impact Fees 24,326,131 53,667
Municipal Golf Course Improvement 38,890 86
Water Funds 50,845,819 112,174
Sewer Funds 24,297,905 53,605
Airport Funds 353,434 780
Harbor Fund 3,429,208 7,565
Trust Funds 671,781 1,482
General Debt Service 1,999,802 4,412
Successor Agency 21,560,738 47 566
Banking and Investment Expenses 89,029
Interest Allocated through 9/30/12 $ 569,077
Earnings Allocation Adjustments 47,222
Year to Date Totals as of 9/30/12| $ 217,595,334 | $ 616,300




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 for the composition of the General Fund category from the previous
table.

COMPOSITION OF GENERAL FUND
AVERAGE CASH BALANCES
FISCAL YEAR 2012-2013 as of 9/30/12

General Fund 17,225,570
Grants 172,000
General Fund Capital Improvements 3,179,677
Solid Waste Fund 6,106,063
Internal Service Funds 34,368,671
Trust Funds 3,017,603
Payroll Fund 227,100
FYTD Average Cash Balances as of 9/30/12 $ 64,296,684

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 $89,029.01 fiscal year to date as of September 30, 2012. The
following chart categorizes the allocated bank and investment charges through
September 30, 2012.

BANKING AND INVESTMENT EXPENSES
FISCAL YEAR 2012-2013 as of 9/30/12

Banking Expenses
Armored Carrier 6,830
Bank Fees -
Bank Supplies 371
Check Stock . 1,284
Merchant Services 67,969
Investment Expenses
Bloomberg Services 7,895
Custody and Safekeeping -
Investment Software Maintenance 4,679
Total Banking and Investment Expenses $ 89,029




COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter ended report for September
30, 2012, at its November 13, 2012, 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

Staff recommends that the City Council accept the Treasurer's Report for the quarter
ended September 30, 2012.

PR P:ARED BY: SU?ED BY:

Michele C. Lund, CCMT ny M Effst &

Treasury Manager ity TreaSurer

Attachment: Treasurer's Quarter and Year Ended Report — September 30, 2012
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