ITEM NO. /6

STAFF REPORT CITY OF OCEANSIDE
DATE: March 13, 2013

TO: Honorable Mayor and City Councilmembers

FROM: City Treasurer's Office

SUBJECT: PRESENTATION OF TREASURER'S REPORT - QUARTER ENDED
DECEMBER 31, 2012
SYNOPSIS

Staff recommends that City Council accept the Treasurer's Report for the quarter ended
December 31, 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 September 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 DECEMBER 31, 2012

For the quarter ended December 31, 2012, the City’'s portfolio had a book value of
$220,772,508.22 (book value is the cost of the security plus any amortization or accretion
of premiums or discounts). The average vyield to maturity of the portfolio was 0.893%
which has generated fiscal year to date accrued earnings of $1,138,093.91.



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, 2012

Sept 30, 2012

June 30, 2012

Mar 31, 2012

Book Value $220,772,508.22 | $207,909,847.48 | $226,217,763.73 | $205,051,590.03
Market Value $221,350,727.71 | $208,659,887.49 - | $226,892,939.57 | $205,334,284.01
Unrealized Gain/(Loss) | $578,219.49 $750,040.01 $675,175.84 $282,693.98
Unrealized Gain/(Loss)

as a % of Book Value 0.26% 0.36% 0.30% 0.13%

Average Yield to

Maturity 0.893% 1.060% 1.046% 1.200%

Liquidity 0 — 6 months 21.33% 12.31% 20.51% 16.76%

Average Days to
Maturity

1,078 (2.95 years)

1,182 (3.24 years)

1,076 (2.95 years)

1,129 (3.09 years)

Quarterly Earnings

$521,794.41

$616,299.50

$555,652.25

$609,605.98

Qtr Capital Gain/(Loss)

$0.00

$22,423.13

$460.75

$0.00

The portfolio’s book value increased by $12.86 million comparative to the end of the first
quarter of Fiscal Year 2012-2013, primarily due to the receipt of the December first
installment property tax revenues from the County. Yield to maturity declined by 17 basis
points (0.17 percent) in comparison to the previous quarter's end. The drop in overall yield
to maturity is attributable to the investment of called bond proceeds and incoming
revenues (such as the property tax receipts) in low interest rate securities. 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, will continue until
such time when bond interest rates begin to rise.

Comparative to the prior quarter’'s end, bond interest rates ended relatively unchanged;
the exception being the 5 to 30-year sector of the curve which increased modestly by 10
basis points (0.10 percent). Overall, interest rates remained low as Fed monetary
policy, in the form of “Operation Twist” and the third round of quantitative easing (QEIll),
continued to be accommodative. Also contributing to the continued low interest rate
environment were concerns over the impending “fiscal cliff’ of tax increases and
spending cuts by the year’s end; however, speculation that U.S. lawmakers would avoid
the “fiscal cliff’ caused bond interest rates to rise during the final weeks of the quarter.

At both of the Federal Open Market Committee (FOMC) meetings held during the
quarter, the Federal Reserve Board (Fed) kept the target rate for Fed Funds at O
percent to .25 percent, and reaffirmed their plan of maintaining the current target rate
range at least through mid-2015. At the December 12 FOMC meeting, the Fed revised
their methodology for evaluating when a decision would be made to raise the Fed
Funds rate. The Fed will now consider certain economic parameters as the basis for
maintaining the Fed Funds rate near zero. According to the FOMC meeting statement,




“this exceptionally low range for the federal funds rate will be appropriate at least as
long as the unemployment rate remains above 6 % percent, inflation between one and
two years ahead is projected to be no more than a half percentage point above the
Committee’s 2 percent longer-run goal, and longer-term inflation expectations continue
to be well anchored.” Additionally, The Fed announced plans to purchase $45 billion
longer-term Treasury securities and $40 billion in mortgage-backed securities per
month, with no set end-date for the purchases. The new plan will take the place of
“Operation Twist” which expired on December 31, 2012.

FISCAL IMPACT

Gross fiscal year to date earnings were $1,138,093.91, which is a decrease of $49,753.90
from the same period last year (quarter ended December 2011). The City’'s General Fund
has earned $243,722 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 12/31/12

e SR L .D‘

L FYTD Average | Investment

. FundName Cash Balances | Earnings
General Fund 62,647,592 243,722
Special Revenue Funds - Police 1,113,882 4,303
Special Revenue Funds - Library 22,346 83
Special Revenue Funds - Transportation 9,700,455 36,835
Lighting and Landscape Districts 1,402,344 5,513
Federal and State Grants - 111
Housing Agency 7,399,370 28,557
Community Facilities Districts 3,792,635 14,686
General City Capital Improvement 2,964,104 11,432
Development Impact Fees 24,380,441 93,985
Municipal Golf Course Improvement 38,808 150
Water Funds 52,087,929 200,167
Sewer Funds 26,180,067 99,907
Airport Funds 349,515 1,350
Harbor Fund 3,393,988 13,107
Trust Funds 669,862 2,584
General Debt Service 2,021,808 7,784
Successor Agency 18,872,457 77,848
Banking and Investment Expenses 236,187
Interest Allocated through 12/31/12 $ 1,078,311
Earnings Allocation Adjustments 59,783
Year to Date Totals as of 12/31/12| $ 217,037,603 | $ 1,138,094




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 12/31/12

| FYTD Average
General Fund 14,381,062
Grants 171,086
General Fund Capital Improvements 3,179,573
Solid Waste Fund 6,633,792
Internal Service Funds 35,027,929
Trust Funds 2,895,850
Payroll Fund 358,300
FYTD Average Cash Balances as of 12/31/12 $ 62,647,592

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 $236,187.02 fiscal year to date as of December 31, 2012.
The following chart categorizes the allocated bank and investment charges through
December 31, 2012, as well as provides a comparison to the same period last year
(December 2011). Overall, banking fees have increased by $40,783, primarily due to
the increase in merchant service costs. In an effort to provide efficiencies through the
use of technology, as well as provide convenience for customers, the City has
expanded its on-line capabilities for payment of utility bills, business licenses and
development related services. As a result, there has been an increase in credit card
transactions which equates to higher merchant service costs. Custody and
Safekeeping costs have also increased due to an increased portfolio size (fees are
based on the volume of securities held in safekeeping by the custodial bank). Offsetting
the increases was a decline in banking fees. Staff will be monitoring this decline to see
if a trend is developing due to the increase in on-line payments for City services.



BANKING AND INVESTMENT EXPENSES

FISCAL YEAR 2012-2013 YEAR TO DATE COMPARISON
AS OF DECEMBER 31, 2012

Expense Typ

| Expenses as

Béhking Expenses '

Armored Carrier 12,251 12,051
Bank Fees 26,179 30,886
Bank Supplies 371 867
Check Stock 3,210 3,826
Merchant Services 168,463 123,464
Investment Expenses
Bloomberg Services 15,790 15,790
Custody and Safekeeping 5,244 3,977
Investment Software Maintenance 4,679 4,543
Total Banking and Investment Expenses $ 236,187 | $ 195404

COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter ended report for December 31,
2012, at its February 12, 2013, 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 December 31, 2012.

PREPARED BY:

Michele C. Lun&; CCKIT
Treasury Manager

Aftachment:

SUBMITHED BY:

Gary M. Emst
City Treasurer

Treasurer's Quarter and Year Ended Report — December 31, 2012
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