ITEM NO._2/
CITY OF OCEANSIDE

STAFF REPORT

DATE: September 25, 2013
TO: Honorable Mayor and City Councilmembers
FROM: City Treasurer's Office

SUBJECT: PRESENTATION OF TREASURER'S REPORT - QUARTER AND YEAR
ENDED JUNE 30, 2013

SYNOPSIS
Staff recommends that the City Council accept the Treasurer's Report for the quarter and

year ended June 30, 2013.

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, 2013.

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, 2013

For the quarter and year ended June 30, 2013, the City’s portfolio had a book value of
$255,191,173.12 (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 0.867
percent which has generated fiscal year to date accrued earnings of $2,154,282.60. The
Treasurer's Report for the Quarter and Year Ended June 30, 2012 reported fiscal year to
date earnings of $2,154,314.92. This number was adjusted subsequent to the release of
the report due to a timing difference between the Local Agency Investment Fund (LAIF)
rate posting and City reporting deadlines.



The following table provides a rolling 12-month comparison of the portfolio by quarter:

City of Oceanside
Portfolio Comparison
Rolling 12-Month Quarterly Comparison

June 30, 2013 | Mar 31, 2013 Dec 31, 2012 | Sept 30, 2012
Book Value $258,163,646.04 | $225,700,173.61 $220,772,508.22 | $207,909,847.48
Market Value $255,191,173.12 | $226,068,328.20 | $221,350,727.71 $208,659,887.49
Unrealized Gain/(Loss) | $(2,972,472.92) $368,154.59 $578,219.49 $750,040.01
Unrealized Gain/(Loss)
as a % of Book Value (1.16%) 0.16% 0.26% 0.36%
Average Yield to
Maturity 0.867% 0.914% 0.893% 1.060%
Liguidity 0 — 6 months 20.87% 16.03% 21.33% 12.31%
Average Days to
Maturity 1,125 (3.08 years) | 1,172 (3.21 years) | 1,078 (2.95 years) | 1,182 (3.24 years)
Quarterly Earnings $501,399.99 $514,788.70 $521,794.41 $616,299.50
Qtr Capital Gain/(Loss) | $0.00 $9,095.67 $0.00 $22,423.13

During the last fiscal quarter the portfolio’s book value increased by $29.49 million. The
increase in book value is primarily contributable to the receipt of the second installment of
property taxes in April, Triple-Flip proceeds in May and the sale proceeds from the Laguna
Vista Mobile Home Park. The most noticeable change in the portfolio is the shift from
unrealized gains to unrealized losses. Bond market yields increased significantly in May
2013 following comments made by Federal Reserve Board Chairman Bernanke which
indicated the potential tapering of open market securities purchases by the Fed in the near
future. When interest rates increase, market prices decrease, causing market values to
decline in the City’s fixed income portfolio. As long as the City’s securities are held to
maturity, the City will not realize any actual losses. Going forward, portfolio strategy will
include the purchase of securities in 3-year maturity range. Portfolio liquidity will continue
to be managed using the Local Agency Investment Fund (LAIF); however, if rates continue
to increase, other money market asset classes (such as Agency Discount Notes) may be
purchased if their yields surpass LAIF’s. Liquidity will remain at elevated levels during the
first quarter of Fiscal Year 2013-2014 in anticipation of greater cash outflows than
collection of revenues from July through September. '




The following is a year-end portfolio comparison of June 30, 2013 to June 30, 2012:

June 30, 2013

June 30, 2012

Book Value $258,163,646.04 $226,217,763.73
Market Value $255,191,173.12 $226,862,939.57
Unrealized Gains/(Losses) | $(2,972,472.92) $675,175.84
Average YTM 0.867% 1.046%

Liquidity O — 6 months 20.87% 20.51%

Average DTM 1,125 (3.08 years) 1,076 (2.95 years)
FY YTD Earnings $2,154,282.60 $2,353,106.04

During the fiscal year the City’s investment portfolio book value increased by $28.9 million.
The increase was primarily due to an overall decline in city-wide expenditures as a result
of the budget reduction programs adopted by City Council over the past several years.
Although book value of the portfolio increased, the average yield to maturity decreased by
0.18 percent, or 18 basis points. Reinvestment of called securities and investment of
property tax revenues in a persistently low interest rate environment during the majority of
the fiscal year contributed to the overall decline in portfolio yield.

In the first half of the fiscal year, bond interest rates were mostly unchanged
comparative to the end of Fiscal Year 2011-2012. Bond interest rates remained at
historic low levels supported by the Federal Reserve Board’'s accommodative monetary
policies. In addition to “Operation Twist” (where the FOMC purchases securities in the
open market with maturities of 6 to 30 years in maturity, and simultaneously sells
securities with maturities of 3 years or less), the Fed initiated a third round of
quantitative easing (QEIIl) in September 2012. QEIll involved the monthly purchase of
$40 billion in agency mortgage-backed securities in addition to the $45 billion in monthly
“Operation Twist” purchases. In effect, both programs created downward pressure on
long term interest rates in hopes of stimulating the economy. The bond market did
experience some volatility during the first half of the fiscal year. The volatility was
primarily attributable to concerns regarding the potential consequences of the year-end
“fiscal cliff” of tax increases and spending cuts, and whether or not lawmakers would
pass legislation to avoid the “fiscal cliff’.

Until the last two months of the second half of the fiscal year, the bond market was still
experiencing the historically low interest rate environment due to the accommodative
monetary policies of the Fed. Although “Operation Twist” officially expired on December
31, 2012, the Fed continued their open market purchases of $85 billion per month in
order to continue depressing long-term interest rates. The automatic budget cuts
(sequestration) on March 1, 2013 provided some volatility to the market midway through
the second half of the fiscal year. During the final quarter of the fiscal year (April —
June), stronger than expected economic growth prompted Fed indications of the
possibility of lifting some of the accommodation in monetary policy (by scaling back on
open market purchases) in the near future if the economic growth proved sustainable.



Interest rates rose significantly across the curve in May and June, especially in the 10-
and 30-year sectors.

The FOMC continued to leave the Federal Funds rate at a range of 0% to 0.25% during
the fiscal year. Midway through the fiscal year, the Fed changed the focus of when it
would consider increasing interest rates from a defined time period (i.e. mid-2015) to an
evaluation of certain economic data thresholds (i.e. an unemployment rate below 6.5
percent). The Fed continued to support its accommodative monetary policy through
monthly open market purchases of longer-term Treasury ($45 billion monthly) and
mortgage-backed ($40 billion monthly) securities. During the May and June FOMC
meetings, there were indications that the Committee may decrease the amount of
purchasing if increased economic growth is experienced.

FISCAL IMPACT

Gross eamings for Fiscal Year 2012-2013 were $2,154,282.60, which is a decrease of
$195,823.44 from Fiscal Year 2011-2012. The City’s General Fund has eamned $483,418
for Fiscal Year 2012-2013. The following table provides the eamings distribution as
recorded in Fund 102, Interest Allocation (1102.4321), grouped into the major fund
categories:
INVESTMENT EARNINGS BY FUND
FISCAL YEAR 2012-2013 as of 6/30/13

, FYTD

S FYTD Average | Investment

A Fund Name v Cash Balances | Earnings
General Fund 72,004,445 483,418
Special Revenue Funds - Police 819,492 7,615
Special Revenue Funds - Library 13,917 115
Special Revenue Funds - Transportation 8,055,156 75,139
Lighting and Landscape Districts 1,152,161 11,118
Federal and State Grants - 111
Housing Agency 5,579,261 51,321
Community Facilities Districts 2,968,031 27,982
General City Capital Improvement 2,242,954 20,521
Development Impact Fees 18,207,154 165,084
Municipal Golf Course Improvement 29,005 329
Water Funds 39,349,041 363,553
Sewer Funds 20,362,399 189,648
Airport Funds 251,487 2,332
Harbor Fund 2,534,345 23,297
Trust Funds 499,505 4,493
General Debt Service 1,419,667 13,405
Successor Agency 13,031,475 120,109
Banking and Investment Expenses 594,692
Interest Allocated through 6/30/13 $ 2,154,282
Earnings Allocation Adjustments 0
Year to Date Totals as of 6/30/13| $ 188,519,495 | $ 2,154,282




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 eamings. 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 6/30/13

- FYTD Aver:
| 'Fund Name | Cash Balances -
General Fund 22,421,945
Grants 169,017
General Fund Capital Improvements 3,234,545
Solid Waste Fund 6,794,756
Internal Service Funds 36,218,708
Trust Funds 2,868,747
Payroll Fund 296,727
FYTD Average Cash Balances as of 6/30/13 $ 72,004,445

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 $594,692 for Fiscal Year 2012-13. The following chart
categorizes the allocated bank and investment charges through Fiscal Year 2012-2013,
as well as provides a comparison to Fiscal Year 2011-2012. Overall, bank and
investment fees have increased by $94,651, 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 JUNE 30, 2013

FYTD | FYID
Expenses as | Expenses as
_ ExpenseType | of6/30/13 | of 6/30/12
Banking Expenses

Armored Carrier 34,793 32,132
Bank Fees 81,502 113,833
Bank Supplies 5,354 1,548
Check Stock 6,122 7,676
Merchant Services 409,120 289,155

Investment Expenses
Bloomberg Services 31,582 31,580
Custody and Safekeeping 21,540 19,575
Investment Software Maintenance 4,679 4,542
Total Banking and Investment Expenses $ 594692|% 500,041

COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter and year ended June 30,
2013, report at its August 13, 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

The referenced documents have been reviewed by the City Attorney and approved as to
form.

RECOMMENDATION

Staff recommends that the City Council accept the Treasurer's Report for the quarter
and year ended June 30, 2013.

PRERARED BY;

Mithele C. Lund M. Einst
Treasury Manager City Treasurer .

Attachment: Treasurer's Quarter and Year Ended Report — June 30, 2013
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