ITEM NO. 13

STAFF REPORT CITY OF OCEANSIDE
DATE: September 10, 2014

TO: Honorable Mayor and City Councilmembers

FROM: City Treasurer’s Office

SUBJECT: PRESENTATION OF TREASURER'S REPORT - QUARTER AND YEAR
ENDED JUNE 30, 2014

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

year ended June 30, 2014.

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, 2014.

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, 2014

For the quarter and year ended June 30, 2014, the City’s portfolio had a book value of
$288,230,927.79 (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 0.944
percent, which has generated fiscal year to date accrued earnings of $2,434,675.52. '



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

City of Oceanside
Portfolio Comparison
Rolling 12-Month Quarterly Comparison

,, M ec.
Book Value $288,230,927.79 | $260,479,664.40 | $253,128,908.39 | $243,226,286.73
Market Value $287,391,190.53 | $258,225,201.37 | $250,406,616.89 | $241,101,214.55
Unrealized Gain/(Loss) | $(839,737.26) $(2,254,463.03) $(2,722,291.50) $(2,125,082.18)
Unrealized Gain/(Loss)
as a % of Book Value (0.29%) (0.87%) (1.08%) (0.87%)
Average Yield to
Maturity 0.944% 0.964% 0.933% 0.911%
Liquidity 0 — 6 months 18.22% 12.19% 13.99% 15.93%
Average Days to
Maturity 982 (2.69 years) 1,127 (3.09 years) | 1,107 (3.03 years) | 1,133 (3.10 years)
Quarterly Earnings $659,309.43 $622,852.12 $584,231.60 $568,282.37
Qtr Capital Gain/(Loss) | $15,465.97 $21,598.92 $100.00 $0.00

During the last fiscal quarter the portfolio’s book value increased by $27.75 million. The
increase in book value is primarily attributable to the receipt of the second installment of
property taxes in April and Triple-Flip proceeds in May. The reduction of unrealized losses
is attributable to the purchase of securities in the 3 to 4-year maturity range, a strategy that
had aided in the stabilization of the portfolio market values. Given the current trend of
increasing bond interest rates, fluctuation in unrealized losses from quarter to quarter is
expected. As long as the City’s securities are held to maturity, the City will not realize any
actual losses. The current portfolio strategy of investment in securities in the 3 to 4-year
maturity range will continue for the foreseeable future. Portfolio liquidity will continue to
be managed using the Local Agency Investment Fund (LAIF); however, if other money
market asset classes’ (such as Agency Discount Notes) yields surpass LAIF’s, investment
strategy will be shifted to include purchases of those asset classes. Liquidity will remain at
elevated levels during the first quarter of Fiscal Year 2014-2015 in anticipation of greater
cash outflows than collection of revenues from July through September. Additionally, to
take advantage of market volatility, a trading program of purchasing and selling 5-year
treasury notes for the purpose of realizing capital gains will continue to be employed. This
trading program will help enhance portfolio income.



The following is a year-end portfolio comparison of June 30, 2014, to June 30, 2013:

Book Value $288,230,927.79 $258,163,646.04
Market Value $287,391,190.53 $255,191,173.12
Unrealized Gains/(Losses) | $(839,737.26) $(2,972,472.92)
Average YTM 0.944% 0.867%

Liquidity 0 — 6 months 18.22% 20.87%

Average DTM 982 (2.69 years) 1,125 (3.08 years)
FY YTD Earnings $2,434,675.52 $2,154,282.60

The City's investment portfolio’s par value increased by $30 million during the fiscal year.
The increase is attributable to stabilization in expenditures following several years of
budget reductions combined with a steady rise in property tax and sales tax revenues. The
average Yyield to maturity of the portfolio increased slightly (by 8 basis points, or 0.08%).
This increase is attributed to the purchase of shorter-term, higher yielding securities in a
rising rate environment. The investment in higher-yielding securities has also helped
increase investment earmnings by $280,392.92 comparative to fiscal year 2013 investment
eamings. This is the first year-over-year increase in interest earnings since June 2008.

Although interest rates did not change much when comparing 2013 to 2014, the
markets experienced considerable volatility during the fiscal year. Volatility was
exacerbated during the first six months of the fiscal year by speculation over when the
Federal Reserve would begin to taper asset purchases, along with the uncertainty
surrounding the ability of Congress to resolve budget and debt ceiling issues by their
respective deadlines. In December, interest rates steadily increased following the
December FOMC meeting where the Committee announced it would begin tapering
asset purchases. Commencing in the fall of 2012, the Fed had been purchasing a total
of $85 billion in longer-term securities ($45 billion in treasury securities and $40 billion in
agency mortgage-backed securities monthly) in hopes of creating downward pressure
on long term interest rates to stimulate the economy. Following its announcement at the
December FOMC meeting, the Fed has tapered five times by $10 billion each time. The
current level of the Fed monthly purchases stands at $35 billion ($20 billion in treasury
securities and $15 billion in agency mortgage-backed securities). At the onset of the
tapering program interest rates surged; however the market has since rallied several
times on concerns over emerging market issues and the Russian/Ukrainian conflict.

The FOMC continued to leave the Federal Funds rate at a range of 0% to 0.25% during
the fiscal year; however Fed Chair Janet Yellen suggested at a press conference that
the Fed may begin increasing the Fed Funds rate after the tapering is complete
(presumably spring of 2015). Prior to Yellen's comment, market analysts had been
predicting an increase in the Fed Funds rate no sooner than 2016.



FISCAL IMPACT

Gross earnings for Fiscal Year 2013-2014 were $2,434,675.52, which is an increase of
$280,392.92 from Fiscal Year 2012-2013. The City's General Fund has eamed
$566,701.00 for Fiscal Year 2013-2014. 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 2013-2014 as of 6/30/14

eneral Fun 86,123,027 566,701
Special Revenue Funds - Police 1,189,646 7,904
Special Revenue Funds - Library (659) 26
Special Revenue Funds - Transportation 11,808,685 78,068
Lighting and Landscape Disfricts 1,638,203 10,791
Federal and State Grants (834,829) 26
Housing Agency 8,000,416 53,320
Community Facilities Districts 2,392,573 20,066
General City Capital Improvement 2,622,667 17,416
Development Impact Fees 22,972,945 151,713
Municipal Golf Course Improvement 116,351 765
Water Funds 63,318,097 417,275
Sewer Funds 41,614,530 273,594
Airport Funds 401,787 2,638
Harbor Fund 3,807,495 25,147
Trust Funds 650,824 4,176
General Debt Service 1,328,885 8,930
Successor Agency 10,874,425 85,250
Banking and Investment Expenses 716,900

Interest Allocated through 06/30/14 $ 2,440,706
Earnings Allocation Adjustments (6,030)
Year to Date Totals as of 06/30/14| $ 258,025,068 | $ 2,434,676




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 2013-2014 as of 6/30/14

General Fund 31,334,470
Grants 140,841
General Fund Capital Improvements 3,895,961
Solid Waste Fund 7,111,035
Internal Service Funds 40,376,682
Trust Funds ' 3,094,231
Payroll Fund 137,328
City Debt Service Funds 32,429
FYTD Average Cash Balances as of 06/30/14 $ 86,123,027

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 $716,900.44 for Fiscal Year 2013-14. The following chart
categorizes the allocated bank and investment charges through Fiscal Year 2013-2014,
as well as provides a comparison to Fiscal Year 2012-2013. Bank and investment fees
have increased by $122,208.00 comparative to last fiscal year, primarily due an overall
increase in banking activity. Over the past several years, 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 a steady increase in credit card transactions
which equates to higher merchant service costs. Additionally, The Finance Department
has been implementing tighter cash controls at outlying cash collection locations (such
~ as the community centers and swimming pools) requiring deposit pickup by the armored
carrier at each location resulting in increased costs.



BANKING AND INVESTMENT EXPENSES
FISCAL YEAR 2013-2014 YEAR TO DATE COMPARISON
AS OF JUNE 30, 2014

Banking Expenses ‘
Armored Carrier 58,637 34,793
Bank Fees 102,537 81,502
Bank Supplies 962 5,354
Check Stock 1,853 6,122
Merchant Services 493,447 409,120

Investment Expenses
Bloomberg Services 31,884 31,582
Custody and Safekeeping 22,761 21,540
Investment Software Maintenance 4,819 4,679

Total Banking and Investment Expenses $ 716,900 |$ 594,692

COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter and year ended June 30,
2014, report at its August 12, 2014, meeting and concurs with its contents. The
Committee confirms that the investments are in compliance with the Califomnia 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
and year ended June 30, 2014.

PREFARED BY: SUBMITTED BY:
ANl /- 4
Michele C. Lund GaryMEmst 7

Treasury Manager City Treasurer

Attachment: Treasurer's Quarter and Year Ended Report — June 30, 2014
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