DATE: September 11, 2012

AGENDA ITEM # 4

TO: City Council
FROM.: Russell J. Morreale, Finance Director

SUBJECT: Investment Portfolio Report

RECOMMENDATION:

Accept the Investment Portfolio Report through June 30, 2012

SUMMARY:
Estimated Fiscal Impact:
Amount: None
Budgeted: Not applicable
Public Hearing Notice: Not applicable
Previous Council Consideration: April 24, 2012

CEQA Status: Not applicable

Attachments:

1. City-wide Holdings and Investment Ladder

2. Portfolio Mix Charts

3. Investment Policy Compliance Chart

4. Investment Performance Review Second Quarter 2012



BACKGROUND

This report presents the status of the City’s investment portfolio through June 30, 2012. The
reporting model has been developed in coordination with PFM Asset Management LLC
(PFM) and provides reporting for the past two quarters through the end of fiscal year
2011/12 on a pre-audit basis.

DISCUSSION
Current Portfolio Profile

The summary provided below, along with the investment ladder in Attachment 1, presents
the sum total of all City cash holdings. The City’s portfolio book value, excluding operating
cash and bond holdings, as of June 30, 2012 was $46,768,662. Including the Local Agency
Investment Fund (LAIF), the portfolio carries investments in 2012 (75%), 2013 (14%), 2014
(9%) and 2015 (2%). Since the very first investment purchase in 2010, the City continues to
proceed slowly and cautiously in this historic low-yield environment. The City realized
several scheduled maturities in this term redeeming them at full par value and has made its
first purchase into 2015. Investment durations remain short and consequently, the portfolio
has performed on an inception-to-date basis slightly under the City’s yield benchmatrk. The
portfolio has experienced no principal losses and the matket value of investments exceeds
the par values of its holdings.

At June 30, 2012, 12% of the City’s portfolio is placed in Federal Agency Securities (Fannie
Mae, Federal Home Loan Bank, Federal Home Loan Mortgage and Federal Farm Credit),
17% in U.S. Treasuries, 5% in medium-term Corporate Notes, with the balance of 66% in
liquid funds. Sixty-four percent of the total portfolio is in LAIF. This portfolio mix is
illustrated as part of Attachment 2.

Full compliance with the City’s Investment Policy is monitored closely and on a pet-trade
basis as llustrated in Attachment 3.

As part of these quarterly updates, a status report is prepared by PFM that is included as
Attachment 4 — Investment Performance Review Second Quarter 2012. It is important to
note that this report highlights the performance of City investments that fall outside its
liquid holdings with the LAIF. This has been intentionally crafted to isolate the performance
of the City’s independently-managed investments. Investment ratings are as listed with an
important note that this report reflects the U.S. Treasury downgrade as announced by
Standard & Poor’s earlier this year.

Subsequent Period Activity of Note

The consensus of the Financial Commission is to target holdings in LAIF at 50% or lower in
a paced manner. In the time period following this report, $3.8 million of maturing security
mnvestments were re-invested in 2014 and 2015 U.S. Treasuries and Agencies. An additional
$4.3 million was invested similarly to further diversify holdings. These transactions will have
the impact of extending duration, but still keep the investment duration relatively short as
recommended by the Financial Commission and staff.
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FISCAL IMPACT
None
PUBLIC CONTACT

A review of the past two quarters of investment activity was presented at the July 19, 2012
Financial Commission meeting.

Posting of the meeting agenda serves as notice to the general public.
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