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APPROVAL OF AGREEMENT OF INVESTMENT ADVISORY SERVICES

RECOMMENDATION

Adopt a resolution authorizing the Director of Finance to negotiate and execute an agreement with
Main Street Capital Advisors ("MSCA") to serve as the City’s Investment Advisor for the term of
April 1, 2010 to June 30, 2012 in an amount not to exceed $172,600, with two (2) one-year options
for extension through June 30, 2014, not to exceed $48,700 per option year, and subject to annual
appropriation of funds.

OUTCOME

Approval of this recommendation will allow the City to obtain investment advisory services for the
Finance Department’s Investment Program for the Operating Fund portfolio.

BACKGROUND

On June 7, 2007 Council approved a phased approach related to recommendations contained in the
Macias Consulting Group’ s Evaluation of the City’s Investment Program. These
recommendations provided for additional resource allocations to the Finance Department to
implement active management initiatives in the City’s investment program for the purpose of
enhancing the City’s investment yield. Phase I recommendations included hiring an Investment
Advisor for purpose of providing City input on investment options, cash flow forecasting, and
market analysis.

The City maintains a diversified portfolio of approximately $1.0 billion, which includes U.S.
Government Agency securities, Commercial Paper, Certificates of Deposit, and Corporate Medium
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Term Notes. It is the policy of the City to invest public funds in a manner to meet the City’s
objectives, in order of priority; safety of invested funds, maintenance of sufficient liquidity to meet
cash flow needs, and attainment of maximum yield possible consistent with the first two
objectives, while conforming to the provisions of California Government Code Sections 53600 et
seq., the Charter of the City of San Jose, the City of San Jose Municipal Code, and the Investment
Policy adopted by the City Council.

In accordance with the City Charter, the Director of Finance is charged with responsibility for the
conduct of all city-wide Finance functions, including the custody and investment of City funds.

ANALYSIS

Evaluation Process

The Finance Department issued a Request for Proposals ("RFP") in June 2009 for investment
advisory services. The RFP was posted on the City’ s online e-procurement system, BidSync. The
RFP was downloaded by thirty six (36) firms and four (4) of those firms’ submitted proposals.
One of the firms withdrew its proposal. After determination of meeting minimum qualifications
by Finance Purchasing staff, the three proposals were evaluated as follows:
In the first phase, the proposals were evaluated on the basis of their written proposals. In the
second phase, the evaluation team interviewed the finalist. The proposals were evaluated using the
following criteria and weighting:

Evaluation Criteria
Description

Proposal Responsiveness
Experience of Proposer
Technical Response
Fee Structure (Cost)
Local Business Enterprise Qualification
Small Business Enterprise Qualification

Weight

Pass/Fail
25%
45%
20%
5%
5%

City Investment Advisor

Evaluation results for the three firms are summarized on the following page.
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Rank Firm Experience Technical Cost Local Small Total
1 MSCA 19.42 32.00 20.00 0.00 0.00 71.42
2 PFM Asset 19.83 33.20 9.13 0.00 0.00 62.16

Management
3 MBIA Asset 18.75 32.90 5.10 0.00 0.00 56.75

Management

The above table summarizes the RFP results, Main Street Capital Advisors ("MSCA") received the
highest total points of 71.42, out of a total weighting of 100 points, PFM Asset Management and
MBIA Asset Management received 62.16 and 56.75 total points, respectively. Based on the results
of the evaluation process as noted above, staff recommends MSCA to serve as the City’s
Investment Advisor. The investment advisory services contract will be paid on a time and
materials basis under a 3 year agreement, with two (2) one-year options for extension, subject to
annual appropriation of funds. The term of the agreement may be extended by the Director of
Finance upon written notice to MSCA. The Investment Advisor will assist and supplement the
City’s staff by providing technical and strategic advice to staff in managing the City’s portfolio.
MSCA will provide services including review of current procedures and making recommendations
to enhance and streamline the City’s investment operations program. Under this agreement, MSCA
will not independently manage investments of the City’s portfolio.

The total compensation for the Initial Term of the Agreement from April 1, 2010 through June 30,
2012 is not to exceed $172,600, subject to annual appropriation of funds. The initial year of the
contract will cover a three month period from April 1, 2010 through June 30, 2010 at a total cost of
$75,200. Services under this three month period encompass an array of deliverables to be achieved
by the Investment Advisor. Following are the primary deliverables for this period:

¯ Review of the City’s Investment Policy and recommendations to ensure that the Policy
conforms to the California Government Code and reflects peer city "best practices"

¯ Develop assessment criteria and procedural guidance for a procedures manual for the
review of the financial condition of financial institutions and broker/dealers who conduct
business with the City, as well as preparation of a procedures manual with recommended
format for presentation, suggested financial ratios/data, criteria for peer comparison, and
suggested financial condition thresholds

¯ Develop procedures manual for the election of new broker dealer relationships, which
includes recommended questionnaire, qualitative and quantitative ranking criteria, and
recommended documentation for initiating a new relationship, as well as recommended
format for presentation, suggested financial ratios/data, and suggested financial condition
thresholds

¯ Develop procedures manual with recommended format for presentation, suggested
financial ratios/data, and suggested financial condition thresholds for Commercial Paper
and Medium Term Corporate Notes
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The remaining two years of the Initial Term of the Agreement, FY 2010-11 and 2011-12 are not to
exceed $48,700 per year, subject to annual appropriation of funds. In addition, the City will have
the option at its sole discretion to extend the Term of the Agreement for two additional one year
terms for the periods July 1, 2012 through June 30, 2013 (FY 2012-13) and July 1, 2013 through
June 30, 2014 (FY 2013-14), in an amount not to exceed $48,700 per year, subject to annual
appropriation of funds.

PUBLIC OUTREACH/INTEREST

The RFP for investment advisory services was posted on the City’s BidSync and was downloaded
by thirty-six (36) investment advisory firms throughout the United States.

Criteria 1: Requires Council action on the use of public funds equal to $1 million or
greater. (Required: Website Posting)

Criteria 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-mail
and Website Posting)

Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item does not meet the criteria listed above, however the item will be posted on the City’s
website as part of the normal City Council Agenda process.

COORDINATION

This report has been prepared by the Finance Department in coordination with the City Attorney’s
Office.

FISCAL/POLICY ALIGNMENT

This action is consistent with the following General Budget Principles: "We must focus on
protecting our vital core city services for both the short- and long-term" and "We must continue to
stre~imline, innovate, and simplify our operations so that we can deliver services at a higher quality
level, with better flexibility, at a lower cost".
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COST SUMMARY/IMPLICATIONS

Compensation for the City’s Investment Advisor will be paid from the Finance Department’s non-
personal budget, subject to annual appropriation of funds. Total compensation is not to exceed
$172,600 through June 30, 2012.

BUDGET REFERENCE

2009-10 Last Budget
Adopted Action

Total Amt. for Budget (Date, Ord.
Fund Appn. Appn. Name Appn. Contract Page No.)
001 0492 Finance $1,300,232 $172,600 VIII-86 06/23/2009,

Department, Non- Ord. No.
personal/Equipment 28593

Not a project.

SCOTT P.~O~ANSON
Director, Finance

For questions, please contact Arn Andrews, Division Manager/Treasury, at (408) 535-7041.




