
COUNCIL AGENDA: 06-05-12 
ITEM: 2.15 

CITY OF ~ 

SAN JOSE	 Memorandum
 
CAP|TAL OF SILICON VALLEY 

TO: HONORABLE MAYOR AND 
CITY COUNCIL 

FROM: Dennis Hawkins, CMC 
City Clerk 

SUBJECT: SEE BELOW DATE: 

SUBJECT:	 THIRD QUARTER FINANCIAL REPORTS FOR FISCAL YEAR 2011
2012 

RECOMMENDATION 

As recommended by the Public Safety, Finance and Strategic Support Committee on May 17, 
2012 and outlined in the attached memo previous submitted to the Public Safety, Finance and 
Strategic Support Committee: 

(a)	 Accept the Third Quarter Financial Reports for Fiscal Year 2011-2012; and 

(b)	 Adopt a resolution authorizing the Director of Finance to write off uncollectible debts in 
an amount up to $541,974.74. 



  

PSFSS 05-17-12; Item (d) (2)
 
City Council: 06-05-12
 

CITY OF ~ 

SAN JOSE .Memorandum
 
CAPITAL OF SILICON VALLEY 

TO: PUBLIC SAFETY, FINANCE AND ’FROM: Julia H. Cooper 
STRATEGIC SUPPORT COMMITTEE 

SUBJECT: THIRD QUARTER FINANCIAL DATE: May 3, 2012 
REPORTS FOR FISCAL YEAR 
2011-2012 

Approved Date 

COUNCIL DISTRICT: City-Wide 

RECOMMENDATION 

a) Accept the Third Quarter Financial Reports for Fiscal year 2011-2012. 

b) Forward recommendation to the City Council to adopt a resolution authorizing the 
Director of Finance to write offuncollectible Debtsin an amount up to $541,974.74. 

OUTCOME 

Provide the quarterly update on debt management, investment management and revenue 
collection work .efforts, and receive approval to forward to City Council recommendation for bad 
debt write-off. 

BACKGROUND 

The attached Third Quarter Financial Reports for Fiscal Year 2011-2012 presents the Finance 
Department’s quarterly activity for the City[s Debt Management, Investment Management, and 
Revenue Collection programs. As part of the ongoing effort to streamline work efforts within 
the Finance Department, these three reports are combined in one single report for submission to 
the Public Safety, Finance and Strategic Support Committee (the "PSFSS .Committee:’) for its 
review and acceptance. A briefnarrative discussion is provided below for all three components 
of this quarterly report. Additionally, the Finance Department is charged with the responsibility 
of bringing forward periodic listing of bad debt for approval to "write off’’. 



                                                        

PUBLIC SAFETY, FINANCE AND STRATEGIC SUPPORT COMMITTEE 
May 3, 2012 
Subject: Third Quarter Financial Reports for Fiscal Year 2011-2012 
Page 2 

ANALYSIS 

This section of the report is divided into the following sections: Debt Management program, 
Investment Ma.nagement Program, and Revenue Collection Program, including Marijuana 
Business Tax and discussion of the accounts identified for "write off". 

Debt Management Program 

The City’s Debt Management Program is administered in the Treasury Division of the Finance 
Department and is responsible for managing the City’s debt issuance and debt administration 
activities for all City borrowings (including the Housing Department’s Affordable Housing 
Program). 

The City’s current general obligation bond rating.is Aal/AA+/AA+ by the Moody’s Investors 
Services Inc., Standard & Poor’s Ratings Services, and Fitch Ratings, respectively, based on the 
rating reviews through April 2012. 

This Third Quarter Debt Report focuses on theCity’s debt activities for the period ended March 
31, 2012, and relates to the following elements of the City’s Debt Management Program: 

Completed financings and current portfolio
 
Debt issuance and.management activities completed
 
Current long-term interest rate environment
 
Performance of City’s variable rate debt portfolio
 

The City continues to be recognized nationally for its best practices in debt management and 
strong financial management. This respect and recognition that the City has attained from the 
national finance community produces significant financial benefits for the City; such as excellent 
credit ratings and highly competitive bids for the City’s bond i’ssues. 

Investment Management Program 

A Quarterly Investment Report for the period ended March 31; 2012-will be distributed 
separately to the Mayor and City Council and will be posted on the Finance .Department 
website1. Pursuant to the City’s Investment Policy, verbal presentations, in addition to the 
written reports, are provided to the’ PSFSS Committee on the Second Quarter and Fourth Quarter 
Reports. The materials that are presented in this consolidat, ed report provide a "snapshot" of the 
investment portfolio. The report will be agendized for acceptance by the City Council pursuant 
to the Investment Policy. ~ 

~ http://www.csifinance.orN 
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Revenue Collection Program 

The Revenue Collection report highlights the key aspects of the City’s ongoing collection efforts. 
These efforts focused on reducing delinquent accounts receivable and enhanced revenue 
compliance in three primary collection programs: Business Tax, Accounts Receivable, and 
Revenue Compliance, and Monitoring. This report provides the highlights of the department’s 
collection efforts and summarizes the progress towards meeting our budget collections target of 
$2.65 million. Actual collections year-to-date are $9.24 million which exceedsthe collection 
target by $6.59 million. Additionally, specific information is provided on the Marijuana 
Business Tax collections and compliance, and recommended write-offs. 

Marijuana Business Tax ("MBT") 

MBTRevenue Collection On February 14, 2012 the City Council .directed the Finance 
Department to include updated information on Marijuana Business Tax collection and 
compliance activities in the Quarterly RePOrt. The Marijuana Business Tax ("MBT") , 
revenue generated for the three-m0nth period ended March 31, 2012 was approximately 
$1.0 million, which is calculated to include payments received for the December 2011, 
January and February 2012 MBT reporting periods. As ofMardh 31, 2012, the year-to
date MBT dollected for FY 2011-2012 was approximately $2.4 million, which is 
comprised of $2.3 million in taxes, $65,000 in penalties, and $3,000 in interest. 

MBT Compliance Throughout FY 2011-2012, the Administration h~as continued to 
identify a number of marijuana collectives which have failed to complywith San Jos~ 
Municipal Code ("SJMC") Chapter 4.66 by failing to submit monthly MBT returns or 
remit the MBTI Collectives have been advised that lack of compliance will result in an 
MBT assessment with the imposition of penalties and interest. Finance staff continues to 
follow-up with non-compliant collectives on a regular and consistent basis in an effort to 
enforce compliance and collection of the MBT under SJMC 4.66. 

The attached spreadsheets divide marijuana businesses into two categories: Active and 
Closed businesses. Each spreadsheet identifies if the businesses filed MBT tax returns in 
the categories listed in the table below as of the February 2012 reporting period. 

Table 1 - Summary of MBT Payment Categories Businesses / Locations
 
Active Closed Total
 

MBT Remm Filed / Taxes Paid for all months required 56 7 63
 
MBT Return Filed-’/Taxes Paid sporadically 23 15 38
 
MBT Return Filed as "Zero-Dollar" return 24 8 32
 
No MBT Return Filed / No Taxes Paid 9 6 15
 
Not Applicable / MBT Return Not Re@red to be Filed 0 50 50
 

Total Number of Businesses / Locations 112 86 198 
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Write-Offs 

Bad Debt Write-Offs In addition to proactively collecting the City’s delinquent 
accounts, it is also important to write off the City’s uncollectible.debts to ensure 
that the City’s financial statements are reflected accurately. On a periodic basis, 
the Finance Departmentestablishes reserves fo~ bad debts to cover potential write
offs for uncollectable accounts. The bad debt reserves are funded as an estimate of 
total billings each year in each revenue category billed. The accounts 
recommended for bad debt write-off will be offset by the bad debt reserves that 
have been established. 

The annual analysis of the City’s bad debt reserves are conducted by the Finance 
Department and reviewed by the City Manager’s Budget Office during the budget 
development and Annual Report process. In addition, during the City’s annual 
external audit of the City’s financial statements, the City’s external auditors review 
the City’s bad debt exposure as well as the adequacyof the bad debt reserves. 

As accounts are considered for write off through the City’s annual accounts 
receivable evaluation process, the following criteria is followed to determine if an 
account should be written off as a bad debt. 

¯ Debtor has no assets; out of business or has no indication of future 
¯ assets;
 

¯
 Debtor is deceased and has no estate; 
¯ Debtor is incarcerated for an extended or unknown period;
 
¯ Debtor has filed bankruptcy;
 
¯ Debtor has "skipped", moved, or sold property and t~as no forwarding
 

information; or
 
¯ Statute of limitations has expir.ed.
 

It should be noted that such write-offs is not a relinquishment of the City’s claim 
for debts due the City. In addition, as a last resort for collecting accounts that are 
delinquent and considered for bad debt write-off status, such accounts can be 
a, ssigned to the collection agencies undercontract with the City to make further 
attempts for collection action, in order to exhaust all remedies availableto the City. 

Collection Efforts (Post Write:OfD Even after writing off accounts that are deemed 
uncollectible, the Finance Department will continue to pursue collection on these 
accounts to the’ extent legally possible. However, ~ith regards to discharged 
bankruptcies; legal cases which were dismissed by the courts and any settlements agreed 
upon by the City, the City will not,be able to pursue collection. 

Recommended Bad Debt Write-Offs The Finance Department is ~equesting the PSFSS 
Committee to forward the attached list of delinquent accounts, in the amount of 
$541,974.74, to the City Council for write-off approval. The majority of the.accounts are 
Team Sail Joss ("TSJ") invoices totaling approximately $521,000. TSJ manages the San 
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Jos6 Convention Center and promotes it as a place to hold events and meetings to 
corporate, cultural, and many other organizations. 

As outlined inthe reason fo) write-off column of the attached list of write-offs, the list 
includes accounts that may have received partial recoveries with regards to settlements 
and banlcruptciesl. For example, Team San Jos6 received $355,064.82 from the American 

¯ Musical Theatre; the remaining balance of $439,323,33 is uncollectible and needs to be 
written off. TSJ has been working to locate and bring businesses compliant with mixed 
results. Many of the businesses are no longer in operation, have been nonresponsive, and 
some business owners have filed Chapter 13 (bankruptcy). Lastly, some invoices were 
sent to the Finance Department for proactive collection actions. As a result of all of these 
actions, the Finande Department has deemed it necessary to forward some of the invoices 
to Council for write-off approval. 

EVALUATION AND FOLLOW-UP 

The Finance Department prepares on a quarterly basis this report for review and approval by the 
PSFSS Committee. The recomrflendations for bad debt write-off is prepared and presented to the 

¯ PSFSS Committee in a periodic, as needed basis for its review and approval. 

Staff from the Finance Department will be available to answer questions on the Third Quarter 
Financial Reports for Fiscal Year 2011-2012 at the Public Safety, Finance and Strategic Support 
Committee meeting on May 17, 2012. 

PUBLIC OUTREACH/INTEREST 

This item will be posted on the City’s websi~e for the PSFSS Committee meeting on May 17,
 
2012.
 

Criterion i : Requires Council action on the use of public funds equal to $1 million or 
greater. (Required: WebsitePosting) 

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

: 

¯ Criterion 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) 
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COORDINATION 

This memorandum has been coordinated with the City Attorney’s Office. 

Not a project 

H. COOPER 
.g Director of Finance 

Attachments 
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CITY O1a ~ 

SAN JOSE	 Memorandum 
CAPITAL OF SILICON VALLEY 

TO:	 PUBLIC SAFETY, FINANCE AND FROM: Julia H. Cooper
 
STRATEGIC SUPPORT COMMITTEE
 

SUBJECT:	 THIRD QUARTER INVESTMENT DATE: April 30, 2012 
REPORT FOR FY 2011-12 

Date ~.//~/g_,, 

COUNCIL DISTRICT: City-Wide 

RECOMMENDATIONS 

Accept the Third Quarter Investment Report for FY 2011-12. 

DISCUSSION 

The Third Quarter Investment Report for FY 2011-12 for the quarter ended.March 31, 2012 
has been transmitted electronically to the City Council to meet the reporting requirement.s set 
forth in the City of San Jose Investment Policy. The electronic version of this report can also 
be found on the City’s Website at www2.csjfinance.org and a hard copy has been filed in the 
City Clerk’s Office located at 200 East Santa Clara’Street. 

Attached is a copy of the Third Quarter Investment Report for FY 2011-12 focusing on: 

¯ Quarterly Portfolio Statistics and Performance 
¯ Investment Strategy 
¯ Policy Reporting Requirements 
¯ Significant Developments 

Consistent with the Investment Policy requirements, staff from the Finance Department will be 
available to answer questions at the Public Safety, Finance and Strategic Support Committee meeting 
on May 17, 2012. In addition, this repo,rt will be agendized in the Consent Calendar for a future City 
Council meeting. 

(J]gIL.IA _H. COOPER
~Acting Director of Finance 

Attachment 



SENT TO COUNCIL:
 

¯ CITY OF 

SAN JOSE 
CAPITAL OF SIEICON VALLEY 

TO: HONORABLE MAYOR AND FROM: Julia H. Cooper 
CITY COUNCIL 

SUBJECT: INVESTMENT REPORT FOR DATE: April 30, 2012
 
THE QUARTER ENDED
 

.. cn 3A, 2o12 DateApprove, 

Transmitted herewith is the City’s investment report for the quarter ended March 31, 2012. To 
meet the reporting requirements set forth inthe City of San Jose Investment Policy, an electronic 
version of this report will be posted on the City’s website at www.csjfinance.org and a hard copy 
will be on file at the City Clerk’s Office located at 200 East Santa Clara Street. 

This report will be distributed to the Public Safety, Finance and Strategic Support Committee 
(PSFSS) for discussion during its meeting on May 17, 2012 and will be agendized through the 
PSFSS Committee to a subsequent City Council meeting. 

Summary of portfolio performance and comp!iance for quarter ended March 31, 2012: 
Size of total portfolio- $911,051,599 

¯ . Earned interest yield - 0.655%
 
¯ Weighted average days to maturity- 575 days
 
¯ Fiscal Year-to-Date net interest earnings - $4,816,479
 
¯ Sale of one security (discount note) to increase portfolio yield and enhance liquidity reserves 
¯ No exceptions to the City’s Investment Policy during this quarter 
¯ Included in this report is the City’s external auditor, Macias, Gini & O’Connell’s 

Independent Accountant’s Report as agreed upon procedure to evaluate the City’s 
investment program for the six-month period ended December 31,2011. No exceptions 
were noted. 

If you have any questions on this investment report, please do not hesitate to call me at 535-7000. 

H. COOPER 
Acting Director of Finance 

cc: Debra Figone, City Manager 
Sharon Erickson,.City Auditor 
Richard Doyle, City Attorney 
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CITY OF ~ 

SAN JOSE Finance Department
 
CAPITAL OF SILICON VALLEY JULIA H. COOPER, ACTING DIRECTOR 

April 30, 2012 

HONORABLE MAYOR and CITY COUNCIL 

INVESTMENT REPORT FOR THE QUARTER ENDED MARCH 31, 2012 

I am pleased to present this report of investment activity for the quarter ended March 31, 2012 in 
c0mplianc4 with the reporting requirements as set forth in the City of San Jos4 Investment 
Policy. The information presented in the table below highlights the investment activity for the 
quarter ended March 31, 2012 as well as provides a comparison to the quarters ended December 
31, 2011 and March 31, 2011. 

The report presents information in the following major categories: Portfolio Statistics, Portfolio
 
Performance, Compliance Reporting Requirements, Investment Trading Activity, and
 
Investment Strategy pursuant to the Investment Policy.
 

INVESTMENT SUMMARY 
For the Quarter Ended March 31, 2012 December 31 2011 March 31, 2011 
Total Portfolio 
Portfolio Value (1) (2) $911,051,599 $926~961,888 $902,011,677
 
Earned Interest Yield 0.655% 0.750% 0.580%
 

Dollar-weighted average yield 
Purchases .351% .426% .260% 
Maturities .245% .873% .196% 
Called Securities N/A 1.25% N/A 
Sold Securities 0.122% N/A N/A 

Weighted avg. yield at end of 
period .689% .634% .648% 
Weighted avg. days to maturity 575 524 258 

Portfolio Fund 1 
Portfolio Value o) (2) $910,197,791 $913,433,452 $ 888,526,202
 
Earned Interest Yield 0.659% 0.756% 0.592%
 

Dollar-weighted average yield 
Purchases .352% .426% .268% 
Maturities .246% .873% .201% 
Called Securities N/A 1.25% N/A 
Sold Securities 0.122% N/A N/A 

Weighted avg. yield at end of 
period .690% . 0.638% 0.650% 
Weighted avg. days to maturity 575 529 262 
1 Reflects book value (principal plus any purchased interest costs) of investments. 

2Total excludes bond proceeds held by trustees for the City of San Jos4 ($520,139,872.45) 
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PORTFOLIO STATISTICS 

Detailed information can be found in the attachments while summaries in graphic form are 
provided below. 

Portfolio Composition 

The graphs below provide snapshots of the City’s total investment portfolio as of March 31, 
2012. The first graph shows the portfolio composition by investment type and the following two 
graphs show the portfolio’s cash balances by fund type. 

Portfolio Composition " 
As of March 31, 2012 

$911,051,599 

Money Market Mutual 
Funds 

Commercial Paper 
$74,840,323 

8% 

$300,000 
0% 

LAIF 
$30,050,000 

3% 

U.S. Govt Agency
 
ISSIJeS
 

806,8(;1,27(;
 
89%
 

The g.raph on the next page reflects ~he reconciliation of total balances reported by the 
investment program’s record-keeping system to the City’s Financial Management System 
(FMS). 
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Cash Balances by Fund Type 
As of March 31, 2012 

$965,047,605 

Wasto Water 
$294,764, 

¯ Capital Projects 
$36,359,294 

Airport 
915 

Spec Rev Funds 
Debt Service 
$35,646,845

$325,928,575 

General Fund 
$74,408,420 

Muni Water 
$19,519,620 

RDA Parking 
$(lO,OOO) $13,219,803 

Trust & Agency 
$42,235,581 

Total Cash Balances per FMS $965,047,605 
Deposit-in-Transit, Outstanding Checksa ($53,996,006) 
Portfolio Balance Total $911,051,599 

During the quarter, California redevelopment agencies were dissolved by legislative action, and 
the City as Successor Agency to the Redevelopment Agency ("SARA") began the administrative 
transition. The negative amount shown under Redevelopment Agency is caused by a timing 
difference in the recognition of expenses and checldess transfers between the former 
Redevelopment Agency and SARA. The negative $10,000 shown under Redevelopment Agency 
will be trued-up in April of 2012 when the residual transition activities will be accounted for, 
closing out the Redevelopment Agency’s participation in the City’s investment portfolio. 

The following graph Compares the monthly total balances of selected City funds as reported by 
the City’s Financial Management System (FMS). 

1 Reflects timing differences between when deposits are made and accounted for in FMS, or.when checks ar~ 
written and not yet cashed by the receiving party. 
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Monthly Comparison of Balances by Fund Type
 
As of March 31, 2012
 

$500 

$400 

$300 

$200 

$1 O0 

$0
 

-$1 oo 
Mar-10 Jun-10 Sep-10 Dec-10 Mar-11 Jun-11 Sep-11 Dec-1 t Mar-12 

I~Genera[ Fund Airport ~Waste Water ~Spec RevFunds ~Capital Projects ~Redevelopment I 

General Fund Balances 

Cash balances in the General Fund decreased approximately $19 million from the December 31, 
2011 balance of $93 million to the March 31, 2012 ending balance of $74 million. This is 
primarily due to debt service payments made during the quarter, including the TRAN repayment 
as described below, off-set by the receipt of property taxes. As depicted above, cash balances 
usually peak during the months of January and June when the bulk of property taxes are 
received. Traditionally, the summer months experience a decline in the portfolio and the General 
Fund balances due to the retirement prefunding, debt service payments and operational 
expenditures during months when no property tax revenue is received. 

Prefunding of Annual Retirement Contributions and Issuance of Short-Term Notes 

On February 1, 2012 the City repaid $100 million principal, plus interest, for the 2011 Tax & 
Revenue Anticipation Note (’°TRAN") issue. The City issued this short-term note on July 1, 
2011 for cash flow smoothing purposes, primarily to facilitate the prefunding of employer 
retirement contributions. 

To ensure that ~he General Fund cash balance remains positive throughout fiscal year 2012-2013 
and to. provide sufficient funding for the retirement prepayment, the City anticipates issuing a 
new TRAN in July 2012. 
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Negative Cash Balances 

Negative balances in the Capital Project funds are caused by a time lag between when payments 
are made through the investment pool and when funds are received from trustees for the related 
reimbursement for these capital costs. Cash balances in the Capital Project funds remained 
above zero this quarter. Finance staff has been working with departments to shorten this time 
lag. Since instituting procedures related to the reimbursement of bond proceeds, City staff has 
been able to prevent negative cash balances in the Capital Project funds. Investment staff will 
continue to monitor bond reimbursements and fund balances, but going forward will only include 
the "Negative Cash Balances" section in the investment reports if negat.ive balances occur. 

Redevelopment AgencF Portion of Portfolio 

Historically, the Redevelopment Agency has participated in the City’s investment pool both with 
restricted bond proceeds and with operating cash balances. During the quarter, redevelopment 
agencies in California were dissolved by legislative action, and the City as Successor Agency to 
the Redevelopment Agency ("SARA") began the administrative transition. As part of this 
transition, the Redevelopment Agency funds in the City’s investment portfolio were transferred 
to the SARA accounts held at Bank of America. A separate LAIF account was also established to 
provide an investment vehicle for SARA funds. 

Timing differences in the recognition of expenses, as well as checkless transfers between the 
forfner Redevelopment Agency and SARA, caused a negative $10,000 balance in the 
Redevelopment Agency fund in the investment portfoliO. This negative balance will be cured in 
April 2012 when the residual transactions will be accounted for and a transfer of $10,000 will be 
made to return the account balance to zero. At this point, the Redevelopment Agency’s 
participation in the City’s investment portfolio will cease. SARA and City staff will explore 
appropriate reporting venues for balances maintained in the SARA accounts and will include a 
discussion of the reporting methodology in the June 2012 Quarterly Investment Report. 

Total interest earnings from Redevelopment Agency funds invested with the City pool during the 
quarter ended March 31, 2012 were $11,534.42, inclusive of earnings on the LAIF account 
established for the 2008B bond proceeds. 

PORTFOLIO PERFORMANCE 
The table on the next page illustrates the total portfolio income recognized for the last quarter as 
compared to the prior quarter and the same quarter one year ago. Other graphs in this section 
include yield and maturity trends over the last two years. 
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TOTAL PORTF.OLIO INCOME RECOGNIZED 
Accrual Basis 

Total Portfolio March 3L 2012 December 31~ 2011 March 3L 2010 
Ouarter-End 
Total interest earnings 
Realized gains (losses) from sales(a) 

Total income recognized 

$1,564,228 
5,154 

$!,569,382 

$1,619,728 
.0 

$1,632,862 

$1,404,651 
0 

$1,404,651 

Fiscal Year-to-Date 
Total interest earnings $4,816,479 $3,252,590 $6,372,323 
Realized gains (losses) from sales(a) 5,154 0 0 

Total income recognized $4,821,633 $3,252,590 $6,372,323 
ca) Please see discussion in Investment Trading Activity section. 

Yield and Maturity Trend 

The following graph illustrates the dollar-weighted average days to maturity ("ADM") of 
Portfolio Fund 1 (bar graph) along with the yield trend (line graph) for each month for the past 
two years. Th.e ADM increased from 529 days on December 31,2011 to 575 days on March 31, 
2012 while the yield increased from 0.659% to 0.678%. While the table on page 1 summarizes 
portfolio data on a quarter-to-quarter basis, the following tables summarize the data on a month
to-month basis. 

Yield and Maturity Trends Portfolio Fund 1 
As of March 31, 2012 
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Benchmark Comparison 

The following graph compares the monthly earned interest yield of the City’s Portfolio Fund 1 
with the monthly average yields of the State of California Local Agency Investment Fund 
(LAIF) and of the two-year U.S. government agency securities from March 2010 through March 
2012. The City’s Total Portfolio is not used for benchmarking comparisons since it includes 
various funds which are required to be invested apart from the pool and have their own separate 
cash flow needs. 

Monthly Benchmark Comparisons 
As of March 31, 2012 
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The closest suitable benchmarks for the City’s Portfolio Fund 1 are the two-year US government 
agency securities and the Local Agency Investment Fund (LAIF). Despite yields in the market 
remaining at historically low levels, during the past three quarters, the City’s yield has increased 
over the tw0-year government agency benchmark. This increase is the result of staff purchasing 
longer-dated maturities (out to three years) as well as callable Securities that provide a yield 
advantage. 

The two-year agency benchmark has historically been a suitable benchmark for the City’s 
portfolio as it closely mimics the City’s deslred duration. The two-year government agency 
benchmark maintains a constant average-days-to-maturity ("ADM") of 730 days ~while the City’s 
ADM will vary depending on cash flow needs. Liquidity restraints, reduced fund balances, as 
well as the structural change in the City’s portfolio associated with the retirement prefunding, 
have resulted in the City’s ADM being lower than the two-year agency benchmark. Staff has 
been extending investment maturities, increasing both the portfolio duration and yield. 

During the month of March 2012, LAiF’s ADM was 243 days compared to the 575 days of the 
City’s Portfolio Fund 1. Although the City’s ADM increased this quarter to 575 days from 529 
days in the last quarter, the City’s relatively short average life will continue to result in the 
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portfolio’s yields remaining near historic lows. However, the short average life will, as cash 
flows permit, allow the City’s portfolio to react relatively quickly once interest rates increase, 
resulting in more favorable yield performance. 

Unrealized Losses and Gains 

¯ As shown in the Investment Summary Table on page 1 of this report, the total portfolio size as of 
March 31, 2012 was $911,051,599. The following table illustrates the net unrealized gains or 
losses on the portfolio when comparing the portfolio’s market value to both its original cost and 
amortized cost. 

UNREALIZED GAINS & LOSSES 
Cash Basis 

Market Value $914,644,757 Market Value $914,644,757 
Original Cost (911,051,599) Amortized Cost (911,458,961) 
Net Unrealized Gain (Loss) $3,593,158 Net Unrealized Gain (Loss) $ 3,185,796 

The City’s investment practice, per the Investment Policy, is generally to hold securities to the 
maturity dates, with exceptions as noted in the Policy. The net unrealized gains noted above are 
"paper gains" where there is an inverse relationship betweenthe general changes in market 
interest rates to the value of investment securities. As general market interest rates decrease, the 
value of the City’s investments increase as a result of the higher interest yields that these 
investments hold compared to market interest rates. Conversely, as market interest rates increase, 
the value of the City’s investments decline as a result of the lower interest yields that these 
investments hold compared to market interest rates. 

Earned Interest Yield- The total investment portfolio earned interest yield for the quarter ended 
March 31, 2012 was 0.655%. Although the portfolio yield decreased slightly from the last 
quarter, it was higher compared to same period last year. This positive change is the result of ~ 
shift in the investment strategy from one investing primarily in cash and money-market 
instruments into a strategy with more structnred and laddered investments. 

The Federal Funds target range remained unchanged betwegn 0.00% (zero percent) and 0.25%. 
The Federal Open Market Committee ("FOMC") statement released on April 25, .2012, reiterated 
that economic conditions are likely to Warrant exceptionally low levels for the federal funds rate 
at least through late 2014. 

COMPLIANCE REPORTING REQUIREMENTS 

Pursuant to Section 15.4 of the City’s Investment Policy, "No less than semi-annually each year, 
a compliance audit shall be conducted of the City’s investmentprogram to determine whether 
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the City’s investments within the City’s pooled portfolio are in compliance with the City’s 
Investment Policy, internal controls and department proeedures. "These compliance audits per 
the Investment Policy can either be included in the City Auditor’s work plan or the Director of 
Finance can cause the audits to be conducted by an external auditor. The work was included in 
the City Auditor’s work plan and the Auditor’s Office engaged the services of the City’s external 
auditors, Macias, Gini & O’Connell LLP ("MGO"), to conduct the evaluation of the City’s 
investments within the pooled portfolio. MGO completed its evaluation for the six-month period 
ended December 31,2011 and found that the investments are in compliance with the City’s 
Investment Policy, internal controls and department procedures. A copy of the Independent 
Accountant’s Agreed-Upon Procedures Report is attached to this quarterly report. 

Additionally, as part of the reporting process as outlined in the Investment Policy, several 
compliance requirements shall be included in the quarterly report. These requirements include a 
statement of the cash management projection, statement of compliance with the policy, and 
comparisons of budget investment earnings to actual investment earnings. 

Cash Management Proiection 

Based on the Finance Department’s cash flow projection as of March 31, 2012, total revenues 
and investment maturities for the next six months are anticipated to be $851 million. This is 
more than sufficient to cover the projected City expenditures for the same period of 
approximately $837 million. 

Statement of Compliance with the Policy 

There were no exceptions or violations outstanding for the quarter ended March 31, 2012. The 
investment portfolio during the quarter ended March 31, 2012 meets the requirements of the 
City’s Investment Policy and the California Government Code section 53601. 

Comparison of Portfolio Investment Earnings to FY2011-12 Budget 

The following is a comparison of actu)tl investment earnings on an accrual basis to the fiscal year. 
2011-12 budget. Monthly budgeted earnings apportionments for the City funds are based upon 
historical cash balance averages and an assumed average interest yield for the fiscal year. The 
2011-12 budgeted interest earnings for the General Fund were $110,000 based on a projected net 
interest yield of 0.22%. The schedule below compares the unaudited actual net investment 
earnings for the General Fund for the quarter ended March 31, 2012 to the budgeted amounts. 
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BUDGET COMPARISON 

Net Investment Earnings Yield General Fund 

Quarter Ended March 2012 
Budget(a) ¯ 
Actual(b~ 

0.22% 
0.36% 

$ 27,500 
48~503 

Variance 0.14% $ 21,003 

Fiscal Year to Date 
Budget(a) 

Actual(b> 
0.22% 
0.42% 

$ 82,500 
116 537 

Variance 0.20% $ 34,037 

(a)	 Reflects the FY l l/12 Adopted Budget as approved by the Council on June 21, -2011. 
~)	 Reflects net investment yield which is the earned interest yield less costs to administer the investment program, 

adjusted for fimds with negative cash balances at month-end. 

INVESTMENT TRADING ACTIVITY 

Attachment E provides a detailed summary of the Investment Activities during the quarter 
including any realized gains or losses from interest received on trading activity. Since the City is 
currently not involved in active trading, this reporting only occurs when a security is sold prior to 
maturity as defined in Section 4.0 (2) of the Investment Policy. 

On February 16, 2012, staff sold one security, a $14.1 million Federal Home Loan Bank 
("FHLB") discount note, ahead of its maturity to increase liquidity reserves and earn a higher 
yield by investing the sale proceeds in LAIF. There was a net gain of $5,153.76 from the sale of 
this discount note. Since the proceeds from the sale will remain invested in LAIF until the 
original maturity date of the discount note, they will earn an additional $10,518.96 in interest for 
the City. .~ 

INVESTMENT STRATEGY 

The investment program continues to focus on its core mandate of safety, liquidity and yield. 
For the past few years, the City’s investment strategy has been to invest short-term (18 months or 
less) in order to cover liquidity needs: ~n early 2011, staff began to extend maturities in order to 
provide income and structure to the portfolio. Investments have been matched to known cash 
flow outlays in the 18-36 month horizon. Unless market conditions change dramatically, this 
strategy is expected to continue throughout FY 2011-12 given a forecast of continued slow 
economic growth. Given budget constraints and the continued low market interest yields, staff 
will not actively seek to extend m)tturities beyond 36 months. 
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Staff continues to maintain a moratorium on Bank of America and will lift the moratorium 
(which was placed two q .uarters back) when credit conditions.improve and the credit rating gets 
upgraded to the minimum level as specified in the City’s Investment Policy. Staff continues to 
monitor the credit ratings of all banks, US and European, that are included on the investment 
program’s approved issuer list. 

Future Commitments -- As of quarter-end March 31, 2012, the City had no obligations to buy or 
sell securities,~ and no commitments to participate in securities trading. 

Executed Reverse Repurchase Agreements -- No reverse repurchase agreements were executed 
this quarter. 

Restructuring - No restructuring activities took plac~ during the quarter ended March 31, 2012. 
As discussed above, on February. 16, 2012, staff sold one security to enhance liquidity reserves 
and increase bortfolio yield. 

Municipal Bonds -- No municipal bonds were purchased during the quarter ended March 31, 
2012. 

CONCLUSION 

The total investment portfolio as of March 31, 20i2 was $911,051,599. This is a decrease of 
approximately $16 million from the December 31, 2011 balance of $926,961,888. This is 
primarily due to the payment of debt service during the quarter, including the $100 million 
TRAN repayment, off-set by the receipt of property tax revenues. For the quarter ended March 
31, 2012, the total portfolio earned interest yield was 0.655%, a decrease from 01750%.reported 
for the quarter ended December 31,2011, reflecting the current lower yield environment. The 
weighted average days to maturity increased during the quarter to 575 days, as a result of staff 
extending maturities to provide structure and income for the portfolio. As of March 31, 2012, 
approximately 89% of the total portfolio consisted of U.S. government agency securities. 

Res 9ectfully submitted, 

,IA H.COOPER 
ting Director of Finance 




