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RECOMMENDATIONS

Accept the FY 2008-09 Second Quarter Investment Report.

DISCUSSION

The FY 2008-09 Second Quarter Investment Report for the quarter ended December 31, 2008
was previously transmitted electronically to the City Council to meet the reporting
requirements set forth 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 filed in
the City Clerk’s Office located at 200 East Santa Clara Street.

Attached is a copy of the FY 2008-09 Second Quarter Investment Report focusing on:

o Quarterly Portfolio Statistics and Performance
e Investment Strategy

e Policy Reporting Requirements

e Significant Developments

Staff from the Finance Department will be available to answer questions at the Public Safety, Finance
and Strategic Support Committee meeting on February 19, 2009.

Director of Finance

Attachment
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INFORMATION

Transmitted herewith is the City’s investment report for the quarter ended December 31, 2008. To
meet the reporting requirements set forth in the City of San Jose Investment Policy, an electronic
version of this report will be posted on the City’s website at www2.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 February 19, 2009 and will be agendized through the
PSFSS Committee to a subsequent City Council meeting.

Summary of portfolio performance and compliance for quarter ended December 31, 2008:

Size of total portfolio -- $1,083,985,554.63

Earned interest yield — 3.91%

Weighted average dates to maturity 452 days

Fiscal Year-to-Date net interest earnings -- $22,221,484

General Fund interest earnings below budget; adjustment proposed for Mid-Year Budget
No sale of securities, therefore no gains/losses from sales

Sufficient investment maturities/projected revenue to cover next six months of expenditures
Investment Policy technical exception during December is described in Investment Report
and was previously reported to the Mayor and City Council

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 fiscal year ended June 30, 2008 - No exceptions noted

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

Attachment

cc: Debra Figone, City Manager
Sharon Erickson, City Auditor
Richard Doyle, City Attorney
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SAN JOSE

Finance Department

CAPITAL OF SILICON VALLEY

SCOTT P. JOHNSON, DIRECTOR

February 4, 2009

HONORABLE MAYOR and CITY COUNCIL

INVESTMENT REPORT FOR THE QUARTER ENDED DECEMBER 31, 2008

I am pleased to present this report of investment activity for the quarter ended December 31,
2008 in compliance with the reporting requirements as set forth in the City of San José
Investment Policy. The information presented in the table below highlights the investment
activity for the quarter ended December 31, 2008 as well as provides a comparison to the

quarters ended September 30, 2008 and December 31, 2007.

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.

For the Quarter Ended
Total Portfolio

Portfolio Value @@
Earned Interest Yield

Dollar-weighted average yield
Purchases
. Maturities
Called Securities

Weighted avg. yield at end of period
Dollar-weighted avg. days to maturity

Portfolic Fund 1
Portfolio Value
Earned Interest Yield

Dollar-weighted average yield
Purchases
Maturities
Called Securities

Weighted avg. vield at end of period
Dollar-weighted avg. days to maturity

INVESTMENT SUMMARY

December 31,2008 September 30, 2008

$1,083,985,554.63
3.91%

1.48%
1.49%
4.22%

3.56%
452

$958,699,853.26
4.08%

1.42%
1.49%
4.22%

3.69%
510

$1,090,734,077.68
3.89%

2.26%
2.10%
5.45%

3.93%
459

$974,016,556.93
4.02%

2.05%
2.10%
5.45%

4.07%
513

December 31, 2007

$1,221,926,840.53
4.71%

4.91%
4.47%
N/A

4.70%
423

$1,050,420,176.36
4.70%

4.84%
4.47%
N/A

4.68%
490

"Reflects book value (principal plus any purchased interest costs) of investments,
2 Total excludes $861,448,698 in bond proceeds held by trustees for the City of San José ($861,002,162) and the

Redevelopment Agency ($446,536).

*Total includes $124.5 million bond proceeds held at Local Agency Investment Fund for RDA Series 2007B & 2008B.
O —
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PORTFOLIO STATISTICS

The Investment Policy outlines the information contained in the Portfolio Statistical section of
the Quarterly Investment Report. Detailed information is found in the attachments to the
Quarterly Report (see table of contents), while summaries in graphic form are provided in this
transmittal letter.

Portfolio Composition

The graphs below provide snapshots of the City’s total investment portfolio as of December 31,
2008. The total portfolio size was $1,083,985,555. The first graph shows the portfolio
composition by investment type and the following two graphs show the portfolio’s cash balance
by fund type.

Portfolio Composition
As of December 31, 2008

US Government Agency
Issues $742,632,786
68.51%

Commercial Paper
$106,982,806
9.87%

Medium Term/Corporate Notes
$29,919,250

2.76%

LAIF
$80,000,000

7.38%

LAIF (RDA Bond Proceeds 2007A
and 2008B) $124,450,713
11.48%
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The graph below reflects the reconciliation of total balances reported by the investment
program’s investment accounting system compared to the City’s Financial Management System

(FMS).

Cash Balances by Fund Type
As of December 31, 2008

Spec Rev Funds

$352,461,725
Waste Water

T $195,898,764

Airport
$215,673,671

Redevelopment
$187,761,000

Capital Projects
($46,299,949)

Trust & Agency
$5,053,342

Debt Service
$41,321,478

Parking

¥15:871,508 General Fund
MuniWater $117,725,409
$14,595,374
Total Portfolio $1,083,985,555
Deposit-in-Transit, Outstanding Checks * (16,076.867)
Cash Balance Total $1,100,062,422

*Reflects timing differences between when deposits are made and accounting for proceeds in FMS or when checks
are written and not yet cashed by the receiving party.



Honorable Mayor and City Council
Investment Report Quarter ended December 31, 2008
Page 4 of 12

The graph below compares the monthly total balances of selected City funds as reported by
FMS.

Monthly Comparison of Balances by Fund Type
As of December 31, 2008
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Negative Cash Balances

The Capital Projects fund balance continued below zero this month due to the timing of
reimbursements from various bond funds held by trustees. The negative balances are caused by
a time lag between when payments are made through the investment pool, and receipt of funds
for the related reimbursement for these capital costs from trustees. Finance has been working
with departments to shorten the time lag between capital project expenditures processed through
the pooled investment portfolio by capital project managers and reimbursement requests. Debt
Management staff continues to work closely with several departments in their efforts to expedite
the preparation of the reimbursement documentation.

Redevelopment Agency Portion of Portfolio

As of December 31, 2008, the Redevelopment Agency portion of the total portfolio was $187.8
million, which represents an increase of $67.5 million compared to the amount reported as of
September 30, 2008. This net increase was primarily due to the receipt of 2008B bond proceeds
and property tax during the quarter. A significant portion of the Redevelopment Agency’s
portion of the portfolio, $124.45 million (66%) represents unspent bond proceeds from the
2007B and 2008A bond sales. Total interest earnings from funds invested with the City Pool
during the quarter ended December 31, 2008 for the Redevelopment Agency were $927,000
inclusive of the earnings on the LAIF accounts established for the 2007 B and 2008B bond
proceeds. ‘
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PORTFOLIO PERFORMANCE

Portfolio performance is provided in more detail in the attachments to the report. The summary
information provided below includes 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 and comparisons of weighted average

yields on new purchases.

TOTAL PORTFOLIO INCOME RECOGNIZED
Accrual Basis

Total Portfolio
Quarter-End

Net interest earnings

Net gains (losses) from sales
Net total income recognized

Fiscal Year-to-Date
Net interest earnings

Net gains (losses) from sales
Net total income recognized

December 31, 2008 September 30,2008 December 31,2007
$10,440,438 $11,781,046 $13,460,575
0 0 0
$10,440,438 $11,781,046 $13.460,575
$22,221,484 $11,781,046 $27,201,172
0 0 0
$22,221,484 $11,781,046 $27,201,172

Yield and Maturity Trend

The following graph illustrates the historical monthly dollar-weighted average days to maturity
of Portfolio 1 for each month for the past two years (bar graph) along with the yield trend in
Portfolio 1 (line graph). The average days to maturity has remained somewhat constant from the
quarter ended September 30 at 513 to the quarter ended December 31 at 510.

Yield and Maturity Trends
Portfolio Fund 1
As of December 31, 2008
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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 for the same period of the State of California Local Agency
Investment Fund (LAIF) and of the two-year U.S. Government Agency securities from
December 2006 through December 2008.

Monthly Benchmark Comparisons
As of December 31, 2008
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The two-year US Government Agency securities and the Local Agency Investment Fund yield
are the closest suitable benchmarks for the City’s Portfolio Fund 1 since the weighted average
maturity for the portfolio is in between the two at 510 days. The two-year agencies yield
declined significantly during November and December, and remained below the City’s portfolio
yield. The Federal Open Market Committee had two regularly scheduled meetings and one
unscheduled meeting during the quarter ending December 31, 2008. The culmination of the
Federal Reserve’s policy meetings was to reduce the Federal Funds target rate to an
unprecedented range of zero to 0.25% as the Federal Reserve wrestled with unparalleled market
dislocations. The statement release from the December 16, 2008 Federal Open Market
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Committee meeting stated that the Federal Reserve anticipates weak economic conditions will
warrant exceptionally low federal fund levels for “some time”.

The Portfolio Fund 1 performance increased slightly since last quarter and LAIF’s yield
continued to decline. LAIF’s average days-to-maturity is 226 days versus the City’s 510 days.
The market is continuing to see a “normal” upward sloping yield curve, therefore LAIF’s shorter
average life will continue to cause their yield to decline more rapidly in a decreasing interest rate
environment, however LAIF’s yield should react more quickly when interest rates increase.

Unrealized Losses and Gains

As shown in the Investment Summary Table on page 1 of this report, the total portfolio size as of
December 31, 2008 was $1.08 billion. The table below 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 & L.OSSES

Cash Basis
Market Value $1,110,966,932 Market Value $1,110,966,932
Original Cost (1,083.985,555) Amortized Cost (1.085,745.844)

Net Unrealized Gain (Loss) § 26,981,377 Net Unrealized Gain (Loss) $ 25,221,088

The City’s investment practice, per the Investment Policy, is 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 between the general changes in market interest rates
to the value of investment securities. As the 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.

Earned Interest Yield — The total investment portfolio earned interest yield for the quarter ended
December 31, 2008 was 3.91%. The yield increased slightly from 3.89% from the quarter
ending September 30, 2008. The Federal Open Market Committee had two regularly scheduled
meetings and one unscheduled meeting during the quarter ending December 31, 2008. The
culmination of the Federal Reserve’s policy meetings was to reduce the Federal Funds target rate
to an unprecedented range of zero to 0.25% as the Federal Reserve wrestled with unparalleled
market dislocations. The statement release from the December 16, 2008 Federal Open Market
Committee meeting, stated that the Federal Reserve anticipates weak economic conditions will
warrant exceptionally low federal fund levels for “some time”.
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Performance Measurement — New Purchases verses Fed Funds Rate — The graph below
compares the total portfolio’s weighted average yield on new purchases made during each month
over the past two years to the average monthly federal funds rate for the same period. Funds on
deposit in a bank’s reserve account are referred to as federal funds, and the rate of interest paid
on overnight loans of federal funds is called the federal funds rate. This is the rate at which all
money market interest rates are anchored.

Performance Measurement — New Purchases vs. Fed Funds
December 2006 through December 2008
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COMPLIANCE REPORTING REQUIREMENTS

Pursuant to Section 15.4 of the City’s Investment Policy (as revised in June 2007), “No less than semi-
annually each year, a compliance audit shall be conducted of the City’s investment program o
determine whether the City’s investments within the City’s pooled portfolio are in compliance with the
City’s Investment Policy, internal controls, and department procedures.” These compliance audits per
the Investment Policy can either be included in the City Auditor’s workplan 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 workplan and the Auditor’s Office engaged the services of the City’s external auditors,
Macias Gini & O’Connell LLP (“Macias™), to complete the evaluation of the City’s investments within
the pooled portfolio. Macias completed their evaluation of the City’s investments within the City’s
pooled portfolio for the period ending June 30, 2008 and found the investments are in compliance with
the City’s Investment Policy, internal controls, and department procedures for the fiscal year ended June
30, 2008. A copy of the Independent Accountant’s Agreed upon Procedures Report is attached to this
quarterly report in Section 2. No exceptions were noted. Macias is currently completing their review
for the period ending December 31, 2008 and it is anticipated that a copy of their Report will be
circulated as an attachment to the Third Quarter Investment Report.
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As part of the reporting process as outlined in the Investment Policy, there are several compliance
reporting requirements that are to 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 earnings.

Cash Management Projection

Based on the Finance Department’s cash flow projection as of December 31, 2008, the total
portfolio is expected to have approximately $751 million in maturities and revenues during the
next six months. This is sufficient to cover the projected City expenditures during the next six
months of approximately $724 million.

Statement of Compliance with the Policy

In accordance with Section 15.3 of the Investment Policy, this report includes documentation of
exceptions that occurred in the City’s Investment Portfolio relating to the City’s Investment
Policy limitations. The Mayor and City Council, City Manager, City Auditor and City Attorney
were previously notified of this technical exception by e-mail on December 31, 2008.

As noted in the December 31, 2008 e-mail from the Director of Finance, Finance staff detected
technical exceptions to the investment policy that occurred on December 22, 2008 and on
December 29, 2008 (which ran through January 5, 2009 due to the City’s Furlough during the
holiday). The technical exception relates to the City’s investments in commercial paper.
Pursuant to the Policy, no more than 5% of the portfolio shall be invested in any single
commercial paper issuer institution. While the State Government Code allows local agencies to
invest up to 10% in this category, the City’s Investment Policy is more conservative, thus more
restrictive at 5%.

Below is a summary of the technical exceptions for the period ending December 31, 2008.

» On December 22, 2008, the City’s investments in UBS Commercial Paper exceeded
the 5% limit by 2.17%. A portion of the UBS Commercial Paper investments
matured on the next day, December 23, 2008, bringing the Portfolio back in
compliance with the Policy.

e On December 29, 2008, investments in UBS Commercial Paper were made in which
the total exceed the 5% per issuer limit by 2.65%. The Portfolio was back in
compliance on January 5, 2009 when the investments matured.

Note that UBS commercial paper is highly rated, at A-1/P-1 ratings issued by S&P and Moody’s
respectively. The investments are top quality Commercial Paper and staff believes that City
funds were not at risk.
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Comparison of Portfolio Investment Earnings to FY 2008-09 Budget

Below is a comparison of actual investment earnings on an accrual basis to the FY 2008-09
budget. Quarterly budgeted earnings apportionments for the City funds were based upon
historical cash balance averages and an assumed average interest rate yield of 3.41% for the
fiscal year. On October 8, the Finance Department provided a revised interest rate assumption of
3.22% for FY 2008-09 earnings based on current market conditions and market expectations for
the balance of the fiscal year. This revised carnings rate will be reflected in future Investment
Reports, after changes are approved by the City Council as part of the mid-year budget review on
February 10, 2009. '

As reported in the Notes to the General Purpose Financial Statements in the City’s
Comprehensive Annual Financial Report (CAFR), annual budgets are not prepared for some
funds (for example, Nonexpendable Trust Funds, Repair and Demolition Fund, etc). The City's
budgets for the General Fund, Special Funds and Capital Improvement Programs reflect
annualized investment income earnings of $8.014 million which was revised for the mid-year
budget to reflect investment income earnings of $6.513 million. The following schedule reflects
the net investment carnings of only the budgeted City funds participating in Investment Portfolio
Fund 1.

The Redevelopment Agency projects annualized investment income earnings of $3.97 million
for Fiscal Year 2008-09. This represents interest earned on the Agency’s funds participating in
the City’s investment program and is exclusive of interest earned on the Agency’s funds held in
escrow or by fiscal agents and on developers’ loans!. The amounts shown for the
Redevelopment Agency’s quarterly and fiscal year-to-date budgeted investment earnings are
based on the Agency’s annual budget for its participation in the City’s investment program,
apportioned on a pro-rata basis for the quarter and year-to-date, respectively.

e ]

BUDGET COMPARISON
Net Investment Earnings Yield General Fund Redev. Agency
Quarter-end December 2008
Budget . 3.41% 1,350,498 934,000
Actual @ 3.52% 1,143,983 927.000
Variance 0.11% (206,515) (7,000)
Fiscal Year to Date
Budget 3.41% 2,892,067 2,043,000
Actual @ 3.54% 2.536.361 1,947,932
Variance 0.13% (355,706)® (95,068)

fa)  Note: Reflects net investment yield which is calculated based on the earned interest yield less costs to administer the investment
program and adfustment for funds with negative cash balances at month end.
(b) Despite the increase in actual yield vs. budget, the interest income received was less than budgeted due to a decrease in the

General Fund balance because of timing issues in July and the Retirement Prefunding payout of $119 million in Augusi.
—e—e-——w—w—w— ——— —— — — —— ]

1 For the Agency’s total budgeted investment income earnings for Fiscal Year 2008-09, please refer to its proposed
budget at http://www.sjredevelopment.org/Finance/financialinfo.htm
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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 must be sold prior to maturity as
defined in Section 4.0(B) of the Investment Policy.

INVESTMENT STRATEGY

The following chart is of the Treasury yield curve as of December 31, 2008 compared to yields
as of September 30, 2008. During the quarter, the Treasury yield curve experienced a parallel
shift down to historically low levels as market participants continued a “flight to quality” and
inflationary pressures diminished appreciably. The Federal Open Market Committee had two
regularly scheduled meetings and one unscheduled meeting during the quarter ending December
31, 2008. The culmination of the Federal Reserves policy meetings was to reduce the Federal
Funds target rate to an unprecedented range of zero to 0.25% as the Federal Reserve wrestled
with unparalled market dislocations. As noted earlier, the statement released from the December
16, 2008 FOMC meeting stated that the Federal Reserve anticipates weak economic conditions
will warrant exceptionally low federal fund levels for “some time”. The City’s investment
strategy will continue to include a matching of maturities to cash flow and filling liquidity needs
only within the next twelve to eighteen months while seeking value in areas permitted in the
City’s Investment Policy. With interest rates at historic lows, this strategy will allow for the
portfolio to respond more quickly when interest rates begin to increase. The investment program
maintains its focus on its core mandate of safety, liquidity, and lastly yield.

US Treasury Yields
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Future Commitments -- As of quarter-end December 31, 2008, the City had no obligations to
buy or sell securities, no outstanding debt to security brokers, and no commitments to participate
in securities trading.

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

Restructuring-- No restructuring transactions were executed during the quarter ended December
31, 2008.

Municipal Bonds -- No municipal bonds were purchased during the quarter ended December
31,2008.

SIGNIFICANT DEVELOPMENTS

No significant developments to report duriflg the quarter ended December 31, 2008.

'CONCLUSION

The total investment portfolio as of December 31, 2008 was $1,083,985,555. This is a decrease
of approximately $6.8 million from September 30, 2008. For the quarter ended December 31,
2008, the total portfolio earned interest yield was 3.91%, a slight increase from the 3.89%
reported for the quarter ended September 30, 2008, reflecting the reinvestment in a lower interest
rate environment and of maturing securities purchased in periods of higher interest rates. The
weighted average days to maturity as of December 31, 2008 was 452 days, a decrease of 7 days
from 459 days as of September 30, 2008. As of December 31, 2008, approximately 68.51% of
the total portfolio consisted of U.S. Federal Agency securities.

Respectfully submitted,




CITY OF SAN JOSE
Public Safety, Finance &
Strategic Support Committee

Independent Accountant’s Report on
Applying Agreed-Upon Procedures

For Fiscal Year Ended June 30, 2008



MacCIAS GiNI & Q'CONNELL wr

SEFRTIFIED PUSLIC ACCOLNTANTE & MaNAGLMENT DOMBULTANTS Loy f‘.ng‘{f’-‘;% «

3060 S Surees. Suite 306G
Saccnimenty, CA F5816
SR WER GAG

75 N Cafforain Bowlevard, Suite 645
Wanue Cravk, Ch 94556
r e

EEEE R T

515 &, Figueroa Stoeet, Suhg 325
5 F00T
b Ay AR

407 Waosr Broadwaey. Tuite 408

San Dieg
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INDEPENDENT ACCOUNTANT'S REPORT ON
APPLYING AGREED-UPON PROCEDURES

We have performed the procedures enumerated below, which were agreed to by the City of San José,
California (City), Finance Department of the City of San José (Finance Deparmment) and the Office of the
City Auditor of the City of San José (City Auditor), solely to assist you in evaluating whether the City’s
investments within the City’s pooled portfolio are in compliance with fhe City’s Investment Policy,
internal controls, and department procedures for the fiscal year ended June 30, 2008. The City’s
management is responsible for the City’s compliance with those requirements. This agreed-upon
procedures engagement was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. The sufficiency of these procedures is solely the
responsibility of those parties specified in the report. Conseguently, we make no representation regarding
the sufficiency of the procedures described below, either for the purpose for which this report has been
requested or for any other purpose.

Our procedures and findings are as follows:

1. We obtained a copy of the FY 2007-08 Fourth Quarter Investment Report {Treasurer’s Report), as of
June 30, 2008 and agreed individual investments/deposits to supporting documentation such as
custodian statements, bank statements, and broker confirmations obtained from the City and
reconciled such to the Treasurer's Report.

Finding: No exceptions were noted as a result of applying our procedures,

2. We traced total investments listed on the Treasurer’s Report to the City’s general ledger.

Finding: Bxceptions were noted as a result of applying our procedures. Based on the work
performed, the City properly recorded the total investment amounts and the classification breakdown

A7t

in the general ledger. However, there were several errors in the recording of investment -

subcategories (i.e. coupon vs. discount} within the security type (i.e. FNMA and FHIL.B).

3, We compared the investments listed in the Treasurer’s Report as of June 30, 2008 to the types of
investments authorized for the City by the City's Investment Policy dated June 24, 2008,

Finding: No exceptions were noted as a resuit of applying our procedures.

4. We compared the fair value of the investments listed in the Treasurer’s Report as of June 30, 2008 to
supporting documentation such as custodian statements, bank statements, and broker confirmations.

Finding; No exceptions were noted as a result of our procedures.

WWW.MmEaLpk.com An independent Memiber of the BDO Seidman Alliance
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5.

10.

We read the Treasurer’s Report to determine whether it contains the information/data required by the
City's Investment Policy and whether it meets the timing requircments of the City’s Investment
Policy, as follows:

a. The Treasurer’s quarterly report includes the type of investment, issuer, date of maturity, par
and dollar amount invested on all securities, investments and momies held by the City,

b. The Treasurer's quarterly report includes market value (and source} as of the date of the
report of all securities held by the City or under management of any outside party.

¢. The Treasurer’s quarterly report states the compliance of the portfolio to the City’s
Investment Policy,

d. The Treasurer’s quarterly report includes a statement addressing the ability of the City to
meet the pool’s expenditure requirements for the next six months.

Finding: No exceplions were noted as a result of applying our procedures.

We compared the investments listed in the Treasurer’s Report as of June 30, 2008 to the prohlbated
investments listed in the City’s Investment Policy.

Finding: No exceptions were noted as a result of applying our procedures.

We calculated the totals (cost basis) for the investment types listed in the Treasurer’s Report as of
June 30, 2008 and compared those totals to the limitations imposed by the City’s Investment Policy
for specified investment types.

Finding: No exceptions were noted as a result of applying our procedures.

We agreed individual investment maturity dates listed in the Treasurer’s Report as of June 30, 2008 to
the City's investment statements to determine if they conform to the maturity requirements of the

City’s Investment Policy.

Finding: No exceptions were noted as a result of applying eur procedures.

We obtained and read the third party custodial agreements(s) and broker/dealer agreement(s) in effect
at the date of the Treasurer’s Report to determine if the agreements contained a clause addressing
delivery of securities and that the delivery method conformed to the City’s Investment Policy.

F inding:‘No exceptions were noted as a result of applying our procedures.

We recomputed and reviewed supposting documentation relevant to the repurchase agreements and, if
applicable, the reverse repurchase agreements held by the City on June 30, 2008 to ascertain whether

the investments conform to the following requirements of the City’s Investment Policy.

Finding: No exceptions were noted as a resolt of applying our procedures.

22



il

12.

13.

14.

15.

16.

17.

i8.

19.

We determined through inguiry and observation whether the responsibilities for initiating, evaluating
and approving transactions are separate from detail accounting and general ledger functions.

Finding: No exceptions were noted as a result of applying our procedures.

We determined through inquiry and observation whether custodial responsibility for investments is
restricted to authorized personnet and separate trom personnel with accounting duties.

Finding: No exceptions were noted as a result of applying our procedures.

We determined through inquiry and observation whether responsibilities for detail accounting records
are separate from. general ledger functions.

Finding: No exceptions were noted as a result of applying our procedures.

We determined through inquiry and document inspection whether the City maintains authorized lists
of signatures, security dealers, and counter parties and those lists are updated periodically.

Finding: No exceptions were noted as a result of applying our procedures.

We determined throngh inguiry and document inspection whether the City periodically counts and/or
confirms its investments.

Finding: No exceptions were nofed as a result of applying our procedures,

We determined throngh inguiry and document inspection whether reconciliations between physical
counts and/or investment confirmations and detailed subsidiary records are prepared and reviewed by
appropriate persons.

Finding: No exceptions were noted as a result of applying our procedures.

We determined through inquiry and document inspection whether investment income is periodically
reviewed for accuracy by appropriate persons,

Finding: No exceptions were noted as a result of applying our procedures.

We determined through mguiry and document inspection whether reconciliations between detailed
subsidiary records and general ledger control accounts are prepared and reviewed by appropriate
persons.

Finding: No exceptions were noted as a result of applying our procedures,

We determined through inguiry and document inspection whether an appropriate person assesses the
classification and valuation of its investments at acquisition and at the end of the quarter.

Finding: No exceptions were noted as a result of applying our procedures.
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We were not engaged to, and did not, conduct an examination, the objective of which would be the
expression of an opinion, on whether the City’s invesiments within the City’s pooled portfolio are in
compliance with the City’s Investinent Policy, internal controls, and department procedures for the fiscal
year ended June 30, 2008. Accordingly, we do not express such an opinion. Had we performed additional
procedures, other masters might have come to our attention that would have been reported to you.

This report is intended solely for the information and use of the specified users listed above and is not
intended to be and should not be used by anyone other than those specified parties.

Certified Public Accountants
Walnut Creek, California

December 22, 2008



SECTION A

PORTFOLIO STATISTICS

Section 1: All Funds Summary
Summarizes daily average investment balances for each portion of the portfolio, the daily uninvested
average in the general account, and the average total holdings per day.

Section 2: Statistics

TOTAL INTEREST RECEIVED IN THIS PERIOD: Represents the cash basis receipts
for the report period. Includes the total actual interest receipts less accrued interest purchased (if
not offset by prior coupon payment) and further modified by the gain or loss amounts incurred
through sales during the period.

TOTAL NET EARNINGS THIS PERIOD: Represents the accrued net earnings for the
period. Encompasses the net of interest accrual, premium amortization, discount accretion, and
gains/losses from sales.

AVERAGE DAILY PORTFOLIO BALANCE: The sum of daily investment balances
(Cost adjusted by amortization/accretion postings) during the actual period, including weekends
and holidays, divided by the number of days in the reporting period.

EARNED INTEREST YIELD THIS PERIOD: The total net accrued carnings this
period, divided by the number of days within the report period, then multiplied by 365 days, and
divided by the average daily investment balance.

END OF PERIOD PORTFOLIO BALANCE: The sum of all investment balanées
(adjusted cost basis) which are active at the end of the report.

WEIGHTED AVERAGE YIELD AT END OF PERIOD: The sum of all end of period
investment balances, each multiplied by its ending sub-period yield, then divided by the sum of
the end of period investment balances (current book value or adjusted costs basis).

WEIGHTED AVERAGE DAYS TO MATURITY: The sum of all investment cost
balances for securities active at the end of the report period, each multiplied by the days to
maturity, then divided by total investment costs.

WEIGHTED AVERAGE DAYS TO CALL: The sum of all investment cost balances for
securities active at the end of the report period, each multiplied by the days to the call date or if
no call date, to the maturity date, then divided by total investment cost.

Section 3: Reconciliation to previous month’s investment balances.

S/Treasury/Investment Reports/Monthly Reports/Section Tifles
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CITY OF SAN JOSE, CALIFORNIA
CASH MANAGEMENT PROGRAM REPCRT TO THE CITY COUNCIL
FOR THE PERIOD 10/01/08 THROUGH 12/31/08

ON A DATLY AVERAGE BASIS FOR THIS PERIOD, THE TEMPORARILY IDLE CASH BALANCES CF ALL OF THE
FUNDS OF THE CITY OF SAMN JOSE WERE PLACED AS FCLLCWS:

ALL FUNDS SUMMARY

INVESTMENT EARNINGS AND RECEIPTS

——————————————————— INTEREST
DAILY AVERAGE PERCENT AMOUNT RECEIVED
INVESTMENT TYPE
BANKERS ACCEPTANCES .00 .00 .00 .00
FEDERAL AGENCY SECURITIES 800,551,759.68 4.38 §,841,114.04 8,722,527.29
CERTIFICATES OF DEPOSIT .00 .00 .00 .00
U.S8. TREASURY BILLS, BONDS AND NOTES .00 .00 .00 .00
REPURCHASE AGREEMENTS .00 .00 .00 .00
STATE POOL,PASSBOOK & MONEY MKT ACCTS 194,678,925.64 2.54 1,244,591.69 1,244,5%1.67
COMMERCIAL PAPER 57,295,468.22  2.11 304,949.23 397,532.17
NEGOTIABLE CB'S Q0 .00 .00 .00
MEDIUM TERM CORPORATE NOTES 6,774,562 ,50 2.92 49,782.84 .00
INVESTMENTS SUB-TOTAL 1,059,300,716.03  3.91 10,440,437.80 10,364, 651,13
ACTIVE BANK BALANCES 5,821, 480.44
TEMPORARTLY IDLE CASH TOTAL 1,065,122,196.47  3.89 10,440,437.80 10,364,651.13

THE PAGES WHICH FOLLOW PROVIDE TNFORMATION IN GREATER DETAIL UPON WHICH THE ALL FUNDS SUMMARY,
ABOVE, HAS BEEN DEVELOPED. THIS REPCRT PROVIDES A DETAILED LISTING COF INVESTMENTS BY INVESTMENT
TYPE, AS WELL AS THE AMOUNTS EARNED AND/CR RECEIVED FROM EACH INVESTMENT.



saul

00°882'#65'250°L
9¢cL000+9°0
aoue|eq oljojdod Ajleq ebelany

_ (sd) 3ONVIVE OI704180d ATIVA IDVHIAY

| :OLLVY ¥3IAONNNL 800Z J2quiadag

(1500 18) Senunep/Saes + aseyoing ‘opjey JaAouin | 0}jojod |
£O'P69°'L9L VY = abueyd 1eN
[ ]
£9'$G5'686'€80°'L 96'GZ6'¥LT 65T £E1ETeSP'vLe 00°098'cgZ'6E0°L [eloL
L' €LL°0SY 02 00'000°259 't 00'000°€£9'9Z LP'€1LL'9Z7' 981 jood =ielS
000 000 000 000 pund [enmnpy 1exep Asuopy
00°052'616'6C 00°05Z°'6L6'62 000 000 SSJON We] wnipsjy sielodio)
£8'G08°Z86'901 96'G/9'8£9'18¢ £0'ZL¥'G28'¥0¢e 06°L%¥5'691°22 Junoosiqyiaded [endewiwo)
000 000 00°0 000 $,a0 elqenobeN
000 000 000 000 sjuswealby aseyoinday
000 000 000 000 soue)dedoy sieyueg
6£'G8.2€9'CrL 000 0£'618'766'2Z8 69'%09'2,29'GZ8 senlnoeg Aousby |elepad
000 000 00°0 000 uodno) padduis N/gL
00’0 000 000 000 spuog % s2JoN ‘sfliig 1SN
000 000 000 000 sysodeq awi]
800z/LE/T) SNOLLIaaYv S3ILANLYIN 8002/LITL
JONVIvE d0 sS3vs JONY1VE
AHVYIWAINS ALID 3SOr NVS
0T6"€ 18ISYd AY¥O-G9€ ‘OTHIZ OITCAIE0d ILANM
¥/N /N /N 00" SL°LOE TTTYD OL SAVA EOVHEAY AALHOIEM
/N /N 7/8 00" 19°16¥ IRLI¥ALYN OL SAYd FOVHHAAY dAIHOIEM
855°€ 000" 000" 000" 8557 ¢ 100TYEd AC ONI I¥ QTIIA IOVMIEAY JIIHDIEM
B8 EPB/SHLSB0'T 00" 00" 00° BB ET8SHLGB0T TENTYA MOOH CHZILYOWY INIFEND
£9°755°G867€80°'T 00° 00" 00" £9°%55/686 ‘€80T THONYIVE OITOII¥Od dOI¥dd A0 dNd
0T6°€ 000" 0oo” 000" 0T6°€ 1goT¥Ed SIHI QTIIZ ZWOONI gaN¥vd
£0°9TL’'00E7650°T 00° 00" 00" €0°9TL00E“650'T SEDNYIVE OITOAL¥0d ATIVA IOVEIAY
08 LER'0PROT 0o0- no- 00" 08 LEFOVF 0T $Q0I¥dd SIHL SOMINMVE LIN TYLOL
€T T59°p9270T 00" 00" 00" £T°TS9 ‘$9E0T 1qOTI¥Ed SIHL NI QIATIDTM HWOONI TYIOL
TYIOL SEILITIEYIT SIASSY SEILIITIEYIT SIESSY
|||||||||||| SEILIADE ———————————— ——————————e— QAXId ——————————————
SaNnd TIY
80/TE/2T HONOYHL 80/T0/0T
S2IISIIYIS 0ITOZ&IH¥OAd
_Nl< NOISIAIQ 289 0SYHdHEIL
TS0r N¥S A0 A1 1D




Hoday uonoesues) pajelag /¢-3 3bed pue ‘soysieIS OlOJI0d paleplosUCD Z-y 9bed ‘weiboid wawabeusy ysen |-y sbed 0] pajouoosy ,

29 855°¢ PRIEVR'SPL'GR0'L |9 PGE'9R6'S80'L 0L6'E £0'BLL'00E'6S0' L [« 09 LEF'OFYOL |+ EL71GO'POE'0L VL0l
b 9e5°¢ 00°000' 725+ 00°000'52S PP . 9¢5'¢c vo'clBe'6ze'ce .| 66'605'9rL ¥6'605'9FL £00Z Sal9S VQH|99
L 9EGZ bELL'9T8'6L MWELL'9TE'6L 9e5¢ GLQZT LLY'P6 #8'€18'€09 5ge19'e09 £00Z SaLRS WM |PS
0] 0oc 0 000 000 yor'e Gy L0G'86 ¢l'L19 6L'Ger’l 1 810 Aupoed oy
Alunwwion g
£e ) LLLE. LEPIO'LYE 06°/86'¥E8 LiLE 96°/86'¥E8 §£°989'9 mv.mﬁ.m AMd I DSDIFSDIVE
¢ 0000 00’0 000 9596°L L¥'ET9'05 06'08¢ CEPLY VF6icE
SpUOg SNUIADY
jualilssassean
0 00070 000 00°0 £66'L S0'GEL'ES 06692 LLLLG jealn ussibiony|s
0LG 169°C ZL'OST'EEF 006 97'£52'669'856 £80'F Z22°024'G19'0v8 ¥1'G61'089'6 95°€9¢'909'6 punj jusugsaaulli
Apanyepy 0} poued jo anjeA joog Qoue|eq OHOJMO4 | pollad SIy| | aouejeq 0ljojod sBuluieg PoAlRIaY uoldLIISag ¥ pung
sAeq obeloay |pud je pjoIA [pazidowy Jualung| pouad jo pug plaiA awoaul|  Ajeg sbelaay J2N |ajol auwoay| [ele |
payBlapp abesany pauieg '
pa3yblam

. 80/LE/TE - 80/10/0L
v
. SOILSILVLS OIT7041H0d Il S3/43S
NOISIAIQ AUNSYIAL
dSOM NVS 40 ALID




SECTION B

EARNED INTEREST SUMMARY

The Earned Interest Summary summarizes portfolio investment activity, cash interest receipts, and accrual-
based earnings for all investments active during any part of the report period. Types of investments are
described as follows:

TIME DEPOSITS: A deposit with a California bank or savings and loan association for
a specific amount and with a specific maturity date and interest rate. Deposits of up to $100,000
are insured by FDIC or FSLIC. Deposits over $100,000 are collateralized above the insurance
with either government securities (at 110% of par value), first trust deeds {at 150% of par value),
or letters of credit (at 105% of par value).

GOVERNMENT SECURITIES: An issue of the U.S. Treasury. May include U.S.T.
Bills (up to 1 year maturity), U.S.T. Notes (maturity of up to 10 years), and U.S.T. Bonds
(maturity of longer than 10 years from date of issue). “Stripped Coupons” are coupons that have
been physically separated from the original bond before being sold. The purchaser of the
coupons in effect is buying the interest that will be paid on the underlying bond on a certain date.

FEDERAL AGENCIES: Any issue of various Federal Agencies, such as Federal
National Mortgage Association, Federal Home Loan Bank, Federal Home Loan Mortgage
Corporation, Federal Farm Credit Banks, Government National Mortgage Association, and
Student Loan Marketing Association.

MEDIUM-TERM NOTES (MTNs): Continuously offered noteé, having any or all of the
features of corporate bonds and ranging in maturity from nine months out to 30 years. The
difference between corporate bonds and MTNs is that corporate bonds are underwritten.

REPURCHASE AGREEMENTS: A holder of securities (e.g. a “dealer”) sells the
securities to an investor (¢.g. the City) with an agreement to repurchase the securities at a fixed
priced on a fixed date.

REVERSE REPURCHASE AGREEMENTS: A dealer buys securities from a client
(e.g. the City) with an agreement to sell them back to the client at a fixed price on a fixed date.

MONEY MARKET INSTRUMENTS: Negotiable Certificates of Deposit, Commercial
Paper and Banker’s Acceptances. Negotiable Certificates of Deposit are Jarge denomination
certificates of deposit with a fixed maturity date which can be sold in the money market. They
are not collateralized. Commercial Paper is an unsecured promissory note issued by a
corporation. It has a fixed maturity (may not be more than 270 days} and is usually sold in
discount form. Banker’s Acceptances are drafts or bills of exchange accepted by a bank or trust
company evidencing a loan created by the accepting bank. The accepting institution guarantees
payment of the bill.

LOCAL AGENCY INVESTMENT FUND: An investment pool managed by the State
Treasurer in which local governments and agencies in California may participate.

The subtotal line for each category includes the weighted average days to maturity for that category and also
what percentage of the total portfolio the individual investment category represents.
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PAGE C-1

CITY OF SAN JOSE: TIME DEPOSIT BANK DISTRIBUTION
AS OF DECEMBER 31, 2008

There were no time deposits outstanding as of December 31, 2008.



SECTION B

EARNED INTEREST SUMMARY

The Earned Interest Summary summarizes portfolio investment activity, cash interest receipts, and accrual-
based earnings for all investments active during any part of the report period. Types of investments are
described as follows:

TIME DEPOSITS: A deposit with a California bank or savings and loan association for
a specific amount and with a specific maturity date and interest rate. Deposits of up to $100,000
are insured by FDIC or FSLIC. Deposits over $100,000 are collateralized above the insurance
with either government securities (at 110% of par value), first trust deeds (at 150% of par value),
or letters of credit (at 105% of par value).

GOVERNMENT SECURITIES: An issue of the U.S. Treasury. May include U.S.T.
Bills (up to 1 year maturity), U.S.T. Notes (maturity of up to 10 years), and U.S.T. Bonds
(maturity of longer than 10 years from date of issue). “Stripped Coupons” are coupons that have
been physically separated from the original bond before being sold. The purchaser of the
coupons in effect is buying the interest that will be paid on the underlying-bond on a certain date.

FEDERAIL AGENCIES: Any issue of various Federal Agencies, such as Federal
National Mortgage Association, Federal Home Loan Bank, Federal Home Loan Mortgage
~ Corporation, Federal Farm Credit Banks, Government National Mortgage Association, and
Student Loan Marketing Association.

MEDIUM-TERM NOTES (MTNs): Continuously offered notes, having any or all of the
features of corporate bonds and ranging in maturity from nine months out to 30 years. The
difference between corporate bonds and MTNs is that corporate bonds are underwritten.

REPURCHASE AGREEMENTS: A holder of securities (e.g. a “dealer”) sells the
securities to an investor (e.g. the City) with an agreement to repurchase the securities at a fixed
priced on a fixed date.

REVERSE REPURCHASE AGREEMENTS: A dealer buys securities from a client
(e.g. the City) with an agreement to sell them back to the client at a fixed price on a fixed date.

MONEY MARKET INSTRUMENTS: Negotiable Certificates of Deposit, Commercial
Paper and Banker’s Acceptances. Negotiable Certificates of Deposit are large denomination
certificates of deposit with a fixed maturity date which can be sold in the money market. They
are not collateralized. Commercial Paper is an unsecured promissory note issued by a
corporation. It has a fixed maturity (may not be more than 270 days) and is usually sold in
discount form. Banker’s Acceptances are drafts or bills of exchange accepted by a bank or trust
company evidencing a loan created by the accepting bank. The accepting institution guarantees
payment of the bill.

LOCAL AGENCY INVESTMENT FUND: An investment pool managed by the State
Treasurer in which local governments and agencies in California may participate.

The subtotal line for cach category includes the weighted average days to maturity for that category and also
what percentage of the total portfolio the individual investment category represents.
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SECTION E

DETAIL OF INVESTMENT ACTIVITY

This report summarizes investment activity during the report period by type of activity rather
than by type of security. The report shows all interest received during the report period, and all
maturities, purchases and sales. The report also shows all “paydowns” on securities on which
principal is amortized rather than due at maturity (e.g. Federal Home L.oan Mortgage
Corporation securities).

The last part of the report shows the number of transactions placed with each dealer and includes
the total dollar amount of transactions per dealer.
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