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CITY OF ﬂ
SAN JOSE Finance Department

CAPITAL OF SILICON VALLEY JULIA H. COOPER, ACTING DIRECTOR

July 31, 2012
HONORABLE MAYOR and CITY COUNCIL
INVESTMENT REPORT FOR THE QUARTER ENDED JUNE 30, 2012

I am pleased to present this report of investment activity for the quarter ended June 30, 2012 in
compliance with the reporting requirements as set forth in the City of San Jose Investment Policy.
The information presented in the table below highlights the investment activity for the quarter
ended June 30, 2012 as well as provides a comparison to the quarters ended March 31, 2012 and
June 30, 2011.

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

INVESTMENT SUMMARY
For the Quarter Ended June 30, 2012 March 31, 2012 June 30, 2011
Total Portfolio
Portfolio Value @ $1,140,875,296 $911,051,599 $1,093,679,636
Earned Interest Yield 0.632% 0.655% 0.698%
Dollar-weighted average yield
Purchases 0.199% 0.351% 0.346%
Maturities 0.255% 0.245% 0.205%
Called Securities 1.343% N/A 1.090%
Sold Securities N/A 0.122% N/A
Weighted avg. yield at end of
period 0.541% 0.689% 0.659%
Weighted avg. days to maturity 387 575 376
Portfolio Fund 1
Portfolio Value @@ $1,140,020,938 $910,197,791 $1,080,178,355
Earned Interest Yield 0.633% 0.659% 0.701%
Dollar-weighted average yield
Purchases 0.199% 0.352% 0.346%
Maturities 0.256% 0.246% 0.205%
Called Securities 1.343% N/A 1.090%
Sold Securities N/A 0.122% N/A
Weighted avg. yield at end of
period 0.541% 0.690% 0.662%
Weighted avg. days to maturity 387 575 376

! Reflects book value (principal plus any purchased interest) of investments.
% Total excludes bond proceeds held by trustees for the City of San José ($498,272,235).
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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 June 30, 2012.
The first graph shows the portfolio composition by investment type and the following two graphs
show the portfolio composition by fund type.

Portfolio Composition
$1,140,875,296

Money Market Mutual
Commercial Paper, LAIF, $50,000,000 , 4% Fund, $26,300,000 ,

$122,159,899 , 11% 206
Negotiable CDs,
$50,000,000 , 4%

U.S. Govt Agency
Issues, $892,415,397 ,
79%

The graph on the next page reflects the 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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Balances by Fund Type
$1,123,983,957
Internal Services . .
. Capital Projects
H Fund $18,190,302 i
Waste Water $41?;838I?f75 $15§|’r0p700r,t101 $39,829,326
$326,881,662
Debt Service
$46,373,385
General Fund
$166,479,121
Special Revenue . MuniWater
T & A Parking
287 582 089 11,997 605 | $14.683138  $18:907.654
Total Balances per FMS $1,123,983,957
Deposit-in-Transit, Outstanding Checks! 16,891,339
Portfolio Balance Total $1,140,875,296

The next graph compares the monthly total balances of select City funds as reported by FMS.
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General Fund Balances

General Fund balances increased approximately $92 million from the March 31, 2012 ending
balance of $74 million to the June 30, 2012 ending balance of $166 million. This increase is
primarily due to the receipt of property tax distributions during the months of April and June. 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 balance due to the retirement prefunding, debt service payments, and
operational expenditures during months when no property tax revenue is received.

Pre-funding of Annual Retirement Contributions and Issuance of Short-Term Notes

On August 1, 2008, the City made its first prepayment of employer retirement contributions in order
to recognize General Fund budgetary savings. The City Manager’s 2012-13 Budget anticipates the
continuation of prepaying employer retirement contributions.

The practice of pre-funding the City’s employer retirement contribution coincides with the seasonal
reduction in General Fund balances. In order to ensure that the General Fund balances remain
positive throughout the fiscal year 2012-13, and to smooth out cash flow timing issues, the City
issued Tax Revenue Anticipation Notes (“TRAN”) in the amount of $125 million, with an initial
draw of $100 million, on July 2, 2012. The TRAN proceeds were used to fund part of the $241.3
million prefunding amount (the remainder was paid from maturing securities). The City will repay
the principal amount and interest on February 14, 2013, after the January 2013 property tax
distribution proceeds have been received.

Redevelopment Agency 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 third quarter of fiscal year
2011-12, redevelopment agencies in California were dissolved by legislative action, and the City
acting as the Successor Agency to the Redevelopment Agency (“SARA”) began the administrative
transition. During the last quarter, 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, and a
separate LAIF account was also established to provide an investment vehicle for SARA funds. The
transition was completed in April 2012 at which time the Redevelopment Agency’s participation in
the City’s investment portfolio ceased.

During the fourth quarter of fiscal year 2011-12, SARA received approximately $77.5 million in
property tax distributions from the County of Santa Clara Auditor-Controller’s Office. This property
tax revenue distribution, in conjunction with previously trustee-held tax revenues and existing cash
on hand, was sufficient for SARA to meet its August payments of senior and subordinate debt
service of approximately $95.6 million. After debt service payments, SARA had approximately
$1.7 million of unrestricted cash balances and $900,000 of restricted cash balances remaining.
Going forward, City staff will report in the quarterly investment reports the amount of SARA funds
held in its Bank of America and LAIF accounts.
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Negative Fund Balances

Over the last several years, Finance staff has worked closely with departments to shorten the time
frame between when payments are made through the investment pool and when funds are received
from trustees for the related reimbursements for these capital costs. This cooperative approach has
been successful and the Capital Project funds have not experienced negative fund balances since
November 2010. Investment staff will continue to monitor bond reimbursements and fund balances,
but going forward will only include the “Negative Fund Balances” section in the investment reports
if negative balances occur.

PORTFOLIO PERFORMANCE

The table below 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.

TOTAL PORTFOLIO INCOME RECOGNIZED
Accrual Basis

Total Portfolio June 30, 2012 March 31, 2012 June 30, 2011
Quarter-End

Total interest earnings $1,580,564 $1,564,228 $1,671,714
Realized gains (losses) from sales® 0 5,154 0
Total income recognized $1,580,564 $1,569,382 $1,671,714
Fiscal Year-to-Date

Total interest earnings $6,397,044 $4,816,479 $8,044,037
Realized gains (losses) from sales® 0 5,154 0
Total income recognized $6,397,044 $4,821,633 $8,044,037

@ please see discussion in Investment Trading Activity section of the March 31, 2012 investment report.

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.
The ADM decreased from 575 days on March 31, 2012 to 387 days on June 30, 2012 while the
yield decreased from 0.678% to 0.603%. This is attributable to the need during the fourth quarter to
place significant funds in short-term investments to help cover the retirement prefunding on July 2,
2012. Because of the shift in investment strategy to purchase longer-dated investments, the ADM
for June 2012 was still higher than that of June 2011. While the table on page 1 of this report
summarizes portfolio data on a quarter-to-quarter basis, the following tables summarize the data on
a month-to-month basis.
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Yield and Maturity Trends Portfolio Fund 1
As of June 30, 2012
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Benchmark Comparison

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). 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.

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 June 2010 through June 2012.
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Monthly Benchmark Comparisons
As of June 30, 2012
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LAIF is a short-term investment option available to local agencies in California. Its ADM is usually
around 180-280 days. Because it is a short-term investment vehicle, it has been used as a
benchmark for the City’s Portfolio Fund 1 since 2008 when the City’s investment portfolio was
primarily composed of very short-term investments. As the City’s investment strategy has shifted to
provide more structure and income, LAIF will become less of a suitable benchmark for the
portfolio.

The two-year government agency benchmark has historically been a suitable benchmark for the
City’s portfolio as it closely mimics the City’s desired duration. This benchmark maintains a
constant ADM of 730 days while the City’s ADM will vary depending on cash flow needs.

As illustrated in the graph above, despite market yields remaining at historically low levels, the
City’s yield has stayed above its two benchmarks. The City’s ADM of 387 days is longer than the
ADM of LAIF (268 days), which accounts for some of the yield difference between them. While its
ADM is still shorter than that of the two-year government agency benchmark, the City’s yield has
remained above the latter because staff has purchased longer-dated securities (out to three years) as
well as a few callable securities that provide a yield advantage over non-callable securities.

Unrealized Losses and Gains

As shown in the Investment Summary Table on page 1 of this report, the total portfolio size as of
June 30, 2012 was $1,140,875,296. 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.
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UNREALIZED GAINS & LOSSES
Cash Basis
Market Value $1,145,326,444 Market Value $1,145,326,444
Original Cost (1,140,875,296) Amortized Cost (1,141,582,994)
Net Unrealized Gain (Lo0ss) $4,451,148 Net Unrealized Gain (L0ss) $ 3,743,450

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 between the 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 June 30, 2012 was 0.632%.
The portfolio yield decreased slightly from the last quarter. This is mainly due to current market
conditions with historically low yield and the City’s liquidity restraints.

The Federal Funds target range remained unchanged between 0.00% (zero percent) and 0.25%. The
Federal Open Market Committee (“FOMC”) statement released on June 20, 2012, reiterated that
economic conditions are likely to warrant exceptionally low rates through 2014.

COMPLIANCE REPORTING REQUIREMENTS

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

Cash Management Projection

Based on the Finance Department’s cash flow projection as of June 30, 2012, total revenues and
investment maturities for the next six months are anticipated to be $900 million. This is sufficient to
cover projected expenditures of approximately $887 million.
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Statement of Compliance with the Policy

There were no exceptions or violations outstanding for the quarter ended June 30, 2012. The
investment portfolio meets the requirements of the City’s Investment Policy and the California
Government Code section 53601.

Comparison of Portfolio Investment Earnings to FY 2011-12 Budget

The following is a comparison of actual 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 June 30, 2012 to the budgeted amounts.

BUDGET COMPARISON

Net Investment Earnings Yield General Fund

Quarter Ended June 2012

Budget® 0.22% $ 27,500
Actual® 0.33% 71,207
Variance 0.11% $ 43,707
Fiscal Year to Date

Budget® 0.22% $ 110,000
Actual® 0.39% 187,744
Variance 0.17% $ 77,744

(a) Reflects the FY 11/12 Adopted Budget as approved by the Council on June 21, 2011.
(b) Reflects net investment yield which is the earned interest yield less costs to administer the investment program,
adjusted for funds 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.

INVESTMENT STRATEGY

The Investment Program continues to focus on its core mandates of safety, liquidity and yield.
Prior to 2011, the City’s investment strategy was to invest short-term (18 months or less) in order to
cover liquidity needs. In early 2011, staff began to extend maturities in order to provide income and



Honorable Mayor and City Council
Investment Report for Quarter Ended June 30, 2012
Page 10 of 10

structure to the portfolio. Investments have been matched to known cash flow outlays in the 18-36
month horizon. This strategy is expected to continue throughout FY 2012-13 given a forecast of
continued slow economic growth. Because of the continued low market interest rates, staff will not
actively seek to extend maturities beyond 36 months.

Future Commitments — As of quarter-end June 30, 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 place during the quarter ended June 30, 2012.

Municipal Bonds — No municipal bonds were purchased during the quarter ended June 30, 2012.

CONCLUSION

The total investment portfolio as of June 30, 2012 was $1,140,875,296. This is an increase of
approximately $230 million from the March 31, 2012 balance of $911,051,599, primarily due to the
receipt of property tax distributions in April and June. The average days to maturity decreased from
575 days on March 31, 2012 to 387 days on June 30, 2012 while the yield decreased from 0.655%
to 0.632%. This is attributable to the need during the fourth quarter to place significant funds in
short-term investments to help cover the retirement prefunding on July 2, 2012. As of June 30,
2012, approximately 78% of the total portfolio consisted of U.S. government agency securities.

Respectfully submitted,

Is/
JULIA H.COOPER
Acting Director of Finance
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