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Honorable Mayor & Members of the City Council

Steven C. Kroeger, Assistant City Manager/City Treasurer

Summary

Subject:

Recommendation:

Alternative:

Fiscal Impact:

Presentation of Treasurer's Report - Quarter Ended September 30, 2006 and
Investment Policy Amendment

1) Note & File Quarterly Treasurer's Report
2) Amend Section X of the City of Yuba City Investment Policy to provide for
quarterly reporting

N/A

Informational item only

Details

Background:

Analysis:

In accordance with the City's adopted Investment Policies, staff has prepared the
attached investment report for City Council review. This is the first of the new
format for presentation to the City Council for the previous quarter (July, August,
& September).

In 1996, State legislation made quarterly investment reporting to local agency
governing boards mandatory. However, the 2003-04 Budget Act suspended the
State mandated reimbursement, and subsequently the approval of AB 2853
made quarterly investment reporting optional. The City's Investment Policy
states that an investment report will be submitted monthly to the City Council
(Section X). Staff would prefer to compile a more comprehensive quarterly
report for review by Council and change the language in the Investment Policy to
reflect this change.

As of September 30, 2006, the City's overall investment portfolio (estimated
market value) totaled $121,042,834. This represents a net increase of
$8,089,143 from the previous quarter ended June 30, 2006 balance of
$112,953,691. Besides the regular normal activity and timing of the City's
revenue's and expenditures, notable transactions during this quarter include the
receipt of Gauche Park COP funds in August and bi-annual debt service
payments in September.

Agenda Item



The City's "paper gain" of $10,101 as of September 30th represents the amount
of money that the City would gain if it were to liquidate its entire portfolio at the
end of the reporting period. However, such gains might not be realized if the
investments are held until maturity (which is the City's historical investment
strategy). With regard to cash flow demands, the City's needs are easily met by
the roughly $40.4 million as of September 30th (approximately 47.4% of the "City
Held Investments" portfolio value) that is currently invested in LAIF, CAMP and in
the City's Wells Fargo account, which are wholly liquid.

The following table provides a comparison of the portfolio for the quarter ended
September 30, 2006, and the previous quarters ended June 30, 2006, March 30,
2006 and December 2005.

City of Yuba City of Yuba City
Portfolio Comparison

Cost Basis
Estimated Market Value
Unrealized Gains/(Losses)
Weighted Average Yield to
Maturity at Market
Weighted Average Years:
Maturity of Total Funds
Liquidity
CPI (Inflation)
LAIF Interest Rate
CAMP Interest Rate

9/30/06
$121,094,736

121,104,837
10,101

4.558%

.804 years

47.3%
2.10%

5.023%
5.210%

6/30/06
$113,025,037

112,953,691
(71,345)

n/a

n/a

49.8%
4.10%

4.849%
5.160%

03/31/06
$116,136,924

115,988,618
(148,306)

n/a

n/a

47.2%
3.40%

4.142%
4.460%

12/31/05
$110,878,810

110,734,648
(144,161)

n/a

n/a

45.0%
3.40%

3.808%
4.170%

At its meeting last week, the Federal Reserve left interest rates unchanged. The
overnight federal funds rate has been at 5.25 percent since June 29, when the
Fed ended its string of 17 consecutive increases that started in 2004 to keep
inflation in check. Based on current economic data (i.e., the economy is cooling
and expectations of economic growth in 2007 are moderate at best), it is
anticipated that the Fed may begin to cut rates by mid-2007. In light of this data,
staff is beginning to evaluate opportunities in extending the maturity of
investments.

Conclusion: The City's overall portfolio returns are consistent with current market conditions.
The portfolio's earnings are within the expectations contained in the adopted
budget. Each investment continues to be in compliance with State law and the
City's formal Investment Policies



Attachment A

• A schedule for receiving statements and portfolio listings
• Whether reserves, retained earnings, etc. are utilized by the pool/fund
• A fee schedule, and when and how fees are assessed
• Whether the pool/fund is eligible for bond proceeds and/or will it accept such proceeds

Legislative Changes. Any State of California legislative action that further restricts allowable maturities,
investment types or percentage allocations will be incorporated into this investment policy and
supersede any and all previous applicable language. If the City is holding an investment that is
subsequently prohibited by a legislative change, the City may hold that investment until the maturity
date to avoid an unnecessary loss.

VIII. INVESTMENT PARAMETERS

Diversification. The City shall diversify the investments within the portfolio to avoid incurring
unreasonable risks inherent in over investing in specific instruments, individual financial institutions or
maturities. The asset allocation in the portfolio should, however, be flexible depending upon the outlook
for the economy, the securities markets, and the City's anticipated cash flow needs.

Maximum Maturities. To the extent possible, the City shall attempt to match its investments with
anticipated cash flow requirements and known future liabilities. With the exception of Special
Assessment District obligations, the City will not invest in securities maturing more than five (5) years
from the date of purchase, unless the City Council has by resolution granted authority to make such an
investment at least three months prior to the date of investment.

IX. EVALUATION OF INVESTMENT PERFORMANCE

The investment portfolio shall be designed to attain a market rate of return throughout budgetary and
economic cycles, taking into account prevailing market conditions, risk constraints for eligible
securities, and cash flow requirements. The performance of the City's investments shall be compared to
the average yield on the U.S. Treasury security that most closely corresponds to the portfolio's weighted
average effective maturity. When comparing the performance of the City's portfolio, its rate of return
will be computed net of all fees and expenses.

X. REPORTING

The Assistant City Manager/Treasurer shall prepare and submit a monthly quarterly investment report
to the City Council. This report will include the following elements relative to the investments held at
month end the end of the quarter.

• Type of Investment
• Issuer of Investment
• Maturity date
• Coupon rate

August 15,2006


