REQUEST FOR CITY COUNCIL ACTION

MEETING DATE: SEPTEMBER 13, 2011

TITLE: TREASURER’S ANNUAL REPORT FOR THE FISCAL YEAR
ENDED JUNE 30, 2011
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Director of P{dministrative Services Clty Manager

RECOMMENDED ACTION
Receive and file.
EXECUTIVE SUMMARY

This report provides a synopsis of investment activity for the City's three investment
portfolios for the fiscal year ended June 30, 2011. These portfolios, which are managed
by United American Capital Corporation (UACC) under the direction of the Treasurer,
are categorized as the Pooled Investment Portfolio, Bond Proceeds Fund and Special
District Funds. The market value of all investments under the Treasurer's management
totaled $690 million as of June 30, 2011.

Total portfolio assets, asset allocations, average maturities, yields, and portfolio
valuations are presented within this report. A discussion of market conditions is also
provided to give perspective to these measurements.

COMMISSION/BOARD/COMMITTEE RECOMMENDATION

At a regular meeting of the Investment Advisory Committee on August 10, 2011, the
committee members recommended the City Council receive and file the Treasurer’s
annual report by a unanimous vote of 4-0 (Chair Nicolas absent). On August 15, 2011,
at a regular meeting of the Finance Commission, the Commission received and filed the
Treasurer's report by a unanimous vote of 3-0 (Commissioners Bollard and Chai
absent).

ANALYSIS

The Treasurer’s office is charged with investing the City’s three fixed income portfolios
in conformance with the Annual Investment Policy adopted by City Council. The
Investment Policy is updated annually in accordance with the California State
Government Code. Quarterly and annual treasury reports that provide investment
activity and performance information for the City’s portfolios are submitted to the
Investment Advisory Committee, Finance Commission, and City Council. The primary
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objectives of investing these public funds are the protection of principal (safety),
provision of ample funds to meet cash requirements (liquidity), and to obtain a
competitive market rate of return (yield), in that order.

Pooled Investment Portfolio

The Pooled Investment Portfolio contains funds invested for both the daily operational
requirements of the City, as well as funds reserved for economic uncertainties, and
future rehabilitation and maintenance needs. The Pooled Investment Portfolio is a
combination of several operational funds, including the City’s Asset Management Plan
(AMP) and funds earmarked for the development of the Orange County Great Park.

As of June 30, 2011, the book value (purchase price of securities as recorded on the
City's books) of the Pooled Investment Portfolio was $392.6 million and the average
weighted yield to maturity was 1.31%. Fiscal year-to-date investment income (interest
payments and capital gains) generated by the Pooled Investment Portfolio, as of the
fiscal year ended June 30, 2011, was $8.0 million through the first close of June's
books. Based upon the average size of the portfolio, the annual effective rate of return
was 1.80%. The following chart compares the Pooled Investment Portfolio statistics
over a rolling 12-month period.

Pooled Investment Portfolio
Rolling 12-Month Quarterly Comparison

Jun 30, 2011 | Mar 31, 2011 | Dec 31, 2010 | Sept 30, 2010
Book Value $390,796,869 $378,178,635 $381,398,248 $403,617,050
Market Value $392,583,506 $378,532,425 $383,270,170 $407,235,061
Unrealized Gain/(Loss) $1,786,637 $353,790 $1,871,922 $3,618,011
Unrealized Gain/(Loss) 0.46% 0.09% 0.49% 0 90%
as % of Book Value
Average Yield To 1.31% 1.53% 1.66% 185%
Matunity
Liquidity 0 — 6 months 10.87% 16.56% 24.63% 19.36%
Average Years To 2.25 years 2.12 years 2.03 years 2.04 years
Maturity
Effective Duration 2.10 years 2 03 years 1 89 years 1.94 years

The Pooled Investment Portfolio Book Value increased by $12.6 million during the fourth
quarter of the fiscal year due to the receipt of the second installment of property taxes in
April. The average yield to maturity declined 22 basis points (0.22%) as securities with
coupons between 2% and 3% matured or were called and replaced by securities with
significantly lower coupons. Pooled Investment Portfolio strategy during the past fiscal
year has been to invest in long term to capture incremental yield, as seen by the
increased average years to maturity and effective duration. If interest rates begin to
increase, there is sufficient liquidity in the Pooled Investment Portfolio to ensure
immediate cash flow needs are met and take advantage of the shift in interest rates,
which will add higher yielding securities to the portfolio.





















