REPORT TO COUNCIL
City of Sacramento

915 | Street, Sacramento, CA 95814-2604
www.CityofSacramento.org

Staff Report
August 18, 2009

Honorable Mayor and
Members of the City Council

Title: City of Sacramento Investment Policy, Delegation of Investment Authority and
LAIF Authority

Location/Council District: Citywide

Recommendation: Adopt a Resolution 1) approving the Investment Policy governing
the investment of City treasury pooled funds; 2) delegating investment authority to the
City Treasurer; and 3) confirming authority to conduct transactions with the Local
Agency Investment Fund administered by the State Treasurer.

Contact: Russell T. Fehr, City Treasurer, (316) 808-5832, Bob Tokunaga, Senior
tnvestment Officer, (916) 808-5340.

Presenters: Bob Tokunaga
Departments: City Treasurer’s Office
Division: Investments

Organization No: 05001011
Description/Analysis

Issue: The City Treasurer periodically presents to the City Council for its
consideration and approval the investment policies governing the investment of
funds held in the City's pooled treasury funds. The policies govern the
investment practices of the City Treasurer and are set forth in an Investment
Policy document. The Investment Paolicy has undergone revision to clarify
several aspects of the investment of treasury funds to better reflect the
parameters under which the City Treasurer’s Office (“CTO”) discharges its
responsibility to prudently manage the City’'s money. The City Treasurer
recommends approval of the Investment Policy.

Section 73 of the Sacramento City Charter vests the City Treasurer with authority
to deposit and invest funds of the City treasury, subject to the delegation of
investment authority from the City Council to the City Treasurer. Pursuant to
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Government Code section 53607, the City Treasurer recommends that the City
Council delegate to him the authority and responsibility of investing funds held in
the City's pooled treasury funds for the next twelve months.

The Investment Policy allows for the investment of funds in the Local Agency
Investment Fund (“LAIF”") administered by the State Treasurer's Office.
Investment in such fund allows for safety of principal and ease of access to meet
the liquidity needs of the City. It is necessary to confirm the authority of those
members of the CTO to transact such investments with the State Treasurer’s
Office.

Policy Considerations: Sound investment practices are facilitated by the
preparation of written governing policy statements. Such policies should cover
all substantive aspects of the investment of funds. The City Treasurer has
prepared a comprehensive Investment Policy document pursuant to which his
office will conduct investments. The Investment Policy includes the primary
objective of preserving the safety of principal which is followed by the objectives
of meeting the liquidity needs of the City and obtaining a fair rate of return on
investments while satisfying the other objectives. The Investment Policy also
indicates that the City Treasurer may accept a lesser yield on a portion of
investments purchased from institutions that agree to channel investment
proceeds for beneficial local community development projects. The delegation of
investment authority from the City Council to City Treasurer and confirmation of
LAIF transaction authority allow the CTO to continue the prudent and efficient
investment City funds.

Environmental Considerations: Not Applicable

California Environmental Quality Act (CEQA): This action is not subject to the
CEQA because it is not a "project” as defined in section 15378 of the CEQA

Guidelines.
Sustainability Considerations: None
Commission/Committee Action: None

Rationale for Recommendation: The prudent management of the City's
treasury pools is enhanced by the adoption of an Investment Policy setting forth
the parameters under which such funds are invested. The delegation of
investment authority from the City Council to City Treasurer and confirmation of
LAIF transaction authority allow the CTO to continue the prudent and efficient
investment City funds.

Financial Considerations: The Investment Policy sets forth the three primary
objectives of the City Treasurer's Office investment of the pooled funds. In order
of priority, the objectives are the preserving principal, meeting the liquidity needs
of the City, and achieving a rate of return on investments commensurate with
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satisfaction of the other two objectives. Such prudent management of funds is
critical in allowing the City to properly budget for the expenditure of funds in the
operation of the City and its myriad of activities. The delegation of investment
authority from the City Council to City Treasurer and confirmation of LAIF
transaction authority allow the CTO to continue to support the City's cash flow

needs in an effective and efficient manner.

Emerging Small Business Development (ESBD): Not Applicable

Respectfully Submitted by:

Recommendation Approved:

\' .

Russell=F Fé&) Vi

City Treasurer
Table of Contents:
Report Pg. 1
Attachments
1 investment Policy, City of Sacramento Pg. 6

2 Resolution Pg. 15

LA

Bob Toklinaga
Senior Investment Officer
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BACKGROUND

The investment policy presented in the report is an integral part of the City’s overall
cash management program. The timing of the receipt of revenue and of expending
City funds are not concurrent. The City often holds cash before it is expended. In order
to generate additional revenue for City funds, the cash is invested in the period

between when it is received and when the cash is expended. The basic flow of cash is
illustrated in the following graph.

Revenues are deposited into the City’s bank and expenditures are made from the bank.
But very little investment income would be earned if City cash were left in the bank until
that cash were expended. Cash not needed for immediate expenditure is transferred
into what is known as Treasury Pool A. Treasury Pool A is, in reality, a collection of
individual investments in different fixed income products at different rates with different
maturities.

Managing the cash flow for the various City funds and the funds of others is a matter of
matching in inflow of revenue, the timing of expenditures, and the timing of the maturity
of investments in Treasury Pool A. The investment policy governs how the funds held
in the Treasury Pool are invested.

The City's Investment Policy is wholly consistent with State Law regulating the
investment of public funds. The State Law underwent a major revision in the aftermath
of the Orange County Treasurer’s investment scandal and that County’s bankrupfcy.
The fundamental and overriding objectives of both the City's Investment Policy and




City of Sacramento Investment Policy August 18, 2009

State law are, in order of priority:

1. Protection of principal — City funds are placed in secure investments—
governmental bonds, governmentally guaranteed bonds, obligations of the State
of California, and highly rated corporate bonds.

2. Liquidity — the maturity of the individual investments in the Treasury Pool is
selected so that sufficient cash is always available in the bank to cover the City's
expenditure obligations.

3. Yield — The investments making of the Treasury Pool generate some yield, or
investment income. But the generation of yield is the third level goal below
safety and cash availability.

State law also sets a limit on the term of individual investments in the Treasury Pool. In
general, investments with remaining terms to maturity of greater than five years are not
allowed. However, the technical process of the purchasing and accounting of a five-
year bond may result in the actual term being several days longer than five years. This
policy allows for the acceptance of investments including a nominal exceedance of the
five-year limit of not greater than 30 days. In such instances, the policy requires the
CTO to provide notice of such purchases in the reports of transactions it presents to the
City Council on a monthly basis.

The Investment Policy allows the City Treasurer to review and accept proposals for the
purchase of investments sold or issued by entities that agree to funnel the investment
proceeds to local projects or other endeavors for the betterment of the local economy.
Such investments must fall within the categories of authorized investments set forth in
the policy and satisfy the primary policy objectives of safety and liquidity. However, the
City Treasurer may accept a less than market return on the investment to obtain
benefits to the local economy. As such, the portion of funds available for such
investments will be limited so as not to unduly impact the fiscal needs of the City or the
overall investment program of the CTO.

Section 73 of the Sacramento City Charter vests the City Treasurer with authority to
deposit and invest funds of the City treasury, subject to the delegation of investment
authority from the City Council to the City Treasurer. Pursuant to Government Code
section 53607, the City Treasurer recommends that the City Council delegate to him
the authority and responsibility of investing funds held in the City's pooled treasury
funds for the next twelve months. Such action will allow the City Treasurer and his staff
to continue the prudent investment of the City's pooled treasury funds and the effective
and efficient support of the City's efforts to meet its cash flow needs.

Investment in the Local Agency Investment Fund (“LAIF”) administered by the State
Treasurer's Office is allowable under the policy. LAIF requires the confirmation by
governing body resolution of the authority of individuals to transact business on behalf
of the City. The Resolution accompanying this staff report sets forth the names of such
authorized individuals within the CTO.
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Attachment 1

CITY OF SACRAMENTO
INVESTMENT POLICY

The purpose of this document is to set forth the investment and operational policies for the management of
the public funds of the City of Sacramento. These policies are designed to ensure the prudent management
of public funds under management by the Sacramento City Treasurer.

Pursuant to the Sacramento City Charter, the City Treasurer has the authority to deposit and invest funds in
the City Treasury unless the City Charter specifies otherwise. The undertaking of the deposit and investment
activities by the City Treasurer is subject to the delegation of investment authority from the City Council, as
the body being primarily responsible for the investment of City funds, to the City Treasurer pursuant to
Government Code section 53607. Accordingly, these policies are applicable to the management of City
treasury funds as that task may be delegated to the City Treasurer.

A copy of this policy statement will be provided to all investment brokers and dealers and others in
related fields doing business with the City of Sacramento, and will be provided to other interested
parties on request. In addition, this policy statement will be posted to the City Treasurer’s portion of the
City’s internet website,

An entity retained to provide investment-related services to the City of Sacramento shall not render
services unless and until it confirms, in writing, that it has received and reviewed this policy statement,
and is prepared to implement its terms, as applicable to the services to be provided by the entity.

I. Governing Authority; Scope

Section 73 of the Sacramento City Charter vests the City Treasurer with authority to deposit and invest funds
of the City treasury, subject to the delegation of investment authority from the City Council to the City
Treasurer. These polides shall apply to the City Treasurer’s investment of City treasury funds.

The City Treasurer investment program for all treasury funds shall be operated in conformance with
applicable federal, state, and other legal requirements. This policy statement is intended to conform to
Government Code sections 53600, et seq, and interpretation of these policies shall be consistent with
said statutes.

Il. Ohjectives

A. Primary Objectives

The primary objectives of investment activities, in order of priority, are safety, liquidity, and yield:
1. Safety

Safety of principal is the foremost objective of the investment program. Investments shall be

undertaken in a manner that seeks to ensure the preservation of capital in the overall portfolio. The
objective is to mitigate credit risk and interest rate risk,
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(a) Credit Risk. Credit risk is the risk of loss due to the fallure of the security issuer or
hacker. The City will minimize credit risk by:

{i) Limiting investments to the types of securities listed in Section V1 of this Investment
Policy

(i} Re-qualifying the financial institutions, broker/dealers, intermediaries, and advisers with
which the City will do business in accordance with Section 1V.

(iii) Diversifying the investment portfolio so that the impact of potential losses from any one
type of security or from any one individual issuer will be minimized.

{b) Interest Rate Risk. Interest rate risk is the risk that the market value of securities in the
portfolio will fall due to changes in market interest rates. The City will minimize interest rate
risk by:

{i) Structuring the investment portfolio so that securities mature to meet cash
requirements for ongoing operations, therehy avoiding the need to sell securities on the
open market prior to maturity

(i) Investing operating funds primarily in shorter-term securities, money market mutual funds,
the Local Agency Investment Fund {“LAIF”) managed by the State of California, or similar
investment pools and limiting the average maturity of the portfolio in accordance with this

policy.
2. Liquidity

The investment portfolio shall remain sufficiently liquid to meet all operating requirements that may be
reasonably anticipated. This is accomplished by structuring the portfolio 50 that securities mature
concurrent with cash needs to meet anticipated demands (static liguidity). Furthermore, since all
possible cash demands cannot be anticipated, the portfolio should consist largely of securities with
active secondary or resale markets {(dynamic liquidity). Alternatively, a portion of the portfolio may be
placed in money market mutual funds or LAIF which offer same day liquidity for short-term funds.

The staff of the City Treasurer's Office shall (i) monitor the City’s budget formation and approval process
and {ii) actively engage with City staff to assess and manage cash flow needs of the City.

3. Yield

The investment portfolio shall be designed with the objective of attaining a market rate of return
throughout budgetary and economic cycles, taking into account the investment risk constraints and
liquidity needs. Return on investment is of secondary importance compared to the safety and liquidity
objectives described above. The core of investments is limited to relatively low risk securities in
anticipation of earning a fair return relative to the low level of risk being assumed.

Securities shall generally be held until maturity with the following exceptions:

{a) A security with declining value may be sold early to minimize loss of principal.
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(b} A security swap would improve the quality, yield, or target duration in the portfolio.
{c) Liquidity needs of the portfolio require that the security be sold.

{d} Where the sale of the security to realize capital gains is advisable in the judgment of the
investment officers.

B. Other Objectives
1, Pooling of Funds

Except for cash in certain restricted and special funds, the City will consolidate cash and reserve
balances from alf funds to maximize investment earnings and to increase efficiencies with regard to
investment pricing, safekeeping and administration. Investment income will be allocated to the various
funds based on their respective participation and in accordance with generally accepted accounting
principles. Such pooling of funds shall not change the legal character of the pooled funds, i.e. funds
whose use is restricted by law shall remain restricted from use as part of the City’s general fund.

2. Local Considerations

Where possible, funds may be invested for the betterment of the local economy, The City Treasurer may
accept a proposal from an eligible institution that provides for a reduced rate of interest provided that
such institution documents the use of deposited funds for local community development projects.

IHl. Standards of Care

A. Prudence

The standard of prudence to be used by investment officials shall be the "prudent person standard and
shall be applied in the context of managing an overall portfolio. Investment officers acting in accordance
with written procedures developed by the City Treasurer and this investment policy and exercising due
diligence shall be relieved of personal responsibility for an individual security's credit risk or market price
changes, provided extraordinary deviations from expectations are reported by subordinate investment
officers to the City Treasurer in a prompt fashion and the any sale of securities is carried outin
accordance with the terms of this policy.

Pursuant to the "prudent person” standard, investment officers shall act with care, skill, prudence, and
diligence under the circumstances then prevailing, including, but not limited to, the general economic
conditions and the anticipated needs of the agency, that a prudent person acting in a like capacity and
familiarity with those matters would use in the conduct of funds of a like character and with like aims, to
safeguard the principal and maintain the liquidity needs of the agency. Funds shall be managed not for
speculation where the sole goal of a transaction is to increase principal balances, but for investment
intended to earn a reasonable rate of return on invested funds, considering the probable safety of their
capital as well as the probable income to be derived. Despite that investment transactions are
undertaken with care pursuant to the “prudent person” standard, it is recognized that invested funds are
subject to the vagrancies of the markets beyond the control of the investment officers.
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B. Ethics and Conflicts of Interest

Officers and employees involved in the investment process shall refrain from personai business

activity that could conflict with the proper execution and management of the investment program, or
that could impair their ability to make impartial decisions. Employees and investment officials shall
disclose any material interests in financial institutions with which they conduct business. They shali
further disclose any personal financial/investment positions that could be related to the performance of
the investment portfolio. Employees and investment officers shall refrain from undertaking personal
investment transactions with the same individual with whom business is conducted on behalf of the City.

Investment officers shall file State Fair Political Practices Commission’s Statement of Ecenomic Interests
and make the disclosures reguired by the City’s conflict of interest policies.

C. Delegation of Authority

Authority to manage the City treasury investment program is granted to the City Treasurer pursuant to
Sacramento City Charter section number 73, unless the Charter specifically indicates otherwise, subject
to annual delegation of investment authority by the City Council pursuant to Government Code section
53607. Pursuantto the City Charter, the City Treasurer also is authorized to appoint deputies and
employees, as prescribed by Council resolution, to implement the investment program. The City
Treasurer and those employees appointed by the Treasurer to perform investment activities pursuant to
these policies shall be referred to herein collectively as “investment officers.”

Investment officers shall act in accordance with established written procedures and internal controls for
the operation of the investment program consistent with this investment policy {“Investment Procedures
Manual”). Procedures should include references to: safekeeping, delivery vs. payment, investment
accounting, repurchase agreements, wire transfer agreements, and collateral/depository agreements.
No person may engage in an investment transaction except as provided under the terms of this policy
and the procedures manual. The investment officers shall be responsible for all transactions undertaken
and shall establish a system of controls to regulate their activities.

IV. Authorized Financial Institutions, Depositories, and Broker/Dealers

A. Selection

Financial institutions and depositories involved in implementing the City Treasurer’s investment activities
are selected on a competitive basis in order to obtain high quality services by reliable, reputable and
stable entities. The competitive process may be formal or informal, as determined by the City Treasurer
in his or her discretion, with the objective of obtaining the quality of services necessary to serve the best
interests of the City and relevant stakeholders, with services performed at competitive fees and rates.
Such processes may occur from time to time by the City Treasurer’s Office whether at the time the City
Treasurer contracts for the general banking services or otherwise. The firm or firms providing
investment-related services may or may not be the same firm providing general banking servies at the
discretion of the City Treasurer. Among the factors that the City Treasurer may consider in obtaining
such services are (i} minimum qualifications pertaining to capacity, satisfaction of requirements to
conduct required business, i.e. licenses, permits, registrations, certifications, etc.; {ii) capitalization; (iii}
insurance and bonding; {iv) safekeeping and custodial experience; (v) status in good standing; {vi) ability
and capacity of the firm to provide a full range of services as may be required by the City Treasurer; (vii)
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extent of the value added by an entity over the services provided by firms then-providing investment-
related services to the City Treasurer’s Office; and (viii) other attributes as may be determined by the
City Treasurer from time to time. The City Treasurer may determine the number and nature of firms to
be retained to provide investment-related services based upon the volume of existing and projected
investment work. Those firms that are selected to execute transactions on behalf of the City shall do so
in a good faith manner and in the best interests of the City, and shall disclose to and advise the
investment officers of material facts that bear upon the pricing of a given transaction order given by
investment officers. All financial institutions executing investment transactions shall satisfy the
requirements of Government Code section 53601.5. All depositories shall satisfy the institutional
qualifications and security requirements described in Government Code sections 53648 etseq.

B. Performance Review

All financials institutions and depositories shall maintain the qualifications and attributes deemed
appropriate by the City Treasurer, including, but not limited to those enumerated in subsection A above,
and shall perform their duties in a satisfactory manner. The City Treasurer, at his or her discretion, shall
conduct periodic performance reviews to ensure the institutions and depositories are providing services
in the best interests of the City.

V. Safekeeping and Custody
A, Delivery vs. Payment

All trades of marketable securities will be executed by delivery vs. payment {DVP) to ensure that
securities are deposited in an eligible financial institution prior to the release of funds.

B. Safekeeping

Securities will be held by an independent third-party custodian selected by the City Treasurer. The
inventory and value of cash and securities held by the custodian will be reconciled on a daily basis. The
custodial institution shall annually provide a copy of their most recent report on internal controls
(Statement of Auditing Standards No. 70, or SAS 70).

C. Internaf Controls, Investment Procedures Manual

The City Treasurer is responsible for establishing and maintaining an internal control structure designed
to guide the activities of the investment officers to ensure that the assets of the City are protected from
foss, theft or misuse. Details of the internal controfs system shall be documented in the Investment
Procedures Manual and shall be reviewed and updated annually, as needed. The internal control
structure shall be designed to provide reasonable assurance that these objectives are met. The concept
of reasonable assurance recognizes that (1) the cost of a control should not exceed the benefits likely to
be derived and {2} the valuation of costs and benefits requires estimates and judgments by
management. The internal controls structure shall address the following points:

1. Prevention of collusion

2. Separation of transaction authority from accounting and recordkeeping
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3. Custodial safekeeping

4, Avoidance of physical delivery securities

5. Clear delegation of authority to subordinate staff members

6. Written confirmation of transactions for investments and wire transfers

7. Development of a wire transfer agreement with the lead bank and third-party custodian

Accordingly, the City Treasurer shall establish a process for an annual independent review by an external
auditor to assure compliance with policies and procedures or alternatively, compliance should be
assured through the City annual independent audit.

V1. Suitable and Authorized Investments
A. Investment Types

Allowable investments of funds not required for the immediate use by the City are limited to those
described in Government Code sections 16429.1 (Lol Agency Investment Fund), 53601 (investment of
surplus), 53601.8 (certificates of deposit), 53635 (purchase of commercial paper by pools) and 53638
(bank deposits), as such statutes may be amended or renumbered from time to time. These allowable
investments, and their permitted amounts and attributes, are set forth in the summary prepared by the
California Debt and Investment Advisory Commission (“CDIAC"} included in these policies as Attachment
A. In the event the foregoing statutes are revised, an amended version of Attachment A reflecting such
revision shall be attached to these policies.

B. Extended Muturities

The investment officers will observe the maximum maturity term of five years onvarious of the
allowable investments. However, where a particular investment is found by the investment officers to
be advantageous and consistent with these policies, but for a nominal exceedance of a 5-year maximum
maturity caused by effect of the security’s issuance and maturity dates, or the settlement date of the
transaction, or both, they are authorized to invest in the following obligations with remaining maturities
of five {5} years, plus not more than thirty (30} calendar days: U.S, Treasury obligations, obligations of
California or other states, California local agency obligations, U.S. Agency obligations and medium-term
notes. The City Treasurer will provide notice to the City Council of such investments within periodic
investment reports made to the Council. See, Section VIILA. The investment officers shall not make
investments in instruments with maturities longer than five (5) years, plus thirty (30) calendar days,
without prior approval of the City Council pursuant to Government Code section 56301.

C. Securities Lending

The investment officers at their discretion may engage in securities lending activities pursuant {o
securities lending agreements (as defined in Government Code section 53601(j}{51{D)) provided that the
following are satisfied:
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1. Securities lending transactions are to be governed by agreements entered into by the
City Treasurer and the agent or agents the City Treasurer engages to perform such
transactions provided that such agreements

{a) comply with the requirements of Government Code section 53601(j), and

{b) require the payment of cash collateral equal to or greater than 102% of the
market value of the loaned security at the time of the loan.

2. The securities lending agreements may allow for the use of cash collateral for the
reinvestment in securities that

{a} comply with the requirements of Government Code section 53601(j)(3)}(D), and

{b} are securities whose direct investment is authorized by Government Code
section 53601 and these policies,

{c) provided that nothing herein shall preclude the City Treasurer from entering into
securities lending agreements that reduces the scope of investments made with cash
collateral to something less than that allowed under subsections {a) and (b} above.

Vil Investment Parameters
A. Diversification

The City shall diversify its investment portfolio. To minimize risk of loss resulting from the over-
concentration of assets in a specific maturity, issuer, or type of securities, all cash and cash equivalent
assets in all City funds shall be diversified by maturity, issuer, and class of security. Diversification
strategies shall be determined and revised on an ongoing basis by the investment officers for all funds
covered by these investment policies. In establishing specific diversification strategies, these investment
policies shall apply. The investment officers shall emphasize that portfolio maturities will be staggered
to avoid undue concentration of assets in a specific maturity sector. Maturities selected shall provide for
stahility of income and reasonable liquidity.

B. Cash Management Funds

1. Liquidity shali be assured through practices ensuring that the payroll dates and dates of
large disbursements are covered through maturing investments or marketable U.S. Treasury
bills.

2. Positions in securities having potential default risk shall be limited in size pursuant to the

maximum limits set forth in Government Code section 53601. See Attachment A. Such
securities include the following: Commerdal paper; negotiable certificates of deposit, and
Banker's Acceptances.

3. Risks of market price volatility shall be controlled through maturity diversification.
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4, Liquidity risk: Because of inherent difficulties in accurately forecasting cash flow
requirements, a portion of the portfolio should be continuously invested in readily available
funds such as LAIF, money market funds, overnight repurchase agreements, and/or
marketahle securities that can be sold to raise cash in one day’s notice, to ensure that
appropriate liguidity is maintained to meet ongoing obligations.

C. Competitive Bids

The investment officers shall obtain competitive bids from at least two brokers or financial
institutions on all purchases of investment instruments purchased on the secondary market for
consideration in excess of $15 million per purchase transaction.

VIIl. Reporting
A. Investment Reports

The City Treasurer shall present to the City Council, the City Manager and the City’s internal auditor
monthly investment reports that include the content described in Government Code sections 53607 and

53646(b).
B. Marking to Market

For purposes of preparation of the investment reports, the market value of the portfolio shall be
calculated. In defining market value, considerations should be given to the GASB Statement 31
pronouncement.

C. Perfarmance Standards

The investment portfolio will be managed in accordance with the parameters specified within

this statement of policies. The portfolio should obtain a market average rate of return during a
market/economic environment of stable interest rates. A series of appropriate benchmarks shall be
established against which portfolio performance shall be compared on a regular basis. The benchmarks
shall be reflective of the actual securities being purchased and risks undertaken.

IX. Policy Considerations
A. Exemption

Any investment currently held that does not meet the guidelines of this policy shall be exempted from
the requirements of this policy, provided that the City Treasurer may take steps he or she deems
appropriate to address non-compliant investments in the best interest of the City and pool participants.
At maturity or liquidation, such monies shall be reinvested only as provided by this policy.

B. Amendments

This policy shall be reviewed annually by the investment officers. Any change must be approved by the
City Treasurer, followed by review and wnsideration by the City Council pursuant to Section X of these
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policies.

X. City Council Consideration of Investment Policy

This policy shall be reviewed and considered by the City Council on an annual basis pursuant to
Government Code section 53646(a){2).

X1, Miscellaneous
A. Statutory References

All statutory references cited in these policies shall refer to the statute as it may be amended or
renumbered from time to time.

B. List of Attachments

The following documents are attached to this Investment Policy: Attachment A - Permitted
Investments referenced in Section VLA; list compiled by CDIAC
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FIGURE1

ALLOWABLE INVESTMENT INSTRUMENTS

PER STATE GOVERNMENT CODE (AS OF JANUARY I, 2008}

APPLICABLE TO ALL LOCAL AGENCIES®

sez “Thble of Notes for Figure 17 on the next page for footnotes related fo this figure

MAXIMUM
MATURITY"

MAXTMUM

SPECIFIED
% or

MINIMUM
QUALITY
REQUIRE-

PORTFOLIOY ~ MENTS
LOCAL AGENCY BONDS S YEARS — NONE — | — NONE —
U.8. TREASURY OBLIGATIONS § YEARS — NONE— | — NONE —
5
STATE OBLIGATION S YEARS — NONE— | — NONE—
~—CA ANT OTHERS
CA LOCAL AGENCY OBLIGATIONS 5 YEARS — NONE — | — NONE—
17,5 AGENCY OBLIGATIONS 5 YEARS -— NOME — | — NONE —
BANKERS' ACCEPTANCES 180 DAYS 40%" ~— NONE —
COMMERCIAL PAPER 270 DAYS 5% oF THE | A-VP-LF-IY
~—SELECT AGENCIES' AGENCY's | bt ssuer bus
¥ tssued long-term
MONE debt it must be
rated A" with-
onf regard ia
modifiers"
COMMERCIAL PAPER 270 DAYS | 40% OF THE -f;i/f’_-f/F-; 5
_ \ I AGENCY'S 1 fhe 1ssuer has
OTHER AGENCIES s issued long-term
MONEY debt it must be
rated A7 with-
auf regard fo
modifiers”
E
NEGOTIABLE CERTIFICATES § YEARS 30%* — NONE—
OF DEPOSIT
CD PLACEMENT SERVICE § YEARS 30%6* — NONE —
REPURCHASE AGREEMENTS 1 YEAR — NONE—- | — NONE —
REVERSE REPURCHASE 92 DAYS' 20% OF THE
AGREEMENTS AND SECURITIES BASEVALUE | o
LENDING AGREEMENTS OF THE
PORTFOLIC
MEDIUM-TERM NOTES" 5 YEARS 0% “A" RATING
MUTUAL FUNDS AND MONEY /A 2000 MULTIPLE™®
MARKET MUTUAL FUNDS
COLLATERALIZED BANK DEPOSITS 5 YEARS — NONE— | — NONE —
MORTGAGE PAS3-THROUGH 5 YEARS 20% ::AAy RATING®
SECURITIES
BANK/TIME DEPOSITS § YEARS -~ NONE — | — NONE —
COUNTY POOLED /a  NONE— | — NONE--
INVESTMENT FUNDS
IOINT POWERS AUTHORITY POOL N/a ~—NONE — | MULTIPLE®
E,f;l,;ri AGENCY INVESTMENT FUND /A — MONE — | - NONE —

CALIFORNIA DEBT {9 INVESTMENT ADVISORY COMMISSION




LE OF NOTES FOR FIGDRE 1

A. Souvrees: Government Code Sections

16429.1, 53601, 53601.8, 53633,
and 53638,

8, Municipal Utilities Districts have the
authority under the Public Utilities
Code Section 12871 1o invest in certain
securities not addressed here.

¢, Government Code Section 53601
provides that the maximum term of
any investment authorized under this
scction, unjess otherwise stated, is five
years, However, the legislative body may
grant express authority to make invest-
ments cither specifically or as 2 past of
an investtnent program approved by the
legislative body that exceeds this five year
maturity limit. Such approval must be
issued no less than three months prier
to the purchase of any security exceeding
the five-year maturity limit,

D. Percentages apply to all portfolio
investments regardless of souree of
funds. For instance, cash from a reverse
repurchase agreement would be subject
ta the restrictions.

E. Nomore than 30 percent of the agency's
money may be in Bankess’ Acceptances
of any one commercial bank.

¥, “Select Agencies” are defined as a "city, 2
district, or other local agency that do[es]
not pool money in deposits or investment
with other local agencies, other than local

agencies that have the same governing
body.”

G. No more than 10 percent of agency’s
money may be invested in any one
issuer's commercial paper,

H. Tssuing corporation must be organized
znd operating with the U.8, and have
assets in excess of $500,000,000,

1. “Other Agencies” are counties, a city and
county, or other local agency “that poals
money in deposits or investments with
other local agencies, including [ocal agen-
cies that have the same governing body.”
Local agencies that pool exclusively with
other local agencies that have the same
governing body must adheie to the limits
set for “Select Agencies,” above,

J. No more than 1o percent of the of
the agency’s money may be invested
in the Commercial Paper of any one
corporate issuer,

¥. No more than 30 percent of the agency’s
total funds may be invested in CDs
authorized under Sections 53601.8,
£3635.8, and 53601 {h) combined.

L. Reverse repurchase agreements or securi-
ties lending agreements may exceed the
g2~day term if the agreement includes a
written codicil guaranteeing a minimum
earning or spread for the entire period
between the sale of a security using 2
reverse repurchase agreement or seeuritics
lending agreement and the final marurity
dates of the same security.

M. Reverse repurchase agreements must be
made with primary dealers of the Federal
Reserve Bank of New York or witha
natienally or state chartered bank that has
a significant relationship with the local
agency. The loeal agency must have held
the securities used for the agreements for
at least 30 days.

N, “Medium-term noves” are defined in
Government Code Sectior: 53601 a3
“all corporate and depository institution
debt securities with a maximum remain-
ing maturity of five years or less, issued
by corperations organized and operating
with the U.8, or by depository instirg-
tions licensed by the U, 8, or any state
and operating within the U8,

0. No more than 10 percent invested in
any one mutual fund,

P. A mutual fund must receive the highest
ranking by not less than two nationally
recognized rating egencies or the fund
must retain an investment advisor who is
registered with the SEC (or exempt from
registration), has assets under manage-
ment in excess of $500 million, and has
at least five years experience investing in
instruments authorized by Govemnment

Code Sections 53607 and 53635,

Q. A money market mutual fund must
receive the highest ranking by not less
than two nationally recognized statistical
rating organizations or retain an invest-
ment advisor registered with the SEC or
exempt from registration and who has not
less than five years experience investing
in money market instruments with assets
under menagement in excess of §500
million,

R. Tssuer must have an “A” rating or better
for the issuer’s debt as provided by a
nationally recognized rating agency.

8, A joint powers authority pool must retain
an investment advisor who is registered
with the BEC (or exempt from registra-
tion), has assets under management in ex-
cess-of $500 million, and has arlzast five
years experience investing in instruments
authorized by Government Code Section
53601, subdivisions (z) ta (n).

CALIFORNIA DEBT { INVESTMENT ADVISORY COMMISSION
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Attachment 2

RESOLUTION NO. 2009-XXXX
Adopted by the Sacramento City Council

August 18, 2009

APPROVING THE INVESTMENT POLICY GOVERNING THE INVESTMENT OF
CITY’S POOLED TREASURY FUNDS, DELEGATING INVESTMENT AUUTHORITY
TO THE CITY TREASURER, AND CONFIRMING AUTHORITY TO CONDUUCT

TRANSACTIONS WITH THE LOCAL AGENCY INVESTMENT FUND

BACKGROUND

A

Sound investment practices are facilitated by the preparation of written
governing policy statements. Such policies should cover all substantive aspects
of the investment of funds. The City Treasurer has prepared a comprehensive
Investment Policy document pursuant to which his office will conduct
investments of the City’s pooled treasury funds. The Investment Policy is
attached hereto as Attachment A.

In furtherance of the prudent management of the City's treasury pools, the
Investment Policy is in compliance with State law provisions setting forth
permissible investment of public funds not required for immediate expenditure.

Section 73 of the Sacramento City Charter vests the City Treasurer with authority
to deposit and invest funds of the City treasury, subject to the delegation of
investment authority from the City Council to the City Treasurer.

The delegation of investment authority and responsibility from the City Council to
the City Treasurer will allow the City Treasurer and his staff to continue the
prudent investment of the City’s pooled treasury funds and the effective and
efficient support of the City's efforts to meet its cash flow needs.

Investment in the Local Agency Investment Fund is an important part of the
CTO’s investment program as it allows for safety of principal and ease of access
to meet the liquidity needs of the City. It is necessary to confirm the authority of
those members of the CTO to transact such investments with the State
Treasurer's Office.
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BASED ON THE FACTS SET FORTH IN THE BACKGROUND, THE CITY COUNCIL
RESOLVES AS FOLLOWS:

Section 1.  The Investment Policy submitted by the City Treasurer is approved.

Section 2.  The City Council delegates to the City Treasurer the authority to invest the
City's pooled treasury funds.

Section 2.  The following members of the City Treasurer's office are authorized to
conduct transactions with the Local Agency Investment Fund
administered by the State Treasurer's Office:

Russell Fehr
Thomas Berke
John Colville
Bob Tokunaga
Lydia Abreu




Attachment A to City Council Resolution

CITY OF SACRAMENTO
INVESTMENT POLICY

The purpose of this document is to set forth the investment and operational policies for the
management of the public funds of the City of Sacramento. These policies are designed to ensure the
prudent management of public funds under management by the Sacramento City Treasurer.

Pursuant to the Sacramento City Charter, the City Treasurer has the authority to deposit and invest
funds in the City Treasury unless the City Charter specifies otherwise. The undertaking of the deposit
and investment activities by the City Treasurer is subject to the delegation of investment authority from
the City Council, as the body being primarily responsible for the investment of City funds, to the City
Treasurer pursuant to Government Code section 53607. Accordingly, these policies are applicable to the
management of City treasury funds as that task may be delegated to the City Treasurer.

A copy of this policy statement will be provided to all investment brokers and dealers and others in
related fields doing business with the City of Sacramento, and will be provided to other interested
parties on request. In addition, this policy statement will be posted to the City Treasurer’s portion of the

City’s internet website.

An entity retained to provide investment-related services to the City of Sacramento shall not render
services unless and until it confirms, in writing, that it has received and reviewed this policy statement,
and is prepared to implement its terms, as applicable to the services to be provided by the entity.

I. Governing Authority; Scope

Section 73 of the Sacramento City Charter vests the City Treasurer with authority to deposit and invest
funds of the City treasury, subject to the delegation of investment authority from the City Council to the
City Treasurer. These policies shall apply to the City Treasurer’s investment of City treasury funds.

The City Treasurer investment program for all treasury funds shall be operated in conformance
with applicable federal, state, and other legal requirements. This policy statement is intended to

conform to Government Code sections 53600, et seq, and interpretation of these policies shall be
consistent with said statutes.
Il. Objectives

A, Primary Objectives

The primary objectives of investment activities, in order of priority, are safety, liquidity, and
yield:




1. Safety

Safety of principal is the foremost objective of the investment program. Investments shall be
undertaken in a manner that seeks to ensure the preservation of capital in the overall portfolio.
The objective is to mitigate credit risk and interest rate risk.

{a) Credit Risk. Credit risk is the risk of loss due to the failure of the security issuer or
backer. The City will minimize credit risk by:

(i} Limiting investments to the types of securities listed in Section VI of this Investment
Policy

{ii} Re-gqualifying the financial institutions, broker/dealers, intermediaries, and advisers with
which the City will do business in accordance with Section IV.

{iii} Diversifying the investment portfolio so that the impact of potential losses from any one
type of security or from any one individual issuer will be minimized.

(b) Interest Rate Risk. Interest rate risk is the risk that the market value of securities in
the portfolio will fall due to changes in market interest rates. The City will minimize
interest rate risk by:

(i} Structuring the investment portfolio so that securities mature to meet cash
requirements for ongoing operations, thereby avoiding the need to sell securities on
the open market prior to maturity

(i) Investing operating funds primarily in shorter-term securities, money market mutual funds,
the Local Agency Investment Fund (“LAIF”} managed by the State of California, or similar
investment pools and limiting the average maturity of the portfolio in accordance with this

policy.
2. Liguidity

The investment portfolio shall remain sufficiently liquid to meet all operating requirements that
may be reasonably anticipated. This is accomplished by structuring the portfolio so that
securities mature concurrent with cash needs to meet anticipated demands {static liquidity).
Furthermore, since all possible cash demands cannot be anticipated, the portfolio should
consist largely of securities with active secondary or resale markets (dynamic liquidity).
Alternatively, a portion of the portfolic may be placed in money market mutual funds or LAIF
which offer same day liquidity for short-term funds.




The staff of the City Treasurer’s Office shall (i) monitor the City’s budget formation and
approval process and (ii) actively engage with City staff to assess and manage cash flow needs
of the City.

3. Yield

The investment portfolio shall be designed with the objective of attaining a market rate of
return throughout budgetary and economic cycles, taking into account the investment risk
constraints and liquidity needs. Return on investment is of secondary importance compared to
the safety and liquidity objectives described above. The core of investments is limited to
relatively low risk securities in anticipation of earning a fair return relative to the low level of
risk being assumed.

Securities shall generally be held until maturity with the following exceptions:
{a) A security with declining value may be sold early to minimize loss of principal.
(b} A security swap would improve the quality, yield, or target duration in the portfolio.

(c) Liquidity needs of the portfolio require that the security be sold.

(d) Where the sale of the security to realize capital gains is advisable in the judgment of the
investment officers.

B. Other Objectives
1. Pooling of Funds

Except for cash in certain restricted and special funds, the City will consolidate cash and reserve
balances from all funds to maximize investment earnings and to increase efficiencies with
regard to investment pricing, safekeeping and administration. Investment income will be
allocated to the various funds based on their respective participation and in accordance with
generally accepted accounting principles. Such pooling of funds shall not change the legal
character of the pooled funds, i.e. funds whose use is restricted by law shall remain restricted
from use as part of the City’s general fund.

2. Local Considerations

Where possible, funds may be invested for the betterment of the local economy. The City
Treasurer may accept a proposal from an eligible institution that provides for a reduced rate of
interest provided that such institution documents the use of deposited funds for local
community development projects.




I1l. Standards of Care
A. Prudence

The standard of prudence to be used by investment officials shall be the "prudent person”
standard and shall be applied in the context of managing an overall portfolio. [nvestment
officers acting in accordance with written procedures developed by the City Treasurer and this
investment policy and exercising due diligence shall be relieved of personal responsibility for an
individual security's credit risk or market price changes, provided extraordinary deviations from
expectations are reported by subordinate investment officers to the City Treasurer in a prompt
fashion and the any sale of securities is carried out in accordance with the terms of this policy.

Pursuant to the "prudent person” standard, investment officers shall act with care, skil},
prudence, and diligence under the circumstances then prevailing, including, but not limited to,
the general economic conditions and the anticipated needs of the agency, that a prudent
person acting in a like capacity and familiarity with those matters would use in the conduct of
funds of a like character and with like aims, to safeguard the principal and maintain the liquidity
needs of the agency. Funds shall be managed not for speculation where the sole goal of a
transaction is to increase principal balances, but for investment intended to earn a reasonable
rate of return on invested funds, considering the probable safety of their capital as well as the
probable income to be derived. Despite that investment transactions are undertaken with care
pursuant to the “prudent person” standard, it is recognized that invested funds are subject to
the vagrancies of the markets beyond the control of the investment officers,

B. Ethics and Conflicts of Interest

Officers and employees involved in the investment process shall refrain from personal business
activity that could conflict with the proper execution and management of the investment
program, or that could impair their ability to make impartial decisions. Employees and
investment officials shall disclose any material interests in financial institutions with which they
conduct business. They shall further disclose any personal financial/investment positions that
could be refated to the performance of the investment portfolio. Employees and investment

~ officers shall refrain from undertaking personal investment transactions with the same
individual with whom business is conducted on behalf of the City.

Investment officers shall file State Fair Political Practices Commission’s Statement of Economic
Interests and make the disclosures required by the City’s conflict of interest policies.

C. Delegation of Authority

Authority to manage the City treasury investment program is granted to the City Treasurer
pursuant to Sacramento City Charter section number 73, unless the Charter specifically
indicates otherwise, subject to annual delegation of investment authority by the City Council
pursuant to Government Code section 53607. Pursuant to the City Charter, the City Treasurer




also is authorized to appoint deputies and employees, as prescribed by Council resolution, to -
implement the investment program. The City Treasurer and those employees appointed by the
Treasurer to perform investment activities pursuant to these policies shall be referred to herein
collectively as “investment officers.”

Investment officers shall act in accordance with established written procedures and internal
controls for the operation of the investment program consistent with this investment policy
{“Investment Procedures Manual”}. Procedures should include references to: safekeeping,
delivery vs. payment, investment accounting, repurchase agreements, wire transfer
agreements, and collateral/depository agreements. No person may engage in an investment
transaction except as provided under the terms of this policy and the procedures manual. The
investment officers shall be responsible for all transactions undertaken and shall establish a
system of controls to regulate their activities.

IV. Authorized Financial Institutions, Depositories, and Broker/Dealers
A. Selection

Financial institutions and depositories involved in implementing the City Treasurer’s investment
activities are selected on a competitive basis in order to obtain high quality services by reliable,
reputable and stable entities. The competitive process may be formal or informal, as
determined by the City Treasurer in his or her discretion, with the objective of obtaining the
quality of services necessary to serve the best interests of the City and relevant stakeholders,
with services performed at competitive fees and rates. Such processes may occur from time to
time by the City Treasurer’s Office whether at the time the City Treasurer contracts for the
general banking services or otherwise. The firm or firms providing investment-related services
may or may not be the same firm providing general banking services at the discretion of the
City Treasurer. Among the factors that the City Treasurer may consider in obtaining such
services are (i} minimum qualifications pertaining to capacity, satisfaction of requirements to
conduct required business, i.e. licenses, permits, registrations, certifications, etc.; (ii}
capitalization; (iii) insurance and bonding; (iv) safekeeping and custodial experience; (v} status
in good standing; (vi) ability and capacity of the firm to provide a full range of services as may
be required by the City Treasurer; (vii) extent of the value added by an entity over the services
provided by firms then-providing investment-related services to the City Treasurer’s Office; and
(viii) other attributes as may be determined by the City Treasurer from time to time. The City
Treasurer may determine the number and nature of firms to be retained to provide investment-
related services based upon the volume of existing and projected investment work. Those firms
that are selected to execute transactions on behalf of the City shall do so in a good faith
manner and in the best interests of the City, and shall disclose to and advise the investment
officers of material facts that bear upon the pricing of a given transaction order given by
investment officers. All financial institutions executing investment transactions shall satisfy the
requirements of Government Code section 53601.5. All depositories shall satisfy the




institutional qualifications and security requirements described in Government Code sections
53648 et seq.

B. Performance Review

All financials institutions and depositories shall maintain the gualifications and attributes
deemed appropriate by the City Treasurer, including, but not limited to those enumerated in
subsection A above, and shall perform their duties in a satisfactory manner. The City Treasurer,
at his or her discretion, shall conduct periodic performance reviews to ensure the institutions
and depositories are providing services in the best interests of the City.

V. Safekeeping and Custody
A. Delivery vs. Payment

All trades of marketable securities will be executed by delivery vs. payment {DVP) to ensure
that securities are deposited in an eligible financial institution prior to the release of funds.

B. Safekeeping

Securities will be held by an independent third-party custodian selected by the City Treasurer.
The inventory and value of cash and securities held by the custodian will be reconciled on a
daily basis. The custodial institution shall annually provide a copy of their most recent report
on internal controls (Statement of Auditing Standards No. 70, or SAS 70}.

C. Internal Controls, Investment Procedures Manual

The City Treasurer is responsible for establishing and maintaining an internal control structure
designed to guide the activities of the investment officers to ensure that the assets of the City
are protected from loss, theft or misuse. Details of the internal controls system shall be
documented in the Investment Procedures Manual and shall be reviewed and updated
annually, as needed. The internal control structure shall be designed to provide reasonable
assurance that these objectives are met. The concept of reasonable assurance recognizes that
(1) the cost of a control should not exceed the benefits likely to be derived and (2) the valuation
of costs and henefits requires estimates and judgments by management. The internal controls
structure shall address the following points:

1. Prevention of collusion
2. Separation of transaction authority from accounting and recordkeeping

3. Custodial safekeeping




4. Avoidance of physical delivery securities
5. Clear delegation of authority to subordinate staff members
6. Written confirmation of transactions for investments and wire transfers

7. Development of a wire transfer agreement with the lead bank and third-party
custodian

Accordingly, the City Treasurer shall establish a process for an annual independent review by an
external auditor to assure compliance with policies and procedures or alternatively, compliance
should be assured through the City annual independent audit.

VI, Suitable and Authorized Investments
A. Investment Types

Allowabte investments of funds not required for the immediate use by the City are limited to
those described in Government Code sections 16429.1 (Local Agency Investment Fund}, 53601
{investment of surplus), 53601.8 {certificates of deposit), 53635 (purchase of commercial paper
by pools) and 53638 {bank deposits), as such statutes may be amended or renumbered from
time to time. These allowable investments, and their permitted amounts and attributes, are
set forth in the summary prepared by the California Debt and Investment Advisory Commission
{(“CDIAC") included in these policies as Attachment A. In the event the foregoing statutes are
revised, an amended version of Attachment A reflecting such revision shall be attached to these
policies.

B. Extended Maturities

The investment officers will observe the maximum maturity term of five years on varicus of the
allowable investments. However, where a particular investment is found by the investment
officers to be advantageous and consistent with these policies, but for a nominal exceedance of
a 5-year maximum maturity caused by effect of the security’s issuance and maturity dates, or
the settlement date of the transaction, or both, they are authorized to invest in the following
obligations with remaining maturities of five {5) years, plus not more than thirty {30} calendar
days: U.S. Treasury obligations, ohligations of California or other states, California local agency
obligations, U.S. Agency obligations and medium-term notes. The City Treasurer will provide
notice to the City Council of such investments within periodic investment reports made to the
Council, See, Section VII.A. The investment officers shall not make investments in instruments
with maturities longer than five (5) years, plus thirty (30} calendar days, without prior approval
of the City Council pursuant to Government Code section 56301.




C. Securities Lending

The investment officers at their discretion may engage in securities lending activities pursuant
to securities lending agreements (as defined in Government Code section 53601(j}{5})(D)}
provided that the following are satisfied:

1. Securities lending transactions are to be governed by agreements entered into by
the City Treasurer and the agent or agents the City Treasurer engages to perform
such transactions provided that such agreements

{a) comply with the requirements of Government Code section 53601(j), and

(b) require the payment of cash collateral equal to or greater than 102% of the
market value of the loaned security at the time of the loan.

2. The securities lending agreements may allow for the use of cash collateral for the
reinvestment in securities that

(a} comply with the requirements of Government Code section 53601(j}{3)(D),
and

(b) are securities whose direct investment is authorized by Government Code
section 53601 and these policies,

(¢} provided that nothing herein shall preclude the City Treasurer from entering
into securities lending agreements that reduces the scope of investments
made with cash collateral to something less than that allowed under
subsections (a) and (b} above.

VIl. Investment Parameters

A. Diversification

The City shall diversify its investment portfolio. To minimize risk of loss resulting from the over-
concentration of assets in a specific maturity, issuer, or type of securities, ali cash and cash
equivalent assets in all City funds shall be diversified by maturity, issuer, and class of security.
Diversification strategies shall be determined and revised on an ongoing basis by the
investment officers for all funds covered by these investment policies. [n establishing specific
diversification strategies, these investment policies shall apply. The investment officers shall
emphasize that portfolio maturities will be staggered to avoid undue concentration of assets in
a specific maturity sector. Maturities selected shall provide for stability of income and
reasonable liquidity.




B. Cash Management Funds

1. Liquidity shall be assured through practices ensuring that the payroll dates and dates
of large disbursements are covered through maturing investments or marketable
U.S. Treasury bills.

2. Positions in securities having potential default risk shall be limited in size pursuant to
the maximum limits set forth in Government Code section 53601. See Attachment
A. Such securities include the following: Commercial paper; negotiable certificates
of deposit, and Banker’s Acceptances.

3. Risks of market price volatility shall be controlled through maturity diversification.

4. Lliquidity risk: Because of inherent difficulties in accurately forecasting cash flow
requirements, a portion of the portfolio should be continuously invested in readily
available funds such as LAIF, money market funds, overnight repurchase
agreements, and/or marketable securities that can be sold to raise cash in one day's
notice, to ensure that appropriate liquidity is maintained to meet ongoing
obligations.

C. Competitive Bids

The investment officers shall obtain competitive bids from at least two brokers or financial
institutions on all purchases of investment instruments purchased on the secondary market for
consideration in excess of $15 million per purchase transaction.

VIil. Reporting
A. Investment Reports

The City Treasurer shall present to the City Council, the City Manager and the City’s internal
auditor monthly investment reports that include the content described in Government Code
sections 53607 and 53646(b).

B. Marking to Market
For purposes of preparation of the investment reports, the market value of the portfolio shall

be calculated. In defining market value, considerations should be given to the GASB Statement
31 pronouncement.




C. Performance Standards

The investment portfolio will be managed in accordance with the parameters specified within
this statement of policies. The portfolio should obtain a market average rate of return during a
market/economic environment of stable interest rates. A series of appropriate benchmarks
shall be established against which portfolio performance shall be compared on a regular basis.

The benchmarks shall be reflective of the actual securities being purchased and risks
undertaken.

IX. Policy Considerations

A. Exemption

Any investment currently held that does not meet the guidelines of this policy shall be
exempted from the requirements of this policy, provided that the City Treasurer may take steps
he or she deems appropriate to address non-compliant investments in the best interest of the
City and pool participants. At maturity or liquidation, such monies shall be reinvested only as
provided hy this policy.

B. Amendments

This policy shall be reviewed annually by the investment officers. Any change must be

approved by the City Treasurer, followed by review and consideration by the City Council
pursuant to Section X of these policies.

X. City Council Consideration of Investment Policy

This policy shall be reviewed and considered by the City Council on an annual basis pursuant to
Government Code section 53646(a)(2).

Xl. Miscellaneous

A. Statutory References

All statutory references cited in these policies shall refer to the statute as it may be amended or
renumbered from time to time.

B, List of Attachments

The following documents are attached to this Investment Policy: Attachment A -- Permitted
Investments referenced in Section VI.A.; list compiled by CDIAC
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FIGURE 1

ALLOWABLE INVESTMENT INSTRUMENTS
PER STATE GOVERNMENT CODRE (A5 OF JANUARY I, 2008)*
APFLICABLE TO ALL LOCAL AGENCIES"

see "Thable of Notes for Figure 17 on the next page for footnotes related fo this figure

LOCAL AGENCY BONDS

(La1r)

5 YEARS ~— NONE — | — NONE —
U.5. TREASURY OBLIGATIONS 5§ YEARS — NONE— | — NONE —
STATE OBLIGATIONS
5 YEARS — NONE — | — NONE —
—CA AND OTHERS
CA LOCAL AGENCY OBLIGATIONS § YEARS — NONE — | — NONE —
U.5 AGENCY OBLIGATIONS 5 YEARS — NONE — | — NONE —
BANKERS' ACCEPTANCES 180 DAYS 40%E — NONE —
COMMERCIAL PAPER 270 DAYS | 25% OF THE | #A-1/P-1/F-17
—SELECT AGENCIES* AGENCY's | ifthe issuer bas
v itsued long-term
MONE debt 1f st be
rated A" with-
out regard fo
modifiers"
COMMERCIAL PAPER 270 DAYS | 40% OF THE | A V/P-I/F-I%
—OTHER AGENCIES' AGENCY's | [fthe issuer bas
; wssued long-term
MONEY debr i mist be
rated A” with-
out regard fo
modifers”
NEGOTIABLE CERTIFICATES .
5 YEARS 30%* — NONE —
OF DEPOSIT
CD PLACEMENT SERVICE 5 YEARS 30%:* — NONE —
REPURCHASE AGREEMENTS I YEAR — NONE — — NONE —
REVERSE REPURCHASE 92 DAYS' 20% OF THE
AGREEMENTS AN} SECURITIES BASEVALUE | 0w
LENDING AGREEMENTS OF THE
PORTFOLIO
MEDTUM-TERM NOTES" § YEARS 30% “A” RATING
MUTUAL FUNTIS AND MONEY
N/a 20%° MULTIPLE™
MARKET MUTUAL FUNDS
COLLATERALIZET} BANK DEPOSITS § YEARS — NONE — | — NONg —
MORTGAGE PASS-THROUGH
5 YEARS 20% “A4” RATING®
SECURITIES
BANK/TIME DEPOSITS 5 YEARS — NONE — | — NONE —
COUNTY POOLED
N/A — NONE ~— | — NONE —
INVESTMENT FUNDS
JOINT POWERS AUTHORITY POOL N/A —NONE — | MULTIPLE®
LOCAL AGENCY INVESTMENT FUND
nN/a — NONE — | — NONE —

CALIFORNIA DEBT (& INVESTMENT ADVISORY COMMISSION




Sources; Government Code Sections

16429.1, 53601, 536018, £3635,
and 53638,

Municipal Utilities Districts have the
authority under the Public Utilities
Code Section 12877 to invest in certain
securities not addressed here,

Government Code Section 53601
provides that the maximum term of

any investment authorized under this
section, unless atherwise stated, is five
years, However, the legislative body may
grant express authority to make invest-
ments cither specifically or as 2 part of
an investment program approved by the
legislative body that exceeds this five year
maturity limit. Such approval must be
issued no less than three months prior

to the purchase of any security exceeding
the five-year maturity limit,

Percentages apply to all portfolio
investments regardless of source of
funds, For instance, cash from a reverse
repurchase agreement would be subject
to the restrictions,

No more than 30 percent of the ageney’s
maoney may be in Bankers” Acceptances
of any one commercial bank.

“Select Agencies” are defined as a “city, a
district, or other lacal agency that dofes]
not poel money in deposits or investment
with other local agencies, other than local
agencies that have the same governing
body.”

No mere than 10 percent of agency’s
money may be invested in any one
issuer's commercial paper,

Issuing corporation must be organized
and operating with the U.8, and have
assets in excess of $500,000,000.

"Other Agencies” are counties, a city and
county, or other local agency “that pools
money in deposits or investments with
other local agencies, including local agen-
cies that have the same governing body.”
Local agencies that pool exclusively with
other local zgencies that have the same
governing body must adhere to the limits
set for “Select Agencies,” above,

No more than IO percent of the of
the agency’s money may be invested
in the Commercial Paper of any one
corporate issuer,

No more than 30 percent of the agency's
total funds may be invested in CDs
authorized under Sections 53601.8,
53635.8, and 53601 (h) combined.

L. Reverse repurchase agreements or securi-

ties lending agreements may exceed the
g2~-day term if the agreement includes a
written codicil guaranteging a minimum
earning or spread for the entire period
between the sale of a security using a
reverse repurchase agreement or securities
lending agreement and the final maturity
dates of the same security.

Reverse repurchase agreements must be
made with primary dealers of the Federal
Reserve Bank of New York or with a
nationally or state chartered bank that has
a significant relationship with the local
ageney. The local agency must have held
the securities used for the agreements for
at [east 30 days,

“Medium-term notes” are defined in
Government Code Section 53601 as
“all corporate and depository institution
debt securities with 2 maximum remain-
ing maturity of five years or less, issued
by corporations organized and operating
with the 1.5, or by depository institu-
tions licensed by the U.5. or any state
and operating within the U.8."

No more than 10 percent invested in
any one mutual fund,

A mutual fund must receive the highest
ranking by not less than two nationzlly
recognized rating agencies or the fund
must retain an investment advisor who is
registered with the SEC (or exempt from
registration), has assets under manage-
ment in excess of $500 million, and has
at least five years experience investing in
instruments autherized by Government

Code Sections 53601 and 53635,

A money market mutual fund must
receive the highest ranking by not less
than two nationally recognized statistical
rating organizations or retain an invest-
ment advisor registered with the SEC or
exempt from registration and who has nat
less than five years experience investing
in money market instruments with assets
under management in excess of 500
million,

Tssuer must have an “A” rating or better
for the issuer’s debt as provided by a
nationally recognized rating agency.,

A joint powers authority pool must retain
an investrent advisor who is registered
with the SEC {or exempt from registra-
tion), has assets under management in ex-
cess of $500 million, and has at least five
years experience investing in instruments
authorized by Government Code Section
53601, subdivisions (a} to (n).
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