City of Los Alamitos

Agenda Report April 20, 2015

Consent Calendar item No: 8D
To: Mayor Richard D. Murphy & Members of the City Council

Via: Bret M. Plumiee, City Manager

From: Jason Al-imam, Administrative Services Director

Subject: investment Policy

Summary: It is the City’s policy to annually adopt the City’s Statement of Investment
Policy. This report seeks City Council approval of the City's Investment Policy dated
April 2015.

Recommendation: Adopt Resolution 2015-07, entitled, “A RESOLUTION OF THE
CITY COUNCIL OF THE CITY OF LOS ALAMITGCS, CALIFORNIA, ADOPTING THE
STATEMENT OF INVESTMENT POLICY DATED APRIL 2015 AND REPEALING
RESOLUTION NG. 2014-14",

Background

The Investment Policy states the goals of the City’s investment activities, the type of
investments the City may invest in and the reporting requirements. On June 16, 2014
the City Council approved the City's Investment Policy and accompanying resolution. In
accordance with Government Code Section 53646(a)(2) and City policy, it is required
that the City Council annually adopt an Investment Policy.

Discussion

The Investment Policy (Attachment 1 — Exhibit A) was drafted using resources from the
Government Finance Officers Association (GFOA) best practices and advisories and
the California Debt and investment Advisory Commission guidelines.

The proposed Investment Policy recommends various changes, which have been
reflected in the attachment (Attachment 2 - Investment Policy with Tracked Changes).
The changes to the Investment Policy will allow for greater flexibility in purchasing
investments with maturities based on cash flow needs, which will allow the City to
maximize its return on investments.




Fiscal Impact

The proposed changes to the Investment Policy will allow for approximately $15,000 of
additional investment income on an annualized basis.
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Jason Al-Imam Bret M. Plumlee
Administrative Services Director City Manager

Attachments: 1. Resolution and Investment Policy (Exhibit A)
' 2. Investment Policy with Tracked Changes
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Attachment 1

RESOLUTION NO. 2015-07

A RESOLUTION OF THE CITY COUNCIL OF THE CITY
OF LOS ALAMITOS, CALIFORNIA, ADOPTING THE
STATEMENT OF INVESTMENT POLICY DATED APRIL
2015 AND REPEALING RESOLUTION NOQO. 2014-14

WHEREAS, Government Code 53646(a) (2) states that the treasurer of a
local agency may annually present a statement of investment policy to the
legislative body; and,

WHEREAS it is the City's policy to annually adopt the Statement of
Investment Policy; and,

WHEREAS, the Statement of Investment Policy is intended fo provide
guidelines for the prudent investment of the City’s temporarily idie cash and to
outline the policies for maximizing the efficiency of the City’s cash management
system.

NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF LOS
ALAMITOS DOES RESOLVE AS FOLLOWS:

SECTION 1. The City Council of the City of L.os Alamitos, California, finds
that the above recitals are true and correct.

SECTION 2. Adopts the Statement of Investment Policy, dated April 2015
attached hereto as Exhibit A.

SECTION 3. Repeals Resolution No. 2014-14 it its entirety.

SECTION 4. The City Clerk shall certify as to the adoption of this
Resolution.

PASSED, APPROVED, AND ADOPTED this 20" day of April, 2015.

Richard D. Murphy, Mayor
ATTEST:

Windmera Quintanar, CMC, City Clerk



APPROVED AS TO FORM:

Cary S. Reisman, City Attorney

STATE OF CALIFORNIA )
COUNTY OF ORANGE ) ss
CiTY OF LOS ALAMITOS )

I, Windmera Quintanar, CMC, City Clerk, of the City of Los Alamitos, do hereby
certify that the foregoing Resolution was adopted at a Regular meeting of the City
Council held on the 20™ day of April 2015, by the following vote, to wit:

AYES: COUNCILMEMBERS:
NOES: COUNCILMEMBERS:

ABSENT:  COUNCILMEMBERS:
ABSTAIN: COUNCILMEMBERS:

Windmera Quintanar, CMC, City Clerk

CC RESO 2015-07
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Exhibit A
City of Los Alamitos

Statement of Investment Policy
April 2015

This Statement of Investment Policy ("Policy”), as set forth by the City of Los Alamitos
(“City™), provides the guidelines for prudent investment of the City’s idle or reserve cash
and outlines the policies essential to ensuring the safety and financial strength of the
City's investment portfolio.

This Policy is based on the principles of prudent money management and conforms to
ali applicable Federal and State Laws governing the investment of public funds. in
instances in which the Policy is more restrictive than Federal or State Law, the Policy
will supersede.

1. Purpose: This statement sets forth policies which shall govern the investment of
the City’s funds. It will be used by the City Treasurer and other City officials and staff,
as well as all other third-party providers of investment or investment related services.
Its purpose is to direct the prudent investment and protection of the City’s funds and
investment portfolio, in compliance with the requirements of California Government
Code Section 53600 et. seq.

2. Application: |t is intended that this policy cover all short-term operating funds
and investment activities under the direct authority of the City. These funds are
described in the City’s annual financial report and include:

General Fund

Special Revenue Funds
Capital Projects Funds
internal Service Funds

@ € B @&

Investment income will be allocated to the various funds based on their respective
participation and in accordance with generally accepted accounting principles.

This investment policy does not apply o Bond Proceeds. California Government Code
Section 5922(d) authorizes bond, certificates of participation notes and other debt issue
proceeds to be invested in accordance with the related offering documentation. These
Code Sections recognize the unique needs and objectives of such proceeds.

3. Regulfation:

A. Investment Objectives

It is the policy of the City to invest public funds in a manner which will provide for the
preservation of capital while meeting the daily cash flow requirements of the City, and
altaining a reasonable rate of return within an acceptable and defined level of risk.
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The Policy has three primary objectives in order of priority:

1. Preservation of Capital (Safety) — The protection of principal is the foremost
consideration when undertaking investment decisions that affect public funds.
The objective is to mitigate credit risk and interest rate risk.

a. Credit Risk is the risk of loss of principal due to the failure of the
security issuer. Credit Risk can be mitigated by:

v
v

v

Limiting investments fo the safest types of securities.
Pre-qualifying accountants, auditors, financial institutions,
broker/dealers, financial advisors and other outside
consultants with which the City does business.

Diversifying the investment portfolio so that potential losses
are minimized

b. Interest Rate Risk is the risk that the market value of securities will fall
due to a rise in general market interest rates. It is the policy of the City
to hold individual securities to maturity in an effort to meet liquidity
demands. Interest rate risk can be mitigated by:

v

v

Holding individual securities to maturity - Structuring the
investment portfolio so that securities mature to meet cash
flow requirements for ongoing operations, thereby avoiding
the need to sell securities on the open market prior to
maturity.

Employing a laddering strategy whereby staggering
maturities of individual securities so that bonds come due in
increments assuring an overall liquidity pattern.

Limiting maturities of individual securities and the average
maturity of the overall portfolio.

2. Liquidity — the investment portfolio shall remain sufficiently liquid to meet all
daily cash flow and operating requirements that may be reasonably expected

or anticipated.

3. Yield — the investment portfolio shall be designed with the objective of
attaining a benchmark rate of return throughout budgetary and economic
cycles, consistent with the primary objectives of safety and liquidity.

B. Legal and Policy Constraints

The authority governing investments for municipal government agencies is set forth in
the California Government Code Section 53600, et. seq. In all instances, the City of Los
Alamitos shall comply with the requirements of state law.

In addition to the requirements of state law, it is the investment philosophy of the City to
make investment decisions based on an overall passive management style that
embodies a prudent investor standard and purchases investments with the intent to hold

until maturity.

Accordingly, the City’s conservative philosophy prohibits active trading and specuiation;
i.e., the purchase of securities with the intent to profit from favorable market changes in
market prices or market conditions. Leveraging or borrowing money for the purpose of
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investing is specifically prohibited. However, the City may elect to sell a security prior to
its maturity and record a capital gain or loss in order to improve the quality, liquidity, or
yield of the portfolio in response to market conditions or City needs.

Investments shall be made with judgment and care, under circumstances then
prevailing, which persons of prudence, discretion and intelligence exercise in the
management of their own affairs, not for speculation, but for investment, considering the
probable safety of their capital as well as the probable income to be derived.

C. Safekeeping of Securities

To protect against fraud or embezzlement or losses caused by collapse of an individual
securities dealer, all securities owned by the City shall be held in safekeeping by a third
party bank trust department. Designated third party shall act as agents for the City
under the terms of a custody agreement. All trades executed by a dealer will settle
delivery vs. payment (DVP) through the City’'s safekeeping agent. Investment officials
shall be bonded to protect the public against possible embezzlement or malice.
Securities held in custody for the City shall be independently audited on an annual basis
to verify investment holdings.

D. Maturity and Term
California Government Code Section 53601 states that except as otherwise allowed:

No investment shall be made in any security, other than a security underlying a
repurchase or reverse repurchase agreement authorized by this section, which at
the time of the investment has a term remaining to maturity in excess of five
years, unless the legislative body has granted express authority to make that
investment either specifically or as a part of an investment program approved by
the legislative body no less than three months prior to the investment.

The City of Los Alamitos administers funds according to cash flow requirements. As a
result, there is a core of funds that are not necessary for the daily operational needs of
the City for paying expenses. From time to time market conditions of fixed income
markets present opportunities for higher interest rates on high grade securities with a
low risk exposure. It is in the best interest of the City of Los Alamitos to practice a fully
diversified investment plan that will ensure safety, liquidity, and the increase of
acceptable yield from these situations.

To the exient possible, the City of Los Alamitos will attempt to match its investments
with anticipated cash flow requirements.

Maturities of investments will be selected based on liquidity requirements to minimize
interest rate risk and maximize earnings. Current and expected yield curve analysis will
be monitored and the portfolio will be invested accordingly.

Market risk, the risk of market value fluctuations due to changes in the general level of
interest rates, is mitigated by limiting the weighted average maturity of the portfolio
along with a laddered structure. The weighted average maturity of the pooled portfolio
should not exceed three years. At least 30% of the portfolio should have a maturity of 1
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year or less with the balance of the portfolio laddered with maturities ranging from 1 to 5
years. No securities can be purchased with a maturity greater than five years without
the prior approval of the City Council.

E. Investment Authority

The City Treasurer is authorized to make investments on behalf of the City of Los
Alamitos. Such investments shall only be limited to the instruments authorized under
California Government Code Sections 53601 and 53635 and further described in
Appendix A and B.

All investments of the City of Los Alamitos shall be approved by the City Manager.

No person may engage in an investment transaction except as provided under the
terms of this policy and the procedures established by the City Treasurer.

Officers and employees of the City of Los Alamitos involved in the investment process
shall refrain from personal business activity that could conflict with proper execution of
the investment program, or which could impair their ability to make impartial investment
decisions. Employees and investment officials shall disclose to the City Treasurer any
material financial interests in financial institutions that conduct business with the City of
Los Alamitos, and they shall further disclose any large personal financial/investment
positions that could be related to the performance of the City of Los Alamitos,
particularly with regard to the time of purchases and sales. The City Treasurer shall
make simitar disclosures to the City Council. Under no circumstances shall investment
officers or employees accept gifts, trips, or any type of gratuity from individuals or
institutions engaged in investment practices with the City of Los Alamitos.

F. Transfer of Investment Funds

The transferring of investment funds will be carried out exclusively by use of telephonic
or electronic wire transfers. Each entity with which the City does business shall receive,
in writing from the City Treasurer, a listing which limits transfers of funds to
preauthorized bank accounts only. The listing will also contain the names of City staff
authorized to request such transfers and will be updated, in writing, for all changes of
authorized staff and bank accounts, as necessary.

G. Deposits

Money must be deposited in state or national banks, state or federal savings
associations, or state or federal credit unions in the State of California. It may be in
inactive deposits, active deposits or interest-bearing active deposits. The deposits
cannot exceed the amount of the bank’s, savings and loan’s or credit union’s paid up
capital surplus.

The bank or savings and loan must secure the active and inactive deposits with eligible
securities having a market value of 110% of the total amount of the deposits. The
investment officer may, at his/her discretion, waive security for that portion of a deposit
which is insured pursuant to federal law. Currently, the first $250,000 of a deposit is
federally insured. It is the City’s policy to waive this collateral requirement for the first
$250,000 because it is possible to receive a higher rate.
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The City will not maintain a deposit that is above the FDIC insured level. This will
include the accrued interest on the deposit.

H. Permited Investments

Investments shall be made only in those instruments specifically authorized by
California State laws (section 53600-53609), and to no greater an extent than those
authorized by those laws.

The City's specific permitted investment guidelines are listed below. it should be noted
that City's permitted investments are more restrictive than the State guidelines. A
Glossary and a summary of the State of California Statues Applicable to Municipal
Investments and is provided in Appendix A and B.

Maximum Maximum
Maximum Percentage Investment
Investment Type: Marturity: of Portfolio: in One Issuer
ULS. Treasury Bills, Notes and -
: ’ 5 Years None None
Bonds
Federal Agency ODbligations 5 Years None None
Certificates of Deposit or
Time Deposits® 5 Years 30% None
(CHrs) :
Local Agency Investment N/A Nog None
- e None None
Fond (LAIF

* Denotes a collateral reguirement either initially, or at @ pre-determined threshold. Please refer to Collateral section of
the Policy for specific reguirensents.

State and Federal laws notwithstanding, any investment not specifically described
herein including, but not [imited to, reverse repurchase agreements, derivatives,
options, futures, zero coupon bonds, inverse floaters, range notes, first mortgages or
trust deeds, collateralized mortgage obligations (CMO'’s), limited partnerships, real
estate investments trusts (REIT's), open-end mutual funds, closed-end mutual funds,
mutual funds with a weighted average maturity greater than 180 days, unregulated
and/or uninsured investment pools, common stock, preferred stock, commodities,
precious metals, securities with high price volatility, limited marketability (less than three
active bidders), securities that may default on interest payments and any other
speculative investment deemed inappropriate under the Prudent Investor standard are
strictly prohibited. In addition, any investment transaction that might impair public
confidence in the City of Los Alamitos government is to be avoided.

{. Diversification

The City of Los Alamitos shall diversify its investments by security type and institution.
The City recognizes diversification is an investment strategy that will mitigate risk in the
investment portfolio. The City's investment portfolio shall be diversified to avoid
incurring unreasonable and avoidable risks with regard to specific investment types.
Within investment types, the City shall also maintain a mix of securities to avoid



Invessment Policy
Page 6

concentrations within individual financial institutions, geographic areas, industry types
and maturities. The City will only invest in fixed rate securities.

J. Performance Standards

The investment portfolio shall be designed with the objective of obtaining a rate of
return, throughout budgetary and economic cycles, commensurate with investment risk
constraints and cash flow needs.

Since the weighted average maturity of the pooled portfolio cannot exceed three years,
the investment portfolio shall be designed to atlain a market-average rate of return
comparable to the Merrill Lynch 1-5 Year Federal Agency Index, on a total return basis,
excluding the funds maintained in money market accounts.

K. Reporting

In accordance with California Government Code Sections 53607 and 53646, the City
Treasurer and the City Manager shall render quarterly reports to the City Council
showing: (a) type of investment; (b) institution; (c) date of maturity; (d) amount of
deposit; {(e) current market value for all securities with a maturity of more than twelve
(12) months; (f) rate of interest on each security; and (g) such other data as the City
Council may, from time to time, specify. (This section is applicable when the City
Treasurer has invested in other types of securities other than LAIF.)

The City Treasurer shall establish an annual process of independent review by an
external auditor. This review will provide internal control by assuring compliance with
policies and procedures.

L. Policy Review
1. Annual Statement of Investment Policy

The City Treasurer and the City Manager shall annually render to the City Council a
Statement of Investment Policy which Statement shall be adopted by the City Council.

2. Feriodic Review

To ensure a statement which is consistent with any new relevant legislation and
financial trends, the City Treasurer shall periodically report to the City Council proposed
changes and amendments to this document for review and approval. In any event, all
changes in state law affecting this policy shall be considered incorporated immediately
upon their effective date unless otherwise adopted earlier by action of the City Council.

M. Qualified Dealers

The City of Los Alamitos shall purchase authorized investments either directly from the
issuer or shall be purchased either from an institution licensed from the State as a
broker dealer, as defined in the Corporations Code, or from a member of the federally
regulated securities exchange, from a national or state chartered bank, from a savings
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association or federal association, or from a brokerage firm designated as a primary or
regional government dealer.

The City Treasurer will maintain a list of financial institutions formally authorized to
provide investment services. The City Treasurer shall formally authorize investment
brokers to provide investment services to the City. Investment Brokers may be Primary
Dealers or Regional Brokers and licensed to do business in the State of California.
Brokers must complete a broker questionnaire which includes proof of Financial
Industry Regulatory Authority (FINRA) certification, proof of State registration and
execute a certification that the Broker's employees and supervisory personnel have
read and understand the City’s Investment Policy. The City Treasurer may conduct
periodic reviews of the approved list of investment brokers and may remove a firm from
the approval list at any time due to any failure to comply with any of the above criteria,
failure to execute a transaction, any change in broker/dealer staff, or any action, event
or failure to act which, in the sole discretion of the City Treasurer, is materially adverse
to the best interest of the City of Los Alamitos.
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APPENDIX A

DEPOSITORY SERVICES

Active deposits are demand or checking accounts which receive revenues and pay
disbursements.

interest-bearing active deposits are money market accounts at a financial institution
(i.e., bank, savings and loan, credit union). These accounts are demand accounts (i.e.,
checking accounts) with restricted transaction activity.

Inactive deposits are Certificates of Deposit issued in any amount for periods of time
as short as fourteen days and as long as several years. Interest must be calculated on
a 360 day basis, actual number of days.

Passbook savings account is similar to an inactive deposit except not for a fixed term.
The interest rate is much lower than Certificates of Deposit, but the savings account
allows for flexibility. Funds can be deposited and withdrawn according to daily
operational needs.

INVESTMENT SECURITIES

U.S. Treasury Issues are direct obligations of the United States Government, These
issues are called bills, notes, and bonds. The maturity range of new issues is from 13
weeks (T-Bills) to 30 years (T-Bonds). These are highly liquid and are considered the
safest investment security.

Federal Agency Issues are issued by direct U. S. Government agencies or quasi-
government agencies. These issues are guaranteed directly or indirectly by the United
States Government. Examples of these securities are Federal Home Loan Bank
(FHLB) notes, Federal National Mortgage Association (FNMA) notes, Federal Farm
Credit Bank (FFCB) notes, Federal Home Loan Mortgage Corporation (FHLMC) notes,
Federal Intermediate Credit Bank (FICB) debentures, Small Business Administration
(SBA)} notes, Government National Mortgage Assaociation (GNMA) notes, and Student
Loan Association (SALLMAE) notes.

Certificates of Deposit are investments for inactive funds issued by banks, savings
and loans, and credit unions. Investments of $250,000 are insured respectively by
Federal Deposit Insurance Corporation (FDIC), and the National Credit Union Share
Insurance Fund (NCUSIF). Certificates of Deposit can be issued from 14 days to
several years in maturity allowing the City investment of funds to be matched to cash
flow needs. For deposits exceeding $250,000 , the financial institution is required to
collateralize the investment with 110% government securities. The City does not accept
150% collateral {First Trust Deeds) or 105% Letters of Credit (L.C.).
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Local Agency Investment Fund (LAIF) is a special fund in the State Treasury which
local agencies may use to deposit funds for investment. There is no minimum
investment period and the minimum transaction is $5,000, in muitipies of $1,000 above
that, with a maximum of $50 million for any agency. It offers high liquidity because
deposits can be converted to cash in twenty-four hours and no interest is lost. All
interest is distributed to those agencies participating on a proportionate share
determined by the amounts deposited and the length of time they are deposited.
Interest is paid quarterly by electronic deposit to a designated bank account.

The State keeps an amount for reasonable costs of making the investments. State law
provides that administrative costs are not to exceed 5% of quarterly earnings of the
fund. However, if the 13-week Daily Treasury Bill Rate on the last day of the fiscal year
is below 1%, then administrative costs shall not exceed 8% of quarterly earnings of the
fund for the subsequent fiscal year.
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APPENDIX B:

Summary of State of California Statutes Applicable to Municipal Investment

The following investments are authorized by California State Code, Title 5, Division 2, Sections

53600 et seq. and 16429.1.

California Authorized Investments
Limltatlon Summary)

% Limits & Other Constraints (Key

Locai Agency Bonds No leii
US Treasury Notes, Bonds, Bills No limit
Cahfornla State Warrants, No limit
Treasury Nﬁtcs or Bonds |
Bonds, Notes Warrants of any = No limit
local agency within the State :

- Federal Agency or United States  No limit

~ government-sponsored enterprise
obligations

Bankers Acceptances

 40% max overall limitation:

30% max in any one commercial bank:

- 180 days max maturity.

Commercial Paper

A Domestic Corporation

- Total Assets in excess of $500 million
- At Least “A-1" rated commercial paper

25% max overall limitation:
10% investment max in any single issuer

: No more than 10% of the outstanding amount for
~ any one issuer
. 270 days max maturity,

Negotiable Certificates of Deposit

Repurchase Agreements

| Reverse Repurchase Agreements

One Yea1 Telm or less

~ Issued by nationally or state-chartered bank, a ;
- savings association or a federal association, a state |

of federal credit union, or a state licensed branch
of a foreign bank.
30% max overall hmltatlon

Based on code authorized investments

: 102% underlying securlty valuation

Security subject to repurchase has been owned &
fully paid for at least 30 days prior to sale

20% Maximum limitation

Agreement does not exceed 92 days

Funds received cannot be wused to purchdse

_securities with a maturity longer than 92 days |
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Medium Term Corporate Notes

30% maximum overall investment limitation

Maximum remaining maturity of 5 Years
Domestic corporations
Rated “A” or better

Shares of Beneficial Interest Issued
By Diversified Management
Companies (Mutual & Money
Market Funds)

20% maximum overall portfolio

10% of any one Mutual Fund

Based on code authorized investments

Money Market Funds registered with the SEC
Attained the Highest Ranking by not less than two
nationally recognized rating organizations

Assets in excess of $500 million

Investment advisor with not less than five years

. experience

Local Agency Investment Fund

$50 million Maximum overall investment limit

Other Obligation Valuation

" Requirements:

~ (m) Promissory notes secured by first
mortgages and first trust deeds which
comply with Section 53651.2.
(p} With the consent of the treasurer,
letters of credit issued by the Federal
Home Loan Bank of San Francisco
which comply with
Section 53651.6.

(a) Eligible securities, except eligible securities of
the classes described in subdivisions (m) and (p)

_ of Section 53651, shall have a market value of at

least 10 percent in excess of the total amount of
all deposits of a depository secured by the eligible
securities.

{(b) Eligible securities of the class described in
subdivision {m) of Section 53651 shall have a
market value at least 50 percent in excess of the
total amount of all deposits of a depository
secured by those eligible securities.

(c) Eligible securities of the class described in
subdivision {p) of Section 53651 shall have a
market value of at least 5 percent in excess of the
total amount of all deposits of a depository
secured by those eligible securitics.

i
|
i
]

Any mortgage pass through
security, collateralized mortgage
obligation, mortgage-backed or other
pay-through bond, equipment lease-
backed certificate, consumer
receivable pass through

certificate, or consumer receivable-
backed bond

20% Maximum overall limitation
5 Years Maximum Maturity
“AA” national rating or Higher
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Moneys held by a trustee or fiscal
agent pledged to the payment or
security of bonds or other
indebtedness, or obligations under a
lease, installment sale, or other
agreement of a local

agency, or certificates of
participation in those bonds,
indebtedness, or lease installment
sale, or other agreements,

May be invested in accordance with the statutory §
provisions governing the issuance of those bonds, |
indebtedness, or lease installment sale, or other
agreement, or to the extent not inconsistent
therewith or if there are no specific statutory
provisions, in accordance with the ordinance,
resolution, indenture, or agreement of the local
agency providing for the issuance.

Notes, bonds, or other obligations
that are at all times secured by a

valid first priority security interest

Securities of the types listed by Section 53651
Market value of at least 110% of underlying
security value

Other Code Restrictions &
Clarifications

. to this article or pursuant to Article 2

A local agency shall not invest any funds pursuant
to this article or pursuant to Article 2
(commencing with Section 53630) in inverse
floaters, range notes, or mortgage-derived,
interest-only strips.

A local agency shall not invest any funds pursuant

(commencing with Section 53630) in any security
that could result in zero interest accrual if held to
maturity,

No more than 5 percent of the total assets of the
investments held by a local agency may be
invested in the securities of any one

issuer, except the obligations of the United States
government, United States government agencies,
and United States government-sponsored
enterprises. No more than 10 percent may be
invested in any one mutual fund.

Where this section specifies a percentage
limitation for a particular category of investment,
that percentage is applicable only at the date of
purchase.
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Statement of Investment Policy
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This Statement of Investment Policy (*Policy™, as set forth by the City of Los Alamitos
("City"). provides the guidelines for prudent investment of the City's idie or reserve cash
and oullines the policies essential to ensuring the safety and financial strength of the
City's invesiment portfolic.

This Policy is based on the principles of prudent money management and conforms to
all applicable Federal and State Laws governing the investment of public funds. In
instances in which the Policy is more restrictive than Federal or State Law, the Policy
will supersede,

1. Purpose: This statement sets forth policies which shall govern the investment of
the City's funds. 1t will be used by the City Treasurer and other City officials and staff,
as well as all other third-party providers of investment or investment related sarvices.
Its purpose is to direct the prudent investment and protection of the City's funds and
investiment porifolio, in compliance with the requirements of California Government
Code Section 53600 et. seq.

2. Application: |tis intended that this policy cover ali short-term operating funds
and investment activities under the direct authority of the City. These funds are
described in the City's annual financial report and include:

General Fund

Special Revenue Funds
Capital Projects Funds
internal Service Funds

Investment income will be allocated o the various funds based on their respective
participation and in accordance with generally accepted accounting principles.

This investment policy does not apply {o Bond Proceeds. California Government Code
Section 5922(d) authorizes bond, certificates of pariicipation notes and other debt issue
proceeds {o be invested in accordance with the related offering documentation. These
Code Sections recognize the unigue needs and objectives of such proceeds.

3. Regulation:

A. Investment Objectlives

It is the policy of the City to invest public funds in a manner which will provide for the
preservation of capital while meeting the daily cash flow requirements of the City, and
attaining a reasonable rate of return within an acceptable and defined level of risk.

Attachment 2
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The Policy has three primary objectives in order of priority:

1. Preservation of Capital (Safety) — The protection of principal is the foremost
consideration when underiaking invesiment decisions that affect public funds.
The objective is to mitigate credit risk and interest rate risk.

a. Credit Risk is the risk of loss of principal due to the failure of the
security issuer. Credit Risk can be mitigated by:

v
v

v

Limiting investments to the safest types of securities.
Pre~gualifying accountants, auditors, financial institutions,
broker/dealers, financial advisors and other outside
consuitants with which the City does business.

Diversifying the investment portiolio so that potential losses
are minimized

b. Interest Rate Risk is the risk that the market value of securities will falt
due 0 a rise in general market interest rates. It is the policy of the City
fo hold individual securities to maturity in an effort to meet liquidity
demands. Interest rate risk can be mitigated by:

v

v

Holding individual securities to maturity - Structuring the
investment porifolio so that securities mature to meet cash
flow requirements for ongoing operations, thereby avoiding
the need to sell securities on the open market prior fo
maturity.

Employing & laddering strategy whereby staggering
maturities of individual securities so that bonds come due in
increments assuring an overall liquidity pattern.

Limiting maturities of individual securities and the average
maturity of the overall portfolio.

2. Liquidity — the investment portfolio shalt remain sufficiently figuid to meet all
daily cash flow and operating requirements that may be reasonably expected

or anticipated.

3. Yield — the invesiment portfolio shall be designed with the obiective of
attaining a benchmark rate of return througheout budgetary and economic
cycles, consistent with the primary objectives of safety and liguidity.

B. Legal and Policy Constraints

The authority governing investments for municipal goverament agencies is set forth in
the California Government Code Section 53600, et. seq. In all instances, the City of Los
Alamitos shali comply with the requirements of state law,

I addition to the requirements of state law, it is the investment phitoscphy of the City 1o
make invesiment decisions based on an overall passive management style that
embodies a prudent investor standard and purchases investments with the intent to hold

until maturity.

Accordingly, the City's conservative philosophy prohibits active trading and speculation;
i.e., the purchase of securities with the intent to profit from favorable market changes in
market prices or market conditions. Leveraging or borrowing money for the purpose of
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investing is specifically prohibited. However, the City may elect to sell a security prior to
its maturity and record a capital gain or loss in order to improve the guality, liquidity, or
yield of the portfolio in response to market conditions or City needs.

Investments shall be made with judgment and care, under circumstances then
prevailing, which persons of prudence, discretion and intelligence exercise in the
management of their own affairs, not for speculation, but for investment, considering the
probable safety of their capitat as well as the probable income to be derived.

C. Safekeeping of Securities

To protect against fraud or embezzlement or losses caused by collapse of an individual
securities dealer, all securities owned by the City shall be held in safekeeping by a third
party bank trust department. Designated third party shalt act as agents for the City
under the terms of a custody agreement. All trades executed by a dealer will settle
delivery vs. payment {DVP) through the City's safekeeping agent. Investment officiais
shall be bonded to protect the public against possible embezziement or malice.
Securities heid in custody for the City shall be independently audited on an annual basis
to verify investment holdings.

D. Maturity and Term
California Government Code Section 53601 states that except as otherwise allowed:

No investment shail be made in any security, other than a security underiying a
repurchase or reverse repurchase agreement authorized by this section, which at
the time of the invesiment has a term remaining to maturity in excess of five
years, unless the legislative body has granted express authority to make that
investment either specifically or as a part of an investment program approved by
the legislative body no less than three months prior to the investment.

The City of Los Alamitos administers funds according to cash flow requirements. As a
result, there is a core of funds that are not necessary for the daily operational needs of
the City for paying expenses. From time to time market conditions of fixed income
markets present opportunities for higher interest rates on high grade securities with a
tow risk exposure. Itis in the best interest of the City of Los Alamitos to practice a fully
diversified investment plan that will ensure safely, liquidity, and the increase of
atceptable yield from these situations,

To the extent possible, the City of Los Alamitos will attempt to match its investments
with anticipated cash flow requirements.

Ad-pg-tme-pal-rmere-than-B0-pereert-(50%-of-the - Gibe-of Los-Alamitos’funds-be
rvested-longer-than-one-year—Hashases graaterthan-tve-yeorm-will-mest-the-Zollowing
reguiremeanis-and-restrlotions:Malurides _of investmanis will be selected based on
liguidity requirernents to minimize interest rake risk and maximize earmings. Current and
expected vield curve analysis will be monitored and the porifolio will be invesied
accordingly.
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Market risk, the risk of market value fluctuations due {0 changss in the general level of
interest rates, is mitigated by fimiting the weighted average maturity of the porifolio
along with g laddered structure. The walghled average maturity of the pooled portiolio
shiould nol exceed three vaars. At least 30% of the porifolio should have a maturity of 1
yvaar or less with the balance of the porifolio laddered with maiurities ranging from 21 o
& years. No sacurities can be purchased with a malurity greater than five vears without
the prior approval of the City Council.

Fo—e-security-raust-be-an-cbligalion-af-the-United - Staies-Freasury-or-one-of-is
agensios-that-carp-the-fuibaith-and credit-guaranies of the United States-for-the
payrrentot-principabandiaterest-ora-Nagotiable Cerlificate-of Deposi:

e e raEimprn-ot-thicky- pareant-{30% - ab the-City-of Los-Alamites - invested funde-san
be-irvested-in-sesuriics-evariwe years.

Gr—-Na-sesydties-can-be-purchased-by the-Giy-of Los-Mamios-with-a-maturibe graster
Eha@a Hve-yoarswithout-the priorapproval-of the -Gty Counsil:

E. Investment Authority

The City Treasurer is authorized to make investments on behalf of the City of Los
Alamitos. Such investments shall only be limited to the instruments authorized under
Catifornia Government Code Sections 53601 and 53635 and further described in
Appendix A and B.

Altinvestments of the City of Los Alamitos shall be approved by the City Manager,

No person may engage in an invesiment transaction except as provided under the
terms of this policy and the procedures established by the City Treasurer.

Officers and employees of the City of Los Alamitos involved in the investment process
shall refrain from personal business activity that coutd conflict with proper execution of
the investment pregram, or which could impair their ability o make impartial investment
decisions. Employees and investment officials shall disclose to the City Treasurer any
material financial interests in financial institutions that conduct business with the City of
Los Alamitos, and they shall further disclose any large personal financialiinvestment
positions that could be related to the performance of the City of Los Alamitos,
particularly with regard to the time of purchases and sales. The City Treasurer shall
make similar disclosures to the City Council. Under no circumstances shall investment
officers or employees accept gifts, trips, or any type of gratuity from individuals or
institutions engaged in investment practices with the City of Los Alamitos.

F. Transfer of Investment Funds

The transferring of investment funds will be carried out exclusively by use of telephonic
or electronic wire transfers. Each entity with which the City does business shail receive,
in writing from the City Treasurer, a listing which limits ftransfers of funds fo
preauthorized bank accounts oniy. The listing will also contain the names of City staff
authorized to request such transfers and will be updated, in writing, for all changes of
authorized staff and bank accounts, as necessary.
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G. Deposits

Money must be deposited in state or national banks, state or federal savings
associations, or state or federal credit unions in the State of California. It may be in
inactive deposits, active deposits or interest-bearing active deposits. The deposits
cannot exceed the ameount of the bank's, savings and foan's or ¢redit union's paid up
capital surplus,

The bank or savings and loan must secure the active and inactive deposits with eligible
securities having a market value of 110% of the total amount of the deposits. The
investment officer may, at hisfher discretion, waive security for that portion of a deposit
which is insured pursuant to federal law. Currently, the first $250,000 of a deposit is
federally insured. It is the City's policy to waive this collateral requirement for the first
$250,000 because i is possible to receive a higher rate.

The City will not maintain & deposit that is above the FDIC insured level. This will
include the accrued interest on the deposit.

H. Permited Investments

Investments shall be made only in those instruments specifically authorized by
California State laws (section 53600-53609), and to no greater an extent than those
authorized by those laws.

The City’s specific permitted invesiment guidelines are listed below. It should be noted
that City’s permitted investments are more restrictive than the State guidelines. A
Glossary and a summary of the State of California Statues Applicable to Municipal
Investments and is provided in Appendix A and B.

Maximum Maximem oo { Formatted: Space After: O pt
Maximum pereestage Investmeny { Formatted Tabte
Investment Type: Marturity: Percentage in One Issuer
of Portfolio:
LS, Treasury Bills, Notes and .
feasury DI, Notes and 5 Years F-peresptNong None
Bonds
Federal Agency Obligations 5 Years SthpereentNone None
Certificates of Deposit or
‘Time Deposits® 3 Years SH-3lperesattl MNong
{C12s)
Local Agency Investment . .
i . N/A HpercentNone Nong
Fund (LAIE) / CerEOne e

* Dienotes a sollateral requivement either inifially, or at a pre-defermined thresheld. Pirase refor to Collaterad section of
the Policy for specific requiremnents.

State and Federal laws nofwithstanding, any investment not specifically described
herein including, but not limited to, reverse repurchase agresments, derivatives,
options, futures, zero coupon bonds, inverse floaters, range nofes, first mortgages or
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trust deeds, collateralized mortgage obligations {CMO's), limited partnerships, real
estate investments trusts (REIT's), open-end mutuai funds, closed-end mutual funds,
mutual funds with a weighted average maturity greater than 180 days, unregulated
and/or uninsured investment pools, common stock, preferred stock, commodities,
precious metals, securities with high price volatility, limited marketabiiity {less than three
active bidders), securities that may defauit on inierest paymenis and any cther
speculative investment deemed inappropriate under the Prudent Investor siandard are
strictly prohibited. In addition, any investment transaction that might impair public
confidence in the City of Los Alamitos government is to be avoided.

. Diversification

The City of Los Alamitos shall diversify its investmenis by security type and institution,
The City recognizes diversification is an investment strategy that will mitigate tisk in the
investment portfolic. The City's investment portfolio shali be diversified to avoid
incurring unreasonable and avoidable risks with regard fo specific investment types.
Within investment types, the City shall also maintain a mix of securites to avoid
concentrations within individual financial institutions, geographic areas, industry types
and maturities. The City will oniy invest in fixed ratefixed-maturity securifies-and-with
the-exception-ef- W5 Treasury-securiios—and autherized investment poslsno-more
than-60-percent-{80%}-of-the Cily-of bos-Alomites investment-portfolio-shall- be-invested
rra-shhgle-securib-iyae-orwith-a-singletinanciat-institation,

J. Performance Standards

The investment portfolio shall be designed with the objective of obiaining a rate of
return, throughout budgetary and economic cycles, commensurate with investment risk
constraints and cash flow needs.

Since the weighted average maturity of the pooled portlotio cannot exceed three vears,
the investment porifolio_shall be designed to attain a market-average rate of return
comparable to the Merrill Lynch 1-5 Year Federal Agency Index, on a iotal return basis,
excluding the funds maintained in money market accounis. The basis-used by the City
Treasurer-to-determine-whather-markel-vields-are-being-achieved shall he the U5
Treasuey-Billapd-ocak-Ageney-tnvesiment Fund (LAIR):

K. Reporting

In accordance with California Government Code Sections 53607 and 53646, the Cily
Treasurer and the City Manager shall render quarierly reports fo the City Council
showing: {a) type of investment; (b} institution; {c) date of maturily; (d) amount of
deposit; (&) current market value for all securities with a maturity of more than twelve
{12) months; (f} rate of interest on each security; and (g) such other data as the City
Council may, from time to time, specify. (This section is applicable when the City
Treasurer has invested in other types of securities other than LAIF.)

The City Treasurer shall establish an annual process of independent review by an
external auditor. This review will provide internal control by assuring compliance with
policies and procedures.
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L. Policy Review
1. Annual Statement of Investment Policy

The City Treasurer and the City Manager shali annually render fo the City Council a
Statement of Investmeant Policy which Statement shall be adopted by the City Council.

2. Periodic Review

To ensurg a statemeni which is consistent with any new relevant legislation and
financial trends, the City Treasurer shalt periodically report to the City Council proposed
changes and amendments to this doecument for review and approval. In any event, ali
changes in state law affecting this policy shall be considered incorporated immediately
upon their effective date unless otherwise adopted sarlier by action of the City Council.

M. Qualified Dealers

The City of Los Alamitos shall purchase authorized investments either directly from the
issuer or shall be purchased either from an institution licensed from the State as a
broker dealer, as defined in the Corporations Code, or from & member of the federally
regulated securities exchange, from a national or state chartered bank, from a savings
association or federal association, or from a brokerage firm designated as a primary or
regional government dealer.

The City Treasurer will maintain a list of financial institutions formally authorized to
provide investment services. The City Treasurer shall formally authorize investment
brokers to provide investment services to the City. Investment Brokers may be Primary
Dealers or Regional Brokers and licensed fo do business in the State of California.
Brokers must complete a broker questionnaire which includes proof of Financial
industry Regulatory Authority (FINRA)} certification, proof of State registration and
execute & certification that the Broker's employees and supervisory perscnnel have
read and understand the City’s Investment Pclicy. The City Treasurer may conduct
periodic reviews of the approved list of investment brokers and may remove a firm from
the approval list at any time due to any failure fo comply with any of the above criteria,
failure to execute a transaction, any change in broker/dealer staff, or any action, event
of failure to act which, in the sole discretion of the City Treasurer, is materially adverse
to the best interest of the City of L.os Alamitos.
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APPENDIX A

DEPOSITORY SERVICES

Active deposits are demand or checking accounts which receive revenues and pay
disbursements.

Interest-bearing active deposits are money market accounts at a financial institution
{i.e., bank, savings and loan, credit union). These accounts are demand accounts {l.e.,
checking accourts) with restricted transaction activity.

Inactive deposits are Cerlificates of Deposit issued in any amount for periods of time
as short as fourteen days and as long as several years. Interest must be calculated on
a 360 day basis, actual number of days.

Passbook savings account is similar to an inactive deposit except not for a fixed term.
The interest rate is much lower than Certificates of Deposit, but the savings account
allows for flexibility. Funds can be deposited and withdrawn according to daily
operational needs.

INVESTMENT SECURITIES

U.5. Treasury Issues are direct obligations of the United States Government. These
issues are called bills, notes, and bonds. The maturity range of new issues is from 13
weeks {T-Bills) to 30 years (T-Bonds). These are highly liquid and are considered the
safest investment security.

Federal Agency lssues are issued by direct U, 8. Government agencies or guasi-
government agencies. These issues are guaranteed directly or indirectly by the United
States Government. Examples of these securities are Federal Home Loan Bank
(FHLB)} notes, Federal National Morigage Association (FNMA} notes, Federal Farm
Credit Bank (FFCB) notes, Federal Home Loan Morigage Corporation (FHLMC) notes,
Federal Intermediate Credit Bank (FICB) debentures, Small Business Administration
{SBA) notes, Government National Morigage Asscciatiocn {GNMA) notes, and Student
Loan Association {SALLMAE) notes.

Certificates of Deposit are investments for inactive funds issued by banks, savings
and loans, and credit unions. Investments of $250,000 are insured respectively by
Federal Deposit insurance Corporation (FDIC), and the National Credit Union Share
Insurance Fund (NCUSIF). Certificates of Deposit can be issued from 14 days to
several years in maturity allowing the City investment of funds to be matched to cash
flow needs. For deposits exceeding $250,000 , the financial institution is required to
collateralize the investment with 110% government securities. The City does not accept
180% collateral (First Trust Deeds) or 105% Letters of Credit (L..C.).
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Local Agency investment Fund {LAIF)} is a special fund in the Siate Treasury which
focal agencies may use to deposit funds for invesiment. There is no minimum
investment pericd and the minimum transaction is $5,000, in mutiples of $1,000 ahove
that, with a maximum of $48-50 million for any agency. 1t offers high liguidity because
deposits can be converted to cash in twenty-four hours and no interest is lost. All
interest is distributed to those agencies participating on a proportionate share
determined by the amounts deposited and the length of time they are deposited.
Interest is paid quarterly by electronic deposit to a designated bank account.

The State keeps an amount for reasonable cosis of making the invesiments, not-io
pxcucd-ohe-guareroba-porcont-ofthe-samings._Siate law provides thal adminisirative
costs are nol o exceed 5% of quarterly earnings of the fund. However, if the 13-weeak
Baily Treasury Bl Rate on the last day of the fiscal vear is below 1%, then
administrative costs shall not_exceed 8% of guarterly eamings of the fund for the
subsequent fiscal vear,
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APPENDIX B:

Summary of State of California Statutes Applicable to Municipal Investment

The followng investments are authorized by California State Code, Title 5, Division 2, Sections

53600 et seq. and 16429, 1.

California Authorized Investments

L.ocal Agency Bonds

US Treasury Notes, Bonds, Bills

| No limit

% Limits & Other Constraints (Key
Limitation Summary)

No Limit

California State
Treasury Notes or Bonds

Warrants,

No limit

Bonds, Neotes, Warrants of any
facal agency within the State

Federal Agency or United States
government-sponsored enterprise
obligations

No Jimit

No Himit

Bankers Acceptances

Commercial Paper

40% max overall Hmitation:
30% max in any one commercial bank:
180 days max maturity.

! A Domestic Corperation
| Total Assets in excess of $300 mitlion
. At Least “A-1" rated commercial paper
25% max overall limitation:
10% investment max in any single issuer
No more than 10% of the outstanding amount for
any onge issuer
270 days max maturity.

Negotiable Certificates of Deposit

Repurchase Agreements

Issued by nationally or state-chartered bank, a
savings association or a federal agsociation, a state
i of federal credit union, or a state licensed branch

¢ of a foreign bank.

¢ 30% max overall limitation

¢ Ome Year Term or less

Based on code authorized investments
102% underlying security valuation

Reverse Repurchase Agreements

Security subject to repurchase has been owned & |
fully paid for at Teast 30 days prior o sale '
20% Maximum Hmitation

Agreement does not exceed 92 days ;
i Funds received cannot be wsed fo purchase ;
| securities with a maturity longer than 92 days
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Mediam Term Corporate Notes

Shares of Beneficial Interest Issued |

By Diversified Management

Companies {Mutual & Money
Market Funds)

Local Agency Investment Fund

© 30% maximum overall investment Himitation

Maximum remaining maturity of 3 Years
Domestic corporations
Rated “A” or better

! $40-50 million Maximum overall investment Hmit |

20% maximum overal! porfolio
10% of any one Mutual Fund
Based on code authorized investments

Meoney Market Funds registered with the SEC
Attained the Highest Ranking by not less than two
nationally recognized rating organizations

Assets in excess of $500 million

Investment advisor with not less than five years |
experience :

Other Obligation Valuation
Requirements:

{n3) Promissory notes secured by first
mortgages and first trust deeds which
comply with Section 53651.2.

(p} With the consent of the treasurer,
letters of credit issued by the Federal
Home Loan Bank of San Francisco
which comply with

Section 53651.6.

Any mortgage pass through
security, collateralized mortgage
obligation, mortgage-backed or other
pay-through bond, equipment lease-
backed certificate, consumer
receivable pass through

¢ certificate, or consumer receivable-

: backed bond

i (¢) Eligible securities of the class described in

. total amount of afl deposits of a depository
. secured by those eligible securities.

20% Maximum everall limitation

(a) Eligible securities, except cligible securities of
i the classes described in subdivisions {m) and (p)

of Section 53651, shall have a market value of at
least 10 percent in excess of the total amount of
all deposits of a depository secured by the eligible
securities,

(b) Eligible securities of the class described in
subdivision {m) of Section 53651 shail have a
market valoe at least 50 percent in excess of the
total amount of all deposits of a depository
secured by those eligible securitics.

subdtvigion (p} of Section 53651 shall have a
market value of at least 5 percent in excess of the

5 Years Maximum Matarity
“AA” national rating or Higher
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Moneys held by a trustee or fiscal

agent pledged to the payment or

¢ security of bonds or other

. indebtedness, or obligations under a
lease, installment sale, or other
agreement of a local

agency, or certificates of
participation in those bonds,

i indebtedness, or lease installment
sale, or other agreements,

Notes, bonds, or other obligations

that are at all times secured by a
valid first priority security inferest

Other Code Restrictions &
Clartfications

May be invested in accordance with the statutory |
: provisions governing the issaance of those bonds,
i indebtedness, or lease installiment sale, or other

agreement, or to the extent not inconsistent
therewith or if there are no specific statutory
provisions, in accordance with the ordinance,
resclution, indenture, or agreement of the local
agency providing for the issuance.

Securities of the types listed by Section 53651
Market value of at least 110% of undestying
seeurity value

A local agency shall not invest any funds pursuant
to this article or pursuant to Article 2 i
(commencing with Section 53630) in inverse !
floaters, range notes, or mertgage-derived,

¢ interest-only strips.

A logal agency shall not invest any funds pursuant
to this article or pursuant to Article 2

{commencing with Section 53630) in any sceurity
that could result in zero interest acerual if held to
maturity.

¢ No more than 5 percent of the total assets of the

investments held by a local agency may be ;
invested in the securities of any one
issuer, except the obligations of the United States |
government, United States government agencies,
and United States government-sponsored
enterprises. No more than 10 percent may be
invested in any one mutual fund.

Where this section specifies a percentage
Hmitation for a particular category of investment,
that percentage is applicable only at the date of
puichase.




