
California Government Code

•

	

Pursuant to Section 53600 of the California
Government Code

•

	

Based on the Prudent Investor Standard

•

	

Objectives:
-Safety of principal
-Maintaining adequate liquidity
-Yield

•

	

Enumerates authorized investments
z

#Z7
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• Exercise reasonable care, skill and caution in the
context of an overall investment strategy, not in
isolation

•

	

Incorporate risk and return objectives

•

	

Diversification is a basic tenet of risk management

•

	

Incur only costs that are reasonable in amount and
appropriate to the investment responsibilities
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City of Long Beach Investment Policy

Objectives :

- Safety

- Liquidity

- Yield
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C ty of Long Beach Investment Policy

Safety
Safety of principal is the foremost objective of the

investment program. Risk is inherent throughout the investment
process. The City's investments shall be undertaken in a manner
that seeks to maximize the preservation of capital in the overall
portfolio and minimize the risk related to capital losses,
institutional default, broker-dealer default, or erosion of market
value .
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C ty of Long Beach Investment Policy

Liquidity :
The City's investment portfolio will remain sufficiently

liquid to meet all operating requirements that might be reasonably
anticipated .

s

3



Yield:
The City shall manage its funds to a earn a return

commensurate with the two primary objectives of safety and
liquidity. The investment goal is to generate interest income
through the prudent implementation of the Investment Policy .

7

The City of Long Beach's Investment Policy :

•

	

Conforms to the State of California
Government Code

•

	

Is more conservative than the State of
California Government Code

8

4



Three layers of independent review :
City Auditor

Quarterly Investment Audits

KPMG, LLC

Annual External Independent Audit

Investment Committee

•

	

Assistant City Manager • City Controller
•

	

Assistant City Attorney • Budget and Performance Manager
•

	

Assistant City Auditor • Harbor Financial Officer
•

	

Director of Financial Management • Water Financial Officer
•

	

City Treasurer • Development Services Financial Officer

10
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Recommendations :

1 . Hire an outside, independent Investment Advisor to review the
City's investment portfolio on a monthly and as needed basis ;

2 . Identify other alternative quantitative and qualitative investment
criteria for review ;

3 . Review daily investment activity reports ; and,

4 . Increase the meeting schedule from quarterly to monthly
meetings, with emergency meetings scheduled to address
extenuating issues .

11

Investment Policy Guidelines
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Investment Type California State Code CLB Policy Comments

- tears . ; o r mruncnt Long Beach policy more conservative
Local City or Agones
Bonds

[cars. No limit . No
flungrequirement

5 Years" ~~ , ",Jinu
\1 " SP -I ,I -~„

1 Long Beach policy more conservativeStain Obliguoons 5 nears, No limit, No rating
requirement

5 car,,No In,,
g..1 ;n

ill n Long Beach policy more conservativeU .S . Agency ("GSE'") 5 scars. No limit, No rating
requirement

-years. , n i
long-Irnn linen Long Beach policy more conservativeU .S . Agenes ("USE"")

Callable Securities
t ears, No llmll. No rating
requirement

Long Beach policy more conservativeNegotiable Certificate of
Deposits

5 ccan. 10" . limit . No rating
requirement

5 scars. 30% IinuL

5 years. 30% limit_
In, . n „ „

Rat
Long Beach policy more conservativeMedium Term Notes - can. 30% hoot . Rated "A"

Mortgage or Asset
backed securities

5 scars. 20% limit, Rated "AA"'.
Issuer rated A'

5 years. 20% IimiL
rated "A"

Issuer Long Beach policy more conservative

Bank/Time Deposits 5 %- Collateral & capital
limits, No rating requirement

5 years Collateral
rating nNuirerne

pital b s" No
in

	

su .~ Long Beach policy more conservative

Repurchase A wntontgr
Collateral al 102% for one-fear
term. No rating rcgntrentent

Collateral al 102"o lot 90-dao Icoo . No
rating requirement Long Beach policy more conservative

Commercial Paper
25% limit. Maximum 270 days.
Rated At/PI/FLLong-term rating

25% limit, Maximum 270 days . Rated
AI/PI/FI"Long-term rating' A',IW-o Current operational practice is more

- A' . 10% in any one issuer am one Issuer conservative



Investment Policy Guidelines (Continued)
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Short Term Debt Ratings

14
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Moody's S&P Fitch Definitions

Investment Grade
P-I/ IG I A-I /SP-I+ F-I+

`

VVV
IIIp

Superior financial backing. Issuer has access to side
sancts of financial protection in the swot prim n
resenuc source is weakened

P-I /M IG 2 A- I /S P- I F- I Financial backing is strong_ but issuer does not hose
access to as wide a sariets of protection mechanisms
as notes in higher eategon .

Investment Grade, but Not Permitted
P-2/MIG3 A-2/SP-2 F-2 Issuer has sat is factors . but not outstat id otg capacits to

pay principal and interest .

P-3/MIG 4 A-3/SP-3 F-3 Issuer has onk speculabse capacity to pay principal
and interest_ adequate protection but specific risk
exists ssith this issue .

Non-Investment Grade
NP/SG B - B-3 B Inadequate protection of short-term issue : speculatise

nature ssith minimal eapacils to meet its commitment

C C Possibilitc- ofdefault is high

D D Obligor is m default

Investment Type California State Code CLB Policy Comment

U . S . Treasuries 5 years, No limit 5 years, No limit
Conforms to Government
Code

Banker's Acceptances 40% limit, Maximum 180 days,
30% in any one issuer

40% limit, Maximum 180 days,
30% in any one issuer

Conforms to Government
Code

Mutual & Money Market
Fund

20% with multiple ratings, 10%
limit to any one issuer, $500
million minimum size fund

20% with multiple ratings, 10%
limit to any one issuer, $500
million minimum size fund

Conforms to Government
Code

Local Agency Investment
Fund (LAIF)

Limit of $40 million in each
account

Limit of $40 million in each
account

Conforms to Government
Code

Reverse Repurchase
Agreements (RRP) and
Securities Lending

20% limit, must meet upcoming
maturity. but maximum 92 dayss
RPP securities must be owned for
30-day minimum

2006 limit, must meet upcoming
maturity, but maximum 92 days .
RPP securities must be owned for
30-day minimum

Conforms to Government
Code



Long Term Debt Ratings
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Long Term Debt Ratings (continued)

16

8

Moody's

	

S&P

	

I

	

Fitch

	

I

	

Definitions

Non-Investment Grade

Hot I3H+ 1113+ Leer l orahlointh0noorlonnmanotherla„cr-nnedohhgorshonocor tt
13000 major micenmnucs od erpo.112 to rohor.o hn io„. rnanaial or

conditions which could lard to the ohhgo, s tnur)00 010 capa<m m
meets ils` linanual comnuonunts .

Bat BB BI3 Soc ahocc

13.3 1313- 1313- Sec at-

13- 01 .More-l-hl,,-h--

	

anomor lur, medohgorsh,

	

u
Ihca, m joy mu-cnmn)te.nd rm

d--tho'
to adrerue hiuinc». It umaal . ear

oudiooa. which untld law a, me ohhgor nmdcyw cupucitl m
muAs its~tinanetal annnuuncnu

H See whore_

I- 13- S- 'I", e

CuaI CCC+ CCC+ Anohligor oor<110,ailncnihlcandisdoodot,ponlbrorblchasincad
tina11nal .ormonomm antdnwnsto Ii1Qaf ds 111011001 anmlumcnts.

Cua3 CCC CCC Saeahouc .

Cool CCC- CCC- S.oahove .

CA CC' DDD CurranlIr Highly Vol-able to not mooting its tinnncial0,11111111011¢
dotanii

C DI) Ilndcrrogulmon supcnision dAda))

,I

	

I I) Selcairc octhulVl)ot .n lt . Raiog a,ihdrarrn

Nut t 01

Moody's S&P Fitch Definitions

Investment Grade

naa AAA AAA 1,

	

1, -,,g rap. ..1, m mooo) In rnanrtw eotnmthnem,

Aal AA+ AA+ V0n strong capacity to non) its tivanaal conmlnmam .

A,2 AA Vcn shoo€ wPamtr to moon its tinancwl wnmunnenLa

AO I- AA- Vcn svong 10)130111 m 11100) its tin--l wnmutm0nis

A I Strong utpacnr u-- it, tinmlcml wnvnnmrn)s .

A2 A Strong oupac

	

11100) A, tinmmtal wnmuunenl>

A- Stonpolpuc

	

1110011L-hnmwwlmnumnnaVs

Investment Grade, but Not permitted

Baal 131313+ BBB+ AdtynaOcupuc

	

m00titxiimn¢mlconvnnmans.

B:w2 111313 DIII) Adedaatc wpa 1, to 11001 its liiwnctal conntltmonLc

13au3 8813- 111313- Adoywloc_lp¢tbtorn1011)1inananlcommttmarts.



Investment Policy Summary

•

	

Stricter than the State of California
Government Code

•

	

Safety, Liquidity and Yield are the Three
Major Objectives

•

	

Quarterly and Annual Investment
Portfolio Audits

•

	

Monthly Investment Committee Review
17

Financial Management Department

City of Long Beach Investment Policy

December 2, 2008
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