CITY OF LONG BEACH R-21

DEPARTMENT OF FINANCIAL MANAGEMENT

333 West Ocean Boulevard 6" Fioor e Long Beach, CA 90802 + (562)570-6169 + Fax (562) 570 -5836

August 24, 2010

HONORABLE MAYOR AND CITY COUNCIL
City of Long Beach
California
RECOMMENDATION:
Receive and File Investment Report for Quarter Ending June 30, 2010. (Citywide)

DISCUSSION

The Department of Financial Management, City Treasurer's Office, invests the City’s funds in
compliance with the California Government Code; Section 53600 et seq., and the City’s
Investment Policy. As of June 30, 2010, these funds had a market value of approximately
$1.7 billion, with approximately $532 million, or approximately 32 percent of funds, maturing
within six months, ensuring that sufficient funds are available to meet the City's liquidity
needs.

Statutory Compliance

All investment transactions have been executed in conformance with the City's Investment
Policy and the California Government Code. According to the California Government Code,
the maturity term of all investments is limited to a maximum of five years, unless the local
agency legislative body gives prior approval to exceed this limitation. The City’s Investment
Policy currently requires that all funds: invested in the City’s investment pool not exceed a
weighted average maturity of three years. In addition, the Investment Advisory Committee,
composed of the Assistant City Manager, the Deputy City Auditor, Assistant City Attorney,
Director of Financial Management/CFO, - City Treasurer, City Controller, Budget and
Performance Management Bureau Manager, and designated representatives from the
Harbor, Water and Development Services departments, meets monthly, or as needed, to
review investment policies, strategies and performance.

Investment Pool Rating

As of March 31, 2010, Standard and Poor’s reaffirmed the City’s investment portfolio rating of
AAAf and one of the lowest volatility ratings of S1 (Attachment A). This rating confirms the
safety of the City’'s invested funds and qualifies the investment pool as an alternative
investment for proceeds from bonds issued by the City.
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Investment Performance

The City Treasurer's Office invests in a variety of fixed-income securities that vary in maturity
from one day to five years (excluding the Health Select Auction Variable Rate Securities loan)
as authorized by the City’s Investment Policy and the California Government Code. The
City's adopted 2010 Investment Policy divides the City’s investment portfolio into a short-term,
intermediate-term and a long-term portfolio whose benchmarks are the Three-Month Treasury
Bill, One-Year Constant Maturity Treasury (CMT) and the Merrill Lynch One-to-Five Year
Treasury/Agency Index, respectively. All are market indices that change daily; therefore,
actual returns can vary depending on book yields and security calls before the final maturity

date. The weighted average book vyield for the period was 0.57 percent. Book vyield
represents the return received on the total investment portfolio.
On June 30, 2010, the City’s investment pool market yield was 0.52 percent. During the

quarter the average short-term benchmark increased two (2) basis points, while the
intermediate-term benchmark declined eight (8) basis points. The long-term benchmark fell
over thirty seven (37) basis points. The following table summarizes the investment pool
market yield performance for the quarter ending June 30, 2010:

Quarter End Values
Investment Portfolio Weighted
Funds Amount of Funds Benchmfu*rk Avg Vield™
Return %
Maturity

Short-Term Pool $ 518,199,024 0.17 percent | 0.31 years 0.48 percent
Intermediate-Term Pool $ 778,306,333 0.32 percent | 0.72 years 0.65 percent
Long-Term Pool $ 409,579,389 0.67 percent 1.83 years 1.25 percent
Total Pool $ 1,706,084,746 0.36 percent | 0.86 years 0.74 percent

* Weighted Average Maturity assumes securities are not called or sold prior to the actual maturity date.
** Benchmark Return and Market Yield of Portfolio are at quarter end.

The following table summarizes the purchase yield of the new investments versus the
average benchmark yield in the short-term portfolio by month for the quarter ending June 30,
2010:

SHORT-TERM PORTFOLIO

Amount of Benchmark vs. Purchase Yield Analysis
Month Funds Invested Benchmark Purchase Over/(Under)
Return® Yield** Benchmark*
April, 2010 $ 231,300,000 | 0.16 percent | 0.17 percent| 0.01 percentage points
May, 2010 $ 40,000,000 | 0.16 percent 0.63 percent| 0.47 percentage points
June, 2010 $ 101,444,000 | 0.12 percent | 0.44 percent| 0.32 percentage points
Total Funds $ 372,744,000 | 0.15 percent | 0.29 percent| 0.14 percentage points

*91-Day T-Bill and other returns listed are weighted averages for the period.
** Purchase Yields stated to maturity assume the securities are not called or sold prior fo the maturity date.
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The following table summarizes the purchase yield of the new investments versus the
average benchmark yield in the intermediate-term portfolio by month for the quarter ending
June 30, 2010:

INTERMEDIATE -TERM PORTFOLIO

Benchmark vs. Purchase Yield Analysis
Amount of
Month Funds Invested | Benchmark Purchase Over/(Under)
Return® Yield** Benchmark*
April, 2010 $ 139,738,000 | 0.44 percent | 0.66 percent | 0.22 percentage points
May, 2010 $ 153,935,000 | 0.37 percent | 0.60 percent | 0.23 percentage points
June, 2010 $ 44,000,000 | 0.32 percent | 0.63 percent | 0.31 percentage points
Total Funds $ 337,673,000 | 0.39 percent | 0.63 percent | 0.24 percentage points

* One Year CMT and other returns listed are weighted averages for the period.
** Purchase Yields stated to maturity assume the securities are not called or sold prior to the maturity date.

The following table summarizes the purchase yield of the new investments versus the
average benchmark yield in the long-term portfolio by month for the quarter ending June 30,
2010. Our Investment Advisor, Chandler Asset Management, manages the long-term
portfolio through activity pre-approved by the City Treasurer or a designated representative
before execution.

LONG-TERM PORTFOLIO

Afnount of Benchmark vs. Purchase Yield Analysis
Month Funds Invested | Benchmark Purchase Over/(Under)
Return* Yield** Benchmark*
April, 2010 $ 81,560,000 | 1.04 percent| 1.15 percent 0.11 percentage points
May, 2010 $ 15,400,000 | 0.87 percent| 0.39 percent| (0.48) Percentage points
June, 2010 No Activity N/A N/A No Activity
Total Funds $ 96,960,000 | 1.01 percent{ 1.03 percent| 0.02 percentage points

* Merrill Lynch One-to-Three Year Treasury/Agency Index and other returns listed are weighted averages for the period.
**Yields are stated to maturity and assume the securities are not called or sold prior to the maturity date.

As of June 30, 2010, the City had $50,000,000 in the State Treasurer's Local Agency
Investment Fund (LAIF) pool.

A complete listing of investment balances, portfolio distribution and performance values can
be found in Attachment B.

The City's investment pool consists of all City funds except certain bond and special
assessment district proceeds. The non-pooled investments are invested separately in
accordance with bond indenture provisions or other legal requirements.
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Short-Term Strategy

The City has adopted an investment strategy for the short-term portfolio that maintains
sufficient liquidity within a rolling 12-month period to satisfy the City's cash needs.

Intermediate-Term Strategy

The City has adopted an investment strategy for the intermediate-term portfolio that maintains
a weighted maturity of one year and provides cash needs for maturities greater than six
months.

Long-Term Investment Strategy

Chandler Asset Management began reviewing and recommending a strategy for the long-
term investment portfolio with the Investment Advisory Committee in October 2009. Given
historically low interest rates, the Investment Advisory Committee has recommended a
temporary strategy to benchmark the long-term portfolio to the One-Three Year
Treasury/Agency Index.

Cash Management Goals

The City's cash management goals are to maintain and preserve the safety of funds in
custody and provide adequate liquidity for anticipated expenditure needs.

This matter was reviewed by Assistant City Attorney Heather A. Mahood and City's

Investment Advisory Committee on July 27, 2010, and Budget Management Officer Victoria
Bell on July 29, 2010.

TIMING CONSIDERATIONS

This item is not time critical.

FISCAL IMPACT

There is no fiscal impact or local job impact associated with this action.
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SUGGESTED ACTION:
Approve recommendation.

Respectfully submitted,

W”ZM«]@(%@«SQ

DAVID S. NAKAMOTO
CITY TREASURER

Yol b Jornit

LORI ANN FARRELL
DIRECTOR OF FINANCIAL MANAGEMENT/CFO

DSN:LAF:DT
TACOUNCIL LETTERSY08-24-10 CCL - QUARTERLY INVESTMENT REPORT-06-30-2010.00C

ATTACHMENT A — STANDARD AND POOR'S FUND PROFILE — MARCH 31, 2010
ATTACHMENT B — INVESTMENT PORTFOLIO AS OF JUNE 30, 2010

APPROVED:

@7/

PATRICK H. WEST
CITXMANAGER
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Credit Quality
Ratings Definitions

AAAf The fund's
portfolio holdings
provide extremely
strong protection
against losses from
credit defaults.

AAf The fund's
portfolio holdings
provide very strong
protection against
losses from credit
defaults.

Af  The fund's
portfolio holdings
provide strong
protection against
losses from credit
defaults.

BBBf The fund's
portfolio holdings
provide adequate
protection against
losses from credit
defaults.

BBf The fund's
portfolio holdings
provide uncertain
protection against
losses.from credit
defaults.

Bf  The fund's
portfolio holdings
exhibit vulnerability
to losses from credit
defaults.

CCCf The fund's
portfolio holdings
make it extremely
vulnerable to losses
from credit defaults.

Plus (+) or Minus ()
The ratings from
'AAT to 'CCCF may
be modified to show
relative standing
within the major
rating categories.

Credit quality ratings,
identified by the '
subscript, are assigned
to bond funds and
other actively

funds that exhibit
variable net asset
values. These ratings
are current
assessments of the
overall credit quality of
a fund's portfolio. The
ratings refiect the level
of protection against
losses from credit
defaults and are based
on an analysis of the
credit quality of the

ATTACHMENT A

FUND PROFILE

City of Long Beach California Investment Pool

About the Fund

Fund Rating
Fund Type

AAAf/ S1

Variable NAV Government
Investment Pool

Investment Adviser Long Beach

Portfolio Manager Daniel Thurber

November 2000
Bank of New York Mellon Corp.

Fund Rated Since
Custodian

March 31, 2010

STANPARD
AIORNTS

Portfolio Composition as of March 31, 2010

OTHER __
36%

CASH

TNOTE __
15.3%

__ AGCY
46.2%

TBILL
30.0%

AGCY - Agency Fixed Rate; TBILL - US Treasury Bil; TNOTE - US Treasury
Note; CASH - Cash; OTHER - Other Securlties; MMF - Money Market Fund

"As assessed by Standard & Poor's

Fund Highlights

= The City of Long Beach Investment Pool was the
first city managed investment pool to receive ratings
from Standard & Poor's Fund Services

« The pool's objective is to maximize safety, ensure
liquidity and provide an adequate return.

Management

The City of Long Beach Pooled Investment Fund is
managed by the City Treasurer on behalf of the City
and its various municipal constituents. The
Treasurer manages over $1 billion derived from the
City's constituents and various municipal entities
from tax payments, fees and revenues derived from
the Harbor, Water, and Gas Departments, airport,
property and sales taxes, bond proceeds, and
various other sources. Oversight of the pool is
provided by the City Council and Bank of New York
provides custodial services and monthly pricing for
the investment pool's assets. An outside
Investment Advisor has been engaged by the City fo
provide additional oversight.

Credit Quality

The 'AAAF rating indicates the extremely strong
protection the pool's portfolio investments provide
against losses from credit defaults. The S1 volatility
rating signifies that the pool possesses low
sensitivity to changing market conditions given its
low risk profile and conservative investment policies.
The investment portfolio is normally heavily invested
in U.S. government/agency paper, high-grade
corporate notes and the remaining assets held in
high quality short-term paper. The maximum
weighted average maturity (WAM) for the pool is
limited to three years, while individual securities can
mature out to five years. Investments must comply
with both the City's investment policy guidelines and
the California Government Code. The City's
Investment Advisory Committee and City Auditor's

Standard & Poor's Analyst: Guyna Johnson - (1) 312-233-7008

Office conducts comprehensive reviews of the
investment portfolio on a monthly and quarterly
basis, respectively.

Portfolio Assets

The pool's primary objectives are to safeguard
investment principal, maintain sufficient liquidity to
meet daily and projected cash flow requirements,
while maximizing return consistent with safety and
liquidity. The investment portfolio is divided and
managed as three segments - a short-term portfolio,
intermediate and a long-term portfolio. This allows
the managers to more effectively handle the pool's
liquidity needs and maximize yields for moneys,
which can be invested longer. The short-term
portfolio, which typically comprises approximately
30% of the investment portfolio, invests in high
quality ('A-1' and 'A-1+' rated) money market type
instruments including commercial paper, bankers
acceptances, bank deposits, U.S. agencies and
Treasuries, and in California's Local Agency
Investment Fund. The short-term portfolio is
benchmarked to the 91-day U.S. T-bill rate. The
Intermediate-term portfolio also invests in the same
instruments as the short-term pool, however the
duration of those instruments are approximately one
(1) year. The Intermediate-term pool's benchmark is
the One-Year Constant Maturity Treasury Index. An
outside Investment Advisor with non-discretionary
authority actively manages the long-term portfolio.
This portfolio typically comprises of U.S. Agencies,
Treasuries and corporate bonds or notes and is
currently benchmarked to the 1-3 Treasury/Agency
Index.

www.standardandpoors.com

Investors should consider the investment objectives, risks and charges and expenses of the fund before investing. The prospectus which can
be obtained from your broker-dealer, contains this and other information about the fund and should be read carefully before investing.
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City of Long Beach California Investment Pool AAAf/ S1
:::iaﬁmy Ratings Data Bank as of March 31, 2010
" Ticker Symbol. AsdARe RSk aas s sk eaantl TN Net Assets (MillionNs)...........ccoveiriiiiiiininne $1,720.35
S1 Low sensmvny NAV..“.................................................‘.“.. s1 ‘00 Incepﬂorl DatB..-.....................,....<..‘.......‘.... N/A
to changing market
conditions. Within Portfolio Credit Quality as of March 31, 2010 * Portfolio Maturity Distribution as of March 31, 2010
this category of (S-1)
certain funds may be
designated with a
plus sign (+). This
indicates the fund's
extremely low
sensitivity to
changing market
conditions.
S2 Lowto
moderate sensitivity 5 £ ” e
to changing market = $ £ 3
conditions. o i T &
S$3 Moderate Years
sensitivity to
changing market
conditions. — :
Total Returns as of March 31, 2010, (%) Portfolio Hw;ﬂﬂﬂi P&ijcmson
Growth of § 10,
S4 MOdQ‘?lQ © Annualized Cumulative
high sensitivity to § .00
mangmg market Fund Index * Fund
SORScaE, Year to Date NA NA 0.47
§ 11,000
S5 High sensitivity 1 Year 0.82 1.33 0.82
to changing market 3 Years
conditions. 2.88 4.57 8.91 pnh
41
S6 Hi 5 Years 335 9 17.88
sensitivity to * Citi US Gov Bd 1-3y
changmgmarke! 500 I___:‘,_I__L,:‘H rTTT T TTTT T
conditions. The returns shown above do not reflect the deduction of sales loads or EEREEREEEEREERBERR
charges. Inclusion of the sales load would reduce the performance shown. 2538885252388 2228E48
Volatility ratings - Fund
evaluate the fund's — Gl US Gov Ba 1-3y
sensitivity to interest
e "> The performance data quoted represents past performance. Past performance does not guarantee future result. The investment return and princial value
invesiment of an investment il fluctuate so that an investor’s shares, which when redeemed, may be worth more or less than their original cost. Current performance
diversification or data may be lower or higher than the performance data quoted. Performance data current o the most recent month-end may be available by calling the func
concentration, at the phone number listed in the ‘About the Fund’ section on page 1
liquidity, leverage, %
and other factors. Top Ten Holdings as of March 31, 2010
Security % Security %
Not all bond funds U.S. TREASURY BILLS 29.99 FFCB NOTES/BONDS 6.19
have volatility ratings U.S. TREASURY NOTES 15.32 CASH IN BANKS - UNION BANK, N.A. 468
FHLB NOTES/BONDS 14.81 GMRA ACCOUNT-UNION BANK 3.56
FNMA NOTES/BONDS 13.91 CASH IN BANKS - BANK OF AMERICA, N.A. 0.28
FHLMC NOTES/BONDS 11.24 DRYFESS CASH MGT FUND 0.01

The volatility rating for this fund issued by Standard & Poor's can be found in the 'About the Fund' section on page 1. There is no standard method for determining volatility ratings.
The rating is current as of the date of this profile report. The fund's portfolio may have changed since this date and there is no guarantee that the fund will continue to have the same
rating or perform in the future as rated. Not all bond mutual funds have volatility ratings and those that do may have paid for them, The fact that a fund has a rating is not an indication
that it is more or less risky or volatile than a fund that does not. The fund or a third party participating the marketing of fund shares paid Standard & Poor's for this rating. Standard &
Poor's receives no payment for disseminating ratings, except for subscriptions to its publications

Analytic services provided by Standard & Poor's Ratings Services ("Ratings Services") are the result of separate activities designed to preserve the independence and objectivity of
ratings opinions. The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any
securities or make any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion contained herein in
making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have information that is not available to Ratings
Services.

Standard & Poor's is neither associated nor affiliated with the fund. The information in this report has been obtained by Standard & Poor's from sources believed by it to be reliable at
the time the report is published. The information in this report, however, may be inaccurate or incomplete due to the possibility of human, mechanical, or other error by Standard & Poor's,
its sources or others, or the information in this report may become inaccurate or incomplete due to the passage of time. Standard & Poor's has no obligation to keep or to make the
information in this report current, and it does not guarantee the accuracy, adequacy, or completeness of any information in this report. STANDARD & POOR'S MAKES NO EXPRESS OR
IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OR USE. In no event shall
Standard & Poor’s, its affiliates or its third party licensors be liable for any direct, indirect, spedal or consequential damages in connection with the use of any data or information contained
herein.

Copyright © 2010 Standard & Poor's Financial Services LLC, a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved. Permissions:To reprint, translate, or quote
Standard & Poor's publications, contact: Client Services, 55 Water Street, New York, NY 10041; (1) 212-438-9823; or by email to: research_request@standardandpoors.com

The McGraw Hill Companies ~
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