Date:

January 27, 2016

Who:

Hal Fick
Tom Vocker
Kent Grealish
Brian Berberet
Scott Lee

What:

INVESTMENT ADVISORY COMMITTEE

When:

January 28, 2016 (Thursday)
3:30 to 5:00 p.m.

Where:

City of San Mateo - Room A
330 West 20th Avenue
San Mateo, CA 94403

Drew Corbett
Grace Castaneda
Kathleen VonAchen

AGENDA
1.
2.
3.
4.
5.

Approve Minutes- October 29, 2015
Investment Strategy – Finance Director
Investment Instructions to PFM
Investment Policy Update – PFM
Portfolio Review
 Yield Trend
 Strategy
 Market Value
6. Review Quarterly Report- October 2015 to December 2015
7. Confirm next meeting date
8. For more detailed information regarding LAIF and San Mateo County Pool
investments, please refer to:
LAIF: http://www.treasurer.ca.gov/pmia-laif/laif.asp
SM County Pool: http://www.sanmateocountytreasurer.org/investmentReports.html

April 28, 2016

3:30 p.m.

Room A

Quarterly
Investment
Report
Jan/Feb/March

July 28, 2016

3:30 p.m.

Room A

Apr/May/June

N/A

Oct 28, 2016

3:30 p.m.

Room A

July/Aug/Sept

N/A

Jan 27, 2017

3:30 p.m.

Room A

Oct/Nov/Dec

N/A

2016 - 2017
Investment Advisory Committee Meetings

City Council
Meetings
Agenda
N/A
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Investment Advisory Committee - Minutes
October 29, 2015
Present:
Absent:

Hal Fick, Kent Grealish, Brian Berberet, Tom Vocker, Drew Corbett, Kathleen VonAchen,
Grace Castaneda
Scott Lee, Matt Bronson, Jun Nguyen

1. Minutes
The new Finance Director Drew Corbett was introduced to the Committee. The Committee approved
the minutes of the April 23, 2015 meeting. The August 6, 2015 meeting had been canceled.
2. Public Financial Management (PFM) Presentation
This meeting was the first meeting in which the City’s new external investment advisory firm, Public
Financial Management (PFM), was present. It was also the first meeting in which the City’s new
Finance Director, Drew Corbett, was present.
a. Market Update and Portfolio Update
Monique Spyke and Lesley Murphy from Public Financial Management made a
presentation on the $37 million in assets under management the City newly directed to
PFM during the month of April 2015. Monique discussed the mix of security types and their
duration, as well explained PFM’s review and decision-making process for making the
selections they made. Monique also provided an update on the fixed income market.
b. New Format – Monthly Investment Report
Kathleen VonAchen reviewed how the monthly investment report has been redesigned and
streamlined. Instead of City staff entering the information into their monthly spreadsheet
template in order to develop a consolidated portfolio report, City staff and representatives
from PFM worked together so that PFM can prepare this consolidated information/report on
behalf of the City.
c. Investment Policy Update
Kathleen VonAchen briefly introduced the investment policy revision agenda item, then
asked Monique Spyke to review the PFM memorandum written to the new Finance Director
Drew Corbett. Although the proposed policy included significant changes, generally the
revisions were recommended to reflect updates in the California Government Code for
municipal investments that have been adopted over the past ten or fifteen years. Rather
than taking a piecemeal approach, PFM and the new Finance Director chose to present all
revisions in a consolidated manner to reflect how the City’s investment policy would appear
as prescribed by the state statutes.
After much discussion, the Committee members and staff agreed to continue the
discussion of the proposed revisions at the next meeting and that PFM and staff would
modify the proposed changes to address some of the Committee members’ questions.
Before the next meeting, staff expressed they would be working with PFM to revise the
memorandum and policy with regard to the parameters of several of the permissible
investments and bring back a revised investment policy for further discussion at the next
Investment Advisory Committee meeting.
Because both the Finance Director and investment advisory firm were new to the
Committee, the substantial changes to the investment policy were a more complicated
undertaking than the more modest revisions to the policy that have been made in the past
and therefore required more time for thoughtful consideration.
d. Another issue discussed at the meeting deserving clarification regards how limitations in
the investment policy are interpreted by PFM’s Compliance Department. For example,
while the policy limits corporate bonds to 10% of the aggregate investment portfolio, PFM
Compliance applies the 10% limitation to PFM’s assets under management portion of the
aggregate portfolio. This is due to how the PFM information systems are set up.
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Committee members expressed that this practice makes the limitation more restrictive than
was intended. This item will be discussed a future meeting.
e. At the conclusion of this discussion, Kathleen VonAchen mentioned that the external
investment advisor (Cutwater and PFM) had been given “investment instructions” by the
Finance Director. These “investment instructions” are always within the scope of the
Investment Policy and never superseded the policy. For example, these investment
instructions were not to purchase short-term or medium-term corporate notes without the
explicit authorization of the Finance Director.
3. Portfolio Review
• The 12 month portfolio trend was reviewed. Because the July meeting was canceled, the Committee
reviewed the prior six months of investment reports. The portfolio yield decreased from 0.82% at
March 31, 2015 to 0.73% on September 30, 2015. The portfolio was above the benchmark by 34
basis points at the end of the quarter. This performance is expected to stay above the benchmark
due to the portfolio’s diversification from LAIF enhancing overall yield. The portfolio’s market value
exceeded amortized costs by $412,000 due to the improved market value on the City’s holdings of
US Treasuries, US instrumentalities and corporate bonds. Consistent with prior periods, US
instrumentalities constituted 47% of the portfolio as of September 30, 2015, along with US
Treasuries at 19% and high-grade corporate bonds at 2% of the total.
• Average days to maturity increased from 515 days on March 31, 2015 to 580 days on September 30,
2015. The total size of the portfolio increased by $20 million as funds deposited in LAIF and CDs
from property tax revenue payments in April and other state tax payments in June. The combined
LAIF/County Pool and money market funds is at 27% of the total portfolio in September 30, 2015.
• The City is closely monitoring future Fed action. Fed Funds rate is near zero. In its March
announcement, the Federal Reserve said it would definitely not act until late in the year to raise
interest rates.
• The City is keeping current with the direction of interest rates.
• City staff is always conscientious about the liquidity aspect of the portfolio.
4. Review Quarterly Reports
• Because the July meeting was canceled, six months’ of portfolio reports were reviewed and
approved. The portfolio remained in compliance, with no exceptions, to the City’s investment policy.
• The City continues to diversify the portfolio by investing in securities between 2 and 4 years, with a
minimum target of 30 basis points above the LAIF rate to capture additional spread. The investment
policy’s earning benchmark is 25 basis points above the LAIF rate. The LAIF yield at the end of the
quarter was 0.34%.
• During the last quarter of the prior fiscal year, a significant amount of investment transactions to the
City’s portfolio took place because staff suspended the Cutwater account with BNY Custodial Agents
and moved $37 million in investment securities and money market funds previously categorized as
externally managed into the City’s own managed portfolio accounts. In addition, two maturities
occurred, one FFCB and a FHLB, each with par value of $1 million. Called securities during this
quarter totaled $8 million, all of which were instrumentalities. Staff also chose to re-categorize the
GF Capital corporate note for $2 million as an externally managed security with PFM and moved it
out of the City’s own portfolio. To re-invest these matured and called investments, The City
purchased a total of $14.89 million, of which $8 million in US Treasuries ranging from 3 to 5 year
terms at 1% to 1.25% coupon. Staff also purchased $6.89 million in instrumentalities in the 4 to 5
year range with yields between 1.75% to 2%.
• During the first quarter of the current fiscal year, three U.S. instrumentalities were called and one CD
from the East West Bank matured and was renewed, totaling $5 million. In addition, one CD from
First National Bank was renewed for a 2-year term with a coupon rate of 0.65%. Only one U.S.
instrumentality, a FHLMC in the amount of $2 million, was purchased or reinvested. The remaining
funds made available due to calls were retained in money market funds in order to provide liquidity to
meet City operating needs during this quarter when no property tax revenues are distributed by the
County.
• As is consistent with the City’s investment strategy, funds in the LAIF/County Pool were also drawn
down by $7.1 million during the quarter to meet the City’s liquidity needs. Market values exceeded
amortized costs by $169,000 for US Treasuries and $238,300 for US Instrumentalities. The City
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•

remains cautious of the interest rate environment and the impact on market valuation, and remains
focused on the overall economy.
The City’s bond proceeds and debt reserve funds portfolio holdings were drawn down from $21.6
million the end of March to $13.1 million the end of September. In July 2014 the City refinanced its
2003 Sewer Revenue Bonds and this bond issue included an additional $18 million in new money to
finance construction improvements, of which $8.5 million has been drawn down and $9.5 million
remains. Additional drawdowns are scheduled to take place quarterly with the amounts matching the
expenditure outlays for sewer capital projects funded by the 2014 Sewer Revenue Bonds.

5. Committee City Website
An example of the Committee’s new website was presented to the Committee. This website can be
found at the following address: http://www.cityofsanmateo.org/index.aspx?nid=3024
6. Next Meeting Date
The next Committee meeting date was confirmed for January 28, 2016.
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50 California Street
Suite 2300
San Francisco, CA 94111

415 982-5544
415 982-4513 fax
www.pfm.com

December 29, 2015

Memorandum
To:
CC:
From:

Re:

Investment Advisory Committee
City of San Mateo
Drew Corbett, Finance Director
Kathleen VonAchen, Deputy Finance Director
City of San Mateo
Monique Spyke, Director
Lesley Murphy, Senior Managing Consultant
Michael Joseph, Senior Analyst
PFM Asset Management LLC
City of San Mateo Investment Policy Review

We have reviewed the current Investment Policy (the “Policy”) for the City of San Mateo (the
“City”). The Policy is comprehensive and well written, and, in general, it is in compliance with all
applicable California Government Code (the “Code”) statutes regulating the investment of public
funds.
In response to feedback from the Investment Advisory Committee, we have worked with City staff
to develop the following suggestions that we believe will add clarity to the Policy and will increase
investment flexibility and diversification while maintaining the City’s emphasis on safety and
liquidity. We have provided a marked-up version of this Policy for your review, and we have
summarized our recommended changes below.
Section I. Scope and Authority
We suggest editing the language to this section to add more clarity regarding the financial assets that
fall under the scope of the Policy.
Section II. Objectives
We recommend removing language pertaining to “very safe securities” which we find subjective.
Further, we recommend deleting the sentence which states that “each investment transaction shall
seek to ensure that capital losses are avoided, whether from securities default, broker-dealer default,
or erosion of market value” because we feel that this sentence is not necessary given that the City’s
intention to mitigate credit risk and market risk is already described in the Policy.
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Section III. Delegation of Authority
We propose adding language to allow the Finance Director/City Treasurer to delegate investment
responsibility to a designee.
Section IV. Internal Controls
We propose adding language to add clarity regarding the responsibilities and internal control
procedures that fall under this section.
Section V. Ethics and Conflict of Interest
We suggest editing language in this section to include the Deputy Finance Director.
Section VII. Authorized Investments
The following chart demonstrates our proposed sector allocation limitations for the Policy
compared to the California Government Code limits:
Sector Investment Limits
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

CA Code Limit

Proposed Limit

Our rationale for changing the sector limits from the current Policy is detailed in the respective
sections that follow.
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A. U.S. Treasuries
We suggest editing the language in this section to more closely reflect the language used in the Code.
B. Asset-Backed Securities (ABS)
To further enhance the City’s diversification and return opportunities, we suggest expanding the
language of this section to include non-Federal Agency/GSE asset-backed securities as allowed by
the Code. Currently, the City’s Investment Policy does not permit non-Federal Agency/GSE ABS.
We suggest establishing a sector limit of 20%, which is consistent with the Code. However, in order
to further limit and manage credit risk, we suggest establishing a minimum rating requirement of
“AAA” or its equivalent for ABS. While this is a more conservative stance than the “AA” minimum
credit requirement established in the Code, we feel that this more stringent rating requirement is a
prudent one and will not significantly limit the universe of ABS issues available for purchase. In fact,
PFM Asset Management LLC (“PFMAM”) is only purchasing “AAA” rated ABS in our client
portfolios.
ABS are bonds created from various types of consumer debt. When consumers borrow money, the
loans become an asset on the books of the entity that extended the credit. The lending entity can
then bundle these assets with those of similar characteristics (e.g., maturity and delinquency risk) and
sell them to investors. Returns on these securities come from customer payments on their
outstanding loans. The primary types of ABS are mortgages, home equity loans, auto loans, leases,
credit card receivables, and student loans. As the following chart demonstrates, this asset class has
consistently offered significant yield premiums compared to U.S. Treasuries.
0-5 Year Index Yields

2.0%

Asset-Backed Securities (AAA-rated)
1.8%

Current yield
premium:
41 basis points

U.S. Treasuries

1.6%
1.4%
1.2%
1.0%
0.8%
0.6%
0.4%
0.2%
0.0%
Nov-13

May-14

Nov-14

May-15

Nov-15

Bank of America Merrill Lynch indices provided by Bloomberg Financial Markets.
Current yield premium as of November 30, 2015.
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Over the past 2 years, asset-backed securities have delivered incremental yield of 0.26% over similar
duration U.S. Treasuries. Using this historical yield relationship as a proxy for future earnings,
should the City choose to allocate 20% to the ABS sector rather than to U.S. Treasuries, the City
may realize incremental interest earnings of over $98,000 per year (assuming an average
portfolio size of $190,000,000).
PFMAM’s internal credit committee has a disciplined process for reviewing ABS issues before they
are approved for purchase. We only purchase ABS of very high credit quality, and we carefully
review the terms of each issue (i.e., collateralization, credit enhancement, etc.) before we approve
each issue.
C. Federal Agencies/GSEs
We suggest editing the language in this section to more closely reflect the language used in the Code.
We recommended combining the federal agency and government-sponsored enterprise (“GSE”)
categories into one sector, which is consistent with the Code. We also wanted to point out that it is
our interpretation, as is also stated in the California Debt and Investment Advisory Commission’s
(“CDIAC”) Local Agency Investment Guidelines, that federal agency/GSE ABS are to be applied to
the “Federal Agency/GSE” category limitations, not the ABS limitations, which refer to non-federal
agency/GSE ABS.
Further, we recommend increasing the issuer limitation to 40% per federal agency/GSE (the City’s
current limitation is 25% per federal agency (GNMA) and 35% per GSE (FHLB, FNMA, FFCB,
and FHLMC)). While not required by the Code, applying this issuer limitation will encourage
diversification within the federal agency/GSE sector.
D. Medium-Term Notes
We suggest amending this section to allow for up to 20% investment in medium-term corporate
notes, which is consistent with the Code guidelines. Currently, the City has a sector limit of 10% for
medium-term corporate notes. We believe the corporate sector has good value today, and we plan to
continue to emphasize the sector in the future. The chart on the next page shows the difference in
yield between U.S. Treasuries and A-AAA medium-term corporate notes for the two years ended
November 30, 2015.
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1-5 Year Index Yields
2.50%
A-AAA Medium-Term Corporate Notes
U.S. Treasuries
2.00%

1.50%

Yield Advantage
1.00%

0.50%

0.00%
Nov-13

May-14

Nov-14

May-15

Nov-15

Bank of America Merrill Lynch indices provided by Bloomberg Financial Markets.

Over this time period, A-AAA medium-term corporate notes have delivered incremental yield of
0.73%. Using this historical incremental yield as a proxy for future earnings, should the City choose
to increase its allocation to medium-term corporate notes from 10% to 20%, the City may realize
incremental interest earnings of over $138,000 per year (assuming an average portfolio size of
$190,000,000).
We also suggest removing the issuer limitation since we have edited the Policy to address issuer
diversification in Section VIII. Investment Diversification. Additionally, we propose removing
language regarding FDIC-guaranteed corporate bonds, since these types of bonds were only
available under the FDIC’s Temporary Liquidity Guarantee program, for which coverage expired in
2012.
F. Prime Commercial Paper
We suggest increasing the issuer limit on prime commercial paper from 2% to 5%. Yields on
commercial paper remain very attractive compared to short-term government-related securities. The
chart on the following page shows the difference in yield between prime commercial paper and U.S.
Treasury Bills for the two years ended November 30, 2015.
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Month-End Yields
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Source: Bloomberg

Increasing the issuer limit will allow the City more flexibility to invest in particular issuers that offer
the most relative value within this sector.
G. Banker’s Acceptances
We suggest reducing the sector investment limitation in this section to 10%. While the 10% sector
limitation is more restrictive than the 40% allowed by the Code and the 30% currently allowed by
the City’s Investment Policy, the very limited supply and liquidity associated with this sector make it
unlikely that we would find it suitable to invest a greater allocation of assets into Banker’s
Acceptances in the foreseeable future.
H. Repurchase Agreements
We suggest a number of changes to the section describing repurchase agreements, including:
(1) Expanding the permitted collateral to include obligations federal agencies/GSEs. (Note: the
Code does not specify which types of collateral are acceptable. At a minimum, we suggest
limiting collateral to those types of securities authorized for investment by the public agency.
In this case, we have taken a more conservative approach whereby only obligations of the
U.S. Treasury and federal agencies/GSEs are permissible collateral.)
(2) Removing the language which dictates the maturity of the collateral, as this is not mandated
by the Code.
(3) Further defining the permissible delivery methods to match the Code.
(4) Changing the mark-to-the-market requirement to match the Code.
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(5) Adding language that gives the City or its custodian a perfected first security interest under
the Uniform Commercial Code, as this language is considered to be a “best practice.”
(6) Editing the language to mandate that only primary dealers of the Federal Reserve Bank of
New York are eligible counterparties.
While it is unlikely that we will recommend that the City utilize repurchase agreements in its
portfolio in the near future, we do suggest that the City take this opportunity to refine the language
in its Investment Policy related to the use of repurchase agreements.
K. Money Market Mutual Funds
We recommend amending the language relating to money market mutual funds to more closely align
with the requirements mandated in the Code. Specifically, we deleted the language requiring that
money market mutual funds only invest in obligations that are otherwise permitted in the Code as
that is not a Code-mandated requirement for registered money market mutual funds. Further, we
added language regarding the requirements related to the investment adviser, which are mandated in
the Code. Finally, we suggest modestly increasing the per issuer limitation from 5% to 10% to allow
for greater investment flexibility under this section. This limitation is still more restrictive than the
Code, which does not have a per issuer limitation.
L. Municipal Obligations
To enhance the diversification and earnings potential of the City’s portfolio, we propose adding
language to allow for investment in obligations issued by the State of California and by the other 49
states as well as in municipal bonds issued by California local agencies, which are permissible
investments under California Government Code but are not currently listed as authorized
investments for the City. While the Code does not restrict the amount that can be invested in this
category, we suggest that the City establish 20% sector and 5% issuer limitations to this category in
order to manage credit and liquidity risk and to further promote portfolio diversification.
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1-5 Year Index Yields
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Municipal Bonds
U.S. Treasuries
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0.00%
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Nov-14

May-15

Nov-15

Bank of America Merrill Lynch indices provided by Bloomberg Financial Markets.

Over the past two years, municipal bonds have delivered incremental yield of 0.20%, but, since
municipal obligations are not authorized by the City’s current Investment Policy, the City has been
unable to take advantage of this incremental yield. Using this historical incremental yield as a proxy
for future earnings, should the City choose to allocate 20% to the municipal sector rather than to
U.S. Treasuries, the City may realize incremental interest earnings of $76,000 per year (assuming
an average portfolio size of $190,000,000).
M. Negotiable Certificates of Deposit
To further enhance the diversification and earnings potential for the City’s portfolio, we suggest that
the City add negotiable certificates of deposit (“negotiable CDs”) to its listing of authorized
investments. Negotiable CDs are listed as permissible investments under California Government
Code but are not currently listed as authorized investments for the City. Negotiable CDs currently
offer an attractive yield premium compared to government securities and could enhance the City’s
earnings. The chart on the next page shows the difference in yield between negotiable certificates of
deposit and U.S. Treasury Bills for the 2 years ended November 30, 2015.
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Month-End Yields
1.00%
1-Year CD (A1/P1)

0.90%

1-Year U.S. Treasury

0.80%
0.70%
0.60%
0.50%
0.40%
0.30%
0.20%
0.10%
0.00%
Nov-13

Feb-14

May-14

Aug-14

Nov-14

Feb-15

May-15

Aug-15

Nov-15

Source: Bloomberg

Over this time period, negotiable certificates of deposit have delivered incremental yield of 0.34%;
however, since negotiable CDs are not authorized by the City’s current Policy, the City has been
unable to take advantage of this incremental yield. Using this historical incremental yield as a proxy
for future earnings, should the City choose to allocate 30% to the negotiable CD sector rather than
U.S. Treasuries, the City may realize incremental interest earnings of over $193,000 per year
(assuming an average portfolio size of $190,000,000).
Further, we suggest adding minimum credit ratings of “A” for long-term negotiable CDs and “A-1”
for short-term negotiable CDs. While not mandated in the Code, we feel that it is prudent to apply
minimum ratings requirements for all non-government securities, including negotiable CDs.
Establishing minimum ratings requirements will help to mitigate credit risk in these types of
investment instruments.
N. Other U.S. Instrumentalities
Effective January, 1, 2015, AB 1933 added subsection 53601 (q) to the Code. This subsection allows
local agencies to invest in the senior debt obligations of three specific U.S. instrumentalities. We are
recommending that the City add this sector to the Policy. The addition of these obligations to the
Policy would provide the City with an additional diversification opportunity using a high-quality
investment sector. These securities have an active secondary market with generally good liquidity,
although, they are less liquid than federal agencies/GSEs. As the supply of traditional federal
agencies/GSEs has dwindled in recent years and will continue to do so going forward, obligations of
these U.S. instrumentalities will serve as an attractive investment alternative to traditional federal
agencies/GSEs. We recommend that the City establish a 20% maximum allocation to obligations of
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these U.S. instrumentalities, which is more conservative than the 30% maximum allocation
established under the Code.
Summary
The table below summarizes our suggested changes to the Authorized Investments section of the
City’s Investment Policy.
Investment Limits and Specifications
Sector Type

Sector Maximum (%)
Code / Suggested / Current

Per Issuer Maximum (%)
Code / Suggested / Current

Suggested Minimum Ratings
2
Requirement

Suggested
Maximum
Maturity

U.S. Treasury

100% / 100% / 100%

N/A / 100%/ 100%

N/A

5 Years

Issued by an issuer having
an “AA” or higher rating or
its equivalent for the issuer’s
debt and rated in a rating
category of “AAA” or its
equivalent

5 Years

1

Non-Federal
Agency/GSE MortgageBacked and Asset3
Backed Securities (ABS)

20% / 20% / 0%

N/A / 5% / N/A

Federal Agency / GSE

100% / 70% / See footnote

N/A / 40% / See footnote

N/A

5 Years

Corporates

30% / 20% / 10%

N/A / 5% / 2%

Three Highest Rating
Categories
(“A” or equivalent)

5 Years

Non-Negotiable
Certificates of Deposit
(CDs)

100% / 30% / 30%

N/A / 5% / 5%

N/A

3 Years

Commercial Paper (CP)

25% / 15% / 15%

N/A / 5% / 2%

Bankers’ Acceptances

40% / 10% / 30%

30% / 5% / 5%

Repurchase Agreements

100% / 10% / 10%

N/A / 10% / 5%

LAIF

Lesser of 65% or $50 million

Lesser of 65% or $50
million

N/A

N/A

San Mateo County Pool

N/A / 30% / 30%

N/A / 30% / 30%

N/A

N/A

Money Market Funds

20% / 20% / 20%

N/A / 10% / 5%

Municipals

N/A / 20% / 0%

N/A / 5% / N/A

4

Highest ST Rating Category
(“A-1” or equivalent)
Highest ST Rating Category
(“A-1” or equivalent)
Highest ST Counterparty
Rating Category
(“A-1” or equivalent) or
Three Highest LT Rating
Categories
(“A” or equivalent)

Highest rating provided by at
least two NRSROs (“AAA” or
equivalent)
Three Highest LT Rating
Categories
(“A” or equivalent) or
Highest ST Rating Category
(“A-1” or equivalent)

270 Days
180 Days

90 Days

N/A

5 Years
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Sector Type

Sector Maximum (%)
Code / Suggested / Current

1

Per Issuer Maximum (%)
Code / Suggested / Current

Negotiable Certificates of
Deposit (CDs)

30% / 30% / 0%

N/A / 5% / N/A

Other U.S.
Instrumentalities

30% / 20% / 0%

N/A / 10% / N/A

Suggested Minimum Ratings
2
Requirement
Three Highest LT Rating
Categories
(“A” or equivalent) or
Highest ST Rating Category
(“A-1” or equivalent)
Two Highest LT Rating
Categories
(“AA” or equivalent)

Suggested
Maximum
Maturity

5 Years

5 Years

Notes:
1

Excluding U.S. Treasuries, Federal Agencies/GSEs, repurchase agreements, U.S. instrumentalities and investment pools, no more than
5% of the portfolio may be invested in any one non-governmental issuer regardless of sector.

2

Rating by at least one Nationally Recognized Statistical Ratings Organization (“NRSRO”), unless otherwise specified. ST=Short-term;
LT=Long-term.

3

The City’s current Policy segregates federal agency securities from GSE securities and applies a sector/issuer limit of 25% to federal
agencies and sector/issuer limits of 70% and 35%, respectively, to GSEs. We suggested combining federal agency and GSE securities
into one category (which is consistent with Code) and applying a 70% sector limit and 40% issuer limit.

4

Maximum exposure to any one federal agency/GSE, including the combined holdings of agency/GSE debt and agency/GSE MBS, is
40%.

While some sectors have historically returned more than others, the chart below demonstrates that
the strongest performing sectors will often change in any given year. Diversifying the portfolio into
new sectors will reduce the volatility of the City’s portfolio returns.
2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

1-5 Year Treasury

1.65%

4.65%

8.16%

8.73%

12.59%

5.76%

3.66%

5.85%

1.24%

2.12%

1-5 Year Corporate A-AAA

1.58%

4.54%

7.27%

7.66%

5.56%

3.61%

3.36%

1.63%

1.14%

1.30%

1-5 Year Municipal

1.39%

3.81%

6.09%

5.65%

2.47%

3.02%

2.55%

1.38%

0.03%

1.30%

1-5 Year Agency

1.21%

3.22%

5.00%

-3.16%

0.23%

1.85%

2.44%

0.91%

-0.19%

1.24%

Bank of America Merrill Lynch indices provided by Bloomberg Financial Markets.

VIII. Diversification
We added the requirement that, excluding U.S. government, federal agency, government-sponsored
enterprises, and other U.S. instrumentality obligations, repurchase agreements, and investment
pools, no more than 5% of the City’s total portfolio may be invested in any one issuer, regardless of
sector. While not mandated by the Code, we feel that this is a prudent limitation to apply to the
portfolio as it serves to enhance diversification and mitigate credit risk.
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XI. Selection of Broker/Dealers
We propose adding language to this section to reflect the fact that PFMAM maintains our own
approved broker/dealer list.
XIII. Portfolio Performance
We propose amending the language in this section so that the City is no longer mandated to use a
specific performance benchmark but instead is permitted to use an appropriate benchmark of its
choosing. It should be noted that the Code does not mandate the use of a performance benchmark;
however, we feel that it is prudent to establish a specific benchmark to measure the performance of
the City’s investment portfolio, and we will always provide you with a performance benchmark
comparison in your quarterly reports. Currently, the benchmark for the PFMAM-managed portion
of the City’s portfolio is the Bank of America Merrill Lynch 1 – 5 Year U.S. Treasury Benchmark.
As always, we will keep the City appraised of any developments that would impact the City’s
investments, and we look forward to continuing to work with you as we further refine your Policy.
Please contact us if you have any questions.
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Important Disclosures
This information provided is only intended for institutional and/or sophisticated professional
investors and may not be suitable for all investors. It should not be construed as an offer or to
purchase/sell any investment. Any investment or strategy referenced may involve significant risks,
including, but not limited to: risk of loss, illiquidity, or failure to achieve desired objectives.
The views expressed within this material constitute the perspective and judgment of PFM at the
time of distribution and are subject to change. Any forecast, projection, or prediction of the market,
the economy, economic trends, and equity or fixed-income markets are based upon current opinion
as of the date of issue, and are also subject to change. Opinions and data presented are not
necessarily indicative of future events or expected performance. Information contained herein is
based on data obtained from recognized statistical services, issuer reports or communications, or
other sources, believed to be reliable. No representation is made as to its accuracy or completeness.
PFM Asset Management LLC is a U.S. SEC registered investment adviser.
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INVESTMENT POLICY
THE CITY OF SAN MATEO
AND CITY OF SAN MATEO, ACTING AS SUCCESSOR AGENCY TO THE REDEVELOPMENT
AGENCY OF THE CITY OF SAN MATEO
I.

SCOPE AND AUTHORITY
In accordance with the Charter of the City of San Mateo, (the “City”), the Finance
Director/City Treasurer is responsible for investing the unexpended cash of the City and the
Successor Agency to the Redevelopment Agency of the City of San Mateo (the “Successor
Agency”) in the City Treasury. The authority governing investments for local agencies is set
forth in the California Government Code Sections 53600 et. seq.
This Investment Policy (the “Policy”) applies to all the investment activities of the City and
the Successor Agency. The Policy will also apply to all other funds under the Finance
Director/City Treasurer’s span of control unless specifically exempted by statute or
ordinance. All the invested financial assets are accounted for in the City’s fund accounting
system which includes: General Fund, Special Revenue Funds, Capital Project Funds,
Enterprise Funds, Debt Service Funds, Internal Service Funds, and Trust and Agency Funds.
All cash shall be pooled for investment purposes. The investment income derived from the
pooled investment account shall be allocated to the contributing funds based upon the
proportion of the respective average balances relative to the total pooled balance. Investment
income shall be distributed to the individual funds not less than annually.

II.

OBJECTIVES
City and Successor Agency funds shall be invested in accordance with all applicable City
policies and codes, State statutes, and Federal regulations, and in a manner designed to
accomplish the following objectives, which are listed in priority order:
A.

Safety of principal
The City shall seek to preserve principal by mitigating credit risk and market risk, as
defined below:
1. “Credit Risk” - the risk of loss due to failure of the issuer of a security or the
diminished quality of its rating.
Credit risk shall be mitigated by diversifying the investment portfolio.
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2. “Market Risk” - the risk of market value fluctuations due to overall changes in the
general level of interest rates.
Market risk shall be mitigated by limiting the average maturity of the City’s
portfolio to three years and the maximum maturity of any one security in the
portfolio to five years. The portfolio shall be structured with an adequate mix of
highly liquid securities and those with maturities scheduled to meet major cash
outflow requirements.
B.

Liquidity Standard
To ensure sufficient liquidity in order to meet anticipated cash flows, 25% of the
market value of the portfolio shall be invested in liquid securities or deposits with a
remaining maturity of six months or less.

C.

Return on investment
The City’s investment portfolio shall be structured to attain a market-average rate of
return through economic cycles.

III.

DELEGATION OF AUTHORITY
In accordance with the City Charter, the City Manager delegates his/her authority over
investment activities to the Finance Director/City Treasurer or his/her designee. Staff
members of the Finance Department’s Treasury Division may be assigned to perform the
day-to-day treasury activities related to the investment of City funds. No person may engage
in an investment transaction except as expressly provided under the terms of this Policy.
The City may delegate its investment authority to an investment adviser registered under the
Investment Advisers Act of 1940, so long as it can be demonstrated that these services
produce a net financial advantage or necessary financial protection of the City’s financial
resources. The adviser shall follow this Policy and such other written instructions as
provided. Such delegation is subject to City review and overriding discretion which will be
exercised as needed.

IV.

INTERNAL CONTROLS
The Finance Director/City Treasurer has established a system of internal controls to ensure
compliance with the investment policies and procedures of the City, the Successor Agency,
and the California Government Code. Such controls shall be designed to prevent losses of
public funds arising from fraud, employee error, and misrepresentation by third parties, or
imprudent actions by employees of the City. Investment decisions are made by the Finance
Director/City Treasurer or his/her designee, and executed by staff of the Finance
Department’s Treasury Division. All wire transfers initiated by Finance Department staff
members must be approved and transmitted by the Finance Director/City Treasurer or his/her
designee. Proper documentation obtained from confirmation and cash disbursement wire
transfers is required for each investment transaction. Timely bank reconciliation is conducted
to ensure proper handling of all transactions.
The investment portfolio and all related transactions are reviewed and balanced to
appropriate general ledger accounts by senior finance staff on a monthly basis. An
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independent analysis by an external auditor shall be conducted annually to review and
perform procedure testing on the City’s cash and investments. The Finance Director/City
Treasurer shall review and assure compliance with investment processes and procedures.
V.

ETHICS AND CONFLICT OF INTEREST
In accordance with California Government Code Sections 1090 et seq. and 87100 et seq.,
officers and employees of the City will refrain from any activity that could conflict with the
proper execution of the investment program or which could impair their ability to make
impartial investment decisions, and all investment personnel shall subordinate their personal
investment transactions to those of the City. In addition, City Council members, the City
Manager, Finance Director/City Treasurer, and Deputy Finance Director shall comply with
the reporting requirements of California Government Code Section 87203 and regulations of
the Fair Political Practices Commission and file a Statement of Economic Interest annually.

VI.

PRUDENT INVESTOR STANDARD
The standard of prudence to be used for managing the City’s investments shall be California
Government Code Section 53600.3, the prudent investor standard, which states that “When
investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing public funds,
a trustee 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.”
The City recognizes that market prices of securities will vary depending on economic and
interest rate conditions at any point in time. It is further recognized, that in a well-diversified
investment portfolio, occasional measured losses may occur due to economic, bond market,
or individual security credit events. These occasional declines in value must be considered
within the context of the overall investment program objectives and the resultant long-term
rate of return.
The Finance Director/City Treasurer and other individuals assigned to manage the
investment portfolio, acting within the intent and scope of this Policy and other written
procedures and exercising due diligence, shall be relieved of personal responsibility and
liability for an individual security’s credit risk or market price changes, provided deviations
from expectations are reported in a timely manner and appropriate action is taken to control
adverse developments.

VII.

AUTHORIZED INVESTMENTS
All investments and deposits of the City shall be made in accordance with California
Government Code Sections 16429.1, 53600-53609, and 53630-53686. Any amendments to
these code sections will be assumed to be part of this Policy immediately upon being
enacted. However, in the event that such amendments conflict with this Policy and past City
investment practices, the City may delay adherence to the new requirements when it is
deemed in the best interest of the City to do so. In such instances, after consultation with the
City’s attorney, the Finance Director/ City Treasurer will present a recommended course of
action to the City Council for approval. The authorized investments are described below.
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A.

United States Treasury notes, bonds, bills, or certificates of indebtedness, or those for
which the full faith and credit of the United States are pledged for the payment of
principal and interest. There is no limitation on the percentage of the portfolio that can
be invested in this category.

B.

A mortgage pass-through security, collateralized mortgage obligation, mortgagebacked or other pay-through bond, equipment lease-backed certificate, consumer
receivable pass-through certificate, or consumer receivable-backed bond. Eligible
securities must be rated at least “AAA” or the equivalent by a nationally recognized
statistical-rating service organization (“NRSRO”) and be issued by an issuer with a
rating of at least “AA” or the equivalent for the issuer’s debt. The aggregate
investment in these types of non-federal agency/GSE asset-backed securities shall not
exceed 20% of the City’s total portfolio, and no more than 5% of the City’s total
portfolio shall be invested in the non-federal agency/GSE asset-backed securities of
any one issuer.

C.

Federal agency or United States government-sponsored enterprise (“GSE”)
obligations, participations, or other instruments, including those issued by or fully
guaranteed as to principal and interest by federal agencies or United States
government-sponsored enterprises. The aggregate investment in federal agency
securities/GSEs shall not exceed 70% of the City’s total portfolio, and the securities of
any one federal agency/GSE shall not exceed 40% of the City’s total portfolio,
including the combined holdings of federal agency/GSE debt and federal agency/GSE
mortgage-backed securities.

D.

Medium-Term Notes issued by corporations organized and operating within the United
States or by depository institutions licensed by the United States or any state and
operating within the United States and rated at least “A” or the equivalent by an
NRSRO. The aggregate investment in medium-term notes shall not exceed 20% of the
City’s total portfolio, and no more than 5% of the City’s total portfolio shall be
invested in the medium-term notes of any one issuer.

E.

Non-negotiable Certificates of Deposit with a maturity not exceeding three years from
the date of trade settlement, in state- or nationally-chartered banks or savings banks
that are insured by the FDIC, subject to the limitations of California Government Code
Section 53638. Amounts in excess of FDIC insurance coverage shall be secured in
accordance with California Government Code Section 53652. No more than 5% of the
City’s total portfolio shall be invested in the deposits of any one bank. The aggregate
investment in non-negotiable certificates of deposit shall not exceed 30% of the City’s
total portfolio.

F.

“Prime” commercial paper with a maturity not exceeding 270 days from the date of
trade settlement with the highest ranking or of the highest letter and number rating as
provided for by an NRSRO. The entity that issues the commercial paper shall meet all
of the following conditions in either sub-paragraph A. or sub-paragraph B. below:
A. The entity shall (1) be organized and operating in the United States as a
general corporation, (2) have total assets in excess of $500,000,000 and
(3) have debt other than commercial paper, if any, that is rated at least
“A” or the equivalent by an NRSRO.
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B. The entity shall (1) be organized within the United States as a special
purpose corporation, trust, or limited liability company, (2) have
program-wide credit enhancements, including, but not limited to,
overcollateralization, letters of credit or surety bond; and (3) have
commercial paper that is rated at least “A-1” or the equivalent by an
NRSRO.
The City may purchase no more than 10% of the outstanding commercial paper of any
one issuer, and the aggregate investment in commercial paper shall not exceed 15% of
the City’s total portfolio. Further, no more than 5% of the City’s total portfolio shall be
invested in the commercial paper of any one issuer.
G.

Eligible Banker’s Acceptances with a maturity not exceeding 180 days from the date
of trade settlement, rated at least “A-1” or the equivalent by an NRSRO, drawn on or
accepted by a commercial bank, whose deposits are insured by the FDIC, and whose
senior long-term debt is rated at least “A” or the equivalent by an NRSRO at the time
of purchase. No more than 5% of the City’s total portfolio shall be invested in banker’s
acceptances of any one issuer, and the aggregate investment in banker’s acceptances
shall not exceed 10% of the City’s total portfolio.

H.

Repurchase Agreements with a final termination date not exceeding 90 days
collateralized by obligations of the U.S. Treasury, federal agencies and/or governmentsponsored enterprises (described in sections VII.A and VII.C above). For the purpose
of this section, the term collateral shall mean purchased securities under the terms of
the City’s approved Master Repurchase Agreement. The purchased securities shall
have a minimum market value including accrued interest of 102% of the dollar value
of the funds borrowed. All collateral must be delivered to the City’s custodian bank by
book entry, physical delivery, or by a third party custodial agreement. The market
value of the collateral securities shall be marked-to-the-market at least quarterly, and
the value of the underlying collateral must be brought back up to 102 percent no later
than the next business day. Market value must be calculated each time there is a
substitution of collateral. No more than 10% of the City’s total portfolio shall be
invested in repurchase agreements with any one counterparty, and the aggregate
investment in repurchase agreements shall not exceed 10% of the City’s total portfolio.
The City or its custodian shall have a perfected first security interest under the
Uniform Commercial Code in all securities subject to Repurchase Agreement.
The City may enter into Repurchase Agreements only with primary dealers of the
Federal Reserve Bank of New York. Approved Repurchase Agreement
counterparties shall have a short-term credit rating of at least “A-1”, or the
equivalent, and a long-term credit rating of at least “A”, or the equivalent, by a
NRSRO. Repurchase agreement counterparties shall execute a City-approved
Master Repurchase Agreement with the City. The Finance Director/City Treasurer
shall maintain a copy of the City’s approved Master Repurchase Agreement along
with a list of broker/dealers who have executed this agreement.
Reverse repurchase agreements will not be permitted.

I.

LOCAL AGENCY INVESTMENT FUND. The City may invest in the Local Agency
Investment Fund (LAIF) established by the State Treasurer (per Government Code
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Section 16429.1) for the benefit of local agencies up to the maximum amount
permitted by LAIF or 65% of the market value of the City’s total portfolio, whichever
is less.
J.

SAN MATEO COUNTY POOL. The City may invest in the San Mateo County Pool
established by the San Mateo County Treasurer for the benefit of local agencies (as
established in California Code Section 53684). No more than 30% of the market value
of the City’s total portfolio may be invested in this category.

K.

Shares of beneficial interest issued by a diversified management company that are
money market funds registered with the Securities and Exchange Commission under
the Investment Company Act of 1940 (15 U.S.C. Sec. 80a-1 et seq.). Provided that the
money market funds (1) are “no-load” (no commission or fee shall be charged on
purchases or sales of shares); (2) have a constant daily net asset value per share of
$1.00; (3) have a rating of “AAA” or the equivalent by at least two NRSROs or have
retained an investment adviser registered or exempt from registration with the
Securities and Exchange Commission with not less than five years’ experience
managing money market mutual funds with assets under management in excess of five
hundred million dollars ($500,000,000). No more than 10% of the City’s total portfolio
shall be invested in any one issuer and the aggregate investment in money market
funds shall not exceed 20% of the City’s total portfolio.

L.

Obligations of the State of California or any local agency within the state, including
bonds payable solely out of revenues from a revenue-producing property owned,
controlled, or operated by the state or any local agency or by a department, board,
agency, or authority of the state or any local agency.
Registered treasury notes or bonds of any of the other 49 states in addition to
California, including bonds payable solely out of the revenues from a revenueproducing property owned, controlled, or operated by a state or by a department,
board, agency, or authority of any of the other 49 states, in addition to California.
Securities in this section must have a short-term rating of “A-1” or the equivalent by an
NRSRO or a long-term rating of “A” or the equivalent by an NRSRO. No more than
5% of the City’s total portfolio shall be invested in any one municipal issuer, and the
aggregate investment in municipal bonds shall not exceed 20% of the City’s total
portfolio.

M.

Negotiable certificates of deposit or deposit notes issued by a nationally- or statechartered bank, a savings association or a federal association (as defined by Section
5102 of the Financial Code), a state or federal credit union, or by a federally-licensed
or by a state-licensed branch of a foreign bank. Eligible negotiable certificates of
deposit shall be rated “A” for long-term, “A-1” for short-term, their equivalent, or
higher by an NRSRO. No more than 5% of the City’s total portfolio shall be invested
in the negotiable certificates of deposit of any one issuer, and the aggregate investment
in negotiable certificates of deposit shall not exceed 30% of the City’s total portfolio.

N.

United States dollar denominated senior unsecured unsubordinated obligations issued
or unconditionally guaranteed by the International Bank for Reconstruction and
Development, International Finance Corporation, or Inter-American Development
Bank, with a maximum remaining maturity of five years or less and eligible for
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purchase and sale within the United States. Investments under this subsection shall be
rated at least “AA” or the equivalent, by an NRSRO. No more than 10% of the City’s
total portfolio shall be invested in any one issuer and the aggregate investment under
this section shall not exceed 20% of the City’s total portfolio.

The foregoing list of authorized securities and transactions shall be strictly interpreted. Any
deviation from this list must be approved in advance by resolution of the City Council.
NOTE 1: References throughout this document to “the City’s total portfolio” will be the
market value of the portfolio at the time the specific security is purchased.
NOTE 2: Should the rating of any authorized investment subsequent to purchase fall below
the requirement, the Finance Director/City Treasurer, or his/her designee, shall evaluate the
downgrade on a case-by-case basis and determine whether the security should be held or
sold. The Finance Director/City Treasurer shall apply the general objectives of safety,
liquidity, and return on investment in making such determination. That determination shall be
documented in the quarterly report.
VIII.

INVESTMENT DIVERSIFICATION
The City shall diversify its investments within the parameters of this Policy to avoid
incurring unreasonable risks inherent in over-investing in specific instruments, individual
financial institutions or maturities. Nevertheless, the asset allocation in the investment
portfolio should be flexible depending upon the outlook for the economy, the securities
markets, and the City’s anticipated cash flow needs. Further, excluding U.S. Government
(Section VII.A), federal agency, and government-sponsored enterprise obligations (Section
VII.C), repurchase agreements (Section VII.H), other U.S. instrumentalities (Section VII.N),
and investment pools, such as LAIF (Section VII.I), the San Mateo County Pool (Section
VII.J), and money market funds (Section VII.K), no more than 5% of the City’s total
portfolio may be invested in any one issuer, regardless of sector.

IX.

SELECTION OF BROKER/DEALERS
The Finance Director/City Treasurer shall maintain a list of broker/dealers approved for
investment purposes, and it shall be the policy of the City to conduct transactions only with
those authorized firms. To be eligible, a firm must be licensed by the State of California as a
broker/dealer as defined in Section 25004 of the California Corporations Code, and:
1.
2.
3.

Be recognized as a Primary Dealer by the Federal Reserve Bank of New York, or
Report voluntarily to the Federal Reserve Bank of New York, or
Qualify under Securities and Exchange Commission (SEC) Rule 15c3-1 (Uniform Net
Capital Rule).

Each authorized broker/dealer shall be required to submit and annually update a City
approved Broker/Dealer Information form. The Finance Director/City Treasurer shall
maintain a list of the broker/dealers that have been approved by the City, along with each
firm’s most recent Broker/Dealer Information Request form.
If the City has not engaged the support services of an outside investment advisor while in the
process of executing a particular transaction, the authorized broker/dealer(s) shall provide
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certification of having received and reviewed this Policy. For transactions initiated through
an investment advisor, the investment advisor may use their own list of approved
broker/dealers and financial institutions, which it will maintain and review periodically.
The City may purchase commercial paper from direct issuers even though they are not on the
approved broker/dealer list as long as they meet the criteria outlined in Item F of the
Authorized Investments section of this Policy.
X.

COMPETITIVE TRANSACTIONS
Each investment transaction shall be competitively transacted with authorized broker/dealers.
At least three broker/dealers shall be contacted for each transaction, and their bid and
offering prices shall be recorded.
If the City is offered a security for which there is no other readily available competitive
offering, then the Finance Director/City Treasurer will document quotations for comparable
or alternative securities.

XI.

SELECTION OF BANKS
The Finance Director/City Treasurer shall maintain a list of banks approved to provide
depository and other banking services for the City. To be eligible for authorization, a bank
shall qualify as a depository of public funds in the State of California as defined in California
Government Code Section 53630.5, shall be a member of the FDIC, and shall secure all
deposits exceeding FDIC insurance coverage in accordance with California Government
Code Section 53652.

XII.

SAFEKEEPING AND CUSTODY
The Finance Director/City Treasurer shall select a bank to provide safekeeping and custodial
services for the City, in accordance with the provisions of Section 53608 of the California
Government Code. A City-approved Safekeeping Agreement shall be executed with the
custodian bank prior to utilizing that bank’s safekeeping services. The custodian bank will be
selected on the basis of its ability to provide satisfactory safekeeping services and the
competitive pricing of them.
The purchase and sale of securities and repurchase agreement transactions shall be settled on
a delivery-versus-payment basis. All securities shall be perfected in the name of the City.
Sufficient evidence to title shall be consistent with modern investment, banking, and
commercial practices.
All investment securities will be delivered by either book entry or physical delivery and will
be held by the City’s custodian bank, its correspondent bank or its Depository Trust
Company (DTC) participant account.

XIII.

PORTFOLIO PERFORMANCE
The investment portfolio shall be designed to attain a market rate of return throughout
budgetary and economic cycles, taking into account prevailing market conditions, risk
constraints for eligible securities, and cash flow requirements. An appropriate benchmark or
benchmarks will be established against which portfolio performance shall be compared on a
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regular basis. When comparing the performance of the City’s portfolio, its rate of return will
be computed net of all fees and expenses.
XIV.

MONTHLY REPORTING
Monthly, the Finance Director/City Treasurer shall submit to the City Council a report of the
investment earnings and performance results of the City’s investment portfolio. The report
shall include the following information:
1. Investment type, issuer, date of purchase and maturity, par value and dollar amount invested
in all securities, and investments and monies held by the City;
2. A description of the funds, investments and programs;
3. A market value as of the date of the report (or the most recent valuation as to assets not
valued monthly) and the source of the valuation;
4. A statement of compliance with this Policy or an explanation for non-compliance; and
5. A statement of the City’s ability to meet expenditure requirements for six months, and an
explanation of why money will not be available if that is the case.

XV.

INVESTMENT POLICY ADOPTION
This Investment Policy shall be adopted by resolution of the City Council. The Policy shall be
reviewed annually by the Investment Advisory Committee and any modifications made thereto
must be approved by the City Council.
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ADOPTED
BY CITY COUNCIL
Date 1-21-14Draft as of September 15DecemberNovember 2229324, 2015

INVESTMENT POLICY
THE CITY OF SAN MATEO
AND CITY OF SAN MATEO, ACTING AS SUCCESSOR AGENCY TO THE REDEVELOPMENT
AGENCY OF THE CITY OF SAN MATEO
I.

SCOPE AND AUTHORITY
In accordance with the Charter of the City of San Mateo, (the “City”), the Finance
Director/City Treasurer is responsible for investing the unexpended cash of the City and City
of San Mateo and the, acting as Successor Agency to the Redevelopment Agency of the City
of San Mateo (the “Successor Agency”) in the City Treasury. The authority governing
investments for local agencies is set forth in the California Government Code Sections 53600
et. seq.
This Investment Policy (the “Policy”) applies to all the investment activities of the City and
the Successor Agency, and the proceeds of debt issues, except for the proceeds of debt issues
held by a fiscal agent or bond trustee and the employees’ retirement funds, thatwhich are
administered separately. The Policy will also apply to all other funds under the Finance
Director/City Treasurer’s span of control unless specifically exempted by statute or
ordinance. All the invested financial assets are accounted for in the City’s fund accounting
system which includes: General Fund, Special Revenue Funds, Capital Project Funds,
Enterprise Funds, Debt Service Funds, Internal Service Funds, and Trust and Agency Funds.
One exception does exist regarding the investment of bond reserve and project construction
funds, or cash held by the fiscal agent or bond trustee. If, in the opinion of the Finance
Director/City Treasurer, matching the segregated investment portfolio of the bond reserve
fund with the maturity schedule of an individual bond issue is prudent given current
economic analysis, this Policy authorizes extending beyond the five-year maturity limitation,
as outlined herein. The City Council may, as part of a bond issuance, direct or authorize staff
to invest bond reserve and project funds in investment instruments authorized in the bond
documents, as prescribed in Section 53601(1) of the California Government Codeauthorized
by California Government Code that are not contained within this Policy.
All cash , except those funds held by the fiscal agent, shall be pooled for investment
purposes. The investment income derived from the pooled investment account shall be
allocated to the contributing funds based upon the proportion of the respective average
balances relative to the total pooled balance. Investment income shall be distributed to the
individual funds not less than annually.

II.

OBJECTIVES
City and Successor Agency funds shall be invested in accordance with all applicable City
25

1

policies and codes, State statutes, and Federal regulations, and in a manner designed to
accomplish the following objectives, which are listed in priority order:
A.

Safety of principal
The City shall seek to preserve principal by mitigating credit risk and market risk, as
defined below:
1. “Credit Risk” - the risk of loss due to failure of the issuer of a security or the
diminished quality of its rating.
Credit risk shall be mitigated by investing in only very safe securities, and by
diversifying the investment portfolio.
2. “Market Risk” - the risk of market value fluctuations due to overall changes in the
general level of interest rates.
Market risk shall be mitigated by limiting the average maturity of the City’s
portfolio to three years and the maximum maturity of any one security in the
portfolio to five years. The portfolio shall be structured with an adequate mix of
highly liquid securities and those with maturities scheduled to meet major cash
outflow requirements.
Each investment transaction shall seek to ensure that capital losses are avoided,
whether from securities default, broker-dealer default, or erosion of market value.

B.

Liquidity Standard
To ensure sufficient liquidity in order to meet anticipated cash flows, 25% of the
market value of the portfolio shall be invested in liquid securities or deposits with a
remaining maturity of six months or less.

C.

Return on investment
The City’s investment portfolio shall be structured to attain a market-average rate of
return through economic cycles.

III.

DELEGATION OF AUTHORITY
In accordance with the City Charter, the City Manager delegates his/her authority over
investment activities to the Finance Director/City Treasurer or his/her designee. Staff
members of the Finance Department’s Treasury Division may be assigned to perform the
day-to-day treasury activities related to the investment of City funds. No person may engage
in an investment transaction except as expressly provided under the terms of this Policy.
The City may delegate its investment authority to an investment adviser registered under the
Investment Advisers Act of 1940, so long as it can be demonstrated that these services
produce a net financial advantage or necessary financial protection of the City’s financial
resources. The adviser shall follow this Policy and such other written instructions as
provided. Such delegation is subject to City review and overriding discretion which will be
exercised as needed.
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IV.

INTERNAL CONTROLS
The Finance Director/City Treasurer has established a system of internal controls to ensure
compliance with the investment policies and procedures of the City, the Successor Agency,
and the California Government Code. Such controls shall be designed to prevent losses of
public funds arising from fraud, employee error, and misrepresentation by third parties, or
imprudent actions by employees of the City. Investment decisions are made by the Director
of FinanceFinance Director/City Treasurer, or his/her designee, and executed and confirmed
by staff of the Finance Department’s Treasury Division. All wire transfers initiated by senior
level finance Finance Department staff members must be approved and transmitted by the
Director of FinanceFinance Director/City Treasurer, or his/her designee.senior finance staff.
Proper documentation obtained from confirmation and cash disbursement wire transfers is
required for each investment transaction. Timely bank reconciliation is conducted to ensure
proper handling of all transactions.

The investment portfolio and all related transactions are reviewed and balanced to
appropriate general ledger accounts by senior finance staff on a monthly basis. An
independent analysis by an external auditor shall be conducted annually to review and
perform procedure testing on the City’s cash and investments that have a material impact on
the financial statements. The Director of FinanceFinance Director/City Treasurer shall
review and assure compliance with investment processes and procedures.
A compliance review of the investment activities is to be conducted by a public accounting firm as part
of the annual independent audit.
V.

ETHICS AND CONFLICT OF INTEREST
In accordance with California Government Code Sections 1090 et seq. and 87100 et seq.,
officers and employees of the City will refrain from any activity that could conflict with the
proper execution of the investment program or which could impair their ability to make
impartial investment decisions, and all investment personnel shall subordinate their personal
investment transactions to those of the City. In addition, City Council members, and the
Finance Director/City Manager, Finance Director/City Treasurer, and Deputy Finance
Director shall comply with the reporting requirements of California Government Code
Section 87203 and regulations of the Fair Political Practices Commission and file a
Statement of Economic Interest annually.

VI.

PRUDENT PERSON INVESTOR STANDARD
The standard of prudence to be used for managing the City’s investments shall be California
Government Code Section 53600.3, the prudent investor standard, which states that “When
investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing public funds,
a trustee 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.”
The City recognizes that market prices of securities will vary depending on economic and
interest rate conditions at any point in time. It is further recognized, that in a well- diversified
investment portfolio, occasional measured losses may occur due to economic, bond market,
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or individual security credit analysisevents. These occasional declines in value must be
considered within the context of the overall investment program objectives and the resultant
long-term rate of return.
The Finance Director/City Treasurer and other individuals assigned to manage the
investment portfolio, acting within the intent and scope of this Policy and other written
procedures and exercising due diligence, shall be relieved of personal responsibility and
liability for an individual security’s credit risk or market price changes, provided deviations
from expectations are reported in a timely manner and appropriate action is taken to control
adverse developments.
VII.

AUTHORIZED INVESTMENTS
All investments and deposits of the City shall be made in accordance with California
Government Code Sections 16429.1, 53600-53609, and 53630-53686. Any amendments to
these code sections will be assumed to be part of this Policy immediately upon being
enacted. However, in the event that such amendments conflict with this Policy and past City
investment practices, the City may delay adherence to the new requirements when it is
deemed in the best interest of the City to do so. In such instances, after consultation with the
City’s attorney, the Finance Director/ City Treasurer will present a recommended course of
action to the City Council for approval. The authorized investments are described below.
A.

United States Treasury bills, notes, bonds, or strips or those for which the full faith and
credit of the United States are pledged for payment of principal and interest.with a
final maturity not exceeding five years from the date of trade settlement. There is no
limitation on the percentage of the portfolio that can be invested in this category,
although a five-year maturity limitation is applicable..
United States Treasury notes, bonds, bills, or certificates of indebtedness, or those for
which the full faith and credit of the United States are pledged for the payment of
principal and interest. There is no limitation on the percentage of the portfolio that can
be invested in this category. , although a five-year maturity limitation is applicable.

B.

A mortgage pass-through security, collateralized mortgage obligation, mortgagebacked or other pay-through bond, equipment lease-backed certificate, consumer
receivable pass-through certificate, or consumer receivable-backed bond. Eligible
securities must be rated at least “AAA”, or the equivalent , by a nationally recognized
statistical-rating service organization (“NRSRO”) and be issued by an issuer with a
rating of at least “AA”, or the equivalent , for the issuer’s debt. Federal Agency
debentures and mortgage-backed securities with a final maturity not exceeding five
years from the date of trade settlement issued by the Government National Mortgage
Association (GNMA). The aggregate investment in these types of non-federal
agency/GSE assetFederal Agency-backed securities shall not exceed 205% of the
City’s total portfolio, and no more than 5% of the City’s total portfolio shall be
invested in the non-federal agency/GSE asset-backed securities of any one issuer.

C.

Federal agency or United States government- sponsored enterprisesponsored
enterprise (“GSE”) obligations, participations, participations, or,
otheror
instrumentsother instruments, including, including those issued by or fully guaranteed
as to principal and interest by federal agencies or United States government-sponsored
enterprises. Federal Instrumentality (government sponsored enterprise) debentures,
discount notes, callable and step-up securities, with a final maturity not exceeding five
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years from the date of trade settlement, issued by the following only: Federal Home
Loan Banks (FHLB), Federal National Mortgage Association (FNMA), Federal Farm
Credit Banks (FFCB) and Federal Home Loan Mortgage Corporation (FHLMC). The
aggregate investment in fFederal agencyInstrumentalityagency securities/GSEs shall
not exceed 70% of the City’s total portfolio, and the securities of any one federal
agency/GSEInstrumentality shall not exceed 3540% of the City’s total portfolio, .
There is no limitation on the percentage of the portfolio that can be invested in this
category. However, no more than 405% of the City’s total portfolio shall be invested in
the securities of any one federal agency, including the combined holdings of Agency
federal agency/GSE debt and federal agency/GSE mortgage-backed securities.
D.

Medium-Term Notes issued by corporations organized and operating within the United
States or by depository institutions licensed by the United States or any state and
operating within the United States, with a final maturity not exceeding five years from
the date of trade settlement, and rated at least “A”, or the equivalent,t by an Nationally
Recognized Statistical Rating Organization (NRSRO)NRSRO. The aggregate
investment in medium-term notes shall not exceed 120% of the City’s total portfolio,
and no more than 5% of the City’s total portfolio shall be invested in the medium-term
notes of any one issuer and no more than 2% of the City’s portfolio may be invested in
the medium-term notes of any one issuer or its affiliates. In addition, AAA rated
FDIC-guaranteed corporate bonds are herein authorized, within the aforementioned
diversification and maturity requirements.

E.

Non-negotiable Certificates of Deposit with a maturity not exceeding three years from
the date of trade settlement, in state- or nationally-chartered banks or savings banks
that are insured by the FDIC, subject to the limitations of California Government Code
Section 53638. Amounts in excess of FDIC insurance coverage shall be secured in
accordance with California Government Code Section 53652. No more than 5% of the
City’s total portfolio shall be invested in the deposits of any one bank., and tThe
aggregate investment in non-negotiable certificates of deposit shall not exceed 30% of
the City’s total portfolio. Eligible negotiable certificates of deposit shall be rated “A”
for long-term, “A-1” for short-term, their equivalent, or higher by an NRSRO.

F.

“Prime” cCommercial pPaper with a maturity not exceeding 270 days from the date of
trade settlement with the highest ranking or of the highest letter and number rating as
provided for by an NRSRO. The entity that issues the commercial paper shall meet all
of the following conditions in either sub-paragraph A. or sub-paragraph B. below:
A. The entity shall (1) be organized and operating in the United States as a
general corporation, (2) have total assets in excess of $500,000,000 and
(3) have debt other than commercial paper, if any, that is rated at least,
“A” or the equivalent , by an NRSRO.
B. The entity shall (1) be organized within the United States as a special
purpose corporation, trust, or limited liability company, (2) have
program--wide credit enhancements, including, but not limited to, over
collateralization, letters of credit or surety bond; and (3) have
commercial paper that is rated at least “A-1”, or the equivalent, by an
NRSRO.
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No more than 2% of tThe City’s total portfolio shall be invested imay purchase no
more than 10% of the outstandingn the commercial paper of any one issuer, and the
aggregate investment in commercial paper shall not exceed 115% of the City’s total
portfolio. Further, no more than 5% of the City’s total portfolio shall be invested in the
commercial paper of any one issuer.
G.

Eligible Banker’s Acceptances with a maturity not exceeding 180 days from the date
of trade settlement, rated at least “A-1”, or the equivalent , by an NRSRO, drawn on or
accepted by a commercial bank with combined capital and surplus of at least $250
million, whose deposits are insured by the FDIC, and whose senior long-term debt is
rated at least “A,” or the equivalent , by an NRSRO at the time of purchase. No more
than 5% of the City’s total portfolio shall be invested in banker’s acceptances of any
one issuer, and the aggregate investment in banker’s acceptances shall not exceed
130% of the City’s total portfolio.

H.

Repurchase Agreements with a final termination date not exceeding 90 days
collateralized by U.S. Treasury obligations listed in Aobligations of the U.S. Treasury,
federal agencies and/or government-sponsored enterprises (described in sections VII.A
and VII.C above) above with the maturity of the collateral not exceeding 10 years. For
the purpose of this section, the term collateral shall mean purchased securities under
the terms of the City’s approved Master Repurchase Agreement. The purchased
securities shall have a minimum market value including accrued interest of 102% of
the dollar value of the funds borrowed. All collateral must be delivered to the City’s
custodian bank by book entry, physical delivery, or by a third party custodial
agreement. TheCollateral shall be held in the City’s custodian bank, as safekeeping
agent, and the market value of the collateral securities shall be marked-to-the-market
dailyat least quarterly, and the value of the underlying collateral must be brought back
up to 102 percent no later than the next business day. Market value must be calculated
each time there is a substitution of collateral.. No more than 105% of the City’s total
portfolio shall be invested in repurchase agreements with any one counterparty, and the
aggregate investment in repurchase agreements shall not exceed 110% of the City’s
total portfolio.
The City or its custodian shall have a perfected first security interest under the
Uniform Commercial Code in all securities subject to Repurchase Agreement.
The City may enter into Repurchase Agreements only with primary dealers of the
Federal Reserve Bank of New York. Repurchase Agreements shall be entered into
only with broker/dealers recognized as a primary dealer by the Federal Reserve
Bank of New York, or with financial firms that have a primary dealer within their
holding company structure. Approved Repurchase Agreement counterparties shall
have a short-term credit rating of at least “A-1”, or the equivalent, and a long-term
credit rating of at least “A”, or the equivalent, by a NRSRO. Repurchase agreement
counterparties shall execute a City-approved Master Repurchase Agreement with
the City. The Finance Director/City Treasurer shall maintain a copy of the City’s
approved Master Repurchase Agreement along with a list of broker/dealers who
have executed thise same agreement.
Reverse repurchase agreements will not be permitted.
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I.

LOCAL AGENCY INVESTMENT FUND. The City may invest in the Local Agency
Investment Fund (LAIF) established by the State Treasurer (per Government Code
Section 16429.1 for) for the benefit of local agencies up to the maximum amount
permitted under Section 16429.1 of the Government Code, or by LAIF or 65% of the
market value of the City’s total portfolio, whichever is less.

J.

SAN MATEO COUNTY POOL. The City may invest in the San Mateo County Pool
established by the San Mateo County Treasurer for the benefit of local agencies (as
established in California Code Section 53684). No more than 30% of the market value
of the City’s total portfolio may be invested in this category.

K.

Money Market Funds registered under the Investment Company Act of 1940
thatShares of beneficial interest issued by a diversified management company that are
money market funds registered with the Securities and Exchange Commission under
the Investment Company Act of 1940 (15 U.S.C. Sec. 80a-1 et seq.). Provided that the
money market funds (1) are “no-load” (no commission or fee shall be charged on
purchases or sales of shares); (2) have a constant daily net asset value per share of
$1.00; (3) invest only in the securities and obligations authorized in this Policy; and
(34) have a rating of at least “AAA”, or the equivalent , by by at least two NRSROs or
have retained an investment adviser registered or exempt from registration with the
Securities and Exchange Commission with not less than five years’ experience
managing money market mutual funds with assets under management in excess of five
hundred million dollars ($500,000,000). No more than 105% of the City’s total
portfolio shall be invested in any one issuer and the aggregate investment in money
market funds shall not exceed 20% of the City’s total portfolio.
The foregoing list of authorized securities and transactions shall be strictly interpreted.
Any deviation from this list must be approved in advance by resolution of the City
Council.
NOTE 1:
References throughout this document to "the
City’s total portfolio” will be the market value of the
portfolio at the time the specific security is purchased.

NOTE 2:

Should the rating of any authorized investment subsequent
to purchase fall below the requirement, in order to avoid
selling in a distressed market, the City may carry such
investment up to six months from the date of the
downgrade.
L.

Obligations of the State of California or any local agency within the state, including
bonds payable solely out of revenues from a revenue-producing property owned,
controlled, or operated by the state or any local agency or by a department, board,
agency, or authority of the state or any local agency.
Registered treasury notes or bonds of any of the other 49 states in addition to
California, including bonds payable solely out of the revenues from a revenueproducing property owned, controlled, or operated by a state or by a department,
board, agency, or authority of any of the other 49 states, in addition to California.
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Securities in this section must have a short-term rating of “A-1” or the equivalent by an
NRSRO or a long-term rating of “A” or the equivalent by an NRSRO. No more than
5% of the City’s total portfolio shall be invested in any one municipal issuer, and the
aggregate investment in municipal bonds shall not exceed 20% of the City’s total
portfolio.
M.

Negotiable certificates of deposit or deposit notes issued by a nationally- or statechartered bank, a savings association or a federal association (as defined by Section
5102 of the Financial Code), a state or federal credit union, or by a federally- licensed
or or a state or federal association as defined in Section 5102 of the Financial Code or
by a state-licensed branch of a foreign bank; provided that the senior debt obligations
of the issuing institution are rated at least A, or the equivalent, by a NRSRO. . Eligible
negotiable certificates of deposit shall be rated “A” for long-term, “A-1” for shortterm, their equivalent, or higher by an NRSRO. No more than 5% of the City’s total
portfolio shall be invested in the negotiable certificates of deposit of any one
bankissuer, and the aggregate investment in negotiable certificates of deposit shall not
exceed 30% of the City’s total portfolio, and the remaining time to maturity may not
exceed five years..

N.

United States dollar denominated senior unsecured unsubordinated obligations issued
or unconditionally guaranteed by the International Bank for Reconstruction and
Development, International Finance Corporation, or Inter-American Development
Bank, with a maximum remaining maturity of five years or less and eligible for
purchase and sale within the United States. Investments under this subsection shall be
rated at least “AA”, or the equivalentt, by an NRSRO. No more than 10% of the City’s
total portfolio shall be invested in any one issuer and the aggregate investment under
this section shall not exceed 250% of the City’s total portfolio.total

n:
The foregoing list of authorized securities and transactions shall be strictly interpreted. Any
deviation from this list must be approved in advance by resolution of the City Council.
NOTE 1: References throughout this document to “"the City’s total portfolio” will be the
market value of the portfolio at the time the specific security is purchased.
NOTE 2: Should the rating of any authorized investment subsequent to purchase fall below
the requirement, the Finance Director/City Treasurer, or his/her designee, shall evaluate the
downgrade on a case-by-case basis and determine whether the security should be held or
sold. The Finance Director/City Treasurer shall apply the general objectives of safety,
liquidity, and yieldreturn on investment in making such determination. That determination
shall be documented in the quarterly report. in order to avoid selling in a distressed market,
the City may carry such investment up to six months from the date of the downgrade.
VIII.

INVESTMENT DIVERSIFICATION
The City shall diversify its investments within the parameters of this Policy to avoid
incurring unreasonable risks inherent in over-investing in specific instruments, individual
financial institutions or maturities. Nevertheless, the asset allocation in the investment
portfolio should be flexible depending upon the outlook for the economy, the securities
markets, and the City’s anticipated cash flow needs. Further, excluding U.S. Government
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(Section VII.A), federal agency, and government-sponsored enterprise obligations (Section
VII.C), repurchase agreements (Section VII.H), other U.S. instrumentalities (Section VII.N),
and investment pools, such as LAIF (Section VII.IJ), the San Mateo County Pool (Section
VII.JK), and money market funds (Section VII.K), and shares of beneficial interest issued by
a joint powers authority (Section VII.P), no more than 5% of the City’s total portfolio may be
invested in any one issuer, regardless of sector.
IX.

SELECTION OF BROKER/DEALERS
The Finance Director/City Treasurer shall maintain a list of broker/dealers approved for
investment purposes, and it shall be the policy of the City to conduct transactions only with
those authorized firms. To be eligible, a firm must be licensed by the State of California as a
broker/dealer as defined in Section 25004 of the California Corporations Code, and:
1.
2.
3.

Be recognized as a Primary Dealer by the Federal Reserve Bank of New York, or
Report voluntarily to the Federal Reserve Bank of New York, or
Qualify under Securities and Exchange Commission (SEC) Rule 15c3-1 (Uniform Net
Capital Rule).

Each authorized broker/dealer shall be required to submit and annually update a City
approved Broker/Dealer Information form. The Finance Director/City Treasurer shall
maintain a list of the broker/dealers that have been approved by the City, along with each
firm’s most recent Broker/Dealer Information Request form.
If the City has not engaged the support services of an outside investment advisor while in the
process of executing a particular transaction, the authorized broker/dealer(s) shall provide
certification of having received and reviewed this Policy. For transactions initiated through
an investment advisor, the firminvestment advisor may use their own list of approved
broker/dealers and financial institutions, which it will maintain and review periodically.
The City may purchase commercial paper from direct issuers even though they are not on the
approved broker/dealer list as long as they meet the criteria outlined in Item F of the
Authorized Investments section of this Policy.
X.

COMPETITIVE TRANSACTIONS
Each investment transaction shall be competitively transacted with authorized broker/dealers.
At least three broker/dealers shall be contacted for each transaction, and their bid and
offering prices shall be recorded.
If the City is offered a security for which there is no other readily available competitive
offering, then the Finance Director/City Treasurer will document quotations for comparable
or alternative securities.

XI.

SELECTION OF BANKS
The Finance Director/City Treasurer shall maintain a list of banks approved to provide
depository and other banking services for the City. To be eligible for authorization, a bank
shall qualify as a depository of public funds in the State of California as defined in California
Government Code Section 53630.5, shall be a member of the FDIC, and shall secure all
deposits exceeding FDIC insurance coverage in accordance with California Government
Code Section 53652.
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XII.

SAFEKEEPING AND CUSTODY
The Finance Director/City Treasurer shall select a bank to provide safekeeping and custodial
services for the City, in accordance with the provisions of Section 53608 of the California
Government Code. A City- approved Safekeeping Agreement shall be executed with the
custodian bank prior to utilizing that bank’s safekeeping services. The custodian bank will be
selected on the basis of its ability to provide satisfactory safekeeping services and the
competitive pricing of them.
The purchase and sale of securities and repurchase agreement transactions shall be settled on
a delivery-versus-payment basis. All securities shall be perfected in the name of the City.
Sufficient evidence to title shall be consistent with modern investment, banking, and
commercial practices.
All investment securities will be delivered by either book entry or physical delivery and will
be held by the City’s custodian bank, its correspondent bank or its Depository Trust
Company (DTC) participant account.

XIII.

PORTFOLIO PERFORMANCE
The investment portfolio shall be designed to attain a market rate of return throughout
budgetary and economic cycles, taking into account prevailing market conditions, risk
constraints for eligible securities, and cash flow requirements. An appropriate benchmark or
benchmarks will be established against which portfolio performance shall be compared on a
regular basis. The performance of the City’s investments shall be compared to the average
yield on the of the State of California’s Local Agency Investment Fund (LAIF) plus 0.25%,
or 25 basis pointsU.S. Treasury security that most closely corresponds to the portfolio’s
weighted average final maturity. When comparing the performance of the City’s portfolio,
its rate of return will be computed net of all fees and expenses.

XIV.

MONTHLY REPORTING
Monthly, the Finance Director/City Treasurer shall submit to the City Council a report of the
investment earnings and performance results of the City’s investment portfolio. The report
shall include the following information:
1. Investment type, issuer, date of purchase and maturity, par value and dollar amount invested
in all securities, and investments and monies held by the City;
2. A description of the funds, investments and programs;
3. A market value as of the date of the report (or the most recent valuation as to assets not
valued monthly) and the source of the valuation;
4. A statement of compliance with this Policy or an explanation for non-compliance; and
5. A statement of the City’s ability to meet expenditure requirements for six months, and an
explanation of why money will not be available if that is the case.

XV.

INVESTMENT POLICY ADOPTION
This Investment Policy shall be adopted by resolution of the City Council. The Policy shall be
reviewed annually by the Investment Advisory Committee and any modifications made thereto
must be approved by the City Council.
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City of San Mateo
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City - Managed Portfolio
Summary of Investment Transactions
October-December 2015

New Purchases

Date

Face Value

Maturities

Maturity Range

12/24/2015

$1,000,000

FHLB

1.95%

4-5 yrs

$

12/28/2015

$1,000,000

FHLB

1.55%

3-4 yrs

$

999,500

12/28/2015

$1,000,000

FHLMC

1.63%

3-4 yrs

$

1,000,000

12/28/2015

$1,000,000

FHLB

1.50%

3-4 yrs

$

1,000,000

12/28/2015

$1,000,000

FHLB

1.35%

2-3 yrs

$

999,000

12/29/2015

$1,000,000

FHLB

1.35%

2-3 yrs

$

1,000,000

12/29/2015

$1,000,000

FHLB

1.50%

3-4 yrs

$

999,500

12/29/2015

$1,000,000

FHLB

1.30%

2-3 yrs

$

1,000,000

Issuer

Coupon

CUSIP

T-Note

1.250%

912828PE4

Issuer

Coupon

CUSIP
3133EA3Q9

Date
11/2/2015

8,000,000

Face Value
$
1,000,000

$
Date

Calls

Coupon

Price
1,000,054

$

Renewals

Issuer

1,000,000
Face Value

10/15/2015 $
10/20/2015 $

1,000,000
1,000,000

FFCB
FFCB

0.600%
0.940%

3133EC2M5

12/18/2015 $
12/29/2015 $

1,390,000

FHLMC

1.800%

3134G6T78

1,000,000

FHLB

1.000%

3130A3RT3

12/29/2015 $
12/29/2015 $

2,000,000

FHLB

1.400%

3130A3RZ9

1,000,000

FHLB

1.350%

3130A3NL4

$

7,390,000
Issuer

Coupon

Term

Date

Face Value

$

-
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$13,180,400

$202,656,939
$159,189,229
$43,467,710
$13,180,400

$203,588,879
$158,940,710
$44,648,168
$13,180,400

$202,426,285
$159,071,619
$43,354,665

$6,490,000
$37,923,830
$86,434,362
$4,515,187
$135,363,379

$67,062,906

$2,000,000
$296,650
$64,766,256

Amortized Cost2

100%
78%
22%

3%
19%
42%
2%
67%

33%

1%
0%
32%

% of
Portfolio

30%
100%
70%
10%

100%
20%
30-65%4

1

1
1
1

526
409
951

366
898
800
166
785

Average
3
Maturity

0.61%

0.97%
0.92%
1.12%

0.79%
1.11%
1.04%
0.75%
1.04%

0.80%

0.35%
0.00%
0.83%

Average
3
Yield

Under 6
Months

39%

6-Months
to 1-Year

8%

1- to 2Years

21%

2- to 3Years

15%

12/31/2015

3- to 4Years

9%

4- to 5Years

8%

Over 5
Years

0%

% of Portfolio

9/30/2015
Federal Agency
Securities
43%

Certificates of
Deposit
3%

U.S. Treasury
Notes
19%

Sector Distribution

5. The portfolio is compliant with its liquidity standard. To ensure sufficient liquidity at least 25% of the market value of the portfolio is invested in liquid securities or deposits with a remaining maturity of six months or less.

45%
40%
35%
30%
25%
20%
15%
10%
5%
0%

Maturity Distribution5

Investment Pools
32%

Cash Equivalents
1%
Money Market
Funds
0%

Medium-Term
Corporate Notes
2%

4. The City is currently allowed to invest in two investents pools−the San Mateo County Pool and the Local Agency Investment Fund. The City may invest up to $50 million or 65% of its portfolio in LAIF and 30% of its portfolio in the San Mateo County Pool.

3. Averages shown are weighted averages calculated based on original cost. Average maturity is shown as days.










% Permitted
In
by Policy
Compliance

2. Amortized cost is the original cost of the principal of the security adjusted for the amount of the periodic reduction of any discount or premium from the purchase date until the date of the report.

1. Market values provided by The Bank of New York Mellon Trust Company.

Bonded Debt Portfolio

Total Portfolio
Internal
External

$6,490,000
$37,922,194
$86,581,994
$4,599,845
$135,594,034

$6,488,866
$39,300,440
$86,220,062
$4,516,605
$136,525,973

$67,062,906

$67,062,906

Total Liquidity

1

Certificates of Deposit
U.S. Treasury Notes
Federal Agency Securities
Medium-Term Corporate Notes
Total Securities

Market Value

$2,000,000
$296,650
$64,766,256

Original Cost

$2,000,000
$296,650
$64,766,256

Cash Equivalents
Money Market Funds
Investment Pools

Security Type

Investment Summary - Aggregate Portfolio

December 31, 2015

City of San Mateo
Portfolio Compliance Report

Page 1 of 4

Liquidity

Limits relating to maturity

Limits within single agency/institution

Limits within investment categories

Permitted types of investments

Compliance
Yes

No
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The investment report herein shown along
with ongoing income provides sufficient
liquidity to meet estimated
expenditures for next 12 months
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Drew Corbett
Finance Director

Portfolio Yield vs. LAIF

City of San Mateo
Portfolio Compliance Report
December 31, 2015

Date

14-Jan-16

page 2

Historical Portfolio Data

40

2,000,000
2,000,000
296,650
296,650
64,766,256
58,139,785
6,626,471
6,490,000
37,922,194
37,922,194
86,581,994
30,013,700
27,010,556
16,538,779
13,018,960
4,599,845
2,033,760
1,031,870
1,001,010
533,205
202,656,939

Original Cost

2,000,000
2,000,000
296,650
296,650
64,766,256
58,139,785
6,626,471
6,488,866
39,300,440
39,300,440
86,220,062
29,791,701
26,952,924
16,501,017
12,974,420
4,516,605
2,009,660
1,005,980
1,000,040
500,925
203,588,879

1

Market Value
2,000,000
2,000,000
296,650
296,650
64,766,256
58,139,785
6,626,471
6,490,000
37,923,830
37,923,830
86,434,362
29,918,710
26,983,309
16,529,337
13,003,005
4,515,187
2,007,075
1,006,922
1,000,150
501,040
202,426,285

2

Amortized Cost

100%
5%
30%
65%

100%
35%
35%
35%
35%
2%
2%
2%
2%

0%
29%
3%

19%
15%
13%
8%
6%
1%
0%
0%
0%
100%

% Permitted by
Policy

1%

% of Portfolio

1. Market values provided by The Bank of New York Mellon Trust Company.
2. Amortized cost is the original cost of the principal of the security adjusted for the amount of the periodic reduction of any discount or premium from the purchase date until the date of the report.
3. Averages shown are weighted averages calculated based on original cost. Average maturity is shown as days.
4. Per issuer limit.

Cash Equivalents
East West Bank
Money Market Funds
Dreyfus
Investment Pools
San Mateo County Pool
Local Agency Investment Fund
Certificates of Deposit
U.S. Treasury Notes
U.S. Treasury
Federal Agency Securities
FNMA
FHLB
FHLMC
FFCB
Medium-Term Corporate Notes
General Electric Capital Corp
IBM Corp
Toyota
Microsoft
Grand Total

Issuer

Issuer Detail - Aggregate Portfolio

December 31, 2015

City of San Mateo
Portfolio Compliance Report

City of San Mateo
Investment Portfolio Report




















In Compliance

1
1
1
1
1
366
898
898
800
791
949
881
407
166
194
204
138
39
526

1

#DIV/0!
Average
Maturity3

#DIV/0!

3

0.00%
0.00%
0.83%
0.88%
0.40%
0.79%
1.11%
1.11%
1.04%
1.00%
1.26%
1.06%
0.70%
0.75%
0.83%
0.71%
0.76%
0.47%
0.97%

0.35%

Average Yield

#DIV/0!

#DIV/0!
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May 31, 2015

41

Coupon 0.875%, purchased @ 100.628
(c )
Coupon 1.25% purchased @101.575
(d)
Coupon 4.75%, purchased @ 110.198

(b)

* C=Construction, R=Debt Reserve

$

Goldman Sachs Cash

Investments consist of:
Issuer

(a)

Stated Rate Maturity Date
0.00%
open

07/27/34
10/26/17
09/28/16
01/19/16

Total and Average

05/21/04
12/04/12
07/18/13
02/15/11

$

FNMA (b)
FNMA (c )
FHLMC (d)

R
R
R
R

open
open
various (d)

Landfill Closure Bond 2003
Merged Area Tax Allocation Bonds Res 2005A
Sewer Revenue Bond 2011
South Bayfront Levee Flood Control Bond 2011A
Subtotal Debt Reserve

02/15/11
05/12/11
06/11/14
$

LAIF
LAIF
Various (a)

Issuer

C
C
C

Type*

Expiration
or Maturity
Date

South Bayfront Levee Flood Control Bond 2011A
Sewer Revenue Bond 2011
Sewer Revenue Bond 2014
Subtotal Construction & Other

Account Name

Origination
Date

December 31, 2015

City of San Mateo
Bond Proceeds/Bond Reserve Portfolio

13,180,400

544,493
1,320,487
1,092,181
599,651
3,556,811

80,351
11,632
9,531,606
9,623,589

Book Value

Page 4 of 4

0.61%

4.80%
0.875%
1.25%
4.75%
2.24%

0.30%
0.30%
0.00%
0.00%

Stated
Rate/Yield

42

$13,186,138

$171,706,232
$136,163,698
$35,542,534
$13,186,138

$172,839,662
$136,064,260
$36,775,402
$13,186,138

$171,473,616
$136,050,198
$35,423,418

$6,490,000
$30,950,619
$83,122,058
$4,518,201
$125,080,878

$46,392,738

$2,000,000
$41,233
$44,351,505

Amortized Cost2

100%
79%
21%

4%
19%
48%
3%
73%

27%

1%
0.02%
26%

% of
Portfolio

30%
100%
70%
10%

100%
20%
30-65%4

3. Averages shown are weighted averages calculated based on original cost. Average maturity is shown as days.

1

1
1
1

558
471
888

397
870
784
197
764

Average
3
Maturity

0.74%

0.92%
0.90%
1.00%

0.79%
1.06%
0.99%
0.75%
0.99%

0.74%

0.35%
0.00%
0.78%

Average
3
Yield

11/30/2015

6/30/2015

Sector Distribution

5. The portfolio is compliant with its liquidity standard. To ensure sufficient liquidity at least 25% of the market value of the portfolio is invested in liquid securities or deposits with a remaining maturity of six months or less.

Maturity Distribution5

4. The City is currently permitted to invest in two investents pools−the San Mateo County Pool and the Local Agency Investment Fund. The City may invest up to $50 million or 65% of its portfolio in LAIF and 30% of its portfolio in the San Mateo County Pool.










% Permitted
In
by Policy
Compliance

2. Amortized cost is the original cost of the principal of the security adjusted for the amount of the periodic reduction of any discount or premium from the purchase date until the date of the report.

1. Market values provided by The Bank of New York Mellon Trust Company.

Bonded Debt Portfolio

Total Portfolio
Internal
External

$6,490,000
$30,949,692
$83,273,957
$4,599,845
$125,313,493

$6,490,034
$32,406,728
$83,028,707
$4,521,455
$126,446,924

$46,392,738

$46,392,738

Total Liquidity

1

Certificates of Deposit
U.S. Treasury Notes
Federal Agency Securities
Medium-Term Corporate Notes
Total Securities

Market Value

$2,000,000
$41,233
$44,351,505

Original Cost

$2,000,000
$41,233
$44,351,505

Cash Equivalents
Money Market Funds
Investment Pools

Security Type

Investment Summary - Aggregate Portfolio

November 30, 2015

City of San Mateo
Portfolio Compliance Report

Page 1 of 4

Liquidity

Limits relating to maturity

Limits within single agency/institution

Limits within investment categories

Permitted types of investments

Compliance

The investment report herein shown along
with ongoing income provides sufficient
liquidity to meet estimated
expenditures for next 12 months

43

Yes

No

Drew Corbett
Finance Director

Portfolio Yield vs. LAIF

City of San Mateo
Portfolio Compliance Report
November 30, 2015

Date

17-Dec-15

Page 2 of 4

Historical Portfolio Data

44

2,000,000
2,000,000
41,233
41,233
44,351,505
43,725,034
626,471
6,490,000
30,949,692
30,949,692
83,273,957
27,548,666
26,776,535
15,929,796
13,018,960
4,599,845
2,033,760
1,031,870
1,001,010
533,205
171,706,232

Original Cost

2,000,000
2,000,000
41,233
41,233
44,351,505
43,725,034
626,471
6,490,034
32,406,728
32,406,728
83,028,707
27,512,578
26,606,974
15,911,485
12,997,670
4,521,455
2,010,020
1,008,240
1,001,240
501,955
172,839,662

Market Value1
2,000,000
2,000,000
41,233
41,233
44,351,505
43,725,034
626,471
6,490,000
30,950,619
30,950,619
83,122,058
27,509,617
26,687,428
15,921,169
13,003,843
4,518,201
2,008,182
1,007,952
1,000,183
501,884
171,473,616

Amortized Cost2
1%
1%
0.02%
0.02%
26%
25%
0.4%
4%
19%
19%
48%
16%
15%
9%
8%
3%
1%
1%
1%
0.3%
100%

% of Portfolio
















100%
5%
30%
65%

100%
35%
35%
35%
35%
2%
2%
2%
2%

1
1
1
1
1
397
870
870
784
831
822
921
438
197
225
235
169
70
558

1

Average
% Permitted by
In Compliance
Policy
Maturity3

1. Market values provided by The Bank of New York Mellon Trust Company.
2. Amortized cost is the original cost of the principal of the security adjusted for the amount of the periodic reduction of any discount or premium from the purchase date until the date of the report.
3. Averages shown are weighted averages calculated based on original cost. Average maturity is shown as days.

Cash Equivalents
East West Bank
Money Market Funds
Dreyfus
Investment Pools
San Mateo County Pool
Local Agency Investment Fund
Certificates of Deposit
U.S. Treasury Notes
U.S. Treasury
Federal Agency Securities
FHLB
FNMA
FHLMC
FFCB
Medium-Term Corporate Notes
General Electric Capital Corp
IBM Corp
Toyota
Microsoft
Grand Total

Issuer

Issuer Detail - Aggregate Portfolio

November 30, 2015

City of San Mateo
Portfolio Compliance Report

Page 3 of 4

0.00%
0.00%
0.78%
0.79%
0.37%
0.79%
1.06%
1.06%
0.99%
1.10%
0.98%
1.06%
0.70%
0.75%
0.83%
0.71%
0.76%
0.47%
0.92%

0.35%

Average Yield3

45

Coupon 0.875%, purchased @ 100.628
(c )
Coupon 1.25% purchased @101.575
(d)
Coupon 4.75%, purchased @ 110.198

(b)

* C=Construction, R=Debt Reserve

$

Goldman Sachs Cash

Investments consist of:
Issuer
FHLMC

(a)

Stated Rate Maturity Date
0.38%
12/21/2015
0.00%
open

07/27/34
10/26/17
09/28/16
01/19/16

Total and Average

05/21/04
12/04/12
07/18/13
02/15/11

$

AIG GIC MF
FNMA (b)
FNMA (c )
FHLMC (d)

R
R
R
R

open
open
various (d)

Landfill Closure Bond 2003
Merged Area Tax Allocation Bonds Res 2005A
Sewer Revenue Bond 2011
South Bayfront Levee Flood Control Bond 2011A
Subtotal Debt Reserve

02/15/11
05/12/11
06/11/14
$

LAIF
LAIF
Various (a)

Issuer

C
C
C

Type*

Expiration
or Maturity
Date

South Bayfront Levee Flood Control Bond 2011A
Sewer Revenue Bond 2011
Sewer Revenue Bond 2014
Subtotal Construction & Other

Account Name

Origination
Date

November 30, 2015

City of San Mateo
Bond Proceeds/Bond Reserve Portfolio

13,186,138

544,493
1,320,485
1,097,178
599,650
3,561,806

80,351
11,632
9,532,350
9,624,332

Book Value

Page 4 of 4

0.74%

4.80%
0.875%
1.25%
4.75%
2.24%

0.30%
0.30%
0.18%
0.18%

Stated
Rate/Yield

46

$13,181,131

$177,723,913
$140,698,417
$37,025,497
$13,181,131

$177,708,444
$140,778,910
$36,929,534
$13,181,131

$177,480,060
$140,566,281
$36,913,779

$6,490,000
$31,949,873
$84,633,626
$4,521,214
$127,594,714

$49,885,346

$2,000,000
$21,466
$47,863,880

Amortized Cost2

100%
79%
21%

4%
18%
48%
3%
72%

28%

1%
0.01%
27%

% of
Portfolio

30%
100%
70%
10%

100%
20%
30-65%4

3. Averages shown are weighted averages calculated based on original cost. Average maturity is shown as days.

1

1
1
1

563
475
897

427
871
806
227
783

Average
3
Maturity

0.74%

0.91%
0.89%
0.98%

0.79%
1.04%
0.98%
0.75%
0.98%

0.72%

0.35%
0.00%
0.75%

Average
3
Yield

10/31/2015

6/30/2015

Sector Distribution

5. The portfolio is compliant with its liquidity standard. To ensure sufficient liquidity at least 25% of the market value of the portfolio is invested in liquid securities or deposits with a remaining maturity of six months or less.

Maturity Distribution5

4. The City is currently permitted to invest in two investents pools−the San Mateo County Pool and the Local Agency Investment Fund. The City may invest up to $50 million or 65% of its portfolio in LAIF and 30% of its portfolio in the San Mateo County Pool.










% Permitted
In
by Policy
Compliance

2. Amortized cost is the original cost of the principal of the security adjusted for the amount of the periodic reduction of any discount or premium from the purchase date until the date of the report.

1. Market values provided by The Bank of New York Mellon Trust Company.

Bonded Debt Portfolio

Total Portfolio
Internal
External

$6,490,000
$31,972,036
$84,776,687
$4,599,845
$127,838,567

$6,490,918
$32,040,556
$84,763,449
$4,528,175
$127,823,097

$49,885,346

$49,885,346

Total Liquidity

1

Certificates of Deposit
U.S. Treasury Notes
Federal Agency Securities
Medium-Term Corporate Notes
Total Securities

Market Value

$2,000,000
$21,466
$47,863,880

Original Cost

$2,000,000
$21,466
$47,863,880

Cash Equivalents
Money Market Funds
Investment Pools

Security Type

Investment Summary - Aggregate Portfolio

October 31, 2015

City of San Mateo
Portfolio Compliance Report

Page 1 of 4

Liquidity

Limits relating to maturity

Limits within single agency/institution

Limits within investment categories

Permitted types of investments

Compliance

The investment report herein shown along
with ongoing income provides sufficient
liquidity to meet estimated
expenditures for next 12 months

47

Yes

No

Drew Corbett
Finance Director

Portfolio Yield vs. LAIF

City of San Mateo
Portfolio Compliance Report
October 31, 2015

Date

17-Nov-15

Page 2 of 4

Historical Portfolio Data

48

2,000,000
2,000,000
21,466
21,466
47,863,880
44,137,409
3,726,471
6,490,000
31,972,036
31,972,036
84,776,687
29,051,396
26,776,535
15,929,796
13,018,960
4,599,845
2,033,760
1,031,870
1,001,010
533,205
177,723,913

Original Cost

1

2,000,000
2,000,000
21,466
21,466
47,863,880
44,137,409
3,726,471
6,490,918
32,040,556
32,010,678
84,763,449
29,083,241
26,683,904
15,959,666
13,010,190
4,528,175
2,013,154
1,010,170
1,000,000
502,830
177,708,444

Market Value

2

2,000,000
2,000,000
21,466
21,466
47,863,880
44,137,409
3,726,471
6,490,000
31,949,873
31,949,873
84,633,626
29,014,136
26,693,116
15,921,719
13,004,655
4,521,214
2,009,289
1,008,982
1,000,216
502,727
177,480,060

Amortized Cost
1%
1%
0.01%
0.01%
27%
25%
2%
4%
18%
18%
48%
16%
15%
9%
7%
3%
1%
1%
1%
0.3%
100%

% of Portfolio

#DIV/0!
















100%
5%
30%
65%

100%
35%
35%
35%
35%
2%
2%
2%
2%

1
1
1
1
1
427
871
871
806
837
852
951
468
227
255
265
199
100
563

1

#DIV/0!
Average
% Permitted by
In Compliance
3
Policy
Maturity

1. Market values provided by The Bank of New York Mellon Trust Company.
2. Amortized cost is the original cost of the principal of the security adjusted for the amount of the periodic reduction of any discount or premium from the purchase date until the date of the report.
3. Averages shown are weighted averages calculated based on original cost. Average maturity is shown as days.
4. Per issuer limit.

Cash Equivalents
East West Bank
Money Market Funds
Dreyfus
Investment Pools
San Mateo County Pool
Local Agency Investment Fund
Certificates of Deposit
U.S. Treasury Notes
U.S. Treasury
Federal Agency Securities
FHLB
FNMA
FHLMC
FFCB
Medium-Term Corporate Notes
General Electric Capital Corp
IBM Corp
Toyota
Microsoft
Grand Total

Issuer

Issuer Detail - Aggregate Portfolio

October 31, 2015

City of San Mateo
Portfolio Compliance Report

3

Page 3 of 4

0.00%
0.00%
0.75%
0.79%
0.36%
0.79%
1.04%
1.04%
0.98%
1.07%
0.98%
1.06%
0.70%
0.75%
0.83%
0.71%
0.76%
0.47%
0.91%

0.35%

Average Yield

#DIV/0!

#DIV/0!

49

Coupon 0.875%, purchased @ 100.628
(c )
Coupon 1.25% purchased @101.575
(d)
Coupon 4.75%, purchased @ 110.198

(b)

* C=Construction, R=Debt Reserve

$

Goldman Sachs Cash

Investments consist of:
Issuer
FHLMC

(a)

Stated Rate Maturity Date
0.38%
12/21/2015
0.00%
open

07/27/34
10/26/17
09/28/16
01/19/16

Total and Average

05/21/04
12/04/12
07/18/13
02/15/11

$

AIG GIC MF
FNMA (b)
FNMA (c )
FHLMC (d)

R
R
R
R

open
open
various (d)

Landfill Closure Bond 2003
Merged Area Tax Allocation Bonds Res 2005A
Sewer Revenue Bond 2011
South Bayfront Levee Flood Control Bond 2011A
Subtotal Debt Reserve

02/15/11
05/12/11
06/11/14
$

LAIF
LAIF
Various (a)

Issuer

Expiration
or Maturity
Date

C
C
C

Type*

Origination
Date

South Bayfront Levee Flood Control Bond 2011A
Sewer Revenue Bond 2011
Sewer Revenue Bond 2014
Subtotal Construction & Other

Account Name

October 30, 2015

City of San Mateo
Bond Proceeds/Bond Reserve Portfolio

13,181,131

544,493
1,320,484
1,092,177
599,649
3,556,803

80,351
11,632
9,532,345
9,624,328

Book Value

Page 4 of 4

0.74%

4.80%
0.875%
1.25%
4.75%
2.24%

0.30%
0.30%
0.18%
0.18%

Stated
Rate/Yield

