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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:

September 20, 2016
TO:



Mayor and Councilmembers
FROM:


Administration Division, Finance Department
SUBJECT:

Statement Of Investment Policy And Delegation Of Investment Authority For Fiscal Year 2017
RECOMMENDATION:

That Council adopt, by reading of title only, a Resolution of the Council of the City of Santa Barbara Adopting the Investment Policy for the City and Rescinding Resolution No. 15-075.

DISCUSSION:

California Government Code (State Code) Section 53600 establishes legally permitted investments for local governments statewide.  While not required by the State Code, each year the City Council adopts a Statement of Investment Policy, which further defines the suitable and authorized investments specifically for the City. In some cases, the City’s policy is more restrictive than the State Code. Moreover, the policy serves as a guide for setting and achieving the City’s own investment objectives and defines guidelines for the management of the portfolio. 

Except for County governments, the State Code does not contain any provisions specifying what must be included in the investment policy of a local agency. The City has developed a comprehensive investment policy that includes all critical components recommended by various professional agencies and organizations, and the policy has been awarded several certifications. Therefore, staff recommends that the policy be updated annually to incorporate any statutory and/or internal policy changes, thereby maintaining this standard of excellence. 

If a local agency’s policy is submitted to the legislative body, it must be an agenda item at a public meeting and should be approved by a vote of the legislative body no later than the end of the first quarter of the year to which it applies.

Revisions to the annual investment policy are made each year, as needed, to incorporate policy or statutory changes affecting the City’s investment program and daily investing activities. Policy revisions are generally technical in nature, such as process changes or language clarifications. Statutory changes are changes in state law affecting allowable investments or procedures related to investing activities.  
Statutory Change Not Recommended

The passing of Assembly Bill 283 amended Government Code Sections 53601.8 and 53635.8 by extending the authority of local agencies to use a private sector deposit placement service to January 1, 2021. On September 6, 2013, these Government Code sections were amended, repealed and added to authorize local agencies to invest up to 30% of their surplus funds in deposits at a commercial or savings bank, saving and loan or credit union using a private sector deposit placement service. The changes broadened the use of placement services to deposits, while previously only the placement of certificates of deposit was authorized. The changes were scheduled to expire on January 1, 2017; however, with the passing of Assembly Bill 283, the sunset clause has been extended until January 1, 2021. Upon the sunset date, a public agency may no longer use a placement service provider to place deposits; however, the private entity would be able to assist a local agency with the placement of CDs.

The primary example of a private placement service is called the Certificate of Deposit Account Registry Service or “CDARS.” CDARS consists of a network of banks around the country. Through a local CDARS member bank, the City could purchase certificates of deposit from other banks around the country. Each of the certificates of deposit would be for less than $250,000, thus ensuring that all principal and interest is fully covered by federal deposit insurance.  

In Fiscal Year 2015, staff did not recommend including the use of private placement services in the City’s Investment Policy. Staff again does not recommend the addition of private placement services to the City’s Fiscal Year 2017 Investment Policy. In Fiscal Year 2016, staff recommended and Council adopted an Investment Policy change whereby Section VII (A) 8. Negotiable Certificates of Deposit was revised to allow purchases of negotiable certificates of deposits, deposit notes and bank notes up to $250,000 in any institution that insures its deposits with the Federal Deposit Insurance Corporation, regardless of Moody’s Investors Service or Standard and Poor’s Corporation ratings. As these funds are federally insured up to $250,000, a category “A” rating is unnecessary. Due to this change in the investment policy, the City is able to pursue the same deposits offered by the private placement service, without the additional administrative costs. During Fiscal Year 2016, the City purchased numerous CDs for $250,000 each from various banks and financial institutions.
Staff Recommended Changes
The policy, as submitted, contains one statutory change since adoption by Council in September 2015. Section VII (A) 13. Local Agency Investment Fund (LAIF) has been revised to allow the City to invest in LAIF up to the $65,000,000 maximum. Effective January 1, 2016, the State Treasurer, in accordance with State law, increased the LAIF deposit limit from $50,000,000 to $65,000,000. This limit is periodically increased based on the needs of local government participants and recommendations from the Local Investment Advisory Board and was previously increased on November 16, 2009, from $40,000,000. The increased LAIF deposit limit will provide the City with additional liquidity options at a higher interest rate as compared to the City’s bank account earnings credit rate. 
There is sufficiently broad language in the policy to allow for any changes that may occur during the year to be accommodated on an administrative basis rather than a formal revision to the policy. The policy, as submitted, contains no administrative changes that were made since the policy was adopted by Council in September 2015.
By separate action, Council formally delegates authority to the City Treasurer to invest and reinvest funds and to sell or exchange securities for a one-year period, as specified on page 3 of the proposed Investment Policy. Management and oversight of the investment program is delegated to the Finance Director. The Treasury Manager is authorized to conduct daily investment activities under supervision of the Finance Director per the terms of the Investment policy and the written investment procedures manual established by the Finance Director. All investment purchases and sales require signature approval from the Treasurer and Finance Director or their designee by the close of business on the next business day following the purchase or sale.
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