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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:

July 17, 2007
TO:



Mayor and Councilmembers
FROM:


Administration Division, Finance Department

SUBJECT:

Statement Of Investment Policy And Delegation Of Investment Authority For Fiscal Year 2008 
RECOMMENDATION:
That Council:

A.
Adopt, by reading of title only, A Resolution of the Council of the City of Santa Barbara Amending the Investment Policy for the City and Rescinding Resolution No. 06-049; and

B.
Authorize the City Administrator/City Clerk/City Treasurer to invest or reinvest funds, or to sell or exchange securities so purchased for the City of Santa Barbara and the Redevelopment Agency of the City of Santa Barbara for Fiscal Year 2008.
DISCUSSION:
The Government Code of the State of California no longer requires local agencies to submit to the State an annual statement of investment policy. The State Code specifies permitted investments for local governments, but the City’s Statement of Investment Policy defines the suitable and authorized investments for the City. In some cases, the City’s policy is more restrictive than State Code; additionally, the policy serves as a guide for setting and achieving program objectives and defines guidelines for the management of the portfolio.  Therefore, staff strongly recommends that Finance Committee review and approve, and Council adopt, the investment policy on an annual basis.

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 the 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.

There is one State Code and two staff recommended changes to the policy, none of which will affect the investment activity of the City.  The policy revisions are generally technical in nature, i.e. process changes or language clarifications. Additionally, there is a State statutory change adding a new “permitted investment” that is not recommended by staff.

Statutory Change 
1.
Page 11, Section C, Reporting to California Debt and Investment Advisory Commission (CDIAC).  Effective January 1, 2007, public agencies are no longer required to submit copies of investment reports and the annual investment policy to CDIAC.

Staff Recommended Changes

1.
Pages 6, Section 7, Commercial Paper.  This section has been changed for clarification from: “The City may not invest more than twenty five percent of its surplus funds in no more than ten percent of the outstanding eligible commercial paper of any single issuer” to: “The City may not invest more than twenty five percent of its surplus funds in commercial paper, and the City may purchase no more than ten percent of the outstanding commercial paper of any single issuer.” 

2.
Pages 9 and 10, Section VIII A, Diversification.  The investment advisor previously retained by the City, PFM Asset Management, calculated various types of portfolio indicators, such as sector and maturity distributions, credit quality and liquidity level.   As part of their quarterly Investment Management Review, PFM included a table that was the basis for their liquidity calculations.  The City portfolio consistently exceeds the minimum liquidity recommended by PFM; however, this is a customized, proprietary PFM liquidity index not necessary for inclusion in the City’s policy and, therefore, staff recommends its deletion.  Other diversification principles remain in the policy, both in this section and elsewhere in the policy, that are sufficient in guiding the City’s investments. 
Statutory Change Not Recommended

Section 53601.8 and 53635.8 of the State Government Code governing investments was amended to add a new “permitted investment.” The change authorizes, until January 1, 2012, the investment of up to 30 percent of a local agency’s surplus funds in certificates of deposit at a commercial bank, savings bank, or credit union that uses a private sector entity that assists in the placement of certificates of deposit under specified conditions.

The primary example of this new permitted investment 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 $100,000, thus ensuring that all principal and interest is fully covered by federal deposit insurance.

At this time, staff recommends that this new State “permitted investment” not be added to the City’s Investment Policy. Upon further evaluation, staff may return to Finance Committee to recommend including it in the policy as an approved investment. However, staff believes that, despite the federal deposit insurance, the program is still too new to properly evaluate. Moreover, initial inquiries into CDARS indicate that the rates of return are no better than what the City can obtain through Treasuries or Federal Agency bonds. There are other examples, such as reverse-repurchase agreements, of State-permitted investments that are not permitted under the City’s Investment Policy.

In addition to the proposed changes to the policy, as described in this report, there is sufficiently broad language in the policy to allow for any changes that may occur during the year that could be accommodated on an administrative basis rather than a formal revision to the policy.  For example,  Section VII in the policy states:  “If the Government Code is amended to allow additional investments or is changed regarding the limits on certain categories of investments, staff is authorized to conform to the changes in the revised Government Code, provided the changes are not specifically prohibited by City policy.  Staff shall present those changes to the City Council in the annual review of the policy and make recommendations to the City Council to incorporate the new legislation within the policy.” And, Section IX, Subsection D2, refers to the City’s conformance with any Government Accounting Standards Board (GASB) pronouncements rather than citing a specific ruling currently in effect, which may be updated in the future. If there are any changes throughout the year to the investment program, staff will, of course, bring these items to the attention of Finance Committee.
Delegation of Investment Authority

Section 53607 of the California Government Code requires that Council delegate investment authority on an annual basis:  “The authority of the legislative body to invest or to reinvest funds of a local agency, or to sell or exchange securities so purchased, may be delegated for a one-year period by the legislative body to the treasurer of the local agency, who shall thereafter assume full responsibility for those transactions until the delegation of authority is revoked or expires, and shall make a monthly report of those transactions to the legislative body.  Subject to review, the legislative body may renew the delegation of authority pursuant to this section each year.”

In order to comply with this State Code requirement, Council is requested to delegate investment authority to the City Administrator/City Clerk/Treasurer.  Pursuant to Section IV, Subsection C of the Statement of Investment Policy, the management responsibility for the investment program is delegated to the Finance Director, and the Treasury Manager is authorized to conduct investment related activities on behalf of the City and the Redevelopment Agency.

On July 3, 2007, staff reviewed the Statement of Investment Policy for Fiscal Year 2008 with Finance Committee, at which time they voted unanimously to recommend City Council approval.  
SUBMITTED BY:
Robert D. Peirson, Finance Director

APPROVED BY:
City Administrator's Office
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