RESOLUTION NO. 2008-125

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF ELK GROVE ADOPTING
THE CITY OF ELK GROVE INVESTMENT POLICY AND INTERNAL CONTROL
GUIDELINES FOR FISCAL YEAR 2008-09

WHEREAS, the Legislature of the State of California requires the adoption by

cities on an investment policy; and

WHEREAS, the City Council of the City of Elk Grove wishes to update the City’s
investment policy and internal control guidelines by which the City's investment program
shall be administered; and

WHEREAS, the City Council of the City of Elk Grove wishes to continue to
designate the Finance Director as City Treasurer, and as the administrator of the City's
investment program.

NOW, THEREFORE, BE IT RESOLVED that the City Council of the City of Elk
Grove hereby adopts the attached investment policy and internal control guidelines for
the Fiscal Year 2008-09 incorporated herein by reference.

PASSED AND ADOPTED by the City Council of the City of Elk Grove this 11th

day of June 2008.
=4,
PATRICK HUME, VICE MAYOR of the
CITY OF ELK GROVE
ATTEST: APPROVED AS TO FORM:

S B LA W

SUSAN J. BLACKSTON, CITY CLERK /SUSAN COCHRAN, CITY ATTORNEY
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CITY OF ELK GROVE
INVESTMENT POLICY

i. PURPOSE

This statement is intended to provide guidelines for the prudent investment of the City's surplus
money in its treasury (hereinafter “Investment Cash”) and to outline policies for maximizing the
efficiency of the City's Investment Cash management system. The ultimate goal is to enhance
the economic status of the City while protecting its pooled Investment Cash.

il. POLICY

It is the policy of the City of Elk Grove to invest public funds in a manner which will provide a
sound investment return with maximum security while meeting the daily cash flow demands of
the entity and conforming to all state and local statutes governing the investment of public funds.
The City of Elk Grove's investment policy has three objectives: (1) protect principal, (2) provide
for liquidity needs, and (3) obtain the most reasonable rate of return possible within the first two
objectives. The City operates its investment activities under the “prudent investor” standard (see
discussion below). This affords a broad spectrum of investment opportunities so long as the
investment is deemed prudent and is permissible under current state and local law.

li. SCOPE

This investment policy applies (o all liguid financial assets of the Tity of 2l Growvs

[§2)

o PRUDENT &

STOR sTAMDARD

: s . , general 2conomic
» i ";‘._,‘aaf@\z -xseog of 'hf: v to safeguard the pri x‘,.,;:ai and maintain the
Huldhv‘ ~~ae(i-a !',? the: Oty Within the limitations of this

gabsting

tion and considering  individua
rvestmenis as parl ot an \;J@tm” strateqy, invastiments mav be acquiied a3 ai,i“!x.;ié.«_%t,ﬁ Dy law.

it is the City's fuli intent, at the time of purchase, to hold all investments untii n 'raaturity o ensure

the return of all invested principal dollars. Howsaver, if is realized that rarkel prices of securities

will vary depending on economic and interest rate conditions at any point in time. It is further
recoghized, that in a well diversified investment portfolio, occasional measured losses are
inevitable due to economic, bond market or individual security credit analysis. These occasional
losses must be considered within the context of the overall investrnent program objectives and
the resultant long term rate-of-return.

The City Treasurer and other individuals assigned to manage the investment portfolio, acting
within the intent and scope of the investment 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.



CITY OF ELK GROVE

INVESTMENT POLICY

Fiscal Year 2008-2009



V. OBJECTIVES

The City's cash management system is designed to accurately monitor and forecast expenditures
and revenues, thus enabling the City to invest Investment Cash to the fullest extent possible. The
City strives to obtain the most reasonable yield possible as long as investments meet the criteria
for safety and liquidity.

Safety

Safety of principal is the foremost objective of the investment program. Investments of the
City shall be undertaken in a manner which seeks to ensure the preservation of principal in
the overall portfolio. To attain this objective, diversification is required in order that potential
losses on individual securities do not exceed the income generated from the remainder of the
portfolio. Risk associated with an investment refers to the potential loss of principal, interest
or a combination of both. The City shall seek to preserve principal by mitigating the two
types of risk - credit risk and market risk.

Credit risk - Defined as the risk of loss due to failure of the issuer of a security. Credit risk
shall be mitigated by investing in investment grade securities and by diversifying the
investment portfolio so that the failure of any one issuer does not unduly harm the City's
cash flow.

Market Risk - Defined as market value fluctuations due to cverall changes ini the general
level of interest rates. Market risk shali be mitigated uy Hmmng the welghted average
miaturity o the City's investmeni porifolio to three and one-half years, the maximum
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Vi. DELEGATION OF AUTHORITY

In accordance with California Government Code Section 53607, the Elk Grove City Council has
authorized the City Treasurer to invest on behalf of the City, to manage the City's investment
program consistent with this investment policy, and to maintain a system of internal controls to
regulate the activities of subordinate officials.



VIl. PUBLIC TRUST

All participants in the investment process shall act as custodians of public funds. Investment
officials shall recognize that the investment portfolio is subject to public review and evaluation.
The overall program shall be designed and managed with a degree of professionalism that is
worthy of the public trust. In a diversified portfolio it must be recognized that occasional
measured losses are inevitable, and must be considered within the context of the overall
portfolio's investment return, provided that adequate diversification has been implemented.

Vill. ETHICS AND CONFLICTS OF INTEREST

Officers and employees involved in the investment process shall refrain from personal business
activity that conflicts with proper execution of the investment program, or impairs their ability to
make impartial investment decisions. Additionally the City Treasurer (Finance Director) and other
key finance personnel are required to annually file applicable financial disclosures as required by
the Fair Political Practices Commission (FPPC).

IX. QUALIFIED BROKER/DEALERS

The City shall transact business only with qualified banks, savings and loans, and broker/dealers.
investment staff shall investigate dealers who wish to do business with the City to deiermine that
they are adequately capitalized, have no pending legal action agamst the firm or the individual
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percentage limitation of the portfolio which can be invested in this category.

2. Obligations issued by the Government National Mortgage Association (GRMA) the
Federal Farm Credit System (FFCB), the Federal Home Loan Bank Board (FHLB), the
Federa! National Mortgage Association (FNMA), and the Federal Home Loan Mortgage
Association (FHLMC). There is no percentage limitation of the portfolio which can be
invested in this category.

3. Local Agency Investment Fund (LAIF) which is a State of California managed investment
pool may be used up to the maximum permitted by California State Government Code, Title
2, Division 4, Part 2, Chapter 2, Article 11, commencing with section 16429.1.
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The City's cash management system is designed to accurately monitor and forecast expenditures
and revenues, thus enabling the City to invest Investment Cash to the fullest extent possible. The
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DELEGATION OF AUTHORITY

In accordance with California Government Code Section 53607, the Elk Grove City Council has
authorized the City Treasurer to invest on behalf of the City, to manage the City’s investment
program consistent with this investment policy, and to maintain a system of internal controls to
regulate the activities of subordinate officials.
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Investments detailed in items 4 through 11 are further restricted to a maximum of 15 percent of
the City’s Investment Cash in any one issuer name. A five year maximum maturity limitation is
applicable unless further restricted by this policy.

4. Bills of exchange or time drafts drawn on and accepted by commercial banks, otherwise
known as bankers’ acceptances. Bankers' acceptances purchased may not exceed 180
days to maturity or 40% of the City’s Investment Cash.

5. Commercial paper of “prime” quality of the highest ranking or of the highest letter and
numerical rating as provided for by Moody’s Investors Service, Inc., or Standard and Poor's
Corporation. Purchases of eligible commercial paper may not exceed 270 days to maturity

nor represent more than 10% of the outstanding paper of the issuing corporation.

6. Negotiable certificates of deposit issued by nationally or state chartered banks or state or
federal savings institutions. Purchases of negotiable certificates of deposit may not exceed
30% of the City’s Investment Cash.

7. Repurchase agreements which specify terms and conditions may be transacted with
banks and broker/dealers. The maturity of the repurchase agreements shall not exceed 90
days. The market value of the securities used as collateral for the repurchase agreements
snall be monitored by the investment stafl and shall 1ot be ailowed to fall below 102% of the
value of the repurchase agreerment. A Master Repurchase Agreement must be executed
with the bank or dealer prior to investing in a Repurchase Agreament.
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1. Shares of beneficial interest issued Dy diversified ﬁ*zanagement companies (Money
rmarket and mutual funds) may have no more than 10% of total assets in any one mutual
fund investing in instruments as authorized above  Various daily cash funds administered for
or by trustees, paying agents and custodial banks contracted by the City of Elk Grove may
be purchased as allowed under State of California Government Code. Only funds holding
U.S. Treasury or government agency obligations can be utilized.

Ineligible investments, those that are not described herein, including but not limited to, common
stocks or long term (over five years in maturity) notes and bonds, are prohibited from use in this
portfolio.
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Xl. INVESTMENT POOLS/MUTUAL FUNDS

Governmental sponsored pools and money market mutual funds are excellent short-term cash
management facilities. These pools/funds can provide safety, liquidity and yield in a single
investment instrument. A thorough investigation of the pool/fund is required prior to investing,
and on a continual basis.

Xll. COLLATERALIZATION
Collateralization shall be required on two types of investments:

1. Certificates of Deposit in excess of the amount federally insured, and
2. Repurchase agreements.

For Certificates of Deposit in excess of the amount federally insured, the general collateralization
level shall be 110% of the amount invested. If the security used for collateral is a mortgage
backed security, the collateralization level shall be 150% of the amount invested (government
code sec. 53652).

For repurchase agreements, the collateralizatior: level shall be at least 102% of the market value
of the agreement.

The collateral shail be held by an independent third party with whom the en tlty has a currerit
sustodial agie\,.nent and the right of collateral substitution is granted. In order lo conforim with
the provisions ¢f the Federal bankruptey code which provides for liquidation of securities haia as
collateral, ‘zr‘e only securities z.,ueptth« gz cotlateral shall be certific ate~ of depo\n mrrmw cia
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Alt securities that may ns purchased, including coliateral for repurcnase agreements, shall e
held by a third party custodian designated by the Treasurer whenaver possible. These securnitiss
shall be held in the City's name and control and third paity custody shall be svidenced by
safekeeping receipts.  The third party cusiodian zhall send the City, on 2 monthly basis, =
statement of what is safe-kept and this statement shall be reconciled to the City's record on =
monthly basis. Securities held in custody for the City shall be independently audited on an
annual basis to verify investment holdings.

XIV. DIVERSIFICATION INVESTMENT

The City's investment portfolio shali be diversified to avoid incurring unreasonable and avoidable
risks with regard to specific investment types. Within investment types, the City shall also
maintain a mix of securities to avoid concentrations within individual financial institutions,
geographic areas, industry types and maturity dates.



investments detailed in items 4 through 11 are further restricted to a maximum of 15 percent of
the City's Investment Cash in any one issuer name. A five year maximum maturity limitation is
applicable unless further restricted by this policy.
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shall be monitored by the investment stall and shail not be allowed to fall below 102% of the
value of the repurchase agreerngnt. A Master R@puruhasm Agreement must be executed
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11, Shares of beneficial interest issuad Dy diversified rr.andgemem companies (Money
rmarket and mutuai funds) may have no more than 10% of total assets in any one mutual
fund investing in instruments as authorized above. Various daily cash funds administered for
or by trustees, paying agents and custodial banks contracted by the City of Elk Grove may
be purchased as allowed under State of California Government Code. Only funds holding
U.S. Treasury or government agency obligations can be utilized.

Ineligible investments, those that are not described herein, including but not limited to, common
stocks or long term (over five years in maturity) notes and bonds, are prohibited from use in this
portfolio.



XV. MAXIMUM MATURITIES

To the extent possible, the City of Elk Grove shall attempt to match its investments with
anticipated cash flow requirements. Unless matched to a specific cash flow, the City shall not
directly invest in securities maturing more than 5 years from the date of purchase. The weighted
average maturity of the pooled portfolio should not exceed three and one-half years.

XVI. INTERNAL CONTROL

The City Treasurer shall conduct an annual review of the investment program. This process may
include testing of the investment program by the City’s external auditor to determine the extent of
compliance with the Investment Policy.

All wire transfers initiated by the Finance Department will be confirmed to the appropriate
financial institution. Proper documentation obtained from confirmations and cash disbursement
wire transfers is required for each investment transaction. Timely bank reconciliations are
conducted to ensure proper handling of all transactions.

AV, PERFORMANCE STANDARDS
The City’s investiment portiolio shall be designed with the objective of atiaining a sound rate of
raturn throughout nudgetary and economic cycles, taking into account the City’s invesiment risk

constraints and the cash flow characteristics of the portfolic.

AL

Fortfolio Maturity Manageient

When structuring the maturity composition of the porttolio, the city shall svaluate current and
axpected interest rate yields and necessary cash flow requirements. it is recognized that in
normal markei conditions longer maturities produce higher vields. However, the securities
with longer malurities alse experience greater price fluctuations wnen the level of intersst
rates change.

Security Swaps

The City may take advantage of security swap opportunities to improve the overall portfolio
yield. A swap which improves the portfolio yield may be selected even if the transactions
result in an accounting loss. Documentation for swaps shall be included in the City's
permanent investment file documents.
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XiX. PERIODIC TREASURY REPORTS

The City Treasurer shall review and render quarterly reports to the City Manager and City Council
which shall include the face amount and cost of the investment, the type of investment, the name
of the issuer, the coupon rate of interest, the maturity date, the current market value and accrued
interest due for all securities.

XX. LEGISLATIVE CHANGES

Any State of California legislative action, that further restricts allowable maturities, investment
type or percentage allocations, shall be incorporated into the City of Elk Grove's Investment
Policy and shall supersede any and all previous applicable language.

XXI. INTEREST EARNINGS

All interest earned and collected from investments authorized in this policy shall be allocated
monthly to various funds based on the cash balance in each fund as a percentage of the entire
pooled portfolio.

KX LIMITING MARKET VALUE EROSION

It is the general policy of the City to limit the potential effects from erosion in market values by
adhering to the foliowing guidelines:
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Council for approval.

XXIV. GLOSSARY OF TERMS

Bankers’ Acceptance {BA) - A draft or bill or exchange accepted by a bank or trust company
The accepting institution guarantees payment of the bill, as well as the issuer.

Broker - A broker brings buyers and sellers together for a commission.

Certificate of Deposit — A time deposit with a specific maturity evidenced by a certificate.
Large-denomination CD’s are typically negotiable. CD's may be eligible for FDIC insurance.



XV. MAXIMUM MATURITIES

To the extent possible, the City of Elk Grove shall attempt to match its investments with
anticipated cash flow requirements. Unless matched to a specific cash flow, the City shall not
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Security Swaps

The City may take advantage of security swap opportunities to improve the overall portfolio
yield. A swap which improves the portfolio yield may be selected even if the transactions
result in an accounting loss. Documentation for swaps shall be included in the City's
permanent investment file documents.




Collateral - Securities, evidence of deposit or pledges to secure repayment of a loan. Also
refers to securities pledged by a bank toc secure deposit of public moneys.

Custody - A banking service that provides safekeeping for the individual securities in a
customer's investment portfolio under a written agreement which also calls for the bank to collect
and pay out income, to buy, sell, receive and deliver securities when ordered to do so by the
principal.

Delivery vs. Payment (DVP) - Delivery of securities with a simultaneous exchange of money for
the securities.

Diversification - Dividing investment funds among a variety of securities offering independent
returns and risk profiles.

Federal Home Loan Banks (FHLB) - Government sponsored wholesale banks which lend funds
and provide correspondent banking services to member commercial banks, thrifty institutions,
credit unions and insurance companies. The mission of the FHLBs is to liquefy the housing
related assets of its members who must purchase stock in their district Bank.

Federal Home Loan Mortgage Corporation (FHLMC) - Ths FHLMC was created under *‘f' >
Federal Home Loan Mortgage Act, Title 1l of the Emergency Home Finance Act of 1970 as ¢

stockholder owned government-sponsorad enterprise. Freddie Mac, as the corporation is ca lec,
is hﬂrrpd with providing stability and assistance to the secondary home mortgage markatl by
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guarante h:u aﬁi security holders will receive timely payment of principal and interest.

Govermment National Morigage Association (GNMA) — Securities influencing the votume of
bank credit guaranteed by GNMA and issued by mortgage bankers, commeicial banks, savings
and loain associations and other institutions.  Security holder is protected by the full faith and
credit of the UJ.S Government. Ginnie Mae securities, are backed by the FHA VA, or FrnHA
mortgages. The term “pass-throughs” is often used to describe Ginnie Maes.

Interest Rate - The annual yield earned on an investment, expressed as a percentage.

Liquidity - Refers to the ability to rapidly convert an investment into cash with minimal risk of
losing some portion of principal and/or interest.
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Master Repurchase Agreement - A written contract covering all future transactions between the
parties to repurchase and/or reverse repurchase agreements that establish each party’s rights in
the transactions. A master agreement will offer specify, among other things, the right of the
buyer-lender to liquidate the underlying securities in the event of default by the seller-borrower.

Maturity - The date upon which the principal or stated value of an investment becomes due and
payable.

Portfolio - Collection of securities held by an investor.

Prudent Person Rule - An investment standard. In some states the law requires that a fiduciary,
such as a trustee, may invest money only a list of securities selected by the custody state - the
so-called legal list. In other states the trustee may invest in a security if it is one which would be
brought by a prudent person of discretion and intelligence who is seeking a reasonable income
and preservation of capital.

Rate of Return - The vield obtainable on a security based on its purchase price or its current
rmarket price. This may be the amortized yield to maturity on a bond or the current income return.

Repurchase Agreement (RF or "F{EPQ‘; - A holder of securities selis these securities to an
ii;\w%:-s‘wr with an agreement {o rapurchase thain at a fixed price on a fixed date. The securily
“buyer” in effect lends the “seiler” ney m, the period of ‘F : agreemem and the terms of the
seineni are structured - | i
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Treasury Bills — A non-interesi beadny discount security issusd Dy the UG5 Treasury (o finance
the national debt. Most bills are issued fo mature in three months, six months, or one year

freasury Bonds - Long-term couporr—iar—aarinc U. . Treasurv securities issued as direct
obligations of the U. S. Govermiment and having initial imaturities of more than ten years.

Treasury Notes - Medium-term coupon-bearing U S. Treasury securities issued as direct
obligations of the U. S. Government and having initial maturities from two to ten years.

Yield - The rate of annual income return on an investment, expressed as a percentage. It is
obtained by dividing the current dollar income by the current market price of the security.

Yield to Maturity - The rate of income return on an investment, minus any premium or plus any
discount, with the adjustment spread over the period from the date of purchase to the date of
maturity of the bond, expressed as a percentage.
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refers to securities pledged by a bank to secure deposit of public moneys.

Custody - A banking service that provides safekeeping for the individual securities in a
customer's investment portfolio under a written agreement which also calls for the bank to collect
and pay out income, to buy, sell, receive and deliver securities when ordered to do so by the
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Governinient National Mortgage Association (GNMA} — Securities influencing the volums of
banic credit guaranteed by GNMA and issued by mortgage bankeirs, commercial banks, savirigs
and loan associations and other institutions.  Security holder is proiected by the full faith and
credit of the U.S. Government. Ginnis Mae securities, are backed by the FHA, VA, or FrnHA
mortgages. The term “pass-throughs” is often used to describe Ginnie Maes.

Interest Rate - The annual yield earned on an investment, expressed as a percentage.

Liquidity - Refers to the ability to rapidly convert an investment intc cash with minimal risk of
losing some portion of principal and/or interest.



CERTIFICATION
ELK GROVE CITY COUNCIL RESOLUTION NO. 2008-125

STATE OF CALIFORNIA )
COUNTY OF SACRAMENTO ) ss
CITY OF ELK GROVE )

I, Susan J. Blackston, City Clerk of the City of Elk Grove, California, do hereby
certify that the foregoing resolution was duly introduced, approved, and adopted
by the City Council of the City of Elk Grove at a regular meeting of said Council
held on June 11, 2008 by the following vote:

AYES : COUNCILMEMBERS: Hume, Scherman, Leary
NOES: COUNCILMEMBERS: None
ABSTAIN: COUNCILMEMBERS: None

ABSENT: COUNCILMEMBERS: Davis, Cooper

See L

Susan J. Blackston, City Clerk
City of Elk Grove, California




