MEMORANDUM

Department of Financial Services

INCOAPIRATED
JANUARY 26, 1954

To: Honorable Mayor and City Council

Through:  Thomas C. Williams, City Manager

From: Emma C. Karlen, Director of Financial Services

By: Kyle Spencer, Accounting Technician

Subject: City of Milpitas Investment Portfolio Status Report for the Quarter
Ended September 30, 2007

Date: October 22, 2007

DISCUSSION

In compliance with the State of California Government Code and the City’s Investment Policy,
the City of Milpitas Investment Report for the period ended September 30, 2007 is submitted for
your review and acceptance. State law requires that a report be submitted to the City Council
each quarter.

The attached Portfolio Summary Report provides a summary of the City’s investments by type.
It lists the par value, market value, book value, percentage of portfolio, term, and days to
maturity and the equivalent yields for each type of investment. The Portfolio Details Report
provides the same information for each individual investment in the City's portfolio as of
September 30, 2007.

The cash balance as of September 30, 2007 consists of $820,188 held in the City’s checking
accounts and $2,924,592 bond reserve funds invested by the fiscal agent. Since the bond
reserve funds are invested in accordance with permitted investment provisions of their specific
bond indentures, these investments are not included in the calculation of the equivalent yields
on the City’s investment portfolio.

The market values of the securities were provided by Interactive Data, an independent service
provider of market valuation. All the securities owned by the City are held in safekeeping by a
third party bank trust department, acting as agent for the City under the terms of a custody
agreement.

The investment portfolio is in compliance with the City’s investment policy. A combination of
securities maturing, new revenues, and tax receipts will adequately cover the anticipated cash
flow needs for the next six months. Cash flow requirements are continually monitored and are
considered paramount in the selection of maturity dates of securities.

As of September 30, 2007, the principal cost and market value of the City’s pooled cash and
investment portfolio was $212,514,296 and $213,183,093 respectively. When market interest
rates increase after an investment is purchased, the market value of that investment decreases.
Conversely, when market interest rates decline after an investment is purchased, the market
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value of that investment increases. If the investments are not sold prior to the maturity date,
there is no market risk. Therefore, in accordance with the City’'s investment policy, all
investments are held until maturity to ensure the return of all invested principal.

The effective rate of return for the period ended September 30, 2007 was 4.24%. The
comparative benchmarks for the same period were 4.98% for LAIF (Local Agency Investment
Fund) and 4.61% for the 12-month average yield of the 2 year Treasury Note. Excluding the
long-term GNMA securities and Repurchase Investment Agreement, the weighted average
maturity of the portfolio was 500 days.

To provide a visual picture of the City’s investment portfolio, three graphs are presented to show
investment by type of securities, by maturity levels, and comparison of the City’s portfolio yields
to other benchmark yields for the last 12 quarters. A schedule of Investment Portfolio Status is
also included in the report. This schedule provides a trend of the type of securities in the City’s
portfolio, weighted average maturity, average yield, and benchmarks of LAIF and the 12-month
average yield of the 2 year Treasury Note.

RECOMMENDATION
It is recommended that the City Council note, receipt, and file the investment report for the
period ended September 30, 2007.




CITY OF MILPITAS
INVESTMENT PORTFOLIO STATUS

PERCENT OF TOTAL DOLLARS INVESTED AT QUARTER ENDED

TYPE OF SECURITY Sep-07 Jun-07 Mar-07 Dec-06
LAIF & Money Market 15 17 18 19
Corporate Medium Term Notes 10 9 9 9
Treasury Notes / Bills 7 7 7 8
Federal Agency 40 41 37 33
Repurchase Investment Agreement 26 24 29 31
Commerical Paper 2 2 0 0
100 100 100 100
Sep-07 Jun-07 Mar-07 Dec-06

Market Value

Cost 212,514,296 244,916,346 243,810,886 238,818,655
Days

Weighted Average Maturity (1) 500 470 384 302
Rates

Average Yield 4.24% 4.16% 3.90% 3.56%
Benchmarks:

LAIF 4.98% 5.00% 4.96% 4.87%

2 Year Treasury - (12 Month Average) 4.61% 4.81% 4.81% 4.80%

213,183,093 244,122,746

(1) Excludes GNMA & Repurchase Investment Agreement

Exhibit 1

243,318,406 237,822,503



CITY OF MILPITAS
INVESTMENT PORTFOLIO STATUS
September 30, 2007

Investment By Type Of Security

Money Market
4%

Commercial Paper
2%

Agencies
40%

Repurchase Investment
Agreement (Repo)
26%

Treasury
7%

Corporate Note
10%

@ $ 86,430,215 Agencies

O $ 14,179,813 Treasury

0O $ 21,979,274 Corporate Notes
| $ 54,972,205 Repo

O $ 3,969,560 Commercial Paper
@ $ 23,255,499 LAIF

B $ 8,396,527 Money Market

Exhibit 2




City of Milpitas Investment Portfolio
Maturity by Six Month Intervals as of 09/30/07
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City of Milpitas

Investment Broker Dealer List

Citigroup Global Markets Inc. (Solomon Smith Barney)
Morgan Stanley Dean Witter
Mischler Financial Group, Inc.
Vining Sparks IBG, L.P.
Dreyfus Institutional Services

State of California Local Agency Investment Fund
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