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FY2008
AnnualInvestmentReview

Specialpoints
Summary ofinterest

FY2008 accruedTheannualreviewprovidesan tion quality diversity andliquidity
interestwas 84overviewoftheyearsinvestment oftheCityinvestmentportfoliodur million

activities ing theprecedingfiscalyear

TheannualreportisprovidedtotheThereport providesanopportunity TheCity earneda
CityCouncilasasupplementtofortheCityCounciltoconduct its FY2008average
monthlyinvestment reports review andannuallyadoptthe of459

StatementofInvestmentPolicyinTheannualreportisprepared in
accordancewithCityandState FY2008 averagecompliancewiththeCityofHayward
requirements andtoamendthe cashavailableforInvestmentPolicyandtheStateof
policy asrequired tomeetlocalneeds investmentwasCalifornia ThepurposeofthereportisPrudent 184millionorcomplywithlegalrequirementstoapprisethemembersoftheCity

management Councilontheperformance composi
alongwitha Inside

FY2008YearInReviewsound
Available 2Investment Theportfoliogross accruedinterestde shiftedourshort terminvestments
InvestmentRatesclined aslight 209000 from 86tointoLAIF duetoLAIFs competitivePolicyhave 84million or24 astheannual rateofreturn PortfolioEarnings2ensuredasolid portfolioyielddeclined47basis pointsForFY2008 averagecash available

from506to459 or9 Cash Interest 3Investment forinvestmentwentup 65million Growth
Thedecreaseintotalaccruedinterest from 1776to 184million orProgram wasexpectedduetothecombinedef 37 whichhelpedtominimizethe Benchmarking 3

Performancefects ofareductionintheinterestrateseffectofdeclininginterestrateson
availableforinvestment offsetbyinvestmentearnings

Liquidity 4greatercashavailableforinvestment Staffcontinuedtomaintainourem
Asavailableinterestrates declined wephasisonsafety liquidity andyield MarketValue 5

PortfolioMakeUp6
CreditWorthinessß ß

Ý Oversight 7
Ú˙îððìÚ˙îððºÚ˙îððŒÚ˙îððØÚ˙îððŁxˆ444 Accounting

InternalControls8ß — ˙ ïòŁîßîòíŁßíòØçßºòðŒßìòºçß
ß ß üîôìŁíüíôíŁŒüºôŁŁïüŁôŒìíüŁôìíì PolicyConstraints9
ß ß — Þ üïíŒôìïïüïìØôŒìîüïŒîôìºŁüïØØôºçðüïŁìôðçº
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AvailableInvestmentRates
FY2008ratesavailableforinvestmentdeclined astheeconomysoftened

Thechart highlightsthe
Ú˙îððŁß ˛ Ýdeclineinshortandme

diumtermratesoverthe
ºòððßpastyear

Ú ˛Availableinvest AstheFederalReserve ìòððß
maintainedthe2 federal î˙ Ìmentratesare

Þfundsrate inMarch2008 íòððß í ÌÞdeterminedby ratesimprovedfromtheir
lows Ofparticular note thenational Œ ÌÞîòððß
LAIFratefollowedthede

economic Ôß Úclineofotherrates butde ïòððß
clinedatalesserrate duetoconditions
itslongermaturityperiod

PortfolioEarnings

Theportfolioearnedan Therefore itshouldbeemphasizedthattheneed
average yieldof459 inFY2008 tomaintainquality diversity and liquiditycon

straintheabilitytomaximizeyieldInFY2008 ratesavailablefor investmentYieldisthe declined Asratesavailableforinvestment ThecharthighlightstheFY2008portfolioand
percentageof declined sodidourinvestmentportfolioyield targetyield Thechartshowsasteadydeclinein

Theaverageannualyielddeclined47 basis bothyields however theportfolioyieldannualreturn points from506 to459 or9 declinedataslowerrateduetoitslongermatur
oninvestment ityperiodA 65milliondollarincrease inaveragecash

availableforinvestmenthelpedtooffsetthe
declineinyield

The yielddecrease wasaresult
of twofactors First thematu — Ô ïîration orcallofhigheryielding

Œòððßsecurities followedbythepur
chaseofloweryieldingsecuri ºòððß
ties Second a235basispoint

ìòððßdecreaseintheLAIFyield
from525to290 íòððß
Itshouldbeemphasizedthat îòððß
theStatementofInvestment

ïòððßPolicystatesthattheportfolio
istobe managedwithanem
phasisfirstonsafety thenon

Ñ — ˙ Ù ˙liquidity andfinallyonyield
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CashandInterestGrowth

CashAvailablefor ß ß — ÞInvestment
xˆ ˆ ˆ

ForFY2008 theannual portfo
üîððliocashbalanceaveraged 184

million a 65million or36
increaseover thepreviousyear Overthepast

üïºðThechart showsthattheCitys fiveyears cash
cashavailableforinvestment

availableforhasgrownoverthepastfive
üïððyears Thisisduetoanoverall investmenthas

increaseinrevenues Ú˙îððíÚ˙îððìÚ˙îððºÚ˙îððŒÚ˙îððØÚ˙îððŁ increasedby 48

million while

annualaccruedInterestEarnings
interesthasinFor FY2008 theannualgross

accruedinteresttotaled 84 creaseby 6mil
million a 209000decline

lionfromthepreviousyear

Thechartshowsthegrowthin
annualaccrued interestover the
pastfiveyears Interestearnings
haveincreasedfromtheirFY
2004lows

BenchmarkingPerformance
ThePerformance 2008 theperformancepercentage
Percentageaveraged140 averaged140 a54 improvement
oftargetinFY2008 overlastyears91 average

InvestmentPerformanceis Itisimportanttonotethatthe
measuredbydividingthe movementofmarketinterestrates
portfolioyieldbythetarget largely determinestheperformance
yield Theresultingper level Inperiodsofrapidlyfalling
centageletsusknowhow rates portfolioperformancewill
closetheportfolioyield typicallyexceedthegoalyield until
cametoreachingthetarget therelatively higheryieldinghold

ings mature OnceratesstabilizeOnehundredpercentwould
theportfolioyieldwillcomeclosermeanthattheportfolioyield
tothegoalyieldmetthegoalyield ForFY
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MeasuringLiquidity
Samedayinvestments LAIFistheinvestmentofchoiceforthispurpose LAIF
averaged36 inFY2008 offerstheCityovernightliquidityatratesthatareequiva
andendedtheyearat45 lenttoothershort terminvestmenttypes withtheadded

benefitofdailywithdrawalbeingavailableAportfoliohasthe
appropriatelevelofliquidityLAIFandothershort terminvestmentsprovidesufficient
ifneededportionsofitcan liquiditytomorethancoverforeseeable shortfalls incash
be 1 convertedintocashto resultingfromthenormalvariabilityofourmanyrevenue
meetobligations and2 sources Ifnecessary anyinvestments intheportfoliocan
takeadvantageofmarket besoldimmediatelyiftheneedarose althoughitisgener
conditions allyourpracticetoholdinvestments untilmaturity

Ofthetwofactorsabove theThefollowingchartrepresentstheportfoliosJune30
needtomeetobligationsis 2008 bookvalue separatedbymaturityperiods
themostcritical

Securitiesare

purchasedin Ú˙îððŁß — Ó ˛
variousmaturity Y k

üìºôðððrangesinorder
üìðôððð

toensure üíºôððð
üíðôðððliquidity
üîºôððð
üîðôððð
üïºôððð
üïðôððð
üºôððð

üð
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AverageLiquidity
Asratesdeclined we agesoftheportfoliointoLAIF mainlyduetothedecliningrates
concentratedourinvestmentsofothershort terminvestments Inthefuture whenratesim
intoLAIF prove wewillbeladderingourmaturitylevelsmoreevenlyalong

thematurityrangeThroughout theyear available
investmentrates declined As
theratesdeclined wechoseto— Ó Ý Toensureíìinvestlargerpercentagesofthe

adequatecashisüîððôðððshort termportfoliointo LAIF îí
Duringperiodofdeclining available theïòº î
rates theLAIFyieldisslowto üïºðôððð Citymonitorsitsïïòºdeclineduetoitslongermatur
ityperiod Asratesimprove çïî cashpositionüïððôðððwewillbe evaluatingourother Œç daily satisfyingshort terminvestmentopportu

üºðôððð íŒnities itsobligations
ïíThechartshowstheaverage andinvestingtheüðmaturityperiodsforFY2008 Ô ï

remainingcashAscanbe seeninthechart we
ïchosetoinvestlargerpercent

MarketValue
Ifsoldon June30 2008 What isdemonstrated isthemovementinbondpricesassociated
336802wouldhavebeenwithchangesinbondmarketyields Sincebondyieldsandbond1

gainedontheportfolio pricesmoveinoppositedirections anyoveralldecreaseinmarket
interestratesservestoincreasethepricesofexistingholdings MarketvalueisAsstatedinprevious reports

thevalueatmaturityofall TheCityreportsthemarketvalueeachmonth TheCity isre thecurrentprice
securitiesintheportfolio isquiredtoreport itsportfoliomarketvalueeachJune30th This

atwhichinvestorsnotaffectedbythiscalcula informationisreportedintheAnnualComprehensive AnnualFi
tion nancialReport CAFR arewillingtobuy

MarketpricingisprovidedbyDataFeedMarketPricing1 orsellabondata

giventime



Page6 FY2008 AnnualInvestmentReview

PortfolioMakeUp
Ourdiverseportfolioadds

Ú˙îððŁß — Ývalueandsafety

Theinvestmentprogram
tookadvantageofitssafety ÝÚliquidity andyieldrequire ÒßPortfolio mentsbyinvestingindiverse ïŒßíîßsecuritytypes Diversifyingcomposition

Ùsecurityissuersandtypes
describesthe alongwithcorrelatinginvest

mentmaturities withcashmakeupofthe Ý ïßflowneedsdilutesrisk
portfolioby —

The chartshowstheaverage çßsecuritytype compositionofamonthlyFY Ò2008portfolio Ascanbe Ôß ÚÝÜ
seenfromthegraph our íºßØß
portfolio isdiversified
amongseveralsecuritytypes

CreditWorthiness
Acreditrating Securitycreditratingsare monitoredmonthly
assessesthe

creditworthiness The graphpresentstheportfolioinvestments bycreditratingsasofJune30 2008 AAA
andAAarelong termratings maturityofgreaterthanoneyear whileA1is ashort termofacorporation
rating shorterthanoneyear LAIFhas notbeenissuedacredit ratingbyanational rating

Creditratingsare agency andislistedseparately

calculatedfrom

Ý ˛financialhistory

æk 14¸244andcurrentas
ßßßłÔÌ

setsandliabili ìíß
ßßłÔÌ

ties Typically a Øß
ßïł˝Ìcreditratingtells
ºß

aninvestorthe
Ù Þ

probabilityofthe ß
ðßsubjectbeingable

topaybacka
Ôß Úł˝ Ü

bond ìºß
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Oversight
TheInvestmentAdvisory abouttheeconomy thedi appointeesincludetheCity
Committeehasmetwith rectionofinterestrates ClerkandHumanResources
Financestaffeveryquarterdowngrading ofwell rated Director aProfessorfrom
formorethanthirteen issuersofsecurities anda CaliforniaStateUniversity
years varietyofothersubjectsre EastBay CSUEB repre

latedtothetreasuryopera sentingthefinance eco
Thepurpose ofInvestment tion nomicseducationalcommu
AdvisoryCommitteemeet nity andarepresentativeingsistoreviewinvestmentInformationis providedto

fromthebankingcommu TheInvestmentstrategy approval newin theCommitteemonthlyby
nityvestmentsources discuss theFinanceDepartment Programis

economicdevelopments TheFinance DirectorchairsThecontributionsofProfes
reviewedmonitorinvestmentactivityquarterlymeetings which sorZockofCSUEBandAn

andconsiderproposed includeabriefingfromthedrewStoddard VPofInsti quarterlybythe
changestoinvestmentprac InvestmentOfficeronthe tutionalSalesfromUnion

Investmentticesandto theStatementofstatusoftheinvestment Bank warrantparticular
InvestmentPolicy portfolio attentionanddeservepar Advisory

ticularthanks TheirexperTheresulthasbeen afocusThe Committeeconsistsof Committeetiseineconomicandfinanonsafeinvesting improvedtheAssistantCityManager
cialmatterswithinthepriinvestmentstandards andtheCityAttorney
vatesectorandthelargerimprovedinvestmentqual representedbytheAssis
economyisinvaluabletoity The boardhasprovided tantCityAttorney twode
maintenanceofprudentaninvaluablesounding partment headsappointed
effectiveinvestmentboardforstaffconcerns bytheCityManager current

AccountingRequirements
Investmentproceduresandre withcashandinvestments Therequirementservesto
sultsare reviewed byindepend provideadditionaldisclosure asrelatedtocredit rating
entauditors risk interestraterisk andconcentrationrisk Bydis

closingtheseareasofriskintheCitysAnnualFinanGASBNo 40 DepositandIn
cialStatements areadercanbecomemoreinformedofvestmentRiskDisclosure re
variousrisksassociatedwithcashand investmentsquiresannualdisclosureofvari

oustypesof investmentrisksasofTheFY2008Comprehensive AnnualFinancialReport
IndependenttheJune30reportingperiod CAFR willbeauditedbytheCityscertifiedpublic

Thepurposeoftheaccounting accountantfirm andwillbeavailable inJanuary2009 auditorsreview
disclosure istoaddinformation ThereportwillcontaintheGASBNo 40reportingre

theInvestmentregardingcertainrisksassociatedquirement
Program
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InternalControls
TheStatementofInvestmentPolicysinternalAsalways staffcontinuedtomonitor
controlrequirementswereobserved toininvestment safetyinFY2008
cludeInternal controlaredefinedasaprocess
1 Transactionswereonlycompletedwitheffectedbyanorganizationsstructure work

investmentinstitutionsthatwerequaliandauthorityflows peopleandmanage
fiedandapproved bytheInvestmentAdmentinformationsystems designed tohelp
visoryCommitteetheorganizationaccomplish specificgoals

orobjectives Itisameansbywhichanor 2 Alltransactionswereexecutedonadeliv
ganization sresourcesaredirected moni eryversus paymentbasis Thismeans
tored andmeasured Itplaysanimportant thattheCitydoesnotpay forsecurities
role inpreventinganddetectingfraudand untilitstitletothemisconfirmed
protectingtheorganizationsresources At

3 Competitivebiddingwasthestandardtheorganizational level internalcontrol
methodof securityprocurement andallobjectivesrelateto thereliabilityoffinancial
bidderswerepre qualifiedbyagreementreporting timelyfeedbackontheachieve
tocomplywiththeCitypolicies Furthermentofoperationalorstrategicgoals and
more noadditiontothebidders listiscompliancewithlawsandregulations
madewithouttheconcurrenceoftheIn
vestmentAdvisoryCommittee

4 Investmentpracticesfollowedwritten
authorizations controls andprocedures
intheStatementofInvestmentPolicy as
previouslyapprovedbytheCityCouncil

5 Allinvestmentinstrumentsweresecured
throughthird partycustodyandsafe
keepingproceduresbyBankoftheWest

6 TheCityemployedacomputerized cash
budgetingsystem whichplotsexpendi
turerequirementsandincomedelivery
fortheentireyear Staffcorrelatedin
vestmentmaturities withcashflowneeds
asamatterofroutine
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PolicyConstraints

AtJune30 2008 theportfoliometallpolicylimitations

TheInvestmentPolicysetsguidelinesandconstraintstoguidetheinvestmentprogram
Thesestandardsensureasafeandprudentinvestmentprogram

The StatementofInvestmentPolicysetsthreemajormaturityconstraintstoinsure
liquidity

PolicyProgram

1 TheCityshallnotinvestininstruments
whosematuritiesexceed fouryearsattheInFY2008 no securitieswerepurchasedtimeofpurchase Statelawallowsfive withamaturitybeyondfouryearsyearmaturities butCitypolicyis more
restrictivethan Statelaw

Actualresults

aremeasured2 Nomorethan40 oftheportfolio shallbe AsofJune30 40 oftheportfolio wasin
investedbeyondtwelvemonths vestedinmaturitiesbeyondoneyear againstthe

policytoensure
3 Theaveragematurityofportfolioinvest AsofJune30 theportfoliosaverage

compliancementsshallnotexceed400calendardays weighted maturitywas317days

The StatementofInvestmentPolicysetssecuritytypeconstraints suchasmaximumsin
eachinvestmentcategory toinsurediversity

Thechartprovidesacomparisonbetweenourpolicyandtheinvestmentcategoryheldasof
June30

— Ô ò— —
æk 244

ïððòððß
Łðòððß
Œðòððß
ìðòððß

—îðòððß
Ö ðŁðòððß



FutureInvestmentStrategy
What doesthefuturelooklike Investmentstrategy requiresassumptionsabout thefuture

TheinvestmentstrategygoingintoFY2009istoselectively
extendmaturitiestotakeadvantageofinterestratesandto
evaluateourinvestment inLAIF Asalways wewillmaintain
ouremphasisuponsafetyandliquidity

Therate settingFederalReserveOpenMarketCommittee
maintainedthe20 federal fundsrateasofAugust2008 For
theupcomingyear wewillcontinuetomonitornationaleco
nomicinformation andits affectonratesavailableforinvest
ment

Thetablebelowwascopied fromWachoviasweeklyeconomic
report Wachoviaisforecastingthat thenationaleconomywillexperiencesluggishgrowth
throughoutthisyearandnext Basedonthisinformation weanticipateratesforfutureinvest
menttoremainat theircurrent lowlevels

Preparedby
InvestmentOfficer DeniseBlohm
Deniseblohm@hayward cagov


