CITY OF SACRAMENTO
CALIFORNIA

City HaLL
OFFice OF THE 915 | STREET - 95814
City MANAGER January 8, 1981 (916) 449-5704
City Council and APPROVED
Budget and Finance Committee o BY THE CITY COUNCIL
Sacramento, California L
JAN 13 1981
Honorable Members in Session: CorAT
é OFFICE OF THE

oo CITY CLERK
SUBJECT: Treasurer's Request for Additicnal Staffing '

SUMMARY

The attached report is being placed on the agenda by the City Treasurer as an
urgency item. The Director of Finance and the City Manager's staff have not
had a chance to thoroughly evaluate this proposal in detail.

BACKGROUND

Based on staff's cursory review of the problems identified by the City
Treasurer it is apparent that the situation is serious. It may be that
internal organizational changes in the Treasurer's office are required as
opposed to merely adding two additional accounting positions. It should also
be noted that the suggested Accountant III classification does not exist at
the present time and is rather a proposal of the Ralph Andersen Study.

RECOMMENDAT TON

In order to provide a measure of immediate relief to the City Treasurer it
is recommended that:

1) A limited-term Senior Accountant position be approved with
funding to June 30, 1981;

2) Staff conduct a management review of the City Treasurer's
office in order to recommend a change in staffing patterns as
part of the 1981-82 budget deliberation;



3) Approval be given to acquiring the Telerate Investment
Information System;

4) Approve the proposed increase in the Investment Recovery
Fee and instruct staff to prepare and submit the authorizing
resolution;

5) Proposed Charter changes be referred to the City Council
Committee considering amendments to the Charter at the
next election.

Respectfu11y subm1tted

5 Jack R. CPlSt

Director of Finance

Recommendation Approved:

ALy

Walter J. STip
City Manager

-2- - January 13, 1981



January 6, 1981

Sacramento City Council
Sacramento, California

Honorable Members in Session:

SUBJECT: Urgent Request for Two (2) Treasury Staff Additions and Telerate
Investment Information System

SUMMARY

A proposed new "full options" management program and the added administrative
and clerical worklead associated with managing the City's Retirement System
and City investment funds, as well as internal control weaknesses cited in
Treasury as a result of the substantial overall workload in Treasury, require
immediate perscnnel actions. An Accountant III position as well as an Account
Clerk II position, in addition to a Telerate investment information system,
are required to implement the proposed new "full options" management program,
continue in-house investment management of the Sacramento City Employees
Retirement System (SCERS) by the City Treasurer's Office and resclve the
internal control weaknesses in Treasury as defined in the recent Price Water-
house Management Letter,

Very briefly, the estimated costs of this request are approximately $49,000
per year for the continued City Treasury performance of these duties. However,
should these duties be transferred to an outside investment manager, as well

as a Master Fund Trustee, the estimated annual charges to the Retirement
System will be in excess of $185,000 annually, not considering any additional
costs for superior investment results.

It is my judgment that approximately $36,000 of the proposed cost increase is
directly attributable to the City Retirement System investment management and
$13,000 is attributable to other City investment funds managed by the City
Treasury. It is possible to recover the $13,000 in salary costs attributable
to other City investment funds managed by the City Treasurer through the
investment cost recovery fee which is assessed to all short-term investment
funds managed by the City Treasurer.

Further, it is my judgment that the $36,000 in added costs directly attributable
to the City's Retirement System are properly and "cost effectively" a reasonable
charge to the City's Retirement System by the City for investment management

fees and administrative and clerical workload associated with investment
management. Additionally, an estimated $50,000 per year in salary costs alone

of the City Treasurer's staff are presently attributable to investment management
and other administrative and clerical duties so associated. However, the
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Sacramento City Charter, Section 393, expressly prohibits the levying of any
usual, normal, or reasonable costs for administrative or clerical costs from
investment management by the City Treasury to be levied to the Retirement
System, although such costs are permissible by an outside fund manager.

{See Attachment A)

I have additionally been asked to compare my staffing patterns to other
Treasurers for like cities and counties throughout the State. I must report
that there are no other Treasuries in city or county government in California
like the City of Sacramento. Most cities and counties do not have their own
retirement system. Further, those few that have retirement systems, such as
Los Angeles, San Diego, San Francisco, San Jose, and Sacramento County, have
outside fund managers and trustees and do not conduct "option" management
programs. _

For comparative purposes, however, the one City that looks like the City of
Sacramento in both amounts of monies managed and revenues is the City of
San Jose. San Jose has approximately $150 million in retirement system
monies managed by outside managers and approximatety $150 million in City
funds managed in-house by the Treasurer.

San Jose has purchased both a "Pension Max" and "Money Max" investment
accounting and reporting system for approximately $160,000 and incurs
approximately $60,000 in annual time sharing costs and other rental charges.
In addition, they have a Telerate System for approximately $7,200 per year

and their outside investment management fees for their retirement system
approximate $155,000 annually. The Treasurer of San Jose has advised me

that the number of people on his staff that perform the investment operation,
as well as the other duties in trust and financing that are performed here

at the City of Sacramento, total eleven (11). 1 have a schematic organization
chart, if necessary.

As Council knows, my entire staff consists of six positions and we have a
Money Max Investment Accounting and Reporting System. Further, my entire
budget approximates $245,000, of which $115,000 is presently being recovered
to the General Fund through the investment cost recovery fee assessed to
short-term investment funds managed by the City Treasury, which was approved
- by Council effective July 1, 1980. '

The present authorized Treasury staff and budget is adequate to manage the
short-term investment funds of the City as well as perform other Treasury
duties. Two additional positions and a Telerate investment information system
are required to continue in-house investment management of the City Retirement
System and prudent conduct of the City Treasurer's Office. These are urgent
matters as the City Retirement System is experiencing an opportunity loss of
approximately $1,230 per day as a result of the City Treasurer being unable

to implement.the full-options investment management program with existing staff.
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Attached are detailed reports describing the needs and duties of the requested
additions. {Attachment B) 1 request immediate action as I view my only other

atternative to arrange for an outside investment management counselor as weil

as a trustee to perform the investment management duties of the SCERS as-well

as the administrative and clerical workload so associated. '

FINANCIAL RETIREMENT SYSTEM INVESTMENTS

The proposed full options management program was approved by the AI & FM board
in late November 1980, subject to development of administrative and clerical
procedures by the City Treasury. The program is estimated to produce $1 million
in.annual income, approximately $450,000 per year more than is presently being
earned on the monies earmarked for the program. It is estimated that the City
Treasury can perform the administrative and clerical workload associated with
the program for approximately $8,000 per year with needed staff as opposed to
$34,000 per year by an outside Master Fund Trustee.

The administrative and clerical workload associated with in-house management
of SCERS has grown geometrically in both volume and sophistication since 1963,
the last time an administrative and/or clerical staff support position was
made to Treasury. Specifically, since June 30, 1978 alone, administrative

and clerical workload associated with Treasury investment operations has grown
approximately 89%, resulting in excess of 12,600 transactions annually, which
impact the reporting and investment earnings as well as the reconcilement
-process. It is estimated that the City Treasury can continue in-house investment
management only with necessary administrative and clerical staffing, which,

as recommended, would result in additional costs of approximately $19,300

for continued Treasury performance of these duties. Qutside investment
management fees and Master Fund Trustee charges are estimated at in excess of
$150,000 annually to perform these same services.

The City Treasurer spends in-excess.of one hour per day on the phone to ascertain
security prices and investment information necessary to make investment decisions.
Further, City Treasury staff spend substantial time periodically on the phone
ascertaining market values of investment securities. A Telerate investment
information system provides market values of all investment securities and is
"on-1ine" to Wall Street, wire services and the Federal Reserve System to .

permit instant access of all necessary information. The Telerate system is

‘a Cathode Ray Terminal with a direct, dedicated phone line. The system leases
for approximately $9,000 per year and conservatively should increase investment
income $50,000 per year for the Retirement System.

CITY OF SACRAMENTO SHORT-TERM INVESTMENT FUNDS

The Price Waterhouse Management Study has recommended the addition of an
Accountant III position to the Treasurer's staff to formalize and strengthen
internal controls over cash and investments. However, I have judged that
only one-half of this position's time, or an estimated $11,300 annually in
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staffing costs is required as a result of City investments and Treasury
related City work. The remaining one-half of this position's time and cost
is directly attributable to the City Retirement System investments which

has previously been described. The $11,300 attributable to the City short-
term investments can be recovered by increasing the investment cost recovery
fee on short-term investments from .0016% to .0018%. Therefore, this portion
of the cost will have no impact on the General Fund.

CONCLUSION - FINANCIAL

The estimated cost for staffing and the Telerate investment information
system are approximately $36,000 per year for the Retirement System. The

- Telerate System conservatively should produce additicnal investment income

of $50,000 annually which offsets the cost. Should the staffing and informa-
tion system request not be authorized, the Retirement System will incur cash
charges of at least $185,000 annually for outside investment management and
performance of the resultant. administrative and clerical workload.

The estimated cost for staffing for the City's short-term investment fund
needs is $11,300 annually, which can be recovered by increasing the investment
cost recovery fee from .0016% to .0018%.

RECOMMENDATIONS

-- Authorize an Accountant III and Account Clerk II position as well
as the leasing of a Telerate Investment Information System for the
City Treasurer's Office.

-- Authorize an increase in the investment cost recovery fee assessed
to all short-term investment funds to .0018% from .0016% to recover
one-half of the Accountant III salary, who will be involved in
reporting and accounting for short-term investment results.

-- Pursue an amendment to the Sacramento City Charter to permit the
Treasurer's Office to recover reasonable investment management
fees and ¢lerical and administrative costs when the City Treasurer's
0ffice performs this service.

-~ Forward this request to Sacramento City Council for review -and

approval. -
Respectfully submitted,
L@m?fﬂ‘“’\
TPF:rp THOMAS P. FRIERY
Attachments (2) City Treasurer

Recommendatidn Approvéd:

WALTER J. SLTIPE
-City Manager



CITY OF SACRAI\IENTOAT{ ACHmeT A

JAMES P. JACKSON
CITY ATTORNEY

THEODORE H. KOBEY, JR.
ASSISTANT CITY ATTORNEY

o . ' LELIAND J. SAVAGE
. o . DAVID BENJAMIN

7 SAM JACKSON

DEPARTMENT OF LAW 4 WiLLLAM DM JACKSON
812 TENTH S5T.- SACRAMENTO, CALIF. 95814 . . SABINA ANN GILBERT

“ . TELEPHONE (916} 449-5345 . " : STEPHEN B, NOCITA
SurTe &1 ‘ ' ©e December 12, 1980 v DEPUTY CITY ATTORNEYS

.
go: " THOMAS FRIERY, Cvlty Tteasurer- ' ' l
. ""-rom. %ﬂggAﬁ PJAgzggizzo Deputy\ Clty Attorney DEC 24 1980
'-RE- ADMINISTRATION EXPENSES OF RETIREMENT SYSTEM ' .'TﬂsﬁgakER

. QUESTION PRESENTED

You have asked whether secretarlal and related expenses of
-your office may be recouped as against the assets of the Retirement
~ System, when such expenses were 1nsured as a result of admlnlsterlng
" the assets of the system.

SUMMARY ANSWER
 No.
ANALYSIS. N
Charter Sectlon 393 prov1des as follows:
Sec. 383.. ggsts.

All usual, normal and reasonable costs of administering
‘ the retirement system, including actuarial fees and
-és:costs shall be borne by the City. When an agreement

- is entered into by the board with professional
financial advisors, such as ‘investment counsel, trust
‘companies, or trust department of banks in regard to
the management and investment of the funds in the system,

. any fee stipulated in-  such agreement to be paid to such
‘financial "advisors shall not be considered a cost of
administration but shall be considered as’ a charge
against the assets of the retirement system to be apportioned
among the fund or funds of the retirement system as
determined by the board.. In addition, any other
ordinary costs incurred in regard to the management and
investment of the funds in the system, including, but not
limited to, brokers' fees, attorneys; fees, insurance,
taxes, and property management fees, shall not be considered
a cost of administration but shall be considered as a
charge against the assets of the retirement system to be
apportioned among the ‘fund or funds of the retirement
system .as determined by the board.
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December 12, 1980

This Section establishes several categories of expenses.
They are:

(1) Usual, normal and reasonable costs of administering the
retirement system, including actuarial fees and costs. These costs
are to be paid entirely by the City;

- (2) Professional investment counsel expense. These are
stated not to be "administration" expenses, and are thus payable not
by the City, but from the system's funds;

(3) Ordinary costs incurred in regard to the management and
investment of the funds in the system, including but not limited to
attorney and broker fees, insurance, taxes and property management
fees. These are also to be paid from fund assets, and not by the City.

We are of the opinion that City staff expenses fall within the
first category and thus may not be charged against the assets of the
system, The second and third categories clearly refer to eXpenses
incurred in hiring persons or firms external to the City. For example,
although the third category mentions attorney fees, it would not be
reasonable to conclude that the City Attorney's Office could charge
the system for staff expense in advising the Board with respect to
_ the legal aspects of particular investments. Similarly, the Treasurer's
support staff costs with respect to 1nvestment of the funds must be
absorbed by the City. -

CONCLUSION R o R = o

¢« The assets of the system may not be used te pay for City staff
costs incurred in administering and investing system funds.

- . o JAMES P. JACKSON
. _ T .City Atfprney

CARNAZZO
City Attorney

ﬁILLI,f
: ' Deput
cc: Dunbar Heins, Retlrement Systems Manager

i
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 December 22, 1986

T0: Jack Cfist Director of Finance
'FROM: Thomas P. Fr1ery, C1ty Treasurer
- SUBJECT: TREASURY RESPONSE TO PRICE WATERHOUSE HANAGEMENT LETTER

COSUMMARY. e

The internal control weaknesses cited in. the Pr1ce Waterhouse Management Study
{See Attachment A) are.directly the result of increased sophistication and
transaction .volume associated with the investment program of the City of
Sacramento, part1cu1ar1y those involved with the City Retirement System's

- investment portfolig.’’ The weaknesses are extremely serious in nature and,

" without resolution, could result in lost interest income, insufficient data
to judge performance or make investment decisions and/or fa11ure to tlmely
and accurately ref]ect the City' s financial cond1t1on :

T support all recommendat1ons c1ted in the report, 1nc1ud1ng the add1t10n of
an Accountant to the Treasurer's staff to serve as a close interface with the
Finance Department because of the significant impact the Treasurer's Office has-
upon the City's financial statements, However, it is also necessary to make -
an addition of an Account Clerk II position to the Treasurerfs,staff to perform
the substantial clerical workload associated with managing the. investment
portfolio and 1mp1ement1ng the recommended 1nterna1 control procedures.

An alternat1ve ava11ab1e to reso]ve the serious 1nterna1 control weaknesses
cited in the report that would not add ‘staff to the City Treasurer's Office
would be to transfer all investment respon51b111ty and accountab111ty for
Retirement System:assets to the private sector. - However, it is conservatively
estimated that the cost of this alternative to the Retirement System would be
in excess of $185,000 annually as opposed to $36,000 by the City Treasurer's

. staff performing those activities (see Attachment B). However, no estimate
has been made for the potential of reduced or increased investment income that .
may incur to the Retirement System as a result of outside investment management,

~ although the City Treasurer's staff has demonstrated superior investment .

. performance results over the past two years as compared to a1] other 1nvestment
manragers of pub11c funds .

-, .
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Although the City Treasurer does not recommend implementation of the aTternatlve
of transferring investment management responsibilities outside, nonetheless, it"
is the only solution to the internal control weaknesses cited. It should be
considered that the last administrative and/or clerical staff addition occurred
in the Treasury in July 1963. Further, the Treasury assumed investment responsi-
bility for Retirement System assets in July 1964 with total accountability of
$20 million and no investment authority for common stocks, options, mortgage-
backed securities and bond swapping trading. =~ In the intervening years,
Treasurer's investment atcountab111ty has grown to approximately $200 million
and the increased sophistication in investment authority has translated 1nt0
substantial adm1nlstrat1ve and cler1cal work1oad demands.

The following are responses ‘to Recommendat1on 3 of the Price waterhouse Management
Report, assuming staff add1t1ons will be made to Treasury to 1mplement the

' proposed reconmendat1ons

3A - Reconciliation of Cash and Investments - Format Reporting

Point T - - The voﬂume of transactions affect1ng the reconc1]1at1on process has
increased 89% from FY 1978 to 1980, resulting in 12,580 annual reconcilement items
alone. The major portion of this increase results from options, GNMA and other

- mortgage-backed investments associated with the Retirement System and City fund

investment portf011os as well as the investment management of the SHRA by the
City Treasurer's Office. The volume, as well as the unpredictable nature of all :
aspects of lnvestment activity, have simply innundated the Senior Accountant who
has responsibilities “for not only bank account reconciliation, but also all
investment reports, operation of Moneymax ‘investment system, Treasurer s full
accountability report(s), Treasurer's budget preparation and monitoring, pro-
viding independent investment performance consultant of Retirement System with
investment data, reviewing accuracy of time sharing charges involved with-

~ Treasury computer system, and option management charges of Loomis- -Sayles for

the Retirement System, as well as developing cash f1ow data to asslst 1n invest-

‘ment management respons1b111t1es.'

- Point 2 - A change in. the Treasurer s accountab111ty format is nece551tated as

a result. of changing from a cash to an accrual method of investment reporting
in October 1979, This change greatly added.to the sophistication of investment
reporting and resulted in a more accurate reflection of 1nvestment earn1ngs as

'»'weil as the C1ty s current financial pos1t1on

'However; there is neither staff available to design'a format or‘monitor the .

changes for- accuracy. Both administrative and clerical staffgere needed to
implement this change. g o i

3B - The average da11y accountab111ty of the City Treasurer's Qffice wh1ch is
effectively the accountability of the City of Sacramento approximates $200 million
per -day. Practically, the accountab1l1ty consists of investment, although as

_much as $500 000 from time to time 1s in checking accounts
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|  In total, the 1nvestments in Treasury approx1mate $200 m1111on which are compr1sed

of approxamately 650 separate investment issues for 117 separate funds. The 117
separate funds consist of four .separate investment pools and two unique investment

~ funds: - the Ann Land-Bertha Henschel Memor1a1 Fund and Sacramento City Employees

Retirement System.

Two of the four 1nvestment‘poo]s were created in October. 1979'ahd the remaining

" pools were created in July 1980, with the management of the SHRA jnvestment funds.

The investment pools were created as a result of the 1979 Management Review which
cited need for such an arrangement as a result of the seemingly arbitrary manner
in wh1ch 1nterest income was being a]Tocated to City funds.

Although a Moneymax system was instrumental in estab11sh1ng a. p001 concept,
nonetheless changing from a cash to accrual accounting system, plus the major

"increase in investment transaction volume, primarily Retirement System jnvestments, . . =

as well as expanded workload in other areas of Treasury responsibility, such -as
flnanc1ng activity and trust operations, does not pern1t timely transfer of the
City's f1nanc1a1 plcture . : ‘

R

The addition of an‘Accountant will perm1t txmely compIet1on and preparat1on of

accountability reports to City Finance as well as the Retlrement System.

-~ The Treasury 1mp]emented a new spec1a1 assessment bond program that resu1ted
- in the printjng of blank bonds. ‘Such procedure substantially reduced bond -
“printing costs and the time it normally took to send unique issues out for
- printing. However, such procedure resulted in the printing of approximately .
1500 bond interest and principal coupons. Since these bonds can be
 authenticated for issuance with minor clerical changes, such bonds will be
- transferred from the Treasurer's vault to the safekeep1ng vault at HeI]s
. Fargo Main Offlce, Cap1to] Mall Branch , :

We have est1mated the prwnt1ng costs as a result of this procedure to be-

$1,500 per issue as opposed to $5,000 when pr1nt1ng individual issues. 4

Therefore assuming six special assessment issues per year. th1s procedure‘
: resu1ts in $21 000 in annua] savings. :

- The Treasury has ma1nta1ned approx1nate1y $60,000 in payro]] saVIngs bonds -
- for issuance to City employees that sign up for such bonds. However, it
. is anticipated that this responsibility will be transferred to the banking
. system effective January 1981. Therefore these bonds will no longer be
ma1nta1ned in the Treasurer s vault : _ ,

-- The Treasurer ma1nta1ns s]1ght1y in excess of $1 m1]11on market va]ue of
" -negotiable and reg1stered investments of the Ann Land-Bertha Henschel
Memorial Funds in the Treasurer's vault. Such procedure was followed to
assist in investment management and eliminate the necessity for two (2)
Treasury employees to travel to Nel]s Fargo Main when 1nvestnent trans-
actions were consumated. ,
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However, these securities will be transferred to the Treasurer's vault
at Wells Fargo Main Office. Further, it will now be necessary for two .
{2) Treasury employees to travel to Wells Fargo Main when investment.
transactions are consumated.

. == During the months of January and Ju1y'of each year and for an additional
month at each time period, approximately $5 million in special assessment
bond and interest coupons are presented to the City Treasurer for payment.

As a result of 1nsuff1cient staffn such bonds and coupons are p1aced'1n
the Treasurer's vault until they can be ver1f1ed authent1cated and pa1d
at which time they are cance]]ed _

_Because of the substant1a1 volume in such a brief period, several days
elapse prior to cancellation of the bonds. Such per1od 1ntroduces a
substantial f1nanc1a1 Tiability to ‘the C1ty : '

The addition of an Accountant will permit t1me1y authenttcation, verification
~and cance1lat1on of the bonds and coupons, reduc1ng f1nanc1al exposure. ‘

- 'Implementat1on of a]] the above procedures will reduce the substantial
amount of negotiable securities maintained in the Treasurer's vault and
thereby e11m1nate the need for a dua] tumbler vau]t w1th two accesses.

| However, such procedure will increase staff time requﬁred to travel to
the Treasurer's vault at Wells Fargo Main Office and the time requ1red to
cancel special assessment bonds and coupons. ' S : :

I_3D' - A surprise semi-annial audit of the substantial amount of negot1able
, secur1t1es maintained by the City Treasury would be prudent. However, the D1rector
- of F1nance advises no staff are available to perform such aud1t.

I would recommend that the scope of the annuaT outSIde auditors contract be mod1f1ed
to include a surpr1se aud1t of Treasury~ma1nta1ned securities in &ddltlﬁﬂ to the o
annual audit. _ o . : A A .

3E_ - - A1l present Treasury staff are jnnundatéd w1th all. current workload of
“Treasury.. No one is available to independently review the Moneymax input data _
although we have discovered a number of 1nput errors at a later date which requ1res
correct1ng entr1es L . _ ; ST

The addition of an Accountant to review the output to ascerta1n all work was entered
correct]y will assist 1n reduc1ng time requ1red to reconc1le. '

-3F - The C]ty Treasurer s Off1ce 1n.0ctober 1979 changed from a cost to an accrual
~investment reporting system.. However, all investments are recorded at original

. cost as they pertain to investment accountability of the Treasurer's QOffice.

- Therefore, the Treasurer's Office must develop an accountability on a cash basis
for report1ng purposes and an accrual, ba51s for 1nterna] report1ng The-accounting -
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g sophistication'involved with accrual accounting has resulted.in more accurate
financial reporting. However, such procedure results in dual accountab111ty whTch
impacts t1me ava11ab111ty to prepare such reports.

"~ The addition of an Accountant to design and monitor 1nvestment report1ng methods
will resu]t in accurate ga1n and loss reporting on investment secur1t1es.

36 ~'_Th1s recommendat1on pertalns to the Finance Department, not the Treasury.

RECOMMENDATIONS'

- To lnprove the City Treasury 1nterna1 controT weaknesses cited 1n the Pr1ce Water-
house Management Study: -

- I

- Immed1ate1y request emergency author1zat10n to add an Account Clerk and
an Accountant pos1t1on to the Treasurer s staff to: -

. T1me]y prepare reconc:llat1on of cash and 1nvestments.
- Reduce the financial exposure present]y ma1nta1ned in the’ _
Treasurer's vault by transfer to vault the C]ty maintains
at Ne11s Fargo Bank. : S ‘

-:" Reduce c]er1ca1 input errors made to the Honeymax 1nvestment
‘ system, and . . , .

~- Develop a more realistic measure of 1nvestment galn and loss
reporting. - , .

- Modlfy the City's contract w1th the outs1de aud1tor to perform a surpr1se '
© . semi-annual audit of secur1t1es in addition to the annua] audit. :

‘(éwo §)14§A=*~ﬁ.-

“THOMAS P.” ERTERY
- City Treasurer - ,

TPF re .
Attachments (2)

cc: Bill Redmond
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Management response:

L//égcommendatlon 3:

, COn31derat10n should be glven to forma1121ng and strengthenlng ‘

internal controls over cash and investments.
- 7
e recognlze that the Treasurer's Offlce has been in a
'state of transition during 1980 as the Moneymax computerlzed
investment record keeping system has become fully opera-
- tional; however, we noted a number of areas in which proce-
dures could be strengthened to. further safeguard assets:

A, ,Recoacxllatlons of cash and investments held by the
Treasurer to the Finance Department records should be
performed on a timely basis to insure that accounting-

. records related to cash and investments are properly
 stated. ' .Also, the reconciliation format should be
_changed to hlghllght potentlal adjustment 1tems.4

\.~. - . B. Because’ of the sxgnxflcant impact the Treasurer's Offlce
- has upon the City's financial statements, a close inter-
face is necessary between the Treasurer's Office and the
Accounting Division. The preparation and transfer of
financial information would be greatly facilitated by
the addition of an accountant to thé Treasurer's Office
: who is attuned to financial reportlng requlrements of
- . the Flnance Department. N
. -
C. Securltles malntained in the Treasurer s Offlce should
_ . " be locked in the safe with a dual tumbler lock accessi-
‘-~ ---—-— " ble only by two 1nd1v1duals concurrently uSLng separate
keys. . _
" D.  Because the Treasurer S functlons are 51m11ar to a bank-
N . ing function, controls common to lndependent banks would
appear appropriate. One such control is periodic secu-
rities counts performed with relative frequency by some-
one lndependent of the Treasurer s Office. . '
E. Regular review of the securlty transact1ons data lnput
into the Moneymax system should be performed by someone
other than the individual performlng the input functlon.
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-

Adm1n1strat10n, Investment and F1sca1 Management Board
Sacramento, Ca]1f0rn1a ,

' Honorab]e Members 1n Sess1on

. SUBJECT: Fut] 0pt10ns Management Program - Cont1nued Ctty Treasury Adm1n1strat1ve
' C]er1ca1 ;and Investment Management Dutxps A A _

_ -SU*NAR? |

Based on the add1t10na1 1nterna] adm1n15trat1ve and c]er1ca] uork]oad created on o
Treasury Department staff by the proposed "full options" management program, it

~ is not possible to prudently jmplement such a program at this time. Further, as

a result of the sub$tintial administrative and clerical workload associated Wlth
the present covered call option program, this program should be immediately

terminated pending selection of an outside Master Fund Trustee.  Finally, as a -'. o

. result of administrative and clerical requirements for the necessary activity

- reports, ana]yses, and internal control procedures ‘and investment aids associated
with managing the City Retirement System's investment portfolio, the Board should
consider the desireability of continued in- house management of Retirement System
assets by the City Treasurer . : _

ATternatlves ava1]ab1e te the Board to remedy these 51tuat1ons appear to be

1) D1scont1nue “opt1ons“ as an 1nvestment veh1c1e of the Rettrement
. System, or o . t . .
2). Transfer full accountab111ty and respons1b1]1ty for "optlons
- - to Loomis-Sayles and an out51de 1ndependent Haster Fund Trustee,
" and/or . v

3) Transfer all 1nvestment Maﬁagement and related repert1ng anﬁ‘,3'
internal control procedures to an outside fund manager and an -
1ndependent Master Fund Trustee, or

- 4) Support the add1t1on and funutng of an Account Clerk II and an
. Accountant 111 p051t1ons (see Attachments A & B) to the

* ATTACHMENT B~/
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Treasurer's staff to perform the requ1red adm1n1strat1ve and c]er1ca1
workload and reporting associated with the "options" program and
" in-house management of the investment portfolio. Further, authorize
acquisition of a Telerate Financial Information System to reduce the
- substantial time spent on the telephone by the City Treasury to
ascertain the status of investment market conditions and activities.
It is estimated that 100% of the time of the Account Clerk II, 50%
of the time of the Accountant III, and 100% of the costs of a Telerate .
: Financial Information System will be required to perform the adminis-
.. ° trative and clerical duties associated with contlnued 1n-house ’
' management of Ret1rement System assets.

ElﬂﬂﬂgéﬂL o : i : f'. . o | .f' ..3".. o

It is estlmated that in any of the first. three aTternatwves offered to resolve

- - the administrative and clerical problems described in this paper that investment

* -income of the Retirément System could be reduced substantially. Further, in any
event, outside 1nvestment management and clerical costs associated with prudent
investment wanagement will be substantially greater than those associated with
the Treasurer's office performing these duties in- house with the necessary

: adn1n1strat1ve and cTer1ca] help. Specm;1ca11y. L : L x

- Failure to 1mp1ement the - “fu11 opt1ons" nanagement program and
termination~of the covered "call options” management program
;wou]d resu?t 1n the loss of an est1mated $1.150 mx]]xon annually._

: j; The costs for the City Treasury to perform the adm1nistrat1?e C
. and clerical duties of the options management program are estimated
' - at $7, 900 per year versus $34,000 by an outs1de Master Fund Trustee

- Continued 1n-house 1nvestm°nt nanagement by the City Treasury of -
.~ Retirement System fixéd income assets requires the additional
~ funding of approximately $28,300 for. the administrative and
clerical workload associated with investment management which
would. include the 1eas1ng of a Télerate Financial Information
~ System, which would 1ncrease investment income an est1mated
~$50, 000 annua]Ty. SRR : :

- Out51de 1nvestment management fees and Master Fund Trustee charges
- to perform the administrative and clerical workload associated
w1th the fixed 1ncome portf011o are’ est1mated at $150 000 annualTy.

Full Opt1ons and Covered Call 0pt10ns Hanagemnnt

For your 1nf0rmat1on the Options Hanager has estlmated that the "covered
call® options program will produce $150,000 and the proposed "full options"
management program will produce $1,000,000 in additional annual income to

~ the Retirement System. Therefore, termination and/or failure to 1mp1ement
_programs could reduce investment 1ncome $1 150, 000 per year, -
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D]SCUSS]OHS with a major 1nst1tut1ona1 investor revealed that an outside

- Master Fund Trustee {Chase Manhattan Bank) charges an annual fee of $5,000.
for their account, plus a $30 transaction charge for each sell and buy
contract execution in their covered call program. This institutional
jnvestor estimated that 100 transactions are consumated annually, resulting
in'charges of $8,000 annually. ($3,000 activity, $5, OOO'annua1 maintenance).

In the C1ty of Sacramento's covered call program, we are averag1ng 300

transactions annually. Further, based upon discussions with Loomis-Sayles, .

it is estimated that an add1t1ona1 500 transactions including stock purchases,
-« dividends, stock turnover, etc. will be consumated annually as a result of

the proposed "full options management” program. Therefore, outside Master

Fund Trustee charges would approximate $34,000 annually (800 transact1ons X $30,

p}us 2 annua] account ma1ntenance charges at $5, 000)

‘Since the f1rst'quarter of-1979, when our coveredjcaTT program~started.to.
mature, the Assistant City Treasurer has devoted approximately 25% of his
~time to the clerical work associated with the “covered call" management

-~ program. This-phenhomena has resulted in an extremely poor use of Don's time
and has created substantial administrative burdens on the City Treasury.
Additionally, even if I could permit Don to continue this activity, the cost
would be substantial to the City overa]l because the maaor1ty of work is
extremely c]er1ca1 1n nature. .

. “We conservat1ve1 est1mate that the options management program aTone would
require -50% of 'the time of an Account Clerk lI position that currently has a -
" salary range of $1,091 to $1,328 per month. Using the high salary range,
$1,328 per month for estimating purposes, results in an annual cost of
'$7,968 for the City Treasury performing this work as opposed to $34 000 by
: and outside Master Fund Trustee.. _ .

Y e

- Continued In-House F1xeo Income Investment Hanagement ' T

A substantial administrative and clerical workload is a by-product of any
investment program. - Specifically, not considering the technical and-
professional d1sc1p]1ne involved with investment selection, security de11very
“instructions, arranging for settlement, accounting for the investment,

. recording the initial acquisition:and subsequent reporting involved with
holding the investment, ascertaining accountability for and receipting for
investment income, calculation of discount/premium, reporting of activity, .
performance, fund condition and fund reconciliation require initial and
subsequent administrative and clerical staff support. Further, different

“investment vehicles result in greater adm1n1strat1ve and/or c]er1ca1 staff
requ1rements As examples _

" -. Bond 1nvestments generally pay 1nterest tw1ce annua11y, wlth
pr1nc1pa1 payable at maturity..

- Stocks, however, pay dividends quarterly and require know1edge
and subsequent checklng to track "record date" and ex-dividend
date. : _
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- GNMA's and other mortgage 1nvestments, on the other hand, genera11y
-~ pay pr1nc1pa] and interest monthly and requ1re ana]ys1s of the pool
encompassing such- 1nvestment5

- The covered call options program requires initially receipting a
sales contract and the monies associated with the sale. Upon
receipt, the monies must be separately invested and the income.
earned must be isolated from other investment income and credited
to the option program. Further, on close-out, term1nat1on, etc.,
the purchase contract must be recorded, stock soid, monies '
transferred or -whatever other dispositicn required. Finally, it
is necessary to confirm market values of outstanding options,
confirm. the management fee and the authent1c1ty of the options
report '

-~ The fu]? options management program will require all the adminis-
trative'and clerical steps as described above with the addition
of actua]]y recording -purchase and sale of stocks (approximately 35
issues which are estimated to be turned over twice a year),
recording quarterly dividend income, tracking "ex-dividend" and
record dates, establishing a separate common stock portfolio
independent of the common stocks presently in the portfolio, and
creating the necessary accountability and reporting mechan1sms
1nvo]ved with this type of investment vehicle.

As the Board knows, the present covered caTl stock program started late in e
1978 and progressed over a period of several months until we have reached our .
current activity levels. Furthermore, the City Treasurer has increased :
mortgage investments (GNMA's, mortgage pools, etc.) from slight]y Tess than

1% of portfolio assets to in excess of 15% of fund assets since February 1979
because of their extremely favorable rate of return vis-a-vis corporate bonds.
Furthermore, this action, as well as the increased corporate bond trading and
swapping activity substantially contributed to the extremely favorable
investment results of the City's fixed income portf0110 for both Fiscal

Years 1979 and 1980

In October 1980, the Treasury Department assumed responsibility for calculation
of accrued investment income as well as amortization of discount and premium on
bonds. A computer system acquired by the Treasury generates the mathmetical
calculations required to ascertain this data; however, although the calculations
_are machine generated, a far more sophisticated administrative report for
accountability purposes is required. Effectively, Treasury accountability of
assets has changed from a cash to an accrual accounting method and present
Treasury staff are unable to create and prepare a timely and meaningful
accountability report. Staff cannot timely advise the City Treasurer or
Loomis-Sayles as to cash reserves avu11ab]e for permanent investment other
than on a monthly basis.

The City of Sacramento audit report for the year ending June 30, 1980,
brought these internal control and reporting weaknesses to iight. This
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.

report recommends that an Accountant 111 position be added to the City
Treasury staff. However, I estimate that 50% of the time of this pos1t1on
will be directly related to accountlng and reporting associated with in-house
investment management of the City's Retirement System assets. The remaining
50% of this position's time will be devoted to other investment portfo]1os
managed by the City Treasurer.

In addition to the Accountant II1 position as described above for administrative
~and internal control purposes, at least 50% of the time of an Account Clerk II
. position is also required to perform the clerical duties associated with the
increased investment activity associated with the increased investment volume
of the Retirement System.

Without the addition of the administrative and clerical staff support described
above, it is not prudent for the City Treasurer to continue in-house investment
fixed income management of the Retirement System assets. There simply is not
enough time in the workday to perform the required administrative and clerical
work assocrated with investment management. It will just be a matter of time -
before the backlog and insufficient he]p result in errors, etc., that will
negatively 1mpact the Ret1rement System's assets.

I conservat1ve]y-estimate that 50% of an Accountant III position would result

in an annual cost of $11,300 and 50% of the time of an Account Clerk II would
result in an annual cost of $7,968. Therefore, the total costs assoc1ated

with these staff add1t1ons is $19,268. :

Should the 1nvestment management function be transferred to the outs1de, S
investment management fees alone would approximate $100,000. Further, outside
Master Fund Trustee charges would be in excess of $50,000, resulting in a

cash outlay of at least $150,000 annually.

Telerate Financial Information System

The City Treasurer spends an average of one hour per day on the telephone
calling various brokers and security dealers to ascertain both market condi-
tions, activity and price verification data in the management of the portfolio.
Further, staff of the Treasury must call brokers to confirm security prices
or market values for reporting purposes, etc.

The Telerate Financial Information System is a cathode date terminal which

is "on line" with Wall Street. It is possible to instantly access securities
markets, be apprised of economic condition and immediate f1nanc1a] nevs to
aid 1in portfo]1o management. -

I have used this system in the past for portfelio management purposes and feel
that the instant access and monitoring of HWall Street provides more time to
the investment manager to concentrate and implement investment strategies.
This time translates into increased investment income opportunities.
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The Telerate System is acquired via a lease arrangement and requires a
dedicated telphone tine. The annual cost for such a system.is approximately
1$9,000. Such a fee would provide current markets in cerporate bonds, common
stocks, futures markets, money market instruments and provide access to Federal
Reserve Open Market ﬂCt1V1tJ as well as all financial news when 1t h1ts AP and
UPT wires. _

1 feel the TeTerate system will pr0v1de the City Treasury w1th financial
information that will conservatively increase investment income $50 000
" annua?]y

BACKGROUND

The last administrative or clerical support position that was -added tolthe City .
Treasury occurred July 1, 1963, with the hiring of a Clerk-Typist. .At that time, -

Retirement System assets approximated $20 million and fixed income investments were

the only autharized investment vehicies. Subsequent to this date:

~

- The former C1ty Treasurer on at least three occasions requested increased
‘administrative or clerical staff support through the budget process.

However, suah requests were den1ed

‘Common stocks were authorized for 1nvestment in 1871.

Covered ca1T opt1on program was 1mp1emented in 1978

GNMA and other mortgage peoT 1nvestments were aCQu1red 1n vo]ume '
in 1979. ’

. The current'City Treasurer requested administrative and clerical staff

support positions in both 1979 and 1980, but was denied because of t1ght
budget cond1t10ns associated with Proposwt1on 13

The current City Treasurer substantially 1ncreased fixed income investment
activity in the Retirement System which- greatly enhanced investment
performance in 1979 and 1980. _

In July 1979, the City Treasurer reguested and City Council approved the
addition of a Professional and Technical position to Treasury .staff. The
title of this position is Associate Investment Officer with primary
responsibility for managing the City's short-term investment portfolio as
well as training in a back-up capac1ty to the Retirement System's corporate
bond portfolio. . :

However, such position, while contributing to favorable investment resultis,
substantially increased administrative and clerical workload associated

- with investment management.
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~ In July 1980, the City Treasury assumed investment management responsibility
for the investment assets of the SHRA. Although investment management
results have been favorable, substantial administrative and clerical duties
associated with this prearam have beent incurred by the City Treasury.

- In November 1980, the Management Audit Letter of the City of Sacramento
pointed out internal control weaknesses in the City Treasury and recommended
the addition of an accountant position. '

<« = In December'1980, Ret1rement_3ystem assets approximate $110 miliion, a
five-fold increase since July 1963. Further, total investment assets
managed by the City Treasurer approxamate $180 m11110n, near]y a six- fo]d
increase since Jduly 1963.

RECOMMENDATION

The Adm1n1strat1ve Investment and Fiscal Management Board support the addition and
- funding of: ‘ .

- An Account Clerk II and Accountant III positions to the Treasury
staff to perform the administrative and clerical workload associated
‘with the options management programs and continued in- -house management
-of fixed income investments by the City Treasurer, and

- A Te]eratewFﬂnanc1a1 Information System to enhance investment income _
. of the Retirement System. . - A

Respectfu]ly subm1tted

L @ E

S | THOMAS P. FRIERY
' City Treasurer

TPF:rp
Attachments



| ‘ '
.-Extracted from Ralph Andersen and Associates ATTACHHENT A

Classification Manual, Cit:
" November 1980 y of Sacramento

ACCOUNT CLERK I
ACCOUNT CLERK IT

" DEFIMITION
perfaorm responsible acccunting c1e*1ca1 work involving the maintenance of

: ’1nanc1a1 or . sLaL1st1cal records for the City’ s central1zed accountlng system

- DISTINGJIISHING CHARACTERISTICS

Account Clerk I - This is the entrance level for clerical accounting employess.
‘Employeas in this class normally work under close and continuous supervision
performing a group of closely related duties_accOrding to established proce-
dures. While a var1ety of tasks may be assigned, each usually fits a familiar
pattern and changes in procedure or except1ons to rules are explained in detail
. as they arisa. Under this training concept positions assigned to the class
- cof Account Clerk IT which become vacant may reasonably be fz11ed at the ‘Account
“Clerk I 1evel v A

Account C1erk 11 - Positions in this class are flexibly staffed and are nor-
mally filled by advancement from the lower grade of Account Clerk I, or when
filled from the outside, require prior clerical accounting experience.” Ap- .
pointment to the higher class requires that the employee be performlng the -
full range of duties for the class and mest the qualification standards for ~
the class. An Account Clerk II works undsr general supervision- and, within a.

framesork of established procedures, is expected to perform a. varwety of ac-
count1ng duties with 0n1y occas1ona] 1nstruct1an or assmstance. .

UPERVISION RECEIVED AND EXERCISED
| | . Account Clerk I

. Immediate supervision is prov1ded by profe551ona1 accountwng or Account1ng
- Technician positions. , :

Account Q]Erk II

GeneraT 5up°rv1s1on is provided by professional accounting or Accounting Tech- .
nician. pos1u1ons _ - : B : -

- EXAMPLES OF DUTIES - Depending upon ass1gnment dutﬁés'may_inCTUde; but are
not limited to, the folloﬂ1ng : N T

Participate in the preparation of pavr011 accounts payable and accounts re-
ceivable as well as control and account verification of a centralized account-
ing system, ' ' : e

HMaintain various ledgers, registers and journals according to establishs
“account classifications. , .

May audit invoices against Purchase orders; research discrepancies; app .
for payment and post to the prdper account, keeping-a running balance of
" cumbrances to the funds in each of the accounts.



Account Clerk I
Account Clerk II {Continuad)

EXAMPLES OF DUTIES

May audit various c]aimé for payment including those for travel and Pacific
Telephone and SMUD 1nvo1ces, prepare for check writing and input to data pro-
cessing. ‘ _

Perform accounting clerical work involved in the administration of the 1915 -

Public Improvement Assessments and the 1911 Bond Act Programs,
Initiate accounting transfers.
Reconcile general ledger accounts with various registers.

Perform various routine clerical duties such as typing and fi]ing.-

May audit Personne1 Action Requests and submit -to update the Clty s employee

masterfile; prepare payroll from time cards submitted.

Respond to requests for 1nfonnat1on from outside agencies regard1ng emp10yees'

status and wages
Research and answer employee and department questions regarding employee sala-
ries and fringe benefits, the status of accounts and payments, the proper
coding of transactions and other matters. - .
Prepare a variety of financial statements and:costs and stafistical reports.

- _

Interpret computer reports.

.;Perfonﬁ related duties as assigned.

QUALIFICATIONS

Account Clerk I

Knéw1edgerof:.
B Moaern office practices and procedures.-
Ability to: |
Operéte a typewriter, calculator and other common office ﬁachines.
Keep finaﬁcial and statistical records.
Perform varied clerical work.

Understand and carry out oral and written instructions.

i
E
i
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Account Clerk I
Account Clerk II (Continued)

Experience and Education

Any combination equivalent to experience and education that could Iike1y
provide the required knowledge and abilities would be qualifying. A

typical way to obtain the knowledge and abilities would be one year of .
clerical experience including some f1nanc1a1 and statistical record

keeping.

Account Clerk II

In additioﬁ to the quélifications of Account Clerk I:

Knowledge of:

Princip1gs and practices of financial record keeping.

- Municipal accounting system requirements and procedures.

- Ability to:

“Work independently in the absence of supervision.

Experience and Education

Any combination‘equivalent to experience and education that could likely
provide the required knowledge and abilities would be qualifying. A

typical way to obtain the knowledge and abilities would be cne year of
experience performing duties comparable to those of an Account Clerk I

in the City of Sacramento.

- -Extracted from Ra]ph Andersen and Associates C]a551f1cat1on Manual, City of

Sacramento November 1980.



,' —Extraéted from Ralph Andersen and Associates . ATTACHMENT B-

-~ Classification Manual, City of Sacramento,
_ November 1980,

ACCOUNTANT 111

DEFINITION

To perform a varlety of advanced 1eve1 professional work, reCOrd1ng and report-
ing of financial transactions and budgetary control for the most complex funds;
to review accounts payable, payroil and other fiscal records; and to dave]olp
~ and implement complex accuunting sysLem modifications.

DISTINGUISHING CHARACTERISTICS

Positions in this ¢class work under direction and exercise independent judgment
in the performance of a variety of complex and difficult professional account-
ing work with only occassional instruction or assistance. Incumbents are ex-
pected to assume accounting responsibility for the most complex funds such as
utility funds and internal service funds. In addition, incumbents are expected
to develop and implement conp1ex accounting system modifications usually in-
volving the functional supervision of subordinate professicnal accounting per-
sonnel, _ A

© SUPERVISION RECEIVED AND EXERCISED

Direction is provided by the Chief Accountant

“ Responsibilities may include direct or indirect 5uperv1s10n of profess1ona1
techn1ca1 and clerical personnel. : .

"EXAMPLES OF DUTIES - Depend1ng upon ass1gnment duties may include, but are
- not fimited to, the fo110w1ng :

i . Develop and implement complex accounting systém modifications.

Supervise and participate in the posting, balancing and reconciliation of the
general ledger and subsidiary accounts for the most complex funds.
Control budget for various City deparitments and projects determining if funds
are available and expenditures properly classified; research and analyze
transactions to resolve budget problems provide analysis of available funds
at management request. . .

Prepare work papers, financial statements and various' reports for Federal,
State and other outside agencies as well as Tor internal accounting.

Prepare fund balance projections and review with operating departments.
Audit outsids agenc1es such as the Cap1ta] Area Deve?omﬂent Authority.
Monitor and reporL on the status of State and Federal grants.

Assist departmental personnel with budget activity, proper expend1ture‘coding,
document preparat1on and other acc0unt1ng related act1v1t1es. ‘



Accountant 111 (Coﬁtinued)

EXAMPLES OF DUTIES

Assist in annual budget preparation.
Supervise and train assigned staff.

Perform related duties as assigned.

QUALIFTCATIONS

Knowiedge of:

Accounting principiés and practices.

Principles of financial adm1n1strat1on including budgeting and report-
ing.

Pr1nc1p1es of governmenta1 accounting as applied to cnmplex utitity and
internal service fund accounting.

Modern office practices procedures, methods and equ%pment.
Principles of supervision; training, and performance evaluation.
Ability to: | | | |
Examine and verify financial documents and reports.

Prepare a variety of complex financial statements, reports, and
anaiyses. - - )

Develop and implement complex accounting system modifibatfons;;

Supervise, train and evaluite professional, clerical and technical
personnel ' T ,

’ Exper1enca and_Education

Any comb1nat1on equivalent to exper1ence and educat1on that cou1d Tikely
provide the required knowledge and abilities would be qualifying. A
typical way to obtain the knowledge and abilities would be two years
experience in governmental accounting comparable to that of Accountant
IT in the City of Sacramento. :

- -Extracted from Ralph Andersen and Associates Classification danua1 City of
Sacramento, November 1980.
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