
 

 

 
Agenda Item 1 

September 5, 2012 Meeting 
 
DATE: August 13, 2012 
 
TO:  Children and Families Commission of Orange County 

FROM: Christina Altmayer, Interim Executive Director    
 
SUBJECT: Quarterly Investment Report and Annual Audit Update 
 
SUMMARY: 
The Children and Families Commission’s fiscal year ended June 30, 2012 and preliminary 
financial year-end information is available, subject to the annual audit. The annual year-end 
fiscal audit is underway and is conducted consistent with the State Controller requirements by 
the Commissioner’s auditing firm, Vavrinek, Trine & Day (VTD). This report provides a 
summary update on the audit process that VTD began in May 2012 and will conclude with the 
final audit report scheduled to be delivered at the October 2012 Commission meeting. 
 
Quarterly Investment Report 
As required by California Government Code Section 53646, and the Commission’s Investment 
Policy Statement dated April 6, 2011, the Commission Treasurer submits the Quarterly 
Investment Report (Report) to the Commission. The Report summarizes Commission 
investments in the Orange County Investment Pool (OCIP) Money Market Fund for the 
period April1 through June 30, 2012.  The Report also contains information on market conditions 
during the reporting period. 
 
Fiscal Year 2011-12 Annual Financial Audit – Progress Report  
During July and August, VTD completed the majority of their field work at the Commission 
offices, including testing of various accounting transactions; verifying compliance with federal 
grant award requirements for the Single Audit Report; and validating AB 109/SB 35 compliance 
audit requirements. At this point in the process, VTD has made no findings of material 
weaknesses, significant deficiencies or other audit recommendations.   
 
Impact of Successful AB 99 Litigation 
Staff has been working with the auditors to accurately reflect that the $51.4 million is no longer 
due to the State, under AB 99 due to successful lawsuit. The FY 2011/12 financial statements 
will reflect a separate line item of extraordinary gain to offset the prior year AB 99 expenditure 
on the “Statement of Revenues, Expenditures & Changes in Fund Balance”. The AB99 
extraordinary gain and related Round 1 and Round 2 catalytic funding approved by the 
Commission will be detailed with a subsequent foot note disclosure.  
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Preliminary Financial Results 
Preliminary year-end revenue reports are available and actual revenue is higher than anticipated. 
Commission tobacco tax revenue for FY 2011/12 was forecasted to be 5 percent lower than FY 
2010/11 revenue. However, actual FY 2011/12 revenue ($28.9 million) was comparable to FY 
2010/11 revenue ($28.8 million) and $1.6 million (6%) higher than budget. This increase may in 
part to increased tobacco sales in the last months of FY 2011/12 in anticipation of the potential 
tobacco tax increase associated with Proposition 29 (cancer research tobacco tax) that did not 
pass in June 2012. Staff is currently reviewing to what degree the FY 2012/13 Budgeted 
Revenue should be increased based on the FY 2011/12 actuals. Fiscal Year 2012/13 Budgeted 
Revenue is currently $26.8 million, a 7.5 percent decrease from FY 2011/12 actuals. Staff will 
review first quarter revenue receipts and will bring any recommendations to the Commission as 
part of the October year-end financial report and budget adjustments. 
 
Next Steps 
To keep the Commission fully informed, any new information received since transmittal of this 
report will be presented at the September Commission meeting. The Comprehensive Annual 
Financial Report (CAFR) will be presented to the Commission for final approval at the October 
Commission meeting.  Consistent with prior practice, a briefing on the audit results will be held 
prior to the October Commission meeting.   
 
 
STRATEGIC PLAN & FISCAL SUMMARY: 
No funding action is proposed for this item. 
 
 
PRIOR COMMISSION ACTION: 
• October 2011 – Annual financial audit and program reports for fiscal year ending June 30, 

2011 
 
  

RECOMMENDED ACTION: 
Receive and file progress report. 
 
 
ATTACHMENT: 
1. Quarterly Investment Report 

 
 
Contact:   Brenda Manriquez 
  Michael Garcell 
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Attachment 1



 

Quarterly Investment Report 
April 1, 2012 through June 30, 2012 

                                        
 

OVERVIEW 
Pursuant to the Commission’s Investment Policy Statement dated May 2, 2012, the Treasurer 
submits this Quarterly Investment Report to the Commission. This Investment Report 
summarizes investment activities for the Commission for the three‐month period from April 1 
through June 30, 2012. 
 
The Commission has invested in (1) the Orange County Investment Pool’s Money Market Fund 
(“Money Market Fund”) and (2) in a Specific Long‐Term Investment Program (“SLTIP”), a 
longer term reserve fund.  All funds are managed by the Orange County Treasurer’s Office.  
 
The on‐going monitoring of the Commission’s investment program by staff and Sperry Capital 
Inc., the Commission’s independent financial advisor, indicates that the investments in the 
monthly reports last quarter are in compliance with the Commission’s adopted Investment 
Policy Statement as well as with the California Government Code.   
 
The overall performance of the Orange County Investment Pool’s Money Market Fund for the 
quarter ending June 30, 2012 has tracked with money market benchmark indices.   
 
MONEY MARKET FUND 
The funds in the Money Market Fund are invested for safety of principal and liquidity. The 
Commission’s investment in the Orange County Money Market Fund as of June 30, 2012 totaled 
$82,996,211.24  
 
SPECIFIC LONG‐TERM INVESTMENT PROGRAM 
No funds were invested in the SLTIP at the close of the quarter on June 30, 2012. 
 
MARKET CONDITIONS 
U.S. Treasury Yields:  Due in large part to the lingering effects of the slow economic recovery 
and the continuing European debt crisis, the second quarter of 2012 continued to see high 
demand for U.S. Treasury securities in general and in short‐term maturities in particular.   
 
The yield on 3‐month Treasury Bills began the quarter on April 2 at 0.08%, and closed at 0.09% 
on June 29.  The yield on 5‐year Treasury Bonds began the quarter at 1.03% and closed for the 
quarter at 0.72% on June 29. The yield on 10‐year Treasury Bonds began the quarter at 2.22% 
and closed for the quarter at 1.67% on June 29. The yield on 30‐year Treasury Bonds began the 
quarter at 3.35% on April 2 and closed lower in yield for the quarter at 2.76% on June 29. 
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U.S. Treasury Yield Curve:  Treasury yields decreased except for the three month maturity 
from April 1 to June 30, 2012.    
 

Quarter Ending  Quarter Ending 
June 30, 2012  March 31, 2011 

3‐Month  0.09%  0.07% 

5‐Year  0.72%  1.04% 

10‐Year  1.67%  2.23% 

30‐Year  2.76%  3.35% 
Source: Federal Reserve Statistical Release H.15 

 
 
Economic Highlights:   
 
The Federal Open Market Committee (FOMC) met in April and information has been received 
since then that suggests the economy has been expanding moderately.  However, growth in 
employment has slowed in recent months, and the unemployment rate remains elevated.  
Business fixed investment has continued to advance.  Household spending appears to be rising 
at a somewhat slower pace than earlier in the year. Despite some signs of improvement, the 
housing sector remains depressed. Inflation has declined, mainly reflecting lower prices of 
crude oil and gasoline, and longer‐term inflation expectations have remained stable.  
 
Strains in global financial markets continue to pose significant downside risks to the economic 
outlook.  The FOMC expects economic growth to remain moderate over the coming quarters 
and then to pick up very gradually.  Consequently, it is anticipated that the unemployment rate 
will decline slowly.  
 
To support a stronger economic recovery the FOMC expects to maintain a highly 
accommodative stance for monetary policy.  In particular, the FOMC decided on March 13, 
2012, to keep the target range for the federal funds rate at 0 to 1/4 percent and anticipates that 
economic conditions, including low rates of resource utilization and a subdued outlook for 
inflation over the medium run, are likely to warrant exceptionally low levels for the federal 
funds rate at least through late 2014. 
 
The FOMC announced a six‐month extension of its Maturity Extension Program (MEP, dubbed 
“Operation Twist” by the market), which entails selling short‐term Treasuries to buy longer‐
term Treasuries.  Market observers believe that the continuation of MEP should put downward 
pressure on longer‐term interest rates and help to make broader financial conditions more 
accommodative. The FOMC is maintaining its existing policy of reinvesting principal payments 
from its holdings of agency debt and agency mortgage‐backed securities in agency mortgage‐
backed securities.  
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COMPLIANCE MONITORING 
During the reporting period, funds in the Orange County Investment Pool were invested in 
compliance with applicable statements of investment policy and were free of non‐compliance 
incidents.  
 
PORTFOLIO PERFORMANCE SUMMARY 
The  following  table  presents  an  overview  of  the  Orange  County  Investment  Pool’s Money 
Market Fund for the months ending April 30, May 31, and June 30, 2012. 
 

Orange County Investment Pool – Money Market Fund 

Month 
Ended 

MMF 
Market Value 

Gross Ave 
Yield for Month 

OCIP Monthly 
Gross Yield 

 3 Month 
UST Bill 

 MMF Ave 
Days to Mat 

April 30  $1,919,574,506  0.18%  0.41%  0.10%  60 days 

May 31  $1,658,832,465  0.17%  0.53%  0.07%  59 days 

June 30  $1,410,996,873  0.19%  0.62%  0.09%  57 days 
• Merrill Lynch 1‐3 Month Treasury Bill Index Total Return 

 
SUMMARY STATEMENTS 
Attached for further information and reference is the Statement of Activity from the June 30, 
2012 Orange County Treasurer’s Investment Management Report. 
 

A. Statement of Activity: This Statement reports the beginning and ending balances of the 
Commission’s funds invested in the Orange County Investment Pool Money Market 
Fund.  All deposits, withdrawals, investment earnings, and administrative fees for the 
reporting period are also posted.  The Commission’s June 30, 2012 ending balance was 
$82,996,211.24. 

 
APPORTIONMENT OF INTEREST EARNINGS 
The Orange County Treasurer apportions interest earnings in the commingled pools to all 
investors each month.  According to the Treasurer’s forecast, apportionment of the 
Commission’s interest earnings for the month of June was scheduled to be posted to the 
Commission’s cash account in the County general ledger by approximately July 31, 2012.  
 
 
Attachments: 

A. Statement of Activity for the month of June 30, 2012 
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