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http://www.nationalcityca.gov/government/fire/fire-administration
http://www.nationalcityca.gov/government/fire/fire-prevention
http://www.nationalcityca.gov/government/fire/fire-operations
http://www.nationalcityca.gov/government/fire/fire-administration
http://www.nationalcityca.gov/government/fire/fire-prevention
http://www.nationalcityca.gov/government/fire/fire-operations




































http://www.nationalcityca.gov/government/housing-economic-development/asset-management




















































http://www.nationalcityca.gov/government/human-resources
http://www.nationalcityca.gov/government/human-resources/risk-management
















https://friendsncl.weebly.com/








































































http://www.nationalcityca.gov/government/police/crime-prevention
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http://www.nationalcityca.gov/government/police/divisions/operations/crime-analysis
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Enterprise Lease Program (Fund 644)
# of 

Vehicles
FY2023 Propsed 

Budget

 Existing Vehicles (Obj Acct #512) 42 255,000$  

New Vehicles (Obj Acct #512)
Vehicle Description (Assigned Department)
Detective Sedans - Replacement (Police) 4 25,000 
Small Inspector Truck - Replacement (Fire) 1 7,000 
Sedan - Replacement (Section 8) 1 5,000 
Small Inspector Truck - Replacement (Engineering) 1 5,000 

Total New 7 42,000 

Accessory Equipment (Obj Acct #355)
Emergency Equipment for Detective Sedans (one-time cost) 25,000 

Total Enterprise Lease Program 49 322,000$  

FY23 Proposed 
Budget: Vehicle 
Purchase Cost

FY23 Proposed 
Budget: ISF 

Payments to Fund 
644 (Obj Acct #751)

 Existing Vehicles - Internal Service Fund Charges N/A 1,053,705$  

 New Vehicles for Purchase

Vehicle Description (Assigned Department)
# of 

Vehicles

Homeless Outreach Truck ‐ New (Police)* 1 200,000$  33,000$  

Medium SUV Lieutenant ‐ Replacement (Police) 1 80,000 19,200 

Motorcycle ‐ Replacement (Police) 2 90,000 16,457 

Medium Trailer ‐ Replacement (Parks) 1 10,000 1,067 

Traffic Paint Striper ‐ Replacement (Streets) 1 325,000 29,250 

Grapple ‐ New (Streets)* 1 300,000 37,000 

Small Riding Mower ‐ Replacement (Parks) 1 35,000 6,400 

Total 8 1,040,000$  142,374$  

Total Vehicle/Equipment Purchase Program 8 1,040,000$  1,196,079$  

Vehicle/Equipment Purchase Program           
(Fund 644)

Note: Under the vehicle purchase program, the acqusition cost of a vehicle is budgeted in the Vehicle Replacement Fund 
(#644).  Based upon the value of the vehicle and its expected useful life, an annual replacement charge is calculated and that 
amount is budgeted as an internal service fund (ISF) charge (object account #751) in the department to which the vehicle is to 
be assigned.  The monies accumulated in Fund 644 through the annual replacement charge will be used for the future 
replacement of the vehicles.  

* Purchase of vehicle is proposed to be funded by a portion of the American Rescue Plan Act monies allocated to the
City.  The City will plan to pay for the eventual replacement of these vehicles and will contribute the associated annual
amount to the Vehicle Replacement Fund.

Note: The costs for all leased vehicles are budgeted in the Vehicle Replacement Fund (#644).  Departments/activities to which 
the vehicles are assigned will receive an internal service fund charge for the annual cost of their respective vehicles.

Fiscal Year 2023 Vehicle Fleet Acquisition Program
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ACCOUNTING POLICIES

& PROCEDURES

Purpose 

This section describes the policies and procedures in place to ensure that assets are 
safeguarded, that financial statements are in conformity with generally accepted accounting 
principles, and that finances are managed with responsible stewardship.  All personnel are 
expected to uphold to these internal policies and procedures.  It is the intention of the City of 
National City Department of Finance that they serve as the Department’s commitment to proper 
and accurate financial management and reporting. 

Payroll 

Payroll Processing 
The City of National City compensates employees on a bi-weekly basis in accordance with the 
current and approved Memorandums of Understanding for the recognized employee unions, the 
Firefighters’ Association (FFA), the Municipal Employees’ Association (MEA), and the Police 
Officers’ Association (POA).  Executive, management, and confidential employees are 
unrepresented and negotiate separately from any other recognized group. 
The payroll process consists of the following: 1) data entry and computer processing, 2) 
distribution of checks or transmittal of direct deposits, 3) payroll liability processing, and 4) filing 
both in house and with appropriate organizations/agencies. 

Payroll Reporting 
1. The Payroll Clerk performs the following payroll reporting requirements:

A. payroll tax deposit;
B. CalPERS contribution report;
C. CASDU garnishment;
D. PARS contribution report;
E. ICMA contribution report.

2. Direct Deposit
A. Once the payroll process is complete, the direct deposit file is submitted to the

financial institution 48 hours in advance of payday.
3. Payroll Distribution

A. Each Payroll Check and Direct Deposit Voucher is inserted into a plain window
envelope, sealed and sorted by Department.  Checks are maintained in the Finance
vault.  Employees may opt for an electronic version of the Direct Deposit Voucher.

B. On payday, an authorized person from each department will come to the Payroll
Office to pick up the checks for that department.
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Accounts Payable 

Create New Vendor Account 
New vendors are set up in the system by the Accounting Assistant Staff upon collection of 
supporting documentation.  A vendor record can be initiated by the Accounting Assistant or City 
Departments by requesting a signed W-9 form. 

Invoice Processing 
Request for Warrant Forms need to be filled out by the department requesting payment and 
provide the following information:  Invoice number, Invoice Date, Description of goods/services 
being billed and paid for, purchase order (PO) number if applicable, expenditure account 
number, and amount.  Requests for Payment must be signed by the Department Director or 
their designee. 

Normal Accounts Payable Check Run 
The City of National City uses a hybrid accounts payable and centralized purchasing process.  
Each department has the authority to purchase or contract for services as long as the 
purchases or contracts conform to the adopted purchasing resolution and the funds have been 
appropriated.  Invoices are entered into the financial system’s accounts payable (A/P) module 
by the departments in batches, which are submitted to Finance according to predetermined due 
dates.  Weekly check runs occur on Thursdays.  All items to be paid are to be entered by end of 
the day on Thursday of the prior week. 
After the invoice batches are reviewed and posted, the Accountant reviews the Open Invoice 
Report that includes all of the posted invoices to be paid, and then gives approval for the checks 
to be processed. 
After the warrants have been signed and printed, the A/P Senior Accounting Assistant prepares 
the warrant register report along with the Agenda Statement Form for the Director of Finance to 
review/sign and upload to the Questys system to be included in Council meeting agenda and 
package.  For checks requested to be returned to the department, the party picking up the 
check(s) should sign the Voucher/Check Register. 
The Accounting Assistant matches checks to the backup, makes sure appropriate signatures 
have been received, and that all backup is attached.  The Accounting Assistant checks that the 
dollar amount of the check, vendor number and invoice number match the payment 
authorization, verifies the address of the vendor and mails check with any remittance slips.  
Packing slips, estimates, and statements are not considered adequate backup, but certainly can 
be added as additional supporting documentation.  The primary documentation must be an 
invoice, although in certain instances a memo from a department head authorizing payment 
may be substituted.  Any questionable backup is brought to the attention of the department 
supervisor.  After all checks have been matched up to the appropriate backup, they are filed 
numerically by check number and by weekly register warrant number in the filing cabinets 
maintained by the A/P Accounting Assistant. 
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Petty Cash Fund 
The petty cash fund is maintained by an Accounting Assistant designated by the Director of 
Finance.  During the day, the cash is kept in a metal cash box located in a locked file cabinet. 
This cash box is kept locked, except when an authorized petty cash reimbursement is being 
made to an employee.  After business hours, the box is locked in the Finance vault. 
The Accounting Assistant is responsible for obtaining and maintaining from each department 
head a list of persons authorized to approve petty cash reimbursements, including a specimen 
signature for each person.  The authorizing employee must be a member of management. 
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Purchasing 

Purchasing Requisition Entry 
The City of National City uses a centralized purchasing system.  Under this system, each 
operating department is responsible for coordinating the purchase of goods and services 
needed for its operations.  However, to ensure compliance with the City’s purchasing manual, 
the City’s Purchasing Ordinance designates that certain purchases must be approved by a 
Purchasing Officer designated by the City Manager. 
Purchases may only be made by the following acceptable methods:  1) Purchase Order, 2) 
Request for Check, 3) Petty Cash, or 4) City Issued Credit Card.  Funds must exist in the 
account to which the purchase is to be charged. 
The document used to encumber funds is called a purchase order.  When a purchase order is 
created, approved, and entered, it reserves a portion of the budget allocated to the particular 
line item in an amount equal to the purchase order.  For example, if the office supply line item 
budget is $1,000 and a purchase order is created for $250, $250 is considered encumbered and 
no longer available for spending.  Encumbered funds may be contractually obligated at the time 
the purchase order is created (such as when there is a corresponding contract with a vendor to 
provide contractually specified goods or services) or they may relate to a “blanket” purchase 
authorization (when a specified volume of goods or services is purchased from a vendor 
throughout the fiscal year).  In either case, once a purchase order is created the funds are no 
longer available for payment to any vendor (or for any other purpose) other than that specified 
on the purchase order.  Once created a purchase order may later be increased, decreased, or 
cancelled. 
When goods or services are rendered to the City, payment may then be authorized through four 
appropriate approval levels against a purchase order.  When a payment is issued, the balance 
of the purchase order is reduced and the encumbrance becomes an expenditure. 

Purchase Order Year-End Closeout 
Purchase orders are closed out shortly after June 30th, with the exception of requested 
purchase orders that still remain open on contracts.  Purchase orders that will automatically 
remain open are only those purchase orders related to an active Construction in Progress (CIP).  
All departments are requested to prepare a list of purchase orders to be carried into the 
following fiscal year and submit the list to Purchasing Division in Finance.  Purchase orders 
requested to be carried forward by each department will be reviewed by Finance to insure that a 
contract is in place and that the purchase order balance is accurate.  A Purchase Order 
Accounting Report is available so that departments can review a comprehensive list of all 
purchase orders open as of June 30th to determine which purchase orders should be carried 
forward into the next fiscal year and which purchase orders should be closed out permanently. 

Purchase Orders to be Closed Permanently 
In order to close out a purchase order in EDEN financial system, a change order must be 
entered to close out the purchase order balance. 

V
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Cash Receipts – Cash Register and Cashiering 

Opening Activity and Cash Drawer Setup 
Receipts are processed by several cashiers, each having their own separate cash drawer.  At 
the end of the day, the cashiers balance their cash drawers with reports that have been 
generated by the Progressive cash receipt system.  In the event of any unreconciled 
differences, the Supervisor in-charge is immediately notified.  If the cash drawers are in 
balance, the main Cashier / Accounting Assistant will prepare a comprehensive cash balance 
report for the Supervisor in-charge. 

Losses, Shortages, and Overages 
A Shortage is an unintentional collection error, such as giving incorrect change or not collecting 
the correct amount.  An Overage occurs when an employee has collected too much money and 
cannot immediately return the excess to a specific customer.  A loss occurs when the cash 
handler has obtained physical custody of money and then due to reasons like negligence, an 
act of God, or an unlawful action, cannot deposit the funds into the City Treasury.  “Negligence” 
includes such actions as leaving City money unattended and not properly safeguarding that 
money from loss.  Losses are reported to the supervisor immediately. 

Balancing the Cash Drawer 
Each cashier has their own cash drawer for which they are responsible.  At the end of the day, 
the cashier balances the cash drawer using the following steps: 

1. Adding the currency and coins, and any funds that may have been removed from the
cash drawer for safekeeping, and checks for a total dollar amount on-hand and then
subtracting out the beginning cash bank.

2. Determining the dollar amount that has been collected per the cash register.
3. Comparing these two amounts to verify that they are the same.

The balancing process takes place out of public view in a location away from the collection area 
to protect the safety of the cash handler. 

Locating Cash Differences 
Every reasonable attempt is made to locate cash differences.  If a cash shortage or overage 
occurs, staff follow these steps: 

1. Recount all coins and currency to agree with the initial count.
2. Make sure that the proper amount was deducted as the beginning cash bank.

If the difference is more than $5, the below steps are taken: 
1. Recheck the amounts per the cash register to determine whether the amounts for

checks and credit card transactions per the cash register agree to the actual count.
2. If a shortage exists, a physical search of the work area is conducted as well.
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Entering Cash Receipts 
The Progressive cash receipt system utilizes the general payment processing module to enter 
cash receipts at the Finance cashiers’ counter and assign them to the appropriate revenue 
account.   

Processing Cash Deposits Received by Finance 
The main Cashier/Accounting Assistant is responsible for collecting cash and checks received 
the previous day from all cashiers and verifying all monies received.  Cash and checks are 
prepared for deposit to the bank.  Once completed, the cash and checks are placed in deposit 
bags and held in the Finance Department vault until being picked up by a courier for transport to 
the bank. 

Treasury / Cash Management 

Investment Procedures 
As necessary, cash is transferred between bank accounts, to and from the state’s Local Agency 
Investment Fund, or securities are purchased based on established criteria in accordance with 
City Council Policy #203 Investment of City Funds. 
The City of National City’s investment program conforms to federal, state, and other legal 
requirements, including California Government Code Sections 16429.1-16429.4, 53600 53609 
and 53630-53686. 

Transmitting Issued/Voided Check Files to the Bank 
As a security measure to prevent fraud, electronic files (positive pay file) of check registers are 
sent to the City’s bank whenever either an Accounts Payable or a Payroll run is done.  By 
submitting check registers to the bank at the time the checks are issued, the bank can then 
ensure that the checks being cashed were, in fact, issued by the City. 

Bank and Check Reconciliation 
On a monthly basis all cash accounts are reconciled between the General Ledger and the bank 
statements.  Any differences are accounted for and necessary adjustments are made. 

Returned Checks 
Returned checks are recorded by the Accounts Receivable Accounting Assistant.  Then, the 
Accounting Assistant records the proper adjustment and issues an invoice as part of the 
collection effort process.  The respective departments are then notified of the returned checks. 

Department of Finance Vault/Safe 
Cash receipts collected at City Hall are processed at the Department of Finance cashier’s 
counter.  To ensure the safety of these monies until they are released to a courier for transport 
and deposit with the appropriate banking authority, cash and checks are locked in the Finance 
vault.   
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General Ledger 

Accounting Periods 
To allow for continuity and consistency, the accounting cycle of the fiscal year is divided into 
separate accounting periods.  The first month of the fiscal year, July, is identified as Period 01, 
August is Period 02 and so on.  At the end of the fiscal year Period 12 is used for the regular 
June activity.  Fiscal year-end adjustments are recorded in Period 13 and dated 06/30/XX.  
Fiscal year closing entries are recorded in Period 14 and dated 06/30/XX. 

Adjusting Journal Entries 
Adjusting journal entries are used to directly record transactions to the City’s general ledger, 
which are not otherwise posted through some other system.  For example, if the State directly 
deposits the City’s monthly sales tax remittance into the City’s bank account, the general ledger 
has no way of knowing that this has occurred.  In this case there is no check processed through 
the cash receipts system, and therefore no posting to the general ledger.  The amount directly 
deposited must be recorded via an adjusting journal entry. 
Adjusting journal entries may also be used to correct an item that was previously posted.  The 
adjusting entry could be used to correct the amount, account used, or timing of a previously 
recorded transaction.  As an example, if a check for gas tax revenues was received and 
erroneously posted to property tax revenues, an adjusting journal entry would be used to correct 
this situation. 

Budget Adjustment Entries 
Budget adjustment entries are used to modify the existing budgetary amounts for both revenue 
(“Estimated Revenues”) and expenditure (“Appropriations”) accounts.  The entry may be used to 
either increase or decrease the budgeted amount within a revenue or expenditure account. 

Accounts Receivable 

There are several different categories for which the City establishes accounts receivable.  The 
majority of the invoices prepared are for false alarms, annual inspection fee, administrative 
citations for Building, Planning, Engineering, and Code Enforcement, sewer billing, housing 
choice voucher program repayments, property leases, and intergovernmental contracts. 
The AR process includes 1) setting up customer information, 2) preparing an invoice and 
mailing it, 3) posting payments and 4) generating monthly statements for unpaid invoices. 

Capital Improvement Projects 

Capital improvements are initiated at the direction of the departments and approved by the City 
Manager or City Council.  A draft budget is submitted to Finance and then to the City Council for 
approval.  Once approved, the Department of Finance maintains budgets, off-cycle funding, and 
transfers between funding sources; reviews expenses and revenues; and monitors available 
unspent balances for all CIP projects on an on-going basis. 
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Business Licensing 

The business license tax is revenue to the general fund for the privilege of conducting business 
within the City of National City and receiving the benefits of various City services.  In addition, 
the licensing process ensures that businesses comply with health, safety and other City 
regulatory requirements. 

Budget 

The City adopts an Operating and Capital Improvement budget on an annual basis.  The 
adopted budget appropriates funds and establishes legal expenditure limits for the upcoming 
fiscal year beginning July 1.  To develop the Operating Budget, departments are asked to 
submit estimates for revenues they will generate for the upcoming fiscal year and appropriations 
requests based upon the best estimates of products and services available.  Finance staff 
reviews the submitted revenue estimates and appropriation requests then meets with each 
department to review them.  Once departmental reviews are complete, Finance in conjunction 
with the City Manager, meets with departments to discuss revenues and appropriations and the 
preliminary status (surplus or deficit) of the budget.  After all internal reviews are complete, a 
preliminary budget is prepared for review by the City Council.  After City Council feedback and 
any requested revisions have been made, a final budget document is prepared for adoption 
prior to June 30.  Adoption of the budget provides City administrators with the authority to incur 
liabilities to provide services.  The approved budget may be modified throughout the fiscal year 
as funding sources and needs of the City change. 

Appropriations Limit Calculation 
California Constitution Article XIIIB, Section 1 states that the total annual appropriations subject 
to limitation of the State and of each local government shall not exceed the appropriations limit 
of the entity of government for the prior year adjusted for the change in the cost of living and the 
change in population.  The City calculates this limit annually and presents the result to the City 
Council for adoption. 

Project Accounting 

Project Accounting is used to keep track of activities relating to the City’s capital improvement 
projects.  All accounting entries that are entered against a project expenditure string from all 
other modules are posted into Project Accounting. 

Capital Assets and Reporting 

Capital Assets are defined as those assets acquired by the City to be used in the course of 
operations and providing services to the general public.  The City uses a cost threshold of 
$5,000 for the purpose of fixed asset and capital asset reporting. 
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Capital Assets List 
The City maintains a current capital assets list for land, buildings, improvements other than 
buildings, and infrastructure costing $10,000 or more, and for machinery and equipment with 
unit costs of $5,000 or more and useful lives greater than 1 year.  The City maintains one 
comprehensive list for general capital assets and proprietary fund capital assets.  However, it 
identifies separately the general capital assets and individual fund capital assets for financial 
reporting purposes.  Additional precautions are taken for high theft items, such as laptop 
computers, digital cameras, etc., which may fall below the capitalization thresholds.  The City 
maintains a separate list for assets costing less than $5,000 that are considered to be at a 
relatively high risk of theft, waste, or abuse.  These assets are identified as City property, but 
may need not be numerically tagged.   
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Purpose 

The purpose of this policy is to ensure the City’s ability to withstand unexpected financial 

emergencies such as those that may result from natural disasters, revenue shortfalls, or 

unanticipated expenditures of a non-recurring nature, and to accumulate funds for large-scale 

purchases. 

Policy 

The City will accumulate and maintain reserves in the categories and at the target levels described 

below.  The actual amount of any of the reserves may exceed its target level because any additional 

amounts would increase the financial security of the City. 

 GENERAL FUND ECONOMIC CONTINGENCY RESERVE:  an amount equal to

twenty percent (20%) of a single year’s budgeted General Fund operating expenditures.

“Operating expenditures” shall be defined as all expenditures, except those of a capital nature,

plus operating subsidies provided to the Library Fund, Parks Fund, and Personnel

Compensation Fund (OPEB benefits payments), or to any other fund as determined by the City

Council.  Formal City Council action is required to increase the balance in the reserve or to

authorize the use of any portion of its balance.  This reserve is intended to be used in the event

of a catastrophic event or significant downturn in the economy that cannot be mitigated with

other funding sources.

 GENERAL FUND UNASSIGNED FUND BALANCE: an amount equal to ten percent

(10%) of a single year’s budgeted General Fund operating expenditures.  The general fund

unassigned fund balance is determined annually as part of the preparation of the City’s

Comprehensive Annual Financial Report (CAFR).  Amounts in excess of the target level will

be used to increase or replenish other reserves (with priority given to the Economic

Contingency and Facilities Maintenance reserves), to set aside resources for specific one-time

uses, or as a funding source for one-time expenditures included in the annual budget or for

needs that arise subsequent to budget adoption.

 GENERAL FUND FACILITIES MAINTENANCE RESERVE:  an amount equal to three

times the annual amount budgeted to provide major maintenance for the City’s building assets.

“Building assets” shall be defined as all permanent or nonpermanent structures constructed or

installed to provide a workplace for City employees or house City assets and/or operations.

The annual amount to be budgeted for major maintenance projects is 1.5% of the City’s

General Fund operating budget.  Formal City Council action is required to increase the balance

in the reserve or to authorize the use of any portion of its balance.  This reserve is to be used

for extraordinary major maintenance costs that cannot be met within the annual budgeted

amount and for which no other funding source is available.
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 GAS TAXES FUND CONTINGENCY RESERVE:  an amount equal to a minimum of five

percent (5%) of the estimated annual revenue of the Gas Taxes Fund.

 SEWER SERVICE FUND OPERATIONS / CASH FLOW RESERVE:  an amount equal

to between twenty-five percent (25%) and fifty percent (50%) of a single year’s budgeted

Sewer Service Fund operating expenditures.

 SEWER SERVICE FUND METRO CASH FLOW RESERVE:  an amount equal to the

City’s estimated portion of the projected cash needs for capital costs of the San Diego

Metropolitan Sewerage System’s wastewater treatment program.

 SEWER SERVICE FUND CAPITAL REPLACEMENT RESERVE:  an amount equal to

between ten percent (10%) and fifteen percent (15%) of a single year’s budgeted Sewer Service

Fund operating expenditures.

 SEWER SERVICE FUND CAPITAL EXPANSION RESERVE:  an amount equal to

between ten percent (10%) and fifteen percent (15%) of a single year’s budgeted Sewer Service

Fund operating expenditures.

 SEWER SERVICE FUND EMERGENCY / NATURAL DISASTER RESERVE:  an

amount equal to a minimum of fifteen percent (15%) of a single year’s budgeted Sewer Service

Fund operating expenditures.

 GENERAL LIABILITY INSURANCE RESERVE:  an amount of assets in the Liability

Insurance Fund (an internal service fund) sufficient to meet the eighty percent (80%)

confidence level of adequacy for net claims liability as updated annually by the City’s actuary.

The reserve level requirements will be reviewed as part of the annual budget process

whereupon internal service fund charges will be set such that anticipated expenditures for the

budget year can be met and the reserve level maintained.

 WORKERS’ COMPENSATION RESERVE:  an amount of assets in the Liability Insurance

Fund (an internal service fund) sufficient to meet the eighty percent (80%) confidence level of

adequacy for net claims liability as updated annually by the City’s actuary.  The reserve level

requirements will be reviewed as part of the annual budget process whereupon internal service

fund charges will be set such that anticipated expenditures for the budget year can be met and

the reserve level maintained.

 IRREVOCABLE SUPPLEMENTAL PENSION TRUST RESERVE:  an amount equal to

two years of unfunded liability payments as determined by the most current CalPERS valuation

reports for both the Safety and Miscellaneous plans.  The assets of this reserve are held in an
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irrevocable Section 115 pension trust that may be used only for pension related costs and upon 

direction of the City Council.  Investment earnings on the assets in the trust will be the primary 

vehicle for reaching the target level of reserves, although periodic contributions may be made 

from other sources upon direction of the City Council.  Once the target level is reached, the 

earnings on the assets in the trust may be used to fund a portion of the City’s pension related 

payments to CalPERS.  This target will be reevaluated should the City issue pension obligation 

bonds.   

 IRREVOCABLE OTHER POST-EMPLOYMENT BENEFITS TRUST RESERVE:  an

amount equal to eighty percent (80%) of the total net other post-employment benefits (OPEB)

liability of the City’s OPEB plan.  Under the plan, the City provides payments to City retirees

to be used towards medical insurance premiums.  The City’s net OPEB liability is updated

annually and reported in the City’s CAFR.  The assets of this reserve are held in an irrevocable

Section 115 OPEB trust that may be used only for the City’s OPEB plan and upon direction of

the City Council.  Investment earnings on the assets in the trust will be the primary vehicle for

reaching the target level of reserves, although periodic contributions may be made from other

sources upon direction of the City Council.  Once the assets in the trust reach the target level,

the earnings on the assets may be used to offset a portion of the OPEB plan benefits that are

routinely annually budgeted and paid for using other resources of the general fund.

 VEHICLE REPLACEMENT RESERVE:  an amount equal to thirty percent (30%) of the

recorded (book) value of the motor vehicles and associated assets accounted for in the Vehicle

Replacement Fund (an internal service fund).  Internal service fund charges to benefitting

departments provide the mechanism for building the reserves in the fund.  The charges take

into account the initial acquisition cost of the assets, their expected years of service, and the

estimated cost to replace them at that the end of their useful life.  Once the target level is

reached, the adequacy of the reserve with respect to the status of the fleet should be reevaluated

along with the formula used for developing the ISF charges.

The status of each reserve shall be reviewed each year by the City Manager as part of the budgeting 

process.  The City Manager shall take into account the most recently completed CAFR and any 

other pertinent data and make recommendations to the City Council regarding any adjustments to 

reserve levels; however, nothing in this policy shall prevent determining or reporting on the level 

of any of the reserves at other times during the year. 

Replenishment of Reserves 

If a reserve balance falls below the targeted level, the City shall strive to restore it to the targeted 

level through budgetary or other means according to the following guidelines: 
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 If a reserve is drawn down to 75-99% of its targeted balance, it shall be restored to 100% over

a 1 to 3 year period.

 If a reserve is drawn down to 50-74% of its targeted balance, it shall be restored to 100% over

a 3 to 5 year period.

 If a reserve is drawn down below 50% of its targeted balance, it shall be restored to 100% over

a 5 to 7 year period.

These guidelines may be suspended, in whole or in part, if financial or economic circumstances 

prevent meeting any or all of the timelines. 

Related Policy References 

None 

Prior Policy Amendments 

September 17, 2019 

November 21, 2017 

June 7, 2016 

October 7, 2014 

December 10, 2013 

March 12, 2002 
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I. INTRODUCTION 

The City of National City’s investment program will conform to federal, state, and other legal 

requirements, including California Government Code Sections 16429.1-16429.4, 53600-53609, 

and 53630-53686.  The following investment policy addresses the methods, procedures, and 

practices which must be exercised to ensure effective and judicious fiscal and investment 

management of the City’s funds.  It is the policy of the City to invest public funds in a manner 

that will provide a market rate of return, given its requirements for preserving principal and 

meeting the daily cash flow demands of the City.  All investments will comply with this 

Investment Policy and governing laws. 

This Investment Policy replaces any previous Investment Policy or Investment Procedures of 

the City.  

 

II. SCOPE 

This Investment Policy applies to all the City’s financial assets and investment activities with 

the following exception(s): 

Proceeds of debt issuance shall be invested in accordance with the City’s general 

investment philosophy as set forth in this policy; however, such proceeds are invested 

in accordance with permitted investment provisions of their specific bond indentures. 

Pooling of Funds: Except for cash in certain restricted and special funds, the City will 

consolidate cash and reserve balances from all funds to maximize investment earnings and to 

increase efficiencies with regard to investment pricing, safekeeping and administration. 

Investment income will be allocated to the various funds based on their respective participation 

and in accordance with generally accepted accounting principles. 

 

III. GENERAL OBJECTIVES 

The overriding objectives of the investment program are to preserve principal, provide 

sufficient liquidity, and manage investment risks. 
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1. Safety: Safety of principal is the foremost objective of the investment program.  

Investments will be undertaken in a manner that seeks to ensure the preservation of capital 

in the overall portfolio.  The objective will be to mitigate credit risk and interest rate risk.  

2. Liquidity: The investment portfolio will remain sufficiently liquid to meet all operating 

requirements that may be reasonably anticipated.  

3. Return: The investment portfolio will be designed with the objective of attaining a market 

rate of return throughout budgetary and economic cycles, taking into account the 

investment risk constraints for safety and liquidity needs.   

 

IV. PRUDENCE, INDEMNIFICATION, AND ETHICS 

A. Prudent Investor Standard: Management of  the City’s investments is governed by the 

Prudent Investor Standard as set forth in California Government Code Section 53600.3:   

“…all governing bodies of local agencies or persons authorized to make investment 

decisions on behalf of those local agencies investing public funds pursuant to this 

chapter are trustees and therefore fiduciaries subject to the prudent investor 

standard.  When investing, reinvesting, purchasing, acquiring, exchanging, selling, 

or managing public funds, a trustee shall act with care, skill, prudence, and 

diligence under the circumstances then prevailing, including, but not limited to, the 

general economic conditions and the anticipated needs of the City, that a prudent 

person acting in a like capacity and familiarity with those matters would use in the 

conduct of funds of a like character and with like aims, to safeguard the principal 

and maintain the liquidity needs of the City.  Within the limitations of this section 

and considering individual investments as part of an overall strategy, investments 

may be acquired as authorized by law.”   

B. Indemnification: The Director of Finance or City Manager designee hereinafter designated 

as Financial Services Officer and other authorized persons responsible for managing City 

funds, acting in accordance with written procedures and the Investment Policy and 

exercising due diligence, will be relieved of personal responsibility for an individual 

security’s credit risk or market price changes, provided deviations from expectations are 

reported within 30 days and appropriate action is taken to control adverse developments. 

C. Ethics: Officers and employees involved in the investment process will refrain from 

personal business activity that could conflict with proper execution of the investment 

program, or which could impair their ability to make impartial investment decisions. 
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V. DELEGATION OF AUTHORITY 

A. Authority to manage the City’s investment program is derived from California Government 

Code Section 53600 et seq.  The City Council is responsible for the City’s cash 

management, including the administration of this Investment Policy.  Management 

responsibility for the cash management of City funds is hereby delegated to the Director of 

Finance and/or Financial Service Officer.  

The Director of Finance and/or Financial Services Officer will be responsible for all 

transactions undertaken and will establish a system of procedures and controls to regulate 

the activities of subordinate employee. 

B. The City may engage the services of one or more external investment managers to assist in 

the management of the City’s investment portfolio in a manner consistent with the City’s 

objectives.  Such external managers may be granted discretion to purchase and sell 

investment securities in accordance with this Investment Policy.  Such managers must be 

registered under the Investment Advisers Act of 1940. 

 

VI. AUTHORIZED FINANCIAL INSTITUTIONS, DEPOSITORIES, AND BROKER/DEALERS 

A list will be maintained of financial institutions and depositories authorized to provide 

investment services. In addition, a list will be maintained of approved security broker/dealers 

selected by conducting a process of due diligence described in the investment procedures 

manual. These may include “primary” dealers or regional dealers that qualify under Securities 

and Exchange Commission (SEC) Rule 15C3-1 (uniform net capital rule). 

A.  The City’s Director of Finance and/or Financial Services Officer will determine which 

financial institutions are authorized to provide investment services to the City.  Institutions 

eligible to transact investment business with the City include: 

1. Primary government dealers as designated by the Federal Reserve Bank; 

2. Nationally or state-chartered banks; 

3. The Federal Reserve Bank; and 

4. Direct issuers of securities eligible for purchase.   

B. Selection of financial institutions and broker/dealers authorized to engage in transactions 

with the City will be at the sole discretion of the City. 
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C. All financial institutions which desire to become qualified bidders for investment 

transactions (and which are not dealing only with the investment adviser) must supply the 

Director of Finance and/or Financial Services Officer with a statement certifying that the 

institution has reviewed California Government Code Section 53600 et seq. and the City’s 

Investment Policy. 

D. Selection of broker/dealers used by an external investment adviser retained by the City will 

be at the sole discretion of the investment adviser.  

E. Public deposits will be made only in qualified public depositories as established by State 

law.  Deposits will be insured by the Federal Deposit Insurance Corporation, or, to the 

extent the amount exceeds the insured maximum, will be collateralized in accordance with 

State law. 

 

VII. DELIVERY, SAFEKEEPING AND CUSTODY, AND COMPETITIVE TRANSACTIONS 

A. Delivery-versus-payment: Settlement of all investment transactions will be completed 

using standard delivery-vs.-payment procedures. 

B. Third-party safekeeping: To protect against potential losses by collapse of individual 

securities dealers, and to enhance access to securities, interest payments and maturity 

proceeds, all securities owned by the City will be held in safekeeping by a third party bank 

custodian, acting as agent for the City under the terms of a custody agreement executed by 

the bank and the City.  

C. Competitive transactions: All investment transactions will be conducted on a competitive 

basis which can be executed through a bidding process involving at least three separate 

brokers/financial institutions or through the use of a nationally recognized trading platform. 

 

VIII. AUTHORIZED AND SUITABLE INVESTMENTS 

All investments will be made in accordance with California Government Code Section 53600 

et seq. and as described within this Investment Policy.  Permitted investments under this policy 

will include: 

1. Municipal Bonds.  These include bonds of the City, the State of California, any other state, 

and any local agency within the state of California.  The bonds will be registered in the 

name of the City or held under a custodial agreement at a bank. 
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a. Are rated in the category of “A” or better by at least two nationally recognized 

statistical rating organizations; and 

b. No more than 5% per issuer. 

c. No more than 30% of the total portfolio may be invested in municipal bonds. 

2. US Treasury and other government obligations for which the full faith and credit of the 

United States are pledged for the payment of principal and interest.  There are no limits on 

the dollar amount or percentage that the City may invest in US Treasuries. 

3. Federal Agency or United States government-sponsored enterprise obligations, 

participations, or other instruments, including those issued by or fully guaranteed as to 

principal and interest by federal agencies or United States government-sponsored 

enterprises.  There are no limits on the dollar amount or percentage that the City may invest 

in government-sponsored enterprises. 

4. Banker’s acceptances, provided that: 

a. They are issued by institutions with short term debt obligations rated “A1” or higher, 

or the equivalent, by at least two nationally recognized statistical-rating organization 

(NRSRO); and have long-term debt obligations which are rated “A” or higher by at 

least two nationally recognized statistical rating organization; 

b. The maturity does not exceed 180 days; and 

c. No more than 40% of the total portfolio may be invested in banker’s acceptances and 

no more than 5% per issuer. 

5. Federally insured time deposits (Non-negotiable certificates of deposit) in state or 

federally chartered banks, savings and loans, or credit unions, provided that: 

a. The amount per institution is limited to the maximum covered under federal insurance; 

and 

b. The maturity of such deposits does not exceed 5 years.
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6. Certificate of Deposit Placement Service (CDARS)

a. No more than 30% of the total portfolio may be invested in a combination of certificates

of deposit including CDARS.

b. The maturity of CDARS deposits does not exceed 5 years.

7. Negotiable certificates of deposit (NCDs), provided that:

a. They are issued by institutions which have long-term obligations which are rated “A”

or higher by at least two nationally recognized statistical rating organizations; and/or

have short term debt obligations rated “A1” or higher, or the equivalent, by at least two

nationally recognized statistical rating organizations;

b. The maturity does not exceed 5 years; and

c. No more than 30% of the total portfolio may be invested in NCDs and no more than

5% per issuer.

8. Commercial paper, provided that:

a. The maturity does not exceed 270 days from the date of purchase;

b. The issuer is a corporation organized and operating in the United States with assets in

excess of $500 million;

c. They are issued by institutions whose short term obligations are rated “A-1” or higher,

or the equivalent, by at least two nationally recognized statistical rating organization;

and  whose long-term obligations are rated “A” or higher by at least two nationally

recognized statistical rating organization; and

d. No more than 25% of the portfolio is invested in commercial paper and no more than

5% per issuer.

9. State of California Local Agency Investment Fund (LAIF), provided that:

a. The City may invest up to the maximum permitted amount in LAIF; and

b. LAIF’s investments in instruments prohibited by or not specified in the City’s policy

do not exclude it from the City’s list of allowable investments, provided that the fund’s

reports allow the Director of Finance or Financial Services Officer to adequately judge

the risk inherent in LAIF’s portfolio.
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10. Local government investment pools.

a. San Diego County Investment Pool

11. Corporate medium term notes (MTNs), provided that:

a. Such notes have a maximum maturity of 5 years;

b. Are issued by corporations organized and operating within the United States or by

depository institutions licensed by the United States or any state and operating within

the United States;

c. Are rated “A” category or better by at least two nationally recognized statistical rating

organization; and

d. Holdings of medium-term notes may not exceed 30% of the portfolio and no more than

5% per issuer.

12. Mortgage pass-through securities and asset-backed securities, provided that such

securities:

a. Have a maximum stated final maturity of 5 years.

b. Be rated in a rating category of “AA” or its equivalent or better by a nationally

recognized statistical rating organization.

c. Purchase of securities authorized by this subdivision may not exceed 20% of the

portfolio.

13. Money market mutual funds that are registered with the Securities and Exchange

Commission under the Investment Company Act of 1940:

a. Provided that such funds meet either of the following criteria:

1. Attained the highest ranking or the highest letter and numerical rating provided by

not less than two nationally recognized statistical rating organizations; or,

2. Have retained an investment adviser registered or exempt from registration with the

Securities and Exchange Commission with not less than five years’ experience

investing in the securities and obligations authorized by California Government

Code Section 53601 (a through j) and with assets under management in excess of

$500 million.
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b. Purchase of securities authorized by this subdivision may not exceed 20% of the

portfolio.

14. Supranationals, provided that:

a. Issues are US dollar denominated senior unsecured unsubordinated obligations issued

or unconditionally guaranteed by the International Bank for Reconstruction and

Development, International Finance Corporation, or Inter-American Development

Bank.

b. The securities are rated in a category of “AA” or higher by a NRSRO.

c. No more than 30% of the total portfolio may be invested in these securities.

d. No more than 10% of the portfolio may be invested in any single issuer.

e. The maximum maturity does not exceed five (5) years.

IX. PORTFOLIO RISK MANAGEMENT

A. The following are prohibited investment vehicles and practices:

1. State law notwithstanding, any investments not specifically described herein are

prohibited, including, but not limited to futures and options.

2. In accordance with California Government Code Section 53601.6, investment in

inverse floaters, range notes, or mortgage derived interest-only strips is prohibited.

3. Investment in any security that could result in a zero interest accrual if held to maturity

is prohibited.

4. Trading securities for the sole purpose of speculating on the future direction of interest

rates is prohibited.

5. Purchasing or selling securities on margin is prohibited.

6. The use of reverse repurchase agreements, securities lending or any other form of

borrowing or leverage is prohibited.

7. The purchase of foreign currency denominated securities is prohibited.
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B. Mitigating credit risk in the portfolio

Credit risk is the risk that a security or a portfolio will lose some or all of its value due to

a real or perceived change in the ability of the issuer to repay its debt.  The City will

mitigate credit risk by adopting the following strategies:

1. The diversification requirements included in Section IX are designed to mitigate credit

risk in the portfolio;

2. No more than 5% of the total portfolio may be invested in securities of any single issuer,

except as noted in Section VIII of this Investment Policy;

3. The City may elect to sell a security prior to its maturity and record a capital gain or

loss in order to improve the quality, liquidity, or yield of the portfolio in response to

market conditions or the City’s risk preferences; and

4. If securities owned by the City are downgraded by either Moody’s or S&P to a level

below the quality required by this Investment Policy, it will be the City’s policy to

review the credit situation and make a determination as to whether to sell or retain such

securities in the portfolio.

a. If a security is downgraded, the Director of Finance and/or Financial Services

Officer will use discretion in determining whether to sell or hold the security based

on its current maturity, the economic outlook for the issuer, and other relevant

factors.

b. If a decision is made to retain a downgraded security in the portfolio, its presence

in the portfolio will be monitored and reported monthly to the City Council.

C. Mitigating market risk in the portfolio

Market risk is the risk that the portfolio value will fluctuate due to changes in the general

level of interest rates.  The City recognizes that, over time, longer-term portfolios have the

potential to achieve higher returns.  On the other hand, longer-term portfolios have higher

volatility of return.  The City will mitigate market risk by providing adequate liquidity for

short-term cash needs, and by making longer-term investments only with funds that are not

needed for current cash flow purposes.  The City further recognizes that certain types of

securities, including variable rate securities, securities with principal pay-downs prior to

maturity, and securities with embedded options, will affect the market risk profile of the

portfolio differently in different interest rate environments.  The City, therefore, adopts the

following strategies to control and mitigate its exposure to market risk:
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1. The City will maintain a minimum of three months of budgeted operating expenditures

in short term investments to provide sufficient liquidity for expected disbursements;

2. The maximum percent of callable securities (does not include “make whole call”

securities as defined in the Glossary) in the portfolio will be 20%;

3. The maximum stated final maturity of individual securities in the portfolio will be five

years, except as otherwise stated in this policy; and

4. The duration of the portfolio will at all times be approximately equal to the duration

(typically plus or minus 20%) of a Market Benchmark Index selected by the City based

on the City’s investment objectives, constraints and risk tolerances.  The City’s current

Benchmark will be documented in the investment procedures manual.

X. INVESTMENT OBJECTIVES (PERFORMANCE STANDARDS AND EVALUATION)

A. Overall objective: The investment portfolio will be designed with the overall objective of

obtaining a total rate of return throughout economic cycles, commensurate with investment

risk constraints and cash flow needs.

B. Specific objective: The investment performance objective for the portfolio will be to earn a

total rate of return over a market cycle which is approximately equal to the return on the Market

Benchmark Index as described in the City’s investment procedures manual.

XI. PROCEDURES AND INTERNAL CONTROLS

A. Procedures: The Director of Finance and/or Financial Services Officer will establish written

investment policy procedures in a separate investment procedures manual to assist investment

staff with day-to-day operations of the investment program consistent with this policy.  Such

procedures will include explicit delegation of authority to persons responsible for investment

transactions.  No person may engage in an investment transaction except as provided under the

terms of this policy and the procedures established by the Director of Finance and/or Financial

Services Officer.

B. Internal Controls: The Director of Finance and/or Financial Services Officer is responsible

for establishing and maintaining an internal control structure designed to ensure that the assets

of the City are protected from loss, theft, or misuse.  The internal control structure will be

designed to provide reasonable assurance that these objectives are met.  Internal controls will

be described in the City’s investment procedures manual.
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XII. REPORTING AND REVIEW 

A. Monthly reports: The Director of Finance and/or Financial Services Officer must submit 

a monthly report to the legislative body accounting for transactions made during the 

reporting period. 

B. Quarterly reports: Quarterly investment reports will be submitted by the Director of 

Finance and/or Financial Services Officer to the City Council, at an agendized meeting.  

Consistent with the requirements contained in California Government Code Section 

53646,information in the quarterly investment reports shall include, but not be limited to, 

the following: 
1. Type of investment  

2. Name of issuer and/or financial institution 

3. Date of purchase 

4. Date of maturity 

5. Current market value for all securities 

6. Rate of interest  

7. Purchase price of investment  

8. Other data as required by the City 

 

C. Annualpolicy review: The Investment Policy will be reviewed at least annually and, as 

necessary, adopted, to ensure its consistency with the overall objectives of preservation of 

principal, liquidity, and return, and its relevance to current law and financial and economic 

trends.   

 

Related Policy References 

California Government Code Sections: 16429.1 – 16429.4, and 53600 – 53686 

Investment Company Act of 1940 

Investment Advisers Act of 1940 

Securities and Exchange Commission Rule #15C3-1 

Appendix I attached: “Authorized Personnel” 

Appendix II attached: “Glossary of Investment Terms” 
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Prior Policy Amendments 

November 20, 2018 

October 17, 2017 

December 6, 2016 

December 15, 2015 

December 16, 2014 

December 10, 2013 

January 10, 2012
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Appendix I 

Authorized Personnel 

The following positions are authorized to transact investment business and wire funds for 

investment purposes on behalf of the City of National City: 

City Manager 

Assistant City Manager 

Director of Finance 

Financial Services Officer 
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Appendix II 

GLOSSARY OF INVESTMENT TERMS 

Agencies.  Shorthand market terminology for any obligation issued by a government-

sponsored entity (GSE), or a federally related institution.  Most obligations of GSEs are not 

guaranteed by the full faith and credit of the US government.  Examples are: 

FDIC.  The Federal Deposit Insurance Corporation provides insurance backed by 

the full faith and credit of the US government to certain bank deposits and debt obligations. 

FFCB.  The Federal Farm Credit Bank System provides credit and liquidity in the 

agricultural industry.  FFCB issues discount notes and bonds.  

FHLB.  The Federal Home Loan Bank provides credit and liquidity in the housing 

market.  FHLB issues discount notes and bonds. 

FHLMC.  Like FHLB, the Federal Home Loan Mortgage Corporation provides 

credit and liquidity in the housing market.  FHLMC, also called “Freddie Mac” issues 

discount notes, bonds and mortgage pass-through securities. 

FNMA.  Like FHLB and Freddie Mac, the Federal National Mortgage Association 

was established to provide credit and liquidity in the housing market.  FNMA, also known 

as “Fannie Mae,” issues discount notes, bonds and mortgage pass-through securities. 

GNMA.  The Government National Mortgage Association, known as “Ginnie 

Mae,” issues mortgage pass-through securities, which are guaranteed by the full faith and 

credit of the US Government. 

PEFCO.  The Private Export Funding Corporation assists exporters.  Obligations 

of PEFCO are not guaranteed by the full faith and credit of the US government. 

TVA.  The Tennessee Valley Authority provides flood control and power and 

promotes development in portions of the Tennessee, Ohio and Mississippi River valleys.  

TVA currently issues discount notes and bonds. 

Asked.  The price at which a seller offers to sell a security. 

Asset-Backed Securities. Securities supported by pools of installment loans or leases or 

by pools of revolving lines of credit. 

Average life.  In mortgage-related investments, including CMOs, the average time to 

expected receipt of principal payments, weighted by the amount of principal expected. 

Banker’s acceptance.  A money market instrument created to facilitate international trade 

transactions.   It is highly liquid and safe because the risk of the trade transaction is transferred to 

the bank which “accepts” the obligation to pay the investor. 

Benchmark.  A comparison security or portfolio.  A performance benchmark is a partial 

market index, which reflects the mix of securities allowed under a specific investment policy.  

Bid.  The price at which a buyer offers to buy a security. 

Broker.  A broker brings buyers and sellers together for a transaction for which the broker 

receives a commission.  A broker does not sell securities from his own position. 

Callable.  A callable security gives the issuer the option to call it from the investor prior 

to its maturity.  The main cause of a call is a decline in interest rates. If interest rates decline since 

an issuer issues securities, it will likely call its current securities and reissue them at a lower rate 

of interest. Callable securities have reinvestment risk as the investor may receive its principal back 

when interest rates are lower than when the investment was initially made. 
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Certificate of Deposit (CD).  A time deposit with a specific maturity evidenced by a 

certificate.  Large denomination CDs may be marketable. 

Collateral.  Securities or cash pledged by a borrower to secure repayment of a loan or 

repurchase agreement.  Also, securities pledged by a financial institution to secure deposits of 

public monies. 

Collateralized Mortgage Obligations (CMO).  Classes of bonds that redistribute the cash 

flows of mortgage securities (and whole loans) to create securities that have different levels of 

prepayment risk, as compared to the underlying mortgage securities. 

Commercial paper.  The short-term unsecured debt of corporations. 

Cost yield.  The annual income from an investment divided by the purchase cost.  Because 

it does not give effect to premiums and discounts which may have been included in the purchase 

cost, it is an incomplete measure of return. 

Coupon.  The rate of return at which interest is paid on a bond. 

Credit risk.  The risk that principal and/or interest on an investment will not be paid in a 

timely manner due to changes in the condition of the issuer. 

Current yield.  The annual income from an investment divided by the current market 

value.  Since the mathematical calculation relies on the current market value rather than the 

investor’s cost, current yield is unrelated to the actual return the investor will earn if the security 

is held to maturity.  

Dealer.  A dealer acts as a principal in security transactions, selling securities from and 

buying securities for his own position.   

Debenture.  A bond secured only by the general credit of the issuer. 

Delivery vs. payment (DVP).  A securities industry procedure whereby payment for a 

security must be made at the time the security is delivered to the purchaser’s agent.

Derivative. Any security that has principal and/or interest payments which are subject to 

uncertainty (but not for reasons of default or credit risk) as to timing and/or amount, or any security 

which represents a component of another security which has been separated from other 

components (“Stripped” coupons and principal).  A derivative is also defined as a financial 

instrument the value of which is totally or partially derived from the value of another instrument, 

interest rate or index. 

Discount.  The difference between the par value of a bond and the cost of the bond, when 

the cost is below par.  Some short-term securities, such as T-bills and banker’s acceptances, are 

known as discount securities.  They sell at a discount from par, and return the par value to the 

investor at maturity without additional interest.  Other securities, which have fixed coupons trade 

at a discount when the coupon rate is lower than the current market rate for securities of that 

maturity and/or quality. 

Diversification.  Dividing investment funds among a variety of investments to avoid 

excessive exposure to any one source of risk. 

Duration.  The weighted average time to maturity of a bond where the weights are the 

present values of the future cash flows.  Duration measures the price sensitivity of a bond to 

changes in interest rates.  (See modified duration). 

Federal funds rate.  The rate of interest charged by banks for short-term loans to other 

banks.  The Federal Reserve Bank through open-market operations establishes it. 

Federal Open Market Committee:  A committee of the Federal Reserve Board that 

establishes monetary policy and executes it through temporary and permanent changes to the 

supply of bank reserves. 
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Haircut:  The margin or difference between the actual market value of a security and the 

value assessed by the lending side of a transaction (i.e. a repo). 

Leverage.  Borrowing funds in order to invest in securities that have the potential to pay 

earnings at a rate higher than the cost of borrowing. 

Liquidity:  The speed and ease with which an asset can be converted to cash. 

Local Agency Investment Fund (LAIF).  A voluntary investment fund managed by the 

California State Treasurer’s Office open to government entities and certain non-profit 

organizations in California. 

Local Government Investment Pool.  Investment pools including the Local Agency 

Investment Fund (LAIF), county pools, joint powers authorities (JPAs).  These funds are not 

subject to the same SEC rules applicable to money market mutual funds. 

Make Whole Call.  A type of call provision on a bond that allows the issuer to pay off the 

remaining debt early. Unlike a call option, with a make whole call provision, the issuer makes a 

lump sum payment that equals the net present value (NPV) of future coupon payments that will 

not be paid because of the call.  With this type of call, an investor is compensated, or “made 

whole.” 

Margin:  The difference between the market value of a security and the loan a broker 

makes using that security as   collateral. 

Market risk.  The risk that the value of securities will fluctuate with changes in overall 

market conditions or interest rates. 

Market value.  The price at which a security can be traded. 

Marking to market.  The process of posting current market values for securities in a 

portfolio. 

Maturity. The final date upon which the principal of a security becomes due and payable.   

Medium term notes.  Unsecured, investment-grade senior debt securities of major 

corporations which are sold in relatively small amounts either on a continuous or an intermittent 

basis. MTNs are highly flexible debt instruments that can be structured to respond to market 

opportunities or to investor preferences. 

Modified duration.  The percent change in price for a 100 basis point change in yields. 

Modified duration is the best single measure of a portfolio’s or security’s exposure to market risk.   

Money market.  The market in which short term debt instruments (T-bills, discount notes, 

commercial paper and banker’s acceptances) are issued and traded. 

Mortgage pass-through securities.  A securitized participation in the interest and 

principal cash flows from a specified pool of mortgages.  Principal and interest payments made on 

the mortgages are passed through to the holder of the security. 

Municipal Securities.  Securities issued by state and local agencies to finance capital and 

operating expenses. 

Mutual fund.  An entity which pools the funds of investors and invests those funds in a 

set of securities which is specifically defined in the fund’s prospectus.  Mutual funds can be 

invested in various types of domestic and/or international stocks, bonds, and money market 

instruments, as set forth in the individual fund’s prospectus.  For most large, institutional investors, 

the costs associated with investing in mutual funds are higher than the investor can obtain through 

an individually managed portfolio. 

Nationally Recognized Statistical Rating Organization (NRSRO).  A credit rating 

agency the United States Securities and Exchange Commission uses for regulatory purposes.  

Credit rating agencies provide assessments of an investment’s risk.  The issuers of investments, 
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especially debt securities, pay credit rating agencies to provide them with ratings.  The three most 

prominent NRSROs are Fitch, S&P, and Moody’s. 

Premium. The difference between the par value of a bond and the cost of the bond, when 

the cost is above par. 

Prepayment speed.  A measure of how quickly principal is repaid to investors in mortgage 

securities. 

Prepayment window.  The time period over which principal repayments will be received 

on mortgage securities at a specified prepayment speed. 

Primary dealer.  A financial institution (1) that is a trading counterparty with the Federal 

Reserve in its execution of market operations to carry out US monetary policy, and (2) that 

participates for statistical reporting purposes in compiling data on activity in the US Government 

securities market. 

Prudent person (man) rule.   A standard of responsibility which applies to fiduciaries.  In 

California, the rule is stated as “Investments shall be managed with the care, skill, prudence and 

diligence, under the circumstances then prevailing, that a prudent person, acting in a like capacity 

and familiar with such matters, would use in the conduct of an enterprise of like character and with 

like aims to accomplish similar purposes.” 

Realized yield.  The change in value of the portfolio due to interest received and interest 

earned and realized gains and losses.  It does not give effect to changes in market value on 

securities, which have not been sold from the portfolio. 

Regional dealer.  A financial intermediary that buys and sells securities for the benefit of 

its customers without maintaining substantial inventories of securities, and that is not a primary 

dealer. 

Repurchase agreement (RP, Repo).  Short term purchases of securities with a 

simultaneous agreement to sell the securities back at a higher price.  From the seller’s point of 

view, the same transaction is a reverse repurchase agreement. 

Safekeeping.  A service to bank customers whereby securities are held by the bank in the 

customer’s name. 

Short Term.  Less than one (1) year’s time. 

Structured note.  A complex, fixed income instrument, which pays interest, based on a 

formula tied to other interest rates, commodities or indices. Examples include inverse floating rate 

notes which have coupons that increase when other interest rates are falling, and which fall when 

other interest rates are rising, and “dual index floaters,” which pay interest based on the 

relationship between two other interest rates - for example, the yield on the ten-year Treasury note 

minus the Libor rate.  Issuers of such notes lock in a reduced cost of borrowing by purchasing 

interest rate swap agreements. 

Supranational.  A Supranational is a multi-national organization whereby member states 

transcend national boundaries or interests to share in the decision making to promote economic 

development in the member countries. 

  Total rate of return.  A measure of a portfolio’s performance over time.  It is the internal 

rate of return, which equates the beginning value of the portfolio with the ending value; it includes 

interest earnings, realized and unrealized gains, and losses in the portfolio. 

US Treasury obligations.  Securities issued by the US Treasury and backed by the full 

faith and credit of the United States.  Treasuries are considered to have no credit risk, and are the 

benchmark for interest rates on all other securities in the US and overseas.  The Treasury issues 

both discounted securities and fixed coupon notes and bonds. 
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 Treasury bills.  All securities issued with initial maturities of one year or less are issued 

as discounted instruments, and are called Treasury bills.  The Treasury currently issues three- and 

six-month T-bills at regular weekly auctions.  It also issues “cash management” bills as needed to 

smooth out cash flows. 

 Treasury notes.  All securities issued with initial maturities of two to ten years are called 

Treasury notes, and pay interest semi-annually. 

 Treasury bonds.  All securities issued with initial maturities greater than ten years are 

called Treasury bonds.  Like Treasury notes, they pay interest semi-annually. 

Value.  Principal plus accrued interest. 

Volatility.  The rate at which security prices change with changes in general economic 

conditions or the general level of interest rates. 

Yield to Maturity.  The annualized internal rate of return on an investment which equates 

the expected cash flows from the investment to its cost. 
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GLOSSARY OF ACRONYMS
& TERMS

ACTIVITY 
A specific function, department, or group of services. 

ADJUSTED BUDGET 
The (current) fiscal year’s adopted budget, plus appropriations continued from prior years, 
encumbrances, and amendments. 

APPROPRIATION 
An authorization made by the City Council that permits officials to incur obligations against, 
and to make expenditures of, governmental resources.  Appropriations are usually made for 
fixed amounts and are typically granted for a one-year period. 

ASSESSED VALUATION 
The estimated value placed upon real and personal property by the County Assessor as the 
basis for levying property taxes. 

BUDGET 
A plan of financial operation including an estimate of proposed expenditures for a given period 
of time and the proposed means of financing them.  Used without any modifier, the term 
usually indicates a financial plan for a single fiscal year.  The term can refer to the financial 
plan presented to the governing body for adoption or the plan approved by that body. 

CAPITAL IMPROVEMENT PROGRAM (CIP) 
A plan of proposed major capital expenditures including land and rights-of-way acquisition, 
buildings, street construction, and related facilities to be incurred over a fixed period of years.  
The plan sets forth each capital project, the amount to be expended in each year, and the 
method of financing those expenditures. 

CAPITAL OUTLAY 
Expenditures for the acquisition of equipment of significant value and having a useful life of 
several years. 

COMMUNITY DEVELOPMENT BLOCK GRANT (CDBG) 
Funds received from the US Department of Housing and Urban Development to assist with 
housing and economic opportunities, principally for low- and moderate-income persons. 

CONTINGENCY 
Assets or other resources set aside to provide for unforeseen expenditures or uncertain 
amount(s). 

CPI 
Consumer Price Index. 

DEBT SERVICE FUND 
A fund which accounts for the accumulation of resources for, and the payment of, general 
long-term debt principal and interest. 
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GLOSSARY OF ACRONYMS
& TERMS

DEPARTMENT 
The basic organizational unit of City government responsible for carrying out specific 
functions. 

ENCUMBRANCE 
The recognition of a financial commitment that will subsequently become an expenditure, 
when goods and services are received.  An encumbrance is created when a purchase order 
or contract is approved. 

EXPENDITURES 
The outlay of financial resources.  Expenditures include current operating expenses, debt 
service, and capital outlay. 

FISCAL YEAR 
A 12-month period to which the annual operating budget applies and at the end of which, a 
government determines its financial position and operational results. 

FULL-TIME EQUIVALENT (FTE) 
A term that expresses the amount of time for which a position has been budgeted in relation 
to the amount of time a regular, full-time employee normally works in a year.  For budget and 
planning purposes, a year is defined as 2,080 hours.  Firefighters may have a different level 
of hours worked but are displayed using the same basic method. 

FUND 
A self-balancing set of accounts that is segregated for a specific purpose.  These accounts 
are used to record cash and/or other resources together with all related liabilities, obligations, 
reserves, and equities of the fund. 

FUND BALANCE 
The excess of a fund’s assets over its liabilities. 

GANN LIMIT 
The annual appropriation limit established in accordance with Article XIIIB of the California 
Constitution.  The limit is calculated by adjusting the 1978-79 “base” year appropriation by 
population growth and cost -of-living factors each year. 

GENERAL FUND 
A governmental unit’s primary operating fund that accounts for all of its activities and 
resources that are not required to be accounted for in a special purpose fund. 

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (GAAP) 
Uniform minimum standards and guidelines for financial accounting and reporting.  They 
govern the form and content of the financial statements.  GAAP provides a standard by which 
to measure financial presentations.  The primary authoritative body on the application of 
GAAP to state and local government is the Governmental Accounting Standards Board. 
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GOVERNMENTAL ACCOUNTING STANDARDS BOARD (GASB) 
The authoritative accounting and financial reporting standard-setting body for governmental 
entities. 

GRANT 
A contribution of assets (usually cash) by one government unit or other organization to be 
used for a specific purpose, activity, or facility.  Typically, these contributions are made to local 
governments from the state and federal governments. 

HUD 
US Department of Housing and Urban Development. 

INTERNAL SERVICE FUND 
A fund which accounts for the financing of goods or services provided by one department to 
other departments of the City on a cost-reimbursement basis. 

LOCAL AGENCY INVESTMENT FUND (LAIF) 
A voluntary program created by statute in 1977 as an investment alternative for California’s 
local governments and special districts. 

NATIONAL POLLUTION DISCHARGE ELIMINATION SYSTEM (NPDES) 
The federal Water Quality Act, which is coordinated with the Regional Water Quality Review 
Board, addressing the treatment of storm drain pollution. 

NCJPFA 
National City Joint Powers Financing Authority. 

POSITION 
A post of employment or defined role in an organization. 

POST 
Peace Officer Standards Training. 

OBJECTIVE 
A desired accomplishment that can be measured and achieved within a given period. 

REVENUES 
Income received by the City, including such items as property taxes, fees, user charges, 
grants, fines and forfeitures, interest income, and other miscellaneous sources. 

SAN DIEGO ASSOCIATION OF GOVERNMENTS (SANDAG) 
An association of San Diego County’s 18 cities and the County of San Diego that serves as 
the forum for regional decision-making.  As an association of local governments, SANDAG 
builds consensus, makes strategic plans, obtains and allocates resources, and provides data 
on a broad range of subjects pertinent to the San Diego region’s quality of life. 

SBOE 
State Board of Equalization. 
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SPECIAL REVENUE FUND 
A fund used to account for the proceeds of specific revenue sources (other than special 
assessments, expendable trusts, or for major capital projects) that are legally restricted to 
expenditures for specified purposes. 

TAXES 
Compulsory charges levied by a government to finance services performed for the common 
benefit.  This does not include charges for services rendered only to those who pay for and 
use those services. 

TRANSIENT OCCUPANCY TAX (TOT) 
A tax levied by the City on persons who, on a temporary basis, occupy a hotel or other lodging 
facility. 

TRUST AND AGENCY FUND 
A fund which accounts for assets held by the City in a trustee capacity or as an agent for 
individuals, private organizations, other governmental agencies, and/or other funds. 

UNFILLED POSITION 
A vacant position for which funds have been appropriated 

UNFUNDED POSITOIN 
A position for which no funds have been appropriated. 

VEHICLE LICENSE FEE (VLF) 
A fee established by the California Legislature in 1935 in lieu of property tax on vehicles.  
Vehicle owners pay a fee annually to the State based on a formula established by the 
Legislature. 
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SCHEDULE OF FUNDS

Fund accounting is an accounting system emphasizing accountability rather than profitability,
used by non-profit organizations and governments.  In this system, a fund is a self-balancing set
of accounts, segregated for specific purposes in accordance with laws and regulations or special
restrictions and limitations.
Government agencies use three broad categories of funds: governmental, proprietary, and
fiduciary.  These categories are divided into classifications as follows:

GOVERNMENTAL FUNDS 

GENERAL FUND 
An agency’s primary operating fund.  It is used to account for and report all financial resources
of the agency’s general governmental activities, except those required to be accounted for in
another fund.  It accounts for taxes and other general revenues not restricted for a specific
purpose to support most agency services.

SPECIAL REVENUE FUNDS 
Funds used to account for and report the proceeds of specific revenue sources restricted or
committed to expenditure for specified purposes other than debt service or capital projects.

CAPITAL PROJECTS FUNDS 
Funds used to account for and report financial resources restricted, committed, or assigned
to expenditure for capital outlays, including the acquisition or construction of capital facilities
and other capital assets.

DEBT SERVICE FUNDS 
Funds used to account for and report financial resources restricted, committed, or assigned
to expenditure for principal and interest.

PERMANENT FUNDS 
Funds used to account for and report resources restricted to the extent that only earnings,
and not principal, may be used for purposes which support the reporting government’s
programs that benefit of the government or its citizenry.

PROPRIETARY FUNDS 

INTERNAL SERVICE FUNDS 
Funds used to account for and report operations serving other funds or departments within a
government on a cost-reimbursement basis.
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