BOARD OF SUPERVISORS ~ Asenda Number:
AGENDA LETTER

Clerk of the Board of Supervisors
105 E. Anapamu Street, Suite 407
Santa Barbara, CA 93101
(805) 568-2240

Department Name: Treasurer - Tax

Collector

Department No.: 065

For Agenda Of: 11/20/2007

Placement: Administrative

Estimate Time:

Continued Item: NO

If Yes, date from:

Vote Required: Majority
TO: Board of SupervisorsU E . ‘: ¢ W
FROM: Department Director(s) Bemice James, Treasurer - Tax Collettor, 568-2490

Contact Info: Stacey Matson, Investment & Debt Officer, 568-2158

SUBJECT: Treasurer's Investment Pool, Fiscal Year 2007-2008 First Quarter (July -September)

County Counsel Concurrence: Auditor-Controller Concurrence:
Astoform:[ | Yes [INo [XIN/A Astoform: [ Yes [ No [IN/A

Other Concurrence: N/A
Astoform:[ ] Yes [INo [XIN/A

Recommended Action(s):
That the Board of Supervisors:

A. Accept for filing the F/Y 2007-2008 First Quarter (July - September, 2007) report on the Treasurer’s
Investment Pool, pursuant to Government Code section 53646(b).

Summary:

As presented on Page 9, the value of the Treasurer’s Pool at principal cost on September 30, 2007, was
$749,258,260, and $2,616,081 in Directed Investments. Market value of the investment pool was $749,991,767.
The weighted average days to maturity (WAM) for the pool was 473 days.

Per Government Code Section 53600.5, the Santa Barbara County Treasurer has a mandated responsibility to
manage and invest public funds with the primary objective of safeguarding principal, the secondary objective of
meeting the liquidity needs of pool participants, and finally, the objective of attaining a market average rate of
return, consistent with the primary objectives of safety and liquidity.

For the quarter ended 9/30/2007, the Treasurer’s Pool anticipated and met all liquidity requirements, precluding
any need to sell holdings unexpectedly at a potential loss. All investments purchased met or exceeded state and
local policy requirements for credit quality. In addition, $9,651,877, a return of 4.853%, was earned from
investments of the pool and distributed for the benefit of programs provided by the County, schools, and special
districts.
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It is the adopted policy of the Santa Barbara County Treasurer to invest public funds in a manner, which provides
the maximum security of principal while meeting the daily cash flow needs of investment pool participants. A
lesser emphasis is to achieve the highest yield possible. The Santa Barbara County Treasurer conforms to all
applicable State statutes and County resolutions that govern the investment of public funds.

Background:

The US economy expanded at an annual pace of 3.8% for the quarter ended 9/30/2007. Gross Domestic Product
(GDP), the value of all goods and services produced within the economy, is expected to slow over the coming
quarters. Analysts marked down the coming quarter’s GDP reflecting their judgment that financial turbulence,
particularly in the housing sector, would impose restraint on economic activity in coming months. The FOMC, on
August 17", issued a statement noting that “financial market conditions had deteriorated and that tighter credit
conditions and increased uncertainty had the potential to restrain economic growth going forward.”. The Federal
unemployment rate increased to end the quarter at 4.7%, from a rate of 4.5% at the beginning of the quarter.
Short-term interest rates and long-term interest rates were very volatile over the quarter due to continued concerns
regarding the sub-prime sector, the deteriorating housing market, and the decline in the exchange value of the
dollar. The yield curve remained positive, except in the very short term over the quarter. In a positive sloping
yield curve environment short term interest rates are lower than long term rates.

On August 17, 2007 the FOMC issued a statement indicating that it was monitoring financial market conditions
and stated “that it was prepared to act as needed to mitigate the adverse effects on the economy arising from the
disruptions to the financial markets.” At that time, they announced that “to promote the restoration of orderly
conditions in financial markets” they had approved a 50 basis point reduction, in the primary credit rate to 5.75%.
The primary credit rate is the interest rate charged to banks on loans they receive from the Federal Reserve.

On September 18, 2007 the Federal Funds overnight lending rate was decreased to 4.75%, from 5.25%. All
members favored an easing of the stance of monetary policy. They judged the lowered rate necessary to offset the
effects of tighter financial conditions on the economic outlook. The members approved a statement that
“Developments in financial markets since the Committee’s last regular meeting have increased the uncertainty
surrounding the economic outlook. The Committee will continue to assess the effects of these and other
developments on economic prospects and will act as needed to foster price stability and sustainable economic
growth.”. The Federal Open Market Committee will meet on October 31 and December 11, providing insights on
the economy’s growth prospects and inflation.

This quarterly report is being submitted to you as required by California Government Code section 53646 (b). In
addition, California Government Code section 53646 (b) (3) requires the Treasurer-Tax Collector to include a
statement in the Treasurer’s Report affirming the ability of the Santa Barbara County Investment Pool to meet
expenditure requirements for the next six months.

This report and the Treasurer’s Investment Policy were reviewed and discussed by the Treasury Oversight

Committee at its quarterly meeting. The Treasury Oversight Committee promotes the public interest and is
governed by California Government Code sections 27130 through 27133.

Performance Measures:

The following performance measures are related to the Treasurer’s Investment Pool:

To ensure the financial stability of the County, monitor and project liquidity requirements as evidenced by zero
securities sold at a loss to meet cash flow needs of pool participants: Accomplished
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To ensure the financial stability of the County and secure public agency funds, stay within compliance 100% of the
time with the Government Code and the Treasurer’s Investment Policy: Accomplished

To ensure the financial stability of the County, achieve an investment pool yield equal to, or greater than LAIF’s,
on a five year moving average: For the quarter ended 9/30/07 the pool’s five year moving average rate of return is
3.24%, as compared to 3.33% for LAIF.

Fiscal and Facilities Impacts:
Budgeted: [X] Yes [ ]No

Fiscal Analysis:

For the quarter ending September 30, 2007, net investment earnings achieved by the pool were $9.86
million, with the County receiving 39%, Schools 52%, and Special Districts the balance of 9 %, as shown
on Chart 4. The yield for the quarter and on an annualized basis is 4.853% and 4.67%, respectively.

Staffing Impaci(s):

Legal Positions: FTEs:
N/A N/A

Special Instructions:

None
Attachments:

Treasurer’s First Quarter Investment Pool Report
Authored by: Stacey Matson, Investment & Debt Officer
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