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statement in order for it to be in conformity with accounting principles generally accepted in the United 
States of America.  

In accordance with Government Code Section 26920(a), the quarterly review included: 1) Counting cash 
in the County Treasury; and 2) Verification that the records of the County Treasurer and the Auditor-
Controller reconcile pursuant to Government Code Section 26905. 
 
Funds that are controlled by the County Treasurer include currently available cash of the County as well 
as the cash invested into the pool by other governments (such as school districts, special districts and 
others). The Treasurer is responsible for investing all of these funds in accordance with California 
Government Code and the Treasurer’s Investment Policy. 
 
The goals of the Treasurer’s Investment Policy are safety, liquidity, and yield, in that order. Types of 
securities in which the Treasurer may invest include U.S. Treasury and U.S. Government agency 
securities; state and/or local agency bonds, notes, warrants or certificates of indebtedness; bankers' 
acceptances; commercial paper; corporate bonds and notes; negotiable certificates of deposit; repurchase 
agreements; reverse repurchase agreements; securities lending; bank deposits; money market mutual 
funds; State of California Local Agency Investment Fund (LAIF); and the Investment Trust of 
California (CalTRUST). 
 
Pursuant to Government Code Section 27131, the Treasurer has established a County Treasury 
Oversight Committee to review and monitor the Treasurer’s Investment Policy and to promote public 
interest in the investment of public funds.  

Background:  
Performance Measure:  
Fiscal and Facilities Impacts:  None 
Budgeted: N/A  

Fiscal Analysis: N/A 

Staffing Impacts:  

Legal Positions: FTEs: 
N/A N/A 

 
Special Instructions:  

None 
Attachments:  

Independent Auditor’s Report 
Statement of Assets – As of March 31, 2008, with accompanying notes 

Authored by:  Heather Harkless, Audit Manager 

 
cc:  Bernice James, Treasurer-Tax Collector 





Santa Barbara County Treasury Pool 
Statement of Assets
As of March 31, 2008

Asset Description Cost

Gross 
Unrealized 

Holding Gains

Gross 
Unrealized 

Holding Losses
Fair Value 
3/31/2008

Fair Value 
12/31/2007 Net Change

Cash on Hand 4,000$               -$                         -$                         4,000$               4,000$               -$                       
Bank Deposits 28,663,406        -                           -                           28,663,406        23,727,744        4,935,662           

Total Cash 28,667,406        -                           -                           28,667,406        23,731,744        4,935,662           

Outstanding Purchase Interest:
Treasurer's Pool Outstanding Purchase Interest 241,945             -                           -                           241,945              253,051             (11,106)              

Total Outstanding Purchase Interest 241,945             -                           -                           241,945             253,051             (11,106)              

Treasurer's Pooled Investments:
Local Agency Investment Fund (LAIF) 40,000,000        -                           -                           40,000,000        40,000,000        -                         
Commercial Paper 203,380,601      335,924                -                           203,716,525      231,836,371      (28,119,846)       
Corporate Notes 129,920,363      1,331,397             (298,420)              130,953,340      129,978,760      974,580              
Negotiable Certificates of Deposit 61,500,000        -                           -                           61,500,000        96,000,000        (34,500,000)       
Government Agency Bonds 411,296,774      3,612,132             (458)                     414,908,448      397,444,975      17,463,473         

Total Treasurer's Pooled Investments 846,097,738      5,279,453             (298,878)              851,078,313      895,260,106      (44,181,793)       

Directed Investments:
Government Agency Bonds 2,616,081          61,388                  -                           2,677,469          2,662,034          15,435                

Total Directed Investments 2,616,081          61,388                  -                           2,677,469          2,662,034          15,435                

Total Pooled and Directed Investments 848,955,764      5,340,841             (298,878)              853,997,727      898,175,191      (44,177,464)       
 (Including Purchase Interest)

Investments Held with Fiscal Agents:
Cash 7,089,398        -                         -                         7,089,398        6,964,229        125,169            
Government Agency Bonds 6,767,289          220,577                -                           6,987,866          7,014,270          (26,404)              

Total Investments Held with Fiscal Agents 13,856,687        220,577                -                           14,077,264        13,978,499        98,765                

Total Investments and Purchase Interest 862,812,451      5,561,418             (298,878)              868,074,991      912,153,690      (44,078,699)       

891,479,857$    5,561,418$           (298,878)$            896,742,397$    935,885,434$    (39,143,037)$     

The accompanying notes are an integral part of this statement.   

Total Cash, Investments, and Outstanding 
Purchase Interest
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Santa Barbara County Treasury Pool 
Notes to the Statement of Assets 

  

Summary of Significant Accounting Policies 

The Statement of Assets includes the cash balances of substantially all funds, which are pooled and invested by the County 

Treasurer. The pool is not registered as an investment company with the Securities and Exchange Commission (SEC) nor is it 

an SEC Rule 2a7-like pool. Interest earned on pooled investments is apportioned quarterly to certain participating funds based 

upon each fund’s average daily deposit balance with all remaining interest deposited in the General Fund. 

 

Investments held by the County Treasurer are stated at fair value. The fair value of investments is established quarterly 

based on quoted market prices received from the securities custodian. Fair value of investments held fluctuates with interest 

rates. The fair value of participants’ position in the pool is the same as the value of the pool shares. The value of 

participants’ equity withdrawn is based on the book value of the participants’ percentage participation at the date of such 

withdrawal. The total percentage share of the County’s investment pool that relates to external involuntary participants is 

52% as of March 31, 2008. 

 

The Treasurer participates in the State Treasurer’s Local Agency Investment Fund (LAIF). Investments in the LAIF are 

governed by State statutes and overseen by a five member Local Investment Advisory Board.  The fair value of the County’s 

position in the LAIF may be greater or less than the value of the shares as the State uses the amortized cost method to 

value investments. The difference between the fair value and the amortized cost was not material, and as such, no 

adjustment was made to the Statement of Assets. 

 

State statutes and the Treasurer's Investment Policy provide the framework for investment. The objectives of the 

Government Code and the Treasurer's Investment Policy are safety of principal, providing sufficient liquidity to meet cash 

flow needs, and attainment of a “market average rate of return” consistent with the primary objectives of safety and liquidity.  

 

The County has not provided nor obtained any legally binding guarantees during the quarter ended March 31, 2008 to support 

the value of shares in the Treasurer’s investment pool. 

 

Deposits 

 
Custodial Credit Risk  

The custodial credit risk for deposits is the risk that the County will not be able to recover deposits or will not be able to 

recover collateral securities that are in possession of an outside party. This risk is mitigated in that of the total bank balance, 

$100,000 is insured by Federal depository insurance. The remaining $28,563,406 on deposit is uninsured and collateralized 

with securities held by the pledging financial institution but not in the County’s name. Per Government Code section 53652, 

the depository is required to maintain a market value of at least 110% of the pledged collateral. At March 31, 2008 the value 

of pledged collateral was 102%.  

  

At March 31, 2008, the carrying amount of the County’s deposits was $28,663,406 and the corresponding bank balance was 

$27,441,051. The difference of $1,222,355 was principally due to deposits in transit.  
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Investments 

Pursuant to Section 53646 of the State of California Government Code the County Treasurer prepares an Investment Policy 

Statement annually, presents it to the Treasury Oversight Committee for review and to the Board of Supervisors for approval. 

 After approval, the policy is forwarded to the California Debt and Investment Advisory Commission. 

 

The policy provides the basis for the management of a prudent, conservative investment program. Public funds are invested to 

provide the maximum security of principal with secondary emphasis on achieving the highest return, while meeting daily cash 

flow needs. All investments are made in accordance with the California Government Code and, in general, the Treasurer’s 

policy is more restrictive than state law. Types of securities in which the Treasurer may invest include U.S. Treasury and U.S. 

Government agency securities; state and/or local agency bonds, notes, warrants or certificates of indebtedness; bankers' 

acceptances; commercial paper; corporate bonds and notes; negotiable certificates of deposit; repurchase agreements; 

reverse repurchase agreements; securities lending; bank deposits; money market mutual funds; the State of California Local 

Agency Investment Fund (LAIF); and the Investment Trust of California (CalTRUST). 

 
Credit Risk and Concentration of Credit Risk 

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. Concentration of credit 

risk is the risk of loss attributed to the magnitude of an investment in a single issuer. The Treasurer mitigates these risks by 

holding a diversified portfolio of high quality investments. The policy sets specific parameters by type of investment for credit 

quality, maturity length, and maximum percentage investment. For securities issued and fully guaranteed as to payment by an 

agency, or government sponsored enterprise of the U.S. Government the issuer shall be rated AAA by at least two of the three 

major rating services of Fitch, Moody’s and S&P. Commercial paper obligations and negotiable certificates of deposit shall be 

rated by at least two of the three major rating services a minimum of F1 by Fitch, P-1 by Moody’s and A-1 by S&P. Corporate 

bonds and notes shall be rated AA by at least two of the three major rating services of Fitch, Moody’s and S&P if maturity is 

greater than three years and AA- if maturity is three years or less.    

 

The following is a summary of the credit quality distribution by investment type as a percentage of fair value at March 31, 2008.  

Credit Ratings % of Portfolio
Treasurer's Pooled Investments:

LAIF Unrated 4.59%
Commercial Paper A-2, P-2, F1 1.32%
Commercial Paper A-1, P-1, F1 17.90%
Commercial Paper A-2, P-1, F1 2.86%
Commercial Paper A-1, P-2, F1 1.30%
Corporate Notes Aa, AA 10.04%
Corporate Notes Aaa, AAA 5.59%
Negotiable Certificates of Deposit A-1, P-1, F1 7.06%
Government Agency Bonds AAA 48.19%
Government Agency Bonds AAA, Unrated 1.15%

Total Treasurer's Pooled Investments 100.00%

Directed Investments:
Government Agency Bonds AAA 100.00%

Investments Held with Fiscal Agents: 
Government Agency Bonds AAA 100.00%

 
 



 

3 

At the time of purchase, County investment policy dictates that no more than 5% of the total portfolio, be invested in the 

securities of any single issuer, other than the U.S. Government, its agencies, and sponsored enterprises.  

 

As of the quarter ended March 31, 2008, more than 5% of the County’s investments were invested in the following issuers:  

Issuer Issuer Type
Fair Value 
Holdings

Percentage 
Holdings

Treasurer's Pooled Investments:
Federal Home Loan Mortgage Corporation Government Sponsored $113,259,323 13.00%
Federal Home Loan Bank Government Sponsored $98,387,620 11.29%
Federal National Mortgage Association Government Sponsored $144,383,400 16.57%

Directed Investments:
Federal National Mortgage Association Government Sponsored $2,677,469 100.00%

Investments Held with Fiscal Agents: 
Federal Home Loan Mortgage Corporation Government Sponsored $2,297,725 16.32%

Federal National Mortgage Association Government Sponsored $4,690,141 33.32%
 

  

Custodial Credit Risk 

Custodial credit risk for investments is the risk that the County will not be able to recover the value of investment securities that 

are in the possession of an outside party. All securities owned by the County are deposited in trust for safekeeping with a 

custodial bank different from the County’s primary bank. Securities are not held in broker accounts.  

 

Interest Rate Risk 

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. The County 

mitigates this risk by making longer-term investments only with funds that are not needed for current cash flow purposes 

and holding these securities to maturity. The maturity of investments purchased is governed by a demand for funds analysis 

of prior periods’ revenues and expenditures, and is also determined by current cash flow demands assessed on an ongoing 

basis. The Treasurer’s Investment Policy also dictates that the final maturity date of any individual security shall not exceed 

five (5) years and that non-short term investments, in the aggregate, shall not exceed 75% of the portfolio.  

 

The following is a summary of the weighted average days to maturity by investment type at March 31, 2008. 

Treasurer's Pooled Investments:

Weighted 
Average Days to 

Maturity
LAIF On Demand
Commercial Paper 26
Corporate Notes 601
Negotiable Certificates of Deposit 64
Government Agency Bonds 1,159
Investment Pool Average 675

Directed Investments:
Government Agency Bonds 1,223

Investments Held with Fiscal Agents: 
Government Agency Bonds 367  
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A summary of interest and maturity rate ranges for the Treasurer’s investments is as follows:  

Treasurer's Pooled Investments:
Interest Rate 

Range
Maturity 
Range

LAIF 4.18% On Demand
Commercial Paper 2.49% - 4.75% 4/08 - 6/08
Corporate Notes 3.12% - 7.38% 4/08 - 8/12
Negotiable Certificates of Deposit 2.20% - 3.05% 4/08 - 7/08
Government Agency Bonds 1.70% - 6.00% 4/08 - 4/13

Directed Investments:
Government Agency Bonds 4.13% - 7.13% 6/10 - 5/12

Investments Held with Fiscal Agents:
Government Agency Bonds 3.95% - 4.50% 5/08 -2/13

 

The fair value of investments generally changes with the fluctuations of interest rates. In a rising interest rate market, the fair 

value of investments could decline below original cost. Conversely, when interest rates decline, the fair value of investments 

increases. The Treasurer believes liquidity in the portfolio is sufficient to meet cash flow needs and to preclude the 

Treasurer from having to sell investments below original cost. The net increase in fair value of investments takes into 

account all changes (including purchases and sales) that occurred during the quarter. The following presents the changes in 

net fair value of investments for the quarter ended March 31, 2008: 

 

Directed Pool Total

Unrealized Gain at December 31, 2007 45,953$      2,865,039$        2,910,992$      

Net Increase in Fair Value of Investments 15,434 2,115,536 2,130,970
Unrealized Gain at March 31, 2008 61,387$      4,980,575$        5,041,962$      

 

Interest earned on pooled investments is apportioned quarterly to participating funds based upon each fund’s average daily 

cash balance. Unrealized gains and losses are also apportioned quarterly to participating funds based upon the fund’s 

ending cash balance. Interest and net investment income consisted of the following for the quarter ended March 31, 2008:  

Pool Directed Total
Interest Income  $     7,129,087  $                  31,876  $             7,160,963 
Realized Gain         2,333,121                           291                 2,333,412 
Administration & Audit Fees           (324,452)                      (1,106)                  (325,558)
Securities Lending                   987                               3                           990 
Miscellaneous Adjustments             (28,827)                                -                    (28,827)
Total Net Investment Income  $     9,109,916  $                  31,064  $             9,140,980 

 

The Treasurer purchases securities at a discount from face value to earn higher than nominal rates of return. Under GASB 

31 such discount, when realized, is considered gain rather than interest. Interest earnings for the quarter amounted to 

$7,129,087. The net realized gain on investments sold or matured during the quarter was $2,333,121. The calculation of 

realized gains and losses is independent of a calculation of the net change in the fair value of investments. Realized gains 

and losses on investments that had been held in more than one fiscal year and sold in the current year were included as a 

change in the fair value of investments reported in the prior year(s).  
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Investments Pending Settlement 

The Treasurer entered into an agreement to purchase one corporate note and two government agency bonds during the 

quarter. These investment transactions were pending settlement at March 31, 2008. Per GASB 31, Accounting and 

Financial Reporting for Certain Investments and for External Investment Pools, investments are to be accounted for based 

on trade date rather than settlement date.  The trade date is the date on which the transaction occurred and is the date the 

County is exposed to (or released from) the rights and obligations of the ownership of the instrument.   At March 31, 2008, 

the investment and resulting liability amounted to $20,208,400. 
 

Securities Lending 

The Santa Barbara County Treasurer’s Pool is authorized by state statute and the Treasurer’s Investment Policy to lend its 

investment security holdings.  The securities lending program is managed by Union Bank (the Bank) which also serves as 

the Treasurer’s custodial bank.  The County Treasurer or the Bank may terminate the agreement to lend securities, without 

penalty, upon seven days notice.  
 

Under GASB 28, Accounting and Financial Reporting for Securities Lending Transactions, cash received as collateral on 

securities lending transactions and investments made with that cash should be reported as assets.  Liabilities resulting from 

these securities lending transactions also should be reported in the balance sheet.  The total amount of cash collateral 

received by the Treasurer at March 31, 2008 amounted to $7,276,880.     
 

The Bank may lend securities only to eligible borrowers, as defined by the Treasurer.  The term for each lending transaction 

is limited to a maximum of seven days.  The Bank and its affiliates are not eligible borrowers. Cash collateral equaling 102% 

of the total value of the loaned securities is required.  The Bank invests cash collateral on behalf of the County in permitted 

investments. Collateral is marked to market as is reasonable, and the Bank has the right to demand additional collateral as 

necessary.  Such collateral received by the Bank is held separate and apart from the Bank’s own funds and securities. The 

Treasurer may not pledge or sell any collateral securities unless the borrower defaults.  Securities lending transactions are 

restricted to 20% of the base value of the portfolio.  

 

The securities lent remain in the Treasurer’s Statement of Assets as the County retains the risks and rewards of changes in 

the value of the underlying securities during the term of the loan, has a contractual right to the income distributions, and 

retains the right to sell the securities.   The term to maturity of securities loans is generally matched with the maturity date of 

the term loan.  All securities lending investments as of March 31, 2008 are overnight investments with next day maturities.  
 

The collateral received by the Treasurer exceeds the amount on loan. Accordingly, the Treasurer is not exposed to custodial 

credit risk.  
 

Securities lending balances at March 31, 2008 are as follows: 

Securities Lent
Underlying 
Securities

Securities 
Collateral 

Value
Lent for securities collateral: 
Corporate notes 6,997,000$        7,276,880$   

 
 
There are no provisions for agent indemnification of the securities lending transactions.  There were no significant violations 

of legal or contractual provisions, no borrower or lending agent default losses and no recoveries of prior-period losses 

during the quarter.  There are no income distributions owing on the securities lent. 
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Condensed Financial Statement 

The following represents a condensed statement of net assets and changes in net assets for the Treasurer's investment 

pool as of March 31, 2008: 

3/31/2008 12/31/2007 Net Change
Net Assets Held for Pool 853,997,727$    898,175,191$    (44,177,464)$     

Equity of Internal Pool Participants 353,866,190$    298,389,665$    55,476,525$      
Equity of External Pool Participants (Voluntary and Involuntary) 499,889,592      599,532,475      (99,642,883)       
Outstanding Purchase Interest 241,945             253,051             (11,106)              

Total Equity 853,997,727$    898,175,191$    (44,177,464)$     
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