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Don R. Hansen
Assistant Treasurer-Tax Collector

August 9, 2011

Ventura County Board of Supervisors
County Government Center

800 South Victoria Avenue

Ventura, CA 93009

SUBJECT: Discuss and File Report of Investments, including Market Values for
Investments, for the month ending June 30, 2011.

RECOMMEDATION: Discuss and File

FISCAL/MANDATES IMPACT: None

DISCUSSION:

The average daily portfolio balance for the month of June amounted to $ 2 billion. The portfolio
yield for the month of June was .92 %. The weighted average days to maturity decreased 23
days to 353 days. The total net monthly earnings were $ 1.5 million. The portfolio has been
structured to satisfy the anticipated cash flow needs of the participants. The investment
practices and portfolio holdings are in compliance with the new investment policy.

The portfolio has been managed with the stated objectives of safety, liquidity and earning a
competitive rate of return, outlined in the Statement of Investment Policy. In striving to
maintain the primary objective, safety of principal, the County portfolio has received a rating of
AAAT by Standard & Poor’s, the highest possible ranking given by the agency. Regarding the
secondary objective, maintaining sufficient liquidity to meet cash flow needs, the portfolio is
rated S1+, also the highest ranking given by S&P. In light of the first two objectives the
portfolio has on balance outperformed its benchmarks, satisfying the final objective, that of
earning a competitive rate of return.

As noted last month, world economic conditions continue to have a major impact on domestic
economic activity and world currency and commodity prices. The lack of a resolution to the
Greek crisis has continued to fuel the fire of the risk of contagion to other weak European
countries. The inability of Greece and the European Union to come to an agreement has kept
the risk of default at the forefront and created concern about the impact on the European banks
and the willingness of France and Germany to continue to bail out the weaker members of the
Union. These worries have caused investors to migrate into the dollar and dollar denominated
assets. This has caused the dollar to continue to strengthen and commodity prices to moderate.
Commodity prices have also been negatively influenced by the general weakening in both world
economic activity.
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The Federal Open Market Committee (FOMC) met in June and voted to keep the Federal
Funds Rate, the rate that banks lend to each other, at 0.0% to 0.25%. In the press release
announcing the decision the Fed provided this assessment of the economy:

...the economic recovery is continuing at a moderate pace, though somewhat more slowly
than the Committee had expected. Also, recent labor market indicators have been weaker
than anticipated. The slower pace of the recovery reflects in part factors that are likely to be
temporary, including the damping effect of higher food and energy prices on consumer
purchasing power and spending as well as supply chain disruptions associated with the
tragic events in Japan. Household spending and business investment in equipment and
software continue to expand. However, investment in nonresidential structures is still weak,
and the housing sector continues to be depressed. Inflation has picked up in recent months,
mainly reflecting higher prices for some commodities and imported goods, as well as the
recent supply chain disruptions. However, longer-term inflation expectations have remained
stable.

...The unemployment rate remains elevated, however, the Committee expects the pace of
recovery to pick up over coming quarters and the unemployment rate to resume its gradual
decline...

The Fed provided further color on the economy with the release of the Beige Book, the report
provided to the FOMC that gives the broadest overview of the economy. In the Beige Book, the
Fed gave these observations:

e Economic activity generally expanded but some deceleration was noted

e Manufacturing activity continued to expand in most parts of the country

e Activity in the non-financial service sectors expanded led by information technology and
business and professional services

e Consumer spending was mixed

e Auto sales were mixed but flows of new cars into dealer inventories was substantially
reduced due to supply disruptions caused by the disaster in Japan

e Real estate construction and real estate continued to show widespread weakness

e Agricultural conditions were unfavorable across much of the nation

e Labor market conditions continued to improve gradually

Interest rates edged lower as capital flowed into dollar assets. Despite a weaker U.S. economy,
dollar assets remain attractive relative to European or Asian alternatives, given the associated
issues with each region. Already depressed short-term rates edged lower with short-term
Treasuries once again reaching negative yields. Longer-term rates continued to move lower by
10 to 20 basis points as 5 year yields were down well below 1.50% and 10 year yields moved
below 3%.

Given the current interest rate environment we anticipate the County’s yield to drop slightly.
Further, we continue to seek investment opportunities in order to optimize earnings (U. S.
Treasury Market graph attached).



Attached is a listing of market values provided by our custodian, Wells Fargo Bank, for all
investments for the month ending June 30, 2011. GASB Statement no. 31 states that variances
between the cost of investments and the fair value of investments shall not be considered
budgetary resources or uses of resources unless the value of investments is permanently
impaired because of decreased issuer creditworthiness or it is determined that the Treasurer be
unable to hold investments to maturity. Also, attached is a separate listing of the transactions for
the month of June.

The following spreadsheets are also attached:

e Transactions for the month of June
e Listing of Securities by Type
e Summary of Government Agency Securities

The following is a list of attached graphs:

o Portfolio Average Monthly Balance

e Average Portfolio Maturity

e Balance Yield Comparison by Month

e Portfolio Holdings By Instrument Type
e Yield Curve, U. S. Treasury Market

e Maturity Distribution

This letter has been reviewed and approved as to form by the CEO, the Auditor-Controller, and
County Counsel.

Please call our Chief Investment Officer, Robert A. Hansen, at 654-3733 if you have any
questions regarding this item.

Steven Hintz Robert A. Hansen
Treasurer-Tax Collector Chief Investment Officer

Exhibit 1 — Market Values of Investments

Exhibit 2 — Monthly Transactions

Exhibit 3 — Investment Inventory by Type

Exhibit 4 — Summary of Government Agency Securities
Exhibit 5 — Graphs
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GA summary

TOTAL PORTFOLIO = | 1,941.378 |
| . Per Cent of

FEDERAL AGENCIES 6/30/2011 Portfolio

NOTES ' Discount Notes TOTAL
Federal Home Loan Bank 514.800 0.000 514.800  26.52%
Federal National Mortgage Association 436.000 0.000 | 436.000 22.46%
Federal Home Loan Mortgage Corporation 320.250 0.000 320250 16.50%
Federal Farm Credit Bank 436.328 55.000 491328  25.31%

1,707.378 55.000 1,762.378 90.78%

1,762.378
Page 1
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