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Investment Policy

Section 218.415, Florida Statutes authorizes the governing body of a local government to adopt a written investment
plan to govern investment activity. The Board of County Commissioners (Board) adopted Section 2-144 of the
Pinellas County Code, Investment of Surplus Public Funds, establishing policies for investing all County surplus
funds controlled by the Board. All investment activity is conducted in accordance with Code Section 2-144 and
additional written policies and procedures.

In accordance with the above laws and policies, the Clerk is required to submit a report on the performance of the
County’s investments portfolio quarterly, and annually. In this Annual Investment Report, we also show investment

objectives and permitted investments, demonstrating compliance with policies.

Portfolio Activity Summary

During the fiscal year, the portfolio’s book value declined $42 million to support disbursements exceeding revenues.
In addition, $59.8 million in short-term funds was used to invest in long-term Federal Agency securities, extending
the portfolio’s weighted average maturity in securities from 2.3 to 2.4 years. This shift has increased the long-term
portfolio’s weighted average yield to 3.04 % at September 30, 2004 compared to 2.26% at September 30, 2003.
Portfolio activity for the fiscal year is shown on pages 7 and 8 of this report.

Portfolio Performance

Total realized investment income for the fiscal year ended September 30, 2004 and 2003 were $12.6 million and
$11.7 million, respectively. Investment income for this quarter was $3.5 million. The increase in investment income
was due to several factors, one of which was increased interest rates over the last quarter by the FOMC, as discussed
later in the report. Another contributing factor was investment of a higher percentage of the portfolio in securities at
higher yield as compared to liquid assets for the same periods as last year.

The book value of the long-term portfolio ($315.7 million) for September 30, 2004 was $59.8 million higher than
September 30, 2003. The balance of the portfolio was held in liquid funds ($233.8 million) to hedge a potential
increase in interest rates while protecting future cash flows. The effective annual yield for the long-term portfolio
exceeded its benchmark, however the short-term portfolio’s effective annual yield was below its benchmark due to
normal use of liquid funds during the quarter.

Quarter-End Yields Over The Last Year

Individual Yields (at quarter end) 09/03 12/03 03/04 06/04 09/04
Short Term Portfolio:
Cash Pools 1.01%  98% 1.00% 1.03 % 1.76%
Public Funds Money Market 1.37 1.33 1.27 1.27 2.18
State Board of Administration 1.32 1.28 1.18 1.25 1.72
Long Term Portfolio:
Securities (weighted average yield) 2.45 3.07 2.90 3.64 3.36
Effective Yields (3 month average)
Short Term Portfolio 1.22 1.25 1.17 1.17 1.28
Long Term Portfolio 2.26 2.05 2.20 3.08 3.04
Portfolio Overall 1.64 1.61 1.66 2.18 2.38
Benchmarks
Short Term Funds:
3-month US Treasury constant
maturity (3-month average) 95 .93 93 1.10 1.52
Long Term Funds:
2-year US Treasury constant
maturity (12-month average) 1.66 1.65 1.67 1.92 2.56




Treasury Yields

Historical Treasury yields rose in comparison to last year, with the majority of the increases occurring during the last
two quarters. The increases in yields ranged between 54 basis points (5 Year) and 115 basis points (2 Year), year-
over-year. For this quarter, yields increased for the 3 Month and 6 Month Treasuries by 44 and 36 basis points
respectively, however the yields for the 2 Year, 3 Year and 5 Year Treasuries fell during the last quarter in
anticipation of continued interest rate hikes. The historical Treasury yields at quarter-end for the last five quarters
are presented below.

Historical U.S. Treasury Yields Over the Last Year

Maturity 09/03 12/03 03/04 06/04 09/04
3 Month 0.94% 0.92% 0.94% 1.26% 1.70%
6 Month 1.00 1.01 0.99 1.63 1.99

2 Year 1.46 1.82 1.57 2.67 2.61

3 Year 1.86 2.30 1.93 3.07 2.85

5 Year 2.83 3.24 2.78 3.77 3.37

Investment Objectives

The investment policy outlines three specific objectives to be applied in the management of County investments.
The primary objective is safety of County funds. Safe investments are those that ensure minimum credit risk, the
risk that principal will not be repaid, and minimum market risk, the risk that the principal value will not decrease
over the life of the investment.

The second objective is the provision of sufficient liquidity. The funds are invested so that the County can meet its
operating, payroll and capital requirements as they come due. Liquidity also means the ability to sell investments
when necessary, with minimal delay and loss of principal. The portfolio’s investments are held to maturity to avoid
selling prior to maturity and risking a loss of principal.

Income or return on investment is the third objective. Return on investment is secondary to the safety and liquidity
objectives. We strive to maximize the return on the portfolio, but avoid assuming unreasonable investment risk.

Permitted Investments, Portfolio Composition and Allowable Maturities

Permitted investments include:

The Florida Local Government Surplus Funds Trust Fund (SBA) - The SBA is administered and invested by the
State Board of Administration for the purpose of pooling investments for local governments while providing
liquidity and safety of principal.

U. S. Treasury Obligations - Negotiable direct obligations, or obligations the principal and interest of which are
unconditionally guaranteed by the U. S. Government. Such securities include, but are not limited to, Treasury bills,
notes or bonds and Treasury strips.

U. S. Agency Obligations - Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by
United States agencies, provided the full faith and credit of the U. S. Government back such obligations. Such
securities include, but are not limited to, the Farmers Home Administration, the Federal Financing Bank, Federal
Housing Administration Debentures and Government National Mortgage Association (GNMA).

Federal Instrumentalities - Bonds, debentures, notes or other evidence of indebtedness issued by government
sponsored corporations established by law to implement various federal government lending programs. These
corporations are non-full faith and credit agencies. Such securities include, but are not limited to, Federal Farm
Credit Bank (FFCB), Federal Home Loan Bank (FHLB), Federal National Mortgage Association (FNMA), Federal
Home Loan Mortgage Corporation (Freddie Mac) and Student Loan Marketing Association (Sallie Mae).
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Commercial Paper - Commercial paper is an unsecured short-term promissory note issued by a corporation ranging
from 2 to 270 days. The policy requires the issuer’s debt to be rated, at the time of purchase, Al by Standard and
Poors and + P1 by Moody’s Investor Services.

Certificates of Deposit - Non-negotiable interest bearing time certificates of deposit in banks organized under the
laws of the United States and doing business and situated in Florida, provided any such deposits are secured by the
Florida Security for Public Deposits Act, Chapter 280, Florida Statutes.

Money Market Funds - Securities and Exchange Commission registered money market funds with the highest credit
quality rating from a nationally recognized rating agency.

Time Deposits - Interest bearing time deposits or savings accounts in qualified public depositories, as defined by
Section 280.02, Florida Statutes.

The composition of the portfolio is diversified to control the risk of loss resulting from the over concentration of
assets in a specific maturity, issuer, instrument, dealer or bank through which investments are bought and sold.
Diversification strategies are reviewed and revised periodically as necessary to meet portfolio objectives.

The maximum allowable maturity for any investment in the portfolio is five years, however we make every effort
to match investment maturities with known cash needs and anticipated cash flow requirements. Funds needed to
meet current operating requirements have shorter maturities generally less than twelve (12) months. Bond
construction funds, bond fund reserves and other non-operating funds have terms appropriate to the need for funds
and in accordance with debt covenants.

Key Economic Indicators

Federal Funds Rate - The Federal Open Market Committee (FOMC) met on August 10, September 21 and
November 10 voting to raise its target for the Federal Funds Rate by 25 basis points at each meeting, to the present
2.00%. The FOMC increased rates by 25 basis points at the June 30 meeting, marking the first increase in rates
since May 2000 when the Federal Funds Rate was raised from 6.00% to 6.50%. The FOMC held rates steady at
6.5% from May 2000 until January 2001 starting the lowering to historic levels over the last 3 years.

The statement from the November 10 FOMC meeting indicates “the Committee believes that, even after this action,
the stance of monetary policy remains accommodative and, coupled with robust underlying growth in productivity,
is providing ongoing support to economic activity. Output appears to be growing at a moderate pace despite the rise
in energy prices, and labor market conditions have improved. Inflation and longer-term inflation expectations
remain well contained.”

This year’s rate increases were in line with recent market expectations after improved growth in productivity and
improved labor market conditions. According to the latest Bloomberg News’ Monthly Survey of over 60 leading
economists, the median forecast for the Federal Funds Rate through the 4™ quarter of 2005 is 3.5%. The Survey
results reflected an average forecast value of 3.37%, a low of 2.25% and a high of 5%.

Gross Domestic Product (GDP) — Real GDP rose at an annualized seasonally adjusted rate (in chain linked 2000
dollars) of 3.7%; up from 3.3 percent from the second quarter. The increase in GDP was due to increases in personal
consumption expenditures, equipment and software expenditures, exports, government spending, and residential
fixed investment.

Durable Goods Orders — New orders for manufactured durable goods increased 2.4% during the third quarter, or
$13.6 million.

Unemployment Rate — The unemployment rate declined from 5.6% in June 2004 to 5.4% in September 2004.
Unemployment in September 2003 was 6.1%. Initial jobless claims increased from 309,000 for the week ending July
2,2004 to 372,000 for the week ending September 24, the high for the quarter.

Personal Income and Outlays - Personal income rose .7% for during the third quarter while personal outlays rose
1.7%. According to the U. S. Department of Commerce, Bureau of Economic Analysis, the August and September



2004 estimates for personal income have been adjusted to reflect the impact of Hurricanes Charley, Frances, Ivan
and Jeanne on the southeastern part of the United States.

New Home Sales - The third quarter estimate for new home sales of 292,000 is a decrease of 11.3% from the second
quarter. The seasonally adjusted estimate of new houses for sale at the end of September was 404,000 compared to
374,000 for the second quarter.

Existing Home Sales - In September, the estimate for seasonally adjusted annual existing home sales was to 6.75
million, down from 6.95 million in June. The seasonally adjusted estimate of existing houses for sale at the end of
September was 2,450,000 compared to 2,400,000 at the end of June.

Consumer Confidence - The Conference Board’s Consumer Confidence Index declined again in September for the
second consecutive month to 96.8. This was a decline of 5.1 points since June 2004. The Consumer Confidence
Survey indicated that consumers’ assessment of overall present day conditions and the unemployment outlook was
mixed at the time of the survey.

Consumer Price Index (CPI) - The CPI for all urban consumers, all items, rose .2% in the second calendar quarter,
or a compound annual rate of .6%. This decrease was caused primarily by a decline in the energy index of 9.8% in
the third quarter compared to increases in the previous two quarters of 38.6% and 33.5%. The food index increased
1.3 % during the third quarter and the index for all other non-food, non-energy groups increased by 1.8%. The CPI
for September 2004 was 2.5 percent higher than September 2003.

Summary of Key Economic Indicators
1* Calendar 2" Calendar 3" Calendar
Quarter 2004 Quarter 2004 Quarter 2004
Federal Funds Rate (target) 1.00% 1.00% - 1.25% 1.25% - 1.75%
Gross Domestic Product (GDP)

(annualized ) (billions) | $ 10,697.5 $ 10,784.7 $ 10,883.4
Durable Goods Orders (millions): $ 563,285 $ 573,976 $ 587,551
Unemployment Rate 5.6% -5.7% 5.6% - 5.6% 5.5% -5.4%
Personal Income (annualized) (billions): 9,445.0 $ 9,583.4 $ 9,654.8
Personal Outlays (annualized) (billions): $ 83516 $ 8,448.7 $ 8,572.5
New Home Sales (units): 314,000 351,000 292,000
Existing Home Sales (units): 1,244,000 1,932,000 1,888,000
Consumer Confidence: 96.8 —88.3 92.9-101.9 106.1 —96.8
Consumer Price Index (CPI)

(annualized) change: 5.1% 4.8% .6%

1 Values include industry projections commonly subject to revision.

Investment Strategy

Our “”buy and hold” investment strategy is based on our current security mix (Agencies, Instrumentalities,
Treasuries, etc.), projected cash flows, current and desired weighted average maturity (WAM), and interest rate
projections. As shown in the Detailed Portfolio Schedule on page 6, we are currently strong in callable Agency
securities. Since interest rates are projected to increase through 2005, some of these callable securities have a
reasonable probability of being held to maturity (not being called). We have sufficient short-term investments to
meet cash flow needs through November 2004; which is when ad valorem tax revenues start arriving. Over the next
year, we anticipate shortening the weighted average maturity of the portfolio in order to take advantage of the
anticipated continuing interest rate hikes, thus reducing activity in callable agencies. This projection of activity
could change if the interest rates decline.
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