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SUBJECT: Quarterly Invesiment Report for the Period Ended June 30, 2008
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Attached is the Quarterly Investment Report for the period ended June 30, 2008.

The following is a summary of key points identified in the attached Quarterly [nvestment Report:

v Total Portfolio - book value (at quarter end) $667,849 277
¥ Securities - book value (at quarter end) $362,639,380
v Securities weighted average maturity (WAM) (at quarter end) 1.5} years
v Reajized investment income for three months $ 6,000,609
¥ Yield on short-term portfelio

o Effective annual yield 1.96%

o Benchmark (3-month T-8iil) 1.65%
v Yield on long-term portfolio

o  Effective annual vield 4.46%

o Benchmark (2-year T-Bill) 3.08%

Thank you, in advance, for your attention to the attached Quarterly Investment Report. [f you have any
questions, please contact me at 727-464-8300,

Attachment
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Investment Policy

Section 218.415, Fiorida Statutes authorizes the governing body of a local government to adopt a written investment
plan to govemn investment activity, The Board of County Commissioners (Board) adopted Section 2-144 of the
Pinellas County Code, Investment of Surplus Public Funds, establishing policigs 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 investment portfolio quarterly and annually. In this Quarterly Investment Report, we also show
investment objectives and permitted investments, demonstrating compliance with policies.

Poritfolio Activity Summary

During this fiscal guarter, expenditures exceeding revenues decreased the portfolio’s book value by $70.8 million.
The County’s allocation in securities decreased $17.6 million due primarily to this outflow of net expenditures. The
long-term portfolio’s effective yield of 4.46% at June 30, 2008 increased when compared to 4.37% (revised} at
March 31, 2008. The portfolio’s weighted average maturity in securities declined from 1.54 to 1.51 years. The
book value of the portfolio decreased by $76.4 million compared to the same time last year. Portfolio activity for
the fiscal year is shown on page 8 of this report.

Portfolio Performance

Total realized investment income for the fiscal quarter ended June 30, 2008 was 3$6.0 million. Investment income
for the prior quarter was $7.3 million (revised). This decline was attributed to a decline in available investment
yields combined with a reduction in available funds to invest.

The book value of the long-term portfelic was $362.6 million on June 30, 2008. The balance of the portfolio was
held in liquid funds ($305.2 million) to hedge a potential increase in interest rates while protecting future cash flows.
The effective annual yield for the long-term portfolio was above its benchmark: it has improved as long-term
interest rates fell. The short-term portfolio’s effective annual yield for the quarter was also above its benchmark,

Quarter-End Yields Over The Last Year

Individual Yields (at quarter end) 06/07 09/07 12/07 03/08 06/08

Short Term Portfolio:
Cash Pools 531 % 458 % 411 % 251 % 2.47
State Board of Administration 5.35 5.79 4.92 3.09 2.40

Effective Yields {3 month daily average)

Short Term Portfolio 5.37 5.44 4.00 3.13 1.96
Long Term Partfolio ! 425 4.3} 4.38 4.37 4.46
Portfolio Overall " 4,93 4.99 420 3.80 338
Benchmarks

Short Term Funds:
3-month US Treasury constant
maturity (3-month average) 4.88 4.42 3.47 2.09 1.65
Long Term Funds:
2-year US Treasury constant
maturity (12-month average) 4.81 4.67 4.36 3.67 3.08

%

! Effective yields for 12/07 and 03/08 were revised for over accrual of investment income during those reporting
periods.




Historical Treasury yields declined in comparison to last year, with the largest decline occurring last quarter. The
declines in yields ranged between 159 basis points (5 Year) and 307 basis points (3 Month), year-over-year.
Treasury yields in all categories increased in comparison to last quarter ranging between 41 basis peints (3 Month)
and 104 basis points (2 Year). 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 06/07 09/07 12/07 03/08 06/08
3 Month 4.80% 3.80% 3.24% 1.32% 1.73
6 Month 4,94 4.08 3.39 1.48 215
1 Year N/A N/A N/A N/A 233
2 Year 4.86 3.98 3.05 1.58 2.62
3 Year 4.88 4.02 N/A N/A N/A
5 Year 492 424 344 2.44 3.33

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 risk addresses the ability to sell
investments, when necessary, while minimizing delay or loss of principal. The portfolio’s investments are held to
maturity to avoid selling prior to maturity and risking a oss 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 portfolic, but avoid assuming unreasonable investment risk.

Permitied Tiivestments, Portfolio Compaosition 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
tiquidity 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. 8. Agency Obligations - Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by
United States agencies, provided with the full faith and credit of the U. §. Government. 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 govemment-
sponsored corporations established by law to implement various federal government lending programs. These
corporations are not 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 3 to 270 days. The policy requires the issuer’s debt to be rated, at the time of purchase, Al by Standard and
Poors and Pl by Moody’s Investor Services.

Certificates of Deposit - Non-negotiable miferest 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 credic
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 1o 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 altowable 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 matunities, gencrally less than twelve (12) months. Bond
construction funds, bond fund reserves and other non-cperating funds have terms appropriate to the need for funds
and, if applicable, in accordance with debt covenants.

Key Economic Indicators

Federal Funds Rate - The FOMC met twice during the quarter: first on April 30" lowering the target rate by 25
basis points, and again on June 25" maintaining the target rate at 2.00%.

The statement from the June 25™ FOMC meeting indicated “Recent information indicates that overal] economic
activity continues to expand, partly reflecting some firming in household spending. However, labor markets have
softened further and financial markets remain under considerable stress. Tight credit conditions, the ongoing
housing contraction, and the rise in energy prices are likely to weigh on economic growth over the next few
quarters.”

“The Committee expects inflation to moederate later this year and next year. However, in light of the continued
increases in the prices of energy and some other commodities and the elevated state of some indicators of inflation
expectations, uncertainty about the inflation outlook remains high.”

Subsequent to the end of the quarter, the FOMC met three times, keeping the rate the same on August 5" and
September 16", but lowering the target rate to 1.5% in an unscheduled meeting on October 8. This action was
taken by the FOMC due to evidence pointing to a weakening of economic activity and a reduction in inflationary
pressures.

Gross Domestic Product (GDP) — Real GDP rose at an annualized seasonally adjusted rate {(in chain linked 2000
dollars) of 1.9%; while the prior quarter was raised to .9%. This rise in GDP was due to increases in personal
consumption expenditures (PCE) for services, exports, nonresidential structures, and federal government spending
and state and local government spending that were partly offset by reductions in private inventory investment,
residential fixed investment and equipment and software. Imports, which are a subtraction in the calculation of
GDP, decreased.

Durable Goods Orders — New orders for manufactured durable goods decreased .41% during the second calendar
quarter, or $2.6 billion.

Unemployment Rate — The unemployment rate rose during the second calendar quarter to 5.5%. Initial jobless
claims decreased from 406,000 for the week ending March 28, 2008 to 404,000 for the week ending June 27, 2008,
with the high for the quarter at 404,000 for the week ending June 27, 2008.



Personal tncome and Quilays - Personal income rose 2.1% during the second calendar quarter; an increase from
1.1% in the first calendar quarter. Personal outlays rose 1.7%, an increase from 9% in the prior quarter. Increases

in both personal income and cutlays were partially attributed to rebate payments arising from the Economic
Stimulus Act of 2008,

New Home Sales - The second calendar quarter estimate for new home sales increased 5.7% to 149,000; the prior
quarter was revised to a 3.4% decline. The seasonally adjusted estimate of new houses for sale expressed in months
at the end of March 2008 and June 2008 was 11.2 and 10.0, respectively, with June 2007 at 8.3 months. Average
selling prices for new homes sold or for sale increased from $291,100 to $303,900 in the second quarter of 2008.

Fxisting Home Sales - In June, the estimate for seasonally adjusted annual existing home sales was 4.86 million;
slightly below the 4.94 million in March, but well below the 5.75 million home sales in June 2007. The total supply
of homes available for purchase expressed in months increased from 10.0 at the end of March 2008 10 t1.]1 at the

end of June 2008. Average selling prices for existing homes increased from $244,900 to $252.400 in the second
quarter of 2008.

Consumer Confidence - The Conference Board’s Consumer Confidence Index decreased in June to 51.0. This was a
decline of 14.9 points since March 2008 (revised). This decling is attributed to volatility in the financial markets,
consumers’ income prospects, inflationary coneerns, and a weakening labor market.

Consumer Price Index (CPI) - The CPI for all urban consumers, alf items, increased 1.9% in the second calendar
quarter; however, increasing at a compound annual rate of 7.9%. This was caused primarily by an increase in
transportation and energy costs.

Summary of Key Economic Indicators
Quarter Ended
9/30/2007 12/312007 03/31/2008 06/30/2008
Federal Funds Rate {target) 525-4.75% 4.75-4.25% 4.25-225% 2.25-2 00%
Gross Domestic Product (GDP)

{annualized ) {billions) $11,625.7 $11,6207 $11,646.0 $11,700 6
Durable Goods Orders (millions) $663,333 $656,290 $639,771 $642,395
Unemployment Rate 4.7-4.7% 4.7-5.0% 4.8-5.1% 5.0-5.5%
Personal Income {annualized) (hillions) $11,7304 $11,872.) $11,960.5 $12,174.2
Personal Quttays (annualized) (biliions) $10,182.0 $10,309.2 $10,404.9 $10,542.3
New Home Sales (unils) 181,000 146,000 141,000 149,000
Existing Home Sales (umits) 1,553,000 1,169,000 865,000 1,421,000
Consumer Confidence 112.6-99.5 95 6-90.6 87.9-65.9 62 8-51.0
Consumer Price Index (CP1)

(annualized) change 1.0% 5.6% 3 1% 7.9%

1 Values include industry projections commenly 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. On average, economists are projecting short-term interest rates will increase from 2.02% to 2.50% by
June 2009, and continue rising up to 3.58% by March 2010. As shown in the Detailed Portfolio Schedule on page 7,
we currently lean toward noncallable securities to maintain long-term yields in an uncertain rate. Since an
equivalent portfolio’s yield approximates 2.99%, most of the current portfolio’s callable securities have a high
probability of being called. We have sufficient short-term investments to meet cash flow needs through November
2008 when ad valorem tax revenues start arriving. With a positively sloped yield curve, short-term interest rates
projected to rise over the next vear, a declining overall budget, and the need for funds te meet current operations, we
anticipate the weighted average maturity of the long-term portfolio will remain relatively stable at 1.5 to 2.0 years.
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Status of Investments with the State Board of Administration (SBA)

On October 31, 2007, the SBA released its third quarter newsletter disclosing troubled investments in asset backed
commercial paper in the Local Government Investment Pool (Pool). The newsletter disclosed that approximately $1
billion of the Pool’s assets consisted of asset backed commercial paper with current investment ratings that had been
downgraded below the allowable leve] for the Pool or were in default. After the release of the newsletter, several
news articles regarding the troubled investments, and questions regarding the Pool’s exposure to sub-prime
mortgage risk, local governments began withdrawing funds from the Pool. On November 20, 2007, the Clerk’s
Office withdrew substantially all Board of County Commissioners’ funds from the SBA totaling approximately
$291,000,000, leaving a balance of $1,776. The funds withdrawn have been subsequently invested in other qualified
investment instruments under the gurrent investment policy. On November 29, 2007, the SBA temporarily
suspended withdrawals from the Pool. The SBA reopened the Pool on December 4, 2007, separating it into two
pocls; Pool A, with the high quality assets from the original Pool amounting to 86% of the assets and Pool B, with
the troubled assets, the reserve fund and the interest earnings from all participants for the month of November
amounting to 14% of the assets. On December 21, 2007, Standard and Poor's Ratings Services assigned its
“AAAM” principal stability fund rating to Pool A.

Pinellas County Tax Collector had approximately $15 million of undistributed tax revenue due to the BCC deposited
with the SBA at the time the fund was frozen. On December 28", the Tax Collector authorized the SBA to transfer
the $15 million from the Tax Collector’s account to the BCC’s account within the SBA. Because the $15 million
that was transferred from the Tax Collector’s account to the BCC was on deposit at the time of the freeze, 86% of
the $15 million has been placed by the SBA in Pool A and 14% in Pool B.

Currently, Pool A participants may withdraw funds from Pool A, within stated withdrawal limits, without penalty. .
Withdrawals from Pool A in excess of the stated limits are subject to a 2% redemption fee. New investments in Pool
A are not subject to the redemption fee or withdrawal restrictions. Future withdrawal provisions from Pool A will be
subject to further evaluation based on the maturities of existing investments and the liquidity requirements of the
Pool. Currently, Pool B participants are prohibited from withdrawing any amount from the Pool. As the underlying
securities fro Pool B mature, those funds are transferred by SBA to Pool A. Fult realization of the remaining
principle value of Pool B assets is not readily determinable. We have been withdrawing balances ¢p to the
withdrawal limits since December 2007, leaving $2.9 million in the SBA at June 30, 2008,
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