JAMIDADE

Memorandum

Date: January 22, 2009
To: Honorable Chairman Dennis C. Moss ‘Agenda Ttem No. 12(B)2
and Members, Board of County Commissioners
From: George M. Burgess
County Manager

Subject: Year-End Portfolio Pé fatice ReporMor Fiscal Year 2007-08 -

As required by Résolution No. R-1074-04, which relates to the County’s Investment of Public Funds, the
following is the annual report on the performance of the County’s financial portfolio.

The adjusted book value of the portfolio as of September 30, 2008 was $3,743,969,000 and its market
value was $3,745,398,000. Attached for your review are the Annual Summary Investment Report for
September 30, 2008, and the Economic Summary for the quarter ending September 30, 2008. Interest
earned by the entire portfolio for fiscal year 2008 was $150,113,000.

. As the Annual Summary Investment Report shows, the County’s portfolio is composed of the following
investments: ;

Holdings ‘ - % of Portfolio

1).S. Federal Agencies . o - 69.13
Commercial Paper rated A1 or P1 ' 19.70
U.S. Government Treasuries ~ 10.49
Time Deposits . 067
Repurchase Agreements . 0.01

; Total 100 %

.On November 26, 2007, the County withdrew $512,212,420 (14 percent of porytfoliio holdings invested) in
the Local Government Investment Fund (LGIF) with the State Board of Administration (SBA). The decision
to withdraw the’ funds was made in response to the news of the State s exposure to the subpnme mortgage

crisis.

Securities Lending Program ,

The Board of County Commissioners approved the addition of the Securities Lending Program, where the
County generates an additional source of income by lending the securities to security dealers or financial
- institutions in return for cash or securities having market value of at least 102 percent of the market value
.- of the securities loaned upon initiation of the transaction. The program is administered by Dresdner Bank
and monitored by First Southwest Asset Management. The Securities Lending Program earnings for fiscal
year 2007-08 were $2,060,600, with the County's 80 percent share totaled $1,648,500. The remaining 20
percent is shared with the Securities Lending Program administrator, Dresdner Bank. Of the County’s
share, $1,311,400 has been allocated to the General Operating Fund; and $337,100 has been allocated to

the Water and Sewer Fund.

As of October 27, 2008, the County suspended its Securities Lendlng Program due to the current financial

troubles with financial institutions worldwide.
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The porifolio consists of several funds, generally categorized in the following manner:

Fund % of Portfolio
Treasurers Fund 40.86
Paool Il - Bond Proceeds 18.53
Aviation Fund 23.09
Water & Sewer Fund 15.91
Miscellaneous Fund 1.61

' Total 100%

- The Treasurer's Fund is dedicated to general County operations, which includes all general fund supported
and proprietary departments with the exception of Water and Sewer, Aviation, Miami-Dade Housing
- Agency, ar«d Clerk of Courts. Pool Il funds are for longer term capital projects. The Water and Sewer, and

- Avigtion' Funds are dedicated to those entitics, and the Miscellaneous Fund consists of Miami-Dade

" Housing Agency funds and the funds of the Clerk of Courts.

Interest Earned

The average number of days to maturity of the portfolio as of September 30, 2008 was 204 days, which is
reasonable considering the liquidity needs and market exposure. Securities with shorter maturities-
consisted of investments in Commercial Paper and \.S. Federal Agencies Discount Notes, while those

- . "with longer maturities consisted of investments in U.S. Federal Agency Coupons and Bullets. A total of 8

- percant of th2 portfolio is in these longer matuiity instruments, which have a strong secondary market. The
<. Gounty's:policy is to have a weighted-average maturity of no Ionger than 12 months with no smgle
' investment maturity in the porifolio greater than five years. :

+*  In addition, the investment objective for the County's policy incorporates three important principles: 1)

- Safety of Principal, 2) Liquidity of Funds, and 3) Maximization of Investment Income, which is secondary to
the requirements for safety and liquidity. The “prudent person” standard is used by investment officials in
- the management of the overall investment portfolio. The “Prudent Person” standard calls for investments
" to.be made in a fashion similar to that of a prudent investor who uses discretion and intelligence in
- managing his/her financial affairs, and who does ot speculate owing to the fact that the primary concern is
for the safety of his/her investments.

'During ‘FY-2007-08 net eamings on all County investments was $150,113,000. The Finance Department
tracks the performance of the portfolio and compares it to the return of two primary benchmarks: 1) the
- State of Florida Local Government Surplus Fund Trust Funds (SBA Pool), and 2) the six-month average of
the 180-day U.S. Government Treasury Bills. The following chart compares the rates of return for the years
ending September 30, 2007 and September 30, 2008:

-+ The following charit compares the rates of return for the years ending September 30, 2007 and September
30, 2008:

%Return % Return

Portfolio in 2007 in 2008
County Partfolio 524 3.73
SBA Pool 5.37 348
180-day U.S. Government Treasuries 5.06 2.96

o
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Since the County's portfolio is predominantly invested in short term interest-yielding securities, decreases |
in the Federal Funds rate result in a decreased average rate of return for the County's portfolio. The
Federal Reserve has steadily lowered rates by 375 basis points from October 31, 2007 through October
29, 2008 and officials have signaled that future rates changes may be required to stimulate the economy.
The following is a recap of the Federal Reserve's monetary decisions:

Basis Point . Federal

Date Change Funds Rate
October 31, 2007 -0.25 " 4.50%
December 11, 2007 -0.25 4.25%
January 22, 2008 -0.75 - 3.50%
January 30, 2008 -0.50 . 3.00%
March 18, 2008 -0.75 = 2.25%
April 30, 2008 -0.25 x 2.00%
June 256, 2008 0.00 ' 2.00%
August 5, 2008 0.00 . 2.00%
September 16, 2008 0.00 2.00%
October 8, 2008 . -0.50 1.50%
QOctober 29, 2008 -0.50 1.00%

Attachments L

Y
Cynthia W. Curry

Senior Advisor to the County Manager
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Economic Summary
3rd Quarter 2008

MAJOR EVENTS

It's striking to contrast the economic events and outlook in July
with the events and outlook at the end of September. At the
beginning of the third quarter, there was ongoing debate about
whether or not the U.S. economy was technically in a recession,
but the primary concern of Fed officials was inflation. Crude oil
prices topped $147 per barrel and the average gasoline price in
the U.S. climbed to $4.16 by mid-month. Despite what appeared
to be tepid economic growth, Fed officials were signaling that
the next likely change in monetary policy would be a tightening,
although most experts were calling for this rate increase to occur
sometime in early 2009. The first signs of the trouble to come
emerged on July 7th when a Lehman analyst issued a report
that said FASB was considering an accounting rule change that
would force Fannie and Freddie to move certain off-balance
sheet securities onto their balance sheet, an action that would
force the two mortgage giants to raise a combined $75 billion in
new capital. The Wall Street Journal ran front page stories all
week which rattled global investor confidence. Fed Chairman
Bernanke responded promptly by opening the Fed discount
window to both companies, allowing them unlimited borrowing
capacity at the prevailing discount rate of 2.25%. Not to be
outdone, Treasury Secretary Henry Paulson, the former CEQ of
Goldman Sachs, who would become a household name before the
quarter ended, announced that he'd ask Congress for expedited
authority to increase Fannie and Freddie’s $2.25 billion dollar
lines of credit, He also said that the government would make an
equity investment in the companies if needed. Paulson hoped
that the promise to help would be enough. He told the Senate
Banking Committee “If you have a bazooka in your pocket and
people know it, you probably won't have to use it.” Unfortunately,
these dramatic moves and bold words did little to restore investor
confidence. Rampant speculation that Fannie and Freddie were on
the verge of collapse dominated financial market headlines for much
of the quarter.

A year ago, Henry Paulson had said that the U.S. subprime
mortgage fallout remained largely contained due to the strongest
global economy in decades. This statement would come back to
haunt him. The old economic adage “when the U.S. sneezes, the
world catches a cold” was generally thought to be a remnant
of days gone by, but it became apparent by mid-August that the
mortgage woes of the U.S. were no longer contained within its
boundaries. The Wall Street Journal reported on August 15th that
GOP in the European Union had falien at an annual rate of 0.8% in

the second quarter, the first outright contraction since the early
1880's. The previous day, Japan had reported that its economy
had fallen at a 2.4% annual rate. Four of the five largest economies
were now flirting with recession. The upside to the sudden global
slump was that the U.S. dollar quickly strengthened, helping
deflate a troubling commodities bubble. Interestingly enough,
the long-anticipated U.S. recession had not yet materialized. In
fact, at the end of August, the Commerce Department reported
that second quarter GDP was being revised upward from 1.9%
to 3.3%, prompting one economist to note that “the economy has
never looked so good and felt so bad”. The minutes of the August
FOMC meeting clearly indicated that the next Fed move would
be a tightening. So, as August drew to a close, it still appeared
that rate increases were on the horizon. The events of September
would change all of thatin a hurry.

On Sunday, September 7th, under mounting pressure from nervous
foreign investors, Paulson fired his bazooka and announced
that the U.S. government was placing Fannie and Freddie into
conservatorship and would gradually inject up to $200 billion
of capital to keep them afloat. A week later, Lehman Brothers
reported that it was unable to orchestrate a deal to save the 158-
year old investment banking firm from financial ruin and would
be forced into Chapter 11 bankruptcy. Most experts had assumed
that Lehman would be sold to Bank of America, but BOA threw
Lehman a last minute curve and bought Merrill Lynch for $50
billion instead. The idea that the government would allow Lehman
to fail came as a major shock, even to those clamoring for Wall
Street blood. The DOW plunged 500 points on Monday, September
8th in reaction to the biggest bankruptcy filing in U.S. history, but
the impact of Lehman's failure had just begun. The next day, one
of the oldest and largest AAA-rated money market funds in the
world, the Reserve Primary Fund, announced that it had “broken
the buck” as a result of a $785 million dollar investment in
Lehman commercial paper that it now considered to be virtually
worthless. Fund investors were told that they'd receive $0.97 per
share on the Primary Fund, a 3% immediate loss on an investment
considered virtually risk-free. This shocking revelation prompted
an unprecedented $88 billion run away from money funds, but
collateral damage certainly wasn’t limited to the money funds.
Lehman listed total bonds outstanding of $155 billion in its Chapter
11 filing and the New York Times reported that Lehman was one
of the 10 largest counter-parties in credit default swaps which
by Lehman’s own accounting records amounted to $729 billion in
derivative purchases and sales. The pain of default was scattered
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worldwide and investors demanded huge premiums for the debt
of all U.S. financial institutions. Banks were scared to lend to
banks. Other financial institutions began to teeter and the New
York Times suggested that if AlG, the nation’s largest insurance
company, didn't receive an immediate injection of cash, it could
fail within the week. Later that day, the U.S. government seized
control of AlG, taking a 79.9% ownership share in return for an
$85 billion loan. Former Fed Chairman Greenspan, appearing on
ABC News, described the economic crisis as the worst he had
ever seen.

On Friday, September 13th, Bernanke and Paulson revealed
plans for legislation to support the biggest financial rescue plan
in history — an estimated $700 billion of taxpayer support that
would involve government purchases of distressed mortgages
and other illiquid investments with the intent to hold onto
the investments until maturity or orderly sale. The Treasury
Department also announced that it would use existing authority
to establish a temporary guaranty program for U.S. money market
funds in order to reassure investors that these funds would not
break the buck. Also on Friday, the SEC, acting in concert with
the Financial Services Authority of Britain, temporarily banned
the short selling of financial stocks, effective immediately.
Initially, the announcements, aimed at stabilizing the markets and
restoring investor confidence, seemed to do exactly that as the
DOW shot up nearly 370 points, but the proposed “bailout plan”
was subsequently dissected and severely criticized by the media
and within days the public outcry was deafening.

On Monday, September 22nd, Goldman Sachs and Morgan
Stanley announced plans to convert themselves into bank
holding companies, which would essentially grant them critical
sources of funding in return for heavier regulatory oversight. The
next day, Bernanke and Paulson unveiled details of the actual
“rescue plan” and the media circus pitched a tent. MSNBC ran
continual coverage of the “Bailout Battle in Congress”. Bernanke
and Paulson pleaded for quick implementation while Congress
demanded ample details before committing to a massive and
undefined outflow of tax dollars. Warren Buffet labeled the
plan “absolutely necessary” to pull the financial system out of
an “economic Pearl Harbor™ and President Bush addressed the
nation saying that “the entire economywas in danger” and without
passage, “the nation could face a long and painful recession”. By
week's end, with no bill passed, amid a severe ongoing credit
crunch and confidence crisis, Washington Mutual, with $300
billion in assets, was seized by the FDIC and sold to JP Morgan
for the bargain price of $1.9 billion, thus becoming the biggest
bank faifure in U.S. history.

On Monday, September 29th, the House narrowly rejected a
compromise version of the rescue bill. The equity markets were
absolutely crushed in response with the DOW falling by 7% or
778 points, the largest one-day point drop in history. The S&P
fell 8.4% and the NASDAQ fell a frightening 200 points or 9%.
Bloomberg reported that $1.2 billion in equity value was wiped
outin a single day. In a remarkable flight-to-quality, yields on one-
month Treasury-hills fell to 1/20th of 1%. Wachovia Bank became
the latest victim to succumb to the credit crisis when the FDIC
arranged a $2.2 billion dollar Citigroup purchase that would be
trumped by Wells Fargo a few days later. The quarter ended with
no rescue plan on the table, frozen credit markets and shattered
investor confidence.
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The spark that ignited the crisis was falling home prices resulting
from rising home inventories that were fueled primarily by
sub-prime and alt-A loan defaults. According to the Mortgage
Bankers Association, the delinquency rate on mortgage loans in
the second quarter was 6.4% and the foreclosure rate was 2.75%.
Those who thought a bottom had been reached during the spring
were disappointed to learn that the freefall hadn’t yet ended. The
S&P Case Shiller home price index dropped by 16.3% year-over-
year in July, the fastest decline in history and the 18th consecutive
monthly decrease. New home sales plunged 11.5% in August
while existing homes fell another 2.2%. From the peak in summer
2005, new and existing home sales had fallen 62%. The supply of
homes stood at 10.9 months, near a record high. Housing starts
fell by 6.2% in August to the lowest level since 1991. A stable
housing market is the essential ingredient for economic recovery,
but it’ll take a while. The pool of potential buyers has dried up.
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The labar market has been shedding jobs all year, and the third
quarter offered no relief. Non-farm payrolls lost 73,000 jobs in
August and 159,000 in September as the unemployment rate rose
from 5.7% to 6.1%. Only six months earlier, unemployment had
stood at 4.8%. It's very difficult to imagine that the labar picture
will brighten any time soon as the economy has taken a drastic
turn for the worse since the last data release.

There were few bright spots to speak of last quarter, but the drastic
drop in inflation was much welcomed. Overall CP! fell by 0.1% in
August, the first outright decline in almost two years, while PP! fell
0.4%, the first decline this year. Crude oil fell from a record high of
$147 to $100 by quarter end, while gasoline prices dropped by $0.60
per gallon. Other commodity prices also declined significantly as
global demand slowed, the dallar strengthened and speculators
exited the market. The drop in inflation grants the Fed the latitude
to cut interest rates to prop up the sagging economy.

SYtock Market |

The terrible year for equities continued in the third quarter as the
S&P 500 and NASDAQ fell by nearly 9% and the battered DOW
dropped 4.4%. Market confidence is critical to investment in the
stock market, andthe rash of recent failures has spookedinvestors
to the point that virtually all companies are suspect. With a bear
market firmly established and what could be a severe recession
on the horizon, keeping remaining principal intact has become a
primary objective. Compounding the U.S. problem are struggling
equity markets around the world. it's all about confidence, and
right now, it's gone.
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DO 00 ASDAQ
6/30/08 11,350 | 1,281 2,293
9/30/08 10,850 | 1,166 2,092
% Change for Q3-2008 -440% | -8.98% | -8.77%

nterest Rates |

Last | 6/30/08 |2.00% | 1.74% |2.16% | 2.62% | 3.33% | 3.97%
High 1.87% |2.17% | 2.79% | 3.562% | 4.13%
Low 0.09% | 0.86% | 1.58% | 2.37% | 3.26%
End | 9/30/08 | 2.00% [ 0.563% | 1.46% | 1.71% | 2.75% | 3.63%
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It's nearly impassible to find anything positive during a
quarter in which the financial world fell off its axis. During
much of July and August, the U.S. ecanomy limped along,
if not in recession, perched precariously on the edge.
The housing situation actually got worse with new home
sales tumbling by anather 11.5% in August. Auto sales fell
by a whopping 27% in September, the biggest drop in 17
years. The September ISM manufacturing index fell to a
dismal 43.5, a level consistent with recession. Job losses
continue to mount, with a net 760,000 workers receiving
pink slips since the year began. But the pitiful economic
data releases were largely overlooked as the credit
crisis intensified and financial institutions suddenly found
themselves unable to finance their operations. Fannie
Mae and Freddie Mac, under intense fire throughout the
quarter, entered conservatorship of the U.S. government in
September. Lehman Brothers Holdings failed to find a buyer
and was forced into bankruptcy. The resulting default of
hundreds of billions of dallars in Lehman debt obligations
caused immense market turmoil and set in motion a wave
of deteriorating investor confidence that would shape the
market for weeks. One of the largest and oldest AAA-rated
money market funds, saddled with $785 million in worthless
Lehman CP, “broke the buck” and froze fund assets, losing
investor principal along with faith in what they'd thought
was a safe haven for cash.

The month of September was littered with spectacular
failures of some of the nation's iconic companies. The
Federal government, recognizing itself as a lender of last
resort and perhaps realizing that the Lehman failure was
the lynchpin to the latest global market catastrophe, offered
a plan to Congress that would use $700 billion in taxpayer
funds to purchase troubled martgage assets and other
problem investments in order to stabilize the markets and
restore confidence. But the poarly framed “bailout” bill was
voted down by an angry Cangress and the DOW responded
by tumbling a recard 778 points. After this, the bill was
increasingly referred to as a “rescue plan”. Atquarterend,
the financial markets were in trouble, with confidence badly
shaken, credit markets locked up and investors shaking
their fists at the Federal government.

With inflationary pressure quickly easing, it appeared as if
an emergency Fed rate cut was eminent, As itturned out, on
Octaber 8th, the Fed did stash overnight rates by half a point
to 1.50% and indicated that it was prepared to cut further jf
necessary. And in fact, that's exactly what the experts are
farecasting. At last count, Goldman, Merrill, LIBS, HSBC, JP
Morgan, Barclays, Bank of America, Suntrust and Wachovia
were among a large group of dealers expecting the Fed to
cut to 1.00%. Unfortunately, rate cuts just don't seem to be
having the accustomed effect. Far the financial markets and
the U.S. econamy to gain traction and pull themselves out, it
will take a big dose of confidence, a lot of faith ...and time.

Scott Mcintyre, CFA
Senior Partfolio Manager
October 9, 2008
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