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Memorandum Date: January 28, 2009

Order Date: January 28, 2009

TO: Board of County Commissioners
DEPARTMENT: Management Services

PRESENTED BY: Kay Blackburn, Financial Services Manager

AGENDA ITEM TITLE: FINANCE & AUDIT — PRESENTATION OF ANNUAL

INVESTMENT REPORT

MOTION
None. This is an informational item.

AGENDA ITEM SUMMARY

In accordance with APM Chapter 2, Section 20, Management Services is
submitting the Annual Investment Report to the Finance and Audit Committee of
the Board for review and comment.

BACKGROUND/IMPLICATIONS OF ACTION

A. Board Action and Other History

The Administrative Procedures Manual Chapter 2, Section 20 as authorized by
Lane Manual 4.020 provides specific direction to the Management Services
Director in the administration of Lane County investments. The Annual Investment
Report is submitted for review and comment.

B. Policy lssues

Lane County’s investment policies are in conformance with ORS 294 and 295.
This annual review provides an opportunity to recommend changes to the
investment policies. Changes recommended require submission to the State of
Oregon Treasurer's office for review. '

C. Board Goals

This item is consistent with the strategic plan goal of providing efficient and
effective financial and administrative support and systems, and protecting the
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public's assets.

D. Financial and/or Resource Considerations

Review of the County's investment results and policies has no direct financial
impact, but allows the County to continue to manage investments in an efficient
and effective manner.

E. Analysis

During 2008, the Investment Advisory Committee met quarterly and reviewed
current investments, returns on investments and reviewed related policies. The
portfolio is managed to meet the goals of safety, liquidity and yield. Current
investment returns are below historic average, but consistent with the current
market and with similar portfolios. No changes to the investment policies have
been recommended by the Investment Advisory committee.

F. Alternatives/Options

1. Accept the report as presented and recommend no changes be made in the
County’s investment policies.

2. Provide the Financial Services Manager with recommendations for changes to
the investment policies.

IV. RECOMMENDATION

The Financial Services Manager recommends no changes to the investment
policies at this time.

V. TIMING/IMPLEMENTATION

Upon acceptance of the report, Lane Manual 4.020 will be submitted to the Board
for re-adoption.

Vi. FOLLOW-UP

None.

Vil. ATTACHMENTS

Annual Investment Report



Lane County, Oregon

Annual Investment Report

For the Calendar Year Ended
December 31, 2008

Prepared by the
Financial Services Division
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Introduction

Each year the Financial Services Division of the Department of Management Services
aggregates and analyzes information regarding the previous year's investment activity.
This Annual Investment Report for the calendar year ended December 31, 2008
captures that information and is used by the Investment Advisory Committee to form a
conclusion about whether or not management has met the legal and administrative
parameters set forth in the Oregon Revised Statutes, Lane Manual, and Lane County’s
Administrative Procedures Manual.

Portfolio Examination

This Annual Investment Report is organized to examine the general investing objectives
of the portfolio. The general objectives of the investment activities, in priority order, are:

General Objectives

e Safety — Seek to ensure preservation of principal in the overall portfolio by
mitigating credit risk and interest rate risk.

o Credit Risk - Risk of loss due to failure of the security issuer or backer.

o Interest Rate Risk - Risk that the market value of securities in the portfolio
will fall due to changes in market interest rates.

e Liquidity — Seek to ensure portfolio remains sufficiently liquid to meet daily
operating requirements.

e Yield - Seek to attain a rate of return that is typical of market conditions for
similar portfolios with comparable safety and liquidity needs.

Although ranked, these objectives represent factors that interrelate and should be
considered together when managing the investment portfolio. No objective
supercedes another but all three objectives should receive adequate consideration,
as prioritized, before making investment decisions.

Investment Reports

Investment reports at the end of this Annual Investment Report provide details of the
investment portfolio and reconciliations between Sympro (the investment software
program) and the County’s general ledger. Such information was used to develop the
portfolio examination and determine the County’s compliance with its legal and
administrative parameters.
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Investment Authority
%

State Authority

Oregon Revised Statutes 294 and 295 governs the investment of public funds for
Oregon municipalities.

http://www.leg.state.or.us/ors/294.html

http://www.leg.state.or.us/ors/295.html

Local Authority

Lane Manual 4.015 to 4.020 states the policies to be followed by the Director of
Management Services in administering the investment program.
hitp//www.lanecounty.org/LaneManual/documents/LM4 2008 02 21.pdf

Procedures

Administrative Procedures chapter 2, section 20, provides specific direction to the
Director of Management of Services in administering the investment program.
http://insidelane/Documents/portal 001/module 0188/Ch2Sec20.pdf
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Portfolio Examination

Safety Considerations

Safety of principal is the foremost objective of the investment program. Investments
shall be undertaken in a manner that seeks to ensure the preservation of principal in
the overall portfolio. The objective is to mitigate credit risk and interest rate risk.
Credit Risk
Lane County mitigates credit risk by performing the following:

1. Security analysis

2. Financial partners analysis

3. Diversification analysis

Security Analysis

Oregon Statute and the APM limit the types of investments that the County can
hold. During the calendar year ended December 31, 2008, the County held the
following types of securities:

e US Agencies:

o Coupons:
Federal Farm Credit Bank
Federal Home Loan Bank
Federal Home Loan Mortgage Corporation
Federal National Mortgage Association
Federal Agriculture Mortgage Corporation
o Discount:

e Federal Home Loan Bank

e Corporate:

o Promissory Notes:
HSBC Finance Gorp
Citigroup, Inc.
Credit Suisse, New York
General Electric Capital Corp
International Lease Finance Corp
Norwest Financial
Bank of America
US Bank
Monumental Global
Wells Fargo
America Honda Finance
Toyota Motor Credit

Lane County, Oregon December 31, 2008
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AlG:

The County has $1 million invested in International Lease Finance Corp. (ILFC),
an international market leader in the leasing and remarketing of nearly 1,000
commercial jet aircraft to airlines around the world. ILFC is a wholly-owned
subsidiary of American International Group, Inc. (AlG) which is at the center of
the current mortgage-backed securities turmoil. Because IFLC is in a completely
different line of business than its parent AlG, our brokers/dealers anticipate full
payment on these bonds which come due 4/1/2009. Due to its excellent value, it
is possible AlG will spin off IFLC to raise cash to repay its loans from the federal
government.

American Auto Industry.

The County has invested $3 million in two auto industry finance companies ($2
million with American Honda Finance and $1 million with Toyota Motor Credit).
Both finance companies are wholly owned subsidiaries of their respective
manufacturers. Although the decline in the auto industry has negatively affected
Honda and Toyota, the impact has not been as dramatic as that experienced by
the three major American car companies. Rating agency scores for both finance
companies remains high despite the current economy.

Financial Partners Analysis

The APM requires the County to pre-qualify the use of any depository, financial
institution, or broker/dealer.

Depositories

US Bank is the County’s main banking partner. The County is currently in the
process of issuing an RFP for banking services. Other banks used by the
County include:

¢ Umpqua Bank (for Certificates of Deposit and Money Market accounts)
» Siuslaw Bank (for Florence and Oakridge Justice Courts and Public Works
sites in Florence)

Other Financial Institutions

The Bank of California is the County’s third-party custodian of all the County
securities. Lane County has used Bank of California for the past 12 years.

Broker/dealers

Lane County works through various broker/dealers when purchasing securities.
Each June 30, broker/dealers are reviewed for qualifications by the Financial
Services Division, and if acceptable, submitted to the Director of Management
Services for approval.
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The APM states that investments are not allowed to exceed the following as a
percent of all monies available for investment:

* 33% - United States or any one of its agencies
e 25% - Bankers Acceptances
e 35% - Corporate Indebtedness, or 5% in any one single corporate issuer
As is evidenced above, the County investments are well diversified.
Interest Rate Risk

Interest rate risk is addressed as follows:

Portfolio Structure

Lane County structures the maturities of its investments so that securities mature to
meet cash flow requirements for ongoing operations. During the calendar year
ended December 31, 2008, no securities were required to be sold short to meet
cash flow requirements. Please see the discussion on Liquidity for more
information.

Maturity Analysis

The APM requires that the County not invest in securities whose maturity is more
than three years from the date of purchase unless matched to a specific cash flow
and approved by the Board of Commissioners. At this time, no County investments
exceed three years, nor has the Board of Commissioners granted specific
authorization for any investment to exceed three years.

The maturities of the County investment portfolio at fair value, without consideration
of calls, were as follows as of December 31, 2008:

Investment Maturities
December 31, 2008

37%

016 Months or less
{01 Yearorless
@2 Years or less
03 Years or less

100%. .
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Yield Considerations

The investment portfolio is designed with the objective of attaining a rate of return
throughout budgetary and economic cycles that is typical of market conditions for
similar portfolios, taking into account the investment risk constraints and liquidity
needs of the County. However, return on investment is of secondary importance
compared to the safety and liquidity objectives previously discussed.

Lane County benchmarks its actual investment yield for the portfolio overall to the
State’s LGIP and Eugene’s internal investment pool.

Yield to Maturity Comparison
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Typically, the County outperforms Eugene and LGIP when rates are on the decline,
but underperforms them when rates are on the rise. This is because the County’s
investment policy allows us to invest in securities for longer durations than does
Eugene or LGIP. When interest rates decrease, the County’s portfolio does well
because it holds better yielding investments longer. Conversely, when interest rates
rise, it takes longer to liquidate their lower yielding investments and invest in more
productive securities. The aberration in November is the result of temporary
investment of property taxes receipts with the LGIP prior to reinvesting in higher
yielding securities.

Over the long-run, the County's investment strategy to hold longer term investments
has been very successful as can be evidenced in the following chart.

Lane County, Oregon
Annual Investment Report
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Beginning in 2005, Lane County began focusing its efforts on reducing its portfolio of
two and three year maturities due to the fact that short-term investments were
yielding more than long-term investments (inverse yield curve). As the following
graph displays, the County’s average investment duration has declined rapidly
between 2005 and 2007. However, Lane County now buys long-term again in
response to the decline in short-term rates and an increase in the yield spread.
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Long-Term Rate Analysis
—

The APM allows the County to invest in securities whose maturity is more than three
years when matched to a specific cash flow and approved by the Board of
Commissioners.

New issue rates for US Treasuries are considered indicative of the market for
longer-term investments. On January 6, 2009, new Treasury issues were as follows:

1 - Year 42%
2 - Year T7%
3 - Year 1.10%
5-Year 1.65%
10 - Year 2.45%
30 - Year 3.00%

The spread between the 3 and 5 year treasuries are 55 basis points and between
the 3 and 10 year treasuries are 135 basis points. Although the spreads are fair, the
general turmoil in yields over the last year do not encourage investing beyond three
years at this time. With the current volatility in the markets, it is appropriate to wait
until confidence is restored before we commit our funds for longer periods.
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Lane County, Oregon
Cash Balance Report by Fund

Report: XX-0060 - Cash Report by Fund

As of December 31, 2008

Fund Description Balance

620 So Fleet and Equipment 2,136,993.91
627 Intergovernmental Services 262,513.87
653 PC Replacement 1,729,286.33
654 Information Services 1,447,503.75
714 Retiree Benefits Trust 9,102,011.83
801 Unsegregated Taxes 9,293,557.40
809 Unsegregated Miscellaneous 18,673.86
811 Trust 448,377.20
845 School Districts 15,076.22
856 County Assessment & Taxation 372,351.28
864 Highway Lighting 2,410.41
867 Water Districts 2.06
874 Sanitary District 0.05
876 Emerald Public Utility Distric 0.82
903 investment Pool 252,290.20
908 Payroll Payables 34,036.86

Total Cash Balance 186,216,976.34
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