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SUBJECT: Investment Report for the Quarter Ended September 30, 2007
RECOMMENDATION:

That the District Board review and accept the Quarterly Investment Report for the
Period Ended September 30, 2007.

SUMMARY:

Staff has prepared an investment report to summarize the investment activity for the
period from July 1, 2007 to September 30, 2007. The District's investment portfolio
earned an average yield of 5.27% for the 1st Quarter of FY 2008. This represents
investment income of $434,365 for the quarter. The average cash balance for the
District’s portfolio during the quarter was $33,022,792 and the ending balance for the
total investment portfolio was $33,041,937 which represents all securities and money
market funds.

The annual report aiso provides comparative investment yields, portfolio composition,
average maturity lengths, comparisons of market value and book value, and a brief
summary of the economy. An Inventory Holdings Report, which itemizes each security
in the District’s investment portfolio by security type and cusip number has also been
included as Attachment B.

ATTACHMENTS:

1. Quarterly investment Report for the Period Ended September 30, 2007
2. Inventory Holdings Report for the Quarter Ended September 30, 2007
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I INTRODUCTION

This report reflects investment activity for the period of July 1, 2007 to
September 30, 2007 for the District's investment management program. The
District’s funds are invested in accordance with the City’s lnvestment and Portfolio
Policies, approved and adopted in January 1992 by the City Council, with revisions
approved in June 2005. The policy requires that the investment program meet the
following criteria, listed in order of importance:

Safety - Investments shall be undertaken in a manner that seeks
to insure the preservation of capital in the overall
portfolio.

Liquidity - The investment portfolio will remain sufficiently liquid to

enable the City to meet all operating requirements.

Yield - The investment portfolio shall be designed with the
objective of obtaining a market rate of return throughout
budgetary and economic cycles, while taking into
account the City’s strict risk constraints.

In keeping with these principles, staff continued to invest the District’s
funds only in allowable, safe securities and to structure the maturity of the
investment portfolio to assure liquidity. Short-term needs (6 months or less) are
being met by investments in overnight repurchase agreements, commerciai
paper, and money market funds. Funds not required to meet specific short-term
needs are invested primarily in Treasury Notes and U.S. Government Agency
Securities. _

Only after the safety and liquidity requirements are met does staff attempt
to maximize earnings. For the Quarter Ended September 30, 2007, the average
annualized yield on investment was as follows:

Table 1

AVERAGE ANNUALIZED
INVESTMENT YIELD
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This quarter's average yield of 5.27% represents a decrease of .04% from
the total portfolio annualized yield of 5.31% experienced for the Quarter Ended
June 30, 2007.

Il. INVESTMENT POLICY COMPLIANCE

The City’s Investment Policy, as approved by City Council, applies to all
the financial assets and funds held by the City of Peoria, including Vistancia
Community Facilities District funds. All investments follow the provisions
established in that Policy.

Il. INVESTMENT PERFORMANCE

A. Portfolio Composition. All investment proceeds are diversified by
security type and institution to minimize market volatility risk and credit risk. The
Policy stipulates maximum investment levels by market sector to insure
diversification. Diversification is further accomplished through the laddering of
maturities, which mirror anticipated cash flows for the various funds. If not
matched to specific cash flows, the funds are invested with a priority of liquidity
and safety until specific cash flow needs are identified.

The table below illustrates the diversification structured into the portfolio
composition with dollar amounts and percentages by investment type (market
sector). The table shows the overall conservative nature of the portfolio and its
diversified structure. The fluctuation in percentages between fiscal quarters




represents a shifting of value between market sectors from the varying economic
conditions throughout the year. The concentration on Treasury Notes and
Agency Securities illustrates the portfolio's safety priority.

Table 2

——

TOTAL PORTFOLIOCOMPOSITION
In Millions of Dollars)

FY07-Q2 | “FY07-Q3. | FYo7-Q4

B. Average Invested Cash Balances. The average investment cash
balance for the portfolio for the Quarter Ended September 30, 2007 was
$33,022,792 as compared to $33,723,566 for the Quarter Ended June 30, 2007.

Fluctuations in the quarterly balances shown in the chart below represent
normal cash flows throughout the fiscal year, the addition of new bond proceeds,
investment of earned interest, and the spend down of existing bond proceeds for
capital projects.




TOTAL PORTFOLIO

AVERAGE INVESTED CASH BALANCES

[ FY O7-n
nFY 07-02
B FY 07-Q6
OFY 07-04
mFY 03

By Quarter

C. Investment Income. Total investment income for the Quarter Ended
September 30, 2007 was $434,365 which represents a slight decrease of 1%
over the $439,682 earned in the 4" Quarter of FY 07.

D. Comparative Investment Yields. Since the Investment Policy restricts
investment primarily to the U.S. fixed income and money markets, the portfolio
performance is measured directly against these markets for comparison
purposes. The maximum maturity of securities purchased for the portfolio is
restricted to five (5) years. The weighted average maturity can not exceed 365
days. The actual weighted average maturity for the 3rd Quarter of FY 07 was 36
days, in keeping with the investment policy requirement for liquidity and safety.
The average rates of comparable benchmarks are shown in the table below.

Table 3

. COMPARATIVE ANNUALIZED - -
INVESTMENT YIELDS

Total Portfolio

3 Month T-Bill 382
& Month T- Bil 405
1 Year T-Bil 403
2_Year.Treasu_ry' :3.97

E. Average Maturity of the Portfolio. For the Quarter Ended September
30, 2007, the average maturity of the portfolio was 44 days as compared to 44
days on June 30, 2007. Matching maturities to known cash flows requires the




maintenance of a somewhat short portfolio. Cash not needed to match
immediate cash flow needs (within a nine month rolling horizon of liabilities) is
normally extended somewhat to take advantage of higher vyields. Longer
maturities are used to capture yields at purchase and to capture capital gains
during the period.

F. Comparison of Market Value and Book Value. The book value of the
portfolio is captured on an amortized cost basis recognizing the position in the
securities on a straight-line amortization of premiums and discounts. Book and
market values do not include accrued interest on the securities. The market
value reflects the then current market price at which these securities could be
sold in the open market. A comparison of book and market reflects the changes
in market rates as well as the performance of the portfolio against the market.
Since the shortest portion of the portfolio is matched against anticipated cash
flows, rate changes will more directly affect their relative gain/loss positions. A
summary of market and book values for the total portfolio for the Quarter are
shown below.

Beginning Book Value ........................ $34,531,992
Beginning Market Value ..................... $34,595,527
Ending Book Value..............oo.ooooon.. $33,041,937
Ending Market Value .......................... $33,067,093

At quarter's end, the book value of the portfolio exceeded the market
value of securities resulting in an overall unrealized gain in value of $25,156.




ECONOMIC REVIEW AS OF 9-30-07:

Where There's Smoke.....

Like firemen sitting in the firehouse “bored” from doing nothing except
waiting and watching, once the Federal Open Market Committee (FOMC)
smelled the smoke and heard the bells, they jumped into action, trying to
extinguish a fire that seemingly sprang up out of nowhere.

As previously discussed, there has been weakness in the housing industry
and mortgage related financial instruments. It was apparently a rude awakening
to some participants in this arena that there were actually loans that were non-
performing investments and there was no “guarantee” of principal return, even in
coilateralized products. This market has grown exponentially and it is estimated
to be in excess of $2 trillion dollars.

Almost overnight, this sudden concern triggered a tightening of credit
standards and a reduction of the borrowing power of not only mortgage issuers
but other commercial borrowers as well. Credit lines were withdrawn and
companies which had been thriving based upon their ability to issue short term
debt to offset long term assets found themselves unable to fund day-to-day
operaticns. The general quality of assets being used as collateral came under
much more rigid scrutiny and short term Libor rates rose by over 150 basis
points (1.5%) as those lenders who had funds available to put out in the credit
markets demanded a huge risk premium from even the most credit worthy
borrowers.

It was this “conflagration” that the FOMC stepped into and began
aggressively working to offset some of the fears of the credit markets. The initial
step was a 50 basis point cut in the Discount Rate. The Discount Rate is the cost
of money paid by a financial institution that needs to borrow from the Fed to fund
its day-to-day operations. It is normally considered a “red flag” to regulators. The
Fed also softened the collateral requirements, extended the term out to 30 days
and also allowed “selected” non-banks to access the “window” to widen the
spread of liquidity. They even encouraged the money center banks to avail
themselves of this credit facility to reduce some of the “stigma” of borrowing
there.

Next on the Fed’s list was a 50 basis point cut in the overnight Fed Funds
Rate target. This was done at the September 18th meeting and in the statement
following the meeting, the Committee acknowledged that there was now a iarger
threat of slower growth in the economy than there was of inflationary pressures
resuming. It is largely expected that there will be one or more further rate cuts
before the end of 2007. With inflation contained in spite of oil trading above $80
per barrel, the Fed may have some way to go before they resume a neutral bias.




A traditional lagging indicator of a slowing economy is the unemployment
rate and the pace of job creation as reported by the non-farm payrolls
calculation. Businesses are reluctant to trim staff at the first sign of siower activity
as it is far more expensive to hire and train a replacement worker than to keep a
qualified employee on the payroll. Weakness in this data is therefore usually one
of the last and confirming signs of a transition underway in the economy. Job
creation had been fairly stable as more service related jobs were steadily being
created and this acted as somewhat of a counterbalance to the housing
industry’s problems and the pain being felt by U.S. automakers.

With the release of the August report on September 7" we saw the first
negative job creation report in 4 years. Concurrent with that news were lowered
revisions to both July and June’s reports and what had appeared to be at least
tepid growth for a three month period suddenly become perilously close to
signaling an economy on the brink of a downturn, '

It was this report, coupled with the widening inability of businesses to
finance themselves, that forced the Fed to act. Unless we see signs of a
significant change in the direction of both of these factors, we will most likely see
the Fed Funds Rate lowered at one or both of the remaining FOMC meetings

this year.




SUMMARY DATA

Table 4
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PORTFOLIO COMPOSITION

FY 07~ Q2
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