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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
July 29, 2008
TO:
Mayor and Councilmembers

FROM:
Treasury Division, Finance Department
SUBJECT:
June 30, 2008, Investment Report And June 30, 2008, Fiscal Agent Report
RECOMMENDATION:  
That Council:

A.
Accept the June 30, 2008, Investment Report; and 
B.
Accept the June 30, 2008, Fiscal Agent Report.
DISCUSSION:
The City’s investment reporting schedule requires staff to submit a report on the City portfolio on a quarterly basis.  Therefore, this report will cover investment activity for April through June, 2008.

During the second calendar quarter, financial markets exhibited continued strain due to such challenges as rising energy prices, the housing contraction, tightened credit conditions, and a weak job market.
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On April 30, 2008, the Federal Reserve Bank’s Open Market Committee lowered the Federal Funds Rate by 25 basis points (0.25%) from 2.25% to 2.00%.  This marked the seventh cut since the beginning of the “credit crunch” which began during the third calendar quarter of 2007.  At the same time, the Fed Board of Governors voted to reduce the Discount Rate by 25 basis points (0.25%) from 2.50% to 2.25%.  
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Purchases:

Federal Home Loan Mortgage Corp (FHLMC)

2,000,000

$  

 

04/02/08

04/02/12

04/02/09

3.375%

3.375%

Federal Home Loan Bank (FHLB)

2,000,000

    

 

04/02/08

04/02/13

01/02/09

4.150%

4.150%

Federal Home Loan Mortgage Corp (FHLMC)

2,000,000

    

 

04/16/08

04/16/13

10/16/08

4.000%

4.000%

Federal Home Loan Bank (FHLB)

2,000,000

    

 

04/21/08

10/21/11

07/21/09

3.125%

3.125%

Federal Home Loan Bank (FHLB)

2,000,000

    

 

04/22/08

04/22/13

04/22/09

4.517%

4.112%

Federal Home Loan Bank (FHLB)

2,000,000

    

 

05/22/08

05/22/13

05/22/09

4.350%

4.350%

Federal Home Loan Bank (FHLB)

2,000,000

    

 

05/23/08

06/10/11

-

-

3.520%

Federal Home Loan Mortgage Corp (FHLMC)

5,000,000

    

 

06/04/08

06/04/13

09/04/08

4.550%

4.550%

Federal Home Loan Bank (FHLB)

2,000,000

    

 

06/16/08

12/10/10

-

-

3.800%

Total Purchases

21,000,000

$

 

Calls:

Federal Home Loan Bank (FHLB)

2,000,000

$  

 

04/28/06

04/28/10

04/28/08

5.400%

5.400%

Federal Home Loan Bank (FHLB)

2,000,000

    

 

05/18/07

05/15/12

05/15/08

5.604%

5.523%

Total Calls

4,000,000

$  

 

Maturities:

Federal Home Loan Bank (FHLB)

2,000,000

$  

 

12/18/06

04/21/08

-

-

5.021%

Federal Home Loan Mortgage Corp (FHLMC)

2,000,000

    

 

06/16/06

06/02/08

-

-

5.370%

 

Federal Home Loan Bank (FHLB)

2,000,000

    

 

06/23/06

06/30/08

-

-

5.500%

Total Maturities

6,000,000

$  

 

At the most recent meeting on June 25, 2008, the Federal Reserve kept their target for the Federal Funds Rate unchanged at 2.00%. In a post-meeting statement, Fed officials wrote that while the “upside risks to inflation and inflation expectations have increased,” they expected inflation to moderate later this year and next year. 
Investment Activity
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As shown in the table below, the City invested $21 million during the quarter. All purchases consisted of “AAA” rated Federal Agency securities, of which $17 million are callable, and $4 million are non-callable.  $4 million of “AAA” rated Federal Agency securities were called during the quarter, and the $6 million of maturities also consisted of “AAA” rated Federal Agency securities.  The rate at which the City earned interest at LAIF was 3.11% for the quarter ending June 30, 2008. 
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1.32%
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1.88%
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6 Month

1.48%

1.63%

2.01%

2.17%
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U.S. Treasury Market

Summary of Cash and Investments
During the quarter, the City’s book rate of return decreased by 38.9 basis points, from 4.776% at March 31, 2008 to 4.387% at June 30, 2008.  The average days to maturity increased from 542 to 637.

Portfolio Market Gains/Losses
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4.550%

Federal Home Loan Bank (FHLB)
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$  
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As shown on the Investment Yields graph below, the City’s portfolio reflected an unrealized market gain on June 30th.  This can be attributed to the decrease in market yields at quarter-end.
The table below reflects the five securities with the largest percentage of unrealized losses at June 30, 2008.  All of the securities shown on the table are “AAA” rated securities with unrealized market losses only because they were purchased at yields lower than the current market.  There were no securities with a market decline greater than 3% compared to the prior month.
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Additional Reporting Requirements

The following confirmations are made pursuant to California Code Sections 53600 et seq.: (1) the City’s portfolio as of June 30, 2008 is in compliance with the City’s Statement of Investment Policy; and (2) there are sufficient funds available to meet the City’s expenditure requirements for the next six months.

Fiscal Agent Investments

In addition to reporting requirements for public agency portfolios, a description of any of the agency’s investments under the management of contracted parties is also required on a quarterly basis.  Attachment 2 includes bond funds and the police and fire service retirement fund as of June 30, 2008.

ATTACHMENTS:
1. June 30, 2008, Investment Report

2. June 30, 2008, Fiscal Agent Report
PREPARED BY:
Tricy Dienst, Finance Analyst

SUBMITTED BY:
Robert D. Peirson, Finance Director
APPROVED BY:

City Administrator's Office
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FF Rates

		

				Federal Funds Rate				Discount Rate

		Date		Change		New Level		Change		New Level

		12/11/08		-0.25%		4.25%		-0.25%		4.75%

		1/22/08		-0.75%		3.50%		-0.75%		4.00%

		1/30/08		-0.50%		3.00%		-0.50%		3.50%

		3/16/08						-0.25%		3.25%

		3/18/08		-0.75%		2.25%		-0.75%		2.50%

				Fed Funds Rate				Discount Rate

		Date		Change		New Level		Change		New Level

		3/18/08		-0.75%		2.25%		-0.75%		2.50%

		4/30/08		-0.25%		2.00%		-0.25%		2.25%





USTN

		U.S. Treasury Market

				3/31/08		4/30/08		5/31/08		6/30/08		Cumulative Change

		3 Month		1.32%		1.38%		1.88%		1.90%		0.58%

		6 Month		1.48%		1.63%		2.01%		2.17%		0.69%

		1 Year		1.59%		1.85%		2.08%		2.36%		0.77%

		2 Year		1.58%		2.25%		2.64%		2.63%		1.05%

		3 Year		1.76%		2.45%		2.92%		2.91%		1.15%

		4 Year		2.10%		2.73%		3.17%		3.13%		1.03%

		5 Year		2.44%		3.01%		3.42%		3.34%		0.90%

		10 Year		3.41%		3.73%		4.06%		3.99%		0.58%

		30 Year		4.29%		4.47%		4.72%		4.53%		0.24%

		LAIF		3.78%		3.40%		3.07%		2.89%		-0.88%

		Sources: Robinson Capital (http://www.robinsoncapital.com/fi_main.htm),

		Dept of Treasury (http://www.treas.gov/offices/domestic-finance/debt-management/interest-rate/yield_historical.shtml)





Q3 FY08 Purch_Mat (2)

						Face		Purchase		Final		Call		Yield		Yield

				Issuer		Amount		Date		Maturity		Date		To Call		To Maturity

		Purchases:

				Federal Home Loan Mortgage Corp (FHLMC)		$   2,000,000		04/02/08		04/02/12		04/02/09		3.375%		3.375%

				Federal Home Loan Bank (FHLB)		2,000,000		04/02/08		04/02/13		01/02/09		4.150%		4.150%

				Federal Home Loan Mortgage Corp (FHLMC)		2,000,000		04/16/08		04/16/13		10/16/08		4.000%		4.000%

				Federal Home Loan Bank (FHLB)		2,000,000		04/21/08		10/21/11		07/21/09		3.125%		3.125%

				Federal Home Loan Bank (FHLB)		2,000,000		04/22/08		04/22/13		04/22/09		4.517%		4.112%

				Federal Home Loan Bank (FHLB)		2,000,000		05/22/08		05/22/13		05/22/09		4.350%		4.350%

				Federal Home Loan Bank (FHLB)		2,000,000		05/23/08		06/10/11		-		-		3.520%

				Federal Home Loan Mortgage Corp (FHLMC)		5,000,000		06/04/08		06/04/13		09/04/08		4.550%		4.550%

				Federal Home Loan Bank (FHLB)		2,000,000		06/16/08		12/10/10		-		-		3.800%

				Total Purchases		$   21,000,000

		Calls:

				Federal Home Loan Bank (FHLB)		$   2,000,000		04/28/06		04/28/10		04/28/08		5.400%		5.400%

				Federal Home Loan Bank (FHLB)		2,000,000		05/18/07		05/15/12		05/15/08		5.604%		5.523%

				Total Calls		$   4,000,000

		Maturities:

				Federal Home Loan Bank (FHLB)		$   2,000,000		12/18/06		04/21/08		-		-		5.021%

				Federal Home Loan Mortgage Corp (FHLMC)		2,000,000		06/16/06		06/02/08		-		-		5.370%

				Federal Home Loan Bank (FHLB)		2,000,000		06/23/06		06/30/08		-		-		5.500%

				Total Maturities		$   6,000,000
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Q3 FY08 Purch_Mat

						Face		Purchase		Final		Call		Yield		Yield

				Issuer		Amount		Date		Maturity		Date		To Call		To Maturity

		Purchases:

				Federal Home Loan Mortgage Corp (FHLMC)		$   2,000,000		04/02/08		04/02/12		04/02/09		3.375%		3.375%

				Federal Home Loan Bank (FHLB)		2,000,000		04/02/08		04/02/13		01/02/09		4.150%		4.150%

				Federal Home Loan Mortgage Corp (FHLMC)		2,000,000		04/16/08		04/16/13		10/16/08		4.000%		4.000%

				Federal Home Loan Bank (FHLB)		2,000,000		04/21/08		10/21/11		07/21/09		3.125%		3.125%

				Federal Home Loan Bank (FHLB)		2,000,000		04/22/08		04/22/13		04/22/09		4.517%		4.112%

				Federal Home Loan Bank (FHLB)		2,000,000		05/22/08		05/22/13		05/22/09		4.350%		4.350%

				Federal Home Loan Bank (FHLB)		2,000,000		05/23/08		06/10/11		-		-		3.520%

				Federal Home Loan Mortgage Corp (FHLMC)		5,000,000		06/04/08		06/04/13		09/04/08		4.550%		4.550%

				Federal Home Loan Bank (FHLB)		2,000,000		06/16/08		12/10/10		-		-		3.800%

				Total Purchases		$   21,000,000

		Calls:

				Federal Home Loan Bank (FHLB)		$   2,000,000		04/28/06		04/28/10		04/28/08		5.400%		5.400%

				Federal Home Loan Bank (FHLB)		2,000,000		05/18/07		05/15/12		05/15/08		5.604%		5.523%

				Total Calls		$   4,000,000

		Maturities:

				Federal Home Loan Bank (FHLB)		$   2,000,000		12/18/06		04/21/08		-		-		5.021%

				Federal Home Loan Mortgage Corp (FHLMC)		2,000,000		06/16/06		06/02/08		-		-		5.370%

				Federal Home Loan Bank (FHLB)		2,000,000		06/23/06		06/30/08		-		-		5.500%

				Total Maturities		$   6,000,000
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Days to Mat

		Mo. Ended		Yield		Days to Maturity

		3/31/08		4.776%		542

		4/30/08		4.453%		564

		5/31/08		4.384%		574

		6/30/08		4.387%		637





Graph with LAIF

				Jul'07
$(.045)		Aug'07
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$1.830		Jun'08
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		City Portfolio		4.930		5.013		5.028		5.019		5.068		5.032		4.901		4.842		4.776		4.453		4.384		4.387

		2-Year USTN		4.520		4.150		3.980		3.940		2.990		3.050		2.100		1.620		1.590		2.260		2.640		2.620

		90-Day T-Bill		4.940		4.120		3.800		3.920		3.140		3.240		1.950		1.840		1.320		1.380		1.880		1.870

		LAIF Rate		5.250		5.250		5.250		5.140		5.050		4.970		4.620		4.390		4.180		3.400		3.070		2.900
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Mkt Loss Table

		`

				Issuer		Face Amount		Maturity		$ Mkt Loss		% Mkt Loss

				Federal Home Loan Bank		$2,000,000		10/21/11		$38,750		1.94%

				Federal Farm Credit Bank		$2,000,000		02/01/13		$38,430		1.92%

				Federal Home Loan Bank		$2,000,000		02/13/13		$37,757		1.89%

				Federal Home Loan Mortgage Corp.		$2,000,000		04/02/12		$36,820		1.84%

				Federal Home Loan Bank		$2,000,000		04/22/13		$28,787		1.45%

				Issuer		Face Amount		Maturity		$ Mkt Decline		% Mkt Decline

				none

				(The above table reflects the five securities with the largest %-age of unrealized mkt loss.)
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USTN

		U.S. Treasury Market

				3/31/08		4/30/08		5/31/08		6/30/08		Cumulative Change

		3 Month		1.32%		1.38%		1.88%		1.90%		0.58%

		6 Month		1.48%		1.63%		2.01%		2.17%		0.69%

		1 Year		1.59%		1.85%		2.08%		2.36%		0.77%

		2 Year		1.58%		2.25%		2.64%		2.63%		1.05%

		3 Year		1.76%		2.45%		2.92%		2.91%		1.15%

		4 Year		2.10%		2.73%		3.17%		3.13%		1.03%

		5 Year		2.44%		3.01%		3.42%		3.34%		0.90%

		10 Year		3.41%		3.73%		4.06%		3.99%		0.58%

		30 Year		4.29%		4.47%		4.72%		4.53%		0.24%

		LAIF		3.78%		3.40%		3.07%		2.89%		-0.88%

		Sources: Robinson Capital (http://www.robinsoncapital.com/fi_main.htm),

		Dept of Treasury (http://www.treas.gov/offices/domestic-finance/debt-management/interest-rate/yield_historical.shtml)





Q3 FY08 Purch_Mat

						Face		Purchase		Final		Call		Yield		Yield

				Issuer		Amount		Date		Maturity		Date		To Call		To Maturity

		Purchases:

				Federal Home Loan Mortgage Corp (FHLMC)		$   2,000,000		04/02/08		04/02/12		04/02/09		3.375%		3.375%

				Federal Home Loan Bank (FHLB)		2,000,000		04/02/08		04/02/13		01/02/09		4.150%		4.150%

				Federal Home Loan Mortgage Corp (FHLMC)		2,000,000		04/16/08		04/16/13		10/16/08		4.000%		4.000%

				Federal Home Loan Bank (FHLB)		2,000,000		04/21/08		10/21/11		07/21/09		3.125%		3.125%

				Federal Home Loan Bank (FHLB)		2,000,000		04/22/08		04/22/13		04/22/09		4.517%		4.112%

				Federal Home Loan Bank (FHLB)		2,000,000		05/22/08		05/22/13		05/22/09		4.350%		4.350%

				Federal Home Loan Bank (FHLB)		2,000,000		05/23/08		06/10/11		-		-		3.520%

				Federal Home Loan Mortgage Corp (FHLMC)		5,000,000		06/04/08		06/04/13		09/04/08		4.550%		4.550%

				Federal Home Loan Bank (FHLB)		2,000,000		06/16/08		12/10/10		-		-		3.800%

				Total Purchases		$   21,000,000

		Calls:

				Federal Home Loan Bank (FHLB)		$   2,000,000		04/28/06		04/28/10		04/28/08		5.400%		5.400%

				Federal Home Loan Bank (FHLB)		2,000,000		05/18/07		05/15/12		05/15/08		5.604%		5.523%

				Total Calls		$   4,000,000

		Maturities:

				Federal Home Loan Bank (FHLB)		$   2,000,000		12/18/06		04/21/08		-		-		5.021%

				Federal Home Loan Mortgage Corp (FHLMC)		2,000,000		06/16/06		06/02/08		-		-		5.370%

				Federal Home Loan Bank (FHLB)		2,000,000		06/23/06		06/30/08		-		-		5.500%

				Total Maturities		$   6,000,000
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Days to Mat

		Mo. Ended		Yield		Days to Maturity

		3/31/08		4.776%		542

		4/30/08		4.453%		564

		5/31/08		4.384%		574

		6/30/08		4.387%		637
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		2-Year USTN		4.520		4.150		3.980		3.940		2.990		3.050		2.100		1.620		1.590		2.260		2.640		2.620

		90-Day T-Bill		4.940		4.120		3.800		3.920		3.140		3.240		1.950		1.840		1.320		1.380		1.880		1.870

		LAIF Rate		5.250		5.250		5.250		5.140		5.050		4.970		4.620		4.390		4.180		3.400		3.070		2.900
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Mkt Loss Table

		`

				Issuer		Face Amount		Maturity		$ Mkt Loss		% Mkt Loss

				Federal Home Loan Bank		$2,000,000		10/21/11		$38,750		1.94%

				Federal Farm Credit Bank		$2,000,000		02/01/13		$38,430		1.92%

				Federal Home Loan Bank		$2,000,000		02/13/13		$37,757		1.89%

				Federal Home Loan Mtg Corp.		$2,000,000		04/02/12		$36,820		1.84%

				Federal Home Loan Bank		$2,000,000		04/22/13		$28,787		1.45%

				Issuer		Face Amount		Maturity		$ Mkt Decline		% Mkt Decline

				none

				(The above table reflects the five securities with the largest %-age of unrealized mkt loss.)
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				3/31/08		4/30/08		5/31/08		6/30/08		Cumulative Change
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		6 Month		1.48%		1.63%		2.01%		2.17%		0.69%
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		LAIF		3.78%		3.40%		3.07%		2.89%		-0.88%

		Sources: Robinson Capital (http://www.robinsoncapital.com/fi_main.htm),

		Dept of Treasury (http://www.treas.gov/offices/domestic-finance/debt-management/interest-rate/yield_historical.shtml)





Q3 FY08 Purch_Mat

						Face		Purchase		Final		Call		Yield		Yield

				Issuer		Amount		Date		Maturity		Date		To Call		To Maturity

		Purchases:

				Federal Home Loan Mortgage Corp (FHLMC)		$   2,000,000		04/02/08		04/02/12		04/02/09		3.375%		3.375%
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				Federal Home Loan Bank (FHLB)		2,000,000		04/21/08		10/21/11		07/21/09		3.125%		3.125%

				Federal Home Loan Bank (FHLB)		2,000,000		04/22/08		04/22/13		04/22/09		4.517%		4.112%

				Federal Home Loan Bank (FHLB)		2,000,000		05/22/08		05/22/13		05/22/09		4.350%		4.350%

				Federal Home Loan Bank (FHLB)		2,000,000		05/23/08		06/10/11		-		-		3.520%

				Federal Home Loan Mortgage Corp (FHLMC)		5,000,000		06/04/08		06/04/13		09/04/08		4.550%		4.550%

				Federal Home Loan Bank (FHLB)		2,000,000		06/16/08		12/10/10		-		-		3.800%
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				Issuer		Face Amount		Maturity		$ Mkt Loss		% Mkt Loss

				Federal Home Loan Bank		$2,000,000		10/21/11		$38,750		1.94%

				Federal Farm Credit Bank		$2,000,000		02/01/13		$38,430		1.92%

				Federal Home Loan Bank		$2,000,000		02/13/13		$37,757		1.89%

				Federal Home Loan Mtg Corp.		$2,000,000		04/02/12		$36,820		1.84%

				Federal Home Loan Bank		$2,000,000		04/22/13		$28,787		1.45%

				Issuer		Face Amount		Maturity		$ Mkt Decline		% Mkt Decline

				none

				(The above table reflects the five securities with the largest %-age of unrealized mkt loss.)






