13: Metro!:olitan Council

Internal Memorandum

Date: November 5, 2008

To: Investment Review Committee (11/12) and Management Committee (12/10)

From: Allen E. Hoppe (651-602-1629)
Treasury Manager

Subj: 3™ Quarter Report on Investments (3Q2008)

The following items are attached or accompany this memo:
Attachments

1. Agenda

2. Minutes from Past Meeting
3. 3Q08 Report on Investments

Accompaniments

4. Transaction Based Contracts
5. Approved Financial Institutions

If you have any questions between meetings, please call me (602-1629) or Mercy Ndungu
(602-1436).

Thank you.



Investment Review Committee

November 12th at 1:00 P.M,, in Lower Level, Room A
{RC Administrative Coordinator: Allen E. Hoppe (651)-602-1629

Agenda

1. Minutes from Past Meeting — August 12, 2008 (2Q08).

2. Action item: “Affirmation of Financial Contracts”

3. Actionitem: “List of Authorized Financial Institutions (Official Depositories)”
4. Postpone Banking RFP

5. Update on Victoria Finance Security

6. Status of Hedging through Treasury Staff (vs. consultant)

7. Presentation of 3Q08 Quarterly Report

Committee members:

Roger Scherer, Treasurer (5-28-08) & Council member
Craig Peterson, Council member

Leon (Lee) Binger, Appointee

Walter (Bud) Meadley, Appointee

Wes Kooistra, CFO

Mary Bogie, Controller

Reference staff: (not members of the IRC)
Katie Shea, Director Internal Audit
Allen Hoppe, Treasury Manager
Mercy Ndungu, Treasury Analyst
Trudy Aldrich, Executive Assistant



Investment Review Committee

IRC Administrative Coordinator: Allen E. Hoppe (651}602-1629

Minutes
August 12, 2008 at 2:30 P.M., in Room LL-A

Present
Committee members: Roger Scherer, Council member; Leon (Lee) Binger, Appointee;

Walter (Bud) Meadley, Appointee; Craig Peterson, Appointee; Mary Bogie, Interim CFO
& Controller

Reference staff- Katie Shea, Director Internal Audit; Allen Hoppe, Treasury Manager;
Mercy Ndungu, Treasury Analyst

Agenda items

1. Agenda approved; motion by Mr. Meadley, seconded by Mr. Binger.

2. Minutes from past meeting—August 12, 2008 (2Q08). Approved; motion by Mr.
Binger, seconded by Mr. Meadley.

3. Update on Credit Card Implementation

4. Pending Banking RFP

5. Pending Bond Consultant RFP

6. Hedging Consultant Contract

7. Update on Victoria Finance Security

8. Portfolio Strategy with US Agency Securities

9. New CFO, Wes Kooistra (Sept 15th Start)

10. Presentation of Council SAC Reserve by Jason Willett

11. Presentation of 2Q2008 Quarterly Report



Report on Investments
3 Quarter, 2008

Economic Review

Past. Third quarter 2008 GDP fell at an annual rate of 0.3% versus a 2.8% growth rate in the
second quarter. Final sales to domestic purchasers fell 1.8%, the largest decrease in 17 years,
consumer spending plunged 3.1%, the biggest drop in 28 years, while business investment fell
1%. Majority of economist and central bankers have toned down their rhetoric on inflation, the
reason being that the dampened global demand had brought down commeodity prices, including
oil — a key driver of price increases. The housing sector continues to be the weakest link. Home
prices declined 16.6% in August versus 15.8% in June (year-over-year). At end of September,
housing starts fell 6.3%, to 817,000 units, the lowest level in 25 years. Building permits dropped
8.3%, to 786,000 units, the lowest level since 1981. Unemployment increased from 5.5% at the

end of June to 6.1% in September.

The continued economic weaknesses around the globe and fears of a global recession have
become the dominant drivers of capital markets. At end of third quarter 2008, bond performance
as measured by the Lehman Brothers Aggregate bond index,' posted a negative return of -0.49%
while U.S equities, as represented by the S&P 500 Index posted -8.37%

Present. In an effort to restore investor confidence and stabilize global financial markets, the Fed
and global central banks lowered interest rates and injected capital into the banking system.
Presently, there are signals that the numerous plans by governments to ease the credit crisis are
taking effect. LIBOR reset down a few basis points across the curve, so we are continuing to see
a bit of thaw in money markets. Economic data for the month of September—Octobpr is fueling
speculation that the U.S economy will continue to deteriorate. Consumer conﬁdeﬁce was at 57.6
in October, compared to 70.3 in September. Initial jobless claims during the last week of
October were up to 479,000 versus 332,000 over same period last year. These numbers are

holding near the highest level in five years. Compared to no change in August (0.0%), consumer



spending was down by 0.3% in September. Economist are worried that consumer spending,
which accounts for more than 70% of GDP will result in a negative reading in fourth quarter

GDP.

Future. As banks and credit creation goes, so goes the economy. Last month the problems in
the financial and credit markets increased in scope and magnitude. To curb the crisis, the Fed
had used several tools which include easing of monetary policy, capital injections, and liability
guarantees for banks. Over time, all the above combinations should help to stabilize the financial

sector and ensure that monetary policy finds traction.

The Slope of the U.S treasury yield curve has the single best record as a leading economic
indicator. The yield curve has steepened significantly over the past six months, which is similar
to what happens in anticipation of an economic recovery. A steepened yield curve should help

bank profitability and reduce some of their need to raise capital.

Council Impact. Presently, economists are predicting that the U.S economy has slipped into a
recession. Economists are projecting slow economic growth through the end of the second
quarter 2009. A slowing economy accompanied by a high degree of uncertainty brought down
the stock market after September 30", There is also some concern that the weakening economy
will lead to gapping budget deficits at State and Local governments, thus hurting the credit
quality of municipal debt. Historically, munis have had much better credit performance than
corporate bonds. Municipal bonds have seen prices plunge and yields soar relative to treasuries.
We took advantage of this opportunity and bought three municipal bond issues — Chicago IL
G.0, Bexar County TX, and Wisconsin General Revenue bonds, yielding 4.08%, 6.14% and
6.0%, respectively. If market conditions remain at their current state through mid 2009, the
Council is likely to incur higher borrowing costs compared to 2008, when it issues debt next

year.



Investment Results & Strategy

MCOA—Short Term

3008 Results. Total return for this portfolio was above the index by 6 basis points. This
portfolio has averaged 34 bps per year more than its benchmark over the past 10 years. This
success is due to competitive rates from our money market funds. Both funds - Credit Suisse and
Morgan Stanley Institutional Prime funds had higher yields of 2.73% and 2.41% respectively,

versus an industry average of 2.37%.

4Q08 Strategy. At end of 3Q2008, money markets were under strain as investors resisted buying short
term instruments. In an effort to lift investor confidence, the US Treasury insured public money market
funds by authorizing $50 billion in protection. As a result, we will continue to invest in money market

funds.

Longer Strategy (12-months). We plan to wait on the sidelines in money market funds until the markets

stabilize.

MCOA—Long Term

3008 Results. Total return was above the benchmark index by 32 basis points due to additional
gains from trading the long treasury bond and some realized gains from a Federal Home Loan

agency bond that was called at par at lower interest rate levels.

4008 Strategy. The relative attractiveness of municipal bonds compared to treasuries is at historically

high levels. We may swap into a couple of more taxable munis as opportunity arises.

Longer Strategy (12-months). Lengthen duration as market yields rise.



EFPMs — Hedging Accounts
During third quarter 2008, diesel and natural gas contracts (combined) generated $2,455,168 in
net realized gains and $16, 328,000 in unrealized losses. Fuel costs, net of hedging gains/losses,

are within budget expectations.

MCOA--Margin Account
The margin account supports both the diesel fuel and natural gas hedging programs; it includes

cash, a money market balance, and some U.S. Treasury securities.

Low Activity Portfolios
The MCOA-—Tax Exempt, and the HUD Account, portfolios receive limited activity. Money in
the tax-exempt account helps reduce our arbitrage liability. The HUD account is kept liquid for

operating purposes.

OPEB

3008 Results. Our OPEB portfolio is heavily invested in equities (asset allocation at 100% S&P
500 since beginning of 2008). At end of 3Q2008 both the S&P 500 Index and our OPEB
portfolio posted negative returns of -8.37% and -8.13% respectively. For 3Q2008, the portfolio

had $5.7 million of unrealized losses.

4008 Strategy. During the third quarter, equity markets tumbled as investors lowered their
expectations for future global earnings growth. The stock market has cheapened and we believe
it is a good to time to buy equities. Maintain allocation at 100% equities. December’s OPEB

contribution was accelerated to November in order to take advantage of depressed equity prices.

Longer Strategy (12-months). Continue with our current asset allocation of 100% equities with

minor adjustments when markets become historically expensive.



METROPOLITAN COUNCIL--Report on Investments
. Quantitive Policy Results for the Quarter Ending:

September 30, 2008

Operating Account (MCOA) Diesel &
Short- Futures Long- Tax NG Hedging
Term Margin Term Exempt Accounts HUD OPEB
Compliance 0K OK OK OK OK oK OK
Safety (Defaults) None None 1 None None None None
Liquidity (Effective Duration Years)
Target Duration Range: 0-1 0-6 2-6 0-2 n.a. 0-1 0-1
Result 0.01 0.04 322 0.01 n.a. 0.01 n.a.
Less: Index 0.11 0.04 3.79 0.01 n.a. 0.01 n.a.
Longer <Shorter> Index -0.10 0.00 -0.37 0.00 na. 0.00 n.a.
Note: Index Source: iMoneyNet na ML Agy. Master na. n.a. iMoneyNet n.a.
(Prime Funds) (Prime Funds)
Diversification
Sectors See Charts n.a. See Charts n.a. na. U.S. Bank Mixed
Effective Duration See Charts n.Aa. See Charts n.a. n.a. Acct. n.a.
Rate of Refurn
Revenue by Component:
Accrued Interest 1,445,078 39,494 2,425,203 262 - 5,465 394,555
Realized Gains/Losses - - 542,349 - 2,455,168 - -
Unrealized Gains/Losses (21,850} - (734,115) - (16,328,000) - (5,705,501)
Total Int. Rev. 1,423,228 39,494 2,233 438 262 (13,872,832) 5,465 (5,310,946}
Total Investment Revenue, All Portfolios, Current Quarter $ (15,481,891)
Book Yield: 2.36% 2.16% 4.60% 1.51% na. 1.25% 2.23%
Total Return:
Current Quarter, Council 0.65% n.a. 1.44% 0.37% na. 0.31% -8.13%
Index 0.59% n.a. 1.13% 0.37% na. 031% -8.37%
Difference 0.06% 1 %: 0.32% 0.00% n.a. 0.00% 0.24%
Last 12 Months. Council 3.61% n.a 7.29% 2.29% n.a. 2.49% 21.41%
Index 3.40% n.a. 6.11% 2.29% n.a. 2.49%% -21.98%
Difference 0.21% n.a. 1.18% 0.00% na. 0.00% 0.57%
Start Date: 12-31-99 05-01-04 12-31-99 06-30-02 05-01-04 03-31-01 07-03-06
Ave. Annual Rtn., Council 3.74% n.a 5.63% 1.88% n.a. 2.83% 4.71%
Index 3.40% n.a. 5.43%) 1.88% n.a 2.83% -3.95%
Difference 0.34% n.a. 0.21% 0.00% n.a. 0.00% -0.76%




METROPOLITAN COUNCIL—lnvestment Review Committee
Historic Statistics--All Portfolios
September 30, 2008

Account Group 3005 4Q05] 1006 2Q06__ 3Q06 _ 4Q06 | I[Q07 2007  3Q07 4Q07] 1Q08 2008] 3Q08 |
Total Return(®):
MCOA-Taxable, ST 0.87% 1.00% 1.09% 1.19%% 1.33% 133%| 131% 1.51%  1.31%  1.25%| 05  0.70%  0.65%
MCOA-Taxable, Margin, w/Cash 127%  1.21% 1.16% 1.67%  1.61% 0.72%| 0.73% 1.28% 139%  1.63% 1.69%  2.19%  1.74%
MCOA-Taxable, LT 0.11% 032%] -0.34% -0.67% 4.98%  1.23% 1.94% -0.72%  3.94%  3.82%| 3.08% -1.17% 1.44%
|MCOA-Taxable Combined 0.40%  0.64%| 0.25% -017% 4.04% 124%| 175% -D.23%  3.22% 292%| 174% 0.03 112
MCOA-Tax Exempt, ST 0.50%  0.67%| 064% 0.76% 0.78% 0.81%[ 0.78% 083% 0.76% 0.72%| 0.65% 054%  0.37%
HUD-Savings Acct. 0.85%  0.99% 1.09% 1.20% 1.32% 1.31% 1.29%  130%  131% L12%| 0.70%  0.34%  0.31%
OPEB @ MN SBI ni n.a. na na.  7.54%  6.08%| 0.61% 6.04% 2.09% -3.16%| -9.15% -277% -8.13%
FS-8AC-Taxable n.a. . na. 1.8 .4 n.a. n.a. .4 1.8 n.a. .8 .4, n.a. n.a-
Effective Duratipn (¥rs):
MCOA-Taxable, 5T 0.17 0.17 0.15 0.13 0.04 0.12 033 0.21 0.04 0.05 0.02 0.02 0.01
MCOA-Taxable, Margin, w/Cash 0.26 0.30 0.24 022 045 0.74 026 0.38 .28 0.1t 0.04 0.02 -
MCOA-Taxable, LT 3.68 3.59 5.01 590 5.76 4.90 4.16 5.99 4.98 3.58 4.34 5.63 3,22
[MCOA-Taxable Combined 2,13 1.97 3.59 4.61 4.61 4.29 3.21 4.88 3.39 2.33 155 2.20 1.80
MCOA-Tax Exempt, ST 0.01 0.01 0.01 0.01 0.01 0.01 0.0% 0.01 0.01 0.01 0.01 0.01 0.01
HUD-Savings Acct. 0.01 0.01 0.01 0.01 0.01 0.01 0.01 .01 0.01 401 0.01 0.01 0.0%
OPEB @ MN $BI na. na. na. n.a. na. na. na. na. na. na. na. na. na.
ES-SAC-Taxable n.a. n.a. D.a. n.a. 1t.a. n.a. n.a. na. n.a. n.a. n.. n.a. n.4.
Ave. Maturity (Yrs):
MCOA-Taxable, T 0.17 0.16 0.13 0.08 0.04 0.12 0.33 0.21 0.04 0.04 0.03 0.02 0.01
MCOA-Taxable, Margin, w/Cash 0.28 0.32 0.25 0.18 0.45 077 0.26 0.40 029 0.30 0.17 0.01 0.00
MCOA-Taxable, LT 9.34 9.16 10.7% 11.60 il.46 10.65 10.96 12.08 10.84 7.82 4.58 5,03 3.22
[#COA-Taxable Combined 5.38 4.94 7.76 9.11 218 541 8.36 2.79 7.82 5.08 4.60 5.05 2.81
MCOA-Tax Exempt, ST 0.01 0.0¢ 0.01 0.01 0.31 0.01 0.01 0.01 0.01 0.1 0.01 0.01 0.01
HUD-Savings Acct. 001 0.01 0.01 0.01 0.01 0.01 0.01 0.01 .01 0.01 0.01 0.61 0.0
QOPEB @ MN SBI na, n.a. n.a. na. na. n.a na. n.a na. na na. n.a. n.a.
ES-SAC-Taxable n.a. n.a. n.a. n.a. n.a. 1.8. n.a. .a. n.a. n.a, n.a. n.a. n.a.
Qurly Esrnings (Smillions):
MCOA-Taxable, ST $ 18 § 18]% 15 & 09 § 10 % 06[% 09 % 09 § 10 § 1I[$ 11 $ 14 % 14
MCOA-Taxable, Margin, w/Cash 0.3 0.1 0.1 0.1 0.1 - 0.1 0.1 0.0 00 0.1 0.1 04
MCOA-Taxable, LT 0.3) 0.7 (0.7) (1.5) 11.7 2.7 3.7 (1.7) 8.5 79 7.3 (2.8) 2.2
[MCOA-Taxable Combined 16 3 26|88 09 § (@5 & 128 § 33[§ 46 3 (@7 § 95 8§ LO[$ &5 8 (13)§ 40
MT Futures Contracts, Realized 145 0.7 04 0.9 0.6 (0.5) (0.8) (0.3) 0.03 0.60 14 33 2.4
MT Futures Contracts, Unrealized 20 14 07 0.6 39 (1.3} 235 04 0.5 3.0 29 132 (16.3)
MCOA-Tax Exempt, ST 0.0 - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
HUD-Savings Acct. - - 0.0 0.0 0.0 0.4 0.0 0.0 0.0 0o 0.0 0.0 0.0
OPEB @ MN SBI n.a. na. n.a. na. 0.6 2.5 0.3 3.6 1.4 {22) (6.4) 2.2) 5.7
ES-SAC-Taxable na. n.a. na. n.a. na. na. n.a. na. na. na. na. na. n.a.
Aggrepate (Less Combined) § 46 5 47|% 20 § 10 8 101 § 40]F 66 § 32 % 115 § 104 8§ 64 8 130 % (156)
Investment Balances millions):
MCOA-Taxable, ST $1518 $ 18095 806 $ 609 $ 361 § 270[$% 684 § 463 § 801 $ 10535 2140 $ 1940 5 1384
MCOA-Taxable, Margin, w/Cash 74 50 6.4 6.2 4.6 6.1 6.5 3.6 33 6.7 12.0 13.0 8.4
MCOA-Taxable, LT 207.1 205.8 2113 232.5 2393 2193 228.5 220.7 212.1 204.5 123.0 132.0) 1854
[MCOA-Taxable Combined 366.3 391.7 2083 299.6 302.0 252.4 303.4 273.4 29355 3163 349.0 339.9 332.2
MCOA-Tax Exempt, ST - 54 0.0 - - 4.0 0.8 0.0 [i] 0.0 0.0 0.0 0.0
HUD-Savings Acct. 0.1 0.0 0.0 0.1 0.1 0.0 0.0 0.0 00 0.9 0.0 0.4 0.0
OFPEB @ MN SBI na. na. na. .. i6.5 53.0 58.0 64.9 68.4 67.5 63.2 64.0 60.0
ES-SAC-Taxable na. n.a. na. na. n.a. na. na. n.&. 2. n.a. n.a. na. n.a.
Aggregate (Less Combined) T 3664 % 307.0 |5 2084 © 2997 & 3186 & 3094 [ § 3614 § 3383 § 3635 § 384.0 [ 4122 § 403.0 % 3922
Maorket Yield (%): ' )
MCOA-Taxable, 3T I00%  430%] 4381%  534%  533%  661%| 331%  3.34%  5.0%  4.92%| 3.25%  2.69% 2.34%
MCOA-Taxable, Margin, w/Cash 3.67%  3.93%| 4.40%  4.68%  4.48%  490%| 4.92% 498% 4.92% 444%| 305% 237%  216%
MCOA-Taxable, LT 4.80%  464%| 527%  561%  5.28%  532%| 5.24%  5.55%  5.18%  4.69%| 435%  S.11%  433%
[MCOA-Taxable Combined 230%  4.52%| 5.13%  5.94%  5.28%  531%| 325%  499%  416%  476%| 3.63%  3.62%  345%
MCOA-Tax Exempt, ST 2.12%  2.90%| 2.468% 3.22% 3.15%  3.25%| 322% 3.33% 334%  334%( 2.12% £.80% 1.51%
HEID-Savings Acct. 3.75%  4.08%| 4.49% 497%  521%  5.22%| 521% @ 521%  493%  4.93%( 2.14% 1.25% 1.25%
OPEB @ MN SBI na i n.a. na. 1.88%  2.18%: 242%  223%  256%  2.56% 2.05% 231% 223%
ES-SAC-Taxable 1.8 na n.a. na na. n.a. na. n.a. na. na. n.a. n.a. n.a.
Book Yield (%}):
MCOA-Taxable, ST T70% 4375 4575  407%  5.30%  3.39%| 528%  5.21%  5.11%  4.86%| 3.26%  2.69%  2.36%)|
MCOA-Taxable, Margin, w/Cash 3.59%  3.93%] 440%  4.68%  448%  4.50%| 492% 497%  4.89%  450%| 3.05% 237% 2.16%
MCOA-Taxable, LT 5.12%  5.04%|  5.15%  5.44%  545%  5.41%| 548%  559%  5.64%  5.64%| 6.17%  5.11%  4.60%
[MCO4-Taxable Combined 4.30%  4.77% | 4.98% 5.33% 341%  339%| 542%  593%  5.49%  330%| 400% 3.93% 3.61%
WICOA-Tax Exempt, ST 2.12%  2.00%| 2.68%  3.22%  3.15%  3.25%| 322% 3.33% 334%  2.9%| Z.12% 1.80% 1.51%
HUD-Savings Acct. 3.75%  4.08%| 449%  497%  5.21%  5.22%| 521%  521% 493%  4.16%| 2.14% 1.25% 1.25%
OPEB @ MN SBI na. na. na na. 1.88%  2.18%| 242%  2.23%  2.56%  2.67%| 2.05% 231% 2.23%
L8-5AC-Taxable n.a. 1.4 na. na. n.a, T2, na. na. na na. ra. na. na.
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Monthly Percentage Hedged Snapshot
Diesel (Heating Oil)
September 30, 2008

METROPOLITAN COUNCIL—-Pmspective Analysis (Futures Contracts)
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