ja: Metropolitan Council

Internal Memorandum

Date: August 5, 2009

To: Investment Review Committee (08/11) and Management Committee (09/09)

From: Mercy Ndungu (651-602-1436)
Treasury Analyst

Subj: 2" Quarter Report on Investments (2Q2009)
The following items are attached for your review

1. Agenda

2. Minutes from Past Meeting

3. 2Q09 Report on Investments

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

Thank you.



Investment Review Committee

Agenda

August 11, 2009 at 11:30 A.M., in Lower Level, Room A
IRC Administrative Coordinator: Mercy Ndungu (651)-602-1436

1. Minutes from Past Meeting — May 12, 2009 (1Q09).

2. Presentation of 2Q09 Quarterly Report

Committee members:

Roger Scherer, Treasurer & Council member
Craig Peterson, Council member

Leon (Lee) Binger, Appointee

Walter (Bud) Meadley, Appointee

Wes Kooistra, CFO

Reference staff: (not members of the IRC)
Mary Bogie, Deputy CFO

Katie Shea, Director Internal Audit
Allen Hoppe, Treasury Manager
Mercy Ndungu, Treasury Analyst
Lana Lindstrom, Executive Assistant



Investment Review Committee

IRC Administrative Coordinator: Mercy Ndungu (651)-602-1436

Minutes
May 12, 2009 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; Wes Kooistra, Chief Financial Officer

Reference staff: Mary Bogie, Deputy Chief Financial Officer; Katie Shea, Director Internal
Audit; Allen Hoppe, Treasury Manager; Mercy Ndungu, Treasury Analyst

Call to Order
A quorum being present, Council Member R. Scherer called the quarterly meeting (1Q09) of the
Investment Review Committee to order at 2:30 p.m. on Tuesday, May 12, 2009.

Approval of Agenda and Minutes
It was moved by B. Meadley, seconded by L. Binger to approve the agenda.

The motion carried.

It was moved by L. Binger, seconded by B. Meadley to approve the minutes of the February 10,
2009 quarterly meeting (4Q08).
The motion carried.

Business

Discussion on Alternative Investments for the Short Term Portfolio — Allen Hoppe reviewed
short term investments and the choices/opportunities to consider. Of the seven options listed
below, L. Binger was comfortable with the first 5 or 6 choices. B. Meadley was good with any of
the options:

Bank Cash (NOW Account) via TLGP (0.44%, net of fees)
CDARS - small CDs, FDIC insured ‘

MMF - Government Securities (April, 0.17%)

MMF — Tax Exempt (April, 0.56%)

MMEF — Prime (April, 0.50%)

Commercial paper — TALF Backed

Commercial Paper, (Non-TALF)

el b S i e



Long Term Investments to Consider — Allen Hoppe reviewed these options. Committee
members thought these alternatives were all good:

1. Mortgage Backed Securities

2. FDIC- Backed Bonds
»  Debt must be issued on or before 6/30/09
» Limited to bonds with maturities of 30 days to 3 years.
» FDIC guarantee ceases June 30, 2012

An overview was also given on the following topics:
» Economy
» Yields and Spreads
» Portfolio Results
» Debt
» Hedging

For further questions, please contact Mercy Ndungu at: 651-602-1436.
Respectfully submitted,

Lana Lindstrom
Recording Secretary



Report on Investments
2" Quarter, 2009

Economic Review

Past. The pace of economic decline slowed in the second quarter. Economic activity as measured by
the Gross Domestic Product declined 1% in the second quarter versus a revised -5.4% in the fourth
quarter of 2008 and -6.4% in the first quarter of 2009. Spending by US consumers fell -1.2% versus an
increase of 0.6% in the previous quarter. Consumer spending makes up roughly 70% of the economy and
is crucial to any economy recovery. Given the continuing weakness in the labor market, expectations are
that consumers will keep a tight lid on spending hence recovery will depend on how businesses behave in
the near future. The ISM Manufacturing and non-manufacturing indexes are good gauges for business
spending. The lhanufacturing index increased to 48.9 in July (versus 44.8 in June), while the non-
manufacturing index (ISM services index) increased for the third month in a row to 47.0 in June (versus
44.0 in May). While both readings are still pointing to a contraction, their improvements are a positive
sign for business spending. The housing sector showed slight improvement. New home sales gained
11% in June to 384,000 from a revised 346,000 in May. Housing starts were up at annual rate of 582,000
in June (versus 562,000 in May); building permits, which measure future activity, were also higher at
563,000 in June (versus 518,000 in May). The decline in the labor market slowed. The second quarter
saw an average monthly job loss of 436,000, which was an improvement over the 685,000 monthly
average in the first quarter. The overall unemployment rate rose by 1% in the second quarter to 9.5%.
The improved numbers are fueling speculation that we may be nearing a bottom of the housing slump.
Present. The Federal Open Market Committee held rates steady at a range of 0% to 0.25%. The FOMC
pointed out improvements in the current environment and predicted that rates would remain low for a
very long time. Economic data continues to be mixed. Leading indicators increased 0.7% for the month
of June (versus 1.3% in May). The increase reflects the first time the index has risen three straight
months since 2004. Personal income fell 1.3% for the month of June versus a gain of 1.3% in May. The
decline in income was the largest in four years. Consumers continue to face headwinds as rising oil
prices and mortgage rates added to weakness in consumer confidence. Consumer sentiment as measured

by the University of Michigan Confidence Survey fell to 66.0 in July from 70.8 in June.



Future. The International Monetary Fund (IMF) predicts that the US is on the brink of emerging from
its 18-month-long recession. In its annual report, the IMF predicted that the US economy will shrink by
2.6% this year and grow by 0.8% in 2010. The World Bank has a more optimistic forecast for year 2010.
They are projecting a 1.8% rise in output. Such an increase would be half as strong as the average
annualized rise in domestic output as tracked since 1948. Economic data suggests that the economy
began to stabilize in the second quarter, thus the positive effects of inventory restocking, stimulus plans

and greater access to credit should lead to improved economic growth later this year.

Council Impact. We have probably achieved historical lows in interest rates for this business cycle.
Yields on Government paper cannot decline much further and credit spreads are starting to stabilize. The
low market yield environment continues to weigh heavily on our short term investments; conversely, the
Council expects to receive relatively attractive rates when it issues debt in early August. The Council
will be selling two bond issues; a $43 million Build America Bond (BAB) to fund various capital
improvement projects for Metro Transit and a $10 million tax exempt bond issue to fund various park
improvements. The Build America Bonds are a new form of debt authorized under the federal economic
stimulus law to help state and local governments overcome obstacles presented by stressed municipal
bond markets. Under the program, the Council will receive a 35% direct subsidy in form of payments
from the federal government to pay interest on the bonds. The council is also in the final stages of
obtaining approval to receive loans from Minnesota Public Facility Authority (PFA). Proceeds will be
used to fund various waste water improvements. The $88 million PFA loan consists of a $49.4 million
Build America Bond piece, a $30.6 million tax exempt note and an $8 million principal forgiveness

project financing (ARRA).

In terms of portfolio performance, total return in our long term portfolio may decrease as long term rates
increase because we are positioned with a long duration (maturity) which results in greater bond price
depreciation. However, due to our cash position (about 35%) in the long portfolio, market price risk
exposure may be mitigated if the entire yield curve shifts up. In the near future, our OPEB portfolio,
which closely tracks the performance of the S&P 500 index, should exhibit better returns versus our long

term portfolio due to the recent stock market rally.



Investment Results & Strategy

MCOA—Short Term

2009 Results. Total return for this portfolio was above the index by 1 basis points. This portfolio has
averaged 30 bps per year more than its benchmark over the past 10 years. For the quarter we invested in
three money market funds — Goldman Sachs government fund (0.29%), Federated prime fund (0.55%)
and Federated tax free fund (0.64%). Both of the Federated funds outperformed the iMoneyNet
institutional industry average for the prime and tax free institutional categories (0.30% and 0.26%
respectively). We also continued to invest in an interest bearing (NOW) checking account that is
available through the FDIC’s Transaction Account Guarantee Program (TAGP). Funds in the account

earn a maximum of 0.49% (net 0.37% after fees) and have unlimited FDIC coverage.

3Q09 Strategy. We intend to stay liquid during the third quarter of 2009 until we receive proceeds from
bond issuances. Currently, we have moved out of the money market funds since they provide lower
yields versus our NOW account at US Bank. The SEC has proposed new changes for 2a-7 money funds.
The reforms under consideration include eliminating lower quality tier II securities which are used to add
some yield, reduction of WAM and ending the $1 NAV and adapting to a floating NAV. All these

changes if enacted will further depress yields on money market funds.

Longer Strategy (12-months). Continue to monitor the market environment and if opportunity arises,
invest in high credit quality investments which may include agency discos, commercial paper, bank CDs,

FDIC backed commercial paper, and tax exempt and prime money market funds.

MCOA—Long Term

2009 Results. Total return was below the Merrill Lynch Agency Master index by 21 basis points due to our
portfolio having a longer duration (5.12) than the benchmark (3.61) during the second quarter when the long
end of the curve rose higher versus the short end. The duration differential of 1.51 (5.12-3.61), multiplied by
the quarter’s approximate shift up in the agency curve of 67 basis points, results in a projected negative total
return of -100 basis points (versus actual shortfall of -21 bps). Not doing as bad as projected can be partly
explained by our portfolio holding a cash position of about $68 million and bonds that have a higher average

yield than the index, higher by about 100 basis points.



3009 Strategy. Maintain duration within the 4 - 6 range. We will also continue to look for municipal issues in
a very cautious and selective manner. Some shorter maturity bonds may be added to keep our duration from
going much higher.

Longer Strategy (12-months). 1f interest rates rise in the near future, more investment opportunities

will become available in the short end of the curve. We will also look at the possibility of investing in

high quality mortgage backed securities in the future.

EFPMs — Hedging Accounts

The energy forward pricing mechanisms (EFPMs) program manages the risk of swings in the cost of
diesel fuel consumed by Metro Transit and Metro Mobility and natural gas consumed by Environmental
Services and Metro Transit. During second quarter 2009, diesel and natural gas contracts (combined)
generated $2 million in net realized losses which was offset by a comparable drop in the price of fuel

purchased. About $7.2 million in net unrealized gains occurred.

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

money market balance, and a Treasury bill.

Low Activity Portfolios
The MCOA—The Tax Exempt and HUD portfolios receive limited activity. Recently, the tax exempt

account was dropped to zero. The HUD account is kept liquid for operating purposes.

OPEB

2009 Results. Our OPEB portfolio is fully invested in equities. At end of 2Q2009, both the S&P 500
Index and our OPEB portfolio posted positive returns of 15.93% and 15.25%, respectively. For the
quarter, the portfolio had $10 million of unrealized gains.

3009 Strategy. Capital markets stabilized in the second quarter as economic outlook and liquidity
improved. We believe our results will improve on both an absolute and relative basis as the economy
continues to recover. Maintain allocation close to 100% equities. The current market value of $54.8
million reflects a cumulative unrealized loss of $22 million since inception.

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

adjustments when markets become historically expensive.



METROPOLITAN COUNCIL~-Report on Investments

Quantitive Policy Results for the Quarter Ending:

June 30, 2009
Operafing Account (MCOA) Diesel &
Short- Futares Long- NG Hedging
Jan ] Margin Term Accounts HUD OPER
Compfiance OK OK OK OK OK OK
Safety (Defaults) None None 1 None None None
Liquidity (Effective Duration Years)
Target Duration Range: 8-1 46 26 fL.a O-1 Gl
Result 0.00 .04 5.12 na. 0.01 0.3,
Less: [ndex ) $.14 0.04 3.69 f.a. 0.01 n.a,
Longer <Shorter> ndex -0.14 0.00 1.43 f.a. 0.06 na.
Note: Index Souyce: iMoneyhet na. ML Agy. Master n.a. na na.
{Prime Funds)
Diversificstion
Seciors See Charis fn.a. See Charts n.a. U.S. Bank Mixed
Effective Duration See Charts n.a. See Charts n.a Acct. na.
Rate of Refurn
Revenue by Component:
Accrued Interest $ 250,594 $ 6,445.1 $ 1,958,307.8 $ - $ 3135 § 289,8922
Realized Gains/Losses S - $ - $ 354727 $ {2,028,452.0) § - $ -
Uunreatized Gains/Losses $ 18.20 $ 1,377.1 $ 2,8338421) ¢ 71694714  § - $ 6,898.043.3
Total Int. Rev. $ 250,612 $ 7,822 $ (840,062) $ 5,141,019 8§ 313 § 7,187,936
Total Investment Reveaue, All Portfolios, Current Quarier $ 11,747,764
Book Yield: 0.56% 0.26% 3.76% n.a. 0.05% 1.51%
Total Return: .
Curvent Quartet, Council 0.14% na. O 44% aa 0.01% 15.25%
[ndex 0.13%¢ na. <0.23%) n.a 0.01% 1593%
Differeace 0.01%! na -0.21%) na 0.00% 0.68%
Last 12 Months, Council 1.69% na. 4.46% na. 0.42% -2492%
Index 1.40%) n.a. 7.34%; n.a. 0.42% 2621%
Difference 0.30% na -2.88% n.a. 0.00% 129%
Start Date: 12-31-9 05-01-04 12-31-99 05-01-04 03-31-01 07403-06
Ave. Annual Rin., Council 3.57% na, 5.59% na. 2.59% na.
Index 3.23%) n.a. 35.63%) n.a. 2.59% na.
Difference 0.33%) na 0.03%| n.a 0.00% na.




METROPOLITAN COUNCIL~Investment Review Committee

L e .
June 30, 2009
Account Group 1Q07 2007 3Q07  4Q07] 1008 2008 3008 4008 1009 2Q09 |
Total Return(%):
MCOA-Taxable, ST 1.31% 131% 131% 1.25%] 097% 0.70% 0.65% 0.62% 0.27% 0.14%
MCOA-Taxable, Margin, w/Cash 0.73% 1.28% 139%  1.63%| 1.69% 219% 1.74% 0.11% 0.08% 0.03%
MCOA-Taxable, LT 1.94% -0.72%  394%  3.82%| 3.08% -1.17% 144% 2.3%% 1.02% -0.44%
[MCOA-Taxable Combined 1.75% -0.23% 3.22% 2.92%] 1.74% 0.03 112 1.69 0.67% -0.35% |
MCOA-Tax Exempt, ST 0.78% 0.83%  0.76%  0.72%| 0.65% 0.54% 0.37% 0.72% 0.48% n.a,
HUD-Savings Acct. 1.29% 130% 131%  L12%| 0.70% 034% 031% 0.07% 0.02% 0.01%
OPEB @ MN SBI 0.61% 6.04% 2.09% -3.16%| -9.15% -2.77% -8.13% -20.82% -10.45% 15.25%
ES-SAC-Taxable na n.a. n.a. na. n.a. n.a. n.a. n.a n.a. na.
Effective Duration (Yrs):
MCOA-Taxable, ST 0.33 0.21 0.04 0.05 0.02 0.02 0.01 0.01 0.01 0.00 ]
MCOA-Taxable, Margin, w/Cash 0.26 0.38 0.28 0.11 0.04 0.02 - - 0.00 0.00
MCOA-Taxable, LT 4,16 5.99 4.98 3.58 4,34 5.63 3.22 247 4.88 5.12
[MCOA-Taxable Combined 3.21 4.88 3.59 2.33 1.55 2.20 1.80 1.51 3.76 4.08 |
MCOA-Tax Exempt, ST 0.01 0,01 0.01 0.01 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 0.01 0.01 0.01
OPEB @ MN SBI n.a. na na. na. na. n.a. na. na. na. na.
ES-SAC-Taxable n.a, n.a. n.a. na. n.a. n.a. na. na. na, na,
Ave. ity (¥rs):
MCOQA-Taxable, ST 033 0.21 0.04 0.04 0.03 0.02 0.01 0.01 0.01 0.0t
MCOA-Taxable, Margin, w/Cash 0.26 0.40 0.29 030 0.17 . 0.01 0.00 0.00 0.00 0.00
MCOQA-Taxable, LT 10.96 12.08 10.84 7.82 4.58 5.03 6.71 8.07 9.79 6.86
[MCOA-Taxable Combined 8.36 9.79 7.82 5.08 4.60 5,05 3.75 4.92 7.53 5.46
MCOA-Tax Exempt, ST 0.01 0.01 0.01 0.01 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 0.01 0.01 0.01
OPEB @ MN SBI na. na. na na. n.a. n.a. na. na. na. na.
ES-SAC-Taxable n.a. n.a. na. 1.a. n.a. n.a, na. n.g. na. n.a.
Earnin; illions):
MCOA-Taxable, ST $ 09§ 09 § 10 § LI[$ 1.1 § 14 § 14 8§ 098 03§ 03
MCOA-Taxable, Margin, w/Cash 0.1 0.1 0.0 0.0 0.1 0.1 0.0 0.0 - -
MCOA-Taxable, LT 3.7 (1.7 8.5 7.9 7.3 2.8) 2.2 4.0 2.3 2.0
[MCOA-Taxable Combined $ 46 8 0.7) § 95 3 9018 83 $§ (13) § 36 § 4913 26 $ 2.3
MT nf i (0.8) (0.3) 0.03 0.60 1.4 33 24 (1.2) 2.9) 2.0
MTF nrealized 2.5 0.4 0.5 3.0 29 13.2 (16.3) (17.5) (0.0) 72
MCOA-Tax Exempt, ST 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 0.0: 0.0 0.0 0.0 0.0 0.0 0.0
OPEB @ MN SBI 03 3.6 14 2.2) (6.4) .2 [€N)) (13.2) (5.6) 03
ES-SAC-Taxable na. n.a. na. na. na n.a. n.a na. na. na.
Aggregate (Less Combined) § 66 § 32 § 115 § 104 $§ 64 § 130 § (160) § (27.0){ § (6.0) § 7.8
Inves Balances millions):
MCOA-Taxable, ST $ 684 § 492 § 801 § 1053[% 2140 $ 1940 $ 1384 § 121.01(S$ 510 8 364
MCOA-Taxable, Margin, w/Cash 6.5 3.6 33 6.7 12.0 13.0 84 5.0 9.0 135
MCOA-Taxable, LT 228.5 220.7 212.1  ° 204.5 123.0 132.0 185.4 196.2 199.0 195.0
[MCOA-Taxable Combi d 3034 273.4  295.5 316.5 349.0 339.0 332.2 322.2 259.0 244.9
MCOA-Tax Exempt, ST 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 0.0 0.0 0.0 0.0 0.0 - -
OPEB @ MN SBI 58.0 64.9 68.4 67.5 63.2 64.0 60.0 493 4.7 54.7
ES-SAC-Taxable na. na. na na. na. n.a. na. na. n.a. na.
Aggregate (Less Combined) 361.4 338.3 363.9 3840 S 4122 § 4030 $3922 § 371.5{8 3037 § 299.6
M N
MCOA-Taxable, ST A 347 A0% 92% s 5% 34% .60% 0.75% 0.6%
MCOA-Taxable, Margin, w/Cash 4.92% 498% 4.92% 4.44%] 3.05% 237% 2.16% 1.50% 1.05% 0.26%
MCOA-Taxable, LT 5.24% 5.55% 5.18% 4.69%) 4.35% S.11% 4.33% 3.02% 3.56% 3.35%
[COA-Taxable Combined 5.25% 4.99% _416% 4.76%6] 3.63%  3.62% 3.45% 2.49% 2.92% 2.77%
MCOA-Tax Exempt, ST 3.22% 3.33%  3.34%  3.34%| 2.12% 1.80% 1.51% 1.61% 0.00% 0.00%|
HUD-Savings Acct. 521% 521% 493% 4.93%] 214% 125% 1.25% 0.05% 0.05% 0.05%
OPEB @ MN SBI 2.42% 223% 256% 2.56%| 2.05% 231% 223% 1.96% 1.57% 1.51%
ES-SAC-Taxable n.a, n.a. na. n.a. n.a. na. na. n.a. n.a. n.a.
Book Yield (%):
MCOA-Taxable, ST 5.28% 537%  5.11%  4.86%| 326%  2.09%  2.36% 2.09%)] 0.73% 0.56%
MCOA-Taxable, Margin, w/Cash 4.92% 497% 4.89% 4.50%] 3.05% 237% 2.16% 1.50% 1.05% 0.26%
MCOA-Taxsble, LT 5.48% 5.5%%  564%  5.64%] 6.17% S.11% 4.60% 4.59% 4.08% 3.76%
OA-! Comb 3.42% 5.53%  5.49%  5.36%5] 4.00%  3.93% 3.61% 3.60% 3.32% 3.09%
%A—Tax Exempt, ST 3.22% 333%  338%  2.09%| 2.12% 1.80% 1.51% 1.61% 0.00% 0.00%)
HUD-Savings Acct. 521% 521% 493%  4.16%] 2.14% 1.25% 125% 0.07% 0.05% 0.05%
OPEB @ MN SBI 2.42% 223% 2.56% 2.67%] 2.05% 231% 223% 1.96% 1.57% 1.51%
ES-SAC-Taxable na. na. na. na. na. na. na, na. na, na.
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