BUTTE COUNTY TREASURY OVERSIGHT
COMMITTEE

25 County Center Drive, Ste 125 Lisa Anderson, BCOE Director of Fiscal Services, Superintendent of Schools Representative
Oroville, CA 95965 David A. Houser, Butte County Auditor-Controller

Phone: (530) 538-7443 Maureen Kirk, 3" District Supervisor, Butte County Board of Supervisors Representative
Fax: (530) 538-7648 Mark Sweany, Chico Area Recreation & Park District — Special Districts Representative

Susan Watts, OUHSD Assistant Superintendent of Business, School Districts Representative

MINUTES - October 11, 2011

Attending Members: Maureen Kirk, Chair

Others:

Lisa Anderson
Mark Sweany
Susan Watts

Peggy Moak, Assistant Treasurer-Tax Collector
Greg lturria, Chief Financial Officer

Consent Agenda

3.01

3.02

The committee reviewed and approved the minutes from the April 12, 2011 Treasury Oversight
Committee Meeting. Action: Approve Consent Agenda
M — Watts S —Sweany Motion carried (as part of motion to accept Consent Agenda)

Receipt and review of Investment Reports for quarters ending March 31, 2011 and June 30, 2011
were acknowledged and accepted for information
M — Watts S —Sweany  Motion carried (as part of motion to accept Consent Agenda)

Regular Agenda

4.01

4.02

4.03

4.04

5.00

Historical overview of interest rates and pooled portfolio yields presented by Peggy Moak (see
attached)

Discussion of current economic trends and investment considerations facilitated by Peggy Moak

- Debt Ceiling debates, delays, politics and affect on the financial markets

- S&P’s downgrade of US Debt affects some muni debt, all agencies, FDIC

- European Union fiscal crisis Greece, Ireland, Portugal, Spain, Italy (a surprise)
- Extreme volatility seems to be the norm at present

- More unknowns than knowns in this uncertain and fragile global economy

The timing and location of upcoming meetings was discussed: The meeting of April 10, 2012 will be
held in the Auditor's Conference Room. The October meeting date will be scheduled later in the
month than usual to accommodate the Treasurer’s conference schedule, and will be held on
October 23, 2012, also in the Auditor's Conference Room.

New Business - none

There being no New Business or Public Comment, the meeting was adjourned at 8:55 AM. The
next meeting is scheduled for Tuesday, April 10, 2012.



October 11, 2011 — Treasury Oversight Committee Meeting

DISCUSSION ITEM: 4.01 — Historical overview of interest rates and pooled portfolio yields

Please see the attached charts for a perspective on the five year moving averages for the Butte
Pooled Treasury vs. the shorter term investment strategy employed by LAIF.

The Local Agency Investment Fund (LAIF) is used as a benchmark for portfolio performance. A
look at the 5 year moving average for the Butte County Treasury vyields vs. LAIF yields
demonstrates that, over time, a medium term, laddered portfolio will generally outperform a
shorter term investment strategy, which LAIF usually mirrors. The 5 year moving average for
Butte County’s FY 09/10 and FY 10/11 performance compared to LAIF shows margins of .592%
and .917%, respectively. Using $300,000,000 as a baseline portfolio (actively invested balance),
this translates to enhanced earnings averaging $2,751,000 per year for the past five years.

Investments are marked to market monthly based on a current market price determined by US
Bancorp Investments. The fair value of the pooled Treasury portfolio is 101.38% of the
cost-carried balance as of 6-30-11. As of today’s date, Standard & Poor’s Rating Agency
has downgraded US Government debt (Treasuries) and its Agencies, including FHLB,
FHLMC, FNMA, FFCB and FDIC insured debt, to AA+. The two other rating agencies,
Moody’s and Fitch, have reaffirmed these same debt issuers at the AAA rating level.

The next spreadsheet and charts provided demonstrate the balance trends in the pooled
portfolio since 2000. The charts show the effects of tax revenues received in April and
December of each year and, in the full balance chart (including TRAN and bond proceeds in the
balance), how the receipt of TRAN proceeds evens out the cash flows to enable appropriate
expenditure management.

The last chart shows Historical Interest Rates between the years of 1960 and 2010

As of Sep. 13, 2011, the yields are substantially lower, as follows:

3 mo. .00%
6 mo. .04%
1yr. .09%
2 yr. .20%
5yr. .86%

10yr.  1.95%
30yr.  3.25%

The next few years will prove challenging for our economy, and for the performance of the
pooled portfolio.



Butte Combined Portfolio Yields (from Monthly Investment Reports)

FY 99/00 FY 01/02 FY 02/03 FY 03/04 FY 04/05 FY 05/06 FY 06/07 FY 07/08 FY 08/09 FY 09/10 FY 10/11

Butte 5 yr Moving Average 6.175% 5.978% 5.653% 5.238% 4.796% 4.344% 4.163% 4.089% 4.034% 3.822% 3.472% Average Annual Yield
LAIF 5 yr Moving Average 5.694% 5.681% 4.554% 3.791% 3.101% 2.652% 2.985% 3.419% 3.550% 3.231% 2.555% LAIF Annual Yields
Butte Yield minus LAIF 0.481% 0.297% 1.099% 1.447% 1.695% 1.692% 1.178% 0.670% 0.484% 0.592% 0.917% Butte Yield minus LAIF

7.000%

5 YEAR MOVING AVERAGES

6.000% "\\ BUTTE PORTFOLIO VS. LAIF

- \\ \

4.000% \

\ /\\ ==>6=Butte 5 yr Moving Average

3.000% v \ i LAIF 5 yr Moving Average

2.000%

1.000%

0.000% T T T T T T T T T T )

FY99/00 FYO01/02 FY02/03 FY03/04 FY04/05 FYO05/06 FYO06/07 FY07/08 FY08/09 FY09/10 FY10/11
Butte Yield Minus LAIF Yield - 5 Year Moving Averages

1.800%

1.600%

1.400%

1.200%

1.000%

0.800% M Butte Minus LAIF Yields - 5 Yr Moving Average

0.600%

0.400% -

0.000% -

FY99/00 FYO01/02 FY02/03 FY03/04 FY04/05 FYO05/06 FYO06/07 FYO07/08 FY08/09 FY09/10 FY10/11




BUTTE COUNTY TREASURY FUND BALANCE NET OF TRAN AND BONDS

Average Balance 345,686,161 338,973,204 322,780,203 310,475,096 292,248,728 270,358,986
2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000
JAN 395,898,510 366,651,047 383,557,928 308,846,667 319,400,385 291,149,709 249,637,334 277,515,076 242,167,441 243,320,964 209,792,527 175,841,293
FEB 371,761,391 346,755,180 346,013,133 321,322,233 327,263,571 300,056,133 256,421,507 273,059,276 247,429,994 242,843,585 214,104,219 184,701,126
MAR 382,500,272 351,365,128 342,459,554 324,270,443 317,265,023 294,869,538 261,368,561 269,598,846 263,797,867 240,193,765 225,340,956 179,287,386
APR 428,869,436 400,615,564 387,999,395 373,400,433 366,568,382 335,827,803 306,583,723 301,407,270 299,119,097 276,993,422 256,373,605 210,859,022
MAY 389,857,078 354,910,070 335,217,588 350,078,352 331,056,997 300,342,908 287,995,431 288,983,398 281,532,358 255,451,142 253,661,016 198,367,723
JUN 363,227,076 330,808,852 323,916,540 312,768,959 307,507,898 283,764,694 270,996,252 262,293,377 266,887,641 256,814,857 237,394,272 199,453,662
JuL 339,179,619 318,728,497 314,538,955 294,041,084 277,535,542 269,543,066 262,901,604 248,233,755 243,541,358 231,981,321 223,358,294 177,317,782
AUG 357,346,185 314,557,179 298,624,592 281,469,146 273,973,517 266,559,817 258,973,762 243,845,426 243,993,778 227,680,063 221,656,170 175,797,057
SEP 311,740,655 295,339,266 274,542,536 276,075,437 274,638,183 255,699,651 232,350,941 239,503,273 222,591,166 225,979,350 178,225,551
OCT 319,356,078 323,170,063 311,317,123 287,066,359 276,522,229 259,098,963 225,903,275 239,747,086 216,347,038 216,685,168 181,228,205
NOV 347,327,894 327,523,079 333,394,173 301,264,958 282,803,456 265,306,987 232,442,564 257,892,874 214,965,526 223,133,356 185,743,003
DEC 385,417,784 389,318,358 387,911,290 340,723,089 330,907,196 309,324,057 264,877,057 292,092,812 256,706,411 252,614,952 225,352,356
YOY Change -3,900,574 1,407,068 37,188,200 9,815,893 21,583,139 44,447,000 -27,215,755 35,386,401 4,091,459 27,262,596
proof -3,900,574 1,407,068 37,188,200 9,815,893 21,583,139 44,447,000 -27,801,780 35,242,678 3,415,280 24,015,156 45,204,522
DEC BOND 30,153,407 63,005,454 71,624,540 52,676,296 60,750,000 55,302,135 32,144,098 44,451,886 41,497,105 14,623,918 15,061,222
DEC TRAN 24,588,689 23,361,065 32,210,960 24,361,642 29,300,000 46,938,621 32,774,000 14,000,000 17,000,000 29,000,000 36,500,000
JUNE BOND 47,786,376 83,891,328 81,656,678 56,476,825 53,388,556 25,511,059 41,870,396 45,576,885 44,500,000 15,651,425 17,070,096
JUNE TRAN 23,670,724 7,107,000 7,107,000 13,946,900 21,500,000 14,100,000 14,432,431 13,344,672 23,976,958 31,504,515 26,271,102
UL TRAN/BONDS 93,888,190 93,888,190 32,517,518 87,730,557 89,985,641 102,889,000
INVESTED DEC 271,927,207 250,000,000 280,050,443 256,358,942 268,711,451 244,388,122 223,710,000 180,658,963 167,570,555 172,716,485 150,703,306
% PORTFOLIO 70.554% 64.215% 72.194% 75.240% 81.204% 79.007% 84.458% 61.850% 65.277% 68.371% 66.875%
Balance = led bal - bonds - landfill bond balance - school tran total issued - county tran total issued (tran $$ is still on deposit)
Landfill bond bal = F-7570, 10117570 actual balance
Average balance 307,903,720 291,577,889 273,824,899 256,993,591 262,810,814 239,972,471 233,619,714 191,163,175
Butte County Pooled Treasury Portfolio Balance** BUTTE COUNTY TREASURY FUND BALANCE
Net of Tax and Revenue Notes (TRAN) and Bond Proceeds
$450,000,000 ——2011
565,000,000 201t
$425,000,000 2010
ol 515,000,000
$400,000,000 2008
2009 465,000,000 e
$375,000,000 415,000,000 -
==2008 2008
$350,000,000 -} 365,000,000 2004
$325,000,000 - =4e=2007 315,000,000 :__:Z
1 265,000,000 e
$300,000,000 2006 e
$275,000,000 215,000,000 e
205 | 165,000,000 |
$250,000,000 1007
2004 115,000,000 1006
$225,000,000 1005
65,000,000 T T T T T T T T ——
$200,000,000 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ I JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
JAN FEB MAR  APR MAY  JUN JuL AUG SEP oct NOV DEC




z

-

20%

18%

16%

14%

12%

10%

8%

FTN FINANCIAL.

Historical Interest Rates
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spending collapses

l

6/17/81: fed

funds rate 21.7%

| RecefSl?n? 1973: First OPEC
e - oil embargo
1 Core PCE ‘
—Fed Funds Target Jan 73:
——3-Month Bill Vietnam
1 ——2-Year Note 1 War ends

—10-Year Not

o]

]

1 ] i

] I

Oct 62: Cuban
Missile Crisis

Late 60s: Fed

allows Vietnam

Inflation

Late 70s:
period of

stagflation

1963:
Medicare
introduced

6%

6/27/61: fed

funds rate 0.25%

4%

2%

0%

Mar ‘01: after 119 months,
longest US expansion ends

Dec ’08: Fed funds to
0.0-0.25%. Quantitative
easing begins.

1984: 7.2% GDP growth
strongest since 1955

| |

1985: Gramm-
Rudman Bill passes

2009: -2.6% GDP
growth weakest

1998: $69bn
federal surplus,
first since 1969.

since Depression
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Oct 87: stock

1997: Asian

market crash

1993: NAFTA

agreement signed

Aug ‘07 Credit
Crisis begins

Economic Crisis
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Sept. ‘01: 9-11
terrorist attacks

Mar 2008:
Bear Stearns
Sold to JPM

Sep 2008:
Lehman

79-82: Fed policy |
determined by
money supply

recovery

2002-03: Jobless

Bankruptcy

Oct '08: TARP

bank rescue

Apr’'09: GM
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In the White House...

—| JFK ]—— Johnson —I— Nixon —i Ford -I— Carter —I— Reagan ——|~ G. Bush Ii Clinton I

At the Fed...

—  William McChesney Martin

'66

1971: US closes

gold window

1982: 10.8% unemployment
rate highest since Depression

bailout
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1979-80: second
OPEC embargo
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FTN FINANCIAL CAPITAL MARKETS/FTN FINANCIAL SECURITIES CORP

’00 election undecided

for 35 days

Alan Greenspan

‘98 '00 '02 '04

'06

'08 10

G. W. Bush —I— Obama

Ben Bernanke

Chrisiopher ow, Chief Economist
FIN Financial

chris. lon@)finfinancial.com

Although this information has been obtained from sources we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or condensed. This is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security. All herein listed securities are subject to availability and change in price. Past
performance is not indicative of future results. Changes in any assumptions may have a material effect on projected results. FTN Financial Group, FTN Financial Capital Markets, and FTN Financial Portfolio Advisors are divisions of First Tennessee Bank National Association (FTB). FTN Financial Securities Corp (FFSC) and FTN Financial Capital Assets Corporation are wholly owned
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