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DATE ISSUED: May 15, 2009
REPORT NO: HCR09-039
SUBJECT: Third Quarter FY09 Investment Report

- NOACTION IS REQUIRED ON THE PART OF THE HOUSING COMMISSION

SUMMARY

CAttachment 1 reflects the status of the $90.18 million investment portfolio as of March 31,2009 =

and includes information on each account, issuer, amount, percentage of total portfolio, term,
unrealized gain or loss, vield and remaining days to maturity. For comparative purposes,
Attachment 2 reflects the status of the investment portfolio as of December 31, 2008. Overall
portfolio vield in the last quarter has decreased by 0.74% changing from 3.37% to 2.63%.

BACKGROUND

On August 19, 2005 the San Diego Housing Commission approved an Investment Policy which
provides the surplus funds, not required for the immediate necessities of the local agency, may
be invested in accordance with the provisions of U.S. Department of Housing & Urban
Development (HUD) Notice PIH 96-33 and California Government Code Sections 5922 and
53601. The approved Investment Policy contains provisions concerning the Standard of Care
that include Prudence, Ethics, Conflict of Interest and Delegation of Authority. Additional
provisions of the Investment Policy covered the General Objectives of Safety, Liquidity, Yield
and Local Considerations; Authorized Financial Institutions, Depositories and Broker/Dealer;
Safekeeping and Custody of Investment Instruments; Authorized and Suitable Investments;
Collateralization and Diversification.

Also, the Investment Policy contains a Reporting requirement that states:

“The Investment Officer shall submit to each member of the Board of Commissioners a
quarterly investment report. The report shall include a complete description of the
portfolio, the type of investments, the issuers, maturity dates, bock values and the current
market values of each component of the portfolio, including funds managed by third
party contractors. The report will also include the source of the portfolio valuation. In
the case of funds invested in The Local Agency Investment Fund (LAIF), FDIC Insured
accounts or county investment pools, current statements from those institutions will
satisfy the above reporting requirement. The report will also include a certification that
(1) all investment actions executed since the last report have been made in full
compliance with the Investment Policy and, (2) the San Diego Housing Commission will
meet its expenditure obligations for the next six months. [DCGC 53646(b)]. The
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Investment Officer shall maintain a complete and timely record of all investment
transactions.”

DISCUSSION

We continue to create a smooth blend of short and long term liguid investments. This helps to
give us the ability to meet anticipated cash flow needs, maintain a moderate yield on our
investment portfolio, limit interest rate risk and give us the ability to act quickly when the market .
changes and/or sound investment opportunities present themselves.

A summary of the comparison between the last period and this reporting period show the average
original term of investments has-decreased slightly from- 590 -days to 502 -and our-days-to-
maturity has come down from 529 to 434. We continue our efforts to protect the yield on our
portfolio by locking rates on a portion of our investments. We anticipate the “call” feature to be
exercised on a number of our investments thus reducing the actual days significantly.

This report includes all money under the direction or care of the San Diego Housing
Commission. As of March 31, 2009, the monies are invested in the following manner:

I. $1.59 million is held in the main Housing Commission authorized checking
account that provides for earnings credit on the account balance. This
earnings credit is utilized to pay for the normal bank services. The current
rate of return is 0.40% and has decreased over the last quarter’s rate of
1.00%.

2. $0.69 million is held in several other Housing Commission authorized
accounts that provide interest earnings. It includes accounts required by
lending institutions that have provided loans for the Housing Commission.
The current blended rate of return is 0.01% compared to 0.08% last quarter.

3. During this period there is no funds held with US Bank in Repurchase
Agreements (Repos). Repos are used to invest funds that have a specific
purpose and will usually be consumed within the next 1 to 7 days. The
advantage of using Repos over the main checking account is they provide an
actual cash return rather than “use it or loose it” credits for bank services.

4, $38.37 million is held with the State of California LAIF, a $23.74 billion
fund managed by the State Treasurer’s office. State law allows local
agencies to invest up to $40 million in LAIF. LAIF is highly liquid and
funds may be accessed easily for immediate needs. The second quarter
return is 1.91% and down from last quarter’s return of 2.54%.

5. $45.76 million is held in Agency Bonds. The blended rate of return during
the second quarter was 3.43% over 3.82% in the prior period. Our bond
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investments decreased by approximately $17.11 million from the last quarter.
The decrease represents called and/or matured bonds where proceeds were
used to meet immediate cash needs or rolled into LAIF pending
reinvestment. Recent government purchase in the bond market has prices
temporarily inflated and yields down making it a challenge to find good
investments.

L6, .80.27 million is held in a.fully collateralized escrow fund CD through US
Bank as required by loan agreements. The return on this CD remains the
same as the prior period at 0.09%.

7. %350 million is held in CDs: The CD-with Neighborhood National Bank -~

(NNB) is fully FDIC insured. The second CD is a collateralized CD with US
Bank. The current blended rate of return is 1.91% as compared to 3.15% n
the last quarter.

CONCLUSION

Recent Federal Reserve actions to stabilize the economy have the U.S. government purchasing
large quantities of Mortgage Back Securities {MBS), Government Sponsored Enterprise (GSE}
debt and Treasuries. This added competition in the market is driving prices higher and yield
lower on the types of short term bonds the Commission has been building in its portfolio.

Working on forward thinking strategies with our investment adviser, we believe the inflated
price and poor yields do not make these bonds a good buy at this time. Locking in 2 and 3 year
securities with such low rates will provide very marginal returns now and likely drag down the
overall portfolio vield in the next year when the economy is expected to be stronger. For this
reason, bond investments are down from 62.87 million last quarter to 45.76 million at March 31.

We will continue to maximize the use of LAIF by moving bond proceeds into the pool pending
reinvestment. We continue to scan the market for good investments and new asset classes that
provide the same security and liquidity as our current portfolio. One such asset class is the fully
FDIC insured floating rate bonds. The return on this type of bond is tied to market benchmarks
such as the U.S. Treasury or LIBOR plus additional Basis Point Margins, making them an
attractive long term investment. They are not likely to outperform the bonds we have in the
portfolio in the short term, but rather protect the Commission from future inflation risks that
could be an issue down the road. With the market perhaps on the verge of a tummaround, we
expect this type of security to provide a good yield over the life of the bond.
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Respectfully submitted, Approved by, /
oV A R v \w\
John Pfeiffer Carrol M. Vaughan S,
Chief Financial Officer Executive Vice President &
Attachment(s): 1. Summary of Portfolio Balances as of March 31, 2009

2. Summary of Portfolio Balances as of December 31, 2008
3. Local Agency Investment Fund Statement as of March 31, 2009
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ATtachment 3

Local Agency Investment Fund

P.O. Box 942809 www.ireasurer.ca.gov/pmia-laif
Sacramento, CA 94209-00601 May 04, 2009
(916) 653-3001

SAN DIEGC HOUSING COMMISSION PMIA Averape Menthly Yields
BUDGET MANGER
1122 BROADWAY, SUITE 300 Account Number: 25-37-001

SAN DIEGO, CA 92101

Transactions

%Mﬁnitions March 2009 Statement

Effective Transaction Tran Confirm

Date Date Type Number Authorized Caller Amount
13/4/2009 7 3/3/2009 0 RD 1213645 KEVIN DERIEUX 3,000,000.00
3/10/2009  3/10/2009 R} 1214296 KEVIN DERIEUX 1,400,000.00
31772009 3/16/2009 RW 1214964 KEVIN DERIEUX -3,200,000.00
3/23/2009  3/23/2009 RD 1215524 KEVIN DERIEUX 1,000,000.00
3/24/2009  3/24/2009 RD 1215659 CHRISTY HUERTO 1,000,000.00
Account Summary
Total Deposit: 6,400,000.00 Beginning Balance: 35,174,086.57
Total Withdrawal: -3,200,000.00 Ending Balance: 38,374,086.57

httns:/laifms.treasurer.ca.cov/RepularStatement.asnx 5/4/2009



