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Honorable Members of City Council
of the City of Los Angeles

Honorable Members:

This is the Investment and Cash Management Report for the month ending October 31,
2009. It is provided to ensure that the City Council is informed of the Department's
activities. It satisfies the recommended reporting requirements of the City of Los
Angeles Administrative Code, Chapter 5.1, Article 1, Section 20.90, which addresses
the City Council's request for monthly financial information.

NEW DEVELOPMENTS

Revision to Interest Rate Projection

It is become necessary to revise downward the FY 2009-2010 interest revenue
projection. The economic environment has proven extremely challenging. Additionally,
the drain on the general fund and the expected reduction in State funds has negatively
impacted the general pool's share of the general pool earnings. The following
represents the best estimates for interest rates and interest earnings for the Treasurer's
investment pool and the City's general fund. In finalizing the following estimates, we
reviewed actual interest rate levels, assessed the current and future economic
conditions, and analyzed forward rate curve levels from the Bloomberg financial system.

Assumptions

As with any financial or interest rate estimate, certain baseline assumptions must be
made in order to extrapolate a final projected value. The following assumptions were
included in the final analysis:
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1. Interest earnings are based on actual amounts and a blended forward yield CUNe
consisting of Treasury Bonds, U.S. Agency Bonds, and AA Corporate Bonds with
a maturity of two years.

2. The General Fund participates at a percentage of 11.5% based on prior year
average. Adjustments will be made accordingly upon receipt of actual data via
the MECAS system.

3. FY 2009-2010 estimated average balance for the Treasurers' pool approximates
$5.081 billion.

INTEREST EARNINGS ESTIMATES FOR FISCAL YEAR 2009-2010

The following table shows the forecasted values for the current fiscal year in estimated
interest earnings for the Treasurer's investment pool and the general fund.

The current fiscal year interest earnings estimate for the general fund has decreased
from the April 2009 $19.88 million budget estimate. The main factors contributing to this
estimate revision are:

• A decrease in the general fund participation in the investment pool

• A decrease in investment rates due to prevailing market conditions

During the third quarter of FY 2009-10, general fund interest earnings are expected to
continue lagging relative to the Revenue Outlook Book Estimate primarily due to
decreasing interest. Based on forward curves, interest rates are nevertheless expected
to rise modestly for the remainder of FY 2009-10.

Interest rates continue to remain low due to slow economic activity and lack of
inflationary pressures. In response to this economic activity, the Federal Reserve
continues to keep short interest rates low. Federal Funds has traded in a range from a
high of 0.50% to a low of 0.00% for calendar year 2009. Current yield curve structure
has normalized, with the traditional Treasury spread (2 year T-Note to 10 year T-Note)
showing a positive spread of 261 basis points. Even as GDP has rebounded recently
and remained positive, consumers continue to be hit with tighter credit and continued
job losses. The latest unemployment rate stands 10.2% and is forecasted to remain at
that level for the first quarter of 2010. With respect to inflation, the Consumer Price
Index (CPI) is expected to come in at -0.4% for the calendar year 2009 and is expected
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to rise to 2% in 2010. This expected rise in inflation is the primary reason for a higher
interest rate forecast for 2010.

During this fiscal year, short-term maturity, U.S. Treasury, corporate bond and other
investment-grade fixed income investments have experienced price increases and
declines in yield-to-maturity. Yields for short-term maturity government securities,
however, are expected to increase in 2010 due to anticipation of an economic recovery.
As investment rates increase, Gross Pool Interest Earnings are expected to increase
from the current estimates assuming the Treasurer's Investment Pool and General Fund
participation rate remain near the current levels.

Based on the economic and capital markets outlook, expected net positive cash flow
may be less than cash flow in previous fiscal years. Both property tax receipts and
sales tax revenue will likely be less than previous periods. Property tax, gas tax, and
Proposition 42 funds will likely be withheld by the State until next calendar year.
Planned bond issuance, however, will enhance cash inflow. Shared Responsibility and
Sacrifice and other measures will likely impact cash flow; the timing and magnitude of
the measures are uncertain at this time. Projected gains/losses may change due to the
current economic market environment and portfolio holdings. We will continue to
monitor performance, review assumptions and, if material, revise and update the
interest earnings projections.

INVESTMENT ENVIRONMENT1

The U.S. economy is expected to grow at
a 3.0% rate in the fourth quarter 2009,
after continued declines in the first half of
the year. Growth in the economy has
returned. .

Economists believe that the Federal
Reserve will continue to maintain low
interest rate targets as the U.S. economy
is to experience below average price
inflation for the remainder of 2009 and in 201.0. According to the National Bureau of
Economic Research, the U.S. economy has been contracting since December 2007.
Consumer spending is expected to rise to 1.2% in the fourth quarter 2009 and 1.7% in
the first quarter of 2010, Economists expect more job losses as the unemployment rate
reached 10.2% for October. The unemployment rate is forecasted to remain at a rate of
9.9% in 2010 and 9.0% in 2011 ..

The Federal Reserve (the Fed) held the
Fed Funds rate within the range of 0.0%
to 0.25%, at the November 4, 2009
meeting. The Fed said that economic

I Source: Bloomberg Finance L.P.
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activity has picked up after a severe downturn. However, consumers continue to
experience sluggish income growth, lower housing wealth, and tight credit. Many
economists anticipate the core inflation, which excludes food and energy, to decrease to
1.3% in 2010.

CAPITAL MARKETS OUTLOOK

As of November 19, 2009, Federal Funds futures, which are priced by market
participants, indicate a 48% chance that the Federal Reserve Bank will leave the Fed
Funds rate unchanged at 0.0% to 0.25% for the December 16, 2009 meeting. Fed
Fund futures indicate that the Fed will
likely (more than a 48.5% possibil.ity) keep
rates at a range of 0.0% to 0.25% until
January of 2010. ~======================~~"'~"'rl4.5 t- ...;p-

3.5 t-- ----.,,...:.~.·::~.ff"---____j....,'~
Forward yield curves, which are based on
the current (spot) U.S. Treasury Bond
market rates, indicate rising short-term
and long-term interest rates. The curves
depict forecast rates in February 2010,
May 2010, and November 2010.

Forward U.S. Yield Curves 1%)

/"Y/
'.5 t------_.- ...-..-.--......"•.~/"7,~._7~"-------

------~//

2.5 t-------------.,,...:.--, ....7'5.-~.'/7'--------_j
.-' ///

0.5 .... ~ .. --

The Office of the Treasurer continues to monitor the economic and capital markets
environment. We utilize this outlook for the economic and capital markets environment
to implement investment programs that best meet tactical and strategic investment
objectives.

REVIEW AND MONITORING

COMPLIANCE

Investment transactions were executed in accordance with the California State
Government Code and the City's Investment Policy.

Chandler Asset Management, the City's investment advisor, as well as Standard &
Poor's, one of the world's largest independent rating agencies, currently monitor the
Department's investment activities.

PORTFOLIO CHARACTERISTICS

The Office of the Treasurer invests in a variety of fixed income securities that vary in
maturity from one day to five years. The following table summarizes the key
characteristics of the City's investment portfolios as of October 31, 2009.
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1.95%

AAACore Portfolio

$3,366,731,905

Total Investment Pool $5,582,726,979

2.86% 2.9 Years

$2,215,995,074 0.40% 56 Days

AAAReserve Portfolio

1.8 Years AAA

NOTE: Effective yield is a snapshot of how much an investment would yield assuming that when
interest is received it is immediately reinvested. It does not include capital gains or losses in its
computation. The effect yield of Core Portfolio excludes that of cash and CDARS.

INVESTMENT PERFORMANCE2

n/a

Ma rket Va lue

0.02% 0.43%

Variance 0.00% 0.03%

n/a

$2,215,995,074 $3,366,731,905 $5,582,726,979

Total Rate of Return

Benchmark Total Rate of Return 0.02% 0.40% n/a

The City measures investment performance on a total return basis to an established
industry recognized benchmark. The above table summarizes the October 31, 2009,
portfolio total rate of return for the City's General Pool.

Additional investment information may be found on pages 8 through 24 of this report.

THE REMAINDER OF THIS PAGE LEFT INTENTIONALLY BLANK.

2 Performance is measured as mandated by the Global Investment Performance Standards, which is published by the
CFA Institute and is widely accepted as the source of industry standard performance metrics. Section 2.A.l states
that total return, including realized and unrealized gains and losses must be used.
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If you have any questions about the information contained in this report, please contact
me at (213) 978-1718 or Crista Binder, Assistant Treasurer, at (213) 978-1709.

Respectfully,

~£F~~
~~~surer

JCD:CB:HN:ad

Attachments

c: The Reverend Jeff Carr, Ghief of Staff, Office of the Mayor
Ben Geja, Deputy Mayor for Finance and Performance Management
Crista Binder, CTP, Assistant Treasurer
Harold B. Nachtrieb, Chief Investment Officer
Victoria Santiago, Departmental Chief Accountant
Investment Reports File
Ghron File
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GENERAL PORTFOLIO ASSET HOLDINGS
October 30, 2009

Percent of Average Weighted
Description Par Value Market Value Funds Days Years
Bank Deposits* $261,866,017 $261,866,017 4.69% 1.0 0.0
Money Market Funds $0 $0 0.00% 0.0 0.0
L.A.I.F. (State of California) $0 $0 0.00% 1.0 0.0

Subtotal: Cash and Overnight Invesl $261,866,017 $261,866,017 4.69% 1.0 0.0

BNY Sweep Account $0 $0 0.00% 0.0 0.0
.f;

CDARS $15,000,000 $15,000,000 0.27% 0.0 0.0
Commercial Paper $508,160,000 $507,942,740 9.10% 59.6 0.2
Negotiable Certificates of Deposit $0 $0 0.00% 0.0 0.0
Corporate Notes $63,430,000 $65,098,012 1.17% 152.9 0.4
U.S. Federal Agencies $1,073,900,000 $1,074,096,930 19.24% 62.8 0.2
U.S. Treasuries $292,008,000 $291,991,376 5.23% 43.4 0.1
Subtotal: Pooled Investments: $1,952,498,000 $1,954,129,057 35.00% 62.0 0.2

Total Short-Term Core Portfolio: $2,214,364,017 $2,215,995,074 39.69% 55.5 0.2

BNY Sweep Account $0 $0 0.00% 0.0 0.0
Mortgage-Backed Securities** $122,205,925 $124,674,937 2.23% 515.4 1.4
Commercial Paper $0 $0 0.00% 0.0 0.0
Negotiable Certificates of Deposit $0 $0 0.00% 0.0 0.0
Corporate Notes $677,626,000 $723,788,902 12.96% 906.4 2.5
U.S. Federal Agencies $792,100,000 $819,297,445 14.68% 1151.0 3.2
U.S. Treasuries $1,655,000,000 $1,698,970,622 30.43% 1105.9 3.1

Total Long-Term Reserve Portfolio: $3,246,931,925 $3,366,731,905 60.31% 1060.1 2.9

Total Cash and Pooled Investments: $5,461 ,295,942 $5,582,726,979 100.00% 661.4 1.8

* Collected Balance For Bank of America, Wells Fargo, and Wachovia Active Accounts
** Includes CMO's (Collateralized Mortgage Obligations)
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GENERAL PORTFOLIO ASSET HOLDINGS
October 30,2009
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Money Market Funds $0 $0 0.00% 0.0 0.0
L.A.I.F. (State of California) $0 $0 0.00% 1.0 0.0
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Total Short-Term Core Portfolio: $2,214,364,017 $2,215,995,074 39.69% 55.5 0.2
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Total Long-Term Reserve Portfolio: $3,246,931,925 $3,366,731,905 60.31% 1060.1 2.9

Total Cash and Pooled Investments: $5.461 ,295,942 $5,582,726.979 100.00% 661.4 1.8
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Description
Bank Deposits*
Money Market Funds
L.A.I.F. (State of California)

LIQUIDITY SCHEDULE
October 30, 2009

Availability Balance

Immediate
Immedi.ate
Immediate

$261,866,017
$0
$0

Pooled Investments Maturing:
< 30 days

31 to 90 days
91 to 180 days

181 to 365 days
1 to 2 years
2 to 3 years
3 to 4 years
4 to 5 years

$420,928,407
$1,010,609,453

$514,169,520
$79,818,032

$659,183,784
$1,064,507,353

$917,930,983
$653,713,430

$5,582,726,979Total Cash and Pooled Investments

4.69%
4.69%
4.69%

Percent of
Cumulative Total Funds

$261,866,017
$261,866,017
$261,866,017

$682,794,424
$1,693,403,877
$2,207,573,397
$2,287,391,429
$2,946,575,213
$4,011,082,566
$4,929,013,549
$5,582,726,979

*Collected Balance For Bank of America, Wells Fargo, And Wachovia Active Accounts

/'
$1,200 /'

$1,000

$800
<II
!:.s $600:E

$400

$200

LIQUIDITY SCHEDULE
October 30,2009
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60.0% -:

Reserve Portfolio and Benchmark Sector Allocation

0.0%
FIN IND UTIL AGY FOR MORT TSY

• RESERVE 10.0% 7.4% 0.8% 22.6% 0.0% 4.5% 54.7%

MER 1-5 GC 10.6% 8.1% 0.9% 1,9.2% 5.0% 0.0% 56.2%

Sector Differences

6.0%
4.0%
2.0%
0.0%

-2.0%
-4.0% ,,
-6.0% /'

FIN IND UTIL AGY FOR MORT TSY
• Sector Difference -5.0% 4.5% -1.6%

50.0%

FIN - Financial Services
IND - Industrial
UTIL - Utilities
AGY- Government Agencies
FOR GOV - Foreign Government and Sovereign Issues
MORT - Mortgage-Backed Securities
TSY - Treasury Notes and Bonds
MER 1-5 GC - Merrill Lynch 1-5 year Government and Corporate Index

Sector Allocation Chart - Highlights the portfolio differences versus the benchmark with respect to the
percentage of assets in each sector.

40.0% -:

30.0%

20.0%

10.0%
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Reserve and Benchmark Credit Ratings

90.0%'

80.0%
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,~...

60.0% ,

"
50.0%

40.0%
,

/
,
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30.0% -
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20.0%

",-
10.0% ,-
0.0%
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AAA AA A
• RESERVE 78.4% 7.6% 14.0%

III MER 1-5 GC 81.4% 6.4% 12.2%

Credit Ratings Chart - Highlights the portfolio differences versus the benchmark with respect to percentage of assets
in each of the S&P's Credit Ratings allocations.

Reserve and Benchmark Contribution to Duration

"1.60

1.40

1.20
,/

1.00
,~.,

.-
0.80

0.60
/---

0.40

0.20

0.00
FIN

• RESERVE 0.26

MER1-5 GC 0.27

IND UTIL AGY FOR MORT TSY
0.25 0.02 0.58 0.00 0.02 1.49

0.21 0.02 0.50 0.13 0.00 1.45

Contribution to Duration Chart - Highlights the portfolio differences versus the benchmark based on the contribution
to the overall portfolio duration. This measure explains the sensitivity of each sector to changes in interest rates.
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Investment Performance'
October 30, 2009

1 Month 3 Month YTD 1 year 3 Years 5 Years 4/30/01

Core Portfolio 0.02% 0.08% 0.89% 1.52% 3.42% 3.62% 2.95%

91 Day Treasury Bill: 0.02% 0.07% 0.19% 0.30% 2.69% 3.09% 2.56%

October 30, 2009

1 Month 3 Month YTD 1 year 3 Years 5 Years 11/30/01

Reserve Portfolio 0.43% 1.63% 3.66% 7.34% 6.22% 4.70% 4.61%

Merrill Lynch. 1 to 5 year 0.40% 1.62% 3.40% 7.15% 5.68% 4.35% 4.31%Corporate Government, A Rated

*1, 3, 5 year, and since inception are annualized rates of return

Core Portfolio Performance

--1.60%
.»

1.40% ..-
.'
,

1.20%
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1.00%
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0.80% -'
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0.20% .--
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0.00%

• Core Portfollo

91DayTreasury8111:

Reserve Portfolio Performance

8.00%

TID.---'----l-y-ea-r---(/

3.6.6% 7.34%

7.00%

6.00%

5.00%

4.00%

3.00%

2.00%

1.00%
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PRIMARY DEALERS
1. BNP PARlBAS SECURITIES CORP
2. BARCLAYS CAPITAL INC
3. CANOR FITZGERALD & CO
4. CITIGROUP GLOBAL MARKETS INC
5. CREDIT SUISSE SECURITIES (USA) LLC
6. DAIWA SECURITIES AMERICA INC
7. DEUTSCHE BANK SECURITIES INC
8. GOLDMAN, SACHS & CO
9. HSBC SECURITIES (USA) INC
10. JEFFERIES & COMPANY
11. JP MORGAN SECURITIES, INC
12. MIZUHO SECURITIES USA INC

1. ABBEY NATL N AMERICA LLC
2. ABBOTT LABORATORIES
3. AMERICAN HONDA FINANCE
4. BANK OF AMERICA CORP
5. BNP PARIBAS FINANCE INC
6. CARGILL INC
7. CATERPILLAR CORP INC
8. CATERPILLAR FIN SERV CORP
9. CBA (DE) FINANCE
10. CHEVRON CORP
11. CHEVRON FUNDING CORP
12. CITIGROUP FUNDING INC
13. CITIGROUP GLOBAL MARKETS
14. CITIGROUP INC
15. COCA·COLA CO
16. CONOCOPHILLIPS
17. CONOCOPHILLIPS CPP FOG
18. DEERE & CO
19. DELL INC
20. DOVER CORP
21. EMERSON ELECTRIC CO
22. EXXON MOBIL CORP
23. EXXON PROJECT INV CORP
24. GENERAL DYNAMICS CORP
25. GENERAL ELEC CAP CORP

CITY OF LOS ANGELES
TREASURY

AUTHORIZED DEALERS AND ISSUERS

13. MORGAN STANLEY & CO. INC SECONDARY DEALERS
14. NOMURA SECURITIES INTERNATION, INC 1. CABRERA CAPITAL MARKETS
15. RBS SECURITIES INC 2. CASTLEOAK SECURITIES
16. UBS SECURITIES LLC 3. FINACORP SECURITIES

4. FIRST TENNESSEE SECURITIES
5. GX CLARKE & CO
6. LOOP CAPITAL
7. MORGAN KEEGAN
8. STONE & YOUNSERG
9. WACHOVIA SECURITIES
10. WELLS FARGO SECURITIES

COMMERCIAL PAPER ISSUERS*

26. GENERAL ELEC CAP SVCS
27. GENERAL ELECTRIC CO
28. HARVARD UNIVERSITY
29. HEWLETT·PACKARD CO
30. HONEYWELL INTERNATIONAL
31. HSBC FINANCE CORP
32. ING (US) FUNDING LLC
33. JOHNSON & JOHNSON
34. JP MORGAN CHASE & CO
35. LOWE'S COMPANIES INC
36. MASS MUTUAL LIFE INSURANCE CO
37. MEDTRONIC INC
38. MERRILL LYNCH & CO
39. MICROSOFT CORP
40. NATLAUSTRALIA FDG (DE)
41. NESTLE CAPITAL CORP
42. PACCAR FINANCIAL CORP
43. PEPSICO INC
44. PFIZER INC
45. PITNEY BOWES INC
46. PRAXAIR INC
47. PROCTER & GAMBLE CO
48. RABOBANK USA FIN CORP
49. ROCKWELL COLLINS INC
50. SSC COMMUNICATIONS INC

51. SIEMENS CAPITAL CO LLC
52. SOCIETE GENERALE N AMERICA INC
53. STATE STREET CORP
54. SYSCO CORP
55. TOYOTA MOTOR CREDIT CORP
56. UBS AMERICAS INC
57. UBS FINANCE (DE) INC
58. UNITED PARCEL SERV INC
59. USAA CAPITAL CORP
60. WAL·MART FUNDING CORP
61. WAL-MART STORES INC
62. WALT DISNEY CO
63. WELLS FARGO & CO

Based on short-term credit rating information provided by Bloomberg Professional, as of 10/22/09
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