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Attached please find the Treasurer’s Management Report for the County of Orange for the
month and quarter ended December 31, 2007. The information provided herein, including all
charts, tables, graphs and numerical representations, is provided to readers solely as a general
overview of the economic and market conditions which the Treasurer utilizes in making
investment decisions. In addition, a complete version of this report is also available for
download at our website www.ttc.ocgov.com.

TREASURER’S REPORT

In order to assist you in reading this report, please note that the current balances reflect the
investments recorded in the portfolios for each particular fund for the period ending December
31. Each money market fund has an average maturity of less than ninety days, with a net asset
value (NAV) falling within the range of $0.9950 and $1.0050. The extended fund will have an
average maturity of up to 549 days and a fluctuating NAV. All investments are marked to the
market at the end of the reporting period due to the narrow valuation range prescribed by the
Pools’ Investment Policy Statement.

The reports reflect the par value (face value), the book value (cost to the County of the
investment) and market value (the price of each security at the close of the market on the last
trading day of the month). Market values are derived from the Bloomberg Professional
Service, a premier provider of instant access to real-time and historical financial data. The
difference between the market value and book value is the unrealized gain or (loss). The Detail
Transaction Report Section is provided in compliance with California Government Code
Section 53607, which requires that the Treasurer file such a report with the Board of
Supervisors, from whom his investment authority has been delegated.
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APPORTIONMENT OF COMMINGLED POOL INTEREST EARNINGS

We have prepared a forecast for the timing of the County Investment Pool’s November and
December 2007 interest apportionments. We anticipate posting the November and December
2007 interest apportionments to participants’ cash accounts in the County general ledger by
approximately January 18, 2008 and February 21, 2008 respectively.

CHANGES IN ELIGIBLE CREDITS

As noted last month, in the month of December, there were several changes to the Treasurer’s
approved eligibility list of issuers.

The following were removed from the CP/ MTN Eligibility list:

1) Beta Finance

2) CC (USA) Inc.

3) Dorada Finance

4) Five Finance

5 K2 (USA)LLC

6) Sigma Finance, Inc.

7) Tango Finance

8) Whistlejacket Capital LLC

CREDIT OBSERVATIONS
Structured Investment Vehicles

The Orange County Investment Pools (OCIP) has had experience investing in Structured
Investment Vehicles (SIV) for almost ten years. In 2002 16.2% of the County Extended Fund
was invested in AAA-rated SIVs that were placed on Credit Watch two months after they were
purchased. Eventually, these SIVs were affirmed as AAA rated securities.

On November 30, Moody’s Investor Services announced that four of the AAA-rated SIVs held
by the OCIP were placed on Credit Watch. In December, the Orange County Treasurer made a
public announcement regarding Moody’s action, distributed a comprehensive report regarding
SIVs and also held an educational forum for the public.

Subsequently, a number of large commercial banks that sponsor and manage these SIV
programs announced that they would be absorbing their SIVs’ assets onto their balance sheets
in an effort to resolve uncertainties surrounding their viability. Regarding the four SIVs held
in the OCIP that were affected by Moody’s announcement:

e In December, Rabobank put 5.2 billion euros of assets from its SIV, Tango, on
its balance sheet.
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e Citigroup also announced their commitment to take on the assets of its SIVs,
including CC (USA) and Five Finance on December 14, 2007.

e Standard Chartered Bank has stated that they are in the process of restructuring
their Whistlejacket SIV.

There have been no changes to the ratings for any of the SIVs held by the OCIP. The
Investment Team believes that the actions of the managers will help stabilize the SIV’s credit
ratings, but more importantly will help the companies avoid a forced liquidation of assets
during the credit crunch we have been experiencing since September.

In retrospect, the OCIP investments in SIVs did just what they were designed to do. They gave
the OCIP exposure to a high quality portfolio of well-diversified assets managed by strong,
committed financial institutions. The SIVs also assured us that the county’s investments were
limited in their exposure to the US residential mortgage market, especially subprime.
Following the Moody’s announcement our team has removed all of the SIV issuers from our
list of eligible investments. Please see the attached Treasury Investment Committee memo
dated December 5, 2007.

The following graphs represent each pool’s composition by issuer type including their portion
of the extended fund if applicable (EXHIBIT 1).

MARKET OBSERVATIONS

December continued the trend of increasing global securities market volatility as the United
States economy appears to be slipping into recession, which is undermining credit quality. The
Federal Open Market Committee cut the Fed Funds rate by a further 25 basis points to 4.25%
in an effort to forestall the economy from sliding into recession. The Federal Reserve
continued to state that the risks between inflation and recession were balanced. However,
investor expectations are pricing in the futures markets to almost 100% certainty of another 50
basis point cut at their January 30" meeting and an additional 25 basis point cut at the March
and April scheduled meetings.

The Dow Jones Industrial Average experienced several days with multiple 100+ point price
swings during the month, but ended up closing down only 50 points for the month. Fallout
from residential construction and the mortgage industry is beginning to bleed into the rest of
the economy, spooking investors.

Thanks to the massive $500 billion cash infusion orchestrated by the European Central Banks,
UK, Canada and the United States, the liquidity crunch of the past four months is beginning to
ease. The three month LIBOR (London Interbank Offered Rate) fell by approximately .5%,
demonstrating that commercial banks are becoming more willing to lend to each other.
Historically, this has trickled down to consumers in the form of increased access to everything
from credit cards to mortgages.
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The good news is that world Central Banks rode to the rescue of the credit markets. The
challenge for the Orange County Investment Pools is that we predict that our rate of return will
fall from over 5% in 2007 to approximately 3.75% in 2008 as investments mature and we are
forced to reinvest at the new lower rates.

The recent market volatility has not substantially changed our strategy. We expected rates to

fall in the second half of 2007 and positioned maturities to lock in higher rates in a portion of
the monies we manage.

Interest Rate Forecast

The Treasurer’s Investment Committee is currently estimating an average interest yield of
4.50% for the portfolio during fiscal year 2007-2008.

The Treasurer’s Office appreciates your continued confidence as well as the opportunity to
provide you exemplary portfolio and cash management services in the future.

Please call Orange County Treasurer, Chriss W. Street, at 714-834-7625 with any questions.
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ORANGE COUNTY TREASURER-TAX COLLECTOR

EXECUTIVE SUMMARY
January 1, 2007 - December 31, 2007

AVERAGE
PERIOD ENDING - MONTH / YEAR MONTHEND | EARNINGS FOR | YIELD FOR | MONTH END
MARKET VALUE MONTH MONTH WAM

Current Month - December 2007

County Pool - Money Market Fund $ 2,241,143,754 | $ 10,399,742 4.91% 21

Educational Pool - Money Market Fund $ 2,347,118,458 | $ 7,819,755 4.83% 27

Extended Fund $ 2,205,742,474 | $ 10,088,589 5.21% 457
November 2007

County Pool - Money Market Fund $ 1,982,354,313 | $ 7,788,881 5.05% 33

Educational Pool - Money Market Fund $ 1,609,274,201 | $ 6,711,960 5.00% 37

Extended Fund $ 2,331,861,281 | $ 10,381,129 5.35% 477
October 2007

County Pool - Money Market Fund $ 1,782,577,124 | $ 6,883,821 5.35% 38

Educational Pool - Money Market Fund $ 1,694,769,373 | $ 7,831,908 5.22% 43

Extended Fund $ 2,402,836,096 | $ 11,058,084 5.28% 484
September 2007

County Pool - Money Market Fund $ 1,432,086,153 | $ 6,660,098 5.41% 45

Educational Pool - Money Market Fund $ 1,819,448,968 | $ 7,855,956 5.37% 48

Extended Fund $ 2,540,343,321 | $ 10,875,629 5.24% 468
August 2007

County Pool - Money Market Fund $ 1,504,259,141 | $ 7,099,764 5.43% 52

Educational Pool - Money Market Fund $ 1,838,089,922 | $ 8,360,457 5.40% 54

Extended Fund $ 2,562,116,542 | $ 10,926,380 5.16% 462
July 2007

County Pool - Money Market Fund $ 1,591,863,228 | $ 8,124,200 5.40% 51

Educational Pool - Money Market Fund $ 1,955,074,669 | $ 8,736,819 5.38% 58

Extended Fund $ 2,498,650,022 | $ 10,525,066 5.16% 479
June 2007

County Pool - Money Market Fund $ 1,877,130,515 | $ 8,120,941 5.40% 54

Educational Pool - Money Market Fund $ 1,796,807,395 | $ 9,202,118 5.37% 58

Extended Fund $ 2,360,816,509 | $ 10,541,871 5.29% 496
May 2007

County Pool - Money Market Fund $ 2,038,485,187 | $ 9,453,530 5.38% 56

Educational Pool - Money Market Fund $ 2,253,481,882 | $ 11,347,317 5.35% 55

Extended Fund $ 2,269,898,637 | $ 9,010,127 5.11% 422
April 2007

County Pool - Money Market Fund $ 2,310,098,771 | $ 11,096,800 5.38% 51

Educational Pool - Money Market Fund $ 2,584,211,525 | $ 10,202,892 5.36% 53

Extended Fund $ 2,037,558,524 | $ 9,230,167 5.25% 463
March 2007

County Pool - Money Market Fund $ 1,800,423,404 | $ 7,762,592 5.30% 58

Educational Pool - Money Market Fund $ 2,156,514,102 | $ 9,805,516 5.29% 50

Extended Fund $ 2,257,154,399 | $ 9,622,420 4.99% 444
February 2007

County Pool - Money Market Fund $ 1,707,506,698 | $ 6,691,832 5.40% 69

Educational Pool - Money Market Fund $ 2,273,724523 | $ 8,707,709 5.35% 56

Extended Fund $ 2,278,912,413 | $ 9,587,935 5.43% 441
January 2007

County Pool - Money Market Fund $ 1,702,220,169 | $ 9,037,751 5.38% 51

Educational Pool - Money Market Fund $ 2,171,852,117 | $ 9,951,822 5.31% 40

Extended Fund $ 2,250,742,762 | $ 9,239,897 4.92% 447

AVERAGE TOTAL AVERAGE AVERAGE

CUMULATIVE BALANCES - 12 MONTHS BALANCES EARNINGS YIELD WAM
January 1, 2007 - December 31, 2007

County Pool - Money Market Fund $ 1,830,845,705 | $ 99,119,951 5.33% 48

Educational Pool - Money Market Fund $ 2,041,697,261 |$ 106,534,230 5.28% 48

Extended Fund $ 2,333,052,748 | $ 121,087,293 5.20% 462




