INVESTMENT ADVISORY COMMITTEE MEETING

November 9, 2005 – 11:04 a.m.

Item #1 - Roll Call

The Clerk called the Roll, with the following members were present:

Elizabeth C. Blair, Chair, Lorain County Commissioner

Daniel J. Talarek, Vice-Chair, Lorain County Treasurer

Ronald Nabakowski, Clerk of Courts, absent

Commissioner Lori Kokoski

Commissioner Ted Kalo

Theresa Upton, Clerk

Also present:  Shelley Marrero-Budget Director; Mark Stewart, County Auditor, Jerry Innes-Assistant Lorain County Prosecutor, Robert Dlugosz, First Merit and Dennis Yacobozzi-United American Capital Corporation (UACC).

Item #2 - Approval/Correction of Minutes 

Motion by Dan Talarek, seconded by Lori Kokoski to approve the minutes of the July 28, 2005 Investment Advisory Committee as submitted.  Upon roll call the vote taken thereon resulted as: Ayes: All.   Motion carried.  Commissioner Blair questioned the mm, Clerk stated this millions, Mr. Yacobozzi said correct, and one m equals hundreds of thousands.

Item #3 - Report of the Treasurer 

Mr. Talarek distributed copies of the 3rd quarter (July - September) reports for fiscal year 2005, showing interest earned as follows in the General Fund:

CD’s



$1,326,920.25

STAROHIO


$   183,211.23

CUSTODIAL/EST

$1,265,086.23

Star J.C.P.


$   109,006.03





$2,884,223.74

Mr. Talarek said the 3rd quarter investment income was $2,884,223.74, and on October 19, the Treasurer’s Office increased the 2005 revenue projection from $2.7 to $3.4 million.  The current portfolio is running at $155.7 million for the 1st three quarters compared to $151.1 million for the last year.  Part of this increase is the result of higher interest earnings being reinvested at even higher current market rates.  StarOhio averaged 1.27% last year and yesterday it was 3.81%.  CD rates for 2005 have averaged 2.95%, compared to 1.415% last year, and the County is receiving up to 4% on current deposits. 
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Item #4 - Report of the Investment Advisor


Mr. Yacobozzi distributed the 3rd quarter FY05 Portfolio Reports, which included an inventory of portfolio assets, and other reports which detailed investment activity for the quarter.  Also included were graphic illustrations depicting the portfolio’s asset composition, maturity analysis, and a comparison of market yields.   Mr. Yacobozzi further indicated that all investments made during the quarter of are in full compliance with Chapter 135.35 of the Ohio Revised Code and the County’s approved investment policy.    He also recommended that the current investment policy should be reviewed due to various changes in the state statute. 


Mr. Yacobozzi said that interest rates continued to move higher during the 3rd quarter.  Last week was the 12th interest rate increase by the Federal Reserve, and another 25 basis point rate hike is expected at the December FOMC meeting.  Fed funds now are 4%, probably 4.25% by the end of year, and more rate hikes are expected in 2006.  Eighteen months ago, before the rate increases began, federal funds were 1%, with StarOhio at 0.98%, and some bank sweep accounts at 0.50% or lower.  In today’s market, a 90-day agency discount note can be purchased to yield nearly 4.25%.


Mr. Yacobozzi stated that U.S. inflation remains under control despite higher energy prices.  However, continued higher oil prices could have a negative impact on consumer confidence and future spending.  Mr. Yacobozzi observed gasoline prices at about $2.89 from Columbus to Lorain.  While mortgage rates have moved up slightly, mortgage money is still historically inexpensive at even 6 – 6.50%, and the housing market remains strong.  The solid housing market and related home equity borrowing has fueled record consumer spending, and has kept the U.S. economy moving.


Although additional Fed rate hikes are anticipated, and could result in an “inverted yield curve” with short rates higher than longer rates, Mr. Yacobozzi stated that the County should begin to lengthen the average portfolio maturity.  With 50% of the current portfolio maturing in less than 1 year, it would be appropriate to look at 3 – 4 year maturities to position the portfolio for the future.  Mr. Yacobozzi pointed out that an “inverted curve” often precedes an economic slowdown, and rates could actually move lower by late 2006 to early 2007.


During the 3rd quarter, the average portfolio yield increased by over 30 basis points to 2.86%, and the portfolio’s average maturity remained at approximately 13-months. (Mr. Yacobozzi added that 30 basis points = $30,000/year per $10 million invested.)  With over 20% of the portfolio coming due in less than 6 months, the portfolio yield is expected to continue to rise dramatically. 


Several trades totaling $9 million occurred during the quarter as maturities were reinvested.  These reinvestments were concentrated between 18-months and 2-years, with average purchase yields over 4.25%.  The Lorain County portfolio inventory totals approximately $70 million, and is invested exclusively in federal agency issues, as agency yield spreads over U.S. Treasury issues remain attractive. With almost 45% of the portfolio maturities between 1 and 2 years, and a flat yield curve, the County’s portfolio is capturing most of the current yield with less market risk.  

Item #5 – Meeting

-
4th quarter  (2005) – February 9, 2006 at 11 a.m.
(Thursday)

-
1st quarter  (2006) – May 11, 2006 at 11 a.m. (Thursday)

· 2nd quarter (2006) – August 10, 2006 at 11 a.m. (Thursday)

· 3rd quarter (2006) – November 9, 2006 at 11 a.m. (Thursday)

These dates are tentative, but if they need to be rescheduled please call Theresa.
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Item #6 – Further Business

Mr. Talarek stated Mr. Dlugosz, First Merit is presented, along with Chris Nukem, they take care of the custodial accounts, in which Dennis has been discussing and part of what the ORC states, they do a very nice job. 

Item #7 – Adjournment

With no further business, Commissioner Blair moved, seconded by Commissioner Kalo to adjourn the meeting at 11:27 a.m.    Upon roll call the vote taken thereon, resulted as:  Ayes: all.   Motion carried.





Respectfully submitted by:


Theresa L. Upton, Clerk


Lorain County Board of Commissioners

