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SUBJECT:  Report on Audit of the Statement of Assets Held by the
County Treasury, as of December 31, 2007
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SENIOR DIRECTOR
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Audit No. 1003

We have completed our Report on Audit of the Statement of Assets held by the County

Treasury as of December 31, 2007. Enclosed is a copy of the report.

David E. Sundstrom
Auditor-Controller

TS:lr/wg
Enclosure

Other recipients of this report:
Members, Audit Oversight Committee
Thomas G. Mauk, County Executive Officer
Darlene J. Bloom, Clerk of the Board of Supervisors
Chriss W. Street, Treasurer-Tax Collector
Paul C. Gorman, Chief Assistant Treasurer-Tax Collector
Jan Grimes, Director, Central Accounting Operations
Auditor-Controller
Foreperson, Grand Jury
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INTERNAL AUDITOR’S REPORT

Audit No. 1003
June 11, 2008

Members, Board of Supervisors
Hall of Administration Building
333 W. Santa Ana Blvd., 5" Floor
Santa Ana, CA 92701

Pursuant to Government Code §26920(b) and §26922, we have audited the
accompanying Statement of Assets Held by the County Treasury as of
December 31, 2007. This statement is the responsibility of the Treasurer’s management.
Our responsibility is to express an opinion on this statement based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance
with the International Standards for the Professional Practice of Internal Auditing issued
by the Institute of Internal Auditors. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

We were unable to obtain sufficient appropriate audit evidence to support Treasury
Management’s valuation of the fair market value of two Whistlejacket Capital LLC
Structured Investment Vehicle medium term notes with a stated fair value of $69,117,440
and two Sigma Finance Inc. Structured Investment Vehicle medium term notes with a
stated fair value of $70,987,050 described in Note 2 to the financial statements.

As described in Note 1, the statement was prepared on the cash basis, as modified, which
is a comprehensive basis of accounting other than United States generally accepted
accounting principles.



Members, Board of Supervisors
June 11, 2008

In our opinion, except for the effect of such adjustments, if any, as might have been
determined necessary had we been able to examine sufficient appropriate audit evidence to
support Treasury Management’s valuation of the fair market value of the Whistlejacket
Capital LLC and Sigma Finance Inc. Structured Investment Vehicle medium term notes, the
Statement of Assets Held by the County Treasury referred to in the first paragraph above
presents fairly, in all material respects, the amount and type of assets as of
December 31, 2007, on the basis of accounting described in Notes 1 and 2.

This report is intended for the information of the management of the County of Orange
Auditor-Controller. However, this report is a matter of public record and its distribution is

not limited.

oni Smart, CPA
Audit Manager

TS:Ir
Attachment

Distribution Pursuant to Audit Oversight Committee Procedure No. 1:
Members, Audit Oversight Committee
Thomas G. Mauk, County Executive Officer
Darlene J. Bloom, Clerk of the Board of Supervisors
David E. Sundstrom, Auditor-Controller
Jan Grimes, Director, Central Accounting Operations
Auditor-Controller
Chriss W. Street, Treasurer-Tax Collector
Paul C. Gorman, Chief Assistant Treasurer-Tax Collector
Foreperson, Grand Jury
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STATEMENT OF ASSETS HELD BY THE COUNTY TREASURY
AS OF DECEMBER 31, 2007

S Assers ]

County Edueational
ool ool Non-Pooled Total
CASH
Cash on Hand S 18,159 $ - 5 - S 18,159
Demand Accounts 25.516.633 B (14.763) 32,271 25,534,141
Total Cash 25,534,792 (1:,763) 32,271 25,552,300
INVESTMENTS, stated at fair value
Orange Conunty Investment Pool:
Money Market Fund 2,241,143,754 2,241,143,754
Extended Fund 1.152,207.353 1,152,207,353
Orange County Educational Pool:
Money Market Fund 2.347,118.457 2.347.118,457
Extended Fund 042,164,611 1,042,164,611
Non-Pooled 147,432,949 147,432,949
Total Investments 3,393,351,107 3,389,283,068 147,432,949 6,930,067,124
TOTAL ASSETS S3,418.885.8090  S3.380.268305 S 147465220 S 6,955.619.424

Chriss W, Street
Treasurer-Tax Collector

See accompanying Internal Auditor’s Report

Report on Audit of Statement of Assets Held by the County Treasury
As of December 31, 2007
Audit No. 1003
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ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 231, 2007

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Statement of Asseis Held by The County Treasury is Intended to separately report deposits
and Investments [ncluded in the Comprehensive Annual Financlal Report of the County of Orange, State of
California. For additional disclosure information and contingencles, please refer to the latest publication of the
County Comprehansive Annual Financial Report.

The statement includes the cash balances of ail funds that the Treasurer pools for Investing surplus funds
according to Callfornia Government Code and certain other non-pooled specific investments. The County
sponsors two external investment pools: the Orange County Investiment Poo! (the County Pool), and the Orange
County Educational Investment Pool (the Educaticnal Pool). The statement doas not include cash and
Invastments for the Orange County Employees Retirement System, certain deferred compensation funds and
other debt reserve funds held in trust cutside, and independent of, the County Treasury.

This statement is presented on the cash basis, as modified, which is a comprehensive basis of accounting other

than United States generally accepted accounting principlas. Receipts are recognized whan received by the
Treasurer, disbursements are recognized when paid by the bank.

The Treasurer has stated required Investments at fair value in the accompanying financial statements.
Management contracts with an outslds service to provide pricing for the fair value of investments in tha portfotio.
The Investments are marked to market and the net asset values are calculated each businass day for both the
Money Market Funds of the County Pool and the Educational Pool. Securities listed or traded on a natienal
securities exchange are valued at the last quoted sales price. Short-term money market instruments are vatued
using an average of closing prices and rate data commenly known as matrix pricing. The fair value for
invesiments presented in the statement include the use of estimates and in some cases results in the
pressntation of a number of approximate rather than exact amounts. As further described in Note 2, the
Treasurer has estimated the fair value of $80 million medium-term note holdings In Whistiejacket Capital LLC, a
structured inveatment vehicle in defauit with an appointed receiver, based on a discounted present valus
computation. Also described in Note 2, the Treasurer has estimated the fair value of $75 million medium-term

note haldings of Sigma Finance Inc., a structured Investment vehicle, based on a yiald curve comparison to
similarly rated securities.

The County has not provided or obtalned any legally binding guarantees during the period to support the value
of participants’ shares in the pool.

The participant's shares in the pools are valued using an amortized cost basis. Specifically, the poo! distributes
income to participants based on their relative participation during the pericd. Incoms is calculated based on (1)
realized investment gains and losses calculated on an amortized cost basis, (2) interest Income based on stated
rates (both paid and accrued), (3) amortization of discounts and premiums on a straight-line basis, and reduced
by (4) investment and administrative expenses. This mathod differs from the fair value method used to vaiue
Investments in this financial stalement because the amortized cost mathod does not distribute to participanis all
unrezlized gains and losses. At December 31, 2007, there Is no material difference batween pool participants'
shares valued on an amortized cost basis compared to falr value.

NOTE 2 - DEPOSITS AND INVESTMENTS

The Treasurar maintains the County Pool and the Educational Pool for the County and other non-County entities
for the purpose of bonefiling from economies of acale through pooled Investment activities. The Investment
Palicy Statement (IPS) establishes a Money Market Fund and an Extended Fund as components of the County
Pool and Educational Poc). The Treasurer determines, on a cash flow basis, the percentage of monles to be
invasted in both the Monsy Market Fund and Extanded Fund. The maximum maturity of investments under the

Report on Audit of Statement of Assets Held by the County Treasury
As of December 31, 2007
Audit No. 1003



Statement of Assets Held by the County Treasury as of December 31, 2007

ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

Mcnay Market Fund is 13 months with a maximum waighted average of 90 days. The maximum maturity of the
Extended Fund is 3 years, with a maximum weighted average of 18 months.

The primary investment objectives of the Treasurer's investment activities are in priority order: protecting the
safety of the principal Invested, meeting the liquidity needs of the participants, attaining a money market rate of
relum, and attempting to atabilize at a $1 net assel value for the County Maoney Market Fund and the
Educational Money Market Fund. These extemal invesiment pools contain deposiis, repurchase agreements,
and investments. Interest is allacated to Individual funds monthly based on the average dally balances on
deposit with the Treasurer.

A.__Daposita

Monles must be deposited in state or national banks, state or federal credit unions, or state or fedaral savings
and loan associations located within the State. The County is authorized to use demand accounts and
certificates of deposit. Additionally, monles deposited at national banks are usad for compensating balances.
The Treasurer has estsblished separate bank and investment custody accounts for the County's school
participants.

Obligations pledged to secure deposits must be defivered to an institution other than the institution in which the
deposit is made; however, the trust depariment of the same institution may held them. Writen custodial
agreements are required that provida, among other things, that the collateral securities are he!d separate from
the assets of the custedial institution. The pledge to secure deposlis is administered by the Califomia
Superintendent of Banks. Collateral is required for demand deposils at 110 percent of all deposits not covered
by federal deposit insurance If obligations of the United States and its agencies, or obligations of the State or its
municipaiities, school districts, and district corporations are pledged. Collateral of 150 percent Is required If a
deposit is secured by first morigages or first trust deeds upon improved residential real property located in
Califomia. All such collateral is considered to be held by the pledging financial institutions’ trust depariments or
agenis in the name of the County.

B, Investments

State statutes, Board of Supervisors’ ordinances and resolutions, the respective bond documents, trust
agreements, and other contractual agreements govern the County's investment policles.

Extemal investment Pools

The County Treasurer sponsors two external investment pools: the County Pool, and the Educational Pool. Both
pools consist of a Mceney Market Fund and an Extended Fund.

The County Treasurer has a written IPS specifically for the separately managed County and Educational
Investment Pcols (Pools). The IPS s more restrictive than California Government Code (Codse) as the Code
allows investments in reverse repurchase agreements which are not allowsd in the IPS. The IPS is also more
restrictive in the allowabie percentage for Investments in a single issuer for a period of up to three businaess
days. The IPS requires the assets in the Pools to consist of the fallowing investments and maximum
concentrations based on market value: U.S. Treasury Instruments backed by the full faith and credit of the
United States govemment (100%); obligations issued or guaranteed by agencies of the Uniled States
government (100%); commercial paper of a high rating (A1/P1/F1) as provided by at least two of the following
nationally recognized rating agencies: Standard & Poor's Corporation (S&P), Moody’s Investors Service, Inc.

Report on Audit of Statement of Assets Held by the County Treasury
As of December 31, 2007
Audit No. 1003



Statement of Assets Held by the County Treasury as of December 31, 2007

ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

(Moody's), or Fitch Ratings (Fitch), with further restricticns regarding issusr size and maturity (40%); negotiable
certificatas of deposit issued by a nationally or state-chartered bank or state or federal association or by a state-
licensed branch of a foreign bank, or the Money Markat Fund may invest in U.S. dollar denominated certificates
of deposit issued in London, England (Euro CD) (30%); bankers’ acceptances (40%); money market funds
(20%); State of Californla or municipal debt (10%); "AA” or better receivable-backed securilles (10%6); medium-
term notes (30%); repurchase agreements collateralized by securities at 102% of the market value no less
frequently than weekly (50%) ; the Maoney Market Fund may invest In funding agreements (10%); the Monay
Market Funds may also invest in securities lending agreements and other “eligible securities” as defined under
Securities and Exchange Commission (SEC) Rute 2a-7 of the Investment Company Act of 1840 (10%). In
addition, no investment may be purchased from an issuer that has baen placed on credit watch-negative by any
of the three nationally recognized rating agencies, or whose credit rating by any of the three nationafly
recognized rating agencles is less than the minimum rating required by the IPS for that class of security unless
the Issuer has a short-term rating of A-1+ or F1+ by S&P or Fitch or at least an AA or Aa2 long-tarm rating by
S&P and Fitch or Moody’s. All permitied investmenis are required to comply in every respect with Califamia
Govemment Code Sections 53801, 53801.7 and 53635 (goveming the investment of public funds) and other
relevant California Government Code provisions.

Repurchase agreements are limited to a one-year maturity and can only be entered into with entities prescribed
in Califomia Government Code Saction 5§3601.7. The securities underlying the agreements must be defivered to
the County's custodial banks. The County enters into wiitten master repurchagse agreements that outiine
cbligations of bath the County and the dealers, and aiso enters into written contracis with custodial institutions
that outiine the basic responsibllittes of those institutiens for securitias underiying the repurchase agreements.
These custodial contracts and the County’s procedures for monitoring the securitios are similar to those for
collateral on deposits.

The IPS expressly prohibits leverage, reverse repurchase agreements, and volatile structured notes or
derivatives. Investments are marked to market on a daily basis. If the net asset value of the Money Market Fund
for either the County Pool or the Educational Pocl is less than $.895 or greater than $1.005, portfolio holdings
may be sold as necessary to maintain the ratio between $.895 and $1.00S. Under the IPS, no more than 5% of
the total market value of the pocled funds may be Invested In securities of any one issuer, excapt for obligations
of the United States government, U.S. government agencles or government-sponsored enterprises. No more
than 10% may be Invested in one money market mutual fund. Al investments will be United States doflar
denominated. At the time of the purchase of any saecurity, a fund may invest up to twelve and a haif percent
(12.5%} of ils total market vatue in the securities of a single issuer for a period of up to three Business Days.
The fund may not invest in the securities of mere than one issuer under this provision at any time.

The County Treasury Oversight Commiitee established in December 1885, which consists of the County
Executive Officer, the elected County Auditor-Controller, the elected County Superintendent of Schools and two
public members, conducts treasury oversight. On October 10, 2007, Fitch reaffirned the Pools' ralings of
"AAAN1+." On Oclober 10, 2007, Moody's reaffirned credit ratings of Aaa/MR1 market risk ratings for the
County and Educational investment Pools. As of January 31, 2008 the Treasurer discontinued the Fitch rating

for the Pool's In favor of adding a Standard & Poors rating. The Pools are not registared with the Securities and
Exchange Commission.

Unless otherwise required In a trust agreement or cther financing document, assessment districts and public
school districts are required by legal provisions to deposit their funds with the County Treasurer. The
Educational Pool consists entirely of public school districts and therefore Includes 100% Involuntary participants.
At December 31, 2007, the County Paol Includes approximately 8.54% external participant deposits for the state

:ﬂ:’t'w. clties and special districts, certain assessment dialsicts, and certaln bond related funds for public school
cts.

Report on Audit of Statement of Assets Held by the County Treasury
As of December 31, 2007
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0.01
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ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007
- (o] ES [

Investment Disclosures
As of December 31, 2007, the major classes of the County’s deposits and investments consisted of the
following:

Interest Rate

_County Pool Falr Value Principal
U.S. Govemment Agencias $1,073,144,248  $1,070803,768  Discount, 4.05 - 5.55%
Cemmercial Paper 964,414,470 960,259,000 Discount
Negatisbla Cariificatas of Deposit 320,065,850 330,000,000 476-534%
Medium-Term Corporate Notes 714,484,499 730,004,960 493-6.31%
Municipal Debl 67,625,579 67,454,851 5.38%
Ropurchasa Agresmants 180,600,000 180,000,000 4.80%
Monsy Market Mutual Funds 53889462 63,685462 Varisble
$3,303.361,407 _$3 59
Educatiopal Poo)
U.S. Govemmant Agencios $1,547.851,580 $1,546,338234  Discounm.4.05 - 5.85%
Commercial Paper 641,130,961 642,345,000 Discount
Negatisbts Certificatas of Deposit 382,928,087 383,000,000 478 - 5.4%
Modium-Term Corporete Notes 631,608,912 845,740,020 498-831%
Murnicips! Dabt 42,169,751 42,083,209 5.38%
Ropurchase Agreemonts 100,000,000 100,000,000 4.60%
Monay Market Mutua) Funds 43,633,767 431,533,767 Varisble
—$.3,360.280,068 _$ 3408024310,
Spacific investments
U.8. Government Agencies S 18420871 $ 18508000 Discount, 4.15~4.34%
1.8, Treasury Bils 40,125,000 40,000,000 4.59-4.98%
Commorcial Paper 17,120,686 17,175,600 Discount
Negclabla Certificates of Deposit 5,989,780 10,060,000 4.76-5.33%
Medium-Term Corporate Notes 3,037,212 3,070,000 5.24-5.28%
Repurchase Agroamants 1,081,500 1,081,600 6.18%
Money Markat Mutua) Funds 57,629,831 $7,629,831 Varisble
147,432,048 $ 147,484,331
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Statement of Assets Held by the County Treasury as of December 31, 2007

ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

19.7% have a maturity of more than 1 year.

of variable-rate noles is the length of time until the next reset date rather than the stated maturity.

quarter ended December 31, 2007.
Cuatedial Credit Risk

securities exposed to custodial credit risk and there was no securities lending.
Credit Risk

A" As of December 31, 2007, the County’s investments in commercial paper were rated A-1 by S&P, P-
Macdy’s or F1 by Fitch.

Concentration of Credit Risk

this provision at any time.

The County Treasurer manages exposure to daclines in falr value by limiting the weighted average maturity of its
Maonsey Market Funds to less than 80 days and the Extended Fund to less than 18 months In accordance with the
IPS. The welghted average maturity of the County Poo! was 0.47 years and the Educational Poo! was 0.44
years. Of the County's $3.30 billion and the Educational Pocl’s $3.39 billion portfolio at Dacember 31, 2007, over
68.4% and 73.4% of the investments have a maturity of six months or less. Of the remainder, only 21.7% and

As of Decembsr 31, 2007, variable-rate notes comprised 13.34% and 10.27% of the County Pool and
Educational Pool, respactively. The notes are tied to the ane-month and thres-month Lendon Interbank Offered
Rate (LIBOR) with monthly and quarterly coupon resets. The falr value of variable-rate securities is generally
less susceptible to changes in value because the variable-rate coupon resets back to the market rate on a
periodic basis, Effectively, at each reset date, a variable-rate investment reprices back to par value, eliminating
interest rate risk at each periodic reset. For purposes of computing welghted average maturity, the maturity date

At December 31, 2007, the Net Asget Value (NAV) of Money Market Funds for both pools was $1.00 (In absolute
dollar amounts). The average daily investment balance of the County Pool and the Educational Pocl amounted
to $3.20 billlon and $2.82 billion, with an average effective gross yietd of 5.17% and 6.11%, respectively, for the

For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the County
will not be abla to recover the value of its Investments or collateral securities that are in passession of an outside
party. At December 31, 2007, the County’s extemal Investment pocls and specific investments did not have any

The IPS sets forth the minimum acceptable credit ratings for Investments from any two of the foltowing Nationally
Recognized Statistical Rating Organizations (NRSROs): Standard & Pcors Corporation (S&P), Moody's
Investors Sevice, Inc. (Moody's), Fitch Ratings (Fitch). For an lssuer of short-term debt, the rating must be no
less than A-1 (S&P), P-1 (Moody’s), or F1 (Fitch). An lssuer of long-tarm delt shall be rated no teas than an

At December 31, 2007, the County did not exceed the IPS limitation that states that no more than 5% of the total
market value of the pooled funds may be invested in securities of any one issuer, except for obligations of the
United States govemnment, U.S. govemment agencles or governmsnt-sponsored enterprises. No more than
10% was invested in one monay market mutual fund. Al the time of the purchase of any security, a fund may
lnveatuptotmlvoandahallpereont(12.5%)ofits!otalmametva!uolnﬂtesewﬂﬂasotashmlebumfora
pesicd of up to three Busineas Days. The fund may not invest In the secuwities of more than one issuer under
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Statement of Assets Held by the County Treasury as of December 31, 2007

ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

NOTE 2 - DEPOSITS AND INVESTMENTS fcontinued)

The foilowing is a summary of the credit quality distribution and concentration of credit risk by investment type as
a percantage of each pool's falr value at December 31, 2007 (NR means Not Rated):

(8) The ratings of tha issuer, Whistiejsckat Caplts] LLC, were In compliance with (ho IPS at the time of purchase.

Invesiments S&P Mocdy's Fitch % of Portiolio
County Pog|
U.8. Govemment Agancies
Fodors! Farm Cradit Bank AAA Aaa AAA 0.76%
FHLB Discount Notes AMA Asa NR 053%
Fodaral National Mortgags Association Bonds AAA Asa AAA B.55%
Federal National Morigage Associstion Discount Netas Al P g 10.29%
Fodara! Homo Losn Bank Bonds ARA Aag AAA 4.49%
Freddie Msc Bonds AAA Asa AMA 8.50%
Commarcis! Pspar At e-1 F1 28.42%
Negotiablo Certificatas of Deposit A P F1 972%
Madium-Tem Cosporats Notos
Corporaie Notes (o) NR 8 NR 1.07%
Cerporata Notes A A A 4.38%
Corparats Notes A A NR 0.87%
Carporate Notes AA Asa NR 0.35%
Corparate Notes MA Ass NR 14371%
Municipa) Dabt 8P-1 MIG-1 NR 1.09%
Ropurchsss Agreements NR NR NR 5.60%
Monay Market Mutual Funds ARA Asa ARA 1.88%
Total County Poal 100.00%
Educational Pool
U.S. Govemment Agancies
FHLB Disecunt Notes AAA Aud NR 1047%
Fadara! Fasm Crodit Bank AAA Aca AAA 0.79%
Feders) National Moctgage Association Discount Notes A-1 P F1 10.00%
Fedarel Home Loan Bank Bonds AAA Aas NR 4.0T%
Fedora) Nationa) Mortgage Assccistion Bands AAA Asa AMA 7.78%
Froddle Mac Bonds AAA Aas AAA 12.65%
Commercisl Paper Al Py F1 18.92%
Nogotishle Certificates of Daposit A P-1 F 11.30%
Modium-Term Corporate Notes
Corporats Notes (e) NR a8 NR 0.97T%
Corporate Notes A A A 2.15%
Corporsis Notes A Ao NR 0.70%
Corporate Notes AA A NR 1.45%
Cormparats Notes AA Asa NR 0.35%
Corporate Notes AA Axa NR 13.02%
Municips) Dedt 8P-1 MIG-1 NR 1.24%
Repurchase Agresments NR NR NR 2.95%
Money Msrke! Mutua) Funds AAA Asa AAA 1.20%
Total Educstional Pool

igl

Report on Audit of Statement of Assets Held by the County Treasury

As of December 31, 2007
Audit No. 1003

10




Statement of Assets Held by the County Treasury as of December 31, 2007

ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

(o) - BEPOS| 0 Q
Irwestments s4&P Mocdy's Filch % of Portfclio
Specific investments
U.S. Governmant Agancies
FHLB Discount Notes MA Asa AMA
Fradiie Discount Netzs A P F1
Federa) Nationa) Mortgago Associstion Discount Notas A Aza A
\LS. Traasury Bils A A
Commercis! Paper M P
Nagatisble Cartificates of Dopostt A P-1
Medium-Torm Notes
A Aa NR
AAA Ass NR
NR NR NR
AA Asa A

correlate with Moody's P-1 and 8&P’'s A-1+ as thelr highast respeciive short term municipal ratings.

lack of Hquidity and overall volatility in the markets for the collateral underlying these investment structures.

terms of purchase.

100.00%

Cn January 28, 2007, the County and Education Pool Money Market Funds purchased all of the County issued
Taxable Pension Obligation Bonds, Series 2007 (the 2007 POBs) in the principal amount of approximately $211
million. The County and Educational Pool purchased $130 miltion and $81 miilion respectively. The 2007 POBs
were issued {o prepay a portion of the County's Flacal Year 2007-08 unfunded actuarial fiabifity to OCERS. The
2007 POBs were isaued as convertible capital appreciation bonds, at a fixed rate, with a maturity date of June
30, 2008. The terms of the sale of the 2007 POBs from the Counly to the County Treasurer on behalf of the
investment pools were negotiated at arms length. The obligation of the County to pay principal and interest on
the 2007 POBs is an obligation Imposed by law and is absolute and unconditional. As of December 31, 2007,
the outstanding principal amount of the 2007 POBs in the County and Educational Monsy market Funds is
approximately $67 millicn and $42 milfion respectively. These amounts are reported in the accompanying
disclosures as Municipal Debt. The bonds are rated MIG-1 by Moody’s and SP-1+ by S & P. These ratings

As of December 31, 2007 the County and Educational Pools had sizeable holdings in Asset-Backed Commercial
Paper (ABCP) and Structured Investment Vehicles (SIVs). The financlal market credit tightening that emerged in
the summer of 2007 has created challenges for Investors in these asset classes. SiVs have generally
experienced a significant decrease In Hquidity as a ragult of the reduction in demand for ABCP as well as the

At December 31, 2007 the County and Educational Pools held ABCP in the fair value amount of $418 million
and $170 million respectively. This represents 43% and 26% of the total commerclal paper in the County and
Educational Pool respectively. By the middle of March 2008 all of these securities had matured according to the
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ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

At December 31, 2007 the Counly and Educational Pools held $837 miillion In SIVs. SIVs are investment
companies which, [ike a bank, borrow money in the short-term markets by issuing asset-backed commarcial
paper or medium-term notes and then lend money by purchasing long-term securities, eaming a spread on the
difference. The County has had experignce investing in these SiVs for almost ten years. All SIV heldings are In
the most senior dobt lssued by these vehicles.

On November 30, 2007, Moody's announced that four of the six Aaa-rated SIV programs held by the Orange
Counly Investment Pools were placed on Credit Watch. Subsequently, the large commercial banks that
sponseored and managed four of thase SIV programs announced that they would restructure thelr SiVs by
providing full liquidity in an effort to resolve uncertainties surrounding their viability. Four of the SIV programs
have had their ratings affirmed as triple A by both Moody’s and 8&P: CC (USA) Inc., Five Finance, Inc., Tango
Finance Corp, K2 (USA) LLC. Of the remaining two SIV programs, Whistlejacket Capital LLC, sponsared by
Standard Chartered Bank, is currently in default as further described below. Standard Chartesed Bank was
removed from the Treasurer's eligibility list of approved issuers en March 19, 2008. Sigma Finance Inc. Is
managed by Gordian Knot and Is not backed by a sponsoring bank. Sigma Finance Inc. is current in their
payments. All SIV issuers have been removed from the Treasurer's eligibility list of approved issuers.

in December, the Treasurer made a public anncuncement regarding Moody's aclion, distributed a
comprehensive report regarding SIVs and also held an educational forum for the public.

At December 31, 2007, the Treasurer has priced SIV holdings to reflect an aggregate unrealized loss of $28.6
million.

The following represents a summary by issuer and investment pool of all holdings of Structured Investment
Vehicle madium-term notes at December 31, 2007:

Heldings by Pool - Fair Value

Structured
Investmant Vehiclas - Specific
Holdings By Issuer Principal Fak Valus County Pool Educationsi Pool Investmants *
CC (USA) Inc. $ 100,000,000 $ 97,000,000 $ 50,032,184 $ 48,087,838
Five Finance, In¢ 118,000,000 113,031,700 69,349,991 63,681,709
K2 (USAILLC 202,000,000 199,761,300 101,380,015 $8,401,285 $ 1.870,000
Sigma Finance inc. 175,000,000 169,487,050 63,133,332 108,353,718
Tango Financs Corp. 165,000,000 180,050.000 84,038,071 76.011,929
Whistisjacket Capital LLC 80,000,000 69,117,440 36,291,781 32,025,878

$ 837.000,000 $ 800,437,450 $ 395.126.3%4 $ 411,342,156 $_1.970,000

* John Wayne Almon investment Pocl
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Fund is $535 million.

ORANGE COUNTY TREASURER-TAX COLLECTOR

NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

CC (USA} tne.

Five Flngnce, inc

K2 (USA) LLC

Sigma Finances Inc. (b)
Tango Financa Comp.
Whistiejacket Capitsi LLC

holdings as of June 11, 2008:

OTE 2 - DE

ahit

The table below reflects SIV credit ratings as June 11, 2008:

3P Eltch_
AsaiP-1 AAAA-1+ AR
Aga/P-1 AANA 1+ A
AsgiP-1 AAAAS NR
A2°P2°- AA- A - NR
AsaiP-1 AANA-1+ NR
BaNP NR NR

SIV Statua as of June 11, 2008
Spensay/
Investmani
lssuer Msnager
CC (USA) Inc. tne.
Citigroup
Five Finance, Inc tnc.
K2 (USA) LLC Drasdner
Gordian
Sigma Finance Inc. Knaot
Tango Financo Comp. Rababank
Standard
Chartared
Whisticjacket Capital LLC Bank

Through June 11, 2008, with the exception of Whistlejacket, all scheduled Interest payments and maturities
were received timely including maturities of K2 (USA) Inc. and Sigma Finance Inc. in the face amounts of $102
million and $100 miilion respectively. In addition, on June 9, 2008, K2 (USA) exercised a call at par of $ 50
million medium-term notes and paid this amount plus accrued interest one year earlier than the June 9, 2009
maturity date. A scheduled maturity of $60 milllen of Five Finance inc. medium-term notes plus accrued
interest was received June 68, 2008. As of June 11, 2008 the face amount of SIV holdings in the Extended

(byTha rating modifiar *-° dertotes the rating agency has placed the issusr's rling on credit watch for 8 possibie ratings downgrads

The following table provides additional Information and a brief summary of the status of each of the Pools’ SIV

—Maturily Dato Range SN Status Status

Assats on ::Itneo shost of
sponscr and commbted s

01/23%9 - 02/09/00  faciily uppot Cument
Assats cn balanco shoet of
sponser end committed support

O8/0/CE - 11/28/08  facllily Current

03/10/08 - 66/08/09  Support facikly implementad Cument
No bank spenscrship, Continuing
to fund In rapa market and

02/29/08 - 1073003  exchang!ng assats for dodt Curront
Assats on balance sheet of

111208 - 0972800  sponsecr Current
Racaiver eppoinied - Senlor
Creditors Commites formed,

01125/08 - 01/26/08  Pending [igation on appos) In dofault
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ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

Auditing standards conceming subsequent events require the Treasurer to restate the December 31, 2007 fair
value for Whistlajacket and Sigma holdings to reflect current circumstances.

Since December 31, 2007, the following events significant to County and Educational Pool SIV holdings of
Sigma Finance inc. and Whistle]acket Capital LLC occurred:

Slgma Finance Inc.

On March 18, S&P placed the AAAJA-1+ ratings of Sigma Finance Inc. (Sigma) on credit watch negative. This
action was In response fo the same challenging market environment that faces all Sivs. While Sigma doas not
face a market value trigger similar to other SiVs, market liquidity continues to be constrained. S&P suggested
that AAJA-1+ ratings may be appropriate baring any significant surprisas. On April 7, S&P affirmed Sigma's
short term rating of ‘A-1+‘; shost term ratings have a 13 month outicok. The ‘A-1+' rating reflects the new
repurchase agreement funding facilities avallable to provide significant additional funding If necessary. On the
same day, S&P lowered Sigma’s long term debt rating from AAA to AA-. Moody’s had taken similar action Apsit 4
lowering Sigma to A2. These long term ratings reflect the risk assoclated with (1) long term funding challenges
(2) challenges in the overall markets which may decrease Sigma's financial flexibility. The ratings remain on
credit watch to reflect further uncertainty.

Sigma is managed by Gordian Knot and Is not backed by a sponsoring bank. As of June 11 the Treasurer is in
preliminary discussions with Gordian Knot to explore the posaibility of acquiring securities from Sigma in
exchange for the pools’ remalning holdings of Sigma ($76 miillon with an October 30, 20608 maturity date).

The Treasurer has priced the outstanding $76 milion of Sigma medium-term note holdings at 94.8494, The price
is based on the weighled average life and credt ratings Informaticn of Sigma's invesiment portfolio as provided
by Gordian Knot. The Treasurer computed the price using a yleld curve analysis for finance companies using
Sigma’s reported portfoilo credit ratings and welighted average [ifo.

Whistlejacket Capifal LLC

On February 11, Standard Chartered Bank notified the Trustes, Bank of New York Trust Company, that
Whistiejacket had breached the 60% capital net asset valua (NAV) test. The breach triggered an enforcement
event which transferred the management of Whistlejacket to the Trustee. The Trustee has appointed Deloitte &
Touche LLP as Receiver and adviser. Tha Receiver elected to stop payment of maturing dabt while it sought its
legal options and explored restructuring options. Medium-term notes maturing Feb. 15, 2008 were not paid and
after a three-day grace period the payment default took effect on Thursday, Feb 21. The sponsgor, Standard
Chartered Bank withdrew its liquidity eupport proposals on February 20,

The Treasurer is working closely with County Counsel and counsel in Great Britain to monitor ongoing
Whistiejacket legal proceedings. The Treasurer has participated in several senior investor calls with the
Recsiver, Delaitte & Touche. In April and early May the Recelver discussed three refinancing proposals which
were baing pursued pending the final outcome of the Court of Appeals decision described below. On May 22,
the British Supreme Court of Judicature Court of Appeal (Civil Divisian) released thelr opinion on an appeal of a
tower court ruling related to the correct interpretation of the manner in which monies held by the Receivers
shauld be applied as amongst Whistlejacket's creditors. The Court of Appeal held that the Recelvers have
discration as to the realization of assets, provisioning for future liabilities, and the amount and timing of
distributions to creditors. In particular, the Court of Appeals hald that the Recelvers should, when they choose to
make distributions to creditors, make such distributions to creditors whose debts are due and payable but pro-
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ORANGE COUNTY TREASURER-TAX COLLECTOR
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2007

rata and pari passu with creditors whose dabts are not yet payabla. A party to the suit, known as Paity A, has
filed a written submission with the Court of Appeal for leave to appeal to the House of Lords. The timing and
ouicome of the appeal is unknown at this time. The Receiver has also Indicated they have already selected a
replacement Investment banker to assist them in completing the restructuring.

The Extended Fund currently has Whisllejacket holdings of $50 million scheduled to mature on January 25,
2009 and $30 milllon on January 26, 2009. The timing and amounts of payments on these holdings is at the
Receivar's discretion subjact to events which are currently indsterminate.

Oue to the unavallability of indepsndent pricing for Whiatiejacket, the Treasurer utilized a discounted present
value analysis to price the Whistiejacket holdings at 86.4 as of December 31, 2007. This price results in an
unrealized loss of $10.9 million of the $80 million face value. The Treasurer was Iimited to using stated interest
rates, yleld curves for similarly rated assets, current credit ratings, summasy welghted average maturity
information from the Receiver's reperts, and quarterly intarest cash flows for each of the Whistlejacket holdings
In arriving at this price.

The Treasurer is unable to obtain independant pricing at a security level for the underlying assets in the
Whistlejacket porifolio without signing a confidentiality agreament. The Treasurer's office has complied with a
directive by the Chalrman of the Board of Supsivisors not to enter Into this confidentlality agreement. The
Treasurer's office is working with County Counsel and the Board of Supervisors to determine the best course of
action.

The Treasurer continues to monitor the effect of the SIVs on the entire postfolio and provides updates within the
Treasurers Monthly Management Report which is available on the web at www.lfc.ccgov.com.
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