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Summary

The San Luis Obispo County Treasury Investment Pool is rated ‘AAA/V1’ by Fitch
Ratings, reflecting the credit quality of the portfolio assets and the low sensitivity to
market risk. The pool is managed and administered solely for the benefit of San Luis
Obispo County by the San Luis Obispo County treasurer-tax collector.

The pool’s ‘AAA’ fund credit rating reflects the pool’s vulnerability to losses as a
result of defaults, and is based on the actual and prospective average credit quality of
the pool’s invested portfolio. As such, the pool is expected to maintain a weighted-
average portfolio rating of ‘AAA’, taking into account certain adjustments for the
reduced credit risk of short-term securities. The pool’s ‘V1’ fund volatility rating
reflects low market risk and a capacity to return stable principal value to meet
anticipated cash flow requirements, even in adverse interest rate environments.
Portfolio valuation reports are submitted to Fitch on a monthly basis.

On March 18, 2010, Fitch completed a sector review of all rated Local Government
Investment Pools (LGIPs) and public investment portfolios, following the publication of
updated rating criteria on Feb. 10, 2010. As part of this review, the fund credit rating
assigned to the pool was affirmed at ‘AAA’, and the fund volatility rating assigned to
the portfolio was revised to ‘V1’ from “V1+’. The revision of the fund volatility rating
was solely a result of Fitch eliminating the ‘V1+’ rating from its fund volatility rating
scale. The revision of the fund volatility rating scale did not reflect any change in the
market or liquidity risk of the portfolio.

Rating Considerations

e Credit quality of the portfolio is consistent with an “‘AAA’ fund credit rating. While
the pool is permitted, per its investment policy, to invest in securities rated at
least ‘A-/F1’ or equivalent, the pool has historically focused its investment
strategy on ‘AAA’ rated government and agency securities. The pool may also
invest in repurchase agreements provided they are overcollateralized by at least
102% with the U.S. Treasury securities.

e The pool has a predominantly captive participant base that includes the county,
school districts, and other special districts.

e Management oversight and operational controls are consistent with the assigned
ratings.

Overview

San Luis Obispo County is located in Southern California. The San Luis Obispo County
Treasury Investment Pool is managed by the San Luis Obispo County treasurer-tax
collector on behalf of pool participants, which include the county, school districts,
and other special districts. The pool’s primary investment objectives are: the safety
and preservation of capital; liquidity sufficient to meet scheduled cash flow needs;
yield, subject to safety, liquidity, and competitive pricing requirements; and
compliance with both California and federal laws.
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Investment Practices

The pool seeks to pursue its investment objectives by investing in a diverse portfolio
of high-quality securities rated at least ‘A/F1’ by Fitch or of a comparable credit
quality by other global rating agencies. Permitted investments include U.S. Treasury
bills, notes, U.S. government agency securities, commercial paper, bankers’
acceptances, repurchase agreements, and the Local Agency Investment Fund (LAIF).
LAIF is a local government investment pool managed by California’s Pooled Money
Investment Board, which is headed by the state treasurer and includes the state’s
controller and director of finance. The pool maintains an average maturity of less
than one year and offers participants daily liquidity. The pool also invests in securities
issued by the local agencies of San Luis Obispo County.

By its investment policy, the pool is permitted to enter into repurchase agreements
with counterparties rated at least ‘A/F1’ by Fitch or of a comparable credit quality by
other global rating agencies and overcollateralized by at least 102%. Permitted
repurchase agreements are backed by U.S. Treasury and government agency securities.

Portfolio Maturity Profile
(As of June 30, 2010)
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Source: San Luis Obispo County Treasurer.

Liquidity Management

The pool’s liquidity profile is based on the composition of its participants and their
scheduled liquidity needs. Each month, pool cash flows are forecasted for the ensuing
12 months on the basis of the prior year’s cash flows, which are then updated to
include any identifiable changes in the forecast period. The stability of cash flow
projections stems from the captive nature of the participant base, since all pool
participants are required to maintain funds in the county pool. Further mitigating
liquidity risk to the pool, requests by mandatory participants to withdraw funds for
purposes other than normal cash flow needs are subject to an advance notice and
consent of the county treasurer, in accordance with California government code. An
advance notice must be submitted to the Treasurer at least 20 calendar days prior to
the withdrawal date for an amount of $5 million or higher and at least 10 calendar
days prior to the withdrawal date for amounts under $5 million.

The pool seeks to manage its maturity profile through its cash flow matching and
short-maturity investment strategies to ensure sufficient liquidity to meet anticipated
cash outflows. Investments in overnight repurchase agreements and LAIF provide
additional sources of liquidity to meet cash needs. As of June 30, 2010, approximately
15% of the portfolio was held in securities maturing overnight, and an additional 6% of
the portfolio was held in investments with maturities of 30 days or less. Furthermore,
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as of the same date, the pool held 51% of total assets in U.S. Treasury securities that
are expected to demonstrate secondary market liquidity even during periods of
market stress.

As of June 30, 2010, the weighted average final maturity (WAMf) of all portfolio
securities was 235 days. The WAMF reflects the asset-weighted average number of
days to the final maturity of all portfolio assets and measures potential exposure to
changes in credit spreads.

Portfolio Weighted Average Maturity
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Credit Quality

As of June 30, 2010 51% of the portfolio was invested in U.S. Treasury bills and notes,
and an additional 33% was invested in securities issued by the Federal Home Loan
Bank (FHLB) and the Federal Farm Credit Bank (FFCB). The balance of the pool was
invested in overnight instruments, such as repurchase agreements and LAIF. Any other
eligible money market instruments
must be rated at least ‘A/F1’ by Fitch | pgrtfolio Composition
or of a comparable credit quality by (As of June 30, 2010)
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terms of asset credit quality, issuer
diversification, investor diversification
and liquidity management. In order to
maintain investor diversification, LAIF limits the maximum size of a single depositor’s
account to $50 million, which equates to approximately 9% based on June 30, 2010
assets under management. Aside from this limit, any amount of eligible bond proceeds
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could be invested in LAIF. As of June 30, 2010, San Luis Obispo County Treasury
Investment Pool had a total of $40 million in LAIF. Fitch generally views investments
in LAIF by other rated entities of less than or equal to 15% as consistent with ‘AAA/V1’
ratings, particularly if such investments serve as the sole or primary source of
overnight liquidity. Higher levels of exposure to LAIF may be viewed as consistent with
‘AAA/V1’ ratings, provided that such additional investment does not serve as the sole
or primary source of the portfolio’s overnight liquidity.

Investment guidelines also require that all bankers’ acceptances and commercial
paper be rated by at least two global credit rating organizations. Moreover, the pool
restricts concentrations in any one issuer to minimize exposure. Repurchase
agreements are entered into only with highly rated counterparties and are fully
collateralized with U.S. government securities.

Weighted Average Rating Factor

Based on the portfolio credit quality and maturity profile as of June 30, 2010, Fitch
calculated the weighted average rating factor to be consistent with an ‘AAA’ fund
credit rating. This analysis includes a reduction of the credit factors for securities
maturing within 13 months, in recognition of the lower default probability of such
securities relative to longer-dated securities.

Rating Distribution and Minimum Ratings

In evaluating LGIPs, Fitch also considers the portfolio’s minimum asset ratings as well
as the extent to which the portfolio may undertake a bar-belled investment strategy.
As of June 30, 2010, the portfolio consisted entirely of long-term assets rated ‘AAA’
and short-term assets rated ‘F1’ (or equivalent) or higher. The minimum ratings and
absence of a bar-belled investment strategy are viewed as consistent with the ‘AAA’
fund credit rating assigned to the portfolio.

Diversification

The pool is highly concentrated in U.S. government and agency securities, which are
not viewed as posing concentration risk given the high credit quality and liquidity of
such holdings. As of June 30, 2010, the portfolio held 51% of its total assets in U.S.
Treasury bills or notes, 17% of its total assets in securities issued by the FHLB, and 16%
of its total assets in securities issued by the FFCB.

Organization

The San Luis Obispo County Treasury Investment Pool is managed by the San Luis
Obispo County Treasurer-Tax Collector on behalf of the county and its constituents.
Frank L. Freitas, a Certified Public Accountant, the San Luis Obispo County treasurer,
tax collector, and public administrator, is responsible for overseeing the pool’s
investments and operations. Freitas is a 1969 graduate of Cal Poly, San Luis Obispo,
where he earned his bachelors degree in business administration with a concentration
in accounting.

The pool has recently increased its focus on improving the department’s systems and
operations, including technologies to enhance efficiency and transparency of the
investment process and the treasurer’s office operations in general. These programs
include a treasury investment program, tax sale systems, and a public access online
“tax look up” and payment system.

4 San Luis Obispo County Treasury Investment Pool October 6, 2010



FitchRatings  Fund & Asset Manager Rating Group
e —

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS
AND DISCLAIMERS BY FOLLOWING THIS LINK: HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. FITCHS CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.

Copyright © 2010 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004.Telephone:
1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited
except by permission. All rights reserved. In issuing and maintaining its ratings, Fitch relies on factual information it
receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable
verification of that information from independent sources, to the extent such sources are available for a given security or in
a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it obtains will
vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which
the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information,
access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as
audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other
reports provided by third parties, the availability of independent and competent third-party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of
Fitch’s ratings should understand that neither an enhanced factual investigation nor any third-party verification can ensure
that all of the information Fitch relies on in connection with a rating will be accurate and complete. Ultimately, the issuer
and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering
documents and other reports. In issuing its ratings Fitch must rely on the work of experts, including independent auditors
with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings are inherently
forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as
facts. As a result, despite any verification of current facts, ratings can be affected by future events or conditions that were
not anticipated at the time a rating was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an
opinion as to the creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating. The rating does not address the risk of loss due to risks other than
credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch
reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for,
the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither
a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents
in connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the sole
discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or
hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other aobligors, and underwriters for rating securities. Such fees generally vary from US$1,000
to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees
are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication,
or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with
any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of
Great Britain, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

San Luis Obispo County Treasury Investment Pool October 6, 2010 5


http://www.fitchratings.com/creditdesk/public/ratings_defintions/index.cfm?rd_file=intro#lmt_usage

