WILLIAMSON COUNTY INVESTMENT COMMITTEE
MEETING AGENDA
July 28, 2011
10:00 a.m.

. Accept/Approve agenda
. Approve minutes of May 4, 2011
. Economic Review

. Review/Approve Investment Reports for April, May, and June 2011
and the Quarter Ending June 30, 2011

. Accept Public Funds Invest Act Training Certifications for Kathy S.
Kohutek and Vivian L. W ood

. Misc.

. Adjourn



WILLIAMSON COUNTY INVESTMENT COMMITTEE
MINUTES
May 4, 2011

The Williamson County Investment Committee met on Wednesday, May 4, 2011 at 2:00 p.m. in
the County Judge’s Conference Room. Committee members present were; Dan A. Gatis,
County Judge, Valerie Covey, Commissioner, Pct. 3, Deborah M. Hunt, County Tax
Assessor/Collector, and Vivian L. Wood, County Treasurer. Nathan Smith, representing First
Southwest Asset Management (FSAM) was also in attendance.

Mr. Gattis called the meeting to order at 2:09 p.m. A motion was made by Ms. Hunt to accept
and approve the agenda as presented, second by Ms. Wood. Motion carried.

Minutes of January 24, 2011, were reviewed. A motion was made by Ms. Hunt to accept the
minutes as presented, second by Mr. Gattis. Motion carried.

The Committee reviewed and discussed the Investment Reports for First Quarter FY 2011 and
monthly Investment Reports for January, February, and March 2011. Ms. Wood responded to
questions about the financial reports followed by a committee discussion. Mr. Gattis asked
about the safety of Williamson County investments with Mr. Smith responding that all County
investments are in products deemed safe by the Public Funds Investment Act. A motion was
made by Ms. Covey to accept the Investment Reports as presented, second by Ms. Hunt.
Motion carried.

A Training Certificate was presented for Deborah Hunt, County Tax Assessor/Collector. A
motion was made by Ms. Covey to approve said certificate and second by Mr. Gattis. Motion
carried.

Mr. Smith provided insight to the Economic Review, suggesting that the Global Economy looks
to be flat lined. The continued talk of the raising of the U.S. Debt Ceiling and the number of
unemployed workers are indicators that there does not appear to be any upswing in the
economy in the near future. He noted that the US Treasury will continue to issue less debt and
the supply of federal investment opportunities will continue to decline. The lack of changes in
the present countrywide economy is an indicator that interest rates will not be rising without
significant changes in the U.S..

Mr. Gattis declared the meeting adjourned at 3:25 p.m.
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Asset Management Economic Summary — 2nd Quarter 2011

“Most analysts believe the labor market is in better condition
than the unexpectedly weak May payroll data indicated. So,
barring some unforeseen event, economic growth is expected to
pick-up slightly sometime in the second half of the year”

Read more inside.

The paper was prepared by First Southwest Asset Management (FSAM) and is intended for educational and informational purposes only and does not
constitute legal or investment advice, nor is it an offer or a solicilation of an offer o buy or sell any investment or other specific product. Information provided
in this paper was obtained from sources that are believed to be reliable; however, it is not guaranteed to be correct, complete, or current, and is not intended to
imply or vstablish standards of care applicable 1o any attorney or advisor in any particular circumstances. The statements within constitute the views of FSAM
as of the date of the report and may differ from the views of other divisions/departments of First Southywest Company. In addition, the views are subject to
change without notice. This paper represents historical information only and is not an indication of fulure performance.

[ 2011 First Sonthwest Company, All rights reserved, TRSUZ11077
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Asset Management Economic Summary — 2nd Quarter 2011

Most experts had believed the U.S. economy was on a self-sustaining path
in the spring of 2011, but the lingering effects of the natural disasters
in Japan, rising oil and gasoline prices, and wide scale flooding in the
Midwest combined to curtail growth and dampen the future outlook. In
late February, economists surveyed by the WS]J had forecasted an average
Q1 GDP of 3.6%. As it turned out, the final Q1 GDP reading (released
in June) was 1.9%, and more than two-thirds resulted from business
inventory build-up. Real final sales were up only 0.6%. Unfortunately,
the first quarter economic “soft patch” has lingered. The manufacturing
sector was hit particularly hard in the second quarter, and labor conditions
deteriorated significantly after three solid months of job creation. As
summer approached, rising unemployment contributed to lower spending
on housing, awtos and retail sales. Weakening sales numbers troubled
equity investors, pushing stock prices lower. The debt crisis in Greece
reemerged on the world stage and the U.S. debt ceiling debate in Congress
intensified. All three major rating agencies threatened to downgrade U.S.
debt obligations if credible progress on the deficit was not made. Despite
these threats, interest rates, already near historical lows on the short end
of the curve, managed to dip even lower on a flight-to-quality away from
the more troubled markets in Europe. By the time the second quarter drew
to a close, optimism had taken a beating, and the likely time frame for the
initial Fed rate hike had been extended yet again.

MAJOR EVENTS

On April 18%, Standard & Poor’s affirmed the AAA rating of the United
States, but lowered the long-term outlook for Treasury securities from
stable to negative, citing “very large budget deficits and rising government
indebtedness,” and pointing out that there was “no clear path to address
the issues” The report noted that “the U.S’s fiscal profile has deteriorated
steadily during the past decade, and worsened further as a result of the
recent financial crisis and ensuing recession” The negative outlook means
S&P believes there’s a one-in-three chance that 11,5, Treasury securities will
be downgraded, The report stated that if an agreement on how to address
medium and long-term budget challenges were not reached, with at least
partial implementation beginning by 2013, the U.S. fiscal profile would
become “meaningfully weaker than its peers” The following day, S&P revised
its outlook on Fannie, Freddie, FHLB and FFCB from stable to negative,
while at the same time affirming the AAA long-term credit rating of each. Six
weeks later, Moody's reported that it too would place the U.S. government’s
rating under review for possible downgrade if no progress were made on
increasing the debt limit. Moody’s went on to say that if Congress did raise
the debt limit, its AAA rating would be maintained, but the outlook would
depend on whether a credible deficit reduction plan was achieved.

According to Bloomberg News, the U.S. has reached its debt ceiling 74
times since 1962, and each time, the limit was increased. Because the U.S.
has always raised the ceiling, no one knows the consequences of not doing
so. Higher interest rates are a likely possibility. Treasury Secretary Geithner
has said that the U.S. will hit its borrowing limit on August 2*. Although
the rating agencies have dramatically raised the stakes, politicians were still
clinging to ideologies and making little progress with just a month to go.

The second round of quantitative easing concluded on June 30, after eight
months and $600 billion in Treasury purchases by the Fed. As the program
concludes, the U.S. Central Bank now holds more Treasury debt than China,
Morgan Stanley estimated that the Fed had purchased roughly 85% of
net Treasury issuance since October 2010, and all but $17 billion of total
Treasuries issued in 2011. Although the Fed is expected to buy an estimated
$15 billion per month simply to maintain the size of its $2.9 trillion portfolio,

bond market investors will now have to absorb approximately $94 billion in
Treasury debt every month.

On June 13", S&P cut the Greek credit rating by three levels to CCC, the
lowest of any rated country, citing a significantly higher probability of
default. With an absence of confident buyers, two-year Greek government
bonds quickly traded at a crippling 30% yield. Equity markets fell around
the world as it became increasingly apparent that the problem would not be
easily contained, as much of the problem debt is held by major European
banks. Bloomberg News reported that the credit default swap market
indicated a 78% probability that Greece would not be able to meet its debt
obligations, The following day, Moody's placed French banks BNP Paribas,
Saciete Generale and Credit Agricole on CreditWatch negative due to their
substantial Greek bond holdings. At quarter end, amid violent street protests
and riots, the Greek government approved desperate austerity measures in
order to secure much needed funding from the European Union and IMF.
The latest rescue eased immediate concerns over Greece, but the European
debt problem is still an overwhelming mess as much of the debt of the
severely troubled nations is held by the less troubled Burozone countries,
The New York Times reported that Greece has a debt-to-GDP ratio of 150%,
and total debt outstanding of $236 billion with $45 billion owed to Germany
and $75 billion to France. Germany also holds $184 billion in Irish debt,
$238 billion in Spanish debt and $47 billion in Portuguese debt.

On June 27% the Department of Energy announced that the U.S. and its
partners in the International Energy Agency would release 60 million
barrels of oil onto the global market over the next 30 days in an attempt
to counterbalance the supply shortfall resulting from unrest in the Middle
East. The announcement quickly pushed crude prices briefly below $90
per barrel, but the WTI price again approached $97 when market activity
resumed after the Independence Day holiday. Crude oil prices will continue
t0 be a determining factor in whether the U.S. economy can recover from
its recent soft patch.
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NEW AND EXISTING HOME SALES

Annualized by Month

Home ownership peaked in 2004 at 69.2%. Since then, its fallen to
66.4%, the same as in 1998. The average home price has returned to 2002
levels for the simple reason that decreased demand for homes equals
lower prices. Since housing demand peaked way back in 2005 and the
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recession technically ended two years ago, the tepid recovery has been
a disappointment. Without government support (which ended more
than a year ago) there simply aren’t enough qualified and ready buyers
to counterbalance the massive supply of homes on the market. PIMCO
portfolio manager Scott Simon went so far as to suggest that the housing
recovery has yet to happen, and actually forecasts continued price declines
of 6% to 8% across the country as well as an acceleration of foreclosures
over the next three years. Although Simon doesn’t believe housing will
have a direct impact on GDP, he does believe that a depressed housing
market has a detrimental effect on consumer confidence and spending as
household net worth further erodes.

May existing home sales fell 3.8% to an annual rate of 4.8 million units,
the slowest sales pace in six months. On a year-over-year basis, existing
home sales are now down 15.3%. Approximately 31% of the May sales
represented distressed properties. This has kept pressure on existing home
prices which were down 4.6% year-over-year to $166,500, near a 9-year
low. There are officially 3.7 million existing homes available for sale, but
Reuter’s recently reported this figure could be as high as 7 or 8 million if
foreclosed properties and those at risk of being repossessed are taken into
account. Some experts believe this number might be even higher. New
home sales fell 2.1% to 319k in May, the first decline in three months and
down more than 75% from historical highs in 2005. 'The median new home
price fell by 3.4% from the same period last year to $222,600. At this point,
there are only 166k new homes available for sale. At their peak in 2005,
new home sales made up about 16% of the total market; today it's less than
4%. The near-term outlook for construction is bleak, as there’s little point
in building new homes when there’s an abundance of deeply discounted
existing homes available.
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EMPLOYMENT
Change in Non-Farm Payrolls

The labor market took a significant step backwards during the quarter.
After three straight months of nonfarm payroll gains averaging 220k,
business payrolls unexpectedly added enly 54k new jobs in May. The
unemployment rate, which had dropped to an encouraging 8.8% in March,
rose from 9.0% to 9.1% in May as 272k persons entered the U.S. labor
force, exceeding the number of new jobs created. The official number of
unemployed persons was little changed at 13.9 million, while the number
employed “part-time for economic reasons” held steady at 8.5 million and
another 2.2 million people were “marginally attached” to the labor force,
meaning they weren't counted among the unemployed since they hadr’t
looked for work in the four-week period preceding the survey. So, the
employment picture is actually much bleaker than the 9.1% rate suggests,
and even the tried-and-true college degree isn’t the failsafe plan it once

was. University of Texas professor Sandy Leeds pointed out that 6.9% of
recent college graduates were unemployed in May, down from 4% four
years ago. Much of the reason has to do with aging baby boomers working
longer than their predecessors. During the past decade, the percentage
of workers 55 years and older has jumped by more than five percentage
points to 37.5%.

CONSUMER SPENDING

The average price for a gallon of unleaded gasoline topped $4 for the first
time in nearly three years, and remained at the elevated level for much of
May. As expected, a drop in consumer spending power resulted and retail
sales fell 0.2% in May. Although this was a bit better than the 0.4% expected
drop, it was still the first outright decline since June 2010. Much of the
drop was attributed to slumping aute sales, which in turn were blamed on
Japanese supply disruptions. Monthly vehicle sales plunged in May from
an annual sales pace of 13,1 million units to 11.4 million, the lowest in 9
months. The abundance of bad economic news took its toll on consumer
confidence, as the Conference Board’s consumer confidence index fell
significantly for a second straight month, down 7% points since April to a
June reading of 58.5. By comparison, the confidence measure had averaged
101 from 2004 through 2007. Consumer confidence has never had a good
correlation with short-term spending patterns. In the past, an unhappy
shopper was just as likely to spend money as a happy shopper, but newly
imposed higher credit standards may have changed this. It doesn’t seem to
matter where interest rates are or how much cash is in the system, those
Americans with acceptable credit simply don’t want to borrow, and those
that do, are unable. This is a problem that hasn't really occurred before.
'The Wall Street Journal pointed out that bank willingness to make loans
is at a 17-year high, yet mortgage demand has fallen to a 13-year low; this
despite the average 30-year mortgage rate falling to 4.46% in late June, the
lowest level of the year and 92 bps below the post-recession high of 5.38%.

Fortunately, there’s some support for a near-term rebound in spending. In
addition to lower gasoline prices in June and repair of the Japanese supply
chain, the consumer’ financial position is showing some improvement.
Bloomberg News reported that the average U.S. credit score rose to 696 in
May, the highest in four years. At the same time, the average debt service
to income ratio fell to its lowest level since 1994 and consumer loan
delinquencies dropped to a 30-year low.
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A relative strengthening in the dollar helped ease commodities price
pressure, with wheat, corn and soybeans down 18.5%, 9.3% and 4%
respectively in June. Cotton dropped 22%. Since closing at a 2% year high
of $113.93 per barrel on April 29", WTI crude ended the quarter below
$95. The drop in oil prices was particularly welcome as rising oil prices
have a tendency to slow economic growth and to seep into the price of
seemingly unrelated consumer products. Century Management CIQ
Arnold Van den Berg estimated that a $10 increase in oil price has a $70
billion dollar negative impact on the economy. Van den Berg also pointed
out that the effect of rising crude prices is felt not only at the pump, but
also in the manufacture of chemicals and plastics, agriculture- through
fertilizers, and clothing- through textile production.

The Consumer Price Index (CPI) for the month of May showed a bit more
inflation than expected. Headline CPI was up 0.3% while core CPI was up
0.2%. The median forecasts were up 0.2% and 0.1% respectively. On a year-
aver-year basis, core CPI was up 1.5%, well above a record low of 0.6% in
October 2010, but still within the Fed’s likely comfort zone. Despite higher
CPI, Fed officials reiterated at the June FOMC meeting that “.. .inflation
will subside to levels at or below those consistent with the Committee’s
dual mandate as the effects of past energy and other commaodity price
increases dissipate” If the Fed is right, and price pressures continue to
abate, they'll have the luxury of keeping the overnight funds rate near zero
for the foreseeable future,

STOCK MARKETS

According to the Bureau of Economic Analysis, first quarter after-tax
corporate profits dipped slightly from the all-time high in the previous
quarter, but still held above the pre-recession peak beth in nominal and
teal terms, suggesting that business profitability has made a complete
recovery. According to the New York Times, corporate profits are now up
47% over the first 21 months of recovery, compared to a post-World War 11

ECONOMIC AND INTEREST RATE OUTLOOK

The housing sector may get worse before it gets better as additional
foreclosed properties add to the massive supply of available homes.
The manufacturing slump should improve as the Japan supply
chain returns to normal and auto production increases. Most
analysts believe the labor market is in better condition than the
unexpectedly weak May payroll data indicated. So, barring some
unforeseen event, economic growth is expected to pick-up slightly
sometime in the second half of the year.

But as the second half begins, all eyes are on the debt ceiling, and
ultimately, the deficit. At the end of the June, Former Fed Governor
Lawrence Lindsey highlighted the dire situation in an op-ed piece
for the Wall Street Journal entitled “The Deficit Is Worse Than We
Think” Lindsey pointed out that the average cost of all Treasury
borrowings is 2.5%, less than half of the 5.7% average of the past
two decades, and that if the U.S, were to return to the “normalized”
interest rate environment, interest expense would increase by an
additional $4.9 trillion over a 10-year period, well beyond the
savings generated through most of the proposed long-term deficit
reduction plans. Lindsey also wrote how overly optimistic the
administration’s economic growth targets were at 4% for 2012, 4.5%
for 2013 and 4.2% for 2014, when academic consensus foresees no

average of 35%. Unfortunately, the optimism that fueled a 6.4% increase in
the DOW in the first quarter, diminished substantially in the second, and
if not for a furious 150-point rally on the final day of the month, the DOW
would have posted a quarterly loss, as did the S&P 500 and NASDAQ.

S&P
Dow 500 NASDAG
3/31/11 12,320 1,326 2,781
6/30/11 12414 1,320 2,774
% Change for Q2-20M +0.8% | -0.4% -0.3%

Fed 3Imo 2 yr Syr  10yr

Funds T-bill

T-note: T-note T-note

Last | 3/31/11 |0.00%) 0.09% | 0.17% | 0.82% | 2.28% [ 3.47%
High 0.07%|0.15% | 0.83% | 2.32% | 3.59%
Low 0.01% | 0.06% ) 0.33% | 1.37% | 2.86%
End | 6/30/11 |0.00%(0.01% ] 0.10% | 0.46% | 1.76% | 3.16%

more than 2.5%. The dollar difference over those three years is
additional debt of $4 trillion.

Although the idea that the U.S. Central Bank will hold the overnight
funds rate steady until mid-to-late 2012 is now widely accepted,
interest rates in Europe are already on the rise. This, despite what
is probably a worse economic and political situation than here in
the US. In early June, European Central Bank President Trichet
said that “strong vigilance” was necessary to quell inflation. This
phrase usually signals a rate increase at the next monthly meeting
which is scheduled for July. The Eurozone overnight rate has stood
at 1.25% since April when the European Central Bank tightened
its overnight rate for the first time in three years. Also concerned
about inflation, China’s Central Bank announced in early July that
it would raise its short-term rate target for the third time in 2011.
Our own Central Bank is hoping inflationary pressures will simply
dissipate, as one of the last things the floundering U.S. economy
needs right now is a rate hike,

Scott McIatyre;, CFA
Senior Portfolio Manager
July 6, 2011
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LONGTERM INVESTMENT BY MONTH & YEAR OF MATURITY
AS OF JULY 22, 2011

DEBT SERVICE CD
JULY 2011

GENERAL FUND CD CENTRAL NATL
TOBACCO CD

GENERAL FUND CD

ROAD & BRIDGE CD

PASS THROUGH TOLL BOND 2009 CD
PASS THROUGH TOLL REIMBURSEMEN"

SEPTEMBER 2011

GENERAL FUND CD
ROAD & BRIDGE CD
TOBACCO CD

OCTOBER 2011

2007 ROAD BONDS
2007 PARK BONDS

DECEMBER 2011

ROAD & BRIDGE CD
CO SERIES 20086
2007 ROAD BONDS
2007 ROAD BONDS

JANUARY 2012

2007 ROAD BONDS CD CENTRAL NATL

MARCH 2012
2007 ROAD BONDS

JULY 2012
GENERAL FUND

NOVEMBER 2012
2007 ROAD BONDS

JANUARY 2013
GENERAL FUND
2007 ROAD BONDS

JUNE 2013

2007 ROAD BONDS
JULY 2013

7,500,000.00

2,000,000.00
1,000,000.00
6,000,000.00
3,000,000.00
5,000,000.00

649,617.04

3,000,000.00
3,000,000.00
2,200,000.00

2,986,500.00
2,986,500.00

2,995,120.00
2,995,120.00
9,960,544.44
4,982,877.78

3,000,000.00

7,030,381.94

4,999,500.00

9,982,191.67

3,000,000.00
5,000,000.00

10,700,000.00

712712011

8/23/2011

10/7/2011

12172011
121712011

7/26/2012

72872011

9/12/2011
9/15/2011
9/26/2011
9/26/2011
9/26/2011
9/30/2011

10/1/2011
10/1/2011
10/30/2011

12/6/2011
12/6/2011

11712012
1172012
1/20/2012
1/27/2012

3/16/2012

712772012

11/23/2012

1/7/2013

6/7/2013
6/7/2013

7/26/2013

0.7480%

0.5000%
0.7000%
0.8500%
0.8500%
0.8500%
0.2100%

0.7000%
0.7000%
0.9500%

0.6000%
0.6000%

0.3200%
0.3200%
0.5300%
0.4600%

0.7500%

0.6250%

0.7500%

0.6800%

0.7500%
0.7500%

0.4000%

7,500,000.00

17,649,617.04

8,200,000.00

5,973,000.00

20,933,662.22

3,000,000.00
7,030,381.94
4,999,500.00

9,982,191.67

8,000,000.00

10,700,000.00

as of 7/19/20112:31 PM

WChstore\Groups\Treasurers\investment\Long_Term_|nvestment_Amount 071511
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