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Fixed-income portfolios generated strong total returns in the third 
quarter, as interest rates across the yield curve declined to new record 
lows. All but the shortest duration benchmarks significantly 
outperformed money market instruments, which continued to offer 
near-zero yields. Longer duration benchmarks generally performed the 
best due to larger interest rate declines for longer maturities. 

For the quarter our approach to duration was cautious, conservatively 
positioning portfolio durations short of benchmark durations to guard 
against the negative effect rising interest rates would have on portfolio 
market values.  

Although the short bias of this strategy sacrificed some return in the 
quarter, value-added management techniques including strategic yield 
curve placement and active sector management, worked to produce 
returns roughly even with benchmarks. 

The Federal Reserve has acknowledged a slowing recovery in recent 
statements, pledging to “provide additional accommodation if needed 
to support economic recovery and to return inflation, over time, to 
levels consistent with its mandate.” This “additional accommodation” 
would almost certainly come in the form of further quantitative easing 
– a process by which the central bank purchases large amounts of 
government securities in the open market over a period of months in 
an effort to push interest rates down and support economic expansion. 

With a slower pace of economic growth and the Fed’s renewed focus 
on easing, it is likely that rates will remain at recent levels for months, 
opening a window for us to extend durations closer to those of 
benchmarks.  

Thus our strategy for the fourth quarter is built around somewhat 
longer durations to take advantage of the steep yield curve.  Despite 
the sharp decline in long term rates during the third quarter, by historic 
standards, the spread between 2-year and 10-year Treasuries remains 
wide. With the prospect of low growth and low inflation over the next 
several quarters, extensions to the range of 90% to 95% of benchmark 
durations are designed to earn somewhat higher income and benefit 

from (somewhat diminished) yield curve roll-down, as the Fed signals 
readiness to push down rates across the yield curve. 

Interest Rates and Returns 

Interest rates continued to decline steadily throughout the third quarter, 
as shown in the chart below, in response to weaker-than-expected 
economic data. On July 1, a 2-year U.S. Treasury note offered a yield 
of 0.63%, but by September 30 it was yielding only 0.42% – an all-
time low. 

2-Year U.S. Treasury Note Yield 
October 1, 2009 through September 30, 2010

 

While short-term rates declined considerably in the quarter, the decline 
in rates was most dramatic in longer-term securities, where 
diminishing inflation expectations and the prospect of Fed intervention 
had a stronger effect. 5- and 10-year Treasury yields fell 40 to 50 basis 
points between June and September. 

The table on the next page shows quarter-end yields for various U.S. 
Treasury securities, changes in the quarter, and changes for the past 12 
months.  
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Summary of U.S. Treasury Security Yields 
 

Date 3M 6M 1Y 2Y 3Y 5Y 10Y 

September 30, 2010 0.15% 0.19% 0.25% 0.42% 0.63% 1.26% 2.51% 

June 30, 2010 0.17% 0.22% 0.31% 0.60% 0.97% 1.77% 2.93% 

Change over Quarter -0.02% -0.03% -0.06% -0.18% -0.34% -0.51% -0.42% 

September 30, 2009 0.11% 0.17% 0.38% 0.95% 1.42% 2.31% 3.31% 

Change over Year 0.04% 0.02% -0.13% -0.53% -0.79% -1.05% -0.80% 
 

With the decline in interest rates, the market values of fixed-income 
portfolios increased considerably, both quarter-over-quarter and year-
over-year. As the chart below illustrates, portfolios with longer durations 
outperformed those with shorter durations. 

The 1- to 3-year U.S. Treasury benchmark returned 0.62% (2.50% 
annualized), while the 3- to 5-year U.S. Treasury benchmark returned 
2.46% (10.21% annualized). The duration of the 3- to 5-year U.S. 
Treasury benchmark was 3.85 years, versus 1.89 years for the 1- to 3-
year U.S. Treasury benchmark. 

Total Returns of Merrill Lynch U.S. Treasury Indices 
Quarterly and 12-Month Total Return as of September 30, 2010 

 
 

The yield curve flattened sharply, reducing the benefit of roll-down.  
Short-term rates remain near zero, intermediate rates have fallen to 
record lows, and longer rates have fallen 100 to 150 basis points from 
their April highs. During the quarter, the difference between 2- and 10-
year U.S. Treasury yields was as high as 2.45%, but by quarter end, 
the difference had fallen to 2.09%. 

The spread between U.S. Treasury and Federal Agency rates 
fluctuated within a narrow range during the quarter, though it 
remained tight by historic standards, reflecting a perception of reduced 
risk and increased liquidity for agency debt.  For example, the spread 
on 2-year maturities ranged between 16 and 23 basis points, and the 
spread on 5-year maturities ranged between 20 and 28 basis points, all 
well below historical averages. 

Duration Adjusted Returns of Merrill Lynch 1-3 Year Indices 
Quarterly and 12-Month Total Return as of September 30, 2010 

 
 
 
 
 

Spreads between Treasuries and corporate securities narrowed in 
response to improving corporate balance sheets and greater investor 
appetite for risk, contributing to the strong performance of the 
corporate sector. As the chart above illustrates, on a duration-adjusted 
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basis, Treasury and Agency benchmarks performed roughly in line 
with one another, while corporate benchmarks significantly 
outperformed. 

As corporate spreads continued to narrow in the quarter, we generally 
increased corporate holdings, selectively purchasing the securities of 
highly-rated issuers on our approved list. In many portfolios we 
incorporated commercial paper, which offered some additional value 
over short-dated Treasury bills, Agency discount notes, and money 
market instruments. 

Economic Outlook 

Economic data was generally weak in the third quarter, pointing 
toward a slowing recovery and uncertain prospects for future growth. 
The final measurement of second quarter GDP was an anemic 1.7% 
and economist estimates call for third quarter growth of under 2.0%.  

Economic conditions remain subject to considerable uncertainty, with 
the most likely scenario being modest growth and little-to-no inflation 
for the foreseeable future. The current pace of expansion is insufficient 
to make a real dent in unemployment, with nearly 8 million jobs lost 
since 2008. Unemployment remains persistently high, near 10%, with 
most businesses still hesitant to add new employees. 

The housing sector remains weak, with housing starts, building 
permits, and sales relatively unchanged in recent months, and housing 
prices showing no signs of recovery. The pace of manufacturing 
activity has accelerated, but is hardly booming, as evidenced by only 
small upticks in factory orders, stable manufacturing employment, and 
continued low rates of capacity utilization. Retail sales, though 
positive year-over-year, are not strong enough to provide significant 
fuel to recovery. 

Global economies, particularly in Asia and emerging markets, are out-
pacing the U.S. The dollar weakened significantly in the quarter (from 
$1.19 to $1.35 versus the Euro at quarter-end), as fears of a European 
meltdown diminished and growth picked up in Western Europe. Oil 

and commodity prices have risen based on the prospect for stronger 
global demand. These developments should ultimately aid U.S. export 
sectors and large, global businesses based in the U.S., but do little to 
aid small, domestic firms. 

The Federal Reserve has become increasingly focused on inflation—
or, more properly, the lack thereof.  As the following chart shows, 
though underlying price data show modest inflation, the majority of 
Fed governors have signaled support for a new round of quantitative 
easing that would involve the central bank purchasing $1 trillion of 
government securities in an effort to push long-term interest rates even 
lower, ultimately encouraging modest price increases that would help 
debtors and, perhaps, stimulate spending. 

Core and Non-Core Consumer Price Index 
August 2005 through August 2010 

 

Investment Strategy 

Given the increased likelihood that low interest rates will persist over 
the next several quarters, we plan to manage portfolios slightly closer 
to those of their respective benchmarks. This cautious duration 
extension should offer an opportunity to add value, while providing 
enough flexibility to respond to changing interest rate scenarios. We 
remain concerned that when interest rates rise from their record lows, 
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as they surely will, longer duration investments will experience market 
value declines that will lead to strongly negative returns for an 
extended period. We believe the best defense is to keep portfolios 
somewhat shorter; even though such a strategy may give up some 
return in the short run, it will mitigate the effects of a rise in rates. 
With rates at record lows, even a slight increase has the potential to 
more than offset interest income, resulting in a negative total return. 

We also plan to maintain or increase holdings of assets other than 
Treasuries because, although credit spreads are generally narrow, 
strong government and central bank action to promote economic 
growth and keep interest rates low should aid these types of 
investments. 
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Executive Summary

PORTFOLIO STRATEGY

 The School District’s Investment Portfolio is of high credit quality and maintains adequate liquidity. The portfolio is invested entirely in Federal Agency, U.S. 
Treasury, Commercial Paper Corporate Notes and FDIC guaranteed corporate securities. The securities are allocated among high quality issuers rated AAA, 
AA and A-1+. 

 By the end of the third quarter, the markets’ fears over the European sovereign debt crisis were still not fully alleviated. Market participants, as well as 
members of the Federal Open Market Committee, have painted a dreary picture of slow economic growth for the foreseeable future. Second quarter growth in 
the U.S. was 1.7%, down from an initial reading of 2.4%. This figure was disappointing, both in terms of its overall low level and compared to growth of 3.7% 
and 5.0% in the previous two quarters. 

 Minutes from recent Federal Open Market Committee meetings show that the fed may maintain the fed funds target rate at 0% to 0.25% for the foreseeable 
future. The majority of fed governors have signaled new quantitative easing strategies, with the potential for purchasing $1 trillion of longer-term government 
debt. The fed would need to create cash in order to purchase these securities. The securities would most likely be purchased from banks, thus increasing 
banks’ excess reserves. In doing so, the hope is that these increases in bank reserves will allow the banks to increase their lending, and ultimately stimulate 
economic growth.  

 We have already seen the effects of the feds proposed quantitative easing, as intermediate-term rates have recently fallen to new lows. If the fed moves 
forward with and is successful in implementing quantitative easing, intermediate-term interest rates may fall even more. The high level of uncertainty 
regarding future economic growth may cause continued volatility in market rates.  

 Over the quarter, yields on most high quality intermediate-term securities fell, which pushed prices (and total returns) higher. Portfolios with longer durations 
generally outperformed those with shorter durations, all else equal. Overall, yields ended the quarter lower due to economic releases showing disappointing 
growth, lackluster housing and job markets, and low inflation. 

 We continued to emphasize safety and liquidity in our management of the portfolio.  During this period of historically low interest rates, we relied heavily on 
active management to safely enhance the portfolio’s long-term performance.  Through active management the School District received over $300,000 in gains 
from sells. 

 At the beginning of the quarter, we targeted a duration of 87% of the benchmark duration in order to benefit from the yield and roll down offered by the steep 
yield curve.  We were slightly short of the benchmark to provide some market value protection if rates rose quickly. Over the quarter, as rates decreased, we 
allowed the duration of the portfolio to drift shorter to 81% of the benchmark duration in anticipation of rising rates.  Despite being shorter than the benchmark, 
the portfolio’s return of 0.67%, outperformed the benchmark’s return of 0.62% by 5 basis points (0.05%).  We will continue to position the portfolio short of the 
benchmark in this period of historic low interest rates to limit interest rate risk and the market value erosion that will occur if rates rise. 

 PFM will continue to follow the prudent investment strategies that have safely provided the School District with favorable long-term performance during this 
period of historic low interest rates. 

 In the current market, we are focusing on the duration structure of the portfolio rather than the maturity structure. We are targeting durations at 95% of 
portfolio benchmarks. Our portfolio strategy involves a barbell structure, where funds are split between short-term commercial paper securities and 
intermediate-term securities in the 18-36 month range.  

 We would look to invest a portion of intermediate-term securities in 3 year federal agency securities while maintaining the portfolio’s duration structure within 
the target range. We would balance these purchases with select high quality corporate notes at 18-24 month maturities, per the portfolios’ existing investment 
policy statement.  
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Investment Portfolio Performance
Total Portfolio Value1,2 September 30, 2010 June 30, 2010

Market Value $83,526,602.00 $84,927,843.37
Amortized Cost $82,630,291.96 $84,010,562.88

Quarterly Return Calendar Year Last Last Since Inception
Total Return1,2,3,4,5,6,7,8 September 30, 2010 to Date 12 Months 24 Months on 12/31/98
Investment Portfolio 0.67% 2.61% 2.79% 4.18% 4.53%
Merrill Lynch 1-3 Year U.S. Treasury Note Index 0.62% 2.50% 2.53% 3.00% 4.28%

Effective Duration (Years)4 September 30, 2010 June 30, 2010 Yields September 30, 2010 June 30, 2010
Investment Portfolio 1.46 1.58 Yield at Market 0.73% 0.87%
ML 1-3 Year U.S. Treasury Note Index 1.81 1.82 Yield at Cost 1.30% 1.40%
Portfolio Duration % of Benchmark Duration 81% 87%

1.25%

Quarter Total Return Comparison 
Quarter Ended 09/30/10 

5.00%

Since Inception Total Return Comparison 
Period Ended 09/30/10 

Notes:

1.  In order to comply with GASB accrual accounting reporting requirements;  forward settling  trades are included in the monthly balances.

2.   End of quarter trade-date market values of portfolio holdings, including accrued interest.

3.  Performance on trade date basis, gross (i.e., before fees), is in accordance with The CFA Institute’s Global Investment Performance Standards (GIPS).

4. Merrill Lynch Indices provided by Bloomberg Financial Markets.

5.  Quarterly returns are presented on both an unannualized and annualized basis.  The annualized return assumes the quarterly return is compounded at the same rate

      for four quarters and is presented for reference only.  The actual annual return will be the result of chaining the most recent four quarterly returns.

6. Excludes money market fund/cash in performance and duration computations.

7.  Returns presented for 12 months or longer are presented on an annual basis.

8.  Past performance is not indicative of future results.
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Investment Portfolio Composition and Credit Quality Characteristics

Security Type1 September 30, 2010 % of Portfolio June 30, 2010 % of Portfolio

U.S. Treasuries $17,281,808.47 20.7% $22,841,393.57 26.9%

Federal Agencies 52,176,050.98 62.5% 50,479,431.07 59.4%

Commercial Paper 4,517,354.90 5.4% 0.00 0.0%

Certificates of Deposit 0.00 0.0% 0.00 0.0%

Bankers Acceptances 0.00 0.0% 0.00 0.0%

Repurchase Agreements 0.00 0.0% 0.00 0.0%

Municipal Obligations 0.00 0.0% 0.00 0.0%

Corporate Notes/Bonds 4,417,769.29 5.3% 4,422,924.66 5.2%

Corporate Notes/Bonds - FDIC Insured 5,133,618.36 6.1% 7,184,094.07 8.5%

Mortgage Backed 0.00 0.0% 0.00 0.0%

Money Market Fund/Cash 0.00 0.0% 0.00 0.0%

Totals $83,526,602.00 100.0% $84,927,843.37 100.0%

Notes:

1. End of quarter trade-date market values of portfolio holdings, including accrued interest.

2. Credit rating of securities held in portfolio, exclusive of money market fund/LGIP.

3. A rating of "TSY" indicates the security is an obligation of, or explicitly guaranteed by the U. S. Government.
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Obligations
63%

Commercial 
Paper

5%

Corporate 
Notes/Bonds

5%

Corporate 
Notes/Bonds -
FDIC Insured

6%

Portfolio Composition 
as of 09/30/10 
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Investment Portfolio Maturity Distribution

Maturity Distribution1 September 30, 2010 June 30, 2010

Overnight  (Money Market Fund) $0.00 $0.00

Under 6 Months 4,592,943.30 75,543.46

6 - 12 Months 3,919,091.43 0.00

1 - 2 Years 27,967,541.35 46,079,609.15

2 - 3 Years 37,915,280.31 38,772,690.76

3 - 4 Years 9,131,745.61 0.00

4 - 5 Years 0.00 0.00

5 Years and Over 0.00 0.00

Totals $83,526,602.00 $84,927,843.37

Notes:

1. Callable securities in portfolio are included in the maturity distribution analysis to their stated maturity date, although they may be called prior to maturity.
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Investment Portfolio Maturity Distribution versus the Benchmark1
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Trade Analysis for July 26, 2010

Transaction Date: July 26, 2010

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold US TREASURY NOTES 3/31/2012 $3,960,000.00 $100.6875 0.588% $12,363.02
Purchased FHLMC NOTES (CALLABLE) 7/26/2013 $4,000,000.00 $100.0000 1.400% 0.812% 54,842.48
Total Estimated Benefit from Transaction to Original Maturity $54,842.48

Total Estimated Benefit from Transactions $54,842.48

Transaction Commentary:
In accordance with Section III. Investment Objectives, of the District's Investment Policy, from time to time, securities may be traded for other similar securities to improve yield, 
maturity, or credit risk. For these transactions, a loss may be incurred for accounting purposes, provided any of the following occurs with respect to the replacement security: 1) The 
yield has been increased, 2) the maturity has been reduced, or lengthened, 3)or the quality of the investment has been improved.

Notes:

The transactions presented were executed in accordance with Section III Investment Objectives of the District's Investment Policy to   1) the yield of the portfolio has been increased 
as part of PFM's overall active management strategy for the District's investment portfolio, which should also increase the portfolio's total return.  The performance of this portfolio 
should be evaluated based on the total return versus the District's 1-3 Year U.S. Treasury Index benchmark.  PFM calculates the total return of the District's investment portfolio in a 
manner consistent with the CFA Institute's Global Investment Performance Standards.

1.  The total estimated benefit from the transaction is based on the net of the benefit in yield and the gain or loss on the transaction.  The benefit is calculated on a 30/360 day basis until the earlier of: 1) original maturity of the sold security, or 2) new maturity 
of the purchased security.  Total purchase may not equal to proceeds from sold securities as a result of additional income included in purchase or from a portion of maturity not reinvested.  Calculations based on lesser of amount sold or reinvested.
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Trade Analysis for July 28, 2010

Transaction Date: July 28, 2010

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold FHLB GLOBAL BONDS 6/20/2012 $1,000,000.00 $102.2260 0.690% $29,100.45
Purchased FHLMC NOTES (CALLABLE) 10/28/2013 $1,000,000.00 $100.0100 1.497% 0.807% 15,534.75
Total Estimated Benefit from Transaction to Original Maturity $15,534.75

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold FHLMC GLOBAL NOTES 6/15/2012 $2,470,000.00 $101.9860 0.685% 54,021.52             
Purchased FHLMC NOTES (CALLABLE) 10/28/2013 $2,540,000.00 $100.0100 1.497% 0.812% 38,330.01
Total Estimated Benefit from Transaction to Original Maturity $38,330.01

Total Estimated Benefit from Transactions $53,864.76

Transaction Commentary:
In accordance with Section III. Investment Objectives, of the District's Investment Policy, from time to time, securities may be traded for other similar securities to improve yield, maturity, or credit risk. 
For these transactions, a loss may be incurred for accounting purposes, provided any of the following occurs with respect to the replacement security: 1) The yield has been increased, 2) the maturity 
has been reduced, or lengthened, 3)or the quality of the investment has been improved.

Notes:

has been reduced, or lengthened, 3)or the quality of the investment has been improved.

The transactions presented were executed in accordance with Section III Investment Objectives of the District's Investment Policy to  2) the duration of the portfolio has been extended as part of 
PFM's overall active management strategy for the District's investment portfolio, which should also increase the portfolio's total return.  The performance of this portfolio should be evaluated based 
on the total return versus the District's 1-3 Year U.S. Treasury Index benchmark.  PFM calculates the total return of the District's investment portfolio in a manner consistent with the CFA Institute's 
Global Investment Performance Standards.

1.  The total estimated benefit from the transaction is based on the net of the benefit in yield and the gain or loss on the transaction.  The benefit is calculated on a 30/360 day basis until the earlier of: 1) original maturity of the sold security, or 2) new maturity of the purchased 
security.  Total purchase may not equal to proceeds from sold securities as a result of additional income included in purchase or from a portion of maturity not reinvested.  Calculations based on lesser of amount sold or reinvested.
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Trade Analysis for August 4, 2010

Transaction Date: August 4, 2010

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold FNMA GLOBAL NOTES 6/22/2012 $2,500,000.00 $101.0480 0.689% $28,660.40
Purchased FANNIE MAE GLOBAL NOTES (CALLABLE) 2/4/2014 $2,500,000.00 $100.0000 1.500% 0.811% 38,752.56
Total Estimated Benefit from Transaction to Original Maturity $38,752.56

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold FNMA GLOBAL NOTES 7/30/2012 $1,000,000.00 $100.7940 0.722% 8,174.83               
Purchased FANNIE MAE GLOBAL NOTES (CALLABLE) 2/4/2014 $1,040,000.00 $100.0000 1.500% 0.778% 15,685.63
Total Estimated Benefit from Transaction to Original Maturity $15,685.63

Total Estimated Benefit from Transactions $54,438.19

Transaction Commentary:
In accordance with Section III. Investment Objectives, of the District's Investment Policy, from time to time, securities may be traded for other similar securities to improve yield, maturity, or credit risk. 
For these transactions, a loss may be incurred for accounting purposes, provided any of the following occurs with respect to the replacement security: 1) The yield has been increased, 2) the maturity 
has been reduced, or lengthened, 3)or the quality of the investment has been improved.

Notes:

The transactions presented were executed in accordance with Section III Investment Objectives of the District's Investment Policy to  2) the duration of the portfolio has been extended as part of 
PFM's overall active management strategy for the District's investment portfolio, which should also increase the portfolio's total return.  The performance of this portfolio should be evaluated based on 
the total return versus the District's 1-3 Year U.S. Treasury Index benchmark.  PFM calculates the total return of the District's investment portfolio in a manner consistent with the CFA Institute's Global 
Investment Performance Standards.

1.  The total estimated benefit from the transaction is based on the net of the benefit in yield and the gain or loss on the transaction.  The benefit is calculated on a 30/360 day basis until the earlier of: 1) original maturity of the sold security, or 2) new maturity of the purchased 
security.  Total purchase may not equal to proceeds from sold securities as a result of additional income included in purchase or from a portion of maturity not reinvested.  Calculations based on lesser of amount sold or reinvested.
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Palm Beach County School District Investment Report - Quarter Ended September 30, 2010

Trade Analysis for September 7, 2010

Transaction Date: September 7, 2010

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold JPMORGAN CHASE & CO (FDIC) GLOBAL NOTE 12/1/2011 $2,000,000.00 $103.2680 0.464% $59,081.58
Purchased FHLMC NOTES 10/28/2013 $2,010,000.00 $99.5520 1.020% 0.556% 13,902.50
Total Estimated Benefit from Transaction to Original Maturity $13,902.50

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold US TREASURY NOTES 7/31/2011 $2,000,000.00 $100.6602 0.262% $4,148.15
Purchased US TREASURY NOTES 8/15/2013 $2,010,000.00 $99.9883 0.754% 0.492% 8,930.73
Total Estimated Benefit from Transaction to Original Maturity $8,930.73

Total Estimated Benefit from Transactions $22,833.23

Transaction Commentary:
In accordance with Section III. Investment Objectives, of the District's Investment Policy, from time to time, securities may be traded for other similar securities to improve yield, maturity, or credit risk. For 
these transactions, a loss may be incurred for accounting purposes, provided any of the following occurs with respect to the replacement security: 1) The yield has been increased, 2) the maturity has been 
reduced, or lengthened, 3)or the quality of the investment has been improved.

Notes:

The transactions presented were executed in accordance with Section III Investment Objectives of the District's Investment Policy to  2) the duration of the portfolio has been extended as part of PFM's 
overall active management strategy for the District's investment portfolio, which should also increase the portfolio's total return.  The performance of this portfolio should be evaluated based on the total 
return versus the District's 1-3 Year U.S. Treasury Index benchmark.  PFM calculates the total return of the District's investment portfolio in a manner consistent with the CFA Institute's Global Investment 
Performance Standards.

1.  The total estimated benefit from the transaction is based on the net of the benefit in yield and the gain or loss on the transaction.  The benefit is calculated on a 30/360 day basis until the earlier of: 1) original maturity of the sold security, or 2) new maturity of the purchased security.  Total 
purchase may not equal to proceeds from sold securities as a result of additional income included in purchase or from a portion of maturity not reinvested.  Calculations based on lesser of amount sold or reinvested.
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Palm Beach County School District Investment Report - Quarter Ended September 30, 2010

Trade Analysis for September 9, 2010

Transaction Date: September 9, 2010

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold FHLB GLOBAL BONDS 8/22/2012 $1,090,000.00 $102.1350 0.648% $24,238.20
Purchased FHLMC GLOBAL REFERENCE NOTES 7/15/2012 $1,023,000.00 $108.1420 0.688% 0.040% 815.46
Total Estimated Benefit from Transaction to Original Maturity $815.46

Total Estimated Benefit from Transactions $815.46

Transaction Commentary:
In accordance with Section III. Investment Objectives, of the District's Investment Policy, from time to time, securities may be traded for other similar securities to improve yield, maturity, or credit 
risk. For these transactions, a loss may be incurred for accounting purposes, provided any of the following occurs with respect to the replacement security: 1) The yield has been increased, 2) 
the maturity has been reduced, or lengthened, 3)or the quality of the investment has been improved.

The transactions presented were executed in accordance with Section III Investment Objectives of the District's Investment Policy to  2) the duration of the portfolio was slightly reduced as part 
of PFM's overall active management strategy for the District's investment portfolio, which should also increase the portfolio's total return.  The performance of this portfolio should be evaluated 

Notes:

of PFM s overall active management strategy for the District s investment portfolio, which should also increase the portfolio s total return.  The performance of this portfolio should be evaluated 
based on the total return versus the District's 1-3 Year U.S. Treasury Index benchmark.  PFM calculates the total return of the District's investment portfolio in a manner consistent with the CFA 
Institute's Global Investment Performance Standards.

1.  The total estimated benefit from the transaction is based on the net of the benefit in yield and the gain or loss on the transaction.  The benefit is calculated on a 30/360 day basis until the earlier of: 1) original maturity of the sold security, or 2) new maturity of the purchased 
security.  Total purchase may not equal to proceeds from sold securities as a result of additional income included in purchase or from a portion of maturity not reinvested.  Calculations based on lesser of amount sold or reinvested.
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Palm Beach County School District Investment Report - Quarter Ended September 30, 2010

Trade Analysis for September 16, 2010

Transaction Date: September 16, 2010

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold GENERAL ELEC CAP CORP GLOBAL NOTES 8/13/2012 $2,000,000.00 $103.9090 1.416% $79,021.02
Purchased GENERAL ELECTRIC CAPITAL CORP NOTES 9/16/2013 $2,080,000.00 $99.8490 1.927% 0.511% 19,783.18
Total Estimated Benefit from Transaction to Original Maturity $19,783.18

Total Estimated Benefit from Transactions $19,783.18

Transaction Commentary:
In accordance with Section III. Investment Objectives, of the District's Investment Policy, from time to time, securities may be traded for other similar securities to improve yield, maturity, or credit risk. For 
these transactions, a loss may be incurred for accounting purposes, provided any of the following occurs with respect to the replacement security: 1) The yield has been increased, 2) the maturity has been 
reduced, or lengthened, 3)or the quality of the investment has been improved.

The transactions presented were executed in accordance with Section III Investment Objectives of the District's Investment Policy to  2) the duration of the portfolio was increased as part of PFM's overall 
active management strategy for the District's investment portfolio, which should also increase the portfolio's total return.  The performance of this portfolio should be evaluated based on the total return 
versus the District's 1-3 Year U.S. Treasury Index benchmark.  PFM calculates the total return of the District's investment portfolio in a manner consistent with the CFA Institute's Global Investment 

Notes:

y p
Performance Standards.

1.  The total estimated benefit from the transaction is based on the net of the benefit in yield and the gain or loss on the transaction.  The benefit is calculated on a 30/360 day basis until the earlier of: 1) original maturity of the sold security, or 2) new maturity of the purchased security.  Total 
purchase may not equal to proceeds from sold securities as a result of additional income included in purchase or from a portion of maturity not reinvested.  Calculations based on lesser of amount sold or reinvested.
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Palm Beach County School District Investment Report - Quarter Ended September 30, 2010

Trade Analysis for September 29, 2010

Transaction Date: September 29, 2010

Transaction Security Maturity Date Par Value Price Yield at Market Benefit Gain/Loss Additional Earnings
Sold FHLMC MTN (FLOATING) 9/26/2011 $5,160,000.00 $99.9900 0.242% 2,873.04               
Purchased FFCB NOTES (FLOAT) 5/23/2012 $5,160,000.00 $99.9410 0.355% 0.112% 5,826.87
Total Estimated Benefit from Transaction to Original Maturity $5,826.87

Total Estimated Benefit from Transactions $5,826.87

Transaction Commentary:
In accordance with Section III. Investment Objectives, of the District's Investment Policy, from time to time, securities may be traded for other similar securities to improve yield, 
maturity, or credit risk. For these transactions, a loss may be incurred for accounting purposes, provided any of the following occurs with respect to the replacement security: 1) The 
yield has been increased, 2) the maturity has been reduced, or lengthened, 3)or the quality of the investment has been improved.

Notes:

The transactions presented were executed in accordance with Section III Investment Objectives of the District's Investment Policy to  2) the duration of the portfolio was increased 
as part of PFM's overall active management strategy for the District's investment portfolio, which should also increase the portfolio's total return.  The performance of this portfolio 
should be evaluated based on the total return versus the District's 1-3 Year U.S. Treasury Index benchmark.  PFM calculates the total return of the District's investment portfolio in a 
manner consistent with the CFA Institute's Global Investment Performance Standards.

1.  The total estimated benefit from the transaction is based on the net of the benefit in yield and the gain or loss on the transaction.  The benefit is calculated on a 30/360 day basis until the earlier of: 1) original maturity of the sold security, or 2) new maturity 
of the purchased security.  Total purchase may not equal to proceeds from sold securities as a result of additional income included in purchase or from a portion of maturity not reinvested.  Calculations based on lesser of amount sold or reinvested.
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Palm Beach County School District Asset Allocation as of  September 30, 2010*

Security Type3 September 30, 2010 Notes Permitted by Policy

Florida SBA 0.004% 2 100%

United States Treasury Securities 6.48% 100%

United States Government Agency Securities 0.00% 50%

Federal Instrumentalities 19.66% 1 80%

Certificates of Deposit 0.00% 25%

Repurchase Agreements 0.00% 50%

Commercial Paper 1.72% 35%

Corporate Notes 3.56% 15%

Mortgage-Backed Securities 0.00% 1 25%

Bankers' Acceptances 0.00% 35%

State and/or Local Government Debt 0.00% 20%

Fixed Income Money Market Mutual Funds 0.04% 2 50%

Bank Cash 68.55% 2 100%

Individual Issuer Breakdown September 30, 2010 Notes Permitted by Policy Individual Issuer Breakdown September 30, 2010 Notes Permitted by Policy

Government National Mortgage Association (GNMA) 0.00% 25% CD - Bank A 0.00% 15%

US Export-Import Bank (Ex-Im) 0.00% 25% CD - Bank B 0.00% 15%

Farmers Home Administration (FMHA) 0.00% 25% Fully collateralized Repo - A 0.00% 25%

Florida SBA
0.004%

United States 
Treasury Securities

6.48%

Federal 
Instrumentalities

19.66%Commercial Paper
1.72%

Corporate Notes
3.56%

Fixed Income 
Money Market 
Mutual Funds

0.04%

Bank Cash
68.55%

Asset Allocation
as of  September 30, 2010

Federal Financing Bank 0.00% 25% Fully collateralized Repo - B 0.00% 25%

Federal Housing Administration (FHA) 0.00% 25% Credit Agricole CP 1.72% 10%

General Services Administration 0.00% 25% CP B 0.00% 10%

New Communities Act Debentures 0.00% 25% CP C 0.00% 10%

US Public Housing Notes & Bonds 0.00% 25% CP D 0.00% 10%

US Dept. of Housing and Urban Development 0.00% 25% CP E 0.00% 10%

Federal Farm Credit Bank (FFCB) 1.96% 50% General Electric Corporate Note 1.64% 5%

Federal Home Loan Bank (FHLB) 4.12% 50% Morgan Stanley Corporate Note - FDIC Insured 1.16% 5%

Federal National Mortgage Association (FNMA) 7.03% 50% Citigroup Corporate Notes - FDIC insured 0.76% 5%

Federal Home Loan Mortgage Corporation (FHLMC) 6.55% 50% Corporate Notes F 0.00% 5%

Student Loan Marketing Association (SLMA) 0.00% 50% Corporate Notes E 0.00% 5%

BA Bank A 0.00% 10%

BA Bank B 0.00% 10%

Palm Beach County School Board Muni Bonds 0.00% 20%

Columbia Money Market Fund 0.00% 2 25%

Dreyfus Money Market Fund 0.00% 2 25%

Dreyfus Sales Tax Money Market Fund 0.00% 2 25%

JP Morgan Money Market Fund 0.04% 2 25%
Notes:

1. The combined total of Federal Instrumentalities and Mortgage Backed Securities can not be more than 80%.  The combined total as of September 30, 2010 is 19.66%.
2. Managed by the School District.
3. End of month trade-date amortized cost of portfolio holdings, including accrued interest. 
* No Bond Proceeds.
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