
 

 

COUNTY OF SAN MATEO 
 

INTERDEPARTMENTAL CORRESPONDENCE 
 
 
To: Lee Buffington, Tax Collector-Treasurer 

From: Michael P. Murphy, County Counsel 

Subject: Presentation to Board of Supervisors on November 4, 2008 

Date: October 31, 2008 

 
 
At its October 21, 2008 meeting, the Board of Supervisors requested that you attend its 

November 4th meeting and present information and answer questions regarding the Investment 
Pool and the recent loss suffered by the pool as the result of the Lehman Brothers bankruptcy.  
The Board directed my office to develop questions and submit them to you in advance.  Your 
answers to these questions should provide an overview of the Investment Pool as well as 
information regarding its investment in Lehman Brothers.  Your presentation, at a minimum, 
should respond to the following questions: 
 
 
I. Investment Pool and the Pooled Fund Investment Policy. 
 

A. Background Information on the Investment Pool and Its Participants. 
 
1. Describe the Investment Pool, the three parts of the pool, and the differences 

between each of the three parts of the pool. 
 
2. In addition to the County, how many and what type of local agencies 

participate in the Investment Pool? 
 
3. Do all of these agencies participate in all three parts of the Investment Pool?  

If not, why not. 
 
4. Does the Treasurer maintain any separate accounts for outside local agencies 

in addition to the Investment Pool?  If so, please explain. 
 

B. State Law Authority and Requirements. 
 
1. What is the statutory authority to establish an investment pool? 
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2. What are the primary objectives of investments of the pool as set forth in state 

law? 
 
3. Does state law limit the types of investments that can be made with funds 

maintained in the pool?  If so, describe the types of allowable investments. 
 
4. Does state law allow the pool to invest in equities?  Are there any other 

common types of investments that state law does not allow the pool to invest 
in? 

 
5. Does state law limit the percentage of pool funds that can be invested in each 

type of investment?  If so, what are those limits? 
 
6. Does state law limit the percentage of pool funds that can be invested with one 

issuer?  If so, what are those limits? 
 

C. The Treasury Oversight Committee and the Pooled Fund Investment Policy. 
 
1. Explain the Pooled Fund Investment Policy currently in effect and its 

components. 
 
2. What is the membership of the Treasury Oversight Committee?  What are the 

statutory duties and responsibilities of the Treasury Oversight Committee? 
 
3. Explain the role of the Treasury Oversight Committee with regard to the 

management and oversight of the Investment Pool and monitoring of 
investment decisions. 

 
4. Under what statutory authority is the Investment Policy developed and 

adopted?  Describe the process used, including the roles of the Treasurer, 
Treasury Oversight Committee and Board of Supervisors, in developing the 
Investment Policy. 

 
5. List the investment objectives set forth in the policy.  Are these investment 

objectives consistent with state law? 
 
6. What types of investment instruments are allowed under the policy?  Are 

these consistent with state law?  Are they consistent with the investment 
objectives of the pool?   
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7. Does the policy limit the pool’s purchase of any particular types of 
investments?  If so, are these limits consistent with state law? 

 
8. Does the policy limit investments with a single issuer, and are these limits 

consistent with state law? 
 
9. Does the policy include any provisions for the removal of funds from the pool 

by a participating agency?  If so, please describe the provisions, and the 
reasons for the provisions. 

 
D. Investment Decisions. 
 

1. Describe the current allocation of the pool investments by type of investment 
instrument and by issuer. 

 
2. How does your office insure that investments are made in accordance with the 

investment policy and state law? 
 
3. Is the preservation of principal the primary basis for investment decisions? 
 
4. Does your office take into consideration the cash needs of the pool 

participants? How does the pool participants’ long term and short term need 
for funds affect investment decisions? 

 
5. Describe the process used to make investment decisions and who makes the 

decisions.  What information is considered before an investment decision is 
made?  Is there anyone outside of the Treasurer’s Office with whom your 
office discusses its investment decisions? 

 
E. Monitoring of Investments. 
 

1. Describe the process for monitoring pool investments.  What are the steps?  
Who monitors them?  What is the process for determining whether to sell or 
retain investments? 

 
2. What factors are considered before deciding to sell an investment prior to its 

maturity date?  Do these factors differ from the factors considered for the 
initial purchase of an investment?  If so, why do they differ and how do they 
differ? 
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F. Returns on Pool Investments. 
 
1. For each of the three parts of the Investment Pool, list the average gross 

returns, over the last 10 years, 5 years, 3 years and 1 year. 
 
2. What is the Local Agency Investment Fund?  How do the returns of the 

Investment Pool compare with Local Agency Investment Fund? 
 
 

II. Purchase of Lehman Brothers Instruments Held at the time Bankruptcy. 
 
 A. Detailed Description of the Lehman Brothers Investment Instruments. 
 

1. How many specific Lehman investment instruments were held in the 
Investment Pool at the time that Lehman declared bankruptcy? 

 
2. For each of the Lehman instruments: 

• List the date of purchase. 
• The amount of the investment. 
• The maturity date. 
• Describe the type of investment instrument and which category it fell 

under pursuant to the Investment Policy.   
• Describe how each investment instrument worked, i.e., at what intervals 

interest was earned, and how it was calculated? 
 

B. Decision to make the purchase.  
 
1. What was the process for determining to buy each of these Lehman 

investment instruments? 
 
2. Describe the process used to verify that each purchase would be in 

conformance with the criteria set forth in the Investment Policy. 
 
3. Was the process used to determine to purchase the Lehman instruments the 

same as the process used in determining to purchase other investments?  If 
not, in what way did the process differ? 

 
4. What was your specific role in the decision to purchase the Lehman 

instruments? 
 
5. What factors were considered in deciding to purchase the Lehman 

instruments? 
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6. What analysis was done in regards to the amount of each Lehman investment 

to be purchased? 
 

7. What information was used in making such decisions? 
 

8. What was the role of the rating agencies in your review of the soundness of 
each of the Lehman instruments? 
 

C. Diversification and the Lehman Brothers Purchase. 
 

1. When making investment decisions, is diversification by sector (i.e., financial, 
transportation, energy, manufacturing, etc.) a consideration? 
 

2. Was there a review of the impact of the Lehman investment on the Pool’s 
diversification by sector? 

 
3. Have there been other instances when there has been a similarly significant 

investment with one investment bank? 
 
4. At the time each of the subject Lehman investments was purchased, did the 

total of all similar investments fall within the parameters set forth in the 
investment policy for that type of investment and did it fall within the policy 
parameters at all times thereafter? 

 
5. At the time each of the subject Lehman investments was purchased, did the 

total of all similar investments fall within the per-issuer limits set forth in the 
investment policy and did it fall within per-issuer limits at all times thereafter? 

 
 
III. Monitoring the Lehman Brothers Instruments After Purchase. 
 

1. After each Lehman investment vehicle was purchased, what was the process for 
reviewing the investment to ensure it remained a sound investment and who was 
responsible for conducting that review? 
 

2. Describe what your office did in regards to monitoring the Lehman Brothers 
investment from the date of purchase to the date Lehman Brothers declared 
bankruptcy. 
 

3. Was the process used in reviewing the Lehman investments the same as the process 
used in reviewing other investments? 
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4. What was your role in reviewing the on-going soundness of the Lehman investments? 

 
5. What was the role of the rating agencies in the review of the soundness of each of the 

Lehman investments?  How often were rating agency ratings reviewed?  
 

6. How did the sale of Bear Stearns in March 2008 factor into your office’s evaluation 
of the soundness of the Lehman investments and/or the retention of the investments, 
if at all? 
 

7. At any time before the Lehman bankruptcy was consideration given to selling any of 
the Lehman investment instruments?  If so, describe the circumstances behind that 
consideration, including when such consideration was given, the circumstances that 
led to the consideration, who was involved in that consideration, and why a decision 
was made not to sell. 
 

8. For each of the types of Lehman instruments, describe the effect of selling the 
instruments before their maturity date. 
 

9. Was the Treasury Oversight Committee advised of concerns with the Lehman 
investments at its meeting prior to the bankruptcy?  If so, what were they told? 
 

10. What other public entities are you aware of that had investments in Lehman Brothers 
at the time of the bankruptcy? 

 
 
IV. Calculation of and Accounting for the Lehman Brothers Investment Loss. 
 

1. Describe how gains and losses have been historically distributed among participants 
in the Pool. 
 

2. Is this consistent with the Investment Policy?  
 

3. Describe how the loss was calculated as a result of the Lehman bankruptcy. Who was 
involved in decisions regarding how to calculate such loss, what other alternatives 
were considered, and why a decision was made to write down the loss as a total loss. 
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V. Actions Taken by the Treasurer’s Office Following The Lehman Brothers 
Bankruptcy. 

 
1. Describe the steps that your office has taken in regards to reevaluating the pool’s 

investments in investment banks in light of the Lehman bankruptcy and other market 
and financial events. 

 
2. Describe the steps that your office has taken to address any potential problems in the 

portfolio which might present a risk of additional losses. 
 

3. What factors should be considered in determining whether to establish lower limits on 
the amount of total pool funds that can be invested in a particular investment vehicle 
as well as the amount of pool funds that can be invested with a particular issuer? 
 

4. Describe the efforts that are being undertaken in regards to recovering of pool assets 
from the bankruptcy, through the federal rescue legislation or other avenues? 

 
 
VI. Treasurer’s Office’s On-Going Reporting and Providing Of Information to Pool 

Participants. 
 

1. Describe the nature and frequency of your office’s reports to the pool participants 
relating to the investment policy and the returns from the investments. 
 

2. Can more or different types of information be made available in such reports? 
 

3. Can the reports be made available online? 
 
 
 
cc: Honorable Board of Supervisors 
 John Maltbie, County Manager 
 David Boesch, Assistant County Manager 
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