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COMMITTEE ON FINANCE

Annual Investment Report

Presentation By

Colleen Nickles
Assistant Vice Chancellor
Financial Services

Summary

This item presents the annual investment report for fiscal year 2007-08 for funds managed under the California State University (CSU) Investment policy.  

The CSU Systemwide Investment Fund-Trust (SWIFT) was established in 2007 for the purpose of enhancing centralized cash and investment management through the daily sweeping of available cash balances and pooling of cash into a centralized investment account.  The new SWIFT structure replaced the CSU’s existing banking and short-term investment structure, which was dependent on campuses withdrawing available balances from bank accounts and transferring that cash to the short-term investment manager, Wachovia Portfolio Services (WPS), formerly known as Metropolitan West Securities.  The old structure was dependent on State of California depository and disbursement bank accounts, and the State managed and controlled any investable balances.  

The new SWIFT structure utilizes Chancellor’s Office and campus-controlled bank depository and disbursement accounts from which investable cash is pooled on a daily basis.  The transition from the old structure to the new structure, which was made possible by amendments to the Education Code and the subsequent implementation of the Revenue Management Program, took place over the period of February to June 2007.  On July 2, 2007 all features of the new structure were put into place with the transfer of $1.3 billion of cash and investments to US Bank, the custodial bank for SWIFT.  The cash and securities received by US Bank were divided equally between two investment management firms, FAF Advisors and WPS, who were selected based on a competitive request for proposal process.

As of June 30, 2008, the CSU had $1.688 billion invested in SWIFT.

The Annual Investment Report has been prepared by the Chancellor’s Office and provides additional information on the results of the investment program for the fiscal year ended June 30, 2008.

The State Treasurer also provides investment vehicles that may be used for CSU funds.  The Surplus Money Investment Fund (SMIF) is used by the State Treasurer to invest state funds in a short-term pool.  The Local Agency Investment Fund (LAIF) is used by the State Treasurer to invest local agency funds.  The year-end results for these two funds are reported in Attachment A.

The Board of Trustees’ Investment Policy is included as Attachment B.

Market Summary

The fiscal year ended June 30, 2008 was marked by instability in the financial markets, driven primarily by deterioration in the subprime mortgage market, the housing slump, and stress in the credit markets, as financial firms experienced significant write-downs and sought new capital to bolster their balance sheets.  The uncertainty even affected liquidity in normally stronger, higher rated investment sectors, prompting a flight to quality (i.e. Treasuries) during certain periods of the year.

Along with the housing slump, rising gas prices, higher unemployment, and inflation fears, the instability in the financial markets contributed to a sluggish economy during the year.  In response to this difficult environment, the Federal Reserve has continued to be accommodating, notwithstanding growing concerns about inflation.  The Federal Reserve actions included the extraordinary steps of giving investment banks access to the Fed discount window, providing $30 billion in funding to facilitate the bail-out of Bear Stearns and dropping the overnight federal funds target rate from 5.25% in June 2007 to 2.00% at the end of June 2008 to help increase liquidity in the credit markets and potentially stimulate economic growth.  Similarly, the U.S. Treasury 2-year Note rate fell from 4.87% in June 2007 to 2.63% in June 2008.

Investment Account Performance

As of June 30, 2008, the asset balance in the SWIFT totaled $1.688 billion.  The objective of the SWIFT is to maximize current income while preserving capital and liquidity.  Consistent with the CSU investment policy, the portfolio is restricted to high quality, fixed income securities.  State law prohibits the investment of these funds in equity securities. 

As of June 30, 2008, the SWIFT portfolio’s holdings by sector were as follows:



California State University Systemwide Investment Fund-Trust
Sector Breakdown as of 
June 30, 2008

	Cash
	0.03%

	US Treasuries
	0.24%

	US Government Agencies
	15.75%

	Corporate Securities
	32.78%

	Commercial Paper
	51.20%

	
	

	
	



The SWIFT provided a return of 4.54% during the 12 months ended June 30, 2008.  This return was less than the benchmark for the portfolio, which is a treasury based index and benefitted from the flight to quality during certain periods of the year.  However, the SWIFT outperformed the 12-month return for the Local Agency Investment Fund (“LAIF”).  


SWIFT		   SWIFT
						Portfolio	Benchmark1	LAIF

1 month Return	0.23%	0.22%	         N/A
3 Month Return	0.74%	-0.47%	0.77%
12 Month Return	4.54%	6.27%	4.33%
Annualized Return since SWIFT Inception	4.54%	6.27%	4.33%


(1) Merrill Lynch 0-3 Year Treasury Index 


