Securities Lending
Discussion with Kerri Thiede (NT) 2/14/2008

Memo to the file

cc: Mike Lempke

       Mandy Hess

From:   Cynthia Friauf

The cash collateral from the borrower is invested in short term funds such as: commercial paper, repos, time deposits, variable rate notes, asset backs (AAA rated) and variable rate securities.  The non cash collateral on loaned securities consists of treasuries, agencies and letters of credit. 

The interest earned on the invested cash is split 3 ways, the borrower, NT and the Foundation.  The borrower is paid a floating rate (called a rebate) pegged to the Fed Funds rate.   NT and the Foundation split the remainder 40-60 respectively.  

The investment pool (Core USA) has not experienced losses.  The pool has around 80 billion in assets at 12/31/07.  There was a 1.54% exposure to subprime loans at that time.   There is no exposure to SIVs, monoline, or CDOs.   They have 1st pay, AAA tranches in residential mortgages. 
NT has been increasing liquidity in the investment pool since August 2007.   Overnight liquidity was 34% at 12/31/2007 and 45% in February 2008.  

Securities lending income was up in 2007 while the securities on loan went down, the opposite of what is expected.   The reason is the rebate rate to the borrower dropped with the Fed Funds rate while the higher earning investment turned over at a slower rate.  This resulted in a smaller allocation of income to the borrower and a bigger split to the Bank and Foundation.   This widening spread occurred in the 4th quarter of 2007.  The spreads are expected to readjust for reinvestment in lower yielding assets.  
Securities on loan at 12/31/07 was $60,659,000 and $62,804,000 at 12/31/06.
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