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ANNISE D.PARKER

April 12, 2004

To Mayor White, City Council Members and
The Citizens of Houston:

| am pleased to submit to you the City of Houston’s Quarterly Investment Report for the
quarter ending March 31, 2004. This report presents the portfolio composition of
investment pools the City Controller’s Office manages.

The Report is organized as follows: Investment Portfolio Summary and Composition of
al pools;, an analysis of the General, Airport Construction and Tax Exempt pools;
security listings by maturity for the quarters ending March 31, 2004 and
December 31, 2003.

| hope you find this data useful and informative.

Respectfully submitted,

Annise D. Parker
City Controller
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We believe the data presented for the quarter ending March 31, 2004, are accurate in all
material respects, and are presented in a manner that fairly sets forth the investment
standing of the City of Houston.

This report was prepared in compliance with the City’ s Investment Policy and the Public
Funds Investment Act of the State of Texas.
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City Controller
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CITY OF HOUSTON

QUARTERLY INVESTMENT REPORT
Executive Summary

For the Quarter Ending March 31, 2004

The accompanying Quarterly Investment Report lists in summary form and in detail
the investment positions of the City of Houston operating funds as of March 31,
2004. As of that date, the City had atotal of approximately $2.3 billion invested in
various investment pools, each serving a specific purpose as described in the report.
The general pool, which includes, among other funds, the City’s operating funds,
comprises approximately 82% of the total investment portfolio. All investments are
governed by state law and the City’s Investment Policy, which dictates the
following investment objectives, in order of priority:

Safety

Liquidity

Return on Investments
Legal Requirements

pODNPRE

Approximately 84% of the City’s investments are currently invested in securities
issued by US government sponsored enterprises, such as Fannie Mae, Freddie Mac,
and the Federal Home Loan Bank. The remaining amounts are invested in a variety
of instruments, including United States Treasury obligations, municipal securities,
high-grade commercia paper, repurchase agreements, and money market accounts.
The securities contained in the city’s investment portfolios generally have an AAA
or equivalent long-term rating and at least an A-1, P-1 or equivalent short-term
rating by the major bond rating companies, indicating a portfolio of the highest
quality and lowest credit risk.

The weighted average maturity of the City’s investments has historically ranged
from about 1 year to about 2 years. The average maturity is currently 1.3 years.
From an operating standpoint, approximately one-half of the funds invested are
designated to be spent on capital projects such as roads and bridges, the water and
sewer system, the airport system and the convention center and hotel. Investment
maturities are arranged to coincide with needed expenditures for these capital
projects. In addition investment maturities are arranged to meet short-term
obligations, such as payroll and debt service payments.

Standard & Poor's Investment Services has assigned its AAAT credit rating and S1
volatility rating to the General Pool. The AAAT credit quality rating is the highest
rating available from Standard & Poor's and reflects the extremely strong protection
that the Pool's portfolio investments provide against losses from credit defaults or
credit deterioration. The Sl volatility rating recognizes the Pool's sensitivity to
changing market conditions as a result of its low market risk profile and
conservative investment policies.

For the quarter ended March 31, 2004, the genera pool yielded an average of
2.159% based on the amortized cost of the portfolio.



General Pool (960)

Book Value

Market Value

Market/Book Ratio

Accrued Interest

Investment Portfolio Summary
Activity For Quarter Ending

March 31, 2004

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
$1,871,886,953 $1,545,374,979 326,511,974 $1,797,275,042 74,611,911
$1,882,214,003 $1,553,767,139 328,446,864 $1,823,063,040 59,150,963
1.006 1.005 0.000 1.014 -0.009
$8,737,396 $7,292,562 1,444,834 $16,203,818 -7,466,422

The General Pool consists of all working capital, construction, and debt service funds which are not subject to yield restriction under IRS arbitrage regulations. Combining the net cash-flows
of all funds allows the City to invest in longer-term, higher-yielding securities without sacrificing the ability to meet short-term cash needs. The General Pool strategy, as outlined in the City's
Investment Policy, combines a variation on the traditional laddered maturity strategy which matches assets and liabilities, with more active management strategies, such as yield curve

analysis and bond swaps.

Note - During August 2001, the Trustee Pool was merged into the General Pool. The water and sewer debt issues to which the Trustee Pool related have been paid off, eliminating the
purpose for which the Trustee Pool was established.

STANDARD

EAPOORS

Standard & Poor's Investment Services has assigned its AAAf credit rating and S1 volatility rating to the General Pool. The AAAf credit quality rating is
the highest rating available from Standard & Poor's and reflects the extremely strong protection that the Pool's portfolio investments provide against
losses from credit defaults or credit deterioration. The S1 volatility rating recognizes the Pool's sensitivity to changing market conditions as a result of

its low market risk profile and conservative investment policies.

Airport Construction Pool (968)

Book Value

Market Value

Market/Book Ratio

Accrued Interest

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
$336,154,482 $432,145,437 -95,990,955 $681,125,901 -344,971,419
$336,444,265 $432,173,714 -95,729,449 $682,718,215 -346,273,950
1.001 1.000 0.001 1.002 -0.001
$2,342,584 $2,810,391 -467,807 $2,287,081 55,503

The Airport Construction Pool consists of proceeds from the 1998 Aviation Series A & B bond issue which provided $550 million net funds and the proceeds from the 2002 Aviation Series A,
B, C, D-1 & D-2 bond issue which provided $680 million net funds for Airport System improvements. These funds are subject to arbitrage regulations of the 1986 Tax Reform Act. A separate
investment pool was created for these bond issues to facilitate effective management of the funds relative to its construction draw schedule and compliance with arbitrage requirements.
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Investment Portfolio Summary
Activity For Quarter Ending
March 31, 2004

Tax Exempt Pool (971)

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
Book Value $9,818,438 $16,682,722 -6,864,284 $16,610,861 -6,792,423
Market Value $9,800,410 $16,681,891 -6,881,481 $16,606,937 -6,806,527
Market/Book Ratio 0.998 1.000 -0.002 1.000 -0.002
Accrued Interest $86,436 $79,442 6,994 $67,133 19,303

The Tax Exempt Pool consists of those funds which are subject to yield restriction and arbitrage regulation under the 1986 Tax Reform Act. This pool was created to do the following:
demonstrate compliance with Internal Revenue Code regarding arbitrage, maximize the amount of interest earned and retained by the City from the investment of funds subject to the
regulations, minimize the amount of rebate liability, and minimize the cost of administering the arbitrage tracking program. The Tax Exempt Pool strategy, as outlined in the City's
Investment Policy, is to invest in high quality, short-term municipal bonds and one or more tax-exempt money market mutual funds in order to meet the liquidity demands of the City.

Housing Department Section 108 Pool (974)

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
Book Value $2,299,230 $2,909,277 -610,047 $1,184,073 1,115,157
Market Value $2,299,313 $2,909,181 -609,868 $1,184,044 1,115,269
Market/Book Ratio 1.000 1.000 0.000 1.000 0
Accrued Interest $0 $0 0 $0 0

The Housing Department Fund was created to comply with the U.S. Department of Housing and Urban Development (HUD), which requires a separate custodial account for HUD's benefit.

Uptown Development Authority Affordable Housing Pool (970)

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
Book Value $5,461,043 $6,432,738 -971,695 $6,701,054 -1,240,011
Market Value $5,461,043 $6,432,738 -971,695 $6,701,054 -1,240,011
Market/Book Ratio 1.000 1.000 0.000 1.000 0.000
Accrued Interest $5,524 $6,119 -595 $7,916 -2,392

The Uptown Development Authority issued Tax Increment Revenue Bonds which included a portion that was transferred to the City of Houston Housing Department for use in City affordable
housing projects.
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Investment Portfolio Summary
Activity For Quarter Ending

March 31, 2004

George R. Brown Project Funds Pool (977)

Book Value

Market Value

Market/Book Ratio

Accrued Interest

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
$12,960,926 $17,350,657 -4,389,731 $81,268,801 -68,307,875
$12,961,140 $17,352,409 -4,391,269 $81,496,933 -68,535,793
1.000 1.000 0.000 1.003 -0.003
$3,922 $35,356 -31,434 $286,328 -282,406

The George R. Brown Project Funds Pool consists of $165 million of proceeds from the 2001 Series A,B & C Hotel Occupancy Tax and Special Revenue Bond Issues related to the
expansion of the convention center. A separate investment pool was created for this part of the bond issues to facilitate effective management of the funds relative to its construction draw
schedule and compliance with arbitrage requirements under the Tax Reform Act of 1986.

Convention Center Hotel Project Funds Pool (978)

Book Value

Market Value

Market/Book Ratio

Accrued Interest

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
$36,574,542 $49,650,791 -13,076,249 $161,052,034 -124,477,492
$36,574,542 $49,650,791 -13,076,249 $161,052,034 -124,477,492
1.000 1.000 0.000 1.000 0.000
$162,000 $1,044,840 -882,840 $626,216 -464,216

The Convention Center Hotel Project Funds Pool consists of $287 million of proceeds from the 2001 Series A,B & C Hotel Occupancy Tax and Special Revenue Bond Issues related to the

construction of the convention center hotel adjacent to the George R. Brown Convention Center. A separate investment pool was created for this part of the bond issues to facilitate effective

management of the funds relative to its construction draw schedule and compliance with arbitrage requirements under the Tax Reform Act of 1986.

Convention Center and Hotel Reserve Funds Pool (979)

Book Value

Market Value

Market/Book Ratio

Accrued Interest

Last Quarter Last Year
3/31/2004 12/31/2003 Net Change 3/31/2003 Net Change
$21,774,454 $21,774,454 0 $21,774,454 0
$21,774,454 $21,774,454 0 $21,774,454 0
1.000 1.000 0.000 1.000 0.000
$122,808 $423,005 -300,197 $119,397 3,411

The Convention Center and Hotel Reserve Funds Pool consists of $22 million of proceeds from the 2001 Series A,B & C Hotel Occupancy Tax and Special Revenue Bond Issues
designated as reserve funds. A separate investment pool was created for this part of the bond issues to facilitate effective management of the funds and compliance with arbitrage
requirements under the Tax Reform Act of 1986.
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Investment Portfolio Composition
Combined Pools
Percentages by Market Sector

Portfolio Composition as of Portfolio Composition as of
March 31, 2004 December 31, 2003
CP
REPO 2y, _Treasuries REPO cp

Treasuries

1%
MMMF
2%

3%

1% MBS 3%
7%

MBS

5%
MMMF

1% Municipals

5%

Municipals
4%

Agencies Agencies
84% 78%

FIGURE 1
Source: City of Houston Controller's Office

General Pool For the quarter ending March 31, 2004, the 3-month average yield was 2.159%. At quarter end, the market
value was $1.882 billion, versus a book value of $1.872 billion. The Weighted Average Maturity (WAM) was 512 days.

Airport Construction Pool For the quarter ending March 31, 2004, the 3-month average yield was 1.404%. At quarter end,
the market value was $336.4 million, versus book value of $336.2 million. The WAM was 219 days.

Tax Exempt Pool For the quarter ending March 31, 2004, the 3-month average yield was 0.940%. At quarter end, the
market value was $9.80 million and the book value was $9.82 million. The WAM was 181 days.

Housing Department Section 108 Pool For the quarter ending March 31, 2004, the 3-month average yield was 0.864%.
The market value and book value were both $2.30 million at quarter end. The WAM was 14 days.

Uptown Development Authority Affordable Housing Pool For the quarter ended March 31, 2004, the 3-month average
yield was 0.839%. The market value and book value were both $5.46 million at quarter end. The WAM was 1 day.

George R. Brown Project Funds Pool For the quarter ended March 31, 2004, the 3-month average yield was 1.044%. At
quarter end, the market value and the book value were both $12.96 million. The WAM was 24 days.

Convention Center Hotel Projects Funds Pool For the quarter ended March 31, 2004, the 3-month average yield was
4.70%. At quarter end, the market value and the book value were $36.6 million. The WAM was 1 day.

Convention Center and Hotel Reserve Funds Pool For the quarter ended March 31, 2004, the 3-month average yield was
5.640%. The market value and the book value were $21.8 million and the WAM was 2,710 days at quarter end.

Page 4



Investment Portfolio Composition

General Pool 960

Percentages by Market Sector

Portfolio Composition as of
March 31, 2004

CP Treasuries
2% 1%

MBS
6%
MMMF
Municipals 0%

5%

Portfolio Composition as of
December 31, 2003

Treasuries
1%

mBs CP_ CDs
9% 0%

MMMF

Municipal
unicipals 1%

6%

Agencies .
85% Agencies
78%
FIGURE 2
Source: City of Houston Controller's Office
Investment Policy Limitations
Overnight Investment Account (O/N) <15%
Money Market Mutual Funds (MMMF) <15%
Repurchase Agreements (Repo) <15%
Commercial Paper/Banker Acceptances (CP/BA) <15%
US Treasury Bills/Notes/Bonds Unrestricted
US Agencies <100%
Municipal Bonds <15%
Mortgage-Backed Securities (MBS) <15%

The portfolio composition graph for the General Pool (Figure 2) shows the percentage of the pool held in U.S.
Treasuries, U.S. Agencies, Mortgage-Backed Securities, Municipal Bonds and liquidity investments (MMMF, Repo and
CP) positions. All investments are in compliance with the objectives and restrictions set forth in the City's Investment
Policy and the Public Funds Investment Act of the State of Texas.
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Annual Portfolio Composition
General Pool
April 2003 through March 2004

Annual Portfolio Composition

B Mortgage-Backed
Securities

O Municipals

OMoney Market Mutual
Funds

OREPOS

E Commercial Paper

B Agencies

O Treasuries

FIGURE 3
Source: City of Houston Controller's Office
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Investment Portfolio Composition
Aviation Construction Pool
Percentages of Market Sector

Portfolio Composition as of Portfolio Composition as of
March 31, 2004 December 31, 2003
Treasuries NS Treasuries
Municipals gy unicipals (o
0% C o MMMF 1% ’ MMMF
1% cP 1%
cpP 0%

0%

Agencies Agenocies

FIGURE 4
Source: City of Houston Controller's Office

Investment Policy Limitations

Overnight Investment Account (O/N) <15%
Money Market Mutual Funds (MMMF) <15%
Repurchase Agreements (Repo) <15%
Commercial Paper/Banker Acceptances (CP/BA) <15%
US Treasury Bills/Notes/Bonds Unrestricted
US Agencies <100%
Municipal Bonds <15%

The portfolio composition graph for the Aviation Construction Pool (Figure 4) shows the percentage of the pool
held in U.S. Treasuries, U.S. Agencies, Municipal Bonds and liquidity investments (MMMF, Repo and CP)
positions. All investments are in compliance with the objectives and restrictions set forth in the City's Investment
Policy and the Public Funds Investment Act of the State of Texas.
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Investment Portfolio Composition
Tax Exempt Pool
Percentages by Market Sector

Portfolio Composition as of Portfolio Composition as of
March 31, 2004 December 31, 2003
MMMF Municioal
unicipals
37% MMMF D106
67%

Municipals
63%

VRDS
12%

FIGURE 5
Source: City of Houston Controller's Office

Investment Policy Limitations

Maximum Level
Money Market Mutual Funds (MMMF) 100%

Municipal Notes and Bonds (Including VRDSS) 100%

The portfolio composition graph for the Tax Exempt Pool (Figure 5) shows the percentage of the pool held in Municipal
Notes/Bonds/VRDS's and Money Market Mutual Funds. All investments are in compliance with the objectives and restrictions
set forth in the City's Investment Policy and the Public Funds Investment Act of the State of Texas.
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