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PURPOSE

It is the policy of City of Kyle, Texas that, givirg due regard to the safety and risk of investment,
all available funds shall be invested in conformarewith State and Federal Regulations, applicable
Bond Ordinance requirements, formal Investment Poky and informal investment strategy.

Effective cash management is recognized as edsentiaod fiscal management. Cash management and
effective investment strategy development will lesped to take advantage of interest earningsadmevi
and material revenue to all City funds. The Citgtatfolio shall be designed and managed in a manner
responsive to the public trust and consistent thith Policy.

A. Formal Adoption

This Investment Policy is authorized by the Citykgle City Council in accordance with Chapter
2256, Texas Government Code, the Public Funds timezs Act, as amended, which requires the
adoption of a formal written Investment Policy

B. Scope

This Investment Policy applies to all of the inwesnt activities of the City of Kyle, including but
not limited to investment of general funds, resdavels, interest and sinking funds and bond funds.
Retirement funds are not governed by this polidyisTPolicy establishes guidelines for who can
invest City funds, how City funds will be investealhd when and how a periodic review of
investments will be made. In addition to the guitks of this Policy, bond funds (as defined by the
Internal Revenue Service) shall be managed in daooe with their governing resolution and all
applicable State and Federal Law.

C. Review and Amendment

This written investment policy and related fundcat#gies shall be reviewed annually by the City
Council. Amendments must be approved and adoptadengity Council. The City Council shall
adopt a written resolution stating that it has eesd the investment policy and investment
strategies.

INVESTMENT OBJECTIVES

A. Safety of Principal

The primary objective of all investment activity tise preservation of capital and the safety of
principal in the overall portfolio. Each investréransaction shall seek to ensure first that eapit
losses are avoided, whether from security defaulésosion of market value.

The City shall seek to control the risk of loss tlu¢he failure of a security issuer or grantouclts

risk shall be controlled by investing only in thefest types of securities as defined in the Pobgy;
collateralization as required by law; and througktfplio diversification by maturity and type.



B. Maintenance of Adequate Liquidity

The investment portfolio will remain sufficientljglid to meet the cash flow requirements that
might be reasonably anticipated. Liquidity shadl &chieved by matching investment maturities
with forecasted cash flow requirements; investingsécurities with active secondary markets;
maintaining appropriate portfolio diversificaticemd by investing in eligible money market mutual
funds and local government investment pools.

A security may be liquidated to meet unanticipatash requirements, to redeploy cash into other
investments expected to outperform current holdiagstherwise to adjust the portfolio.

C. Return on Investments

The City shall invest local funds in investmentattyield a competitive market rate of return while

providing necessary principal protection consistgith stated objectives. For bond proceeds to
which arbitrage restrictions apply, the primaryeaives shall be to obtain a fair market rate and t

minimize the costs associated with the investmérmsugh funds within the constraints of the

investment policy and applicable bond covenants.

RESPONSIBILITY AND STANDARD OF CARE
A. Delegation of Authority

The Director of Finance shall be the “Investmentic@f” of the City. The Investment Officer is
authorized by the City Council to cause the investhof all available funds consistent with this
policy. In the absence of the Director of Finante City Manager shall serve as the Interim
Investment Officer. The City Council may also appoadditional Investment Officer(s) by
resolution. Because of the various duties and respiities related to managing the investment
portfolio, the Director of Finance may delegate cifi® duties and responsibilities to other
finance department employees; however, no persah shgage in an investment transaction
except as provided under the terms of this policy.

B. Standard of Care

The standard of care used by the City shall béghelent investor rule” as set forth in Tex. Gov't
Code Ann. Sec. 2256.006, and shall be appliedénctintext of managing the overall portfolio
within the applicable legal constraints. The Prudievestor Rule states that:

“Investments shall be made with judgment and cangler circumstances then

prevailing, that a person of prudence, discregind intelligence would exercise in

the management of the person's own affairs, madeculation, but for investment,

considering the probable safety of capital andhtisbable income to be derived.”
Investment of funds shall be governed by the falhgwnvestment objectives, in order of priority:

1) preservation and safety of principal,

2) liquidity, and

3) yield



The designated Investment Officers shall perforeirtiduties in accordance with the adopted
Investment Policy and internal procedures. In rdgiténg whether an Investment Officer has
exercised prudence with respect to an investmagisida, the investment of all funds over which
the Investment Officer had responsibility, ratHeattthe prudence of a single investment shall be
considered. Investment Officers acting in goodhfaind in accordance with these policies and
procedures shall be relieved of personal liabilithe designated Investment Officers shall adhere
to the City of Kyle Investment Policy and Ethic @rahce.

C. Conflict of Interest

The designated Investment Officers shall act asodisis of the public trust avoiding any
transaction which might involve a conflict of intst, the appearance of a conflict of interestngr a
activity which might otherwise discourage publimfidence. Investment Officers shall refrain from
personal business activity that could conflict witloper execution of the investment program, or
which could impair their ability to make impartiahvestment decisions. Additionally, all
Investment Officers shall file with the Texas Ethiommission and the City a statement disclosing
any personal business relationship with any businemdividual seeking to sell investments to the
City, or any relationship within the second degbgeaffinity or consanguinity to an individual
seeking to sell investments to the City. For puegad this subsection, an Investment Officer has a
personal business relationship with a businessaaon if:

1) The Investment Officer owns 10 percent or mdréne voting stock or shares of
the business organization or owns $5,000 or motkeofair market value of the
business organization;

2) Funds received by the Investment Officer from blisiness organization exceed
10 percent of the Investment Officer’s gross incdanehe previous year; or

3) The Investment Officer has acquired from thermss organization during the
previous year investments with a book value of @2,6r more for the personal
account of the Investment Officer.

D. Establishment of Internal Controls

The Director of Finance shall establish written admiaitve procedures for the operation of the
investment program consistent with this Policy. Ehatrols shalbe designed to prevent, identify

and control losses of public funds arising fromidéien from this policy, fraud, employee error,
misrepresentation by third-parties, or imprudetipas by employees and officers of the City.

Duties related to investment activities will be alglted so that segregation of duties will be
maintained with respect to purchasing, recordintgh@izing and reconciling investment accounts.
All investment transactions must be authorizedhgyDirector of Finance.



INVESTMENT ADVISORS AND BROKER / DEALERS
A. Investment Advisors

The Finance Director may select an Investment Axivtis advise the City in the investment of City
funds and other responsibilities including but Inwited to broker compliance, security selection,
competitive bidding, security reporting and docutagan. The Investment Advisor must be
registered with the Securities and Exchange CononigSEC) under the Investment Advisor’'s Act
of 1940 as well as with the Texas State Secuiitesd.

Investment Advisors shall agree that investmenicadshall at all times be given with the judgment
and care, under circumstances then prevailing, lwpiersons paid for their special prudence,
discretion and intelligence, in such matters egerai the management of their client’s affairs, not
for speculation by the client or production of fieeome by the advisor or broker but for investment
by the client with emphasis on the probable safétthe capital while considering the probable
income to be derived.

An appointed Investment Advisor shall act solelgamadvisory and administrative capacity, within
the guidelines of this Investment Policy and withawy discretionary authority to transact business
on behalf of the City.

The term of any Investment Advisor contract mayexateed two years. Any renewal or extension
of the Investment Advisor contract must be madthbyCity Council by resolution.

Investment Advisors shall additionally prepare,ledst on a quarterly basis, a comprehensive
portfolio report that includes, at a minimum, to#dwing information:

Current portfolio status,

Transactions and activity for the period,
Investment maturity schedule,

Security-type allocation,

Income earned,

Yield analysis (including benchmarks), and
Book value versus market value comparison.
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B. Broker / Dealer Selection and Due Diligence

The City shall establish a list of approved bro#tealers, which qualify under SEC rule 15C3-1
(uniform net capital rule) from which it will condu security transactions. Each prospective
business organization must provide current findrat@ements, resumes of key sales personnel
and a completed broker/dealer questionnaire. Tharfeial condition of each qualified firm shall
be reviewed annually.

In addition, business organizations eligible tosect investment business with the City shall be
presented a written copy of this Investment Polladitionally, the qualified representative of the
business organization offering to engage in ansitment transaction with the City shall execute a
written instrument in a form acceptable to the @itgl the business organization substantially to the
effect that the business organization has:



1) Received and reviewed the investment policyhefCity; and

2) Acknowledged that the business organization tmaglemented reasonable
procedures and controls in an effort to precludeestment transactions
conducted between the City and the organizatiohatanot authorized by the
City’s investment policy, except to the extent tthas authorization is dependent
on an analysis of the makeup of the City’s entigetfplio or requires an
interpretation of subjective investment standards.

The City shall not enter into an investment tratisacwith a business organization prior to
receiving the written instrument described above.

The City Council shall, at least annually, revieevise, and adopt a list of qualified Investment
Providers that are authorized to engage in investimgnsactions with the City.

If the City has contracted with an Investment Adxjsthe advisor shall be responsible for
performing financial due diligence on the City'shaf. The advisor will annually provide the City
with a list of authorized Broker/Dealers as weltles written acknowledgement above
AUTHORIZED INVESTMENTS

A. Eligible Investments

City funds governed by this Policy may be invested

1) Obligations of the United States or its agenaias instrumentalitiegxcluding mortgaged
backed securities, collateralized mortgage obligati and real estate mortgage investment

conduits.
2) Direct obligations of the State of Texas omifencies and instrumentalities;
3) Other obligations, the principal and interestvanich are unconditionally guaranteed or

insured by, or backed by the full faith and credijtthe State of Texas or the United States
or their respective agencies and instrumentalitietuding obligations that are fully
guaranteed or insured by the Federal Deposit &amsar Corporation (FDIC) or by the
explicit full faith and credit of the United State

4) Obligations of states, agencies, counties,s;itiad other political subdivisions of any State
having been rated as to investment quality by @omalty recognized investment rating
firm and having received a rating of not less ttahor its equivalent;

5) Fully collateralized repurchase agreement hawnglefined termination date; placed
through a primary government securities dealerdedfmed by the Federal Reserve, or a
financial institution doing business in Texas; astured by obligations described by a
combination of cash and securities listed in 1-béve and pledged with a third-party
selected or approved by the City; and having a etar&lue of not less than the principal
amount of the funds disbursed. The term repurchgseement includes reverse repurchase
agreements. Repurchase agreements must also beds@taccordance with State law.



6)

7

8)

9)

Each counter party to a repurchase agreement isreglgto sign a copy of the Security
Industry and Financial Markets Association (SIFMAaster Repurchase Agreement as
approved by the City. An executed copy of this @gment must be on file before the
City will enter into any transaction with a counparty.

Certificates of deposit must be issued by a siggy institution that has its main office or
a branch office in the state of Texas that are:

= Guaranteed or insured by the FDIC or its successprs

= Secured by obligations that are described by levebwhich are intended to
include all direct Federal agency or instrumentalgsued mortgage backed
securities, but excluding those mortgage-backedréies that have a market value
of not less than the principal amount of the dedtes; or

= Secured in any other manner provided by law foodip of the City; or

» Governed by a Depository Agreement that complieth idederal and State
regulation to properly secure a pledged securtbrast.

Money market mutual funds regulated by the Stesir& Exchange Commission, with a
dollar weighted average portfolio maturity of 60yslar less that fully invest dollar-for-
dollar all City’'s funds without sales commissions loads and, whose investment
objectives include seeking to maintain a stableasstt value of $1 per share. The City
may not invest funds under its control in an amdbiat exceeds 10% of the total assets of
any individual money market mutual fund or exce8@%o of its monthly average fund
balance, excluding bond proceeds and reserves taed fonds held for debt service in
money market mutual funds;

Commercial paper with a stated maturity of 2@@sdor less from the date of issuance and
rated no less than A-1 or P-1 or an equivalenhgdby at least two nationally recognized
rating agencies;

Local government investment pools organized apdrating in compliance with the
Interlocal Cooperation Act, as amended, whose atitigs are exclusively of the
obligations that are described by 1-7 above andsahiovestment philosophy and fund
strategy is consistent with this policy.

To maintain eligibility to receive funds from anavest funds on behalf of the City, an
investment pool must be continuously rated no lotiem AAA or AAA-m, or an
equivalent rating by at least one nationally re@aphrating service.

In addition, an investment pool must furnish anenffg circular or other similar
disclosure instrument that contains, at a minimtin@ following information:

= the types of investments in which money is allowete invested;
» the maximum average dollar-weighted maturity alldwbased on the stated
maturity date, of the pool;



» the maximum stated maturity date any investmentiriiggcwithin the portfolio
has;

= the objectives of the pool;
= the size of the pool;

= the names of the members of the advisory boartiefpbol and the dates their
terms expire;

= the custodian bank that will safekeep the poobgias

= whether the intent of the pool is to maintain a a&tet value of one dollar and
the risk of market price fluctuation;

= whether the only source of payment is the assetieopool at market value or
whether there is a secondary source of paymert, @asiinsurance or guarantees,
and a description of the secondary source of pagmen

= the name and address of the independent audithe gfool;

= the requirements to be satisfied for the City tpa##t funds in and withdraw
funds from the pool and any deadlines or other atpey policies required for
the entity to invest funds in and withdraw fundsnfrthe pool; and

= the performance history of the pool, including glieaverage dollar-weighted
maturities, and expense ratios.

To maintain eligibility to receive funds from andvest funds on behalf of the City under this
chapter, an investment pool must furnish to theestwment officer or other authorized
representative of the City:

»= Investment transaction confirmations; and
= A monthly report that containing the following imfoation:
v' the types and percentage breakdown of securitieshioh the pool is

invested;

v' the current average dollar-weighted maturity, based the stated
maturity date, of the pool;

v' the current percentage of the pool's portfoliorimelstments that have
stated maturities of more than one year;

v' the book value versus the market value of the pqmirtfolio, using
amortized cost valuation;

v’ the size of the pool;

AN

the number of participants in the pool;
v'the custodian bank that is safekeeping the astéts pool;



v a listing of daily transaction activity of the dmgtiparticipating in the
pool;

v’ the yield and expense ratio of the pool, includingtatement regarding
how yield is calculated;
v the portfolio managers of the pool; and

v'any changes or addenda to the offering circular.

B. Ineligible Investments
The following are not authorized investments far @ity:

1) Obligations whose payments represent the comagments on the outstanding
principal balance of the underlying mortgage-backecurity collateral and pays
no principal (10's);

2) Obligations whose payments represent the pahaipeam of cash flow from the
underlying mortgage-backed security collateral pawts no interest (PO’s);

3) Collateralized Mortgage Obligations (CMO's) thatve a stated final maturity date
of greater than 10 years; and

4) Collateralized mortgage obligations whose irgemates are determined by an
index that adjusts opposite to the changes in tmehindex (Inverse Floaters).

C. Downgrade Provision for Investment Ratings

An Investment that requires a minimum rating does qualify as an authorized
investment during the period the investment doaawe the minimum rating. The City
shall take all prudent measures that are consigtightits Investment Policy to liquidate
an investment that does not have the minimum rafiing City shall also monitor the
credit ratings on securities that require minimuatings. This may be accomplished
through research, or with the assistance of invesstradvisors, broker dealers, banks or
safekeeping agents.

SAFEKEEPING AND COLLATERALIZATION
A. Delivery versus Payment Requirement
The purchase of individual securities shall be etest“delivery versus payment” (DVP) through

the City’'s Safekeeping Agent. By so doing, Citiyinds are not released until the City has
received, through the Safekeeping Agent, the sEEsipurchased.

B. Safekeeping Agreement

The City shall contract with a bank, or banks,tfa safekeeping of securities either owned by the
City as a part of its investment portfolio or astpaf its depository agreements. All collateral



securing bank and savings bank deposits must deifé¢the City’s name by a third-party banking
institution acceptable to and under contract with€ity, by the Federal Reserve Bank.

Evidence of perfected ownership shall be providedugh monthly safekeeping statements which
shall be promptly reconciled to internal investmemords.

C. Collateralization

Consistent with the requirements of State law, @ity requires all bank and savings bank
deposits to be federally insured or collateralizgth eligible securities. Financial institutions
serving as City's Depositories will be requiredstgn a Depository Agreement with the City and
the City's safekeeping agent. The safekeeping @onif the Agreement shall define the City’s
rights to the collateral in case of default, bamkey, or closing and shall establish a perfected
security interest in compliance with Federal araté&Stegulations, including:

1) The Agreement must be in writing;

2) The Agreement has to be executed by the Deppsitmd the City
contemporaneously with the acquisition of the asset

3) The Agreement must be approved by the Boardirecidrs or the loan committee
of the Depository and a copy of the meeting minaiast be delivered to the City;

4) The Agreement must be part of the Depositorgficial record” continuously
since its execution.

D. Required Collateral Levels

1) Certificates of Deposit
The market value of the principal portion of cadla pledged for certificates of
deposit must at all times be equal to or greatan the par value of the certificates
of deposit plus accrued interest, less the appidakiel of FDIC insurance.

2) Repurchase Agreements
A repurchase agreement’s security value shall leepdr value plus accrued
interest, and the security’s market value must laéntained as a minimum of
102% of the principal value of the repurchase agesg.

E. Monitoring Collateral Adequacy

1) Certificates of Deposit
The City shall require monthly reports with markelues of pledged securities
from all financial institutions with which the Cityas collateralized deposits. The
Investment Officers will monitor adequacy of cddlatlization levels to verify
market values and total collateral positions.




VIL.

2)

Repurchase Agreements

Weekly monitoring by the Investment Officer(s) ofimket values of all underlying
securities purchased for City repurchase transaii® required. More frequent
monitoring may be necessary during periods of niaddatility.

F. Additional Collateral and Securities

1)

2)

Certificates of Deposit

If the collateral pledged for a deposit falls belthe par value of the deposit, plus
accrued interest and less FDIC insurance, thedtisti holding the deposit will be

notified by the Investment Officer(s) and will bequired to pledge additional

securities no later than the end of the next sulingdusiness day.

Repurchase Agreements

If the value of the securities underlying a repassh agreement falls below the
margin maintenance levels specified above, thestment Officer(s) will request

additional securities. If the repurchase agreerisestheduled to mature within
five business days and the amount is deemed toimaterial, then the request is
not necessary.

G. Collateral Substitution

Collateralized deposits often require substitutafnsecurities. Substitution is permitted if the
substitution maintains a pledged value equal togmater than the required security level.
Substitution is allowable for all transactions, kmltould be limited, if possible, to minimize
potential administrative problems and transfer agpe

REPORTING

A. Required Reports

Investment performance will be monitored and evalliaby the Investment Officer(s). The
Investment Officers will provide a quarterly conipeasive report signed by all Investment
Officer(s) to the City Council. This investmenpaoet shall:

1)

2)

3)

Describe in detail the investment positiotihef City,

Contain a summary statement, prepared in canmgsi with generally accepted
accounting principles, of each pooled fund growgh #tates the:

v beginning market value for the reporting period;
v ending market value for the period; and
v fully accrued interest for the reporting period;

State the book value and market value of eagarately invested asset at the end
of the reporting period by the type of asset amd fiype invested,;

10



4) State the maturity date of each separately iadessset that has a maturity date;

5) State the account or fund or pooled group fuad vihich each individual
investment was acquired; and

6) State the compliance of the investmentfplastwith the City's Investment Policy
and strategy and the Public Funds Investment Act.

B. Market Pricing

The investment portfolio will be marked to markednthly. These sources may include,
but are not limited to, the City’s Investment Adwisthe Wall Street Journal, Bloomberg
and the City’s safekeeping agent.

C. Compliance Audit

The City, in conjunction with its annual financaldit, shall require a compliance audit of
management controls on investments and adherenite tGity’s Investment Policy and
strategies. If the City invests in other than nyomarket mutual funds, investment pools or
accounts offered by its depository bank in the faifcertificates of deposit, or money
market accounts or similar accounts, the repogpaed by the Investment Officer(s) shall
be formally reviewed at least annually by an indelemt auditor, and the result of the
compliance audit shall be reported to the City @dun

D. Performance Measurement

The City will normally seek to invest its funds lvian average maturity of one year or less.
As a result, an appropriate benchmark to gaugévwelperformance shall be the one year
Constant Maturity Treasury (CMT).

E. Strategic Planning and Finance Committee

The Strategy Planning and Finance Committee shedt muarterly to review investment
performance and strategy, serving as the investraduisory committee to the City
Council.

VIIL. INVESTMENT OFFICER TRAINING

All those designated as Investment Officers by @ity Council must attend at least one
training session relating to the Investment Offiteesponsibilities within 12 months after
taking office or assuming duties; and attend amstment training session not less than
once in a two-year period that begins on the fiest of the City’s fiscal year and consists
of the two consecutive fiscal years after that datel receive not less than 10 hours of
instruction relating to investment responsibilitieem an independent source approved by
the City Council or the Strategic Planning and RzeaCommittee.
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Training under this section must be provided byragependent source and approved by the
City Council. Appropriate training shall include usgition in investment controls, security
risks, strategy risks, market risks, and compliamitie the Public Funds Investment Act.

INVESTMENT STRATEGIES

In order to minimize risk of loss due to intereater fluctuations, investment maturities will not
exceed the anticipated cash flow requirements effihds. Investment strategies by fund are as
follows:

A. Operating Funds

Investment strategies for operating funds havheis primary objective to assure that anticipated
cash flows are matched with adequate investmeutity. The secondary objective is to create a
portfolio structure which will experience minimablatility during economic cycles. This may be

accomplished by purchasing quality, short-to- mediarm securities which will complement each
other in a laddered structure. The dollar-weightedrage maturity of 18 months or less will be
calculated using the stated final maturity dateseath security and the maximum allowable
maturity shall be five years.

B. Bond Proceeds

The investment maturity of bond proceeds (excludiagerve and debt service funds) shall
generally be limited to the anticipated cash fleguirement or the “temporary period,” as defined
by Federal tax law. During the temporary perioliclv is generally three years for capital projects,
bond proceeds may be invested at an unrestricid. yi\fter the expiration of the temporary

period, bond proceeds are subject to yield regtricand shall be invested considering the
anticipated cash flow requirements of the funds madket conditions to achieve compliance with
the applicable regulations. The maximum maturdy dll bond proceeds shall not exceed the
anticipated project spending dates. Interest ireex®f the allowable arbitrage earnings will be
segregated and made available for necessary payoehe US Treasury.

C. Debt Service Funds

Investment strategies for Debt Service Funds shallto ensure adequate funding for each
consecutive debt service payment. The Investméfite@® shall invest in such a manner as not to
exceed an “unfunded” debt service date with theuritgtof any investment. An unfunded debt
service date is defined as a coupon or principaineat date that does not have cash or investment
securities available to satisfy said payment.

D. Bond Reserve Funds
Market conditions, Bond Ordinance constraints anthithage regulation compliance will be

considered when formulating Reserve Fund stratéfpturity limitation shall generally not exceed
the call provisions of the Bond Ordinance and shatlexceed the final maturity of the bond issue.

12



E. Other Funds

The anticipated cash requirements of other Citdsunill govern the appropriate maturity mix.
Appropriate portfolio strategy shall be determibeded upon market conditions. Policy
compliance, City financial condition, and otheknisturn constrains will be considered when
formulating investment strategy. Maximum matushall not exceed five years.

13



Glossary of Cash Management Terms

Accretion —commoninvestmentaccounting entry in which the book value of se@sipurchased at a
discount are gradually written up to the par valtlee process has the effect of recording the distcasi
incomeover time.

Accrued Interest— Interest earned, but not yet paid, on a bond.
Agency— See Federal Agency

Amortization — commoninvestmentaccounting entry in which the book value of sedesipurchased at
a premium are gradually written down to the paugal

Basis Point- A unit of measurement used in the valuationixgd-income securities equal to 1/100 of 1
percent of yield, e.g., "1/4" of 1 percent is eciaa®5 basis points.

Benchmark — Index used to compare risk and performance tarsaged portfolio.
Bid - The indicated price at which a buyer is willimggurchase a security or commodity.

Book Value — The original acquisition cost of an investmesmr minus the accrued amortization or
accretion.

Broker — A financial firm that brings securities buyers a&dlers together in return for a fee. The term
“broker” is often used interchangeably with “deélerrefer to a seller of investment securities.

Callable Bond- A bond issue in which all or part of its outstamggprincipal amount may be redeemed
before maturity by the issuer under specified ctiowis.

Cash Settlement A transaction which calls for delivery and paymehsecurities on the same day that
the transaction is initiated.

Collateralization - Process by which a borrower pledges securitieggrty, or other deposits for the
purpose of securing the repayment of a loan arsd/ourity.

Collateralized Mortgage Obligation (CMO) — A derivative mortgage-backed security (MBS) oedat
from pools of home mortgage loans. A single MB8iigded into multiple classes, each class contginin
a unique risk profile and security characteristesiumber of CMO classes are expressly prohibited b
Texas State law.

Commercial Paper- An unsecured short-term promissory note issyecbbporations, with maturities
ranging from 1 to 270 days. Commercial paper mastyca minimum rating of A1P1 in order to be
eligible under the Texas Public Funds Investmert Ac

Constant Maturity Treasury (CMT) — A calculated average released by the FederalrReséall
Treasury yields along a specific maturity pointisTéalculation is frequently used as a benchmark fo
conservative government portfolios.
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Coupon Rate- The annual rate of interest received by an irorefsbm the issuer of certain types of
fixed-income securities. Also known as the "intérese."

Credit Risk - The risk to an investor that an issuer will ddffén the payment of interest and/or principal
on a security.

Derivative — Financial instruments whose value is derivedhftbe movement of an underlying index or
security.

Dealer— A dealer, as opposed to a broker, acts as aippairia all securities transactions, buying and
selling for their own account. Often times, therisr‘broker” and “dealer” are used interchangeably t
refer to a seller of investment securities.

Delivery Versus Payment (DVP) A type of securities transaction in which theghaser pays for
securities at the time of delivery either to theghaser or his/her custodian.

Derivative Security - Financial instrument created from, or whose vaepends upon, one or more
underlying assets or indexes of asset values.

Discount- The amount by which the par value of a securiseeds the price paid for the security.

Diversification - A process of investing assets among a rangeaofriy types by sector, maturity, and
guality rating

Dollar Weighted Average Maturity (WAM) - The average maturity of all the securities ttatprise a
portfolio.

Fair Market Rate — A documented and verifiable rate of interest Whapproximates the average rate
which could have been earned on similar investmaintise time of the transaction.

Federal Agency— A debt instrument, either fully guaranteed orrgmoed by the U.S. government. The
typical definition of agency includes the governingponsored enterprises of Fannie Mae, Freddie Mac,
the Federal Farm Credit Bank (FFCB) and the Fedéoale Loan Bank (FHLB).

Federal Deposit Insurance Corporation (FDIC)- A federal agency that insures bank deposits,
currently up to $250,000 per account or as adjusyeeDIC. Public deposits that exceed this amount
must be properly collateralized with investmentusiies or insured through a surety bond.

Interest Rate - See "Coupon Rate."

Internal Controls - An internal control structure designed to enshet the assets of the entity are
protected from loss, theft, or misuse. The inteowaitrol structure is designed to provide reasanabl
assurance that these objectives are met.

Interlocal Cooperation Act —Law permitting joint participation by local govenents providing one or
more government functions within the State. Thig (8ection 791.001 et seq. of the Texas Government
Code ("the Act")) has allowed for the creationmfeéstment pools in Texas.

Investment Advisors Act of 1940 Law which requires all Investment Advisors torbgistered with the
SEC in order to protect the public from fraud.
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Investment Policy- A concise and clear statement of the objectaresparameters formulated by an
investor or investment manager for a portfoliorafdstment securities. The Texas Public Funds
Investment Act requires that public entities haweristen and approved investment policy.

Investment Pool— An entity created under the Interlocal Cooperafct to invest public funds jointly
on behalf of the entities that participate in tio®lp

Liguidity — A liquid investment is one that can be easil¢ gnickly converted to cash without
substantial loss of value. Investment pools andeypanarket funds, which allow for same day
withdrawal of cash, are considered extremely liquid

Local Government Investment Pool (LGIP)- An investment by local governments in which thei
money is pooled as a method for managing localfund

Market Risk - The risk that the value of a security will risedecline as a result of changes in market
conditions.

Market Value - A security’s par amount multiplied by its markeice.

Master Repurchase Agreement A written contract covering all future transaodetween the two
parties to a repurchase agreement.

Maturity - The date on which payment of a financial obligais due. The final stated maturity is the
date on which the issuer must retire a bond andhmface value to the bondholder. See "Weighted
Average Maturity."

Money Market Mutual Fund - Mutual funds that invest solely in money markettiuments (short-term
debt instruments, such as Treasury bills, commigpejper, bankers' acceptances, repos and federal
funds).

Mortgage-Backed Security (MBS)- Security backed by pools of home loan mortgages.

Financial Industry Regulatory Authority (FINRA) - f ormerly the National Association of
Securities Dealers (NASD} A self-regulatory organization (SRO) of brokerglalealers in the over-
the-counter securities business. Its regulatorydatmincludes authority over firms that distribute
mutual fund shares as well as other securities.

Net Asset Value (NAV)- The value of a mutual fund or investment podhatend of the business day.
NAV is calculated by adding the market value ofsalturities in a fund or pool, deducting expenaed,
dividing by the number of shares in the fund orlpoo

Offer - An indicated price at which market participaate willing to sell a security. Also referred to as
the "Ask price."

Par - Face value or principal value of a bond, typic&l,000 per bond. A security’s par value is
multiplied by its coupon rate to determine coupagrmpent amount.

Premium - The amount by which the price paid for a segwaitceeds the security's par value.

Primary Government Securities Dealer(Primary Dealer) — One of 21 (as of 12/2011 )édarg
government securities dealers who are requiredlimi daily reports of market activity and monthly
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financial statements to the New York Federal Res&ank. Primary Dealers are required to continually
“make a market” in Treasury securities, buyingellisg when asked, thereby creating a liquid
secondary market for US debt obligations.

Principal - The face value or par value of a debt instrumaisio may refer to the amount of capital
invested in a given security.

Prudent Person Rule- An investment standard outlining the fiduciaggponsibilities of public funds
investors relating to investment practices.

Regular Way Delivery - Securities settlement that calls for deliverd @ayment on the third business
day following the trade date (T+3); payment on d Basis is currently under consideration. Mutual
funds are settled on a same day basis; governreeutises are settled on the next business day.

Repurchase Agreement (repo or RP) An agreement by one party to sell securities specified price
to a second party and a simultaneous agreemehé difrst party to repurchase the securities at a
specified price or at a specified later date.

Reverse Repurchase Agreement (Reverse Repd)n agreement of one party to purchase secudties
a specified price from a second party and a simalias agreement by the first party to resell the
securities at a specified price to the second partgemand or at a specified date.

Safekeeping- Holding of assets (e.g., securities) by a finalnastitution.
Swap- Trading one asset for another.

Total Return - The sum of all investment income plus changebkéncapital value of the portfolio. For
mutual funds, return on an investment is compogesthare price appreciation plus any realized
dividends or capital gains. This is calculateddirig the following components during a certaingim
period. (Price Appreciation) + (Dividends paid)Gapital gains) = Total Return

Treasury Bills - Short-term U.S. government non-interest beadlielot securities with maturities of no
longer than one year and issued in minimum dendinimaof $10,000. Auctions of three- and six-month
bills are weekly, while auctions of one-year bidle monthly. The yields on these bills are mondore
closely in the money markets for signs of interagt trends.

Treasury Notes- Intermediate U.S. government debt securitiek wiaturities of two- to 10-years and
issued in denominations ranging from $1,000 to $iiam or more.

Uniform Net Capital Rule - SEC Rule 15C3-1 outlining capital requirememwtstdroker/dealers.
Volatility - A degree of fluctuation in the price and valuataf securities.

Yield - The current rate of return on an investment sgcgenerally expressed as a percentage of the
security's current price.

Yield-to-call (YTC) - The rate of return an investor earns from a tessliming the bond is redeemed
(called) prior to its nominal maturity date.
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Yield Curve - A graphic representation that depicts the refeiip at a given point in time between
yields and maturity for bonds that are identicadwery way except maturity. A normal yield curveyma
be alternatively referred to as a positive yieldveu

Yield-to-maturity - The rate of return yielded by a debt securitydhelmaturity when both interest
payments and the investor's potential capital gainss are included in the calculation of return.

Zero-coupon Securities- Securities issued at a discount which make niogierinterest payment. The
rate of return consists of a gradual accretiorhefgrincipal of the security and is payable atygon
maturity.
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