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Al investments made by the District shall compiy with the Public
Funds Investment Act (Texas Government Code Chapter 2258,
Subchapter A} and all federal, state, and local statutes, rules or
regulations. Gov't Code 2256.026

investments shall be made in accordance with written policies ap-
proved by the Board. The investment policies must primarily em-
phasize safety of principal and liquidity and must address invest-
ment diversification, yield, and maturity and the guality and
capability of investment management. The pelicies must include:

1. Alist of the types of authorized investments in which the Dis-
trict's funds may be invested,;

2. The maximum allowable stated maturity of any individual in-
vestment owned by the District;

3. For pooled fund groups, the maximum dollar-weighted aver-
age maturity allowed based on the stated maturity date of the
portfolio;

4. Methods to monitor the market price of investments acquired
with public funds;

5. Arequirement for settlement of all transactions, except in-
vestment pool funds and mutual funds, on a delivery versus
nayment basis; and

8. Procedures to monitor rating changes in investments acquired
with pubiic funds and the liquidation of such investments con-
sistent with the provisions of Government Code 2256.021
[see LOSS OF REQUIRED RATING, below].

Govt Code 2256.005(b)

The Board shall review its investment policy and investment strate-
gies not less than annually. The Board shall adopt a written in-
strument stating that it has reviewed the investment policy and in-
vestment strategies and that the written instrument so adopted
shall record any changes made to either the investment policy or
invesiment strategies. Gov't Code 2256.005(e)

The District shall perform a compliance audit of management con-
trols on investments and adherence to the District's established
investment policies. The compliance audit shall be performed in
conjunction with the annual financial audit. Gov't Code
2256.005(m)

As part of the investment policy, the Board shall adopt a separate
written investment strategy for each of the funds or group of funds
under the Board’s conirol. Each investment strategy must describe
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the investment objectives for the particular fund under the following
priorities in order of importance:

1. Understanding of the suitability of the investment to the finan-
cial requirements of the District;

2. Preservation and safety of principal;
3. Liquidity;

4. Marketabitity of the investment if the investment needs to be
liguidated before maturity;

5. Diversification of the investment portfolio; and
6. Yield.
Gov't Code 2256.005(d}

The District shall designate one or more officers or employees as
investment officer(s) to be responsible for the investment of its
funds. If the District has contracted with another investing entity to
invest its funds, the investment officer of the other investing entity
is considered to be the investment officer of the contracting Board's
District. In the administration of the duties of an investment officer,
the person designated as investment officer shall exercise the
judgment and care, under prevailing circumstances that a prudent
person would exercise in the management of the person's awn af-
fairs, but the Board retains the ultimate responsibility as fiduciaries
of the assets of the District. Unless authorized by law, a person
may not deposit, withdraw, transfer, or manage in any other man-
ner the funds of the investing entity. Authority granted to a person
to invest the District’s funds is effective until rescinded by the Dis-
trict or until termination of the person's employment by the District,
or for an investment management firm, until the expiration of the
coniract with the District. Gov’t Code 2256.005(9)

A District or investment officer may use the District's employees or
the services of a contractor of the Disirict to aid the investment of-
ficer in the execution of the officer's duties under Government
Code, Chapter 2256. Gov't Code 2256.003(c}

Within 12 months after taking office or assuming duties, the trea-
surer or chief financiai officer and the invesiment officer of the Dis-
trict shall attend at least one training session from an independent
source approved either by the Board or by a designated invesi-
ment commitiee advising the investment officer. This initial {raining
must contain at least ten hours of instruction relating to their re-
spective responsibililies under the Public Funds Investment Act.
Gov't Code 2256.008(a)
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The treasurer or chief financial officer and the invesiment officer
must also attend an investment training session not less than onee
in a two-year period that begins on the first day of the District’s fis-
cal year and consists of the two consecutive fiscal years after that
date, and receive not less than ten hours of instruction relating to
investment responsibilities under the Public Funds Invesiment Act
from an independent source approved by the Board or a designat-
ed investment committee advising the investment officer. If the
District has contracted with another investing entity to invest the
District's funds, this training requirement may be satisfied by hav-
ing a Board officer attend four hours of appropriate instruction in a
two-year period that begins on the first day of the District’s fiscal
year and consists of the two consecutive fiscal years after that
date. Gov't Code 2256,008(a)~(b)

Investment training shall include education in invesiment contrals,
security risks, strategy risks, market risks, diversification of invesi-
ment portfolio, and compliance with the Government Code, Chap-
ter 2256. Gov't Code 2256.008(c)

Investments shall be made with judgment and care, under prevail-
ing circurnstances that a persen of prudence, discretion, and intej-
ligence would exercise in the management of his or her own af-
fairs, not for speculation, but for investment, considering the
probable safety of capital and the probable income to be derived.
Investments shall be governed by the following objectives in order
of priority:

1.  Preservation and safety of principai;
2. Lliquidity; and
3. Yield.

in determining whather an investment officer has exercised pru-
dence with respect to an invesiment decision, the following shall be
taken into consideration:

1. The investment of all funds, rather than the prudence of a
single investment, over which the officer had responsibility.

2. Whether the investment decision was consistent with the
Board’s written investment policy.

Gov'f Code 2256.006

A District investment officer who has a personal business relation-
ship with a business organization offering to engage in an invest-
ment transaction with the District shall file a statement disclosing
that personal business interest. An investment officer who is re-
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lated within the second degree by affinity or consanguinity, as de-
termined by Government Code Chapter 573, to an individual seek-
ing to sell an investment to the investment officer's District shall file

a statement disclosing that relaticnship. A required siatement must

be filed with the Board and with the Texas Ethics Commission. For

purposes of this palicy, an investment officer has a personal busi-
ness relationship with a business organization if:

1. The investment officer owns ten percent or more of the voting
stock or shares of the business arganization or owns $5,000
or more of the fair market value of the business organization;

2. Funds received by the investment officer from the business
organization exceed ten percent of the investment officer’s
gross income for the previous year; or

3. Theinvestment officer has acquired from the business organ-
ization during the previous year investments with a book val-
ue of $2,500 or more for the personal account of the invest-
meni officer,

Gov't Code 2256.005(i)

QUARTERLY Not less than quarterly, the investment officer shall prepare and

REPORTS submit to the Board a written report of investment transactions for
all funds covered by the Public Funds Investment Act. This report
shall he presenied to the Board and the Superintendent not less
than quarterly, within a reasonable time after the end of the period.

The report must;

1.  Contain a detailed description of the investment position of
the District on the date of the report.

2. Be prepared jointly and signed by all District investment offic-
ars.

3. Contain a summary statement for each poaled fund group
(i.e., each internally created fund in which one or more ac-
counts are combined for investing purposes) that states the;
a. Beginning market value for the reporting period;

h. Ending market value for the period; and
c. Fully accrued interest for the reporting period.

4, State the book value and market value of each separately in-
vested asset at the end of the reporting period by the iype of
asset and fund type invested.

5.  State the maturity date of each separately invested asset that
has a maturity date.
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6. State the account or fund or pooled group fund in the District
far which each individual investment was acquired.

7. State the compliance of the investment portfolio of the District
as it relates to the District’s investment strategy expressed in
the District’s investment policy and relevant provisions of
Goavernment Code, Chapter 2256.

If the District invests in other than money market mutual funds, in-
vestment pools or accounts offered by its depository bank inthe
form of certificates of deposit, or money market accounts or similar
accounts, the reports shall be formally reviewed at least annually
by an independent auditor, and the result of the review shall be re-
ported to the Board by that auditor.

Gov't Code 2256.023

The Board or a designated investment committee, shall, at least
annually, review, revise, and adopt a list of qualified brokers that
are authorized to engage in investment transactions with the Dis-
trict. Gov't Code 2256.025

The Board may purchase, sell, and invest its funds and funds un-
der its control in investments described below, in compliance with
its adopted investment policies and according to the standard of
care set out in this poticy. Investments may be made directly by
the Board or by a nonprofit corporation acting on behalf of the
Board or an investment pool acting cn behalf of two or more ocal
governments, state agencies, or a combination of the two, Gov't
Code 2256.003(a)

In the exercise of these powers, the Board may contract with an
investment management firm registered under the Investment Ad-
visers Act of 1940 (15 U.8.C. Section 80b-1 et seq.} or with the
State Securities Board to provide for the investment and manage-
ment of its public funds or other funds under its control. A contract
made far such purpose may not be for a term longer than two
years. Arenewal or extension of the contract must be made by the
Board by order, ordinance, or resolution. Gov't Code 2256.003(b)

The foliowing investments are authorized:

1. Obligations, including letters of credit, of the United States or
its agencies and instrumentalities; direct obligations of the
state of Texas or its agencies and instrumentalities: collatera-
lized martgage obligations directly issued by a federal agency
or instrumentality of the United States, the underlying security
for which is guaranteed by an agency or instrumentality of the
United States; other obligations, the principal and interest of
which are unconditionally guaranteed or insured by, or backed
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by the full faith and credit of, the state of Texas, the United
States, or their respective agencies and instrumentalities, in-
cluding obligations that are fully guaranieed or insured by the
Federal Deposit Insurance Corparation (FDIC) or by the ex-
plicit full faith and credit of the United States; obligations of
states, agencies, counties, cities, and other political subdivi-
sions of any state rated as to investment quality by a national-
ly recognized investment rating firm not less than A or its
equivalent; and bonds issued, assumed, or guaranteed by the
state of Israel. Gov't Code 2256.009(a)

The following invesiments are not authorized:

a.  Obligations whose payment represents the coupon pay-
ments en the ouistanding principal balance of the under-
lying martgage-backed security collateral and pays no
principal.

b.  Obligations whose payment represents the principal
stream of cash flow from the underlying mortgage-
backed security collateral and bears no interest.

¢. Collateralized morigage obligations that have a stated fi-
nal maturity date of greater than ten years,

d. Ccllateralized mortgage obligations the interest rate of
which is determined by an index that adjusts opposite {o
the changes in a market index.

Gov't Code 2256.009(b)

Certificates of deposit or share certificates issued by a depo-
sitory institution that has its main office or a branch office in
Texas that is guaranteed or insured by the FDIC or its suc-
cessor or the National Credit Union Share Insurance Fund or
its successor and is secured by abligations described in item
1 above, including mortgage-backed securities directly issued
by a federal agency or instrumentality that have a market val-
ue of not less than the principal amount of the certificates (but
excluding those mortgage-backed securities described in
Section 2256.008[b]) or secured in any other manner and
amount provided by law for the deposits of the investing enti-
ty. Gov't Code 2256,010(a)

In addition to the autherify to invest funds in certificates of de-
posit under the previous section, an invesitment in ceriificates
of deposit made in accordance with the following conditions is
an authorized investment under Government Code 2256.010:
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a. The funds are invested by the District through a broker
that has its main office or a branch office in this state and
is selected from a list adopied by the District as required
by Government Code 2256.025, or a depository institu-
tion that has its main office or a branch office in this state
and that is selected by the District;

b.  The broker or depository institution selected by the Dis-
trict arranges for the deposit of the funds in certificates of
deposit in one or more federally insured depository insti-
tutions, wherever located, for the account of the District;

c.  The full amount of the principal and accrued interest of
each of the cerlificates of deposit is insured by the Unit-
ed States or an instrumentality of the United States; and

d. The District appoints the depository institution selected
by the District, an entity described by Government Code
2257.041(d}, or a clearing broker-dealer registered with
the Securities and Exchange Commission and operating
pursuant fo Securities and Exchange Commission Rule
15¢3-3 {17 C.F.R. Section 24(.15¢3-3) as custodian for
the District with respect to the certificates of deposit is-
sued for the account of the District entity.

Gov't Code 2256.010(b)

The investment policies may provide that bids for certificates
of deposit be solicited orally, in writing, electronically, or in any
combination of those methods. Gov't Code 2256.005(c)

Fully coliateralized repurchase agreements that have a de-
fined termination date; are secured by a combination of cash
and obligations of the United States or its agencies and in-
strumentaiities; require the securities being purchased by the
District or cash held by the District to be pledged to the Dis-
trict, held in the District's name, and deposited with the Dis-
trict or a third party selected and approved by the District, and
are placed through a primary government securities dealer, as
defined by the Federal Reserve or a financial institution doing
business in Texas. The term of any reverse security repur-
chase agreement may not exceed 90 days after the date the
reverse security repurchase agreement is delivered. Money
received by the District under the terms of a reverse security
repurchase agreement shall be used to acquire additional au-
thorized investments, but the term of the authorized invesi-
ments acquired must mature not later than the expiration date
stated in the reverse security repurchase agreement. Gov't
Code 2256.011
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A securities lending program if;

a. The value of securities loaned is not less than 100 per-
cent coliateralized, including accrued income, and the
loan allows for termination at any time;

B.  The loan is secured by:

(1) Pledged securities described by Government Code
2256.009;

(2) Pledged irrevocable letters of credit issued by a
bank that is organized and existing under the laws
of the United States or any other state and conti-
nuousty rated by at leasi one nationaily recognized
investment rating firm at not less than A or its
equivalent; or

{3) Cash invested in accordance with Government
Code 2256.009, 2256.013, 2256.014, or 2256.016;

¢. The terms of the loan require that the securities being
held as collateral be pledged to the investing entity, held
in the investing entity’s name, and deposited at the time
the investment is made with the entity or with a third par-
ty selecied by or approved by the investing entity; and

d. The loan is placed through a primary government securi-
ties dealer or a financial institution doing business in this
state.

An agreement to lend securities under a securities lending
program must have a term of one year or less.

Gov't Code 2256.0115

Banker's accepiance, with a stated maturity of 270 days or
fewer from the date of issuance that will be liquidated in full at
maturity, which is eligible for collateral for borrowing from a
Federal Reserve Bank, and is accepted by a bank meeting
the requirements of Government Code 2256.012(4). Gov't
Code 2256.012

Commercial paper that has a stated maturity of 270 days or
fewer from the date of issuance and is rated not less than A-1
or P-1 or an equivalent rating by at least two nationally recog-
nized credit rating agencies or by one nationally recognized
credit rating agency provided the commereial paper is fully
secured by an irrevocabie letier of credit issued by a bank or-
ganized and existing under United States law or the law of
any state. Gov't Code 2256.013
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7. No-load money market mutuai funds that;

a.

Are registered with and regulated by the Securities and
Exchange Commission;

Provide the District with a prospectus and other informa-
tion required by the Securities and Exchange Act of 1934
{15 U.S.C. 78a et seq.} or the Investment Company Act
of 1940 (15 U.S.C. 80a-1 et seq.);

Have a dollar-weighted average stated maturity of 90
days or fewer; and

include in their investment objectives the maintenance of
a stable net asset value of $1 for each share.

However, invesiments in no-load money market mutual funds
shall be limited to the percentages authorized by Government
Code 2256.014(c).

8. No-load mutuat funds that:

a.

Are registered with the Securities and Exchange Com-
mission;

Have an average weighted maturity of less than two
years,;

Are invested exclusively in obligations approved by
Government Code Chapter 2256, Subchapter A, regard-
ing authorized investments (Public Funds Investment
Act);

Are continuously rated by at least one nationally recog-
nized investment rating firm of not less than AAA or its
equivalent; and

Confarm to the requirements in Government Code
2256.016(b) and {c) relating to the eligibility of invest-
ment pools to receive and invest funds of investing enti-
ties.

Investments in no-load mutual funds shall be limited to the
‘percentages authorized by Government Code 2256.014{c).
In addition, the District may not invest any portion of bond
proceeds, reserves, and funds held for debt service, in no-
load mutual funds described in this item.

Gov't Code 2256.014

8. Aguaranteed investment contract, as an investment vehicle
for bond proceeds, if the guaranteed investment contract:
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a. Has a defined termination date.

b. Is secured by obligations described by Government
Code 2256.009(a)(1), exciuding those obligations de-
scribed by Section 2256.009(b), in an amount at least
equal to the amount of bond proceeds invested under
the contract.

¢. s pledged o the Disirict and deposited with the District
or with a third party selected and approved by the Dis-
trict.

Baond proceeds, other than bond proceeds representing re-
serves and funds maintained for debt service purposes, may
not be invested in a guaranteed investment contract with a
term longer than five years from the date of issuance of the
bonds.

To be eligible as an authorized investment:

a. The Board must specifically authorize guaranteed in-
vestment contracts as eligible investments in the order,
ordinance, or resolution authorizing the issuance of
bonds.

b.  The District must receive bids from at ieast three sepa-
rate providers with no material financial interest in the
bonds from which proceeds were received.

c.  The District must purchase the highest yielding guaran-
teed investment contract for which a gualifying bid is re-
ceived.

d. The price of the guaranteed investment coniract must
take into account the reasonably expected drawdown
schedule for the bond proceeds to be invested.

e. The provider must certify the administrative cosis rea-
sonably expected {o be paid to third parties in connec-
tion with the guaranteed investment contract.

Gov't Code 2256.015

A public funds investment pool meeting the requirements of
Government Code 2256.016 and 2256.019, if the Board au-
thorizes the investment in the particular pool by resolution.
Gov't Code 2256.016, .019

“Corporate bond” means a senior secured debt obligation is-
sued by a domestic business eniity and rated not lower than
“AA-" or the equivalent by a nationally recognized investment
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rating firm. The term does not include a debt obligation that
on conversion would result in the holder becoming a stock-
holder or shareholder in the entity, or any affiliate or subsidi-
ary of the entity, that issued the debt obligation, or is an unse-
cured debt obligation. Gov't Code 2256.0204(a)

A district that qualifies as an issuer as defined by Government
Code 1371.001 [see CCF} may purchase, sell, and invest its
funds and funds under its control in corporate bonds that, at
the time of purchase, are rated by a nationaily recognized in-
vestment rating firm “AA-" or the equivalent and have a stated
final maturity that is not tater than the third anniversary of the
date the corporate bonds were purchased. Gov'f Code
2256.0204(b)~{c)

The District is not authorized to:

a. Invest in the aggregate more than 15 percent of its
monthly average fund balance, exciuding bond
proceeds, reserves, and other funds heid for the pay-
ment of debt service, in corporate bonds; or

b. invest more than 25 percent of the funds invested in
corporate bonds in any one domestic business entity, in-
cluding subsidiaries and affiliates of the entity.

Gov't Code 2256.0204(d)

The District may purchase, sell, and invest its funds and funds
under its contral in corporate bonds if the Board:

a. Amends its investment policy to authorize corporate
bonds as an eligible investment;

b.  Adopts procedures to provide for monitoring rating
changes in corporate bonds acquired with public funds,
and liquidating the investment in corporate bonds; and

c. Identifies the funds eligible to be invested in corporate
bonds.

Gov't Code 2256.0204(e)

The District investment officer, acting on behalf of the District,
shall sell corporate bonds in which the District has invested its
funds not tater than the seventh day after the date a nationally
recognized investment rating firm:

a. Issues a release that places the corporate bonds or the
domestic business entity that issued the corporate bonds
on negative credit watch or the equivaient, if the corpo-
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rate bonds are rated “AA-" or the equivaient at the time
the release is issued: or

b.  Changes the rating on the corporate bonds to a rating
lower than "AA-" or the equivalent.

Gov't Code 2256.0204(f)

Corporate bonds are not an eligible investment for a public
funds investment pool. Gov't Code 2256.0204(g)

The District is not required to liquidate investments that were au-
thorized investments at the time of purchase. Gov't Code
2256.017

An investment that requires a minimum rating does not qualify as
an authorized investment during the period the investment does
not have the minimum rating. The District shall take ali prudent
measures that are consistent with its investment policy to liquidate
an investment that does nat have the minimum rating. Gov’t Code
2256.021

A written copy of the investment policy shall be presented to any
person offering to engage in an investment transaction with the
District or to an invesiment management firm under contract with
the District to invest or manage the District's investment portfolio.
For purposes of this section, a business organization includes in-
vestment pools and an investment management firm under con-
tract with the District to invest or manage the District's investment
portfolio. The qualified representative of the business organization
offering to engage in an investment transaction with the District
shall execute a written instrument in a form acceptable to the Dis-
trict and the business organization substantially to the effect that
the business organization has:

1. Received and thoroughly reviewed the District investment pol-
icy; and

2. Acknowledged that the business organization has imple-
mented reasonable procedures and controls in an effort to
preclude invesiment transactions conducted between the Dis-
trict and the organization that are not authorized by the Dis-
trict's policy, except to the extent that this authorization is de-
pendent on an analysis of the makeup of the District’s entire
portfolio or requires an interpretation of subjective investment
standards.

The invesiment officer may not acquire or otherwise obtain any au-
thorized investment described in the District's investment policy
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from a person who has not delivered to the District the instrument
described above.,

Gov't Code 2256.005(k)—(l)

A gift, devise, or bequest made to provide college scholarships for
District graduates may be invested by the Board as provided in
Property Code 117.004, unless otherwise specifically provided by
the terms of the gift, devise, or bequest. Education Code 45.107

Investments donated to the District for a particular purpose or un-
der terms of use specified by the donar are not subject to the re-
quirements of Government Code Chapter 2256, Subchapter A.
Gov't Code 2256.004(b)

The District may use electronic means to transfer or invest all

TRANSFER funds collected or controlled by the District. Gov't Code 2256.051
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