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Finance Committee Meeting
November 22, 2022
8:00 AM

The Board may act on any of the items listed on this agenda regardless of whether an item is described as an action
item, a report, or an informational or discussion item. As provided under Government Code section 54954.3, subdivision
(a), during a Regular Meeting members of the public may address the Board concerning any item on the agenda or on any
matter within the jurisdiction of the Byron-Bethany Irrigation District by filling out a speaker request form, available at the
Auditorium entrance, and submitting the speaker form to the District Secretary/General Manager. Comments will be taken
during the “Public Comnment” section of the agenda.

This facility complies with the Americans with Disabilities Act. If any special accommodations are needed for you to
participate, please contact the District Secretary/General Manager as soon as possible.

Agendas, agenda-packet materials, and other supporting documents are available forinspection at the District headquarters.
A fee will be charged for copies.

Food will be available for staff and Board members during the half-hour before the Board meeting. If Board members are
present, they will not discuss District business.

I.  ROLL CALL

II.  ADOPTION OF THE AGENDA

I11. PUBLIC COMMENT (Please observe a two-minute time limnit)

This section of the agenda is provided so that the public may express comments on any item on the
agenda or on matters within the District’s jurisdiction not listed on the agenda. Unless extended by the
Board President, public comment is limited to no more than two (2) minutes per person, twenty (20)
minutes total for all speakers. Board members may refer a matter to staff, or follow Board procedures
to direct staff to place a matter of business on a future agenda.

Iv. CONSENT CALENDAR

The following items are expected to be routine and non-controversial and can be acted on in one
consolidated motion as recommended or may be removed from the Consent Calendar and separately
considered at the request of any Director.

None.

V.  DISCUSSION/ACTION CALENDAR

Financial Investment Presentation
Budget Planning for Calendar Year 2023
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VI. REPORTS/DIRECTOR COMMENTS

Directors
Assistant General Manager
General Counsel

V. ADJOURNMENT




BYRON-BETHANY

IRRIGATION DISTRICT
STAFF REPORT

TO: THE HONORABLE PRESIDENT AND MEMBERS OF THE BOARD
FROM: EDWIN PATTISON
DATE: NOVEMBER 22,2022

SUBJECT: REVIEW OF INVESTMENT OPTIONS AND STATEMENT OF
INVESTMENT POLICY

STAFF RECOMMENDATION

It is recommended that the Board of Directors receive the presentation, review the attached example
public agency investment policies, and discuss the potential for developing an investment strategy to
increase BBID’s return of investment.

DISCU N

For a significant amount of time, the Byron-Bethany Irrigation District (BBID or District) has relied
on limited investment opportunities. By working with a financial advisor, reserve funds could be
safely invested to potentially earn a significantly higher rate of return than the current investment
strategy. To support this discussion, several investment policies, including a 2010 BBID investment
policy, is attached to highlight investment best practices for safety, liquidity, and return of investment.

BACKGROUND

This item is being placed on the agenda to facilitate a discussion item only to review potential
investment options to safely enhance the return of investment of Byron-Bethany Irrigation District
funds. An introduction to current market conditions and available investment options in today’s
current market is being provided by Mark Edelman, King Capital Advisors. In support of this
discussion, several examples of investment policies are attached for consideration.

Jl IMPACT

No fiscal impact to review investment opportunities. By working with a financial advisor the potential
exist to significantly increase the rate of return for BBID funds while ensuring safety and liquidity.

ATTACHMENTS Three (3) investment policy examples: (1) BBID; (2) Mountain House; and
(3) City of Rosemead, along with Figure 1 showing allowable investments per state
government code.



RESOLUTION 2010-5

RESTATED ANNUAL STATEMENT
OF INVESTMENT POLICY FOR THE
BYRON BETHANY IRRIGATION DISTRICT

WHEREAS, the Board of Directors has heretofore established a general fund from which monies may be
expended for general operating purposes; and

WHEREAS, the Board of Directors has established reserve funds for various needs of the District; and

WHEREAS, in addition to the moneys in the established reserve funds, District has on hand in the general
fund from time to time moneys which are surplus to District’s immediate operating needs; and

WHEREAS, it has been determined to be in the public interest to invest such surplus moneys in a manner
which insures a maximum return consistent with safety on such investments while maintaining the integrity of
such surplus and inactive funds; and

WHEREAS, the Board of Directors has heretofore designated depositories, and may from time to time
hereafter designate additional such depositories, to have custody of District funds; and

WHEREAS, the Treasurer has rendered an annual Statement of Investment Policy to the Board pursuant to
Section 53646(a) of the Government Code;

NOW THEREFORE, BE IT RESOLVED by the Board of Directors of the District as follows:

1. Hereby approves and adopts that certain restated Investment Policy, attached as EXHIBIT “A”,
and by this reference incorporated herein, effective January 1, 2010.

PASSED AND ADOPTED at a Regular Meeting of the Board of Directors of the Byron Bethany Irrigation
District this 16% of February 2010, by the following vote:

AYES: Brown, Fredrickson, Kagehiro, Maggiore, Musco, Tennant, Tuso
NOES:
ABSENT:

Russell Kagehiro, President

SECRETARY'’S CERTIFICATION

I, Rick Gilmore, Secretary of the Board of Directors of the Byron Bethany Irrigation District do hereby certify that the foregoing
Resolution is a true and correct copy entered into the Minutes of the Adjourned Regular Meeting of February 16, 2010, at which time a quorum
was present, and that there has been no motion to amend or rescind the above Resolution.

Rick Gilmore, Secretary



INVESTMENT POLICY FOR SPECIAL DEPOSITS

OVERVIEW

This Investment Policy for Special Deposits (the “Deposit Investment Policy”) was approved by
the Mountain House Community Services District Board of Directors on March 14, 2018. The
Deposit Investment Policy may be amended by the Board as it deems appropriate from time to
time in the prudent investment of the District’s special deposits.

Policy Statement - The District is guided by three objectives in its investment of public
funds. In order of priority those objectives are:

1.1. Safeguarding of principal.
1.2. Ensuring that investments satisfy the liquidity needs of the District.

1.3. Obtaining an optimal rate return on available assets, commensurate
with an appropriate level of risk.

2. Scope - This investment policy applies to all special deposit funds not required for the
immediate operating needs of the District and are accounted for in the District’s
monthly financial report.

3 Objectives: The priority ranked objectives of the District’s investment activities shall
be:

3.1. Legality. Investments shall only be made in securities legally permissible by the
California Government Code, Sections 53635, 53635.2. et seq.

3.2. Safety. Investments shall be undertaken in a manner that seeks to ensure
preservation of capital in the overall portfolio. To attain this objective,
diversification is required. Investments must be made in securities of high
quality to avoid credit risk and loss of principal.

3.3. Liquidity. The investment portfolio must remain sufficiently liquid to enable the
District to meet all foreseeable operating requirements.

3.4. Return on Investment. The investment portfolio shall be designed with the
objective of attaining a market rate of return, taking into consideration policy
objectives and cash flow characteristics of the portfolio.

4. Delegation of Authority - The Board of Directors is responsible for the
management and oversight of the investment program. Day to day management
responsibility for the investment program is delegated to the District’s General
Manager, who will ensure that the investment program is in accord with the Board’s
directives. The General Manager shall be responsible for all transactions undertaken
and will establish a system of controls to regulate the activities of appropriate staff
members.



5.

Prudence - Investments shall be made with time relevant judgment and care, which
persons of prudence, discretion and intelligence exercise in the management of their own
affairs, and not for speculation, but for investment, considering the probable safety of
principal as well as the probable income to be derived. The standard of prudence to be
used by investment officials shall be the “prudent person” standard and shall be applied
in the context of managing an overall portfolio with aims to safeguard the principal and
maintain the liquidity needs of the agency. The prudent investor standard states that
when investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing
public funds, a trustee shall act with care, skill, prudence, and diligence under the
circumstances then prevailing, including but not limited to, the general economic
conditions and the anticipated needs of the District, that a prudent person acting in a like
capacity and familiarity with those matters would use in the conduct of funds of a like
character and with like aims to safeguard the principal and maintain the liquidity needs
of the District.

Borrowing for Purposes of Making Investments - Management is prohibited from

the practice of borrowing for the sole purpose of making investments.

uthorized Inv e imits - The General Manager or his/her designee may
only invest funds in the following secure and reliable permitted investments:

7.1. Investment in the California Local Agency Investment Fund (LAIF). Funds
shall be placed in LAIF as alternative liquid investments under this policy.

7.2. Shares of Beneficial Interest issued by diversified management companies,
otherwise known as Mutual Funds, investing in the securities and
obligations as authorized by the California Government Code, sections
53601 et seq.

7.3. United States Treasury Bills, Notes, Certificates of Indebtedness, or those for
which the full faith and credit of the United States are pledged for the payment of
principal and interest.

7.4. Savings Accounts or Certificates of Deposit issued by a nationally or state
chartered bank, or, savings association fully insured by the FDIC or FSLIC.

7.5. Deposit of funds in the County of San Joaquin Treasury Investment Pool.

7.6. U.S. Federal Agency or United States government-sponsored enterprise
obligations, participations or other instruments issued by the Government
National Mortgage Association (GNMA), the Federal Home Loan Bank
(FHLB), the Federal National Mortgage Association (FNMA), the Federal
Home Loan Mortgage Association (FHLMC), the Federal Farm Credit System
(FFCB), and the Federal Agricultural Mortgage Company/Farmer Mac
(FAMCA).

7.7. Medium Term Corporate Notes, defined as all corporate and depository
institution debt securities with a maximum remaining maturity of five years or
less, issued by corporations organized and operating within the United States
or by depository institutions licensed by the United States or any state



10.

11.

12.

operating within the United States. Notes eligible for investments under this
subdivision shall be rated “A” or better by a nationally recognized rating
service.

Maximum Maturities - To the extent possible, investments shall be made to match
anticipated cash flow requirements. Furthermore, no investment with a term in
excess of five years may be made.

Internal Control - As part of the District’s annual independent audit, the
investment program shall be reviewed for appropriate internal controls that
provide assurance of compliance with policies and procedures.

Reporting - The General Manager shall provide the Board of Directors with a
quarterly report of investment activity verifying that the investment portfolio is in
compliance with the District’s investment policy. The report will also include a
statement indicating the District’s ability to meet its expenditure requirements for the
ensuing six months or to provide an explanation as to why sufficient funds shall not or
will not be available.

thics and Conflicts of Interest — Officers and employees involved in the investment
process shall refrain from personal business activities that could conflict with proper
execution of the investment program, or which could impair their ability to make
impartial decisions.

Investment Policy Review - The Board of Directors shall review the investment
policy annually. The Board shall accept and approve the investment policy and any
changes.



City of Rosemead

Statement of
Investment Policy

Fiscal Year 2022-23

Today’s Small Town America
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2022-23 INVESTMENT POLICY

INVESTMENT PHILOSOPHY

C.

Introduction

The Annual Statement of Investment Policy is intended to provide specific criteria and
clear understanding of guidelines for the prudent investment of City funds. The ultimate
investment goal is to enhance the economic status of the City while protecting funds
under management and meeting the daly cash flow needs of the City. This investment
policy has been prepared in conformance with all pertinent existing laws of the State of
California including California Government Code Sections 53600, et seq.

Government Code Section 53646 previously mandated that annual investment policies
and quarterly reports be rendered to the legislative body. AB2853 amended the
Government Code Section 53646 to remove the requirements; the rendering of these
documents is permissive rather than mandated. Although the Annual Investment Policy
and Quarterly Reports are no longer required, the City believes it prudent to continue to
provide the legislative body with these documents. Consequently, the Finance
Director/Treasurer will continue to render to the City Council quarterly investment
reports and the annual statement of investment policy.

Objectives

The primary objectives of investment activity, in order of priority, are shown below, and
shall be in conformity with California Government Code section 53600.5:

1. Safety — Safety of principal is the foremost objective of the investment program.
Investments shall be undertaken in a manner that seeks to ensure the
preservation of capital in the overall portfolio.

2. Liquidity — The investment portfolio will remain sufficiently liquid to enable the
City to meet all operating requirements as prescribed by state law and which
might be reasonably anticipated. An adequate portion of the portfolio should be
maintained in liquid short-term securities that can be converted to cash if
necessary to meet disbursement requirements. Since unanticipated cash
requirements do, indeed, arise, most investments will be in securities with active
secondary or resale markets. Emphasis shall be on marketable securities with low
sensitivity to market risk.

3. Yield — Yield should become a consideration only after the more basic
requirements of safety and liquidity have been met. The investment portfolio shall
be designed with the objective of attaining a rate of return throughout budgetary
and economic cycles commensurate with the City’s investment risk restraints and
the cash flow characteristics of the portfolio.

Prudence

1. The Prudent Investor Standard shall be used by investment officials, and shall be
applied in the context of managing an overall portfolio. Investment staff acting in
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accordance with written procedures and the investment policy and exercising due
diligence shall be relieved of personal responsibility for an individual security’s
credit risk or market price changes.

2. The City adheres to the guidance provided by the “prudent investor” standard, as
codified in Government Code section 53600.3. This obligates a fiduciary to insure
that: “When investing, reinvesting, purchasing, acquiring, exchanging, selling, or
managing public funds, a trustee shall act with care, skill, prudence, and diligence
under the circumstances then prevailing, including but not limited to, the general
economic conditions and the anticipated needs of the agency, that a prudent
investor acting in a like capacity and familiarity with those matters would use in
the conduct of funds of a like character and with like aims, to safeguard the
principal and maintain the liquidity needs of the agency. Within the limitations of
this section and considering individual investments as part to an overall strategy,
investments may be acquired as authorized by law.”

OPERATIONAL AND PROCEDURAL MATTERS

Scope

This investment policy applies to all financial assets and investment activities of the City
except for proceeds of debt issuance, defined contribution plans (deferred
compensation), defined benefit plans (pension), and the Other Post Employment Benefit
(OPEB) trust. The exempt assets are invested in accordance with regulations established
by the State of California and any agreements specific to the funds. Where present, bond
indenture and guiding resolution documentation for investment of bond proceeds will
superscede the City of Rosemead Investment Policy guidelines.

All monies, with the exception of Sucessor Agency and Rosement Housing Development
Corporation, shall be pooled for investment purposes to provide investment efficiencies
and cash flow. The investment income derived from the pooled investment account shall
be allocated based upon the proportion of the respective average balances relative to the
total pooled balance in the portfolio. Investment income shall be distributed to the
individual funds not less than quarterly.

Delegation and Authority

L Pursuant to California Government Code Section 53607 which requires the annual
delegation of investment authority to the City Treasurer, the City Council hereby
delegates management responsibility of the City’s investment program to the
Finance Director/Treasurer for one year or until such time the delegation is
revoked. The Finance Director/Treasurer may delegate daily investment activity,
such as carrying out the Treasurer’s investment instructions, confirming
transactions, and other routine activities.

2. The Finance Director/Treasurer shall establish written procedures for the
operation and management of the City’s investment program consistent with this
investment policy including explicit delegation of authority to person responsible
for investment transactions. No person may engage in an investment transaction
except as provided under the terms of this policy and procedures established by

City of Rosemead 3 2022-23 Investment Policy




the Finance Director/Treasurer.

3. in the absence of the Director of Finance, the Finance Manager, in conjunction
with the City Manager, has investment responsibility.

4, The City Council may, upon recommendation of the Investment Committee,
engage the services of one or more external investment managers to assist in the
management of the City’s investment portfolio in a manner consistent with the
City’s objectives. Such external managers may be granted limited discretion to
purchase and sell investment securities in accordance with this Investment Policy.
Such managers must be registered under the Investment Advisers Act of 1940, or
be exempt from such registration. Such external managers shall be prohibited
from 1) selecting broker/dealers, 2) executing safekeeping arrangements, and 3}
executing wire transfers. This Section does not preclude the City Treasurer from
retaining portfolio consultants within existing authority.

Internal Controls

The Finance Director/Treasurer is responsible for establishing and maintaining an internal
control structure designed to ensure that the assets of the entity are protected from Joss,
theft or misuse. The internal control structure shall be designed to provide reasonable
assurance that these objectives are met. Internal controls shall be in writing and shall
address the following points: control of collusion, separation of transaction authority
from accounting and record keeping, safekeeping of assets and written confirmation of
telephone transactions for investments and wire transfers.

Conflict of Interest

State law, City statutes and City personnel and purchasing policies shall be followed to
avoid conflict of interest or the appearance thereof. In addition to the applicable
requirements of the Political Reform Act and the Government Code Section 1090, the
Finance Director/Treasurer and City Manager, members of the City Council, members of
the Investment Committee, their spouses and investment consultants shall refrain from
personal business activity that could conflict with proper execution of the investment
program, or which could impair their ability to make impartial investment decisions on
behalf of the City. In addition, these individuals shall disclose to the City Manager any
financial interests in or financial relationships with financial institutions that conduct
business with the City, and shall subordinate their personal investment transactions to
those of the City’s, particularly with regard to the timing of purchases and sales. All bond
issue providers including but not limited to underwriters, bond counsel, financial advisors,
brokers and dealers, will disclose any fee sharing arrangements or fee splitting to the City
Manager prior to the execution of any transactions. The providers must disclose the
percentage share and approximate dollar amount share to the City prior to the execution
of any transactions.

Authorized Financial Dealers and Institutions

1. The Treasurer, at his or her discretion, maintains a list of financial institutions
authorized to provide investment services to the City. Institutions eligible to
transact investment business with the City include:

a. Primary or Regional dealers that qualify by the SEC Rule 15¢3-1
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b. Nationally or state-charted banks,

c. The Federal Reserve Bank, and
d. Direct issuers of securities eligible for purchase by the City.
2. Selection of financial institutions and broker/dealers authorized to engage in

transactions with the City shall be at the sole discretion of the City.

3. The Treasurer and Investment Committee shall obtain information from qualified
financial institutions to determine if the institution makes markets in securities
appropriate for the City’s needs, can assign qualified sales representatives and can
provide written agreements to abide by the conditions set forth in the City of
Rosemead investment Policy. Investment accounts with all financial institutions
shall be standard non-discretionary accounts and may not be margin accounts.

4, All financial institutions which desire to become qualified bidders for investment
transactions must supply the Treasurer with the following:

a. Audited financial statements for the institution’s three most recent fiscal
years.

b. At least three references from California local agencies whose portfolio size,
investment objectives and risk preferences are similar to the City’s.

c. A statement certifying that the institution has reviewed the California
Government Code Section 53600 et seq. and the City’s Investment Policy and
that all securities offered to the City shall comply fully and in every instance
with all provisions of the California Government Code.

5. The signatures of two individuals shall be required for the opening and closing of
any bank account and broker account (the Finance Director/Treasurer or City
Manager, and the Mayor or Mayor Pro Tem). The Finance Manager, who is
independent of the investment function, shall keep a record of all opened and
closed accounts. On an annual basis, the Finance Manager shall provide this list
of accounts to the City’s independent auditor.

6. Public deposits shall be made only in qualified public depositories within the State
of California as established by State law. Deposits shall be insured by the Federal
Deposit Insurance Corporation, or, to the extent the amount exceeds the insured
maximum, shall be collateralized with securities in accordance with State law.

7. The Finance Director/Treasurer when leading investment activities will buy or sell
at the price that is most advantageous to the City and meets investment
requirements.

F. Delivery Procedures

All trades of marketable securities shall be cleared and settled on a standard delivery-
versus-payment (“DVP”) basis to ensure that securities are deposited in the City’s
safekeeping account prior to the release of funds..

G. Safekeeping of Securities

To protect against potential losses by collapse of individual securities dealers, and to
enhance access to securities, interest payments and maturity proceeds, all securities
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owned by the City shall be held in safekeeping by a third party bank trust department,
acting as agent for the City under the terms of a custody agreement executed by the bank
and by the City.

Securities may also be held by the same firm from which they were purchased as long as
the securities for safekeeping are in the name of or under the control of the local agency
and kept in a legally separate trust department as provided within California Government
Code §53601 and §53608.

From time to time, the City may invest funds received late in the day in one to thirty day
repurchase agreements with its depository bank. Securities used as collateral for such
repurchase agreements may be held in safekeeping by the City’s depository bank.

Investments are to be held in the City’s name in conjunction with industry standards,
including collateral held for repurchase agreements by depository banks.

1. PERMITTED INVESTMENTS AND PORTFOLIO RISK MANAGEMENT

A. Permitted Investments — All investments shall be made in accordance with Sections
16429.1 and 53600 et seq. of the California Government Code and as described within
this Investment Policy. Percentage holding limits listed in this Policy apply at the time the
security is purchased. Permitted investments under this policy include:

Rosemead CGC

Max % of  Max % of CA Gov't
Category Funds Funds Maximum Code (CGC)
(See individual categories for more details) Permitted Permitted Maturity Sections
1  Local Agency Investment Fund Not limited Not limited N/A 16429.1
2 USTreasury Obligations Not limited Not limited 5 Years 53601(b)
3 US Agency Obligations 70% Not limited 5 Years 53601(f)
4  Bankers’ Acceptances 20% 40%/30% 180 days 53601(g)
5  Commercial Paper — Non Pooled 25%/10% 25%/10% 270 days 53601(h)(2)(c)
6 Certificates of Deposit — Negotiable 30% 30% 5 Years 53601(i)
7  Certificates of Deposit — Non Negotiable 20% Not limited 5 Years 53630 et seq
8  Repurchase Agreements 30% Not limited 30 days 53601(j)
9  Medium Term Corporate Notes 30%/10% 30%/10% 5 Yearsorless 53601(k)
10 Money Market Funds 20%/10% 20%/10% N/A 53601(l)
11 Other State’s Obligations Not limited Not limited 5 Yearsorless 53601(d)
12 California Local Agency Obligations Not limited Not limited 5 Yearsorless 53601(e)
13 Supranational Obligations 30% 30% 5 Years or less  53601(q)

NOTE: All maximum limits show as split indicates the maximum of portfolio and maximum allowed in any one entity within the category

1. STATE OF CALIFORNIA LocAL AGENCY INVESTMENT FUND (LAIF) — The City may invest in
the Local Agency Investment Fund (LAIF), established by the State Treasurer under
California Government Code Section 16429.1 for the benefit of local agencies, up
to the maximum amount permitted by LAIF. LAIF provides daily liquidity;
therefore, there is no final stated maturity for this investment category. The
maximum deposit in LAIF, as of January 1, 2020, is $75 million per account.
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U.S. TREASURY OBLIGATIONS — Securities issued by the U.S. Treasury including
treasury bills, notes, or bonds with a final maturity not exceeding five years from
the date of trade settlement. There is no limitation as to the percentage of the
City’s portfolio that may be invested in this category but must be five years or less
in remaining maturity.

U.S. AGENCY OBLIGATIONS — Securities issued by the U.S. Treasury, provided that
there shall be no maximum allowable investment in U.S. Treasury securities U.S.
Federal Agency or United States government-sponsored enterprise obligations,
participations or other instruments issued by the Government National Mortgage
Association (GNMA), the Federal Home Loan Bank (FHLB), the Federal National
Mortgage Association (FNMA), the Federal Home Loan Mortgage Association
(FHLMC), the Federal Farm Credit System (FFCB), the Federal Agricultural
Mortgage Company/Farmer Mac (FAMCA), Tennessee Valley Authority (TVA), and
Private Export Funding Corporation (PEFCO) with no maximum limit as to the
percentage of the City’s portfolio that may be invested in this category provided
that:

a. A maximum of 70% of the portfolio be invested in agency securities, and

b. A maximum of 45% of the portfolio be invested in securities issued by any
single agency.

c. Investment in mortgage-backed bonds and collateralized mortgage

obligations (CMOs}) is prohibited, even if such bonds are issued by agencies
of the US Government.

BANKERS’ ACCEPTANCES provided that:

a. They are issued by domestic institutions the short-term obligations of
which are rated a minimum of P1 by Moody’s Investor Services (Moody’s)
or Al by Standard & Poor (S&P).

b. The acceptance is eligible for purchase by the Federal Reserve System.
The maturity does not exceed 180 days.

d. No more than 20% of the total portfolic may be invested in banker’s
acceptances.

COMMERCIAL PAPER provided that:

a. The maturity does not exceed 270 days from the date of purchase.

b. The issuer is a corporation organized and operating in the United States
with assets in excess of $500 million.

c. The paper is rated a minimum of P1 by Moody’s and Al by S&P, and has a
minimum long-term credit rating of A by both rating agencies.

d. No more than 25% of the portfolio is invested in commercial paper, nor
more than 10% from any one issurer.

City of Rosemead
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10.

11.

CeRTIFICATES OF DEPOSITS — NEGOTIABLE — Negotiable Certificates of Deposit issued by
a nationally or state-chartered bank, a savings association or a federal association
(as defined by Section 5102 of the Financial Code), or a state or federal credit
union in excess of insured amounts which are fully collateralized with securities in
accordance with California law, or that are federally insured provided that:

a. No more than 30% of the portfolio shall be invested in a combination of
federally insured and collateralized time deposits

b. The maturity of such deposits does not exceed five years.
CERTIFICATES OF DEPOSITS — NON-NEGOTIABLE — Federally insured time deposits as well
as collateralized time deposits in excess of insured amount which are fully

collateralized with securities in accordance with California law, in state or federally
chartered banks, savings and loans, or credit unions provided that:

a. No more than 20% of the portfolio shall be invested in a combination of
federally insured and collateralized time deposits

b. The maturity of such deposits does not exceed five years.

REPURCHASE AGREEMENTS, provided that:
a. The agreement is with the City’s depository bank.
b. The maturity of such deposits does not exceed 30 days.

c. Investments are to be held in the City’s name in conjunction with industry
standards, including collateral held for repurchase agreements by
depository banks.

Mepium-TerM CORPORATE NOTES, provided that:

a. Must be rated “A” or better by a nationally recognized rating service.

b. Investment in these securities shall not exceed 30% of the portfolio nor
more than 10% from any single issurer.

c. The maximum stated final maturity of these securities shall be five years.
MoNEY MARKET FUNDS, provided that:

a. The funds are registered under the Investment Company Act of 1940 that
(1) are “no-load” (meaning no commissionor fee shall be charged on
purchases or sales of shares); (2) are Government Money Market Funds;
and (3) have a rating of at least AAA or the equivalent by one nationally
recognized statistical rating organization (NRSRO).

b. No more than 20% of the City’s portfolio is invested in this category with
no more than 10% in any single fund.

OTHER STATE'S OBLIGATIONS — CA and Others with a maximum maturity remaining of
five years or less that are rated A+ or above.

City of Rosemead
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12.

13.

STATE OF CALIFORNIA LOCAL AGENCY OBLIGATIONS with a maximum maturity remaining
of five years or less.

SUPRANATIONAL OBLIGATIONS With a “AA” rating with a maximum remaining maturity
of five years or less. Only those obligations issued or unconditionally guaranteed
by the international Bank for Reconstruction and Development (IBRD),
International Finance Corporation {IFC), and Inter-American Development Bank
{IADB). Must not exceed 30% of the portfolio.

B. Prohibited Investment Vehicles and Practices

1

investments not described above as authorized investments are ineligible for
purchase. The policy specifically prohibis the investment of funds in common
stock, financial futures, options, inverse floaters, range notes, or mortgage-
derived, interesl-only strips.

Government Code Section 53601.6 also prohibits the investment in any security
that could result in zero-interest accrual if held to maturity. Per the California Debt
and Investment Advisory Commission, zero interest accrual is defined as a security
having the potential to realize zero interest based on the structure of the security.
Despite the this restriction, purchases of securities issued by, or backed by, the
United States government that could result in zero- or negative-interest accrual if
held to maturity are permitted in the event of, and for the duration of, a period of
negative market interest rates. Investments may be held until maturity. This
exception shall remain in effect until January 1, 2026 at which time it is repealed.

Other prohibited investment activities include —

» Trading securities for the sole purpose of speculating on the future
direction of interest rates.

¢ Purchasing or selling securities on margin.

e The use of reverse repurchase agreements, securities lending or any other
form of borrowing or leverage.

¢ Borrowing for investment purposes.

C. Mitigating Credit Risk in the Portfolio

Credit risk is the risk that a security or a portfolio will lose some or all of its value due to
real or perceived change in the ability of the issuer to repay its debt. The City shall
mitigate credit risk by adopting the following strategies:

1.

The diversification requirements included in Section Ul (A) are designed to
mitigate credit risk in the portfolio.

No more than 5% of the total portfolio may be invested in securities of any single
issuer except that limits on investment securities issued by government agencies
shall be governed by Section lil A 2 b. Limits are to be based on the “market value”
of the investment.
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3. The City may elect to sell a security prior to its maturity and record a capital gain
or loss in order to improve the quality, liquidity or yield of the portfolio in response
to market conditions or the City’s risk preferences.

4. If securities owned by the City are downgraded by either Moody’s or S&P to a level
below the quality required by this Investment Policy, it shall be the City’s policy to
review the credit situation and have the City Treasurer make a determination as
to whether to sell or retain such securities in the portfolio.

a. if a security is downgraded two grades below the level required by the City,
the security shall be sold as soon as possible.

b. If a security is downgraded one grade below the level required by this
policy, the Treasurer will use discretion in determining whether to sell or
hold the security based on its current maturity, the loss in value, the
economic outlook for the issuer, and other relevant factors.

c. If a decision is made to retain a downgraded security in the portfolio, its
presence in the portfolio will be monitored and reported quarterly to the
City Manager and City Council.

Mitigating Market Risk in the Portfolio

Market risk is the risk that the portfolio will decline in value {or will not optimize its value)
due to changes in the general level of interest rates or the economic environment. The
City recognizes that, over time, longer-term portfolios achieve higher returns. On the
other hand, longer-term portfolios have higher volatility of return. The City shall mitigate
market risk by providing adequate liquidity for short-term cash needs, and by making
some longer-term investments only with funds which are not needed for cash flow
purposes. The City further recognizes that certain types of securities, including variable
rate securities, securities with principal pay downs prior to maturity, and securities with
embedded options, will affect the market risk profile of the portfolio differently in
different interest rate environments. The City, therefore, adopts the following strategies
to control and mitigate its exposure to market risk:

1. The maximum stated final maturity of individual securities in the portfolio shall be
five years.
2. The City’s Finance Director shall determine the City’s Cash Flow needs and only

allow investment’s with cash over and above the quarterly projected capital and
operating expenditures (excluding expenditures financed with bond proceeds) in
investments maturing more than thirty days.

3. To the extent necessary, investment maturities shall match the City’s projected
cash flow requirements over the following twelve months.

4, Except for calls, the City shall invest only in securities which do not include
embedded options (i.e. puts, swaps, etc.).

5. The City shall not invest in securities which may return all or part of their principal
prior to their stated final maturity date more than four times in any 12 consecutive
month period.
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