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INVESTMENT POLICY — OPERATING AND BOND FUNDS

CITY OF SAN MARCOS
FINANCE DEPARTMENT

l. PoLicy

It is the policy of the City of San Marcos to invest public funds in a manner which will optimize interest
earnings with maximum security while meeting the daily cash flow demands of the City and conforming to
all state and local statutes governing the investment of public funds.

L. ScoPE

This Investment Policy (hereafter referred to as Policy) applies to all financial assets of the City except
Reserve Funds which are longer in terms and represent different risk profiles. Reserve Funds are managed
and controlled by a separate Investment Policy. These financial assets covered by this Policy are within
funds that are accounted for in the Comprehensive Annual Financial Report and include:

General Fund

Special Revenue Funds
Capital Projects Funds
Debt Service Funds
Enterprise Funds

Trust and Agency Funds

oAM=

and any new funds created by the City unless specifically exempted by the City Council and this Policy.

M. PRUDENCE

The standard of prudence to be used by investment officers and Finance Administrators shall be the
“prudent person” standard and shall be applied in the context of managing an overall portfolio.

Investments shall be made with judgment and care—under circumstances then prevailing—which
persons of prudence, discretion and intelligence exercise in the management of their own affairs,
not for speculation, but for investment, considering the probable safety of their capital as well as
the probable income to be derived.

Iv. OBJECTIVES

All operating and bond funds will be pooled for investment purposes. The primary objectives, in priority
order, of the City’s investment activities for all funds shall be:

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

2. Liquidity: The City’s investment portfolio will remain sufficiently liquid to enable the City to meet
all operating requirements, which might be reasonably anticipated.

3. Diversification: In order to supplement the safety objective, diversification is needed to
minimize credit and market risk and to reduce overall portfolio impact from potential losses on
individual securities.

4. Yield: The City’s investment portfolio shall be designed with the objective of attaining a market
rate of return in accordance with its designated benchmark which is based on the City’s cash
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flow requirements throughout budgetary and economic cycles, commensurate with the City’s
investment risk constraints and the cash flow characteristics of the portfolio.

V. Strategy

The structure and management of the pooled City portfolio will address the varying needs, goals and
objectives of each fund. Investment strategies for General Fund, Special Revenue Funds, Capital Projects
Funds, Enterprise Funds, and Trust and Agency Funds are designed to assure that anticipated cash flows
are matched with adequate liquidity in each fund. A secondary strategy is to create a portfolio structure
that will experience minimal volatility during economic cycles. Both may be accomplished by purchasing
high quality, short-to-medium term securities that will complement each other in a laddered structure and
assure the marketability of those investments should liquidity needs arise. Investments are to be chosen
in a manner that promotes diversity by market sector, credit and maturity. The maximum dollar weighted
average maturity of the total portfolio to accomplish these goals will not exceed 18 months, dependent on
market conditions.

Investment strategies will address the unique needs for Debt Service Funds to primarily assure investment
liquidity adequate to cover the debt service obligation for each consecutive debt service payment.
Investments shall progressively fund each succeeding debt service.

Effective cash management is recognized as essential to good fiscal management. Cash management is
defined as the process of managing monies in order to ensure maximum cash availability to the City for
investment use. The City shall maintain a comprehensive cash management program that includes
collection of accounts receivable, prudent investment of its available cash, disbursement of payments in
accordance with invoice terms and the management of banking services.

VL. DELEGATION OF AUTHORITY

Investment Officers

Management responsibility for the investment program is hereby delegated to the Director of Finance, the
Accounting Manager, and Cash Management Accountant or staff accountant as designated by Director of
Finance and they are therefore designated as the Investment Officers under the Act and by resolution of
the City Council. The Investment Officer(s) shall be responsible for all transactions undertaken and shall
establish a system of controls to regulate the activities of subordinate officials.

Investment Officers who are employees of the City acting in accordance with this standard, written
procedures and the Policy and exercising due diligence shall be relieved of personal liability for an individual
security’s credit risk or market price changes, provided deviations from expectations are reported in a timely
fashion and appropriate action is taken to control adverse developments. Investment Advisors / Managers
acting under contract to the City are not relieved of personal responsibility.

Investment advisors / managers under contract to the City may also be designated as Investment Officers
by the City Council. A contracted Investment Advisor / Manager will perform the investment responsibilities
of the Investment Officer. The investment management firm selected to transact investment business on
behalf of the City will be provided a copy of this Policy to assure that they are familiar with the goals and
objectives of the investment program. All key investment professionals of the investment management firm
will be required to return a signed copy of the Certification by Business Organization substantially in the
form provided as Appendix B. The investment management firm, which will act in a fiduciary capacity, must
be registered with the Securities and Exchange Commission under the Investment Advisor's Act of 1940.
The Investment Advisor / Manager will be required to manage the City’s funds in accordance with the laws
of the State of Texas, and Investment Policies and procedures established by the City.

In accordance with the Act, Investment Officers shall attend investment training session no less than once
every two years receiving not less than 8 hours of instruction relating to investment responsibilities. A newly
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appointed Investment Officer must attend a training session of at least 10 hours of instruction within twelve
months of the date the officer took office or assumed investment officer duties. The investment training
sessions shall be provided by an independent source approved and authorized to issue PFIA training
certification. For purposes of this Policy, an “independent source” from which investment training shall be
obtained shall include a professional organization, an institution of higher education or any other sponsor
authorized to issue PFIA training certification..

Investment Committee

An Investment Committee consisting of the Finance and Audit committee members, and Accounting
Manager is established to review quarterly reports and Policy changes as well as advise the City Council
on investment matters. The Investment Committee shall, at least annually or as required by market
conditions, review, revise, and adopt a list of authorized broker/dealers that may engage in investment
transactions with the City based on the annual review of the financial condition and registrations of dealers
and institutions conducted by the Investment Officer(s) (in accordance with this Policy).

VIL. INVESTMENT PROCEDURES

The Investment Officer(s) shall establish reasonable commercial written procedures for the operation of the
investment program consistent with this Policy. The procedures should include to safekeeping, repurchase
agreements, wire transfer agreements, banking service contracts and collateral/depository agreements. No
person may engage in an investment transaction except as provided under the terms of this Policy and the
procedures established by the Investment Officer(s). Investment Committee will make the recommendation
when to contract with an Investment Advisor / Manager firm depending on market conditions and review /
analysis of contract cost versus investment portfolio return.

All investment purchases will be executed using the competitive bidding process and settled on a delivery
versus payment (DVP) basis. A minimum of three competitive offers on the purchase/sale of every security
will be obtained or approval from an Investment Committee officer on a competitive offer due to market
conditions and time constraints. All investment purchases will be executed in compliance with the Internal
Revenue Service’s Fair Market Rules.

VIIl. ETHICS AND CONFLICTS OF INTEREST

Investment officers and employees involved in the investment process shall refrain from any personal
business activity that could conflict with proper execution of the investment program, or which could impair
their ability to make impartial investment decisions. Investment officers shall disclose in writing to the City
Manager any material financial interests in financial institutions that conduct business with the City, and
they shall further disclose any large personal financial/investment positions that could be related to the
performance of the City’s portfolio. Investment officers involved in the investment process with personal
business relationships or relatives within the second degree of affinity or consanguinity seeking to sell
investments/securities to the City shall disclose the relationship and file a statement with the Texas Ethics
Commission and the City Council. Personal business relationships are defined in the Act.

IX. AUTHORIZED BROKER/DEALERS AND FINANCIAL INSTITUTIONS

The objective of safety requires that the City transact business with financially strong broker/dealers and
financial institutions. Therefore, financial broker/dealers and institutions shall be subject to a screening
process by the Investment Officers and/or City contracted Investment Advisor / Manager to eliminate those
dealers and institutions that lack economic viability or whose past practices put the safety of public capital
at risk.

The Investment Advisor / Manager under contract will observe the instructions of the City with respect to
broker/dealers who are approved to execute transactions involving the City’s Managed Funds and in the
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absence of such instructions will engage broker/dealers which the Advisor / Manager reasonably believes
to be reputable, qualified and financially sound.

These broker/dealers may include “primary” dealers or regional dealers that qualify under Securities and
Exchange Commission Rule 15C3-1 (uniform net capital rule). Authorized dealers and institutions shall
provide proof of Financial Institutions Regulatory Authority (FINRA) certification, an annual audited financial
statement, and a completed broker/dealer questionnaire.

Additional financial institutions may be used for time or demand deposits designed for investment purposes
(i.e. not as the primary depository of the City). These institutions may be approved by the Investment
Officer(s) on an ongoing basis to accommodate the need for timely action. Action by the Investment
Committee is not required before use of such institutions. Each financial institution will provide policy
certification and execute a depository agreement. The City may utilize third-party rating agencies in order
to assess the overall financial strength of potential depositories.

The depository, or its brokerage subsidiary, from which the City obtains banking services including safe-
keeping, will not be used for brokerage services in order to perfect ownership on delivery versus payment
settlement. The bank may be used for time deposits but all time deposits will be bid competitively.

X. AUTHORIZED AND SUITABLE INVESTMENTS

Authorized investments shall be limited to the instruments listed below as authorized and further
described by the Act.

1. Obligations of the United States, its agencies and instrumentalities, not to exceed two years to
the stated final maturity, excluding mortgage-backed securities.

2. Direct obligations of the State of Texas or its agencies and instrumentalities, not to exceed two
years to the stated final maturity;

3. Other obligations, the principal of and interest of which are unconditionally guaranteed or
insured by the full faith and credit of, the State of Texas or the United States or their respective
agencies and instrumentalities, not to exceed two years to the stated final maturity;

4. Obligations of states, agencies, counties, cities, and other political subdivisions of any state
rated as to investment quality by a nationally recognized investment rating firm not less than A
or its equivalent, not to exceed two years to the stated final maturity;

5. Fully insured or collateralized certificates of deposit or share certificates, issued by state and
national banks or credit unions, not to exceed two years to the stated final maturity that are:
a. Guaranteed or insured by the Federal Deposit Insurance Corporation or the National
Credit Union Association, or other federal agency, or successors; or
b. Collateralized to 102% in accordance with this Policy (Section Xl).

6. Fully collateralized direct repurchase agreements having a defined termination date,
collateralized in accordance with this Policy, safe-kept with an independent third party
approved by the City, with an executed master repurchase agreement, and placed through a
primary government securities dealer, as defined by the Federal Reserve,or a bank doing
business in Texas, not to exceed 90 days to the stated maturity;

Flexible repurchase agreements (flex repos) are authorized for investment of bond proceeds,
if collateralized in accordance with this Policy, safe-kept with an independent third party
approved by the City, with an executed master repurchase agreement, and placed through a
primary government securities dealer, as defined by the Federal Reserve. The term of the flex
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repo may exceed two years but not exceed the anticipated expenditure schedule of the bond
proceeds and no party involved with the issuance of the debt shall be involved with the funds
reinvestment.

7. Investment Pools as defined and regulated by the PFIA.

8. Commercial paper rated not less than A1/P1 or its equivalent by two nationally recognized
rating agencies and not to exceed 270 days to stated final maturity.

9. AAA-rated, SEC registered money market funds as described in Sec. 2256.014 of the PFIA.

10. FDIC insured brokered certificate of deposit securities from banks in any US state, delivered
versus payment to the City’s safekeeping depository, not to exceed one year to maturity.
Before purchase the Investment Officer or adviser must verify the FDIC status of the bank on
www.2fdic.gov.idasp/main_bankfind/asp to assure that the bank is FDIC insured.

XI. COLLATERALIZATION

Pledged Collateral

Collateralization is required on time and demand deposits. In order to anticipate market changes and
provide a level of security for all funds, the collateralization margin level will be maintained at a minimum of
102% of deposits plus accrued. The counter party shall be made contractually liable for monitoring and
maintaining the collateral and required margins at all times. Collateral shall be priced at least monthly.
The custodian shall provide the required periodic reports directly to the City.

Owned Collateral

Repurchase agreements shall be collateralized to 102% of principal and accrued interest. The counter
party shall be made contractually liable for monitoring and maintaining the collateral and required margins
at all times. Collateral shall be priced daily. The Custodian shall provide the required periodic reports
directly to the City.

Authorized Collateral
Collateral shall be limited to the following:
- Obligations of the US Government, its agencies and instrumentalities to include mortgage-backed
securities which pass the bank test.
- Obligations of states, agencies, counties, cities, and other political subdivisions of any state rated as
to investment quality by a nationally recognized investment rating firm not less than A or its equivalent.

Collateral will always be held by an independent third party with whom the City has a current custodial
agreement. A clearly marked evidence of ownership (report or receipt) must be supplied to the City and
retained. The right of collateral substitution is granted with prior City approval.

XIl. SAFEKEEPING

Safekeeping function will be provided by the City’s banking services depository or a PFIA approved
Safekeeping service contracted in conjunction to the City’s banking services depository agreement. In
order to ensure protection for City owned securities, the City requires delivery versus payment procedures
for all transactions, except pools, money market funds and time deposits, which have no book entry
delivery.

All security transactions, including collateral for repurchase agreements shall be conducted on a delivery

versus payment (DVP) basis to the City’s depository or a City approved third party custodian. Securities
will be held by a third party custodian approved by the Investment Officer(s) and evidenced by proof of
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ownership (original safekeeping receipts).

XIil. DIVERSIFICATION

Diversification of the overall portfolio will be maintained in accordance with the following diversification
limits.

Security Type Maximum % of Portfolio
US Government Treasury Obligations 100%
US Government Agencies and Instrumentalities 80%
Municipal Instruments 50%
Certificates of Deposit 30%
Issued by institution 20%
Repurchase Agreements 30%
Flex repurchase agreements for bond proceeds 100%
Local Government Investment pools 100%
Ownership of the pool 10%
Commercial Paper 40%
Limit per commercial paper issuer 10%
Money Market Mutual Fund 50%
Ownership of the fund 10%
XIV. INTERNAL CONTROLS

The Investment Officer(s) shall establish a system of written internal controls that will be reviewed annually
with the City or independent auditor of the City along with quarterly investment reports. The controls will
be designed to prevent loss of public funds due to fraud, employee error, misrepresentation by third parties,
unanticipated market changes, or imprudent actions by employees, contracted investment managers or
financial counterparties of the City.

Loss of Rating

The Investment Officer or investment adviser / manager shall monitor, on no less than a weekly basis, the
credit rating on all authorized investments in the portfolio based upon independent information from a
nationally recognized rating agency. If any security falls below the minimum rating required by Policy, the
Investment Officer or adviser shall notify the City Manager of the loss of rating, conditions affecting the
rating and possible loss of principal with liquidation options available, within two weeks after the loss of the
required rating.

Monitoring FDIC Status

The Investment Officer or Investment Adviser / manager shall monitor, on no less than a weekly basis, the
status and ownership of all banks issuing brokered CDs owned by the City based upon information from
the FDIC. If any bank has been acquired or merged with another bank in which brokered CDs are owned,
the Investment Officer or Adviser shall immediately liquidate any brokered CD which places the City above
the FDIC insurance level.

XV. PERFORMANCE STANDARDS

The investment portfolio shall be designed with the objective of obtaining a rate of return throughout
budgetary and economic cycles, commensurate with the investment risk constraints and cash flow needs
of the City. A benchmark for performance of the portfolio will be included in the quarterly reports based on
the portfolio’s maximum weighted average maturity of 360 days. The periodic total return of the six-month
U.S. Treasury Bill will be used as the City’s operating benchmark.
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XVL. REPORTING

The Investment Officer(s) shall provide the Investment Committee and City Council quarterly investment
reports as required by the Act. The reports will reflect both detail and summary information enabling the
reader to determine the value and risk associated with the portfolio. Market values for the report will be
derived from an independent source.

A management report will be included with the quarterly investment report. The management report should
include comments on the fixed income markets and economic conditions, discussions regarding
diversification, allocation restrictions on investments , possible changes in the portfolio structure going
forward and thoughts on investment strategies.

XVIL. CASH MANAGEMENT PROGRAMS AND ACTIVITIES

The Department of Finance is committed to the overall success of the City's cash management programs.
These programs address a variety of cash management issues, including:

1. The design and implementation of reliable and effective cash flow forecasting methodologies
to assist Finance Department personnel and Investment Officer(s) in the determination of the
amounts of cash available for investment, the time period for which the funds may be invested
with a reasonable level of confidence, and a measure of the volatility of specific cash forecasts,
which will allow viable determination of the required liquidity.

2. The design and implementation of appropriate "revenue-acceleration programs”, aimed at
enhancing the speed at which monies are collected and deposited by the City and the
elimination of bad debt expense/write-offs.

3. The design and implementation of suitable "controlled disbursement" programs, which will
ensure that the City's expenses are met in timely manner, but not in such a way as to jeopardize
the earning capacity of the City's portfolio.

4. The utilization of modern and efficient techniques and technology for the physical movement
of money, taking advantage of technological and operational procedures.

5. The design and implementation of banking relationships which are both favorable to the City
and responsive to the day-to-day requirements of the City's complex financial operations.

6. The design of investment policies and procedures to ensure the total safety of all funds while
allowing the City to maximize its interest earnings.

7. The design and implementation of appropriate policies and procedures with regard to the
proper and effective use of the City's municipal credit authority.

XVIII. INVESTMENT PoLICY ADOPTION

The City’s Investment Policy shall be annually reviewed and adopted by resolution of the City Council. Any
modifications made thereto must be noted in the approving Resolution.
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APPENDIX A

Broker / Dealer Questionnaire & TX PFIA Certification
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SAN MARCOS

*.‘;

City of San Marcos

Broker/Dealer Questionnaire &
Texas Public Funds Investment Act

Certification by Business Organization

Firm Name:
CRD Number:

Local office/address:

Attach bio / resume of the primary and secondary representatives

Primary Representative:

Telephone:
Fax:

E-Mail:

CRD Number:

Secondary Representative or sales assistant:

Telephone:
E-Mail:
CRD Number:

Branch Manager:
Telephone / email:

Is firm designated as a primary dealer by the Federal Reserve?*
How long has the firm had Primary Dealer status*

Is the firm registered with the Texas State Securities Board?*
Is the firm and all its representatives registered with the NASD?*

List three comparable public clients currently working with this representative.
Entity name, contact and phone number.

* If the answer to any of these questions is no, please explain each separately.

1
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What are the market sectors in which you and your firm are involved? Please feel free to
provide additional information regarding specialization in any of the following market
sectors.

Firm Involvement Broker Involvement

US Treasuries
US Agencies
Repo

MBS

CP/BA
Corporate

CD

Other?

Has this firm, or the representatives assigned to this account, been subject to a regulatory
agency, state or federal investigation for alleged improper, disreputable, unfair or
fraudulent activities related to the sale of securities or money market instruments that
resulted in a suspension or censure?

Is there outstanding litigation which would materially affect your financial stability?

If yes to either, please explain

Do you provide any fixed income research and economic commentary?
Please attach sample.

Please provide the firm’s most recent audited financial statement.

Describe the precautions taken by your firm to protect the interests of the public when
dealing with a local public entity.

The Business Organization listed on this broker/dealer form and its representatives
assigned to the City account must certify they have thoroughly reviewed and have an
understanding to preclude from investment transactions not authorized in accordance to

the Texas PFIA, Chapter 2256, TX Government Code and the City's investment policy by
signing below. All transactions will be completed delivery versus payment.

Signature Title Date

Signature Title Date

2
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APPENDIX B

PFIA
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GOVERNMENT  CODE
TI TLE 10. GENERAL GOVERNMENT
SUBTI TLE F. STATE AND LOCAL CONTRACTS AND FUND MANAGEMENT
CHAPTER 2256. PUBLI C FUNDS | NVESTMENT
SUBCHAPTER A. AUTHORI ZED | NVESTMENTS FOR GOVERNMVENTAL ENTI TI ES

Sec. 2256.001. SHORT TITLE. This chapter may be cited as the
Publ i c Funds I nvestnent Act.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.002. DEFINITIONS. In this chapter:

(1) "Bond proceeds"” neans the proceeds fromthe sale of
bonds, notes, and other obligations issued by an entity, and reserves
and funds maintained by an entity for debt service purposes.

(2) "Book value" neans the original acquisition cost of an
i nvestnment plus or mnus the accrued anortization or accretion.

(3) "Funds" neans public funds in the custody of a state
agency or | ocal governnment that:

(A) are not required by law to be deposited in the
state treasury; and
(B) the investing entity has authority to invest.

(4) "lInstitution of higher education"” has the meaning
assi gned by Section 61.003, Education Code.

(5) "lInvesting entity” and "entity" nean an entity subject
to this chapter and described by Section 2256. 003.

(6) "lnvestnent pool"” nmeans an entity created under this

code to invest public funds jointly on behalf of the entities that
participate in the pool and whose investnent objectives in order of
priority are:

(A) preservation and safety of principal;

(B) liquidity; and

(O vyield.
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(7) "Local governnent" neans a municipality, a county, a
school district, a district or authority created under Section 52(b)
(1) or (2), Article Ill, or Section 59, Article XVlI, Texas
Constitution, a fresh water supply district, a hospital district, and
any political subdivision, authority, public corporation, body
politic, or instrunentality of the State of Texas, and any nonprofit
corporation acting on behalf of any of those entities.

(8) "Market value" neans the current face or par val ue of
an investnment nultiplied by the net selling price of the security as
guot ed by a recogni zed market pricing source quoted on the valuation
dat e.

(9) "Pooled fund group” nmeans an internally created fund
of an investing entity in which one or nore institutional accounts of
the investing entity are invested.

(10) "Qualified representative" neans a person who holds a
position with a business organi zation, who is authorized to act on
behal f of the business organi zation, and who is one of the follow ng:

(A) for a business organization doing business that is
regul ated by or registered with a securities comr ssion, a person who
is registered under the rules of the National Association of
Securities Deal ers;

(B) for a state or federal bank, a savings bank, or a
state or federal credit union, a nenber of the loan commttee for the
bank or branch of the bank or a person authorized by corporate
resolution to act on behalf of and bind the banking institution;

(© for an investnent pool, the person authorized by
the elected official or board with authority to adm nister the
activities of the investment pool to sign the witten instrunent on
behal f of the investnent pool; or

(D) for an investnent managenent firmregi stered under
the Investnment Advisers Act of 1940 (15 U. S.C. Section 80b-1 et seq.)
or, if not subject to registration under that Act, registered with
the State Securities Board, a person who is an officer or principal
of the investment nmanagenment firm

(11) "School district" neans a public school district.

(12) "Separately invested asset"” means an account or fund
of a state agency or l|ocal governnment that is not invested in a
pool ed fund group.
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(13) "State agency" nmeans an office, departnent,
commi ssion, board, or other agency that is part of any branch of
state governnent, an institution of higher education, and any
nonprofit corporation acting on behalf of any of those entities.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1421, Sec. 1, eff. Sept. 1, 1997, Acts
1999, 76th Leg., ch. 1454, Sec. 1, eff. Sept. 1, 1999.

Sec. 2256.003. AUTHORITY TO I NVEST FUNDS; ENTITIES SUBJECT TO
THIS CHAPTER (a) Each governing body of the follow ng entities may
purchase, sell, and invest its funds and funds under its control in
i nvestnments authorized under this subchapter in conpliance with
i nvestment policies approved by the governing body and according to
the standard of care prescribed by Section 2256. 006:

(1) a local governnent;

(2) a state agency;

(3) a nonprofit corporation acting on behalf of a |oca
governnent or a state agency; or

(4) an investnent pool acting on behalf of two or nore
| ocal governnents, state agencies, or a conbination of those
entities.

(b) In the exercise of its powers under Subsection (a), the
governi ng body of an investing entity nmay contract with an investnent
managenent firmregi stered under the Investnment Advisers Act of 1940
(15 U.S.C. Section 80b-1 et seq.) or with the State Securities Board
to provide for the investnment and managenent of its public funds or
ot her funds under its control. A contract made under authority of
this subsection may not be for a termlonger than two years. A
renewal or extension of the contract nust be nmade by the governing
body of the investing entity by order, ordinance, or resol ution.

(c) This chapter does not prohibit an investing entity or
i nvestnment officer fromusing the entity's enployees or the services
of a contractor of the entity to aid the investnent officer in the
execution of the officer's duties under this chapter.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1999, 76th Leg., ch. 1454, Sec. 2, eff. Sept. 1, 1999.
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Sec. 2256.004. APPLICABILITY. (a) This subchapter does not
apply to:
(1) a public retirenent system as defined by Section
802. 001;
(2) state funds invested as authorized by Section 404.024;
(3) an institution of higher education having total
endowrents of at least $150 million in book val ue on Septenber 1,
2017,
(4) funds invested by the Veterans' Land Board as
aut hori zed by Chapter 161, 162, or 164, Natural Resources Code;
(5) registry funds deposited with the county or district
cl erk under Chapter 117, Local Governnent Code; or
(6) a deferred conpensation plan that qualifies under
ei ther Section 401(k) or 457 of the Internal Revenue Code of 1986 (26
U S C Section 1 et seq.), as anended.
(b) This subchapter does not apply to an investnent donated to
an investing entity for a particular purpose or under terns of use
specified by the donor.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 505, Sec. 24, eff. Sept. 1, 1997; Acts
1997, 75th Leg., ch. 1421, Sec. 2, eff. Sept. 1, 1997; Acts 1999,
76th Leg., ch. 62, Sec. 8.21, eff. Sept. 1, 1999; Acts 1999, 76th
Leg., ch. 1454, Sec. 3, eff. Sept. 1, 1999.
Amended by:

Acts 2017, 85th Leg., RS., Ch. 773 (H. B. 1003), Sec. 1, eff.
June 14, 2017.

Sec. 2256.005. | NVESTMENT POLI CIES; | NVESTMENT STRATEG ES;
| NVESTMENT OFFI CER.  (a) The governi ng body of an investing entity
shal | adopt by rule, order, ordinance, or resolution, as appropriate,
a witten investnent policy regarding the investnent of its funds and
funds under its control.
(b) The investnment policies nust:
(1) be witten;
(2) primarily enphasize safety of principal and liquidity;
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(3) address investnent diversification, yield, and
maturity and the quality and capability of investnent managenent; and
(4) include:

(A) alist of the types of authorized investnents in
whi ch the investing entity's funds may be invested;

(B) the nmaximum al |l owabl e stated maturity of any
i ndi vi dual investnment owned by the entity;

(C© for pooled fund groups, the naxi num doll ar-
wei ghted average maturity all owed based on the stated nmaturity date
for the portfolio;

(D) nethods to nonitor the market price of investnents
acquired with public funds;

(E) a requirenent for settlenent of all transactions,
except investnment pool funds and nmutual funds, on a delivery versus
paynent basis; and

(F) procedures to nmonitor rating changes in
i nvestnments acquired with public funds and the |iquidation of such
i nvestnments consistent with the provisions of Section 2256.021.

(c) The investnment policies may provide that bids for
certificates of deposit be solicited:

(1) orally;

(2) in witing;

(3) electronically; or

(4) in any conbination of those nethods.

(d) As an integral part of an investnent policy, the governing
body shall adopt a separate witten investnent strategy for each of
the funds or group of funds under its control. Each investnent
strategy mnust describe the investnment objectives for the particular
fund using the following priorities in order of inportance:

(1) understanding of the suitability of the investnment to
the financial requirenments of the entity;

(2) preservation and safety of principal;

(3) liquidity;

(4) marketability of the investnment if the need arises to
i quidate the investnent before maturity;

(5) diversification of the investnment portfolio; and

(6) vyield.
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(e) The governing body of an investing entity shall reviewits
i nvestnment policy and investnment strategies not |ess than annually.
The governi ng body shall adopt a witten instrunent by rule, order,
ordi nance, or resolution stating that it has revi ewed the investnent
policy and investnment strategies and that the witten instrunent so
adopted shall record any changes nmade to either the investnent policy
or investnent strategies.

(f) Each investing entity shall designate, by rule, order,
ordi nance, or resolution, as appropriate, one or nore officers or
enpl oyees of the state agency, |ocal governnent, or investnent pool
as investnment officer to be responsible for the investnment of its
funds consistent with the investnent policy adopted by the entity.
If the governing body of an investing entity has contracted with
anot her investing entity to invest its funds, the investnment officer
of the other investing entity is considered to be the investnent
of ficer of the first investing entity for purposes of this chapter.
Aut hority granted to a person to invest an entity's funds is
effective until rescinded by the investing entity, until the
expiration of the officer's termor the term nation of the person's
enpl oyment by the investing entity, or if an investnent nmanagenent
firm until the expiration of the contract with the investing entity.
In the admi nistration of the duties of an investnment officer, the
per son designated as investnent officer shall exercise the judgnment
and care, under prevailing circunstances, that a prudent person would
exercise in the nmanagenent of the person's own affairs, but the
governi ng body of the investing entity retains ultinate
responsibility as fiduciaries of the assets of the entity. Unless
authorized by |law, a person may not deposit, w thdraw, transfer, or
manage in any other nmanner the funds of the investing entity.

(g) Subsection (f) does not apply to a state agency, | ocal
government, or investnent pool for which an officer of the entity is
assigned by law the function of investing its funds.

Text of subsec. (h) as anmended by Acts 1997, 75th Leg., ch. 685, Sec.
1
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(h) An officer or enployee of a conmm ssion created under
Chapter 391, Local Governnent Code, is ineligible to be an investnent
of ficer for the conm ssion under Subsection (f) if the officer or
enpl oyee is an investnent officer designated under Subsection (f) for
anot her | ocal governnent.

Text of subsec. (h) as anmended by Acts 1997, 75th Leg., ch. 1421,
Sec. 3

(h) An officer or enployee of a conm ssion created under
Chapter 391, Local Governnent Code, is ineligible to be designated as
an investnment officer under Subsection (f) for any investing entity
ot her than for that comm ssion.

(i) An investnent officer of an entity who has a persona
busi ness relationship with a busi ness organi zation offering to engage
in an investnment transaction with the entity shall file a statenent
di scl osi ng that personal business interest. An investnment officer
who is related within the second degree by affinity or consanguinity,
as determ ned under Chapter 573, to an individual seeking to sell an
investnment to the investnent officer's entity shall file a statenent
di sclosing that relationship. A statenent required under this
subsection nust be filed with the Texas Ethics Comm ssion and the
governi ng body of the entity. For purposes of this subsection, an
i nvestnment officer has a personal business relationship with a
busi ness organi zation if:

(1) the investnent officer owns 10 percent or nore of the
voting stock or shares of the business organization or owns $5, 000 or
nore of the fair market val ue of the business organi zation;

(2) funds received by the investnent officer fromthe
busi ness organi zati on exceed 10 percent of the investnent officer's
gross incone for the previous year; or

(3) the investnent officer has acquired fromthe business
organi zati on during the previous year investnents with a book val ue
of $2,500 or nore for the personal account of the investnent officer.

(j) The governing body of an investing entity may specify in
its investnment policy that any investnent authorized by this chapter
is not suitable.
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(k) Awitten copy of the investnent policy shall be presented
to any busi ness organi zation offering to engage in an investnment
transaction with an investing entity. For purposes of this
subsecti on and Subsection (I), "business organization" means an
i nvest ment pool or investnent managenent firm under contract with an
investing entity to invest or manage the entity's investnent
portfolio that has accepted authority granted by the entity under the
contract to exercise investnent discretion in regard to the investing
entity's funds. Nothing in this subsection relieves the investing
entity of the responsibility for nonitoring the investnents nade by
the investing entity to determne that they are in conpliance with
the investnent policy. The qualified representative of the business
organi zation offering to engage in an investnent transaction with an
investing entity shall execute a witten instrunment in a form
acceptable to the investing entity and the busi ness organi zation
substantially to the effect that the business organi zati on has:

(1) received and reviewed the investnent policy of the
entity; and
(2) acknow edged that the business organi zati on has
i mpl enment ed reasonabl e procedures and controls in an effort to
precl ude i nvestnent transactions conducted between the entity and the
organi zation that are not authorized by the entity's investnent
policy, except to the extent that this authorization:
(A) is dependent on an anal ysis of the nakeup of the
entity's entire portfolio;
(B) requires an interpretation of subjective
i nvest ment standards; or
(O relates to investnent transactions of the entity
that are not nmade through accounts or other contractual arrangenents
over which the business organi zati on has accepted discretionary
i nvestment authority.

(1) The investnment officer of an entity may not acquire or
ot herwi se obtain any authorized investnent described in the
i nvestnment policy of the investing entity froma busi ness
organi zation that has not delivered to the entity the instrunent
requi red by Subsection (k).

(m An investing entity other than a state agency, in
conjunction with its annual financial audit, shall performa
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conpl i ance audit of managenment controls on investnents and adherence
to the entity's established investnent policies.

(n) Except as provided by Subsection (0), at |east once every
two years a state agency shall arrange for a conpliance audit of
managenment controls on investnents and adherence to the agency's
established i nvestnent policies. The conpliance audit shall be
performed by the agency's internal auditor or by a private auditor
enpl oyed in the manner provided by Section 321.020. Not later than
January 1 of each even-nunbered year a state agency shall report the
results of the nost recent audit performed under this subsection to
the state auditor. Subject to a risk assessnent and to the
| egi slative audit conmittee's approval of including a review by the
state auditor in the audit plan under Section 321.013, the state
auditor may review i nformati on provi ded under this section. |If
review by the state auditor is approved by the legislative audit
committee, the state auditor nay, based on its review, require a
state agency to also report to the state auditor other information
the state auditor determ nes necessary to assess conpliance with | aws
and policies applicable to state agency investnents. A report under
this subsection shall be prepared in a nmanner the state auditor
prescri bes.

(o) The audit requirenents of Subsection (n) do not apply to
assets of a state agency that are invested by the conptroller under
Section 404. 024.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 685, Sec. 1, eff. Sept. 1, 1997; Acts
1997, 75th Leg., ch. 1421, Sec. 3, eff. Sept. 1, 1997; Acts 1999,
76th Leg., ch. 1454, Sec. 4, eff. Sept. 1, 1999; Acts 2003, 78th
Leg., ch. 785, Sec. 41, eff. Sept. 1, 2003.
Amended by:

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 1, eff.
June 17, 2011.

Acts 2017, 85th Leg., RS., Ch. 149 (H B. 1701), Sec. 1, eff.
Sept enber 1, 2017.

Sec. 2256.006. STANDARD OF CARE. (a) |Investnents shall be
made wi th judgnent and care, under prevailing circunstances, that a
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person of prudence, discretion, and intelligence would exercise in

t he managenent of the person's own affairs, not for specul ation, but
for investnent, considering the probable safety of capital and the
probabl e i ncone to be derived. Investnent of funds shall be governed
by the followi ng i nvestment objectives, in order of priority:

(1) preservation and safety of principal;

(2) liquidity; and

(3) vyield.

(b) In determ ning whether an investnent officer has exercised
prudence with respect to an investnment decision, the determ nation
shall be made taking into consideration:

(1) the investnent of all funds, or funds under the
entity's control, over which the officer had responsibility rather
than a consideration as to the prudence of a single investnent; and

(2) whether the investnent decision was consistent with
the witten investnment policy of the entity.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.007. | NVESTMENT TRAI NI NG  STATE AGENCY BOARD MEMBERS
AND OFFI CERS. (a) Each nenber of the governing board of a state
agency and its investnent officer shall attend at |east one training
session relating to the person's responsibilities under this chapter
within six nonths after taking office or assum ng duties.

(b) The Texas Hi gher Education Coordi nating Board shall provide
the training under this section.

(c) Training under this section nust include education in
i nvestnment controls, security risks, strategy risks, market risks,
di versification of investnent portfolio, and conpliance with this
chapter.

(d) An investnent officer shall attend a training session not
| ess than once each state fiscal bienniumand rmay receive training
from any i ndependent source approved by the governing body of the
state agency. The investnment officer shall prepare a report on this
subchapter and deliver the report to the governing body of the state
agency not later than the 180th day after the |ast day of each
regul ar session of the |egislature.
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Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 73, Sec. 1, eff. May 9, 1997; Acts 1997,
75th Leg., ch. 1421, Sec. 4, eff. Sept. 1, 1997; Acts 1999, 76th
Leg., ch. 1454, Sec. 5, eff. Sept. 1, 1999.
Amended by:

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 2, eff.
June 17, 2011.

Sec. 2256.008. | NVESTMENT TRAI NI NG LOCAL GOVERNMENTS

(a) Except as provided by Subsections (a-1), (b), (b-1), (e),
and (f), the treasurer, the chief financial officer if the treasurer
is not the chief financial officer, and the investnment officer of a
| ocal governnent shall

(1) attend at |east one training session from an
i ndependent source approved by the governing body of the | ocal
governnment or a designated investnent commttee advising the
i nvestnment officer as provided for in the investnent policy of the
| ocal governnment and containing at |east 10 hours of instruction
relating to the treasurer's or officer's responsibilities under this
subchapter wthin 12 nonths after taking office or assum ng duties;
and

(2) attend an investnent training session not |ess than
once in a two-year period that begins on the first day of that |ocal
governnent's fiscal year and consists of the two consecutive fiscal
years after that date, and receive not |ess than 10 hours of
instruction relating to investnment responsibilities under this
subchapter from an i ndependent source approved by the governing body
of the | ocal governnent or a designhated investnent commttee advising
the investnment officer as provided for in the investnent policy of
the | ocal governnent.

(a-1) In addition to the requirenments of Subsection (a)(1l), the
treasurer, or the chief financial officer if the treasurer is not the
chief financial officer, and the investnent officer of a school
district or a nunicipality shall attend an investnent training
session not |ess than once in a two-year period that begins on the
first day of the school district's or nunicipality's fiscal year and
consists of the two consecutive fiscal years after that date, and
receive not |less than eight hours of instruction relating to
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i nvestment responsibilities under this subchapter from an i ndependent
source approved by the governing body of the school district or
muni ci pality, or by a designated investnment conmttee advising the

i nvestnment officer as provided for in the investnent policy of the
school district or nunicipality.

(b) An investing entity created under authority of Section 52
(b), Article Ill, or Section 59, Article XVI, Texas Constitution,
that has contracted with an investnent nanagenent firm under Section
2256.003(b) and has fewer than five full-tinme enployees or an
investing entity that has contracted with another investing entity to
invest the entity's funds nmay satisfy the training requirenent
provi ded by Subsection (a)(2) by having an officer of the governing
body attend four hours of appropriate instruction in a two-year
period that begins on the first day of that |ocal governnent's fiscal
year and consists of the two consecutive fiscal years after that
date. The treasurer or chief financial officer of an investing
entity created under authority of Section 52(b), Article IIl, or
Section 59, Article XVI, Texas Constitution, and that has fewer than
five full-time enployees is not required to attend training required
by this section unless the person is also the investnment officer of
the entity.

(b-1) A housing authority created under Chapter 392, Local
Government Code, may satisfy the training requirenent provided by
Subsection (a)(2) by requiring the follow ng person to attend, in
each two-year period that begins on the first day of that housing
authority's fiscal year and consists of the two consecutive fiscal
years after that date, at |east five hours of appropriate
i nstruction:

(1) the treasurer, or the chief financial officer if the
treasurer is not the chief financial officer, or the investnent
of ficer; or

(2) if the authority does not have an officer described by
Subdi vision (1), another officer of the authority.

(c) Training under this section nust include education in
i nvestnment controls, security risks, strategy risks, nmarket risks,

di versification of investnent portfolio, and conpliance with this
chapter.
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(d) Not later than Decenber 31 each year, each individual
associ ation, business, organization, governnmental entity, or other
person that provides training under this section shall report to the
conptroller a list of the governnmental entities for which the person
provi ded required training under this section during that cal endar
year. An individual's reporting requirenments under this subsection
are satisfied by a report of the individual's enployer or the
sponsoring or organizing entity of a training programor sem nar.

(e) This section does not apply to a district governed by
Chapter 36 or 49, Water Code.

(f) Subsection (a)(2) does not apply to an officer of a
muni ci pality or housing authority if the municipality or housing
authority:

(1) does not invest rmunicipal or housing authority funds,
as applicable; or
(2) only deposits those funds in:
(A) interest-bearing deposit accounts; or
(B) certificates of deposit as authorized by Section
2256. 010.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1421, Sec. 5, eff. Sept. 1, 1997; Acts
1999, 76th Leg., ch. 1454, Sec. 6, eff. Sept. 1, 1999; Acts 2001,
77th Leg., ch. 69, Sec. 4, eff. My 14, 2001.
Amended by:

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 3, eff.
June 17, 2011.

Acts 2015, 84th Leg., R S., Ch. 222 (H B. 1148), Sec. 1, eff.
Sept enber 1, 2015.

Acts 2015, 84th Leg., R S., Ch. 1248 (H.B. 870), Sec. 1, eff.
Sept enber 1, 2015.

Acts 2017, 85th Leg., RS., Ch. 324 (S.B. 1488), Sec. 8.015,
ef f. Septenber 1, 2017.

Acts 2017, 85th Leg., R S., Ch. 1000 (H B. 1238), Sec. 1, eff.
Sept enber 1, 2017.

Acts 2017, 85th Leg., R S., Ch. 1000 (H B. 1238), Sec. 2, eff.
Sept enber 1, 2017.

4/18/2018



Page 14 of 37

Sec. 2256.009. AUTHORI ZED | NVESTMENTS:  OBLI GATI ONS OF, OR
GUARANTEED BY GOVERNMENTAL ENTITIES. (a) Except as provided by
Subsection (b), the followi ng are authorized investnents under this
subchapter:

(1) obligations, including letters of credit, of the
United States or its agencies and instrunentalities, including the
Federal Hone Loan Banks;

(2) direct obligations of this state or its agencies and
instrumentalities;

(3) collateralized nortgage obligations directly issued by
a federal agency or instrunmentality of the United States, the
underlying security for which is guaranteed by an agency or
instrunmentality of the United States;

(4) other obligations, the principal and interest of which
are unconditionally guaranteed or insured by, or backed by the ful
faith and credit of, this state or the United States or their
respective agencies and instrumentalities, including obligations that
are fully guaranteed or insured by the Federal Deposit |nsurance
Corporation or by the explicit full faith and credit of the United
St at es;

(5) obligations of states, agencies, counties, cities, and
ot her political subdivisions of any state rated as to investnent
quality by a nationally recognized i nvestnment rating firmnot |ess
than A or its equivalent;

(6) bonds issued, assumed, or guaranteed by the State of
| srael;

(7) interest-bearing banking deposits that are guaranteed
or insured by:

(A) the Federal Deposit Insurance Corporation or its
successor; or

(B) the National Credit Union Share Insurance Fund or
its successor; and

(8) interest-bearing banking deposits other than those
descri bed by Subdivision (7) if:

(A) the funds invested in the banking deposits are
i nvested through:
(i) a broker with a main office or branch office
inthis state that the investing entity selects froma |ist the
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governi ng body or designated investnment conmttee of the entity
adopts as required by Section 2256.025; or

(ii) a depository institution with a main office
or branch office in this state that the investing entity sel ects;

(B) the broker or depository institution selected as
descri bed by Paragraph (A) arranges for the deposit of the funds in
t he banki ng deposits in one or nore federally insured depository
institutions, regardl ess of where |located, for the investing entity's
account ;

(© the full amount of the principal and accrued
i nterest of the banking deposits is insured by the United States or
an instrunmentality of the United States; and

(D) the investing entity appoints as the entity's
cust odi an of the banking deposits issued for the entity's account:

(i) the depository institution selected as
descri bed by Paragraph (A);

(i) an entity described by Section 2257.041(d);
or

(ti1) a clearing broker dealer registered with the
Securities and Exchange Commi ssion and operating under Securities and
Exchange Conmmi ssion Rule 15¢3-3 (17 C.F. R Section 240.15c3-3).

(b) The followi ng are not authorized investnents under this

section:

(1) obligations whose paynent represents the coupon
paynents on the outstanding principal balance of the underlying
nort gage- backed security collateral and pays no principal;

(2) obligations whose paynent represents the principa
stream of cash flow fromthe underlying nortgage-backed security
collateral and bears no interest;

(3) collateralized nortgage obligations that have a stated
final maturity date of greater than 10 years; and

(4) collateralized nortgage obligations the interest rate
of which is determ ned by an index that adjusts opposite to the
changes in a market index.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1999, 76th Leg., ch. 1454, Sec. 7, eff. Sept. 1, 1999; Acts
2001, 77th Leg., ch. 558, Sec. 1, eff. Sept. 1, 2001.
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Amended by:

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 4, eff.
June 17, 2011.

Acts 2017, 85th Leg., R S., Ch. 773 (H B. 1003), Sec. 2, eff.
June 14, 2017.

Acts 2017, 85th Leg., R S., Ch. 863 (H B. 2647), Sec. 1, eff.
June 15, 2017.

Acts 2017, 85th Leg., R S., Ch. 874 (H B. 2928), Sec. 1, eff.
Sept enber 1, 2017.

Sec. 2256.010. AUTHORI ZED | NVESTMENTS:  CERTI FI CATES OF DEPCSI T
AND SHARE CERTI FI CATES. (a) A certificate of deposit or share
certificate is an authorized investnment under this subchapter if the
certificate is issued by a depository institution that has its main
office or a branch office in this state and is:

(1) gquaranteed or insured by the Federal Deposit |nsurance
Corporation or its successor or the National Credit Union Share
I nsurance Fund or its successor;

(2) secured by obligations that are described by Section
2256.009(a), including nortgage backed securities directly issued by
a federal agency or instrunentality that have a market val ue of not
| ess than the principal anpbunt of the certificates, but excluding
those nortgage backed securities of the nature described by Section
2256. 009(b); or

(3) secured in accordance with Chapter 2257 or in any
ot her manner and anount provided by |aw for deposits of the investing
entity.

(b) In addition to the authority to invest funds in
certificates of deposit under Subsection (a), an investnent in
certificates of deposit made in accordance with the foll ow ng
conditions is an authorized investnent under this subchapter:

(1) the funds are invested by an investing entity through:

(A) a broker that has its main office or a branch
office inthis state and is selected froma |ist adopted by the
investing entity as required by Section 2256.025; or

(B) a depository institution that has its main office
or a branch office in this state and that is selected by the
i nvesting entity;
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(2) the broker or the depository institution selected by
the investing entity under Subdivision (1) arranges for the deposit
of the funds in certificates of deposit in one or nore federally
i nsured depository institutions, wherever |ocated, for the account of
the investing entity;

(3) the full anmpount of the principal and accrued interest
of each of the certificates of deposit is insured by the United
States or an instrunmentality of the United States; and

(4) the investing entity appoints the depository
institution selected by the investing entity under Subdivision (1),
an entity described by Section 2257.041(d), or a clearing broker-
deal er registered with the Securities and Exchange Conm ssion and
operating pursuant to Securities and Exchange Commi ssion Rule 15c3-3
(17 C.F. R Section 240.15c3-3) as custodian for the investing entity
with respect to the certificates of deposit issued for the account of
the investing entity.

Amended by Acts 1995, 74th Leg., ch. 32, Sec. 1, eff. April 28, 1995;
Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts
1997, 75th Leg., ch. 1421, Sec. 6, eff. Sept. 1, 1997.
Amended by:

Acts 2005, 79th Leg., Ch. 128 (H B. 256), Sec. 1, eff. Septenber
1, 2005.

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 5, eff.
June 17, 2011.

Acts 2017, 85th Leg., RS., Ch. 874 (H B. 2928), Sec. 2, eff.
Sept enber 1, 2017.

Sec. 2256.011. AUTHORI ZED | NVESTMENTS: REPURCHASE AGREEMENTS.

(a) Afully collateralized repurchase agreenent is an authorized
i nvestment under this subchapter if the repurchase agreenent:

(1) has a defined term nati on date;

(2) 1is secured by a conbination of cash and obligations
descri bed by Section 2256.009(a)(1); and

(3) requires the securities being purchased by the entity
or cash held by the entity to be pledged to the entity, held in the
entity's name, and deposited at the tine the investnent is nmade with
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the entity or with a third party selected and approved by the entity;

and

(4) is placed through a prinmary governnent securities

deal er, as defined by the Federal

doi ng business in this state.

Reserve, or a financial institution

(b) In this section, "repurchase agreenent” means a
si mul t aneous agreenent to buy, hold for a specified tine, and sell
back at a future date obligations described by Section 2256.009(a)
(1), at a market value at the tinme the funds are disbursed of not
| ess than the principal amount of the funds di sbursed. The term
includes a direct security repurchase agreenent and a reverse

security repurchase agreenent.

(c) Notwithstanding any other law, the term of any reverse
security repurchase agreenent may not exceed 90 days after the date
the reverse security repurchase agreenent is delivered.

(d) Money received by an entity under the terns of a reverse

security repurchase agreenent shal

be used to acquire additional

aut hori zed investnments, but the termof the authorized investments
acquired nmust nmature not |ater than the expiration date stated in the
reverse security repurchase agreenent.

(e) Section 1371.059(c) applies to the execution of a
repur chase agreenent by an investing entity.

Amended by Acts 1995, 74th Leg.,
Amended by:

Acts 2011, 82nd Leg., R S.,
June 17, 2011.

Acts 2017, 85th Leg., R S.,
June 14, 2017.

402, Sec. 1, eff. Sept. 1, 1995.

1004 (H B. 2226), Sec. 6, eff.

773 (H.B. 1003), Sec. 3, eff.

Sec. 2256.0115. AUTHORI ZED | NVESTMENTS: SECURI TI ES LENDI NG
PROGRAM (a) A securities lending programis an authorized

i nvestment under this subchapter

by this section.

it nmeets the conditions provided

(b) To qualify as an authorized investnent under this

subchapt er:
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(1) the value of securities |oaned under the program nust
be not | ess than 100 percent collateralized, including accrued
i ncone;
(2) a loan made under the program nust allow for
term nation at any tine;
(3) a loan made under the program nust be secured by:
(A) pledged securities described by Section 2256.009;
(B) pledged irrevocable letters of credit issued by a
bank that is:
(i) organized and existing under the laws of the
United States or any other state; and
(ii) continuously rated by at | east one nationally
recogni zed investnment rating firmat not less than A or its
equi valent; or
(C cash invested in accordance with Section:
(i) 2256.009;
(i) 2256.013;
(i) 2256.014; or
(iv) 2256.016;
(4) the ternms of a | oan made under the program nust
require that the securities being held as collateral be:
(A) pledged to the investing entity;
(B) held in the investing entity's nane; and
(C deposited at the tine the investnment is made with
the entity or with a third party selected by or approved by the
i nvesting entity;
(5) a loan made under the program nust be placed through:
(A) a primary government securities dealer, as defined
by 5 CF.R Section 6801.102(f), as that regul ation existed on
Sept enber 1, 2003; or
(B) a financial institution doing business in this
state; and
(6) an agreenent to lend securities that is executed under
this section nust have a term of one year or |ess.

Added by Acts 2003, 78th Leg., ch. 1227, Sec. 1, eff. Sept. 1, 2003.
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Sec. 2256.012. AUTHORI ZED | NVESTMENTS: BANKER S ACCEPTANCES.

A bankers' acceptance is an authorized investnent under this
subchapter if the bankers' acceptance:

(1) has a stated maturity of 270 days or fewer fromthe
date of its issuance;

(2) wll be, in accordance with its terns, |liquidated in
full at maturity;

(3) is eligible for collateral for borrowing froma
Federal Reserve Bank; and

(4) is accepted by a bank organi zed and exi sting under the
laws of the United States or any state, if the short-term obligations
of the bank, or of a bank hol ding conpany of which the bank is the
| argest subsidiary, are rated not less than A-1 or P-1 or an
equi valent rating by at | east one nationally recognized credit rating
agency.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.013. AUTHORI ZED | NVESTMENTS: COVMERCI AL PAPER.
Commerci al paper is an authorized investnent under this subchapter if
t he commerci al paper

(1) has a stated maturity of 270 days or fewer fromthe
date of its issuance; and
(2) is rated not less than A-1 or P-1 or an equival ent
rating by at |east:
(A) two nationally recognized credit rating agenci es;
or
(B) one nationally recognized credit rating agency and
is fully secured by an irrevocable letter of credit issued by a bank
organi zed and existing under the laws of the United States or any
state.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.014. AUTHORI ZED | NVESTMENTS: MJTUAL FUNDS
(a) A no-load noney market mutual fund is an authorized
i nvestment under this subchapter if the nutual fund:
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(1) is registered with and regul ated by the Securities and
Exchange Conmi ssi on;

(2) provides the investing entity with a prospectus and
other information required by the Securities Exchange Act of 1934 (15
U.S.C. Section 78a et seq.) or the Investnent Conpany Act of 1940 (15
U.S.C. Section 80a-1 et seq.); and

(3) conplies with federal Securities and Exchange
Commi ssion Rule 2a-7 (17 CF.R Section 270.2a-7), promrul gated under
the Investnent Conpany Act of 1940 (15 U S.C. Section 80a-1 et seq.).

(b) In addition to a no-load noney market rnutual fund permtted
as an authorized investnent in Subsection (a), a no-load nutual fund
is an authorized investnment under this subchapter if the nutual fund:

(1) is registered with the Securities and Exchange
Conmi ssi on;

(2) has an average weighted maturity of less than two
years; and

(3) either:

(A) has a duration of one year or nore and is invested
excl usively in obligations approved by this subchapter; or
(B) has a duration of |less than one year and the
investnment portfolio is limted to investnment grade securities,
excl udi ng asset - backed securities.
(c) An entity is not authorized by this section to:

(1) invest in the aggregate nore than 15 percent of its
nont hl y average fund bal ance, excl uding bond proceeds and reserves
and other funds held for debt service, in nutual funds described in
Subsection (b);

(2) invest any portion of bond proceeds, reserves and
funds held for debt service, in mutual funds described in Subsection
(b); or

(3) invest its funds or funds under its control, including
bond proceeds and reserves and other funds held for debt service, in
any one nmutual fund described in Subsection (a) or (b) in an anount
that exceeds 10 percent of the total assets of the nutual fund.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1421, Sec. 7, eff. Sept. 1, 1997; Acts
1999, 76th Leg., ch. 1454, Sec. 8, eff. Sept. 1, 1999.
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Amended by:
Acts 2017, 85th Leg., RS., Ch. 773 (H B. 1003), Sec. 4, eff.
June 14, 2017.

Sec. 2256.015. AUTHORI ZED | NVESTMENTS: GUARANTEED | NVESTMENT
CONTRACTS. (a) A guaranteed investnent contract is an authorized
i nvestnment for bond proceeds under this subchapter if the guaranteed
i nvest nent contract:

(1) has a defined term nation date;

(2) is secured by obligations described by Section
2256.009(a) (1), excluding those obligations described by Section
2256.009(b), in an anmbunt at |east equal to the anount of bond
proceeds invested under the contract; and

(3) is pledged to the entity and deposited with the entity
or with a third party sel ected and approved by the entity.

(b) Bond proceeds, other than bond proceeds representing
reserves and funds mai ntained for debt service purposes, may not be
i nvested under this subchapter in a guaranteed investnent contract
with a termof |onger than five years fromthe date of issuance of
t he bonds.

(c) To be eligible as an authorized investnent:

(1) the governing body of the entity nust specifically
aut hori ze guaranteed investnent contracts as an eligible investnent
in the order, ordinance, or resolution authorizing the issuance of
bonds;

(2) the entity nust receive bids fromat |east three
separate providers with no material financial interest in the bonds
fromwhich proceeds were received,;

(3) the entity nust purchase the highest yielding
guaranteed i nvestnent contract for which a qualifying bidis
recei ved,

(4) the price of the guaranteed investnent contract nust
take into account the reasonably expected drawdown schedul e for the
bond proceeds to be invested; and

(5 the provider nust certify the adm nistrative costs
reasonably expected to be paid to third parties in connection with
t he guaranteed i nvestnent contract.
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(d) Section 1371.059(c) applies to the execution of a
guar anteed i nvestment contract by an investing entity.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1421, Sec. 8, eff. Sept. 1, 1997; Acts
1999, 76th Leg., ch. 1454, Sec. 9, 10, eff. Sept. 1, 1999.
Amended by:

Acts 2017, 85th Leg., RS., Ch. 773 (H B. 1003), Sec. 5, eff.
June 14, 2017.

Sec. 2256.016. AUTHORI ZED | NVESTMENTS: | NVESTMENT POCLS. (a)
An entity may invest its funds and funds under its control through an
eligible investnment pool if the governing body of the entity by rule,
order, ordinance, or resolution, as appropriate, authorizes
investnment in the particular pool. An investnment pool shall invest
the funds it receives fromentities in authorized investnents
permtted by this subchapter. An investnent pool may invest its
funds in noney market nutual funds to the extent permtted by and
consi stent with this subchapter and the investnent policies and
obj ectives adopted by the investnent pool.

(b) To be eligible to receive funds fromand invest funds on
behal f of an entity under this chapter, an investnent pool nust
furnish to the investnent officer or other authorized representative
of the entity an offering circular or other simlar disclosure
instrunment that contains, at a mninum the follow ng information:

(1) the types of investnments in which noney is allowed to
be i nvest ed;

(2) the maxinum average dol | ar-weighted maturity all owed,
based on the stated maturity date, of the pool;

(3) the maxinmum stated maturity date any investnent
security within the portfolio has;

(4) the objectives of the pool;

(5) the size of the pool;

(6) the nanes of the nenbers of the advisory board of the
pool and the dates their terns expire;

(7) the custodian bank that will safekeep the pool's
assets;
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(8) whether the intent of the pool is to maintain a net
asset value of one dollar and the risk of market price fluctuation;

(9) whether the only source of paynent is the assets of
the pool at market value or whether there is a secondary source of
paynent, such as insurance or guarantees, and a description of the
secondary source of paynent;

(10) the nanme and address of the independent auditor of
t he pool ;

(11) the requirenments to be satisfied for an entity to
deposit funds in and withdraw funds fromthe pool and any deadli nes
or other operating policies required for the entity to invest funds
in and wi thdraw funds fromthe pool

(12) the performance history of the pool, including yield,
average dol |l ar-weighted maturities, and expense ratios; and

(13) the pool's policy regarding hol ding deposits in cash.

(c) To maintain eligibility to receive funds from and i nvest
funds on behalf of an entity under this chapter, an investnent pool
must furnish to the investnent officer or other authorized
representative of the entity:

(1) investnent transaction confirmations; and

(2) a nonthly report that contains, at a m ninum the
foll owi ng informtion:

(A) the types and percentage breakdown of securities
in which the pool is invested;

(B) the current average dollar-weighted maturity,
based on the stated maturity date, of the pool;

(C© the current percentage of the pool's portfolio in
i nvestnments that have stated maturities of nore than one year;

(D) the book val ue versus the narket value of the
pool's portfolio, using anortized cost val uation;

(E) the size of the pool;

(F) the nunber of participants in the pool;

(G the custodian bank that is safekeeping the assets
of the pool;

(H alisting of daily transaction activity of the
entity participating in the pool;

(1) the yield and expense ratio of the pool, including
a statenent regarding how yield is cal cul at ed;
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(J) the portfolio managers of the pool; and
(K) any changes or addenda to the offering circular.

(d) An entity by contract may del egate to an investnent pool
the authority to hold legal title as custodian of investnents
purchased with its | ocal funds.

(e) In this section, "yield" shall be cal culated in accordance
with regul ati ons governing the registration of open-end nanagenent
i nvest ment conpani es under the Investnent Conpany Act of 1940, as
promul gated fromtime to tine by the federal Securities and Exchange
Conmi ssi on.

(f) To be eligible to receive funds fromand i nvest funds on
behal f of an entity under this chapter, a public funds investnent
pool that uses anortized cost or fair value accounting nust mark its
portfolio to market daily, and, to the extent reasonably possible,
stabilize at a $1.00 net asset val ue, when rounded and expressed to
two decinmal places. |If the ratio of the nmarket value of the
portfolio divided by the book value of the portfolio is less than
0.995 or greater than 1.005, the governing body of the public funds
i nvest ment pool shall take action as the body determ nes necessary to
elimnate or reduce to the extent reasonably practicable any dilution
or unfair result to existing participants, including a sale of
portfolio holdings to attenpt to naintain the ratio between 0.995 and
1.005. 1In addition to the requirenments of its investnent policy and
any other forms of reporting, a public funds investnent pool that
uses anortized cost shall report yield to its investors in accordance
with regulations of the federal Securities and Exchange Conm ssion
applicable to reporting by noney narket funds.

(g) To be eligible to receive funds fromand i nvest funds on
behal f of an entity under this chapter, a public funds investnment
pool nust have an advi sory board conposed:

(1) equally of participants in the pool and other persons
who do not have a business relationship with the pool and are
qualified to advise the pool, for a public funds investnent pool
created under Chapter 791 and managed by a state agency; or

(2) of participants in the pool and other persons who do
not have a business relationship with the pool and are qualified to
advi se the pool, for other investnent pools.
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(h) To maintain eligibility to receive funds from and i nvest
funds on behalf of an entity under this chapter, an investnent pool
nmust be continuously rated no | ower than AAA or AAA-mor at an
equi valent rating by at | east one nationally recogni zed rating
servi ce.

(i) If the investnent pool operates an Internet website, the
information in a disclosure instrunment or report described in
Subsections (b), (c)(2), and (f) nust be posted on the website.

(j) To maintain eligibility to receive funds from and i nvest
funds on behalf of an entity under this chapter, an investnent pool
nmust nmake available to the entity an annual audited financial
statenment of the investnent pool in which the entity has funds
i nvest ed.

(k) If an investnment pool offers fee breakpoints based on fund
bal ances i nvested, the investnent pool in advertising investnent
rates nmust include either all levels of return based on the
breakpoi nts provided or state the | owest possible | evel of return
based on the smallest |evel of funds invested.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1421, Sec. 9, eff. Sept. 1, 1997.
Amended by:

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 7, eff.
June 17, 2011.

Acts 2017, 85th Leg., RS., Ch. 773 (H B. 1003), Sec. 6, eff.
June 14, 2017.

Sec. 2256.017. EXI STING | NVESTMENTS. Except as provi ded by
Chapter 2270, an entity is not required to liquidate investnents that
were authorized investnents at the tine of purchase.

Added by Acts 1995, 74th Leg., ch. 76, Sec. 5.46(a), eff. Sept. 1,
1995; Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by Acts 1997, 75th Leg., ch. 1421, Sec. 10, eff. Sept. 1,
1997.
Amended by:

Acts 2017, 85th Leg., RS., Ch. 96 (S.B. 253), Sec. 2, eff. My
23, 2017.
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Sec. 2256.019. RATING OF CERTAI N | NVESTMENT POOLS. A public
funds investnment pool nust be continuously rated no | ower than AAA or
AAA-m or at an equivalent rating by at | east one nationally
recogni zed rating service.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by Acts 1997, 75th Leg., ch. 1421, Sec. 11, eff. Sept. 1,
1997.
Amended by:

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 8, eff.
June 17, 2011.

Sec. 2256.020. AUTHORI ZED | NVESTMENTS: | NSTI TUTI ONS OF HI GHER
EDUCATION. In addition to the authorized investnents permtted by
this subchapter, an institution of higher education nmay purchase,
sell, and invest its funds and funds under its control in the
fol | ow ng:

(1) cash managenent and fixed incone funds sponsored by
organi zati ons exenpt from federal incone taxation under Section 501
(f), Internal Revenue Code of 1986 (26 U.S.C. Section 501(f));

(2) negotiable certificates of deposit issued by a bank
that has a certificate of deposit rating of at least 1 or the
equi valent by a nationally recognized credit rating agency or that is
associated with a hol di ng conpany having a commrerci al paper rating of
at least A-1, P-1, or the equivalent by a nationally recognized
credit rating agency; and

(3) corporate bonds, debentures, or simlar debt
obligations rated by a nationally recognized investnent rating firm
in one of the two highest long-termrating categories, wthout regard
to gradations within those categories.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.0201. AUTHORI ZED | NVESTMENTS; MUNI Cl PAL UTI LI TY.
(a) A nunicipality that owns a nunicipal electric utility that is
engaged in the distribution and sale of electric energy or natural
gas to the public may enter into a hedging contract and rel ated
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security and insurance agreenents in relation to fuel oil, natural
gas, coal, nuclear fuel, and electric energy to protect against |oss
due to price fluctuations. A hedging transaction nust conply with
the regul ations of the Cormodity Futures Tradi ng Comm ssion and the
Securities and Exchange Commission. |If there is a conflict between
the nunicipal charter of the nmunicipality and this chapter, this
chapter prevails.

(b) A paynment by a nunicipally owned electric or gas utility
under a hedging contract or related agreenent in relation to fuel
supplies or fuel reserves is a fuel expense, and the utility may
credit any anounts it receives under the contract or agreenent
agai nst fuel expenses.

(c) The governing body of a nunicipally owned el ectric or gas
utility or the body vested with power to manage and operate the
muni ci pally owned electric or gas utility may set policy regarding
hedgi ng transacti ons.

(d) In this section, "hedging" means the buying and selling of
fuel oil, natural gas, coal, nuclear fuel, and electric energy
futures or options or simlar contracts on those commodities and
rel ated transportation costs as a protection against |oss due to
price fluctuation.

Added by Acts 1999, 76th Leg., ch. 405, Sec. 48, eff. Sept. 1, 1999.
Amended by:

Acts 2007, 80th Leg., RS., Ch. 7 (S.B. 495), Sec. 1, eff. Apri
13, 2007.

Sec. 2256.0202. AUTHORI ZED | NVESTMENTS: MUNI Cl PAL FUNDS FROM
MANAGEMENT AND DEVELOPMENT OF M NERAL RIGHTS. (a) |In addition to
ot her investnents authorized under this subchapter, a municipality
may invest funds received by the nunicipality froma | ease or
contract for the managenent and devel opnent of | and owned by the
muni cipality and | eased for oil, gas, or other mneral developnent in
any investnment authorized to be nade by a trustee under Subtitle B,
Title 9, Property Code (Texas Trust Code).

(b) Funds invested by a nunicipality under this section shal
be segregated and accounted for separately from other funds of the
muni ci pality.
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Added by Acts 2009, 81st Leg., R S., Ch. 1371 (S.B. 894), Sec. 1,
ef f. Septenber 1, 2009.

Sec. 2256.0203. AUTHORI ZED | NVESTMENTS: PORTS AND NAVI GATI ON
DISTRICTS. (a) In this section, "district"” nmeans a navigation
di strict organi zed under Section 52, Article Ill, or Section 59,
Article XVI, Texas Constitution.

(b) In addition to the authorized investnents permtted by this
subchapter, a port or district may purchase, sell, and invest its
funds and funds under its control in negotiable certificates of
deposit issued by a bank that has a certificate of deposit rating of
at least 1 or the equivalent by a nationally recognized credit rating
agency or that is associated with a hol ding conpany having a
commerci al paper rating of at least A-1, P-1, or the equivalent by a
national ly recogni zed credit rating agency.

Added by Acts 2011, 82nd Leg., R S., Ch. 804 (H B. 2346), Sec. 1,
eff. Septenber 1, 2011.

Sec. 2256.0204. AUTHORI ZED | NVESTMENTS: | NDEPENDENT SCHOOL
DISTRICTS. (a) |In this section, "corporate bond" nmeans a senior
secured debt obligation issued by a donestic business entity and
rated not |lower than "AA-" or the equivalent by a nationally
recogni zed investnment rating firm The term does not include a debt
obligation that:

(1) on conversion, would result in the hol der becom ng a
st ockhol der or shareholder in the entity, or any affiliate or
subsidiary of the entity, that issued the debt obligation; or

(2) 1is an unsecured debt obligation.

(b) This section applies only to an i ndependent school district
that qualifies as an issuer as defined by Section 1371.001.

(c) In addition to authorized investnents pernmitted by this
subchapter, an independent school district subject to this section
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
nationally recogni zed investnment rating firm"AA-" or the equival ent
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and have a stated final maturity that is not later than the third
anni versary of the date the corporate bonds were purchased.

(d) An independent school district subject to this section is
not authorized by this section to:

(1) invest in the aggregate nore than 15 percent of its
nont hl y average fund bal ance, excluding bond proceeds, reserves, and
ot her funds held for the paynment of debt service, in corporate bonds;
or

(2) invest nore than 25 percent of the funds invested in
corporate bonds in any one donestic business entity, including
subsidiaries and affiliates of the entity.

(e) An independent school district subject to this section may
purchase, sell, and invest its funds and funds under its control in
corporate bonds if the governing body of the district:

(1) amends its investnent policy to authorize corporate
bonds as an eligible investnent;

(2) adopts procedures to provide for:

(A) nonitoring rating changes in corporate bonds
acquired with public funds; and
(B) liquidating the investnent in corporate bonds; and

(3) identifies the funds eligible to be invested in
cor por at e bonds.

(f) The investnment officer of an independent school district,
acting on behalf of the district, shall sell corporate bonds in which
the district has invested its funds not |ater than the seventh day
after the date a nationally recogni zed investnent rating firm

(1) issues a release that places the corporate bonds or
t he donestic business entity that issued the corporate bonds on
negative credit watch or the equivalent, if the corporate bonds are
rated "AA-" or the equivalent at the tinme the release is issued; or

(2) changes the rating on the corporate bonds to a rating
| oner than "AA-" or the equivalent.

(g) Corporate bonds are not an eligible investnment for a public
funds investnent pool.

Added by Acts 2011, 82nd Leg., R S., Ch. 1347 (S.B. 1543), Sec. 1,
eff. June 17, 2011.
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Sec. 2256.0205. AUTHORI ZED | NVESTMENTS; DECOWMM SSI ONI NG TRUST.
(a) In this section:

(1) "Decommissioning trust" neans a trust created to
provi de the Nucl ear Regul at ory Conm ssion assurance that funds w ||
be avail abl e for decomm ssioni ng purposes as required under 10 C. F. R
Part 50 or other simlar regulation.

(2) "Funds" includes any noney held in a deconm ssioni ng
trust regardl ess of whether the noney is considered to be public
funds under this subchapter.

(b) In addition to other investnments authorized under this
subchapter, a nmunicipality that ows a nunicipal electric utility
that is engaged in the distribution and sale of electric energy or
natural gas to the public may invest funds held in a deconm ssi oni ng
trust in any investnent authorized by Subtitle B, Title 9, Property
Code.

Added by Acts 2005, 79th Leg., Ch. 121 (S.B. 1464), Sec. 1, eff.
Sept enber 1, 2005.

Text of section as added by Acts 2017, 85th Leg., R S., Ch. 773
(H.B. 1003), Sec. 7

For text of section as added by Acts 2017, 85th Leg., RS., Ch. 344
(H.B. 1472), Sec. 1, see other Sec. 2256.0206.

Sec. 2256.0206. AUTHORI ZED | NVESTMENTS: HEDGA NG TRANSACTI ONS.
(a) In this section:
(1) "Eligible entity" nmeans a political subdivision that

has:
(A) a principal amount of at |east $250 million in:
(1) outstanding |ong-termindebtedness;
(i) long-termindebtedness proposed to be issued,
or

(ti1) a conbination of outstanding |ong-term
i ndebt edness and | ong-term i ndebt edness proposed to be issued; and
(B) outstanding | ong-termindebtedness that is rated
in one of the four highest rating categories for |ong-term debt
instrunments by a nationally recognized rating agency for nunici pal
securities, without regard to the effect of any credit agreenent or
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ot her formof credit enhancenent entered into in connection with the
obl i gation

(2) "Eligible project” has the meani ng assi gned by
Section 1371.001.

(3) "Hedging" neans acting to protect against economnic
| oss due to price fluctuation of a commodity or related investnent by
entering into an offsetting position or using a financial agreenent
or producer price agreenent in a correlated security, index, or other
comuodity.

(b) This section prevails to the extent of any conflict between
this section and:

(1) another |aw, or
(2) an eligible entity's nunicipal charter, if applicable.

(c) The governing body of an eligible entity shall establish
the entity's policy regardi ng hedgi ng transacti ons.

(d) An eligible entity may enter into hedging transactions,

i ncl udi ng hedgi ng contracts, and related security, credit, and

i nsurance agreenents in connection with conmodities used by an
eligible entity in the entity's general operations, with the

acqui sition or construction of a capital project, or with an eligible
project. A hedging transaction nust conply with the regul ati ons of
the federal Commodity Futures Tradi ng Commi ssion and the federal
Securities and Exchange Conm ssi on.

(e) An eligible entity may pl edge as security for and to the
paynent of a hedging contract or a security, credit, or insurance
agreenent any general or special revenues or funds the entity is
authorized by law to pledge to the paynent of any other obligation.

(f) Section 1371.059(c) applies to the execution by an eligible
entity of a hedging contract and any rel ated security, credit, or
i nsurance agreenent.

(g0 An eligible entity may credit any anount the entity
recei ves under a hedgi ng contract agai nst expenses associated with a
commodi ty purchase.

(h) An eligible entity's cost of or paynent under a hedgi ng
contract or agreenment may be consi dered:

(1) an operation and nai nt enance expense of the eligible
entity;
(2) an acquisition expense of the eligible entity;
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(3) a project cost of an eligible project; or
(4) a construction expense of the eligible entity.

Added by Acts 2017, 85th Leg., R S., Ch. 773 (H. B. 1003), Sec. 7,
eff. June 14, 2017.

Text of section as added by Acts 2017, 85th Leg., R S., Ch. 344
(H. B. 1472), Sec. 1

For text of section as added by Acts 2017, 85th Leg., RS., Ch. 773
(H. B. 1003), Sec. 7, see other Sec. 2256.0206.

Sec. 2256.0206. AUTHORI ZED | NVESTMENTS: PUBLI C JUNI OR COLLEGE
DI STRI CT FUNDS FROM MANAGEMENT AND DEVELOPMENT OF M NERAL RI GHTS.
(a) In addition to other investnents authorized under this
subchapter, the governing board of a public junior college district
may i nvest funds received by the district froma |ease or contract
for the managenent and devel opnent of |and owned by the district and
| eased for oil, gas, or other mneral devel opnent in any investnent
authorized to be made by a trustee under Subtitle B, Title 9,
Property Code (Texas Trust Code).

(b) Funds invested by the governing board of a public junior
coll ege district under this section shall be segregated and accounted
for separately fromother funds of the district.

Added by Acts 2017, 85th Leg., R S., Ch. 344 (H. B. 1472), Sec. 1,
ef f. Septenber 1, 2017.

Sec. 2256.021. EFFECT OF LOSS OF REQUI RED RATI NG  An
investnment that requires a mninumrating under this subchapter does
not qualify as an authorized investnent during the period the
i nvestment does not have the mninumrating. An entity shall take
all prudent neasures that are consistent with its investnent policy
to liquidate an investnent that does not have the m ninmumrating.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.022. EXPANSI ON OF | NVESTMENT AUTHORI TY. Expansi on of
i nvestnment authority granted by this chapter shall require a risk
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assessment by the state auditor or perfornmed at the direction of the
state auditor, subject to the legislative audit comrittee' s approval
of including the review in the audit plan under Section 321.013.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by Acts 2003, 78th Leg., ch. 785, Sec. 42, eff. Sept. 1,
2003.

Sec. 2256.023. | NTERNAL MANAGEMENT REPORTS. (a) Not l|ess than
quarterly, the investnent officer shall prepare and submt to the
governi ng body of the entity a witten report of investnent
transactions for all funds covered by this chapter for the preceding
reporting period.

(b) The report nust:

(1) describe in detail the investnent position of the
entity on the date of the report;

(2) be prepared jointly by all investnment officers of the
entity;

(3) be signed by each investnent officer of the entity;

(4) contain a summary statenent of each pooled fund group
that states the:

(A) beginning market value for the reporting period;
(B) endi ng mar ket value for the period; and
(C© fully accrued interest for the reporting period;

(5) state the book val ue and mar ket val ue of each
separately invested asset at the end of the reporting period by the
type of asset and fund type invested,

(6) state the maturity date of each separately invested
asset that has a maturity date;

(7) state the account or fund or pooled group fund in the
state agency or |ocal governnent for which each individual investnent
was acquired; and

(8) state the conpliance of the investnment portfolio of
the state agency or |ocal governnent as it relates to:

(A) the investnent strategy expressed in the agency's
or local governnment's investnent policy; and
(B) relevant provisions of this chapter.
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(c) The report shall be presented not |ess than quarterly to
t he governing body and the chief executive officer of the entity
within a reasonable tine after the end of the period.

(d) If an entity invests in other than noney nmarket nutual
funds, investnent pools or accounts offered by its depository bank in
the formof certificates of deposit, or noney market accounts or
simlar accounts, the reports prepared by the investnent officers
under this section shall be formally reviewed at |east annually by an
i ndependent auditor, and the result of the review shall be reported
to the governing body by that auditor.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by Acts 1997, 75th Leg., ch. 1421, Sec. 12, eff. Sept. 1,
1997.
Amended by:

Acts 2011, 82nd Leg., R S., Ch. 1004 (H B. 2226), Sec. 9, eff.
June 17, 2011.

Sec. 2256.024. SUBCHAPTER CUMULATI VE. (a) The authority
granted by this subchapter is in addition to that granted by ot her
| aw. Except as provided by Subsection (b) and Section 2256.017, this
subchapt er does not:

(1) prohibit an investnent specifically authorized by
ot her law, or

(2) authorize an investnent specifically prohibited by
ot her | aw.

(b) Except with respect to those investing entities described
in Subsection (c), a security described in Section 2256.009(b) is not
an aut horized investnent for a state agency, a |ocal governnent, or
anot her investing entity, notw thstandi ng any other provision of this
chapter or other lawto the contrary.

(c) Mrtgage pass-through certificates and individual nortgage
| oans that may constitute an investnent described in Section 2256.009
(b) are authorized investnents with respect to the housing bond
prograns operated by:

(1) the Texas Departnent of Housing and Community Affairs
or a nonprofit corporation created to act on its behalf;
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(2) an entity created under Chapter 392, Local Governnent
Code; or

(3) an entity created under Chapter 394, Local Governnent
Code.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by:

Acts 2017, 85th Leg., RS., Ch. 96 (S.B. 253), Sec. 3, eff. My
23, 2017.

Sec. 2256.025. SELECTI ON OF AUTHORI ZED BROKERS. The governi ng
body of an entity subject to this subchapter or the designated
i nvestnment conmttee of the entity shall, at |east annually, review,
revise, and adopt a list of qualified brokers that are authorized to
engage in investnent transactions with the entity.

Added by Acts 1997, 75th Leg., ch. 1421, Sec. 13, eff. Sept. 1, 1997.

Sec. 2256.026. STATUTORY COWPLI ANCE. All investnents nade by
entities nmust conply with this subchapter and all federal, state, and
| ocal statutes, rules, or regulations.

Added by Acts 1997, 75th Leg., ch. 1421, Sec. 13, eff. Sept. 1, 1997.

SUBCHAPTER B. M SCELLANEQUS PROVI SI ONS

Sec. 2256.051. ELECTRONI C FUNDS TRANSFER.  Any | ocal governnent
may use el ectronic nmeans to transfer or invest all funds collected or
controlled by the | ocal governnent.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.052. PRIVATE AUDI TOR. Notw thstandi ng any ot her | aw,
a state agency shall enploy a private auditor if authorized by the
| egislative audit commttee either on the commttee's initiative or
on request of the governing body of the agency.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
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Sec. 2256.053. PAYMENT FOR SECURI TI ES PURCHASED BY STATE. The
conptroller or the disbursing officer of an agency that has the power
to invest assets directly nay pay for authorized securities purchased
fromor through a nmenber in good standi ng of the National Association
of Securities Dealers or fromor through a national or state bank on
receiving an invoice fromthe seller of the securities showi ng that
the securities have been purchased by the board or agency and that
the amount to be paid for the securities is just, due, and unpaid. A
purchase of securities may not be made at a price that exceeds the
exi sting market value of the securities.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1423, Sec. 8.67, eff. Sept. 1, 1997.

Sec. 2256.054. DELIVERY OF SECURI TI ES PURCHASED BY STATE. A
security purchased under this chapter nmay be delivered to the
conptroller, a bank, or the board or agency investing its funds. The
delivery shall be nade under normal and recogni zed practices in the
securities and banking industries, including the book entry procedure
of the Federal Reserve Bank.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1423, Sec. 8.68, eff. Sept. 1, 1997.

Sec. 2256.055. DEPCSIT OF SECURI TI ES PURCHASED BY STATE. At
the direction of the conptroller or the agency, a security purchased
under this chapter may be deposited in trust with a bank or federal
reserve bank or branch designated by the conptroller, whether in or
outside the state. The deposit shall be held in the entity's nanme as
evi denced by a trust receipt of the bank with which the securities
are deposited.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995;
Acts 1997, 75th Leg., ch. 1423, Sec. 8.69, eff. Sept. 1, 1997.
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APPENDIX C

CITY OF SAN MARCOS
INVESTMENT PROCEDURES

1. PURPOSE

The purpose of these procedures is to assist Finance Department staff with day-to-day investment
operations and assign responsibilities. These procedures are an outline, with individual items to
be added or deleted as necessary or appropriate.

II. CASH REVIEW

The City Investment Officer(s) must review the cash balances and investment portfolio at least
daily, or as needed. Items to be reviewed should include:

- All balances and float amounts at contracted depository bank.

- All maturing investments.

- All incoming wires, bond sales and other anticipated receipts.

- All outgoing wires, bond and coupon payments (debt service) and other anticipated cash
disbursements.

III. INVESTMENT SELECTION

The City Investment Officer(s) determines how much of the cash balance is available for
investment and selects the maximum maturity date.

The Investment Officer(s) and/or the contracted Investment Advisor / Manager will review market
conditions in conjunction with approved brokers to search for suitable investments.

Information including the following is used to determine optimal maturity to take advantage of
current and expected interest rate environments:

- Market information (yield analysis, spread analysis, and future expectations)

- General trends of economic statistics.

- Input from independent data services (Bloomberg, Reuters, etc.)

City of San Marcos Investment Policy



IV. PURCHASING AND INVESTMENT

The Policy requires establishment and approval of an authorized broker/dealer list with whom the
City may transact business. The broker/dealer questionnaire helps provide the following
evaluation:

- Financial condition, strength and capability to fulfill commitments.
- Opverall reputation with other broker/dealers and investors.

- Regulatory status of the broker/dealer.

- Background and expertise of the individual representative.

The City investment officer(s) and/or the contracted Investment Adviser / Manager will contact an
appropriate number of broker/dealers for offers based on market evaluation, Investment Policy and
collateral limitations, and cash flow information given
The following will be determined with the broker/dealer:

- Settlement basis — i.e. cash (same day), regular (next day), or when-issued (issue date)

if a new agency issue.

- Amount available for investment,

- Type of security to be purchased excluded.

- Targeted maturity, or maturity range.

If choosing an investment pool as the preferred investment vehicle, the Council resolution and
authorized individuals (PIN) resolutions must be in place prior to purchase and at any reasonable
time thereafter. All pool transactions are initiated and controlled by City Investment Officer(s)

All investment purchases will be executed using the competitive bidding process. A minimum of
three competitive offers on the purchase of every security will be obtained or approval from an
Investment Committee officer on a competitive offer due to market conditions and time
constraints.  All investment purchases will be executed in compliance with the Internal Revenue
Service’s Fair Market Rules.

Before concluding the transaction, the City investment officer(s) and/or the Investment Adviser /
Manager verifies the following:

- The security meets all cash flow and Policy criteria.
- The security structure including any imbedded options such as call provisions or
coupon adjustments.
- Yield calculations and settlement amounts.
- Total purchase cost (including accrued interest).
And,
- Advises the successful provider that their offering has been selected for purchase.
- Notifies any unsuccessful broker/dealers. Best price may be disclosed.

City of San Marcos Investment Policy



Prior to settlement date, the City Investment Officer and/or Investment Adviser /Manager and
broker/dealer exchange and review the following settlement instructions to ensure prompt, and
uninterrupted settlement.

- Name of third-party safekeeping agent.
- ABA number of safekeeping agent.

- Safekeeping account number.

- Amount of transaction.

- Settlement date.

- CUSIP number of security, if applicable.

V. SETTLEMENT AND FOLLOW-THROUGH

The City Investment Officer and/or the Investment Adviser / Manager will obtain a written trade
ticket for the City’s records and the safekeeping agent

City follow-up procedures may include:
- Internal provision of receipt or disbursement of funds.
- Internal transfer or wiring of funds.
- Validation of written “safekeeping receipt”.
- Immediate notification by the adviser if a fail has occurred.

City of San Marcos Investment Policy
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