
RESOLUTION NO. 3 00227  

A RESOLUTION OF THE CTR' COUNCIL OF niE CllY 
MESQUITE, TEXAS, ADOPllNG A REVISED INVESh4Em 
BOUCY; AND DECLARING AN EFECIWEDATElWEREOF. 

WIIEREAS, Ulc City Council reco@s that e f f d v e  cash marugement is ess~tial to 
gmd W management; and 

WHERWS, the City Council rcdlii the need to adopt a revised investment policy fw 
the City of Mesquite; 

NOW, THEREFORE, BE IT RESOLVED BY THE CITY a3UNCn. OF THE rrPI OF 
MESQulTE. TEXAS 

v. That the investment Policy,attachal herdo as Exhibit 'Am,is hmby 
adopted ss the official invesrment policy of the City of M q u i k .  

S E C n O N  2. That U ~ i s  resolution and thcaforementiond investment policy shall 
t&e effeu irnmodilely horn and after its passage as ihe law in such cW provides. 

DULY RESOLVED by the City Council of the City of Mesquite, Tews, on the 401 day 
of Dmmber, 1995. 

Mayor 

ATITST: APPROVED: 
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INVESTMENT STRATEGY STATEMENT 

The City of Mesquite m a i o ( n i  an iuvestmeot portfolio which utilb+s speeilic 
investment stralegy coosideratiol~ designed to addresd the unique chplncterictirr Of the 
fund grows represented iu the ponfolio. 

Investment strategies fur operaIiug fund. have as their primary objective 
to ssun t h t  anticipated cach flows are mattbed with adequate 
investment liquidity. The secondary objective ir to create o p r l f o b  
stmcIure which will experience minimal volatility during economic cycles. 
This may be accomplished by pur rbac i  high quality. liquid, short t e rn  
securities with a laddered maturity structure. The dollar weighted average 
maturity wiU be calculated using the stated T i 1  maturity dates of each 
security. 

Investment strategies lor debt service fun& Jhnll have as the primary 
objective the assurance o l  investment liquidity adequate to cover the debt 
service obligation on the nquired payment date. Securities shall be 
purrhared that have a stated rnal maturity thal does not exceed the debt 
service p a p e n t  date or funds shaU be minbiied in an investmen1 poci to 
be available for debt service payments. 

Iuvestment drategies for bond funds and for debt service reserve funds 
shall have as the prin~ary objecfive the ability to generate a depmdabk 
revenue source to the appropriate lund lrom srcurities with a low degree 
of volatility. Except ar may bo required by the bond ordinance Specific to 
an iudividual ksue, securities should be of high quality, with shoU to 
medium (ern, wlurities. 

InvestmenI slrategies for special purpose fun& will have nr their primay 
objective to a m r e  that anticipated cash flows are matched with adequate 
investment liquidity. 



CITY OF MESQUITE 
INVESTMENT POLICY 

. . . . .  

. . . . . . .  

I. POLICY 

It is the policy of the City of Mesquite (City) that after allowing for the 
anticipated cash flow requirements of the City and giving due 
consideration to the safety and risk of investments, all available funds 
shall be invested in conformance with these legal and administrative 
guidelines and to the maximum extent possible, at the highest rates 
obtainable at the time of investment. 

Effective cash management is recognized as essential to good fiscal 
management. Investment interest is a viable and material source of 
revenue to City funds. The City's investment portfclic. shall be designed 
and managed in a m m e r  designed to maximize this revenue source, tc. be 
responsive to the public t~ust, and to be in compliance with legal! 
requiremen(s and limitations. a 
Investments shall be m d c  with the primary objectives 6E 

* Safety and preservation of principal * Maintenance of sufficient liquidity to meet operating needs * Maximization of return on the pottfclio 

Earnings from investmenls will be allocated on a pro-rata cash basis by 
fund and used in a manner dlat will best serve the interests of the City c.f 
Mesquite. 

The purpcse of this investment po:icy is to establish the scope,  objective^, 
and respcnsihility fc-r the City investment program and tc. providc policy 
guidelines for authc.rized investments, qualifying instituticm, safekeeping, 
collateral, reporting, and investing procedures. 
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111. SCOPE 

%is investment policy shall govern the investment of all f m c i a i  assets 
considered to be part of the City entity as defied in fht Comprehensive 
Annual Fianc ia l  Report and include the General Fmd, Special Revenue 
Funds, Debt Setvice Funds, Capital Project Funds, Entewise 
Internal Service Funds, and Trust and Agency Funds with (he exception of 
funds governed by Council approved trust agreements and assets 
administered for the benefit of the City by outside agencies under deferred 
compellsation programs. Additionally, bond funds (including debt service 
and reserve funds) are governed by the bond ordinance and subject to the 
prt.visions of the Internal Revenue Code of 1986 and ap~licable federal 
regulations governing the investment of bond proceeh. 

1%'. INVESTMENT OBJECTIVES 

me three objectives cf h e  City$ investment activities shall be, in order of 
priority: safety, liquidity, and yield. 

A. SAFETY 

Safety of principal invested is the foremost objective of (he 
inveshncnt prcgram. Investments of the City shall be undertaken in - . . .  (. . . . . . : . . . . . .  
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a manner that seeks to ensure the preservation of capital in the 
overall portfolio. The rirk of loss shall be contrcllcd by investing 
only in authorized securities as defined by this Policy, by qualifying 
the fmancial insliNtiorv with whom the City will uansact, and by 
portfolio diversification. 

! 
B. LIQUIDITY 

The investment portfolio should be managed to maintain sufficient 
liquidity to enable the City to meet all operating requirements 
which might be reasonably anticipated. 
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(ROT.32 
C. RETURN ON INVESTMENTS 

Ihc City's investment pertfolio shall be designed to optimize a 
. 

market average n te  of return on investinents ccnsistcnt with risk 
constraints and cash flow requirements of the ponfclic. 

V. INVESTMENT RESPONSIBILITY 

A. DELEGATICbN 01 AUTHORITY 

Article IV, Section 26 of the Mesquite City Chatter designates that 
he City Finance Director shall setvc as City Treasurer and perform 
any duties of City Treasurer as required by the general laws of the 
State of Texas. The Director of Finance shall delegate the authc,rity 
to deposit, withdraw, invest, transfer, and manage the City's funds 
to an Investment Ctff~ccr. Through the adopticn of this pGlicy, the 
position of Acccunting Supervisor will be designated as the 
Investment C,fficer for the City of Mrsquile. The position of 
Accounting Manager will serve as Investment Officer in the absence 
of thc Acccunting Supewisor. No perscn may engape in an 
investment transaction except as provided under the t e r n  of his 
policy. The Director cf Finance shall bc respc.nsible for managing 
the investment program in compliance with this pc.licy, for 
considering the quality and capability of staff involved in 
investment management and procedures, and for establishing a 
system of intcmal controls designed to prevent and control losses cf 
public funds. 

B. INDEMNIFICATION 

The investment officials, acting in accordance with written policies 
and prccedures and exercising due diligence, shall not be held 
pcrscnally responsible for a spccific security's credit risk or markt 
price changes, provided ha t  these deviations are rtpofled in a 
timely m m e r  and that apprcpriate ac1ic.n is taken tc. control 
advcrsc develcptnents. 
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C. PRUDENCE 

T h e  standard or prudence to be applied by the investment officials 
shall k the "Prudent Person Rule", which states. "Investments shall 
b e  made with judgment and care, under circunstances then 
prevailing, which persons of prudence, diiretion and intelligence 
txercise 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." The investment 
officer will exercise prudence not only with respect to single 
investment decisions but w i h  respect to the overall portfolio over 
which the oEficer has responsibility. Investment decisions made 
shall be consistent with the winen investment pc,licies of the City. 

D. ETHICAL STANDARDS AND CONFLICTS 

All City c.fficials having direct or indirect role in the investment of 
City funds shall act as custodians of the public t w t  avoiding any 
transaction which might involve a conflict of interest, the 
appearance of a conflict of interest, or any aclivit). which might 
orhenvise disccurage public confidence in the City's manayerial 
ability. Officers and ernployces invc.lved in the investment process 
shall refrain fr<.m persoml business activity (hat cc.uld connict with 
proper execution of the investment programs, or which could imrair 
their ability to make impartial investment dccisicns. 

VI. INVESTMENT POLICIES 

Safety of pfincipal is the primary ~bjcctive in investing c.f public funds 
and can  +x accomplished by limiting two types of risk: 1)crcdit risk and 
2)interest rate risk. Credit risk is the risk associated with the failure of a 
security issuer or backer. Interest rate risk is the risk that the value of the 
po~tfolio will decline due to an increase in the general level of interest 
rates. 

Pege 1 
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6. Texas Local Government Investment Pool ITEXPOOL) 
- Public funds investment pool organized under state 
law through h e  Interlocal Cooperation Act  ex. Rev 
Civ. Stat. Ann. An. 4413 &&c&) and managed by the 
State Treasury Department. 

7. Repurchase Agreements - Contractual Agreements 
between the City and Brokerage fi  nns, banks or 
government bond dealers. The repurchase agreement 
(repo) issuer receives cash and, in turn. provides 
securities to the City as collateral for the cash. There 
exists a contractual agreelneni for the rep0 issuer to 
repurchase the securities at predetermined dates and 
prices. A Master Repurchase Agreement must be c,n 
file before the City will enter into any repurchase 
agreement. All repurchase agreement transactions will 
be on a delivery vs. payment basis. 

Diversification of investment instruments shall be utilized to avoid 
incumng unreasonable r i sk  resulting from over concentration of 
investments in a specific maturity, a specific issue, c.r a specific 
class of securities. The following maximum limits, by instmment. 
are established for the City's total pponfolio: 

I. U.S. Treasury Bills/lJ.S Treasury Notes . . . . . . . . .  I N %  
. . . . . . . . . . . . . . . . . . . . . . . . . . .  2. U.S. Agencies 50% 

3. Certificates of Deposits . . . . . . . . . . . . . . . . . . . .  50% 
. . . . . . . . . . . . . . . . . . .  4. Repurchase Agreements 50% 

5. Money Market Mutual Funds . . . . . . . . . . . . . . .  15% 
. . . . . . . . . . . . . . . . . . . . . . . . .  6. Auhorizcd Pools 50% 

C. W U M  MATURITIES 

The longer the maturity of invcstments. the greater their price 
volatility. Therefore, it is lhc City's policy to concentrate its 
investmerrt pc.nfolio in shc.ner-tcm securities in order to limit 
principal risk causcd by shangcs i n  it~terest rates. 

, ,, ;; >;<*::;,:: .<;,: .;:,:;: I 
...... .*.>.2.,. ,.>, :. . , , : :  . i 

. . I 
-+&pq&@:ae.,,A . . ! ., . , Page 6 

. a%, ... a . *b-.~.. ..I 
I :-\ri:: ,. C,.lrF,,.-.... . . .  . . . . . .  ..+.... . . . . .  . . 

...................... " . +,' l , > , l , . .  ...... ...... ! . > .  ... ..................................... .......... 
. . . . . . . . . . . . . . . . . . .  
. : . . . 

. . . . i . .  , . . .  
...I . . . . . . . . .  . ; .. , . . . .  

:..,., . . 
. . .  . . . . . . . . . .  
: :>. . , - . . <. 

.:_. ~ .. . . . . . .  ;,.:.. 
, , .  
: . , . .  \ ' . !  . . 

. . .  . . . . .  I, . ' . , '  . . .  
.*,. ,.'.... ...-., &,,* . . . . . . . . . . . . . . . . . . . . .  , . . . .  

. . . . . . . . . .  
. . . . . .  ..* . . 

:. ..... 
.. ;<:3...:: . 



The City attempts to mntch its investments with anticipated cash 
flow requirements. Unless matched to a specific cash flow, the City 
will not directly invest in securities maluting more than three (3) 
years fmm the date of purchase; however, the above described 
obligations, certificates, or agreements may be collateralized using 
longer dated investments. 

Because no secc.ndary market exits for repurchase agreements, the 
maximum maturity shall be 120 days. 

Reserve funds may be invested in securities not to exceed five years 
if the marurlty of such investmenu are made to coincide as nearly 
as possible with the expected use of the funds. 

The composite pc.Itfoli0 will have a weighted average manuity of 2 
years or less. This dollar weighted average maturity will be 
calculated wing tlic stated final maturity dates of each security. 

D. AUTHORIZED FINANCIAL DEALERS AND IXSTITUTIONS 

Financial institutions with and through whom the City invests shall 
be  state or national banks dcmiciled in this state and shall be 
federally insured. No public deposit shall be made except in a 
qualified public depository as established by state laws. 

P 
Broker/dealers authorized to provide investment serviccs to the City 
may include only those designated as reporting dealers by the 
Federal Reserve Bank t f  New York , also known as "Primary 
Government Securities Dealers". Primary dealers include SecuPities 
and Exchange Commission (SEC) rcgistered securities broker- 
dealers and banks. 

In selecting qualified institutions, the credit worlhiiess of 
institutions shall be considered, and the Finance Director shall 
maintain and apptove all changes to the bidders list. All dealers 
and banks with whom the City does business are to provide the 
cer1ificatic.n cf receipt and understanding of this Investment Policy. 
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E. COMPETITIVE BIDS 

Competitive quotations must be taken from at least three qmlifying 
institutions for any investment transaction. Investment tr&n~lction~ 
may b e  done orally, but followed by electronic or winen 
confirmation. Funds will be authorized to bc released after 
notification that the purchased security has been received. Written 
confmnation slxall be received from the fmancial institution or 
breketldealer. All investments purchased will be held in 
safekeeping at a third patty custodial institution with a safekeeping 
receipt being sent to the City. 

F. DELIVERY VS. PAYMENT 

It is the policy of the City that all security transactions entered into 
by the City of Mesquite shall be conducted on a 'DELIVERY VS. 
p~nrem" basis (DVP) through the Federal Refewe System. By 
doing this, City funds are not released until (he City has received, 
through the Federal Reserve wire, the secwities purchased. 

G. SAFEKEEPING OF SECURITIES 

I. SAFEKEEPING AGREEMENT 

The City shall contract with a bank or banks for the 
safekeeping of securities either owned by the City as part of 
its investment portfolio or held as collateral to secure demand 
or time deposits. 

2. SAFEKEEPING 

All securities owned by the City shall be held by its 
safekeeping agent, except the collateral for cettificates of 
depc.sit in banks. The collateral for certificates of deposit UI 

banks will be registered in the City's name in the banks trust 
department or, altcmatively. in a Federal Reserve Bank 
accc.unt in the City's name, or a thud-puty bank, at the City's 
discreticn. Qriginal safekeeping receipts shall be obtained. 
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H. COLLATERAEIZATION 

Consistent with the requirements of the  Public Funds Collateral Act, 
it is the policy of the City to require Full collateralization of all City 
investments and funds on deposit with a depository bank other than 
investments which ate obligations of t h e  U.S. government and its 
agencies. The market value of the investments securing the deposit 
of public funds shall be at least equal to (ht amcunt of the deposits 
of public funds increased by any accrued interest and reduced to the 
extent that the deposits are insured by an agency or instrumentality 
of the United States government. At its discretion, the City may 
require a higher level of collatcralization for certain investment 
securities. Securities pledged as collateral shall be held by an 
independent third party with whom t h e  City has a current custodial 
agreement. The Director of Finance i s  responsible for entering into 
ccUateral'iticn agreements with third par?y custodians in 
compliance with this Policy. The agreements are to specify the 
acceptable investment securities for collateral, including provisions 
relating to possession of the collateral, the substirution ot release of 
investment securities, ownership of securities, and the method of 
valuati~n of securities. A clearly marked evidence of ownership 
(safekeeping receipt) must be supplied to the City and retained. 

I 
l i e  City chooses to limit collateral to only those securities outlined 
B Section V1.A of this investment policy. Any collateral with a 
maIurity of over five years must be approved by the Director of 
Finance before the transaction is initiated. 

VII. INTERNAL CONTROL 

fhe Dirtctor of F i a l c e  shall be respc.~~iblc for the establishment of a 
system of internal controls. The City, it1 conjunction with irs annual 
financial audit, shall perform a compliance audit of management controls 
on investments and adherence to the City's established investment policies. 
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VIII. PERFORMANCE 

A. PERFORhlAIiCE STANDARDS 

The City's investment ponfolio shall be designed with the objective 
of obtaining a rate of retum throughout budgetary and eccnomic 
syclcs, commensurate with the investment nsk collstraints and the 
cash flow requirements of the City. 

B. PERFORMANCE BENCHMARK 

It is the pclic-f of the City to purchase investments will1 maturity 
dates coinciding with cash flow needs. Through this passive 
strategy, the *3ity attempts tc purchase the higlrest yicldit~g 
allowable in,estments available on the market at that time. Market 
value will be calculated on a monthly basis w all securities owned 
and compared to cunent book value of (hose securities to 
determine portfolio performance during that peric.d of time. Due te 
the passive strategy of the pc.nfc.lb, the market rate of retum of the 
three rnc,nfh Treasury Bill will be used as the benchmark for the 
average pcttfolio yield. 

IX. REPORTING 

An investment repon summarizing cash position by fund group and 
invested funds will be provided in tile Monthly Findncial Report to the 
City Council. This report will conwin summary infonnation concerning 
security by types, maturities, por.fo:io yields, interest earnings, and market 
yields. On a quarterly basis, a written report shall 'e prepared and 
sut.mitted to rhc City Council and Chief Executive Officer of all 
investment amactions for the repottiug period. This rcpolt will contain 
detail information on each investment including beginning and ending 
market values, changes in market valucs. stated b o ~ k  values, and maturity 
dates of each separately invested asset. 
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X. INVESTMENT POLICY ADOPTION 

The City of Mesquite Investment Policy shall be adopted by rwolution of 
City Council. It is the Citfs intent to comply with all state laws and 
regulations. At any time that revisions in the law conflict with current 
policies and procedure, state law will automatically prevail. The City's 
investments policies shall be subject to revisions to stay current with 

I 
clmging laws, regulations, and needs of the City. The policy shall be 
reviewed mually by the City Council and any changes or modifications 
must be approved by the City Council. 
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GLOSSARY OF TERMS 

AGENCIES: Federal agency securities. 

ASKED: The price at which securities are offered. 

BID: The price offercd by a buyer of securities m e n  you are selling 
securities, you ask fot a bid.) See Gffer. 

BROKER: A broker brings buyers and sellers together for a commissic.n. 

. . CERTIFICATE C.F DEPOSIT (CD): A time deposit with a specific 
maturity evidenced by a certificate. Large-denomination CD's are 
typically hegotiable. 

CCLLATERAL: Securities, evidence of deposit cr other property which 
a bcncwer pledges to secure repayment of a loan. Also refers to 
securities pledged by a bank to secure deposits of public monies. 

CCtviPREHENSIVE ANNUAL FINANCIAL. REPCtRT ( C S R ) :  ?he 
official annual report fcr the City of Mesquite. It includes five combiied 
statements for each individual fund and account group prepared in 
ccnfcrmity with GAAP. It also includes supporting schedules necessary 
to demorstrate compliance with fmanct-related legal and contractual 
prwisiom, extensive introductory material, and a detailed Statistical 
Section. 

;*:: :.;' . . . . . .  . ~ -  .-,. ,y . .  ........ 
. . . .  ... , . .  i ............... COUPC-N: (a) The mual rate of interest that a bond's issuer promises 

.... tc pay the bondholder on the bond's face value. (b) A certificate attached 
to a bond evidencing interest due on a payment date. 

DEALER: A dealer, as opposed to a broker, acts as a principnl in ail 
na1lsactic.11, buying and selling for his own account. 

DELIVERY VERSUS PAYMENT: There are two methcds of delivery of 
securities: delivery versus payment an delivery versus receipt. Delivery 
versus pttymcnt is delivery c.f securities with an exchange of money for 

. . 
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the securities. Delivery versus receipt is delivery of securities with an 
exchange of a signed receipt for the securities. 

DISCOUNT: The difference between the cost price of a security and its 
maturity when qucted at lower than face value. A security selling below 
original offering price shortly after sale alsc is considered to be at a 
discount. 

DISCOUNT SECURITIES: Non-interest bearing money market 
instruments that are issued a discount and rcdeerncd at maturity fcr full 
face value, e.g. V.S. Treasury Bills. 

DIVERS1FICATIC.N: Dividing investment funds among a variety of 
securities offering independent returns. 

FEDERAL CREDlT AGENCIES: Agencies of the Federal government 
set up to supply credit to various classes of u~stitutio~ls and uldividuals, 
e.g., S&L's, small business firms, students, farmers, fann c~operatives, 
and exporters. 

FEDERAL DEPC4IT INSURAh'CE CC.RPCR4TIC.N (FDIC): A Federal 
agency that insures bank depc.sits, currently up to $1GC,COO per depcsit. 

FEDERAL FONDS RATE The rate c.f interest at which Fed funds arc 

I 
waded. This rate is currently pegged by the Federal Reserve tluc.ugh 
open-market operatic~ns. 

FEDERAL HCME LOAN BANKS (FFLB): This instihltions that 
regulate and lend tc savings a id  loan assc,cialicns. The federal Home 
Lcan Banks play a role analogous to that played by UIC Federal Resewe 
Banks vis-a-vis menlt.er commercial bmkr. 

FEDERAL NATICNAL MORTGAGE ASSOCIATIGN (ITWA): 
FNMA, like C h W  was charted under the Fcdcral Naticml Mortgage 
Asscciation Act in 1938. FNklA is a federal ccrporation working under 
the auspiccs c.f the Depannlcnt of Hc.using and Urban Development 
(HUD). It is the largest single p.rciider c.f residential mc.ngage funds in 
the United States. Fnnnic Mae, as the corporatic.n is called, is a private 
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stc.ckholder-ownsd corporation. The cotpotation's purchases include a 
variety of adjustable mortgages and second loans, in addition to  fixed-rate 
mongages. FNMA's securities are also highly liquid and are widely 
accepted. FNMA assumes and guarantees that all security holders will 
receive timely payment of principal and interest. 
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W E R A L  RESERVE SYSTEM. The central bank of the United States 
created by Congress and consisting of a seven member Board of 
Governors in Washington, D.C., 12 regional banks and about 5.700 
commercial banks that are members of the system. 

GOVERNMENT NATIONAL MCRTGAGE ASSOCIATION ( G w  
C*R G i i e  Mae): Securities influencing the volume of bank credit 
guaranteed by GNMA and issued by modgage bankers, commercial 
banks, savings and loan associations, and other institutions. Security 
hc.lder is protected by full faith and credit of the U.S. Government. 
Ginnie Mae securities are backed by the FHA, VA, or ~ ~ m o d g a g e s .  

- 
The term "passthroughs" is often used to describe Ginnie Maes. 

LIQUIDITY: A liquid assets i s  one ihat can be cc,nvenrd easily and 
npidly into cash without a substantial loss cf value. In the money 
msket, a security is said to be liquid if the spread between bid and asked 
prices is narrow and reasonable size can bc done at those quotes. 

LCJCAL GOVERNMENT INYESThENT PGOL (LGIP); The aggregate 
- of all funds from political subdivisions that are placed int he custody of 

the State Treasures for investment and ~einvestment. 

- MARKET VALUE: The price at which a security is  trading and could 
presumably be purchased or sold. 

- 
MASTER REPURCHASE AGREEMENT: A written contract fovehlg 
all future transactions between the panics to repurchase that establishes 

- each pany's rights in the hulsaction. A master repurchase agreement will 
often specify, among other things, the right cf thc buyer-lender to 
liquidated the underlying sccurity in the event of default by the buyer- 
seller. 
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MATURITY: The date upon which the principal or stated value of an 
investment becomes due and payable. 

MCNEY MARKET: The market in which short-term debt insauments 
(bills, ccmmercial paper, bankers' acceptances, etc.) are issued and traded. 

OFFER: The price asked by a seller of securities. (When you are buying 
securities, you ask for an offer.) See Asked and Bid. 

OPEN MARKET CsPERATIC-NS: Purchases a n d  sales cf government and 
certain other securities in the @pen market by the New Ycrk Federal 
Rese~ve Bank s directed by the FOMC in crder tc. influence the volume c.f 
money a11d credit in h e  economy. Purchases inject reserves into the bank 
rystem and stimuliltr growth of meney and credit; sales have the opposite 
effect. C,pen market operations are the Federal Reserve's most important 
and most flexible monetary policy tc.ol. 

PC.RTFC.LI0: Colltcticn c,f securities held by an investor. 

PRLMARY DEALER: A group of govemment securities dealers whc. 
submit daily repcns of market activity and positions and monlhly 
financial statemen& to the Federal Reserve Bank of Kew York and are 
subject to its informal cversight. Primary dealers include Securities and 
Exchange Commissic.n (SEC)-registered securities Eraker-dealers, bank;, 
and a few unregulated finns. 

PRUDENT PERSCsN RULE: An investment stand;~rd. In some states Ille 
law requires that a fiduciary, such as a hustee, may invest money only in 
a list of securities selected by the custody state-the-so called legal list. In 
other states the ttustec may invest in a security if it is one which would 
be hught  by a prudent person of discretien and intelligence who is 
seeking a rcascnahle income and preservation c f  capital. 

QUALIFIED PUBLIC UEPC)SITC,RIES: A financial institution which 
dc-cs not claim exemptic,n frcm the payment c.f any wlcs c.r ccmpensnting 
use or ad valcrem taxes under the laws c.f &is  state, which has segregated 
fc.1 the t.enefits cf tile cc.nmmissic.n eligible cc.llatcral having a value c.f nc.1 
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less than its maxi~num liability and which has been approved by the 
h t .hc  ~ e p o s i t  Protection Commission to hold public deposits. 

REpuRC-SE AGREEMENT: A holder of securities Sells these 
securities to an investor with an agreement to repurchase them at a fixed 
price on a fixed date. 

RATE CF ETLrRN: The yield obtainable on a security based on iu 
purchase price or its cunent market price. This may be the amodized 
yield to maturity on a bond the cunent income relum. 

SAFEKEEPING: A service to custolners rendered by banks for a fee 
whereby securities and valuables of all types and dcscriptic,ns are held in 
the banks's vaults for protection. 

SECONDARY MAFdCZT: A market made for the purchase and sale of 
outstanding issues fc.llowing the initial distribution. 

SECURlTlES 81 EXCHANGE COMMISSIC+N: Ageljcy created by 
Ccngresa to prctect investors in securities transactic.ns by administering 
securities legislalien. 

SEC RULE 15C3-I: See Uniform Net Capital Rule. 

T R E A S L W  BILLS: A non-interest bearing discount security issued by 
the U.S. Treasury to finance the national debt. Most bills are issued to 
mature in three menths, six months, or one year. 

TREASUXY BOND: Long-tcnn U.S. Treasury securities having initial 

UNlRXCbf NET c A F T t l L  RULE: Securities and Exchange ComIni~sion 
requirement that me~nber fm as well as nonmember broker-dealers in 
securities maintain a maximum ratio of indebtedness tc, liquid capital of 
15 to 1; also called net capital N I ~  and net capital rdtic. t~dcbtednes  
cc.\.ers all mcncy ewed to a firm, including margin lc.a~~ls and 
ccmmitments a. purcbase securities, one reason new public issues are 
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spread among members of undenvritinbv syndicates. Liq~rid capital 
includes cash and assets easily converted into cash. 

YELD: I h e  rate of annual income reNm on an investment, expressed as 
a percentage. (a) INCOME YELD is obtained by dividing the current 
dollar income by the current market price for the security. @) NET 
YELD OR YIELD TC. MATURITY is the current income yield minus 
any premium above par or plus any discount from par in ~urchase price, 
with the adjustment spread over the period from the da!e of purchase to 
the date of maturity of the bond. 
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