RESOLUTION NO. 18-97

A RESOLUTION QF THE CITY COUNCIL OF THE CITY OF
MESQUITE, TEXAS, ADOPTING A REVISED INVESTMENT
PQLICY; AND DECLARING AN EFFECTIVE DATE.

WHEREAS, the City Council recognizes that cffective cash management is essential to
good fiscal management; and

WHEREAS, the City Cooncil realizes the need to adopt a revised invesiment policy for
the City of Mesquite;

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OF
MESQUITE, TEXAS:

SECTION 1. That the Investment Policy, attached hereto as Exhibit "A”, is hereby
adopted as the official investment policy of the City of Mesquite.

SECTION 2. ‘That this resolution and the aforementioned investment policy shall take
effect immediately from and afier ite passage ay the law in such cases provides.

DULY RESOLVED by the City Council of the City of Mesquite, Texas, on the 7th day
of April, 1997.

s D,

)

Cathye Ray
Mayor

ATTEST: APPROVED:

oo [ Olrams
Ellen Williams
City Secretary
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PREFACE

The purpose of this document is to set forth specific investment policy and swrategy
guidelines for the City of Mesquite in order to achieve the goals of safety, liquidity, yield,
and public trust for all investment activity. The City Council of the City of Mesquite
shall review its investment strategies and policy not less than annually. This policy
serves fo satisfy the statutory requirement ¢specificaily the Public Funds Investment Act,
Ariicle 342a-2 V. T.C.5. (the “Act™) to define, adopt and review a formal investment
strategy and policy.

It is the policy of the City of Mesquite, Texas that, giving due regard {o the sofety and
risk of investment, all available funds shall be invested in conformance with State and
Federal regulations, applicable Bond Resolution requirements, adopied Invesiment Policy
and adopted Investment Strategy.

Effective investment strategy development coordinates the primary objectives of the City
of Mesquite's Investment Policy and cash management procedures with investment
security risk/return analysis to énhance interest eamings and reduce investment risk and
aggressive cash management to increase the available “invesiment period.” Maturity
selections shall be based on cash flow and market conditions to take advantage of interest
eamings as a viable and material revenue to all City of Mesquite funds, The City of
Mesquite's portfolio shall be designed and managed in 2 manner responsive to the public
trust and consistent with the investment Policy.

Each major fund type has varying cash flow requirements and liquidity needs. Therefore
specific straiegies shall be implemented considering the fund’s unique requirements.
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INVESTMENT STRATEGY

The City of Mesquite maintains a pooled investment portfolio which utilizes specific
iavestment strategy considerations designed 1o address the unique characteristics of the
fund groups represented in the portfolio. In orderto minimize risk of loss due to interest
rate fluctuations, investment maturities will not exceed the anticipated cash flow
requirements of the funds. Investment guidelines by fund-type are as follows:

s Investment strategies for operating funds have as their primary chjective to assure
that anticipated cash flows are matched with adequate investment liquidity. The
secondary objective is to create a portfolio structure which will experience
rninimal volatility during economic cycles. This may be accomplished by
purchasing high quality, short- to medium-term securities which wili compiement
each other in a Jaddered structure. The dollar weighted average maturity of 365
days or less will be calculated using the stated final maturity date of each security.

« Investment strategies for debt service funds shall have as the primary.objective the
assurance of investment liquidity adequate to cover the debt service obligations on
the required payment date. Securities purchased shall not have a stated final
maturity date which exceeds the debt service payment date, or funds shall be
maintzined in an investment pool or money matket mutual fund to be available for
debt service payments.

e Investment strategies for bond funds and for debt service reserve funds shail have
as the primary objective the ability to generate a dependable revenue source 1o the
appropriate fund from securities with a low degree of volatility. Except as may be
required by the bond ordinance specific to an individual issue, secyrities should be
of high quality, with short to medium term maturities.
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CITY OF MESQUITE
INVESTMENT POLICY

I. POLACY

It is the policy of the City of Mesquite (City) that afier allowing for the anticipated cash
flow requirements of the City and giving duc consideration to the safety and risk of
investment, all available funds shatl 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 portfolio shall be designed and managed in a manner designed to maximize
this revenue source, to be responsive to public trust, and to be in ¢compliance with legal
requirements and limitations.

Investrments shall be made with the primary abjectives of:

+ Safety and preservation of principal

»  Maintenance of sufficient liquidity to meet operating needs
» Mazximization of yield on the portfolio

» Public trust from prudent investment activities

Eamings from investments will be allocated on a pro-rate basis by fund and used ina
manner that will best serve the interests of the City of Mesquite.

II. PURPOSE

The purpose of this investment policy is to comply with Chapier 2256 of Title 10 of the
Local Government Code(*Public Funds Investment Act”) which requires each city to
adopt a written investment policy regarding the investment of its funds and funds under
ite control. The Investment Policy addresses the methods, procedures and practices
which must be excrcised to ensure effective and judicious fiscal management of the City
of Mesquite funds.

1I1. SCOPE

This Investment Policy shall govern the investment of all financial assets of the City of
Mesquite. These funds are accounted for in the City's Comprehensive Annual Financial
Report (CAFR) and include:
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General Fund

Special Revenue Funds

Capital Projects Funds

Enterprise Funds

Trust and Agency Funds, 1o the exlent not required by law or existing contract

to be kept segregated and managed separately

» Debt Service Funds, including reserves and sinking funds, to the extent not
required by law or existing coatract to be kept segregated and managed
separately

+ Any new fund created by the City, unless specifically exempted from this

Policy by the City Council or by law.

* 8 & & &

This Investment Policy shall apply to all transactions invelving the financial assets and
related activity for all the foregoing funds. However, this policy does not apply to the
assetsadministered for the benefit of the City by outside agencies under deferred
compensation programs.

IV. INVESTMENT OBJECTIVES

The City of Mesquite shall manage and invest its cash with four objectives, listed in order
of priority: safety, liquidity, yield, and public trust. The safety of the principal
invested always remains the primary objective. All investments shall be designed and
managed in 2 manner responsive to the public trust and consistent with state and local

law.

The City shall maintain a comprehensive cash management program which includes
collection of accounts receivable, vendor payments in accordance with inveice terms, and
prudent investment of available cash. Cash management is defined as the process of
managing monies in order to insure maximum cash availability and maximum yield on
short-term investment of pooled idle cash.

Safety

The primary objective of the City’s investment activity is the preservation of capital in
the averall pertfolio. Each investment transaction shall be conducted in a manser to
avoid capital losses, whether they be from securities defaults or erosion of market value.
The sk of loss shall be controlled by investing only in authorized securities as defined
by this Policy, by qualifying the financial institutions with whom the City will transact,
and by portfolio diversification.

The City's invesiment portfolio shall be structured to maintain sufficient liguidity to
enable the City 1o meet all operating requirements which might be reasonably
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anticipated. This shall be achieved by matching investruent maturities with forecasted
cash flow requirements and by investing in securities with active secondary markets.

Xield

The City’s invesiment portfolio shall be designed to optimize a market average rate of
return on invesiments consistent with risk constraints, prudent investment policies and
cast: flow requirerents of the portfolio.

Public Trust

All participants in the City's investment process shall seek to act responsibly as
custodians of the public trust. Investment officials sha}l avoid any transaction which
might impair public confidence in the Ciry’s ability 10 govern effectively.

V. RESPONSIBILITY AND CONTROL.

Delegation of Authoxity

Article I'V, Section 26 of the Mesquite City Charter designates that the City Finance
Director shall serve 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 responsibility for investment decisions and activities to an Investment Officer.
Through the adoption of this policy. the positions of Cash and Debt Coordinator and
Accounting Manager shall be designated as investment officers who are responsible for
the investment of the City’s funds. No person may engage in an investment transaclion of
the management of funds except as provided under the terms of this Investment Policy as
approved by (he City Council. The investment authority granted to the investing officers
is effective until rescinded by the governing body.

Training Requ

The invesintent officers shall attend at leasi one training session relating to their investing
responsibilities within 12 months after assuming duties. Such training shall include
education in investment conirols, security risks, strategy visks, market risks, and
compliance with the Texas State Public Fund Investment Act,

Liternal Controls

The Director of Finance is responsible for establishing and maintaining an internal
control structure designed to ensure that the assets of the entity are protected from loss,
theft, or misuse. The intemal cantrol struchire shall be designed to provide reasonable
assurance that these objectives are met. The concept of reasonable assurance recognizes
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that (1) the cost of a control should not exceed the benefits likely io be derived; and (2)
the valuation of costs and benefits requires estimates and judgments by management.

Accordingly, the Director of Finance shall establish a process for annual independent
review by an external auditor to assure compliance with policies and procedures. The
internal controls shall address the following points.

¢+ Control of collusion.

« Separation of transactions authority from accounting and record keeping.
+ Custodial safekeeping.

s  Avopidance of physical delivery securities.

¢ (Clear delegation of authority to subordinate staff members,

«  Written confirmation for telephone (voice) transactions for invesimenis and wite
transfers,

¢ Development of a wire transfer agreement with the depository bank or third party
custadian,

Prudence

The standard of prudence to be applicd by the investment officer shall be the “prudent
investor “ rule which states: “Investments shall be made with judgment and care, under
circumstances then prevailing, which persons of prudence, discretion and intelligence
exercise in the imanagement 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.” Tn determining whether an investment officer has exercised prudence with
respect to an investment decision, the determination shall be made taking into
consideration:

+ The investment of all funds, or funds under the City’s control, over which the
officer had responsibility ratlver than a consideration as to the prudence of a
single investment.

»  Whether the investment decision was consistent with the written invesiment
policy of the City.

Indemnification

The invesiment officer, acting in accordance with written procedures and exercising due
diligence, shail not be held personally responsible for a specific security’s credit risk or
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market price changes, provided that these deviations are reported immediately and the
appropriate aclion is taken to contro] adverse developments.

thig fet terest

City staff involved in the investment process shall refirain from personal business activity
that could econflict with proper execution of the investment program, or whicl could
impair the ability 1o make impartial investment decisions. City staff shall disclose 10 the
City Manager any material financial interests in financial institutions that conduct
business with the City and they shall further disclose positions that could be related to the
performance of the City's portfolio. City staff shall subordinate their personal financial
transactions to those of the City, particularly with regard to timing of purchases and sales.

An investment officer of the City who has a personal business relationship with an
organization seeking to sell an investment to the City shall file a statement disclosing that
personal business interest. An investment officer who is related within the second degree
by affinity of consanguinity to an individual seeking to sell an investment to the City
shall file a statement disclosing that relationship. A statement required under this
subgection must be filed with the Texas Ethics Commission and the govering body of
the entity.

V1. INVNESTMENT PORTFOLIO

Portfolio Management
The City currently has a “buy and hold™ portfolio strategy. Maturity dates are matched
with cash flow requirements and itivestmenis are purchased to he held until maturity.

However, securities may be sold before they mature if market conditions present an
opportunity for the City to benefit from the trade.

Investments

Assets of the City of Mesquite may be invested in the fo lowing instruments; provided,
however, that at no time shali assets of the City be invesied in any instrument or security
not authorized f'or investment under the Act, as the Act may from lime to time be
amended.

1. Auwhorized

{. Obligations of the United States of America, its agencies and
instrumentalities.

2. Certificates of Deposit of state and national banks domiciled in Texas, a
savings and loan assotiation domiciled in this state, or a state or federal credit
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union domiciled in this state that is guaranteed or insured by the Federal
Deposit Insurance or its successor of secured by obligations in a manner and
amount provided by law for deposits of the investing entity.

Fully collateralized direct repurchase agreements with a defined termination
date secured by obligations of the United States or its agencies and
instrumentalities pledged to the City, held ifi the City’s name, and deposited at
the time the investment is made with the City or with a third party selected
and approved by the City. Repurchase agreements must be purchased through
a primary governmen securities dealer, as defined by the Federal Reserve, or
a bank domiciled in Texas. A Master Repurchase Agreement must be signed
by the bark/dealer prior to investment in arepurchase agreement. All
repurchase agreement transactions witl be on a delivery vs. payment basis,
Securities received for repurchase agreements must have a market value
greater than or equal to 102 percent at the lime funds are disbursed.

Money Market Mutual funds that are 1) regulated by the SEC, 2)have adollar
weighted average stated maturity of 90 days or less, and 3)maintain a net
asset value of 31 for each share. :

Government investment pools which 1)meet the requirements of Article
4413(32¢). Section 49d) of the Texas Revised Civil Statutes (“Interlocal
Cooperation Act”), 2) are rated no lower than AAA or an equivalent rating by
at least one nationally recognized rating service and 3) are authorized by
resolution or ordinance by City Council,

I Nog Authorized

Under no circumstances shali investments be made in interest-only or principal-only
strips of obligations with underlying mongage-backed seecurity collateral, orin
collateralized mortgage obligations with an invesse floating interest rate or a maturity
date of over 10 years. Neither shall investments be made in ebligations that are secured
by these prohibited investments.

Maxi Maturiti

The longer the maturity of invesiments, the greater their price volatility. Therefore, it is
the City’s policy to concentrate its investment portfolio in shorter-term securities in order
to limit principal risk caused by changes in interest rates,

The City attempls to malch its investments wilh anticipated cash flow requirements.

Unless matched to a specific cash flow, the City will not directly invest in securities
maturity more than three (3) vears from the date of purchase; however, the above
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described obligations, certificates, or agreements may be collateralized using longer dated
investments.

Because no secondary market exists for repurchase agreements, the maximutn maturity
shall be 120 days.

Reserve funds thay be invested in securities not 1o exceed five (5) years if the matwrity of
such investments are made 10 coincide as nearly as possible with the expected use of the
funds.

The composite portfolio will have a weighted average maturity of ehe (1) year or less,
This dollar weighted average maturity will be calculated using the stated final maturity
dates of each security.

VeI

The City of Mesquite recognizes that investment risks can result from issuer defaults,
market price changes or various technical complications leading to temporary illiquidity.
Risk is controiled through portfolio diversification which shall be achieved by the
following general guidelines:

1. Risk of issuer defaull is controtled by limited investments to those instruments
allowed by the Act, which are described Lerein.

2. Risk of market price changes shall be controlied by avoiding over-
concentration of assets in a specific maturity sector, limitation of average
maturity of operating funds invesiments to one year, and avoidance of over-
concentration of assets in specific instruments other than U.S. Treasury
Securities.

3. Risk of illiquidity due lo technical complications shall be contrelled by the
selection of securities dealers as desenbed herein,

The following maximum limits, by instrument, are established for the City’s total

portfolic:

1. U.S. Treasury Securities ..o 100%
2. Agencies and Instrumentalities 50%
3. Certificates of Deposit .... 50%
4. -Repurchase Agreements . . 50%
5. Money Market Mutual Funds ... 50%
6. Authorized POOES .o 50%

[P TERNPE I E R TS

A T

P P S R
RS . I chrawe - P [ T

B L R
L

A B g s L - "
PN e e N S TP 1 Sy X
. F)




B PR T s - . -

e B e L s

uonezivedio
3 pue A1) AR USIMISY PAIONPUOD SLORORSURT] JUUASIAUL JO 1O
BuisLie SanIANIe waunsaAm Juapnudwi spnpoaad o) MOI2 e UL S]OJU0D pue
sampaoold alqeuosea: pauawaldun sey uoneziuefio oy 1B WRWEpIMOWDPIR -
) voneziuedio s jo jediound
passtdai e £q paudis Lorjod 1usunssau; s Q10 au peas Buiaey Jo voneAnNUS
azieuuonsanb 19feap/190olq paeldwod
SIUDWIITIS JEIDUBUL) PAIPNE &

siendosdde se Sutwoljo} ayy £jddns 1sow suonoeswen Jusunsaaul
10] SIIPPK] PAHJIEnD 2WWosaq 01 21153P oYM SIBJLapANOIq PUR SUOTIMTSUE TEIUEU [V

“SSILISTIY
a1jqnd npuos o} pasueny ApIeabape ale sULTY 1o 181 S[E3AS) s1S{jeue uoneziedes
PUE 11pa10 SAISUIYLKIIOT B SSAJUN °, SIZEa(] AILIMDOS JUMNUUIZAOD) AMUIL W aty) S8 Wmolry
0S]8 SO MIN JO plROE] 2A1359Y [B4309,] AP JO uoistayd suiaday iopmepy an o Sutiodss
512]B3p 9501} ATUO 133195 [Jeys K110 Y] ‘SAUNDS3 WowuraA0d [0 s1ajvap pue s19)01q 104

Bat Lile g 2 S

Ui atf) JO ANIQEIS jRISURLY PUE SSIUMRDIOA 1IPAID 2]
*20LAL3S JO [249] sieudoidde

ue apiacid o1 AIIqE ay) PIM TUANSISUOD '1S0D 331AI3S FUTHUE] 19U 159MO]
unog prq Yy uo sua)t pannbai (e 03 ssuodsa nopduroy
*J.0g Bunreq 3y ul SHLsLeanmbai fje 100w 0 AN[IqE SN,
‘paiyioads sportad

a1 10 SIUDWIDIEIS [BIDURUL] 10 UOHEULOJU patsanbal apaodd or ANfIyE 2y -
sme| [B20] pue

2jE)S PIm aouepaodse Wi spury oiqnd Joj Sousodap e se AJienb o3 Aipiqe sy e

ELISILID UoI52)9s Tmo[[0] 31 U0 paseq oq [[1m SPIg

JO uonEnjEAd Pue pIq sANNSAM0D £q PAUILLAIIP 29 [|IM Alonsodap e Jo uonsa)as Y,
(d.1) [esedoad 107 159nbai [pULCE € SPROUL T1RYS YoIum ‘Ssad01d Juswarnaord saotalas
Suppueq 5 41D 2y y3nonp pa1oaas aq jieys Aonsodoc] € smak Aty A1aas 5u3] 1y
ATOTEOUS(Y

C SEATVIA ANV SANVY 20 NOLLDATAS ‘TIA

61 30 11 ebey
oY LISIHX3

"W

sty

oo

-t

B Ry T L s
.

e e g
-

s
i,
P

«
v

Shar LS

N dngtart




EXHIBIT "A"
Page 12 of 19

C itive Bid

Competitive quotes must be taken from at least three qualifying institutions for any
invesiment transaction. Investment transactions may be done orally, but followed by
electronic or written confirmation. Funds will be authorized 1o be released afier
notification that the purchased security has been received. Written confirmation shall be
received from the financial institution or broker/deater. All investments purchased will
be held in safekeeping at a third party custodial institution with a safekeeping receipt
being sent to the City.

Delivery vs. Payment

Treasury Bills, Notes, Bonds, Repurchase Agreements and Government Agency
securities shall be purchased using the delivery vs. payment method. That is, funds shall
not be wired or paid until verification has been made that the correct security was
received by the Trustee. The sccurity shall be held in the name of the City ot held on
behalf of the City. The Trustec's records shall assure the notation of the City’s ownership
of or explicit claim on the securities. The original copy of all safekeeping receipts shall
be delivered to the City.

VIIl. SAFEKEEPING OF SECURITIES
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.

Safekeeping

All securities owned by the City shall be held by its safekeeping agent, except the
collateral for certificates of deposits in banks. The collateral for certificates of deposit in
banks will be registered in the City's name in the bank's trust department or,
aliernatively, in a Federal Reserve Bank account in the City's name, or 2 third-parly bank
in the City’s name, at the City’s diseretion. Original safekeeping receipts shall be
obtained.

Coll lizati

Consistent with. the requirements of the Public Funds Collateral Act, it is the policy of the
City to require full coll: teralization of all City investments and funds on deposit witha
depository bank, other than invesimesnts which are obligations of the U.S. government
and its agencies and instrumentalities. In order {o anticipate market changes and provide

9
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a level of security for all funds, the coliateralization level will be 102% of market value
of principal and accrued interest on the deposirs or investments less an amount insured by
the EDIC or FSLIC. At its discretion, the City may require a higher level of
collateralization for certain invesiment securities. Securities pledged as collateral shall be
held by an independent third party with whom the City has a current custodial agreemnent.
The Director of Finance is responsible for entering into collateralization agreements with
third patty custedians in complianee with this Policy. The agreements are to specify the
acceptable invesiment securities for collateral, including provisions relating lo possession
of the collateral, the substitution or release of investment securities, ownership of
securities, and the method of valuation of securities. A clearly marked evidence of
ownership (safekeeping receipt) must be supplied to the City and retained. Collaterai
shall be reviewed at least weekly to assure that the market value of the pledged securities
is adequate,

The City of Mesquite shall accept only the following securities as collateral:
« FDIC and FSLIC ingurance coverage.

« A bond, certificate of indebiedness, or Treasury Note of the United States, ot other
evidence of indebtedness of the United States that is guaranteed as to principal and
interest by the United States. :

« Obligations, the principal and interest on which, are unconditionally guaranteed or
insured by the State of Texas,

s A bond of the State of Texas or of a county, city or other political subdivision of the
State of Texas having been rated as investment grade (investment rating no less than
“A” o its equivalent) by a natienally recognized rating agency with a remaining
matrity of ten (10) years or less.

Subi \udi

All coliateral shall be subject to inspection and audit by the Director of Finance or the
City's independent auditors.

IX. PERFORMANCE

Performance Standards

The City's investment portfolio shall be designed with the objective of obla{ning a raie
of retwrn through budgetary and economic cyeles, commensurate with the investment risk
constraints and the cash flow requirements of the City.

ﬁ
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Performance Benchmark

It is the policy of the City to purchase investments with maturity dates coinciding with
cash flow needs. Through this strategy, the City attempts to purchase the highest yielding
allowable investuments available on the market at that time. Market value will be
calculated on a quarterly basis on all securities owned and compared to current book
value of those securities to determine portfolio performance during that period of time.
The City’s portfolio shall be designed with the objective of regularly mecting or
exceading the average rate of retum on U.S. Treasury Bills at a maturity level comparable
to the City’s weighted average maturity in days.

X. REPORTING
Ouarterly Reporting

The Director of Finance shall submit a signed quarterly investment repori that
summarizes current market conditions, economic developments and anticipated
investment conditions. The report shall summarize investment strategies employed in the
most recent quarter and describe the portfolio in terms of investment securities,
maturities, and shall explain the total invesiment return for the quarter.

The quarterly investment report shall include a summary of the status of the current
investment portfolio and transactions made over the last quarter. This summary will be
prepared in a manner which will allow the City 10 ascertain whether investment activities
during the reporting period have conformed to the Investment Policy, The report will be
provided to the City Manager and City Council. The report will include the following:

« A listing of individual securities held at the end of the reporting period.

+« Unrealized gains or losses resulling from appreciation or depreciation by
listing the beginning and ending book and market value of securities for the
period.

« Additions and changes to the market value during the period.

» Average weighted yield to maturity of portfolio as compared to applicable
benchmark. :

+ Listing of investments by mauurity date.

s The percentage of the total portfolio which each type of investment represents.

+ Statement of compliance of the City's investment portfolio with state law and
the investment strategy and policy approved by the City Council.
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XI. INVESTMENT POLICY ADOPTION

The City of Mesquite investment policy shall be adopted by reselution of the City
Council. [tis the City’s intent to comply with state laws and regulations. The City’s
investments policies shall be subject to revisions to stay current with changing laws,
regulations, and needs of the City. The policy shall be reviewed annually by the City
Council and any changes or modifications must be approved by the City Council.
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Agencies: Federal agency securities.

Asked: The price al which securities are
offered.

Bid: The price offered for securities.

Broker: A broker brings buyers and
seliers together for a commission paid by
the initiator of the transaction or by both
sides; he does not position. In the
money market, brokers are active in
markets in which barks buy and sell
money and in interdealer markets.

Certificate of Deposit{(CD): A time
deposit with a specific maturity
evidenced by a certificate. Large-
denomination CD's are typically
negotiable.

Collateral: Seccurities, evidence of
deposit or other propenty which a
borrewer pledges to secure repayment of
2 loan. Also refers to securities pledged
by a bank to secure deposits of public
monies,

Comprehensive Annual Financial
Report(CAFR): Tre official annual
report for the City of Mesguite. It
includes combined statements and basic
financial statements for each individual
fund and account group prepared in
conformity with GAAP. Ttalso includes
suppotting schedules necessary to
demonstrate compliance with finance-
related legal and contractual provision.
extensive introductory material, and a
detailed statistical section,
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GLOSSARY OF
COMMON TREASURY TERMINOLOGY

Coupon: (a) The annual rate of interest
that a bond’s issuer promiges to pay the
bondhelder on the bond’s face value. (b)
A certificate attached to a bond
evidencing interest due on apayment
date.

Dealer: A dealer, asopposed to 2
broker, acls as a principal inall
transactions, buying and selling for his
own account.

Debenture: A bond secured only by the
general credit of the issuer.

Delivery versus Payment: There are
two methods of delivery of securities:
delivery versus payment and delivery
versus receipt(also called free). Delivery
versus pavment is delivery of securities
with an exchange of money for the
securitics. Delivery versus receipt is the
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 value at
maturity when quoted at lower than face
value. A security selling below original
offering price shortly after sale also is
considered to be at a discount.

Discount Securities: Non-interest
bearing money market instruments that
are issued at a discount and redeemed at
marurity for full face value,c.g., U.5.
Treasury Bills.

Diversification: Dividing invesiment
funds among a variety of securities
offering independent returns.




Federal Credit Agencics: Agencies of
the Federal government set up to supply
credit to various classes of institutions
and individuals, e.g. S&L’s, smali
business firms, students, farmers, farm
cooperatives, and exporters.

Federal Deposit Insurance
Cerporation(FDIC): A federal agency
that insures bank deposits, currently up
to $100,000 per deposit.

Federat Funds Rate: The rate of
interest at which Fed finds are traded.
This rate is currently pepged by the
Federal Reserve through open-market
operations.

Federal Home Lousn Banks (FHLB):
The institutions that regulate and lend to
savings and loan associations. The
Federal Home Loan Banks play a role
analogous to that played by the Federal
Reserve Banks vis-a-vis member
commercial banks.

Federal National Mortgage
Association{FNMA): FNMA, like
GNMA, was chartered under the Federal
National Mortgage Association Act in
1938. FNMA is a federal corporation
working under the auspices of the
Department of Housing and Urban
Development, H.U.D. [t is the largest
single provider of residential mortgage
funds in the United States. Fannie Mae,
as the corporation is called, is a private
stockholder-owned corporation. The
corporation’s purchases include a variety
of adjustable mortgages and second
[oans in addition to fixed-rate mortgages.
FNMA's securities ars also highly liquid
and are widely accepted. FNMA
assumes and guarantees that all security
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hotders will receive timely payment of
principal and interest.

¥ederal Open Marker
Committee(FOMC): Consists of seven F
members of the Federal Reserve Board

and five of the twelve Federal Reserve

Bank Presidents. The President of the

New York Federal Reserve Bank isa

permanent member while the other

Presidents serve on a rotating basis. The

Committee periodically meets to set

Tederal Reserve guidelines regarding

purchases and sales of Government

Securities in the open-market as a means

of influencing the volume of bank credit

and money.

Federal Reserve System: The central
bank of the United States created by
Congress and consisting ol a seven
member Board of Governors in
Washington, D.C., {2 regional banks
and about 5,700 commercial banks that
are members of the system.

Government National Mortgage
Association{GNMA or Ginnie Mae):
Securities guaranteed by GNMA and
issued by mortgage bankers, commercial
banks, savings and loan associations,
and other institutions. Security holder is
protected by full faith and credit of the
U.S. Government. Ginnie Mae
secutities are backed by FHA, VA or
FMHM mottgages. The term pass
through is often used to describe Ginnie
Maes.

Liquidity: A liquid asset is one that can
be converted easily and rapidly into cash
without a substantial loss of value. In
the money market, a security is said to
be liquid if the spread between bid and




asked prices is narrow and reasonable
size can be don at those quotes.

Locai Government Ynvestment
Pool(LGIP): The aggregate of all funds
from political subdivisions that are
placed for investment and reinvestment.

Market Valne: The price at whicha
security is trading and could presumably
be purchased or sold.

Master Repurchase Agreement: To
protect investors, many public investors
will request that repurchase agreements
be preceded by a master cepurchase
agreement between the investor and the
financial institution or dealer. The
master agreement should define the
nature of the transaction, identify the
relationship between the parties,
cstablish normal practices regarding
ownership and custody of the collateral
securities during the term of the
investmenl, provide remedies in the case
of default by either party and clarify
issues of ownership. The master
repurchase agreement protects the
investor by eliminating the uncertainty
ol owpership and hence, allowing
investors to liquidate collateral if a bank
or dealer defaults during the term of the
agreement,

Maturity: The date upon which the
principal and stated value of an
investment becomes due and payable.

Money market: The market in which
shori-term debt instruments (bills.
commercial paper, bankers” acceptances,
etc,) are issued and traded.

Open Market Operations: Purchases
and sales of government and certain
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other securities in the open market by the
New York Federal Reserve Bank as
directed by the FOMC in order to
influence the volume of money and
credit in the economy. Purchases inject
reserves into the bank system and
stimulate growth of moncy and credit;
sales have the opposite effect. Open
markel operations are the Federal
Reserve's most important and most
flexible moneiary policy teol.

Portfolio: Collection of securities held
by an investor. :

Primary Pealer: A groupof
govemmens securities dealers that
submit daily reports of market activity
and positions and monthly financial
statements to the Federal Reserve Bank
of New York and are subject to it
informal oversight. Primary dealers
inciude Sceurities and Exchange
Commission (SEC) registered secutities
broker-dealers, banks and a few
unregulaied firms.

Prudent Person Rule: An investment
standard. Invesiments shall be male
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, cotisidering the
probable safety of their capital as well as
the probable income 10 be derived, .

Qualified Public Pepositories: A
financial instinition which does not
claim exemption from the payment of
any sales or compensating use or ad
valorem taxes under the laws of the
state, which has segregated for the
benefit of the commission eligible
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collateral having a value of not less than
its maximum liability and which has
been approved by the Public Deposit
Protection Cormission to hold public
deposits.

Rate of Return: The yield obtainable
on a security based on its purchase price
or its current market price. This may be
the amortized yield to maturity on a
bond or the cuntent income retumn.

Repurchase Agreement (RP or
REPO): A holder of securities selis
these securities 1o an investor with an
agreement to repurchase them ata fixed
price on a fixed date. The security
“buyer’ in effect lends the “selier™
money for the period of the agreement,
and the terms of the agreement are
structured com compensate him for this.
Dealers us RP extensively to finance
their positions. Exception: when the
Fed is said to be doing RP, it is lending
money, that is increasing bank reserves.

Safcleeeping: A service to cusiomers
rendered by banks for a fee whereby
securities and valuables of all types and
descreiptions are held in the bank’s vaults
for protection.

SEC Rule 15C3-1: See uniform net
capital rule.

Secondary Market: A market made for
the purchase and sale of outstanding
issues following the initial distribution.

Securities & Exchange Commission:
Agency created by Congress (o protect
investors in securities transaciions by
administering securities legislation,

Y
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Treasury Bills: A non-interest bearing
discount security issued by the U.8.
Treasury to finance the national debi.
Maost bills are issued to mature in three
months, six months or one year.

Treasury Bond: Long-term U.S.
Treasury securities having initial
maturities of more than ten years.

Treasury Notes: Intermediate ferm
coupon bearing 11.S. Treasury securities
having initial maturities from one to ten
years.

Yield: The rate of annual jncome retum
on an investment, expressed as a
percentage, (a) income Yield is obtained
by dividing the current dollar income by
the curtent market price of the security.
(b) et Yield or Yield to Maturity is the
current income yield minus any

premium above par or plus any discount ¢
from par n purchase price, with the
adjustment spread over the period from
the date of purchase 1o the date of
maturity of the bond.

Uniform Net Capital Rule: Securities
and Exchange Commission requirement
that member firms as well as
nonmember broker-dealers in sccurities
mainiain a maximum ration of
indebtedness to liquid capital of 15 to 1:
atso called net capital rule and net capital
ratio. Indebtedness covers all money
owed to a firm, including margin loans
and commitments to purchiase securities,
one reason new public issues are spread
among members of underwriting
syndicates. Liquid capital includes cash
and assets easily converted into cash.
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