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RESOLUTION NO. Jk9.L 

A RESOLUTION O F  THE CITY COUNCL O F  THE CITY O F  I 

MESQUITE, TEXAS, ADOKIN0 A REVISED INVLSTMENT 
POLICY; AND DECLARING AN EFFECTIVE DATE. 

WHEREAS, the City Council recognizes that effective cash management is mntia.1 
!o gmd fwd management: and 

WHEREAS, the City Council realizes the need to adopt a revised u~vvanment policy 
for the City of Mt5qui$; 

NOW, THEREFORE, BE IT RESOLVED BY TME CITY COLINCL OF THE CITY 
OF MESQUlTE, TEXAS: 

~ E C l l O N  1. That t l~e  Lnvertment Policy, attacl~ed herero ar Exlubit "A", is 
henby adopted ar h e  official invedment policy of the Cily of Mesquile. 

SEWON 2. That this m l u l i o n  and the aforementioned invement policy 
shall take effect immediately *om and after its pasage as the law in such caws ~mvides. 

DULY RESOLVU) by the City Council of tllc City of Mcyaite, Tcxar, on the 18th 
day of May, 1998. 

Mayor 

ATIZST: APPROVED: 

Ellen Williams 
City Sccntary City Attorney 
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PREFACE 

The purpose of this document is to set forth specific investment policy and strategy 
guidelines for the City of Mesquite in order to achieve the goals of safety, liquidity, yield, 
and public Vusl for all invesment activity. The City Council of the City oFMesquite 
shall review its inveslmcnl strategies and policy not less than annually. This policy 
serves to satisfy the sONtov requirement (specifically the Public Funds Investment Act. 

. . . . .  . . .  ;.: Article 342a-2 V.T.C.S. (the "Act") lo d e h ,  adopt and review a formal investment . . . . . . . . . .  ......... ...... < .~,;',33<$:? ::,. ........ . . . . . . . . .  strategy and policy. 

It is the policy of the City of Mesquite, Texos that. giving due regard to the safety and 
risk o f  invesunent. all available funds shill be inverted in conformance with State and 
Federal regulations, applicable Bond Resolution rrquirrmenu, adopted lnvcstmcnt Policy 
and adopted Investment Strategy. 

Effective investment slmtegy development coordinates the p r i m q  objectives of the City 
of Mesquite's lnveslmcnl Policy and cash management wroccdwes with invertmcnt 
sccurity~ris~retum analysis to enhance interest &ming;and reduce invesunent risk and 
aggressive cash management lo incrcae the available "investment period." Marurih. 
selections shall be based on cash flow and market conditions lo iak; advantaee of inrerest .. ~-~ ........... 
earnings as a viablc and material revenue lo all City of Mesquite h d e .  The City of 
Mcsquitc's parifolio shdl  be designed and mvnancd in a manner rcsoonsive to the aublic 
trust &d cokislent with the ~nvestmcnt Policy. - 

Each major fund type has varying cilsh flow requirements and liquidity needs. Therefore 
specific strategies shall be implemented considering the hnd'r uniqae tcquiremcnts. 



. "  . . . . . . . . .  .w+&A.&j,,.:.. ; .* . . . . . .  ..-. "..> ........ < .  . . .  

INVESTMENT STRATEGY 

The City o f  Mesquite maintains a pooled investment portfolio that ulilizcs specific 
investnlent straagy considerations designed to address the unique characteristics of the 
fund groups represented in the ponfolio. In order to minimize risk of loss due to  interest 
rate fluctuations, investment maturities w i l l  not cxceed the anticipated cash flow 
requirements of the funds The con~positc portfolio will havc a dollar weighted average 
maturity of365 days or lerr This dollar rvcighted average maturity w i l l  be calculated 
using the slated fina! mnarity dates ofeach security. lnvestmcnt guidelines b y  fund-type 

....,, : ..., arc us follows: .......... . . . .  . . ,.:.,,.: .... :,:.;' :. . .  
.;; . ~ .:, ,.:. ;: . '..' ' '  

:~,  %., ..... <.; ..* A,... ....: - <;;~:L~7;&,~;$~~,>i,{;;.~-: Invesunent strategies for operating funds have as their prinlnry objective to assure 
.... that anticipated cash flaws are matcited withadequate investn~enl liquidity. The 

. . . .  secondary objective is to create a portfolio structure that w i l l  experience minimal . . .  
volatility during economic cycles. This may bc accomplished by purchasing high 
quality, rhon- to medium-crm securities that w i l l  complentenl each other in a 
lnddcrcd rtruclurc. . Inr,csm~ent rtrategier far debt service funds shall Ihave as the primary objective the 
assttrance of investment liquidity adcquntc to cover thc debt remice obligations on 
the required payment dale. Securities purchased shall not have a stated final . . .  ..... maturity date which exceeds the debt service payment date. or funds shall be 
maintained in an investnlent pool or money market mutual fund to  be svoilable for 

. .. debt service payments. 

Inueament ruategier tbr bond funds and iordcbt sen,icc reserve funds shall havc . . .  .? . . . .  . . . . . . . . . . . . . .  
..:;*.s*-:p'::~<d~~.$ . *;>: ,~ ., . . ' as thc primary objective the ability to generate a dependable revenue source to the 

v.I,.*.-,.JC $!. .... .. .: . .x .  appropriate fund from securities with a lou.degrce o f  volatility. Except as may be . . .  . . . .  ... . , , :  . . .  ....... required by the bond ordinance specific to an individual issue, securities should be . ,,,. .,.~. .: ........,..... ! o f  high quality, with 9h0n to medium term maturilies. 



CITY OF MESQUITE 
INVESTMENT POLICY 

I. POLICY 

I t  i s  thc policy of the Ci:y o f  Mesquite (City) that aficr allowing for the anticipaled cash 
f l o w  reauircmenis of h e  Citv and civine due consideration to the safetv and risk o f  . " "  
invcstnlent. al l  available funds shall be invested in  conformance \r,ith these legal and 
adminissative guidelines and l o  the mzximum exten~possible, at the highest w e s  
obtainable at the time of  investment . ,  ,..~. . 

: . . .  
wy,.:::~ ,.). y f :  . ., EfTcctive cash managcn~cnt is rccogt~ized as essenlial lo guod fiscal management. . . . . . . . .  . . . . . . . . . . . . . .  . . lnvestmcnt interest is a viable and material sourccofnr,cnuc to City funds. The City's 

. . .  ,.. ';+.. .::. .. . ! :  . . .  
-, . : .. ;. ......; .~ investment portfolio shall be designed and managed ins manner designed to maximize 

- & ~ u l . * - . ?  ' this revenue lourcr, lo be responsive to public trust. and to be in  eamplisncc will, legal 
. . . . . . . . . . . . . . . . . .  . . . .  . . . . . . . . . . . . .  . . requircmcnu and liniilalions. . . .  ............ ,i,~.'. . . . .  , .. , : . . .  . . . .  >.. . . .  . . . . . . . .  , ' '  , ;!-;;: ;;: :. ..... :;::.:;: .... lnvcsln~ents shall be made with the primary objectives of. 

b. .::.*a+;::; ..: : . .  
.'$~,, ;..> . .  ......: . .  Safety and preservation o f  principal 

. . . . .  .....*...,. ..,. :.:p!f,$+~~,~:,i - : . Maintenance o f  sufficient l iquidity to meet operating needs 
? " '  : : . . . .  : . . . . .  . . . . . .  :, . . :::.';!.. :..: ..; Maximization o fy ie ld  on the ponfolio ....... 

g . . :  , . ~:', ,. . >,>:(.>~, >>:.,.. 
. Publ ic t m s t  from prudent investment activities 

,s:;:..('i'$,<q.z:l . .....-. . 
.:;:$$+Y;;i~?ci.;<;, .:>.;.::. c , 

. . 
&.. . . . . . . :  

. I  ,,,: .' I 11. PURPOSE 
. . .  ........... ":.:. . . . .  j 
.;;~:':...;...:, . . . .  The purpse o f  this invcnrncnt policy is to comply u i th  Chapler 2256 o f  Titlc 10 o f the  . . . .  ......... ? ...... .< ..... 1 4. " . . . .  
, 3., .. 5 ,. .&, :. . , Local Gavenunent CodtCPublic Funds lavertmenl Ad') which requires each city to . . . . . . . . . . . . . . . .  

.q+*mse2,:~ ".:.:,: :, ..; adopt a w i n c n  invcstntcnt policy regarding the invertmcnt of its funds and funds under 
. . . . . .  its control. 'The Investment Policy addresser the methods. procedures and practicer 

which must bc exercised la ensure cffeclive and judicious fiscal management o f  the City 
o f  Mesquite funds. . . . .  

111. SCOPE 
, , .  ,,, <&w*>&w; L.~*, 

. .....&, ..:. ..:. ?,.:,.- :,, ... This lnveslmcnl I'olicy shall govern the investmcnl d a l l  financial assels of thc Ci ty o f  . . . . . . . . .  . . .  
-:=.&&x+,+r.9s:z, ,+ > ., .. Mesquite. These funds are accounted for in the Cily'r Comprehensive A ~ ~ n u a l  F inu~c io l  . . . . . . .  .:.-2r*L-;"~"^*' * .  . - .  . Repon (CAFR) and include: 
;:;,.:,.,. !" ;... : .a.!.*&,uaLe;*:;..:,, ... ,:. . . * <  . . . . . . . .  :. , '  Cieneml Fund 

.... 

..LII 
. . 

. . . . .  <..<.>. .... P.!.!.. ....... . Special Revenue Funds 
: .'.'.$:.:*??:;...! .........: 

......><?;...":a. . .  
. , .  ,. . . . .  

- .. ..!.!$.:,.ir-i::,', ,<-.. 1 

. . . . .  .,... . . . .  :, :!: ..! . . .  .. . . ..... .. . . :  . . . .  - .- . .: .,;*&..,< ..... ,.* ..., -..... . . ,  
. . 

. , 

. . .  . . . . , 
,*C,*:<*?;.S.*,. ......... .,.,?, ., 
. . .  . j . . . .  ..... . . 

a . id,.;<-:. ;. ., .,' . . . .  O".. . . _ "  ,..(... . . . .  . . . .  ?.::. ; . . . . . .  
,::+,,,: >:, .>: . , ,  ,. 

,; !q..  . . . . . . . . . . . . .  
. . 

. . . . . . . .  . ~ L . .  
. . . .  . . 

..... . . . . . . . . . . . . . . . . . . . . .  
....... . . 
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k 
r Capivol Projects Funds 

Enterprise Funds . Tmrl and Agency Funds, to the extent not required by law or existing contmcl 
to be kcpt segregated and rnanaged sewately 

e Debt Service Funds, including reservesand sinking funds to the extent not 
required by law or existing conlrnct to k kept segregated and managed 
separately . ~ n y  new fund creatcd by the City, unlcssspecifically exempsd from this 
Policy by the City Council or by law. 

T h e  City of  Mesquite will consolidate cash balances from all funds to maximize 
investmenr earnings. Invcruncst income will be allocated to the various funds based on 
their respective pmicipation and in accordilnct with generally accepted accounting 
principles. 

This Investment Policy shall apply to all transactions involving the financial assets mld 
related activity for ail the foregoing funds. H o m t ~ r ,  this policy docs not apply to the 
assets administered for the benefit of thc City by outside agencies under deferred 
compensation programs. 

1V. INVESTI\lENTOBJECTIVES 

n e  City of Mesquite shall manage md invest its c ~ s h  with four primaw objectives, listed 
in order o f  priority: safco.. liquidity> yield, and public trust. The safety ofthc principal 
invested always remains the primary objcclive. All investments shall be designed and 

, .. . . . . . . . .  managed in a manner responsive to  the public tmstand consistent with state and local 
....... .... .: .... :..:i... -:.. .....: '-. . . . . . . . . . . . . . .  :;.;+.;;:;;..>.,; ;......... 

;f~z&t.q&...<:~.: ... ... 

law. 

The City shall maintain a comprchcnsivc cash management program which includes 
collection of accounts receivable. vendor paymcna in accordmce with invoice ternls, and 
prudcnt investment ofavailable w s h .  Cash management is dclined as the process of 
managing maliies in order to insure maximum cash availability and maximum yield on 
short-tern investment of poolcd idle cash. 

saku 

Safety of  principal is the fonmost objective of the investment program. Investments 
shall be undcnakcn in a manner that seeks to ensurc the preservation of capital in the 
overall ponfolio. The objective will bc to mitigate credit and interest mle risk. 

0 Credit Risk - The City will rnit~imirc credit risk. the risk or loss due to the 
failure ofthe security issucr or backer. hy: . Limiting investments to the safest l y p r  of securities . Prc-quuli@ing the financial institutions and hrokerldealers with which 

the City will do  business 

, . i . ....... b . . . . . .  . . . . .  . . . .  
2 
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. . .  

Diversifying the inveslnm~tl portfolio so tllat potential losseson 
individual securities will be minimized. 

o Interest Rate Risk -the City wi l l  minimize the risk that the market value of 
securities i n  the portfolio will fall due to changer i n  general interest rates, by: . Structuring the investment portfolio so that securities mature lo meel 

cash requirements for ongoing operationr, thereby avoiding the need lo 
sell securities on the open market prior to nmturity 
Investing operating funds prinlarily in shoner-term securities, money 
market mutual funds. or similar investment pools 

T l~e  inveslmed portfolio shall remain suficiently liquid to meet all operating 
rrauiretnents that may bc rcasonabl:, anticipated. This i s  accomplished by stmauring the 
nnnfolio so that sccuritirs mature concurrent with cash needs to meet anticipated ................. 

dcmands. Because all possible cash demands cannot be anticipated, the poifolio should 
consist larnely o f  securities with active wcondw or tcsale markcu. A portibn of the - .  
portfolio mill also be placed in money market mutual funds or local government 
investment pools which offer same day liquidity for short-term funds. 

The investment ~ortfol io shnll be desinned with Ihe objective of nnaining a market rate of -~~~~~~ ~ - 
return tluoughout budgetaq and economic cycles, taking inlo account the investment risk 
constraints and liquidity needs. Rerun1 on investment is of secondary imponancc . . 
tornpared l o  the safely and liquidity objectives described above. The core olinvestmcnls 
are limited to relatively low risk securiticr i n  anticipation oleanling a fa i r  rehlm relative 
to the risk k i n g  assumed 

Public Trust 

AII ~mr~~c~pant r  tr h e  Ctt) s inveslmenl process shall rccA coact rerpuns,bl) as 
custnd~anr o f  lllc oubllc trust ln\olmcnt omclals shall armd any trmsactlon whlcll 
might impair public confidence i n  (he City's ability to govern effectively. 

V. RESPONSIBILITY AND CONTROL 

Anicle IV. Scction 26 of the Mesquite City Chaner designates that the City Fina~vc 
Director shall serve as City Treasurer and pcrfom~ any duties of City Treasurer as 
required by the general laws of thc State o f  Texas. Thc Dircctor of Finance shall delegate 
Ihc rcspanrihilily for investment decisions and activities lo an Investment Oficcr. 



Thmughtlte adoption of this policy. the positions ofcash and Debt Coordinator and 
Accounting Manager shall be designated as investment officers who are responsible for 
the inveshent ofthe City's funds. No person may engage in an investment vansaclion or 
the manaoement of funds exceot as ~rovided under lhe terms of this lnvcrtmenl Policy as - . . 
approved by the City Council. The investment authority granted tothe investing oficers 
is effective until rescinded by the governing body. 

Trainine Rcquirrrnenl 

The  Director o f  Finance and investmen; oficers shall attend an investment tmininc 
session no less ohen than once cvcw twu tircal ).ems comnrnclnd Yrplc~nber 1 .  1997 
and shall rcceire not Its, lhan 10 IIOUI) ~ f i m l m ~ l i ~ ~ ~  relal.n& 1" invc~lmenl 
reswnsibilities. The investment traininr session shall be provided by an independent . 
so~jrce npprorcd by the C ~ t y  Council For pupores of thtr pal~c). an "~ndependent 
source" fmm uhich illvcstment trmntnp rhall hr obta~ncd shall incla18lc a ~rafess~onal  
areanizntion. an institute of hichcr learninc or any othcr sponsor other than a business " - - .  
organization with whom thc City of  Mesquite may cngagc in an investment transaction. 

lQternal Controls 

The Director of  Finance is respansible for eswblishing and maintaining an internal 
control stnlclurcdesimed tocnsure that the assets oftheentity are orotected from loss. 
theft, or misusc. The-internal control structure shall k designed tobrovide reasonable. 
assurance that t h ~ s ~  objectives arc met. The concept of reasonable assurance recognizes 
that (1 l the cost o f a  control should nor exceed the benefits Iikcls tobe dcrivtd:and 121 . . 
the valuatton o f  costs and ixncfilr requires ertimalcs and judgn,m:s by management. 

Aecordinelv. thc Director of  Finance rhall crtrblish a orocesr for annual indcocndent 
review by an cxtemol auditor la usurc compliance with policies and pmccdurcs. The 
internal controls rhall address the following points. - ~ 

Control ofcollusion. 
Separnlionoflrnnrnctionr authority from accounting and record keeping. . Custodial safekeeping. 

r Avoidance ofphysical delivery securilies. . Clcar delegation of autlwrity to subordinate staff members. 
Written confirmation for telephune (voice) transactions for investments and wire 
transfers. . Devclopmentofa wire transfer agrcenlent with the depository bank o r  third pan) 
custodian 

Prudfner 

The standard of prudence t o  he applicd b) Ihc invcrlmenroficcr shall be the "prudcnt 
investor" rule which slates: "lnveslmcnls shall be made uithjudgmcnt and care, under 



.:. . . . . . . . . . .  . .  , ~ .  . 

citcumstnnccs lhen prevailing, which personsof prudence, discrelion and intelligence 
exercise i n  L e  management oftheir o w  affairs, not for spcculalion, but for investment. 
considering lhe probable safety oflhcir cvpilal as w e l l  as the probable inconle to be 
derived." In  determining whether an invcamcnt omccr has exercised prudence wiIh 
respect to an investment decision, the determination shall be made taking into 
consideration: 

The investment of all funds, or funds under the City's conlrol, over which thc 
officer had responsibilily mlher than aconridcmtiun as to the prudence ofa 
single inveslmenl. 

r Whclhcr the investment decision was consistent with the wrilten inveslmenl 
policy o f  the City. 

'lhe invcstmen! offlcer. actmg ,TI ~ccurd~nrr  \\tth u ~ l l c t ~  procedures and cxerctsiny due 
diligence, shall no1 bc held perronlll) rr.sp~,nnblc for n specific securily's crcdit r.sk or 
rnxrkel price changer. pro\ lded lhnl thru drsiaions are reponcd rmrncd~ately and the 
appropriate ac1.o" i s  #&en to control advcrsc dcvelopmcnts 

gthier and Conflicts of Interrst 

Of f lcm and cmployces involved in the investment process shall refrain hom personal 
business activit). thnl could conflict with !he proper execution and management oflhc 
investment Dropmm. or thnt could impair their ability to make imparlial decisions . - 
Empluyccs and Investmcnl ~ f f i c t ~  s shall dtsclose rnl, nvtcrtd Intcreslq In financ~al 
tnsulutlons with uhlch hc) conduct burtncu The) rholl h~nhcr dlcclosc any pcrro~~al 
financiollinvesunent ~0sitions that could be related lo the performance of the investment 
ponfolio. Ernployces and olficcrs shall refrain from underwliing personal invesment 
transactions with the same individual t%lth rhom business i s  conducted on hehalfofthe 
City. 

An investment oficcr of the City who hos s personal business relationship witll an 
organtauon serk~ng to sell nn onvcclmrnt lo the Cut, shall file 3 slatemcnl dlsclosnng that 
personal buslncs, intrrcsl An tnwstmrnt oficer who IS rclatcd u!lh,n lhc second degree 
bv sf in i~v or conraneuinitv to an individual seeking to sell an investment to the City - - 
s i d l  Rlc ; statement disclosing thal relationship. ~statemenl required under t h i s  
rubscclion must be filcd with the Texas Ethics Commission and the govcmiqg body of 
lhc entity. 
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V1. SUITABLE AND AUTHORIZED INVESTMENTS 

~ortfol io Msnnawenr 

The City currently has a "buy and hold" porlfolio strategy. Maturity datcs arc matched 
wilh cash flow requirentents and investments are purchaced with lllc intent to be held 
until maturity. However, securities may bc sold before dley mature ifnlarkct conditions 
present an opportunity for t h e  City t o  benefit from the wade. Securities may be sold for 
Ihe followinp reasons: 

A security with declining credit may be sold early to minimize loss of 
principal. 
A security swap would improve the quality, yield, or target duration in he 
portfolio. . Liquidity needs of the portfolio require that the security bc sold. 

lnrntrnentr 

Assets ofthe City of Mesquite may be invested in the following instrumenk; provided, 
however, that a; no time shall assets of the City be invested in any inslrument or security 
not al~tborizcd for investment undcr the Act, as the Act may from lime to time be 

I. Autl~orized 

1. Obligntions of the Unircd States of America, its agencies and 
instrumentalities. 

2. Certificates of Dcposit of state and national banks domiciled in Texas, a 
savings and loan association domiciled in this state, or n state or federal credit 
union domiciled in this state that is guaranteed or insured by the Rderal 
Deposit Insurance or its successor or secured by obligations in ammcr and 
amount provided by law for deposits o f  the investing entity. 

3. Fully collateralized direct repurchase agreements with adcfitled termination 
date secured by obligations o f  the United Slates or its agencies and 
inrm~mentalitics pledged to the City, held in 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 agrecmenls must be purchased througll 
a primary government sccuri ies dealer. as dcIined by the Fcderal Reserve, or 
a bank domiciled i n  Texas. A Master Repurchase Agreement must be signed 
by the banlddevler prior lo investment in a rcpt~rchaseagrccmenl. Al l  
repurchase agreement transactions wil l  be on a dellvery vs. payment basis. 
Securities received for repurchase agreements must have an~arket value 
greater th in or equal to 102 prccnt at the lime funds are disburred. 

,. .. , . , : I . + . .  <L;,.,"._ ... _,._ ,... 
.. . .. . , . . , . .  . .  . . 
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. . . . . . . . . . . .  

4. Money Market Mutual funds thul are I )  registered and regulated by the SEC. 
2)have a dollar weighted avcrage stated maturity of YO days or less. and 
3)maintain a net asset value o f  $1 for each share. 

5. Government investment pools which I) meet the requirements of Chapter 
2256.016 o f  the Public Funds InvesUnent Act. 2) arc rated no lower than AAA 
or an equivalent rating by at least one nationally recognized rating service and 
3) m authorized by resolution or ordinance by Cily Council. 

11. j-f- 

Under no circumstances shall investmenlr be made in inleresl-only or principal-only 
strips of obligations with underlying mongage-backed sccurily collateral, or in 
collateralized mongage obligation5 with an inverse floating inlcrest rate or a maturity 
date ofovcr 10 ye=. Neither shall invesunentr be made in obligaions that are secured 
by these prohibited investments. 

VII. INVESTMENT PARAMETERS 

EZsvimum I\. lnturi t i~s 

The longer the maturity o f  investments, the greater their price volatility. Therefore, i t  is 
rhe City's policy lo conccntrale its investment ponfolio in shoncr-teml securilies in order 
to limit principal risk caurcd by changes in interest rates. 

. . . . . .  
,..:~ ;/:: ;'.-:,; . .  ..;. . +  . ,  . ' 

' 
. . : : ,I : The City anempts lo  mntch its investmenrs with anticipated cash flow requirements. 
.,.9. ,,-;.:.:.:, ! : ;  7.. .: Unless malchcd to a s p c i  Ac cash flow. the City will not directly invest in securities 

t;; .&>,.i5.~ .r,:,.:;. -... .,:...: ,.:. " :. . .  maturity more than thrcc (3) years from the date of purchase; however, the above 
described obligations, certificates, or agreements may be collaleralized using longerdntcd . .  
investments. . . . . . .  

Because no S~onda ly  markct exists Tor repurchase agrcementr. the mnximunl maturity 
shall be 120 days. 

. . . . . . . . . . .  
T l ~ e  composite ponfolio wi l l  have a weighted a\.cragc maturity o f  one (I) year or less. 
This dollar weighted avcrage maturity wi l l  be calculated using the staled final maturity +'gi, dates o l n c h  security. 

y,*.*i.bi:>.- . . . . . . .  
P?:$.?~!.?; :;. T,;4,4 'pq *is 
:.&.w&~cCcc.,!:;- ,. :&. <;~..,; .. ?....,. . . . . . . .  ..?~..:..;;,. . , .,. . ' I  I 
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Diversifie~tian 

The City of Mesquite rccognizcs that investment risks can result rrom issuer defaults, 
market price changes or various technical complications leading to temporary illiquidity. 
Risk is controlled Uvough portfolio diversification which shall be achieved by llle 
foliowing general guidelines: 

Limiting investments to avoid ovcrconcenmtion in sccuritics From a specific 
issuer or business sector (excluding U.S. Treasury securities), 
Limiting investnlent in securities chat have higher credit risks, 
Investing in recurities with varying maturities, and 
Continuously investing a ponion of the ponfolio in readily available funds 
such a s  local government investment pwls (LGIPs),money market fundsor 
overnight m p w c b e  agreements to ensure that appropriate liquidity is 
maintained in order to incct ongoing obligations. 

The following maximunl linlils. by instrument, are cs(ablishcd for the City's tolnl 

I .  U.S. Treaury Securities ....................... .. .......... 100% 
.............................. 2. Agenciesmd Instrumentalilies 75% 

6. Aulhorized Pools 

VIII. SELECTION OF BANKS AND DEALERS 

DeDositay 

At las t  every five years a Depositary shall be  selectcd tltrough the City's bmking 
sewices pmculrrncnt proccss, which shall include a formal requsst for proposal (WP). 
The selection o l a  depository will be determined by competitive bid and evaluation of 
bids will be based on the following selection criteria: . The ability to qualify as a depository for public funds in accordance with rtatc 

and local laws. 
The ability to providc requcstcd inlomnlion or finu~clal statcmcnls for the 
periods specified. . Thc ability to meet all requirenients in the banking RFP. 
Complete response 10 all required items on the bid form 
Lowest nct banking service cost. consistent with the ability to provide an 
~ppropriatc level ofscrvice. 
The credit wonhiness and financial stability of the bank. 
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Authnrircd Brokersmcnlers 

T k  City shall select den& r w n i n p  lo the Market Repom Division of the Federal 
Reserve Board ofNew York, also know as "Primary Govemmcnt Security Dealen", or 
regional dealers that qualify under Securities and Exchange Commission (SEC) Rule 
1 SC3-l (uniform net capital ~ l c )  

All financial institutions and brokerldealers who desile to become qualified bidders for 
investment uansactions must supply the following as appropriate: 

audited financinl statements 
completed brokeridcaler quesiomaiw 
cenificalion ofhaviny read and understoodihe City's investment policy and 
agreeing to comply with the policy 

The governing body must adopt and annually review a list of qudified bmkerldeders 
authorized Lo engage in investmest transactions wiih the City. 

Gamaetilive Bids 

Campctilire quotes must be takca from at least three qualifying institutions for any 
invcsvnenl uansacrion. Invcstrncnl transactions may lu done orally, but followcd by 
electronic or winen confimalion. Funds will k authorized 10 k released slier 
notification that the purchased sccurity has been received. Wrinen confirmation shall h 
received fmm rhc financial inslitution or bmkeridcalcr. All investments purchved will 
be held insdehcping at a third pany custodial instttution ivitba wlekeeping receipt 
being sent lothe City. 

Delivew vr. Pnvment 

Securities shall be purchased tlsine the dclivrry rs.  payment method wilh the exception 
of invcsuncnt pools and mwwl funds. Fundsshall not be wired or paid until verif~ation 
has been made that the camct security was received by tht Trustre. The acwity shall be 
held in the name of the City or held on behalf of the City. The T~stee 's  records shall 
assure the notation of the City'so\vncrship ofor explicit claim on the sccuritico. ?he 
original wpy of dl safekeeping rrcciprs shall be delivered toihc City. 

1X. SAFEKEEPING 01: SECURITIES 

The City shallconuact with o bank or banks for the salekeeping ofsecu"tics eitlter 
o w e d  by the City as panof i c  inuenment portfolio or held a< eollatcnl to sccurc 
demand or time deposits. 
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All sec~ritte<ow~,cd by thc City shall he lurld hy itr s~fekcepind agent, cicept Ihc 
coll~lcnl tbr cen8lic;$tec oidr.posia in b m k s  Tltr coll~lcral lji ccn,f#caler of depilsil In 
bmks u ~ l l  hc regicterrd in [he Ct1!'s " m e  in tl,e bank's trust dep3nment or. 
altern;~t~vely. In a Federal Rcrerte Ratll account in the City's namc, or n third-pM) b a d  
in tbc Ctty's nmw, at the Ci1j.r d!,rrc~ion. ljrifin;il salekepmg weiptss lul l  be 

Collatcraliwtion 

Consislent with the requirements ofthc Public Funds Collateral Act, it is the policy of the 
City torequire full collaterali2ation ofall City investments and funds o n  deposit wih a 
depository bank, other than invest~nenlr u,hich are obligationsof llle U.S. government 
and its agencies and insl~umentalities. in order to anticipate market ch.mgcs'md provide 
a levelof security f a r  all funds, the collateralimion level will be 102% ofmarket value 
of principal and accmed interest on the deposits or investmenu less an amount insured by 
the FDlC or FSLIC. At its discretion. the City may require a higher level of 
collstcmliwtion for ccnvin invcrtmcnt sccurities. Securities pledged as collateral shall be 
held by an independent third pany with whom the City has a current custodial agreement. 
The Director o f  Finance is respansible for enlering into colluteralization agreements with 
third p m y  custodians in compliance with this Policy. The agrcenlcnls are to specify the 
accepwble investment securities for collateral, including provirions relating to possession 
of the collateral. the suhrtitution or release of investrncnt securities. ownership o f  ....... - .  
securittes. and tllc rnc~hod ol\aluat.nn of sccun~~er .  A clearl) rnarkud er.tdence of 
ownenhtp (safekecptng recetpt) ntast be suppllcd to the Cil! 2nd rceined Collalcral 
shall be rev.crrc<l at lea l  \secll) to arrurc thal the market value tbf the pledged securiuer 
is adequate. 

Collatrral Delitled 

The Cily of hlesquite shall accept only the following sccuritirs as callalenl: 

. FDlC and FSLIC insurance covemge. 

. A bond, certificate of indebtedness, o r  Treasury Note of the United Slates, or other 
evidcnec of indebtedness of the United Stater that is guarnnteed as to principal and ~ 

interest by the United Slatcr. 

Obligations, the principal and interest on which. arc uncotlditionally guaranteed or 
insured by the Slate of Texm. 

A b o ~ d  of the Sete  of Texas or of a county, city or other political subdivision ofthe 
State of Tcxar having been rated as investmen1 grade (inurstment rating n o  less than 



"A" or its equivalent) by a recopnizcd rating agency with n remaining 
maturity often (10) years or less. 

Subieet to Audit 

~ 1 1  collateral s ~ l a l ~  be subject to inspection and audit by the Director of Finance or the 
City's independent auditors. 

X. PERFORMANCE 

petformanee Stnndardr 

7he cilySs investment portfolio will be managed in accordance with tile P a l e l e r s  
specifiedrvi#hin this policy. The ponrolio shall be designed with the ob~ective of 

rate of return through budgetary and economic cycles, commensurate with the 
investment risk cor~straints and the cash flow rcquircmenlsafthe City. 

performaace Benchmark 

l1 is !he city to purchase investments *lh maturity dates coinciding wilh, 
cash 'rhrough this strategy. the City ancmpts to purchare the highest yielding 

investments available on the markn at that time. Market value will be 
calculated on a quarterly basis on  all securities owned and compared to c-nt book 

ofthose wcurities to detcnnine portfolio performance during that pejiod of time. 
~ i ~ ~ . ~  shall be designed with the objertivc ofregularly mceun8 Or 

I 
ule average of remm on U S .  Treasury Bills a1 a maturity level comp-blc 

10 the City's weighted averagc maturity in days. 

XI. REPORTING 

m e  Investment officer shall prepare an investinem report on a quarterly basis that 
summarizer invcstmrnt strategicscmployed in themost ncenf qataner and describes the 
portfolio i n  t c m s  ofinvestmcnt securities. maturi~ies. and shall explain the total 
invcorment rctum for rht. quoner. 

nc q u ~ e r l y  investment report shall include a summary scatemem of invcsment activity 
pnpued in compliance with generally accepted arcoundng principals. This Summary will 
be prrpared in a which will allow the City to srcenain whether inve.sm=nt 

dunng the reporting period have conloncd to the Investment Po!tcy. The 
will be provided to the City Manager and Cicy Couticil. The repon will include th: 

following: 

I ., . . "  ..: .." .,,.,, 

.. . 



...... -.*.. . . . . .  

Additions and changes to the market value during the period. 
Average weighted yield to maturiry of ponfolio as compared to applicable 
bcs~clunark. . Listing of investments by maturity date. . Fully accrued inlcrerl for the reporling period . The pcrcenlage of the tool ponfolio which each type o f  innnmcnl represents. 
Statement of compliance of the City's investment ponfolio with state law and 
the investment strategy and policy approved by the Cily Council. 

A formal annual review of the quanerly rrepons will be performed by an independent 
auditor with the results reponed to the governing body. 

Markine tu Market 

Market value ofa l l  securities in t h  ponColio will be detenninrrd on aquaflerly basis. 
These values will be obtained from a reputable and independent sourceand disclosed to 
the governing body quarterly i n  n written repon. 

X11. INVESTMENT POLICY ADOPTlON 

The City ofMcsquile invcstmcnl policy shall be adopted by resolution ofthe City 
Council. b i s  the Ci~y 's  intent tocomply with swtc l a w  and regulatio~s. The City's 
investmenu pelicier shall be subject to revisions to stay cunent with changing laws, 
regulations, and needs af the Cily The policy shall be reviewed annually by the City 
Council and any changes or modifications musl be approved by the Cily Council. 
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GLOSSARY OF 
COMMON TREASURY TERMINOLOGY 

Accrued lotcrest: The accumulated inlerert due on  a bond as of the last interest payment 
made by the issuer. 

Agcncv: A debt recuritv issued by a fedem: or federally sponsored agency. Federal " .  . . . . 
agencies we baclecl b! the htll faith and crcd~t o i  the US. Govemmcnt. Federally 
spunsoredagnuter (FSAr)arc hnrkcd h) each p n ~ c u ~ u n g e n c y  wi h a  market 
o~rceotion thal there IS an i rn~l ic i t  covemment puarantee. A n  examde of federal acency 
i s  the'~ovemment National ~ o r l g & e  ~ssocialion (ONMA). An e x k p l e  of a F S A ~ S  the 
Federal National Mortgage Association(FNMA). 

Amor t i t i on :  Thc systematic reduction or lhc amount owcd on a debt issuc Uuough 
periodic payments of principal. 

Asked: The price at which sccuritics arc oflered. 

Average Life: The avcrag lcngth of time that an issue of serial bonds andfor tenn bonds 
with a mandatory sinking fund fcarurc i s  erpecled to be oulsmnding. I 

Basis I'olnt A unll of mcar~lrcrnent IIK~ the v~Iua1.011 of fixed-income secllrilies 
equal to 1 100at a pcrcenl~~l')teld E p.."ll.I" of I per:enl i s  equal to 25 basis points 

I 
Bid: Theindicated price at which a buyer is wil l ing la purchase asecurity o r  commodity. 

Book Value: The value a1 which a securitv is carried on the inventor, lisls o r  other 
Enancial ncords ofan investor. The book value may diller significantly f ro in the 
security's cnrrenl value in Be market. 

Broker: A broker brings buyers and sellerr together for a commirrian paid by lhc 
initiator of the transaction or by both sides; he docs not position. In the money market, 
broken arc xt ive  in markels in which banks buy and sell money and in intcrdealer 
markets. 

... . : . . .  Callable Bond A bo8ld irruc in uhlch all or pan o f  i tsouutand~ng principal m o u n t  clay 
be redecmeJ k f o n  mJlaII). b) the o\rurr undcr spec~ficd condtt~ons 

Call Pricc: The price at whichan issuer may redeem a bond prior to maturity. Thc price 
isusually at arlight prerniuni to the bond's original issue price to compensate the holder 
for loss of income and owncnhip. 

CsII Rink: The risk to a bondh,>lder that n bond may be redeemed pr ior  la malurity. I 



Cash SalelPurcbase: A transaction \ihich calls for delivery and payment of sccuritics on 
the same day that the transaction is initiated. 

Certificate of Deposit(CD): A lime deposit with a specific nlnlwily evidenced by a 
cerlificate. Large-denomination CD's are typically negotiable. 

Callatersli i~tioo: Process by which a borro\\.rr pledges securities, property, o r  other 
deposits for the putpose of securing the repayment of a IOWI andlar security. 

Comtuercial Paper:  An unsecured short-term promissory note issued by corporations, 
with maturities ranging from 2 to 270 days. 

Comprchcnnivc Annual Financial Kcpori (CAFR): The oflicial annual repad for the 
City of Mesquite. It includes combined statements and basic financial statements for 
each individual fimd and account group pepwed in contormity with GAAP. It also 
includes supporting schcdulcs necessary lo demonstrate compliance with finance-related 
legal and conuac~ual provision, extensive introductory malerial, and a detailed statistical 
section. 

Convexity: A measwe of a bond's price sensitivity to chmgirtg interest rates. A high 
convexity indicates greater sensitivity of a bond's price lo interest rate changes. 

Coupon Rate: The annual rate of interest received by an invertor from the issuer of 
certain types of fixed-income ~cur i t i e r .  Also known as the "interest rate." 

Crcdit Qualit).: The measurement oflhe financial strength of a bond issuer. This 
mensuremen1 helps an investor to understand an issuer's ability to make timely interest 
payments and repay the loan principal upon maturity. Gcncrally, the higher the credit 
quality of a bond issucr. the lower the interest rille paid by the issuer because the risk o f  
default is lower. Credit quality racings are provided by nationally tecognized rating 

Credit Risk: The risk to an investor that an issuer will default in the payment of interest 
andlor principzrl on a xcurity. 

Current Yicld(Currcnt Rcturn): A yield calculation determined hy dividing the annual 
interestmceived on a security hy thc current market price of that security. 

~ c a l e r :  A dcalcr, as opposed to a broker. acts a s a  prineipl in all transactions, buying 
and selling for his own account. 

Ifebenture: A bond securcd only by the pcncnl credit of the issuer. 

Delivery versus Pnyment: There arc two methods of delivcry of securities: delivery 
versus payment and delivery versus reccipl(nlso called free). Dclively versus payment is 

I 4  



delivery of securities with an exchange of money for the securities. Delivery %TrsuS 
receipt is the delivery ofsecuritics with an exchange of a signed receipt for the securities. 

Derivative Steuri*: Financial instru~nmt created from, or whose value depends upon. 
one or more underlying assea or indexes of asset voll~cs. 

I 
Discount: The amount by whicl: the pcr value nfa security exceeds the price paid for rhe 
security. 

Discount Securitirs: Non-i.ttercst bearing money market insmments that are issued at a 
discount and redeemed at mnaaity for full face value, e.g.. U.S. Treasury Bills. 

Diversification: A process ofin\,esting assets anlong a range o f  security types by sector, 
maturity, and quality rating. 

Duntiou: A measure of the timing ofthe cash flou's, such a% the interest payments and 
the principal repayment. to be received from a given fixed-income security. This 
calculation is based on three variables: term to nlaturity. coupon rate, and yield to 
maturity. The duration ofa security is a useful indicator of its price volatility for given 
changes in interest rates. 

Fair Valuc: The amount at wh~ch an invcnment could be exchanged in a current 
transaction between willing parties, other than in a forccd or liquidation sale. 

Federal Funds (Fed Funds): Funds p1ac:d in Federal Reserve banks by depository 
institutions in excess of current reselve requircrnenls. These depository institutions may 
lend fed funds to each other ovemigllt or on a longer basis. They may also transfer funds 
among each othcr on a same-day basis through the Federal Reserve banking system. Fed 
funds are considered to be immediatcly available funds. 

Federal Funds Ratc: Inurest rate charged by one institution lending federal funds t o  the 
othcr. 

Frdrrnl Credit Agencies: Agencies of the Federal government set up to supply credit lo 
various classes of institutionr and indlvidunls. c.g. S&l.'s, small business finns, studcnrr, 
farmers, farm cooperatives, and exporters. 

Federal Deposit inrurancc Cot.pamtian(FD1C): A fedcral agency that insures b.u* 
deposits. currently up to S1OO.OOO per deposit. 

Federal Homc Loan Banli? (FHLB): The inaitutions that regulate and lend to ravings 
and loan asrocialionr. Thc Federal Honlc Loan Banks play n role analogous lo that 
played by the Federal lleserve Banks vis-a-vis member commercial banks. 



Federal National Mortgage Assuciation(FNMA): FNMA, like GNMA, was chartered 
under the Federal National Mortgage Association Act in 1938. FNMA is a federal 
corporation working under the auspices o f  the DcpJnnlent of Houdng and Urban 
Development. H.U.D. I t  i s  the largest single provider af residential morlgage funds in the 
United Smtes. Fannie Mae, as the colporatioti is called, is n private slockholder-owned 
corporation. The corporation's purchases include a variety o f  adjustable mortgages and 
second loans in addition to fixed-rate mortgages. FNMA's securities are also highly 
liquid and are widely accepted. M M A  assumes and guarantees that all sccurily holders 
wi l l  receive timely payment o f  principal and interest. 

Federal Opcn Market  Committce(F0MC): Consists o f  seven memters o f  the Federal 
Reserve Board and five of the twelve Federal Rcscwe Bank Presidents. The I'resident o f  
the New York Fedenl Reserve Bank is a pernlanent member wldle the olher Presidents 
serve on a rotating bnsis. The Cornmitlce periodically meets to set Fcderal Kcscrve 
guidelines regarding purchases and sales o f  (iovemmcnt Sscurilics i n  the opcn-market as 
a rn- of infls~encing the volume o l  bank ccdit  and money. 

Federal Reservc System: Thecentral bauk o f  the United Sales creaed by Congress and 
consisting ofa seven member Boxd o f  Governors in Washington, D.C., 12 regional 
banks and about 5.700 comn~ercial banks that are members of the system. 

Gove~nment National Mortgage Associalion(GNMA o r  Ginnie Mae): Securities 
guaranteed by GNMA and issued by mortgage bankers. commercial banks, savings arld 
loan associations, and oLer insti~utions. Security holder is protected by full faith and 
credit of the 1J.S Govermnent. Ginnie Mae securities are backed by FHA. V A  or FMHM 
mongager. The term pass tluough is ohen used to describe Ginnie Macs. 

Government Sceuriticr: An obligation o f  lhc U.S. govcrnmcnt, backed by the full faith 
and crrdit ofUle govemment. These securities arc regarded as the highest quality of 
investment sccuritics available in the iJS. reeuritics market. Sce "Treasury Bills. Notcs, 
and Bonds." 

Interest Kstc: See "Coupon Rate." 

Interest Rate Risk: The risk associated wi:h declines or rises in interest rates which 
cause an investment i n  a fixed-income security to increase or decrease in value. 

Internal Controls: An internal control StNClUIC designed lo ensure dial h e  assets of the 
entity are protected from loss. theft. or misuse. Thc inkmai control suucturc is designed 
to provide reasonable arrurancc that thcrc objcctircr arc me:. The concept o f  reasonable 
assurance recognized that I )the cost of n control should not cxcccd the bctlcfits likely to 
be derived and 2) the wluation olcostr and benefits requires estimates and judgnicnts by 
management, Internal controls should address the following poitlts: 
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Federal National Mongage Assoeiation(FNMA): FNMA, like GNMA, was chaiered 
under the Federal National Mongage Association Act in 1938. FNMA is a federal 
corporation working under the auspices of the Drpannlent of Housing and Urban 
Development, N.U.D. It is the largest single provider ofresidential mongage funds in  the 
United Smtes. Fannie Mae, as the corporation is called, is a private stmkllolder-owned 
corporation. The corporation's purchases include a variety ofadjurtable mollgngcs and 
second loans in addition to fixed-rate mollgages. FNMA's securities are also highly 
liquid and are widely accepted. FNMA assunler and guarantees that all security holders 
will receive timely payment ofprincipal and interest. 

Federal Open Market Cornmittee(FOh1C): Consists of seven mcmben o f  tlte Federal 
Rcrelve Board and five of the twelve Federal Reserve Bank Presidents. The President o f  
UK New York Federal Reserve Bank is a permanent number while he other Presidents 
serve ana rotating basis. The Committee periodically meets lo set Federal Reserve 
gui&linel rsgnrding purchases and sales of Gowernment Securities in the open-market as 
ameans of influencing the volume of bank credit and mone)'. 

Federal Reserve System: The central bank ofthe United Slntcs created by Congress and 
consisting of a seven member Board of Governors in Washington. D.C., 12 regional 
banksand about 5,700 cornmcrcial banks that are members of the system. 

Guvernrnent National Mortgage Associatian(CNMA o r  Ginnie Mae): Securities 
guaranteed by GNMA and issued by rnongagc bankers, commcrcial b d s ,  savings and 
loan associations, and other institutions. Security holder is protected by full faith and 
credit ofthe U.S. Govcmnlenr. Ginnic Mac sccuritics nrr backed by FHA. VA or FMHM 
mangagcs. The tenn pass through is olren used to describe Gimie Maes. 

Covcrnmcnt Securities: An obligation or the U.S. govcmmenl, backed by the full faith 
and creditor tlic government. These securities an regarded as the highest quality of 
investmcnt wuri t ics  availnble in the U.S. rccurities market. See "Treasury Bills. Notes. 
and Bonds." 

Interest Kate: See "Coupon Rate." 

Interest Rate Hisl': The risk associated with dcclines or rises in  interest rates which 
cause an investment is a fixed-income security to increase or dccrcase in value. 

Internal Controls: An internal control sttucture designed to ensure that the assets of the 
entity an protected from loss. theft. or minlse. The intcmal control structure is designed 
to provide reasondblc assumncr tl!at thcre objectives are me:. The concept o f  reasonable 
Nsurancc recognized that 1)thc cost "fa control should not exceed the benefits likely to 
be derived and 2) the valuation of costs and beauits reyuircs estimates and judgments b!, 
ntanagmwnt. Internal controls should address thc followinp points: 



Control of collusion - Collusion is a situation where w o  or more employees 
are working in conjunction to defraud their employer. . Separation oftrnnr~ction nuthorit). from nceuu~nting and record keeping 
- By separating the person who authorizes or performs the transaction from 
the people who record or othcru.ise account for the transaction, a separation of 
duties i s  achieved. . Custodial salekeeping - Securities purchased from any bank or dealer 
including approprialc collateral (as defined by state law) shall be placed with 
an independent third party for custodial safekeeping. 

Inverted Yield Curve: A chan formation that illustrales lone-term securities lhavis~ - - 
loucr ~elds thln shon-term securities This conliguntion ltsuall! occllrs during periods 
of high infl318oncouplc~1 u i l h  lo\\ lcvcls oiconlidcn:~ ir. 11,s economy and 3 rcstrict~\.c 
monclary policy 

lnvertntent Policy: A concisc and clcarstatement of lhr  objectives and parameters 
fom~ulatcd by an investor or investment manager for a portfolio o f  investment sccurilies. 

Investment-grade Obligations: An investment instrument ruilabli: for purchase by 
institutional in\'emors under the prudent person mle. Investment-gmdc is rertricled to 
lhox obligations rated BBB or higher by a rating agency. 

Liauidiw A liquid asset is one that can bc convened easilvand raaidlv into cash . . . . ~ ~ -~~ 

without a subaantial loss of value. In the money market. a security is said lo be liquid if 
the spread bctwcen bid and asked prices is runow and reasonable size can be done at 
111osi quotes 

Local Government Iavcrlment Pool (LGIP): An inrestmcnt by local governments in 
which their money is pooled as a method for managing local Fusds. 

Mark-to-market: The process \-hereby the b o o k  value or cullateml value ofasccurity is 
ndjusccd to reflect its cumnt markct value. 

Market Risk: The risk that t!ic value o f  a security will risc or dccline as a result of 
changes in market conditions. 

Market Value: Current market price o f  a security. 

Master Renurchare Anrcemcnl: To ~rotect investors. manv oublic investors will - . . .  ~ ~~ ~~~ 

request that repurchase agreements be preceded by a master repurchase agreFmcnt 
between the investor and the 'inancial institution or dealer. 'The master agreement should - 
define the nature of the transaction. identify the relationship bctween the parties, csiablish 
normal pracliccs regarding ownership and custody o f  the collntcral sccuritics during the 
term of the invcrtment. prov~de remedies in thc case of default hy either pany and clarify 



issuesofownership. The mastcr repurchase agreement protects the investor by 
eliminating the uncertainty of ownership and hence, allowing investors lo liquidnte 
collateral i fa  banl; or dealer defaults daring the term of the agreement. 

Maturity: The date on which payment o fa  financial obligation is due. The  final stated 
maturity is the date on which the issuer must retire a bond and pay the face value to the 
bondholder. Sce "Weighed Avenge matorit).." 

Money market: The mat.ket in which shon-term debt instruments (hills, commercial 
paper, bankers' acceptances, etc.) are issued and traded. 

Mutual Fund: An investment company that pools money and can invest in a variety of 
wcuriticr, including fixed-income securities and money market instruments. M u m  
fundsarc regulated by the Investment Company Act of 1940. 

National Association of Securities Dealers PASD): A self-regulatory organization 
(SRO) of broken and dealers in the over-the-counter securities business. Its regulatory 
mandate includes authority over firms that distribute mutual fund shares as well as other 
securities. 

Net Asset Vnluc: The market value ofonc share of an investment company. such as a 
mutual fund. This figure is calculated by totaling a fund's assets which includes 
sccuritics, cmh. and any accrued earnings, subtracting th's from the fund's liabililies and 
dividing this total by the number ofsharcs outstanding. This is calculated once aday 
b u d  on the closing price for each security in the fund's portfolio. 

. . . .  , .  7 , .  : . :: . . . . .  ' wp~, , , -  ,.-., &Jrn><>,. ,;.>. .."..<.. , . 
. ,,>E+,:,,;.A: aJ ............. .,." . - . , 

No Load Mutual Fund: A mutual h~nd whichdocs not le\7 a sales charge on the 

~ , ~ ~ ~ ~ * ~ @ ~ ~ ~ ~ . ~  : 
purchme of its shares. ,..:. . . . ! .  

.:d, ..4 ...... . . .  Piominnl Yield the swlcd m a  o f  lntercst ihot 3 bond pr?r 81s cumem ownler. based on par 
,,'::a,.,'-?.: *due of thc securit) I t  is ?!so known as the "coupn.' c o u ~ n  rate." or "interest nte." 
............ 

: ;*. <:&+:,,,.;:;<.. , . ,. . .  ..>.c:. . .  ,: .;,. ,..:,;:.; 
: ..?-! Offer: An indicated price at which market participants are willing to sell a security or . ... 

.,,+?;>!e., .. <,... .x .  ............. 
I.'.? ..r......;.... .. c o m o d ~ t y .  Also referred to as the ".ask price." 
...< :&-3F*;::y>'.;.:; <.' . ..,. . . . . . ,  . . 
c,pz.5:+:p.* ,:., .p.pq : . . Open Market Operations: Purchases and sslcs of eovcrnrncnt and certain other .......... ,.: > ...,....., ?... ........ . . .  . . . . .  . . . , 

securities in the open market by thc New York Federal Rcscrve Bank as directed by thc 
:, ..... <+:. ..... ,..';, :;i  

FOMC in order to influcncc the volume of money and credit in the economy. Purchases . . . . . . .  
........ ..'? >-., i.,,', .. , inject reserves into the bank system and stimulate groulh of money and credit; sales hove ........ ....... . . .  .. . .  .,! 

:\;.: b2.C ;; ;&,,;:, .,;;.', 
the opposite effect. Opcn market optrutions are the Federal Reserve-s mast important 

&&,.,-~A, ..>- and most flexible monetary policy tool. 
<, .......... ... . . . .  



Par: Face value or principal volrle ofr bond. typically bl,OOO per bond. 

Portfolio: Collec~inn of securities held by an ilrvcslor. 

Positive Yield Cutve: A chan formation that illerlrates shon-term securities having 
lower yields ttmn long-tern, securilicr. 

Premium: The nmount by which ,he price paid fora security cxcecds the security's par 
value. 

Prime Rate: A preferred inarest rate charged by commercial banks lo their most 
creditwonhy custon~ers. Many interen rates ore keyed to this rate. 

Primnry Dealer: A group of government sccuril~es dealers that submit daily repolrs of 
market activity and positions and inanlhly financial stalementsto lhe Federal Reserve 
Bank of  New York and lrre subject toil infornlal oversight. Prinlary dealers include 
Securities and Exchange Commission (SEC) registered securities brokerdealers, banks 
and a few unregulated firms. 

Principal: The face value or pnr value of  n deht inruumcnt. Also may refer to thc amount 
of cnpital invested in agiven security. 

Prosaectur: A legal dacurncnt thal must be prov~ded to any prospective purchaser ofn ~ ~ " 
new sccuri~~cr olfcnng regtrlered \r,tll t l r  SEC Thus can include informalion on the 
issuer. t l~e issuer's h!lsi~lcss. thc propused u,c olproccnlr. the expcroence ofthe isstar's 
management, and ccnain ccniFed financial statements 

Prudent Pcrran Rule: An invesunrnl standardoutlining the fiduciary responsibilities of  
public funds inveslors relating to invcstmenl prncliccs. 

Oualified Public Dcnosirories: A financial institution which does not claim exemption 
from thc payment of any soles or con>penmungurc or ad vdlorcm !axe$ under the lnus uf 
the state which has bcpreyated for the bcncfil ofrhe cvmm$rr#on elngthle collntcral 
havtnc a voluc of not less than itr m>x,mum Ilabll~l) and whlch has been approved by thr ~ ~~~ - 
Public Deposit Protection Commission to hold public deposits 

Rate of Return: Thc yicld obtainable on a security based on its purchase price or ils: 
current market pricc. This may be the amortized yicld lo maturity on a bond or the current 
income return. 

Rcinvcrl~ncnt Ibrk The r8sA thsr a hxcd incorn. rn\erlor udl  bc unable lo rernverl 
nnculne procccrl~ from a sccur,~) 11 old~ng 31 thc same rJru olrctunt cuncnlly generated by 
that holding. 

I9 



Rcpurchnre Agreement (RP or REPO): An agreement ofonc p a w  to purclli~e 
securities at a specified price from a sccond pvly and a sin~ulwneous agree~nenl by the 
fim p r t y  to resell the securities at a specified price to rhe second pany on demand or al a 
specified date. 

Safekeeping: Holding ofassets (e.g. securities) by a financial institution. 

*; 

1 
... ?,.:, ,..< ~,::,. ;, . . . . . .  
,.'.:.A$.'.:, ; , . SEC Rule 15C3-1: See uni fon  net capital mle. 

. . . . . . . . . . . . .  :.,:..$;,$~~.'.. ' *.>.-'*:',..< ..,. . '.' : 
.+-++&?:,: <*Gr &: secondsr). warket: A market made for Ule purchase and s i c  of outstanding issues 
$.;j*":.l. . . .  

. . ~ . .  
; ..... ;;.-.j . . . . . . . . .  . . following the initial distribution. 

.......... 
Securities & Ercbnttge Con~mirsiao: Agency created hy Congnss to protect investors 
in securities tronwctions by administering recuritier legislation. 

Serial Bond: A bond irrue. uruall) of a n~unici~ality. {vith various n~alurity dues 
,.;?..::,:.. 8..,.: ;wA;* :.:. ,: ., ~cheduled at regular intewalr until the entire issue is retired. 
.?:,* .,?:, 5??$;r.., . . 
.......... 
:,.:.;:,. t:. .' Sinking Fund: Money accumulated on a regular basis in a scpante custodial account ha t  . .' >&.,,., , ":. 

.,2, ,,* ..c,, ' .-.'., %@f <,.p.,,. 
is used to redeem debt securities or prefer4  stock issues. .. , ,., , ~. ,< '< :~, , g!$*&wc5::> *..;; 

.,? ..+, .......... ..~; .-,. ?,:&,~:: Swap: Trading one as3et for mother. 
, .... . I ; 
.-, :.,,..<..,,.-,... . . . . . . .  Term Bond: Bonds comprising a large pcn of all of a particular issue which orncdue in 

a single maturity The issuer usually agrees to make priodic payrnenlr inlo a sinking 
fund for mandatory redemption of term bands before maturity. 

. . . . . .  
I. . ,<;. . 
, . . '. , :::" 
WP ; ,, . , , . T o l d  Return: The rum of all investment income plus changes in thecapital value of the 

# +*/$:'; ,- .L .. portfolio. For mumal funds, return on an invcstmmt is con~powd o f s h m  price 
i:;$t&~;. ....... ;, 

q.... appreciation plus any realized dividends or capital gains. This is calculaled by t&ins Ihe 
$&,&+>y';:z :. .... following components during a c e b n  time period. (Prim Appreciation)+(Dividcnds :*Ti-;,. * pi',2,.". ;;,, >,, paid)+(Capital gains)-Tolal Return 

*.':<:cep ..::- .,: . , . 
&..,y,+.*%...;... . . . .  
~;iar*.j,+y.~.~~ . . . . . . .  Tmasury Bills: A "on-interest bearing discount security issued by the U.S. Treasury to 
.i'...<* .. 2. .. 

finance thc national dcht. Most bills are irsucd to mature in three n~onths, six months Or 
one year in minimum denominations ofSi0.000.00. The yields on bllls are monitored 
clowly in thc money markets for signs of interest n tc  trends. 

. .~ 
L1 ......... . . .  ....... - ~ ;  .....,, . ., :< : . .  Treasury Bond: Long-term U.S. Treasury securities ha\,ing initial molurilies of more 

; . ... ? .. ,,' ! ..,... ,. , , . ., . . t l m  ten years. 
. . .  

w$*z,)** ,-.. ... 
......,....I. . . . .  ...... T r e n r u e  Nates: lntcrmcdiaa tern, coupon bearing US. Treasury sccurilier having 

~ s ..': , ,  initid maturities from one to ten ycara. Cumntly. the lo~~gert  outstanding maturity for 
$&~i~;:;~ :.;: . , 
,.' .%V+XO?, . ~.: . . sucl~ securities is 30 years. 



Uniform Net Capital Rule: Securilies and Exch.mge Commission requirement that 
member firms as well as nonmember broker-dealcrr in rccuritics maintain a maximum 
ration of indebtedness to liquid capilal o f  15 ta 1: also called net capital rule and net 
capikl ratio. Lndebtednesscovcrs a l l  money owed lo a firm, including margin loans and - 
commitments to purchase rccuritier. This i s  one rwson new public issues are spread 
among members orundenriting syndicates. Liquid capilsl includes cash and assets 
easily convened intocash 

Volatility: A degree of fluctuatiozi in the price and valuation of securities. 

Volatility Risk Rating: A rating system to clearly indicate the level o f  volatility and 
other non-credit risks associated with securities and ccr.lain bond funds. The ratings for 
bond funds ranee fromthasethat have exvemclv low sensitivity to changing market 
conditions andofTer IJlc yrcolrrl rtabd~ly olthe ~cturr ("8a;l" bp Sap; "c- I' by Filch) to 
tho% dr31 are itighl) xnrilnvc ~ l l h  cunenlly ldent~finble market v<,lntilit)' risk ("ccc" by 

Wdgbted Average Mnturiq (WAM): The average maturity o f  all the securities that 
comprise aponfolio. According to SEC NIC ZA-7, the WAM for SEC registered money 
morkt mutual funds say not exceed 90 days and no one security may have a maturity 
that exceeds 397 days. 

When issued (WI):  A conditional Iransactioe in which aa nuthorired new security has 
not been issued. All "w'len issued transactions nrc sellled when the actual sccurity i s  
issued. 

Yidd: The rate ofannual income retum on an investment, expressed os a percentage. (a) 
Income Yield is obtained by dividing the currcnt dollar income by the current mmkcl 
priccof the security. ( h )  Nct Yieldor Yield to Maturity is the c u m 1  income yield minus 
any premium aborc par ar plus any discount from par n purchase price, with the 
adjustment spread oovcr the period rrom the date of purchase to the dntc o f  maturity of the 
bond. 

Yicld-to-call (YTC): Thente of reorn an investor earns from a bond assuming the bond 
is  rcdeen~d (called) prior to io  nominal maturity date. Yield Curve-A graphic 
repmentation that dcpicls OK relatiansllip at a given point i n  time belwcen yields and 
maturity for bonds that are identical in every \va).except maturity. A normal yield cuwe 
may be altrmstivcly mferrnl to a positive yield curve. 

Yield-to-maturil).: The rateof return yieldcd by a debt security held to rnaturily when 
both interest paymcnlr and the investor's ptcntial capital gain or loss are included in the 
calculation o f  return. 



. . . . . . . . .  

Zero-coupon Seeuriticr: Security 11131 i s  issued at adi;count and m&cs no periodic 
interest payments. The nte of return consins ofo gradual accretion of the principal ofthe 
rccutity and is payable at par upon maturil). 
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REN SECURITIES. INC. 
Center CIrivc-S.'!t 1300 

 PO^ Beach, Califomla 92660 
Alm: Michael Swan. Vier Pmsidmt 
PbaM(888) 253-5928 rrr(i14) 721.4275 

FIDELITY INVESTMENTS 
433 E. Las Colina Bwkvrd. suile I l a  
Ilvin& Texnr 75039 
Aim: Frcd A. McMullcn. Vice Prnidcnl 
Phone: (972) 584-7869 Fax (972) 584-7077 

FIRSTTENNESSEECAPITAL MARKETS 
Sterling PI.,>. Suize 810 

QUALIFIED BROKERS 

Arm: James A EIIiMI. Vice Prcsidcnt 
Phone: (2141 991-669OFnr (214) 999-6682 

PItUDENTIAL SECURITIES 
370 17th Street. Suirc3900 
Denver Colorado 80202 
Atin: Arthur W. Cmnolly. Vice Rrridcnr 
Phonc (800) 525-5910 F m  (303) 592.5s60 

SMITH BARNEY 
l I00 Louisiana. Suite 5200 
Houaon. Texas 77002 
Am: Connie Nirhsnr. Fis t  V.P lnvcsUnen!s 
Phone (100) 324.2708 Fax (713) 658-2729 

TEXPOOL 
1700 Pacific Avmur. Suite 1300 
Dalh.  Tsxv 752014652 
Atm: C ~ l ~ i n c  Stecger. Dircclar of Marketing 
Phone. (888) 839-7665 F u  (214) 953.8777 

ZIONS BANK 
One South Main Stmt 
Kcnnccon Bldg. Suite 1340 
E:!: Lakc City. Utah 841 1 1 
Ann: Sheila-Jean Griesc. Inverrmcntom~cer 
Phone (801) 524-8951 Fax(8Ol) 524.883.1 
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