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SECTION |
INVESTMENT POLICY

1.0INTRODUCTION AND PURPOSE
A. This policy (“Investment Policy”) shall provide the guidelines by which the Dallas/Fort Worth

International Airport Board (“DFW”) will maintain adequate cash to meet its liquidity needs and to
provide protection for its principal while optimizing yield. This policy also serves to satisfy the
statutory requirements of defining and adopting a formal investment policy as required by the Texas
Public Funds Investment Act, Government Code Chapter 2256 (the “Act”) as amended and effective
June 17, 2011 (see Section
V below) and provides compliance with existing bond ordinances. All investments made by DFW shall
comply with the Act, and federal, state and local statutes, rules and regulations.

2.0 SCOPE
A. This Investment Policy applies to the operating funds, special purpose funds, interest and sinking
funds, reserve funds, bond funds and FIC funds of DFW. Excluded from this policy are the Dallas/Fort
Worth International Airport Employees’ Retirement Plans and funds held by a trustee in accordance
with an authorized trust agreement. The investment of bond funds (as defined by the Internal
Revenue Service) is managed in accordance with their governing resolution and all applicable state
and federal law.

3.0INVESTMENT OBJECTIVES
A. Investment of the funds covered by this policy is governed by the following objectives in the order of
priority:

1) Safety of Principal
a) The primary objective of all investment activity is the preservation of capital and safety of

principal in the overall portfolio. Each investment transaction will seek to ensure first that
capital losses are avoided, whether they are from security defaults or erosion of market
value.

b) DFW seeks to control risk of loss due to the failure of a security issuer or grantor. Such risk
will be controlled by investing only in the safest type of securities as defined in the policy; by
collateralization as required by law; and through portfolio diversification by maturity and
type.

2) Maintenance of Adequate Liquidity: To the extent that cash flow requirements can be
reasonably anticipated, investments are managed to meet them. Liquidity needs are met by
investing in investment pools, no-load money market funds and interest-bearing demand bank
accounts that allow for same day withdrawals.

3) Public Trust: All participantsin DFW’s investment process shall seek to act responsibly as
custodians of the public trust. Investment Officers (as defined in Section 13.0 below) shall avoid
any transactions that impair the public confidence in DFW.

4) Optimization of Interest Earnings: The investment portfolio is managed with the objective of
optimizing interest earnings while remaining in compliance with the policy, the law, and the
Airport’s risk tolerance, as expressed in this policy. Optimizing interest earnings, although
important, is subordinate to the safety and liquidity objectives of DFW.

4.0 AUTHORIZED INVESTMENTS
A. Investments described below are authorized by the Act and are eligible investments for DFW. The
purchase of specific issues may at times be restricted or prohibited by the Finance/Audit Committee
and Board of Directors. Except for money market mutual funds, at no time shall any single security
(cusip) exceed 5% of total DFW funds unless said investment consists of or is collateralized by
instruments described in Section 9.0. DFW funds governed by this policy may be invested in:
1) Obligations of the United States or its agencies or instrumentalities as permitted by Government
Code 2256.009(a)(1)
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2) Obligations of the State of Texas or its agencies or instrumentalities as permitted by Government
Code 2256.009(a)(2)

3) Other obligations, the principal and interest of which are unconditionally guaranteed or
insured by the full faith and credit of this State or the United States or their respective
agencies and instrumentalities, including obligations that are fully guaranteed or insured by
the Federal Deposit Insurance Corporation or by the explicit full faith and credit of the
United States, as permitted by Government Code 2256.009 (a)

4) Municipal obligations having a minimum bond rating of A as permitted by Government Code
2256.009(a)(5)

5) Certificates of deposit and share certificates as permitted by Government Code 2256.010

6) Fully collateralized repurchase agreements permitted by Government Code 2256.011

7) Banker’s acceptances as permitted by Government Code 2256.012

8) Commercial paper as permitted by Government Code 2256.013 that is issued in the United
States and pre-approved by at least two Investment Officers

9) Two types of mutual funds as permitted by Government Code 2256.014 - money market mutual
funds and no-load mutual funds

10) A guaranteed investment contract (“GIC”) as an investment vehicle for bond proceeds provided
it meets the criteria and eligibility requirements established by Government Code 2256.015

11) Public funds investment pools as permitted by Government Code 2256.016

5.0 INTEREST-BEARING DEMAND BANK ACCOUNTS
A. In addition to regular demand bank accounts, DFW may deposit funds into interest-bearing demand
bank accounts.

1) Interest-bearing demand bank accounts shall be considered the same as demand bank accounts
in that collateral shall conform to the same levels contractually agreed upon in the depository
contract.

2) Letters of credit issued by the Federal Home Loan Bank (“FHLB”) agency can be accepted as
collateral for interest bearing demand bank accounts, in an amount not to exceed $200 million.

6.0 UNAUTHORIZED INVESTMENTS
A. The following investments are specifically prohibited under this Policy:

1) Collateral mortgage obligations and any derivatives thereof

2) Asset-backed commercial paper

3) Investments specifically prohibited by Government Code 2256.009(b)

4) Investments with maturities greater than ten years based on DFW’s original settlement
(purchase) date

B. Disposition of investments that were authorized investments at the time of purchase but have
subsequently become unauthorized:

1) DFW is not required to liquidate investments that were authorized investments at the time of
purchase. Per Government Code 2256.017, the decision to sell such a security will be reasonably
and prudently reviewed by the Investment Officers and a determination made with the best
interest of DFW in mind.

7.0 CREDIT RATING MONITORING
A. DFW will monitor credit rating changes monthly through the Bloomberg Launchpad Program.
Investments required to be monitored must have a minimum required rating as stated in
Government Code 2256.009. If an investment no longer has the minimum rating required, the
Investment Officers will take all prudent measures that are consistent with this investment policy,
including possible liquidation of the investment.

8.0 SPECIAL PLACEMENT OF CERTIFICATES OF DEPOSIT
A. The Board of Directors may authorize placement of certificates of deposit (“CD”) with small, local
financial institutions located in the Dallas/Fort Worth metropolitan statistical area, in an amount not
greater than $1,000,000 and with maturities of one year or less, without seeking competitive bids.
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9.0 COLLATERAL
A. CERTIFICATES OF DEPOSIT COLLATERAL

1) Authorization: Consistent with the Texas Government Code, Chapter 2257 (see Section V1), DFW
requires all bank and savings and loan association deposits to be federally insured or
collateralized with authorized securities. Financial institutions providing CDs, where collateral will
be pledged, are required to sign a depository agreement with DFW. The safekeeping portion of
the depository agreement will define DFW’s rights to the collateral in case of default, bankruptcy,
or closing and will establish a perfected security interest in compliance with federal and state
regulations. The depository agreement must:

a) Beinwriting;

b) Be executed by the depository and DFW contemporaneously with the acquisition of the
asset;

c) Beapproved by the depository’s board of directors or loan committee, with a copy of the
meeting minutes delivered to DFW; and

d) Be part of the depository’s “official record” continuously since its execution.

2) Allowable Collateral
a) Obligations of the United States or its agencies or instrumentalities, as permitted by

Government Code 2256.009.

b) Obligations of the State of Texas or its agencies or instrumentalities, as permitted by
Government Code 2256.009.

¢) Municipal obligations having a minimum bond rating of AA as permitted by Government
Code 2256.009.

d) Letters of credit issued by the Federal Home Loan Bank (“FHLB”) agency. The use of FHLB
letters of credit as a form of collateral may be used for special placement of CDs as defined in
Section 8.0.

e) Surety bonds issued by financial institutions having at least an AA or an equivalent credit
rating from at least one nationally recognized rating firm. Surety bonds shall be monitored
annually to assure the bond remains in place and is of an amount adequate to meet this
policy.

f) Collateral as permitted by the pooled collateral state program under Subchapter F of the
Public Funds Collateral Act.

3) Collateral Levels
a) The market value of the principal portion of collateral pledged for CDs

must at all times be equal to or greater than the par value of the CD plus accrued interest,

less the applicable level of FDIC insurance. The collateral market value must be maintained

at the following levels:

(1) US Treasuries or agencies, State of Texas agencies or instrumentalities, and municipal
obligations rated AA —102%

(2) Surety bonds rated AA —100%

(3) FHLB letters of credit— 100%

(4) If multiple forms of collateral are utilized, the total collateral should be at least

102%

4) Monitoring Collateral Adequacy: Surety bonds and FHLB letters of credit will be monitored on an
annual basis. Other types of acceptable collateral will be monitored on a monthly basis. An
Investment Officer will monitor adequacy of collateralization levels to verify market values and
total collateral positions. If the collateral pledged for a certificate of deposit falls below the par
value of the deposit, plus accrued interest, less FDIC insurance, the institution issuing the CD will be
notified by an Investment Officer and will be required to pledge additional collateral no later than
the end of the next succeeding business day after notice.

5) Safekeeping of Collateral: All collateral securing bank and savings and loan deposits, with the
exception of surety and FHLB Letters of Credit, must be held by a third-party institution, in DFW’s
name, meeting the requirements of the Public Funds Collateral Act and acceptable to DFW, or by
the Federal Reserve Bank.
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B. COLLATERAL FOR REPURCHASE AGREEMENTS AND GUARANTEED INVESTMENT CONTRACTS (“GICs”)

1) Authorization: Repurchase agreements or GICs must also be secured in accordance with State
law. Counter-parties to a repurchase transaction will be required to sign a copy of the Bond
Market Association Master Repurchase Agreement or a form compliant with such agreement as
approved by DFW. An executed copy of this Agreement must be on file before DFW will enter
into any transaction with counter-parties. The Finance and Audit Committee and the Board of
Directors must approve all Master Repurchase Agreements and GICs.

2) Allowable Collateral
a) United States Treasuries
b) United States Agencies or Instrumentalities
c) Collateral as permitted by the pooled collateral state program under Subchapter F of the

Public Funds Collateral Act.
d) Cashin combination with the obligations described in a) through c) above.

3) Collateral Levels
a) Arepurchase agreement or GIC’s security value will be the par value plus accrued interest.

The collateral market value must be maintained at the following minimum levels:

Agreement Maturities Greater Than One Business Day
U. S. Treasury Securities 102%
U. S. Agency and Instrumentalities 102%

Agreement Maturities Not Exceeding One Business Day
All Securities 100%

4) Monitoring Collateral Adequacy: Monthly monitoring by an Investment Officer of market values
of all underlying securities purchased as collateral for repurchase agreements and GICs is
required. If the value of the securities underlying an agreement should fall below the required
amount, an Investment Officer will notify the repo or GIC issuer, who will have one business day
from notice to remedy the insufficiency.

5) Safekeeping of Collateral: The securities pledged under repurchase agreements and GICs must
be delivered to a third-party custodian with whom DFW has established a safekeeping
agreement.

C. COLLATERAL SUBSTITUTION

1) Collateral substitutions are permitted when the substitute collateral is of the type allowable by
this policy and maintains the collateral levels required by this policy. Notice of collateral
substitution must be submitted in writing to DFW within three business days of the substitution
and include the type and market value of both the collateral substituted and the substitute
collateral. The Investment Officers may prohibit or limit substitution and assess appropriate fees
if substitution becomes excessive or abusive. Any costs relating to the substitution of collateral
must be the responsibility of the institution requesting the substitution.

10.0 SAFEKEEPING OF INVESTMENTS
A. All securities transactions will be executed by “delivery versus payment” (DVP) or “receive versus
payment” (RVP) through DFW’s Safekeeping Agent (as defined below). By so doing, DFW funds are
not released until DFW has received, through the Safekeeping Agent, the securities purchased.

1) Safekeeping Agreement - DFW will contract with an independent third-party custodian (the
“Safekeeping Agent”) for the safekeeping of securities owned by DFW as a part of its investment
portfolio. All securities shall be held in the name of DFW and shall be evidenced by a monthly
statement from the Safekeeping Agent.

11.0 FINANCE/AUDIT COMMITTEE
A. The Finance and Audit Committee shall serve as the oversight committee relating to the
investment of DFW’s funds. Responsibilities in this regard are to:
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1) Review and recommend approval by the Board of Directors of the Investment Policy on an annual
basis as required by the Act.

2) Review and recommend approval by the Board of Directors of an Annual Investment Strategy for
each fund on an annual basis as required by the Act.
3) Review investment reports on a quarterly basis.

12.0 REVIEW AND ADOPTION
A. This Investment Policy, Investment Strategies, Approved Investment Training Sources, and Approved
Broker/Dealers List will be reviewed annually by the Finance and Audit Committee and approved by
the Board of Directors. Interim amendments must be reviewed by the Finance and Audit Committee
and approved by the Board of Directors.

13.0 AUTHORITY TO INVEST

A. The Chief Financial Officer, the Vice President of Treasury Management,, Senior Cash & Investment
Manager, Treasury Analyst and the Cash & Investment Manager are the “Investment Officers” of DFW.
Except as limited below, Investment Officers are authorized to deposit, withdraw, transfer, and
execute documentation with regards to investments, and manage DFW funds in accordance with this
Investment Policy and Strategies. All investment purchases and sales, excluding money market fund
transfers on established accounts, require the approval of two investment officers. Approval may be
effected by email or text message with signatures to follow.

B. The Cash & Investment Manager and the Treasury Analyst will exercise the rights of an Investment
Officer, respectively, solely in the absence of any one or more of the primary officers — Chief Financial
Officer, Vice President Treasury Management and Senior Cash and Investment Manager.

C  All documents pertaining to this policy signed by Adobe, similar electronic reproduction or signature
transmitted by mail or facsimile shall constitute effective execution and delivery and may be used in
lieu of originals for all purposes.

14.0 INVESTMENT TRAINING

A. All “Investment Officers” are required to take at least 10 hours of investment training from an
approved training source within 12 months after taking office or assuming duties. Thereafter, 10
hours of training is required once in every two fiscal years. The training will address investment
controls, security risks, strategy risks, market risks, and compliance with the Act.
If an Investment Officer is not in compliance with the Act, the officer will be suspended from the
duties and responsibilities of the office until such time as they regain compliance. To ensure quality
and suitability, training will be obtained from independent sources not involved in investment
transactions with DFW, and that are approved by the Board of Directors. See Section IV of this policy
book for a list of approved investment training sources

15.0 PRUDENCE

A. The standard of prudence to be used by DFW will be the “prudent person standard” and will be
applied in the context of managing the overall portfolio within the applicable legal constraints and
under the prevailing economic conditions. The standard states: “Investments will be made with
judgment and care, under circumstances then prevailing, that a person of prudence, discretion and
intelligence would exercise in the management of the person’s own affairs, not for speculation, but
for investment, considering the probable safety of capital and the probable income to be derived”.

B. The designated Investment Officers will perform their duties with judgment and care in accordance
with the adopted Investment Policy and internal procedures. Investment Officers, acting in good
faith and in accordance with these policies and procedures, will be relieved of personal liability. In
determining whether an investment officer has exercised prudence with respect to an investment
decision (in addition to compliance with policies and procedures) the determination will be made
taking into consideration the investment of all funds, or funds under the entity’s control, over which
the officer had responsibility rather than a single investment.
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16.0 STANDARD OF ETHICS

A. The designated Investment Officers will adhere to Dallas / Fort Worth International Airport Board
Code of Business Ethics and the Act. All Investment Officers will disclose to the Finance and Audit
Committee their financial interests in financial institutions that conduct business with DFW, and
they will disclose all personal financial/investment positions that could be related to the
performance of DFW’s portfolio. Investment Officers will refrain from personal business activity,
other than routine banking relations, that could conflict with proper execution of the investment
program, or which could impair their ability to make impartial investment decisions.

Additionally, all Investment Officers will file with the Texas Ethics Commission and DFW a statement
disclosing any personal business relationship with an entity seeking to sell investments to DFW or any
relationship within the second degree by affinity or consanguinity to an individual seeking to sell
investments to DFW.

B. All Investment Officers shall certify in writing to the Chief Executive Officer no later than December
31 of each year that they have no personal business relationship with any investors or investment
companies currently involved in investment activities or seeking investment opportunities with DFW.
Written notice shall be made to the Texas Ethics Commission only if such relationship exists.

17.0 ESTABLISHMENT OF INTERNAL CONTROLS
A. The Finance and Audit Committee of the Board of Directors will oversee the investment officers in
the maintenance of a system of internal controls over the investment activities of DFW. DFW, in
conjunction with its annual financial audit, will perform a compliance audit of management controls
on investments and adherence to the Investment Policy.

18.0 REPORTING
A. Investment performance will be monitored and evaluated by the Investment Officers. The

Investment Officers will provide a quarterly comprehensive report, as defined in the Act, signed by all

Investment Officers to the Finance and Audit Committee, the Board of Directors and to the Chief

Executive Officer. An independent auditor will formally review the investment reports at least

annually and the result of the review reported to the governing body by that auditor. DFW will utilize

a nationally recognized pricing service to obtain market prices for investments acquired with public

funds. This investment report will:

1) Describein detail the investment position of DFW on the date of the report;

2) State the reporting period beginning market value and ending market value for the period of
each pooled fund group.

3) Include all fully accrued interest as of the end of the reporting period.

4) State the reporting period, beginning market value and book value and ending market value and
book value for each investment security by asset type and fund type.

5) State the maturity date of each investment security.

6) State the fund for which each investment security was purchased, and

7) State the compliance of the investment portfolio with the Investment Policy, Investment
Strategy and the Act.

19.0 BROKER/DEALERS

A. Annually, DFW shall adopt a list of qualified broker/dealer firms authorized to engage in
investment transactions with DFW.

B. The Investment Officers shall evaluate the broker/dealers and select not less than five and not more
than seven broker/dealers, excluding the depository bank, to be presented to the Board of Directors for
approval.

C. Each broker/dealer firm, at least annually, shall sign a letter of acknowledgment that:

1) The qualified broker/dealer representative signing the acknowledgment is authorized to execute
the document on behalf of the Broker/Dealer company;

2) That the qualified broker/dealer representative has received and reviewed the Investment Policy

and Strategies;
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D. DFW may not purchase investments from a new broker/dealer until the acknowledgement has
been signed and received by the Investment Officer(s).
E. New broker/dealers shall complete and submit a broker/dealer questionnaire provided by DFW

F. Approved broker/dealers with securities inventories available electronically for view and/or purchase,
shall provide DFW the ability to view and purchase investments electronically. Failure of a
broker/dealer to notify DFW of the ability to view and/or purchase investments electronically or to
deny access may be cause for termination.

G. Intheeventthat DFW’s current depository is not an approved broker/dealer, there shall be a separate
certification signed by a qualified representative of the bank. Such certification will cover daily sweep
investments and money market transactions within the depository bank.

H. This Investment Policy is in effect until the Board of Directors approves a superseding policy and said
policy has been made available to the broker/dealers. The Investment Officers shall provide a new
investment policy approved by the Board of Directors within 60 days of approval.

20.0 COMPETITIVE PRACTICES
A. Investment transactions governed by this policy will adhere to bidding procedures t, whether the
transaction is executed by an Investment Officer or by a contracted investment advisor. Viewing
published broker/dealer’s inventories available for sale may be considered an offer and a part of the
competitive review process. At least three (3) competitive offers/bids for all security transactions is
required.

21.0 ELECTRONICPORTALS
A. Investment Officers may use electronic portals such as Bloomberg to view, solicit and complete
securities sales and purchase transactions.

22.0 DIVERSIFICATION
A. Diversification by investment type will be maintained to ensure an active and efficient secondary
market in portfolio investments and to control the market and credit risks associated with specific
investment types.
B. Bond proceeds may be invested in a single security or investment if the Finance/Audit Committee
determines that such an investment is necessary to comply with federal arbitrage restrictions or to
facilitate arbitrage record keeping and calculation.

23.0 SALE OF SECURITIES
A. Asecurity may be liquidated to meet unanticipated cash requirements, to minimize the loss of
principal on a declining credit security or to re-deploy cash into other investments expected to
outperform current holdings, or otherwise improve the quality, yield or target duration in the
portfolio.

24.0 INVESTMENT POLICY ADOPTION
A. DFW’s Investment Policy shall be adopted by resolution of the Board of Directors at least annually. It
is DFW’s intent to comply with state law and regulations. The Investment Policy shall be subject to
revisions consistent with changing laws, regulations, and needs of DFW. The resolution of the Board of
Directors shall include a detail of all substantive changes to the policy.

25.0 PRECEDENCE
A. Should there be any discrepancies, conflicts or inconsistencies between the Act and the Investment
Policy, the
Act shall take precedence. Similarly, if the Investment Policy does not provide complete or clear
direction, the Act shall be the controlling guidance.
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26.0 EFFECTIVE DATE
A. In order to allow sufficient time for the approval process and to notify broker/dealers under this
Investment Policy, the effective date of this Investment Policy is February 1%, 2022. The Investment
Policy approved on January 7, 2021 shall remain effective until that date.
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SECTION I
INVESTMENT STRATEGIES

A. PORTFOLIO STRATEGY

1.0 PURPOSE

A. These investment strategies (“Investment Strategies”) conform to the requirements of the Texas Public
Funds Investment Act (“the Act”) Government Code 2256.005 (d) which states: “As an integral part of an
investment policy, the governing body shall adopt a separate written investment strategy for each of the
funds or group of funds under its control. Each investment strategy must describe the investment
objectives for the particular fund using the following priorities in order of importance:
1) Understanding of the suitability of the investment to the financial requirements of the entity
2) Preservation and safety of principal
3) Liquidity
4) Marketability of the investment if a need arises to liquidate before maturity
5) Diversification of the investment portfolio
6) Yield

B. The strategies provide guidelines for the day-to-day management of DFW’s investment
portfolio in a dynamic and changing market environment.

c. Inthe event a new fund is created that is not covered in the strategies below, that fund may
be invested according to the guidelines established at the time by the Chief Financial Officer
until this Investment Policy is amended by the approval of the board no later than the next
annual adoption of the policy.

2.0 OPTIMIZATION OF INTEREST
A. To optimize interest earnings, below are the recommended strategies to employ when market
conditions vary.
1) In markets where time risk is rewarded, invest for longer terms. This market has a normal
Treasury yield curve.
2) In markets where time risk is not rewarded, invest for shorter terms. This will provide the
opportunity and the funds to reinvest when markets improve. This market has a flat or inverted
Treasury yield curve.

3.0 PORTFOLIO DIVERSIFICATION

A. Riskin the portfolio will be minimized by diversifying investment types and issuers according to the
following limitations.

B. Diversification targets and limits will be monitored on a quarterly basis.

C. Inthe event a pooled fund group is formed at DFW, as defined in the Act, the maximum dollar-
weighted average maturity will be 90 days.

D. In case of Internal sales from one fund to another, the buying fund maximum maturity may not
be a deterrent to buy. However; the buying fund cash balance may not go negative at the end
month of transfer or purchase
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Maxi
Limits by Investment Sector Minimum Ratings Maximum Ma:tltT'il:r;
U.S. Treasury Notes/Bills N/A 100% 10 years
U.S. Agencies & Instrumentalities N/A 100% 10 years
Texas Agenc1g§ or N/A 100% 10 years
Instrumentalities
Certificates of Deposit N/A 100% 5 years
Banker’s Acceptances Short-Term A1/P1 20% 270 days
Municipals Aor equwrfllent bY one nationally 30% 10 years
recognized ratings agency
Repurchase Agreements Aor equwélent by. one nationally 100% 5 years
recognized ratings agency
Guaranteed Investment Contract Aor equwrfllent by. one nationally 100% 5 years
recognized ratings agency
Money Market Mutual Funds o
Stable Value N/A >5% N/A
AAA or AAAm b ti Il
No Load Mutual Funds or . m By Qne nationally 15% N/A
recognized rating agency
Local Government Pool ARA or AAAm by <-)ne nationally 55%
recognized rating agency
Callable U.S. Agencies N/A 40% 10 years
Commercial Paper A1/P1 by two recqgmzed ratings 25% 270 days
agencies
Limits for Individual Issuers %
Under Each Category —_
Percentage
U.S. Agencies & Instrumentalities 40%
Certificates of Deposit 20%
Banker’s Acceptances 5%
Municipals — State & Local 10%
Municipals — Out-of-State 10%
Repurchase Agreements 25%
Guaranteed Investment Contracts 25%
Money Market Mutual Funds (A1) 20%
Local Government Pools 55%
No Load Mutual Funds 15%
Commercial Paper 10%
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B. STRATEGIES BY FUND

1.0 OPERATING FUNDS (102)
A. The Operating Fund has two strategies. One for general operating funds and another for reserve-
type funds
1) General Operating Funds (Funds 1XX -other than reserve -type Funds)

(a) Fund Purpose: The main Operating Fund is used to meet daily operating and maintenance
expenses, and to provide for the monthly transfers to the various interest and sinking funds
that accumulate the annual debt service coverage.

(b) Estimated Fund Retention: Securities will be positioned to mature within one year. Up to 20%

or approximately $25Million may be up to 2 years

(c) Maximum Maturity: Two years

(d) Target Weighted Average Maturity (“WAM”): 180 days to 270 days

(e) Appropriate Investments: Liquidity is essential to meet DFW’s ongoing obligations
and may be effectively achieved with approved short-term investments. Diversification by
maturity date may assure that funds are available to meet obligations.

(f) Yield Objective: Shall be to optimize investment earnings within policy guidelines and
liquidity constraints.

(g) Benchmark: The benchmark is the average 3-6 month Treasury Bill yield over the
quarterly reporting period.

2) Three Month Operating Reserve and Rolling Coverage Funds

(a) Fund Purpose: The Three-Month Operating Reserve Fund is a long-term reserve fund equal
to one-quarter of the current operating expenses of DFW. The Rolling Coverage Fund is a
long-term reserve fund equal to one-quarter of DFW’s annual debt service payments.

(b) Estimated Fund Retention: As reserve funds, the balance is stable and long-term.

(c) Maximum Maturity: The maximum maturity is 10 years, however, at the end of the
preceding quarter, at least 75% of the combined funds referenced in 2) above shall have
final maturities of five years or less.

(d) Target WAM: Shall range from 24 to 48 months depending on perceived market conditions.

(e) Appropriate Investments: Any investments authorized by policy, except Guaranteed
Investment Contracts (GIC’s) and Flexible Repurchase Agreements are suitable for this
reserve fund. Liquidity is not a primary concern. Diversification by issuer is also preferred
but shall be considered primarily as part of the overall portfolio.

(f) Yield Objective: Shall be to optimize interest earnings by extending portfolio maturities
thereby taking advantage of upward sloping yield curves or locking in higher yields during
periods of monetary policy easing.

(g) Benchmark: Shall be the average 2-Year Treasury Note yield over the quarterly reporting
period.

2.0 PFC FUND (252)
A. Fund Purpose: This fund is for passenger facility charges (“PFC”) revenue that is segregated
per law.
Estimated Fund Retention: DFW will spend PFCs at the same rate they are collected.
Maximum Maturity: One year
Target WAM: 180 days
Appropriate Investments: Liquidity is essential to meet the monthly debt service payments to the
Interest and Sinking Funds. Therefore, securities with active secondary markets and a high degree of
marketability are preferred. Diversification by issuer is also preferred but shall be considered
primarily as part of the overall portfolio.
F. Yield Objective: Shall be to optimize interest earnings within policy guidelines and liquidity
constraints.
G. Benchmark: The 3-month Treasury Bill yield will be the benchmark.

moO®
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3.0 CAPITAL FUNDS
A. Joint Capital Account (320)

1) Fund Purpose: As part of the new Use Agreement, the Joint Capital Fund is a segregated fund for
capital improvements subject to airline approval (Mll).

2) Estimated Funds Retention: Funds in this account will be expended over a one to three years
period. DFW currently plans to use the Joint Capital Account to fund scheduled projects, then to
reimburse the Joint Capital Account from the issuance of bonds during construction. In addition,
DFW expects to maintain a core amount of about $200 million that may be held for longer
periods. This Account is funded from proceeds from natural gas royalties and the sale of real
estate.

3) Maximum Maturity: Five years,

4) Target WAM: The target weighted average maturity of the Joint Capital Account shall be based
on an annual review of expected cash flows; but will normally range from 180 days to three
years. Whenever possible, the maturity structure shall be laddered with securities maturing on
various dates to meet known obligations.

5) Appropriate Investments: Liquidity is essential to meet DFW’s ongoing obligations and may be
effectively achieved with the use of short and long-term investments. Diversification by
maturity date will assure that funds are available to meet obligations.

6) Yield Objective: Shall be to optimize interest earnings within policy guidelines and liquidity
constraints.

7) Benchmark: The benchmark for this fund shall be the one-year Moving Treasury Average
(“MTA”) over the quarterly reporting period.

B. DFW Capital Account (340)

1) Fund Purpose: The DFW Capital Fund is a segregated account for discretionary capital
improvements. Expenditures from this fund do not require approval from the airlines.

2) Estimated Funds Retention: The DFW Capital Fund will generally pay for capital projects in one
to three years. However, at the end of the preceding quarter, up to 25% or approximately
S40Miilliion of this fund may have maximum maturities of five years.

3) Maximum Maturity: Five years.

4) Target WAM: The target weighted average maturity shall be 180 days to two years depending
on perceived market conditions and expected liquidity in the fund
5) Appropriate Investments: Any short-term investments authorized by policy

6) Yield Objective: Shall be to optimize interest earnings within policy guidelines and liquidity
constraints.

7) Benchmark: Shall be the 6-month Treasury Bill yield over the quarterly reporting period.

C. Bond and Commercial Paper Funds (Joint and DFW Capital)

1) The investing of bond/commercial paper proceeds is subject to policy limitations and the bond
covenants. Where differences exist, the bond covenants will prevail. The bond/commercial
paper proceeds are designated for construction and capitalized interest payments.

(a) Fund Purpose: The bond funds are used to reimburse construction funds and are to be
expended in accordance with the anticipated timeframe for the projects involved. to pay
capitalized interest on semi-annual debt service payments.

(b) Estimated Fund Retention: Fund will be expended based on construction.

(c) Maximum Maturity: Not to exceed three years.

(d) Target WAM: 270 days to Two years.

(e) Appropriate Investments: Subject to the restrictions of individual bond covenants, any
investment authorized by policy except non-2a7 mutual funds are suitable for investment
of Bond Funds. Liquidity is essential to meet capitalized interest debt service payments.

(f) Yield Objective: Shall be to optimize interest earnings within known cash flow requirements,
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policy guidelines and individual bond covenants.
(g) Benchmark: The benchmark for this fund is the 6-month Treasury Bill
2) Construction Funds (Joint and DFW Capital) — Funds are zero balance accounts.

4.0 INTEREST AND SINKING FUNDS (500s)
A. Fund Purpose: The purpose of the Interest and Sinking (1&S) Funds is to meet semi-annual debt
service obligations.
Estimated Funds Retention: Short-term to meet semi-annual debt service payments
Maximum Maturity: One year
Target WAM: 90 —-270days
Appropriate Investments: Any short-term investments authorized by policy, except 2a7 mutual funds,
are suitable for the Interest & Sinking Funds. Securities possessing active secondary markets and a
high degree of marketability are preferred. Diversification by issuer is also preferred but will be
considered primarily as part of the overall portfolio.
F. Yield Objective: The yield objective shall be to optimize interest earnings within policy guidelines and
liquidity constraints.
G. Benchmark: The benchmark for this fund shall be the average 3-month Treasury Bill yield over the
quarterly reporting period.

moOnw

5.0 DEBT SERVICE RESERVE FUNDS (600s)

A. Fund Purpose: In case of an emergency, the Debt Service Reserve Fund will be used to make debt
service payments.

Estimated Funds Retention: Long-term

C. Maximum Maturity: The maximum maturity is 10 years, however, at the end of the preceding
quarter, at least 75% of the fund shall have final maturities of five years or less.

Target WAM: Shall be from 2 - 4 years depending on perceived market conditions.

E. Appropriate Investments: Any investments authorized by policy, except Guaranteed Investment
Contracts (GIC’s) are suitable for the Debt Service Reserve Fund. Liquidity is not a primary concern,
although securities possessing active secondary markets and a high degree of marketability are
preferred. Issuer and maturity date diversification is also preferred, but shall be considered primarily
as part of the overall portfolio.

F. Yield Objective: Shall be to optimize interest earnings by extending portfolio maturities, thereby
taking advantage of upward sloping yield curves, or locking in higher yields during periods of
monetary policy easing.

G. Benchmark for this fund shall be the average 2-Year Treasury Note yield over the quarterly reporting
period.

@

6.0 PFIC FUNDS - Funds 9 or 9XX
A. CTC Funds

1) Fund Purpose: Used to pay rental car center (“RAC”) bus operating expenses.
2) Estimated Funds Retention: Less than one year.
3) Maximum Maturity: One year.
4) Target WAM: 180 days
5) Appropriate Investments: short-term
6) Yield Objective: Liquidity takes precedence and then maximize yield within the short-term time

frame
7) Benchmark: Average 3-month Treasury Bill over the reporting period
B. CFCFunds

1) Fund Purpose: To pay monthly debt service payments of RAC refunding bonds and to use for
PFIC-approved capital expenditures.

2) Estimated Funds Retention: Three to five years for a core amount (approximately $25 million) and
one to two years for the remaining.
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3) Maximum Maturity: Five years for the core amount and two years for the remainder.
4) Target WAM: 180 to 360 days depending on projected cash flows.
5) Appropriate Investments: short to mid-term
6) Yield Objective: Liquidity takes precedence and then maximize yield within the short to mid-
term time frame for the non-core
7) Benchmark: Average 6-month Treasury Bill over the reporting period
C. Hotels Operating Funds
1) Fund Purpose: To pay for hotel operating expenses may be used for PFIC-approved
expenditures.
2) Estimated Funds Retention: Approximately one year.
3) Maximum Maturity: One Year
4) Target WAM: 180 days
5) Appropriate Investments: Short-term
6) Yield Objective: Liquidity takes precedence and then maximize yield within the short to mid-
term time frame
7) Benchmark: 3-month Treasury Bill
D. Hotels FF&E Funds
1) Fund Purpose: To purchase furniture, fixtures and equipment for the hotel per budget.
2) Estimated Funds Retention: One year.
3) Maximum Maturity: One year.
4) Target WAM: 90 to 180 days
5) Appropriate Investments: Short-term investments such as discos, money markets and
commercial paper.
6) Yield Objective: Liquidity takes precedence and then maximize yield within the short-term time
frame
7) Benchmark: 3-month Treasury Bill
E. Hotels and West Business Center Capital Accounts
1) Fund Purpose: To supplement the FF&E funds to pay for PFIC approved long-term capital
projects.
2) Estimated Funds Retention: Up to three years, based on new PFIC Investment opportunities.
3) Maximum Maturity: 3 years
4) Target WAM: 180 days to 2 years
5) Appropriate Investments: Any investments authorized by policy, except GICs and Repos.
6) Yield Objective: Maximize yield by extending maturities of funds that will not be expended soon.
7) Benchmark: 1-year Treasury Bill.
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UBS Financial Services

200 Crescent Court, Suite 630
Dallas, Texas 75201

Phil Hartigan

214-382-2210

Rice Securities, LLC
Minority Owned

55 Broad Street, 27" Floor
New York, NY 10004

Jared Fragin & Tim Barbera
(212)-908-9260

Piper Sandler & Co.
1177 West Loop South,
Suite 1500

Houston, TX 77027
Jason Jeansonne

(713) 343-3915

Samuel A. Ramirez & Co., Inc.

Minority Owned

61 Broadway, Suite 2924
New York, NY 10006

T. Ryan Greenwalt

(212) 378-7137

Note: If a broker/dealer is minority-owned or a primary dealer this is noted under the firm’s name.

SECTION Il

2022 APPROVED BROKER/DEALERS

Stifel Nicolaus & Company
5956 Sherry Lane,

Suite 875

Dallas, TX 75225

Mike Bell

(214) 706-9469

Wells Fargo Securities LLC
1445 Ross Avenue,

2nd Floor

Dallas, TX 75202

Michael Minahan

(214) 777-4014

Multi-Bank Securities, Inc.
20 North Wacker Dr.
Chicago, IL 60606

Carol Mackoff

(888) 857-4740

Ken Bruce

(888) 537-0740

Money Market Investments
JP Morgan Chase
(Commercial Bank)

420 Throckmorton, 4th Floor
Fort Worth, TX. 76102

Mike Wilson

(817) 884-4283

DFW Airport Investment Policy
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SECTION IV

2022 APPROVED INVESTMENT TRAINING SOURCES
&
INVESTMENT OFFICER’S TRAINING CERTIFICATES

= Alliance of Texas Treasury Associations (TEXPO Conferences)

= University of North Texas Center for Public Management

=  Patterson & Associates

=  Texas State University - William P. Hobby Center for Public Service

= Government Treasury Association of Texas - Conferences/Classes
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(Jovernment | reasurers’ Organization of T exas

Certification of Investment Policy

Presented to the

DFW International Airport

for developing an investment policy that meets the requirements of the Public Funds
Investment Act and the standards for prudent public investing established by the
Government Treasurers’ Organization of Texas.

Hoather Hurlbort ﬁm/%@

Government Treasurers’ Organization of Texas Investment Policy Review Gommittee
President

For the two-year period ending March 31, 2024




University of North Texas Center for Public Management

and

(jovernment | reasurers’ Organization of T exas

Co Sponsored by North Central Texas Council of Governments

Certificate of Attendance

presented to

Chris Poinsatte

For completion of training on the Texas Public Funds Investment Act and related investment issues

January 14, 2021 5 hours
January 15, 2021 5 hours

Patrick Shinkle
Center for Public Management
TSBPA CPE Sponsor 007716




TEXASsle STATE

DISTANCE AND
EXTENDED LEARNING

CERTIFICATE OF COMPpPyr ET]O/V

10 Hours
Awarded To

James Mauldin

For the satisfactory completion of organized instruction in:
Public Funds Investment Act Training
Awarded by Texas State University’s Office of Distance & Extended Learning

January 24, 2022

Completed




Govcrnment Treasurers' Organization of Texas

and
University of North Texas Center for Public Management

Certificate of Attendance

presented to

S. Remmy Adeniyi

For completion of training on the Texas Public Funds Investment Act and related investment
issues:

Updates in Banking and Related Services

Economic Outlook

Rethink your Payables Strategy to Help Unlock More Cash
Identifying and Mitigating Risks

Resiliency and Sustainability through the Lens of ESG

Update on Agency Issuers and their Impact in Local Communities
Economic Commentary

State your Intentions

Investment Choices for Local Governments

Arbitrage Rebate Basics and the Arbitrage Environment
Government Collections in Today’s Virtual World

Monetary Policy Under Covid-19: Actions, Results, and Consequences

[UNEIN FUNIINY [JUNIIN JUS (UNIN N U U GUNSY U U U

TJotal Hours: 12

GTOT Winter Seminar Patrick Shinkle
February 22—23 R 2021 Government Treasurers’

Organization of Texas
TSBPA CPE Sponsor 004662

GTOT Winter Seminar



University of North Texas Center for Public Management

and

(jovernment | reasurers’ Organization of T exas

Co Sponsored by

Certificate of Attendance

presented to

Brit Stock

For completion of training on the Texas Public Funds Investment Act and related investment issues

March 25, 2021 5 hours
March 26, 2021 5 hours

Patrick Shinkle
Center for Public Management
TSBPA CPE Sponsor 007716




TEXASsle STATE

DISTANCE AND
EXTENDED LEARNING

CERTIFICATE OF COMPpPyr ET]O/V

10 Hours
Awarded To

Brandon Wales

For the satisfactory completion of organized instruction in:
Public Funds Investment Act Training
Awarded by Texas State University’s Office of Distance & Extended Learning

January 27, 2022

Completed




SECTION V
PUBLIC FUNDS INVESTMENT ACT

There were no amendments to the PFIAs in 2021 by the Texas Legislature, that affects this policy.
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GOVERNMENT CODE
TITLE 10. GENERAL GOVERNMENT
SUBTITLE F. STATE AND LOCAL CONTRACTS AND FUND MANAGEMENT

CHAPTER 2256. PUBLIC FUNDS INVESTMENT

SUBCHAPTER A. AUTHORIZED INVESTMENTS FOR GOVERNMENTAL ENTITIES

Sec. 2256.001. SHORT TITLE. This chapter may be cited as
the Public Funds Investment Act.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,

1995.

Sec. 2256.002. DEFINITIONS. In this chapter:

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

(2) "Book value" means the original acquisition cost
of an investment plus or minus the accrued amortization or
accretion.

(3) "Funds" means public funds in the custody of a
state agency or local government that:

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

(4) "Institution of higher education" has the meaning
assigned by Section 61.003, Education Code.

(5) "Investing entity" and "entity" mean an entity
subject to this chapter and described by Section 2256.003.

(6) "Investment pool" means an entity created under
this code to invest public funds jointly on behalf of the entities
that participate in the pool and whose investment objectives in
order of priority are:

(A) preservation and safety of principal;
(B) 1liquidity; and
(C) vyield.

(7) "Local government" means a municipality, a county,



a school district, a district or authority created under Section
52(b) (1) or (2), Article III, or Section 59, Article XVI, Texas
Constitution, a fresh water supply district, a hospital district,
and any political subdivision, authority, public corporation, body
politic, or instrumentality of the State of Texas, and any
nonprofit corporation acting on behalf of any of those entities.

(8) "Market value" means the current face or par value
of an investment multiplied by the net selling price of the security
as quoted by a recognized market pricing source quoted on the
valuation date.

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

(10) "Qualified representative" means a person who
holds a position with a business organization, who is authorized to
act on behalf of the business organization, and who is one of the
following:

(A) for a business organization doing business
that is regulated by or registered with a securities commission, a
person who 1s registered wunder the 1zrules of the National
Association of Securities Dealers;

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

(C) for an investment pool, the person authorized
by the elected official or board with authority to administer the
activities of the investment pool to sign the written instrument on
behalf of the investment pool; or

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

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

(12) "Separately invested asset" means an account or



fund of a state agency or local government that is not invested in a
pooled fund group.

(13) "State agency" means an office, department,
commission, board, or other agency that is part of any branch of
state government, an institution of higher education, and any
nonprofit corporation acting on behalf of any of those entities.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 1421, Sec. 1, eff. Sept. 1, 1997;

Acts 1999, 76th Leg., ch. 1454, Sec. 1, eff. Sept. 1, 1999.

Sec. 2256.003. AUTHORITY TO INVEST FUNDS; ENTITIES SUBJECT
TO THIS CHAPTER. (a) Each governing body of the following entities
may purchase, sell, and invest its funds and funds under its control
in investments authorized under this subchapter in compliance with
investment policies approved by the governing body and according to

the standard of care prescribed by Section 2256.006:

(1) a local government;
(2) a state agency;
(3) a nonprofit corporation acting on behalf of a

local government or a state agency; or

(4) an investment pool acting on behalf of two or more
local governments, state agencies, or a combination of those
entities.

(b) In the exercise of its powers under Subsection (a), the
governing body of an investing entity may contract with an
investment management firm registered under the Investment
Advisers Act of 1940 (15 U.S.C. Section 80b-1 et seq.) or with the
State Securities Board to provide for the investment and management
of its public funds or other funds under its control. A contract
made under authority of this subsection may not be for a term longer
than two years. A renewal or extension of the contract must be made
by the governing body of the investing entity by order, ordinance,
or resolution.

(c) This chapter does not prohibit an investing entity or
investment officer from using the entity's employees or the
services of a contractor of the entity to aid the investment officer

in the execution of the officer's duties under this chapter.



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

1995; Acts 1999, 76th Leg., ch. 1454, Sec. 2, eff. Sept. 1, 1999.

Sec. 2256.004. APPLICABILITY. (a) This subchapter does

not apply to:

(1) a public retirement system as defined by Section
802.001;

(2) state funds invested as authorized by Section
404.024;

(3) an institution of higher education having total

endowments of at least $150 million in book value on September 1,
2017;

(4) funds invested by the Veterans' Land Board as
authorized by Chapter 161, 162, or 164, Natural Resources Code;

(5) registry funds deposited with the county or
district clerk under Chapter 117, Local Government Code; or

(6) a deferred compensation plan that qualifies under
either Section 401(k) or 457 of the Internal Revenue Code of 1986
(26 U.S.C. Section 1 et seqg.), as amended.

(b) This subchapter does not apply to an investment donated
to an investing entity for a particular purpose or under terms of
use specified by the donor.

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

Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 1, eff.

June 14, 2017.

Sec. 2256.005. INVESTMENT POLICIES; INVESTMENT
STRATEGIES; INVESTMENT OFFICER. (a) The governing body of an
investing entity shall adopt by =rule, order, ordinance, or
resolution, as appropriate, a written investment policy regarding
the investment of its funds and funds under its control.

(b) The investment policies must:



(1) be written;

(2) primarily emphasize safety of principal and
liquidity;

(3) address investment diversification, vyield, and
maturity and the quality and capability of investment management;
and

(4) include:

(A) a list of the types of authorized investments
in which the investing entity's funds may be invested;

(B) the maximum allowable stated maturity of any
individual investment owned by the entity;

(C) for pooled fund groups, the maximum
dollar-weighted average maturity allowed based on the stated
maturity date for the portfolio;

(D) methods to monitor the market price of
investments acquired with public funds;

(E) a requirement for settlement of all
transactions, except investment pool funds and mutual funds, on a
delivery versus payment basis; and

(F) procedures to monitor rating changes in
investments acquired with public funds and the liquidation of such
investments consistent with the provisions of Section 2256.021.

(c) The investment policies may provide that bids for

certificates of deposit be solicited:

(1) orally;
(2) in writing;
(3) electronically; or
(4) 1in any combination of those methods.
(d) As an integral part of an investment policy, the

governing body shall adopt a separate written investment strategy
for each of the funds or group of funds under its control. Each
investment strategy must describe the investment objectives for the
particular fund wusing the following priorities in order of
importance:

(1) wunderstanding of the suitability of the investment
to the financial requirements of the entity;

(2) preservation and safety of principal;



(3) liquidity;
(4) marketability of the investment if the need arises

to liquidate the investment before maturity;

(5) diversification of the investment portfolio; and
(6) vyield.
(e) The governing body of an investing entity shall review

its investment policy and investment strategies not less than
annually. The governing body shall adopt a written instrument by
rule, order, ordinance, or resolution stating that it has reviewed
the investment policy and investment strategies and that the
written instrument so adopted shall record any changes made to
either the investment policy or investment strategies.

(f) Each investing entity shall designate, by rule, order,
ordinance, or resolution, as appropriate, one or more officers or
employees of the state agency, local government, or investment pool
as investment officer to be responsible for the investment of its
funds consistent with the investment policy adopted by the entity.
If the governing body of an investing entity has contracted with
another investing entity to invest its funds, the investment
officer of the other investing entity 1is considered to be the
investment officer of the first investing entity for purposes of
this chapter. Authority granted to a person to invest an entity's
funds is effective until rescinded by the investing entity, until
the expiration of the officer's term or the termination of the
person's employment by the investing entity, or if an investment
management firm, until the expiration of the contract with the
investing entity. In the administration of the duties of an
investment officer, the person designated as investment officer
shall exercise the  judgment and care, under prevailing
circumstances, that a prudent person would exercise 1in the
management of the person's own affairs, but the governing body of
the investing entity retains ultimate responsibility as
fiduciaries of the assets of the entity. Unless authorized by law,
a person may not deposit, withdraw, transfer, or manage in any other
manner the funds of the investing entity.

(g) Subsection (f) does not apply to a state agency, local

government, or investment pool for which an officer of the entity is



assigned by law the function of investing its funds.

Text of subsec. (h) as amended by Acts 1997, 75th Leg., ch. 685,

Sec. 1

(h) An officer or employee of a commission created under
Chapter 391, Local Government Code, 1is 1ineligible to be an
investment officer for the commission under Subsection (f) if the
officer or employee 1s an 1investment officer designated under

Subsection (f) for another local government.

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

Sec. 3

(h) An officer or employee of a commission created under
Chapter 391, Local Government Code, is ineligible to be designated
as an investment officer under Subsection (f) for any investing
entity other than for that commission.

(i) An investment officer of an entity who has a personal
business relationship with a business organization offering to
engage in an investment transaction with the entity shall file a
statement disclosing that personal business interest. An
investment officer who is related within the second degree by
affinity or consanguinity, as determined under Chapter 573, to an
individual seeking to sell an investment to the investment
officer's entity shall file a statement disclosing that
relationship. A statement required under this subsection must be
filed with the Texas Ethics Commission and the governing body of the
entity. For purposes of this subsection, an investment officer has
a personal business relationship with a business organization if:

(1) the investment officer owns 10 percent or more of
the voting stock or shares of the business organization or owns
$5,000 or more of the fair market wvalue of the business
organization;

(2) funds received by the investment officer from the
business organization exceed 10 percent of the investment officer's

gross income for the previous year; or



(3) the investment officer has acquired from the
business organization during the previous year investments with a
book wvalue of $2,500 or more for the personal account of the
investment officer.

(3) The governing body of an investing entity may specify in
its investment policy that any investment authorized by this
chapter is not suitable.

(k) A written copy of the investment policy shall be
presented to any business organization offering to engage in an
investment transaction with an investing entity. For purposes of
this subsection and Subsection (1), "business organization" means
an investment pool or investment management firm under contract
with an investing entity to invest or manage the entity's
investment portfolio that has accepted authority granted by the
entity under the contract to exercise investment discretion in
regard to the investing entity's funds. ©Nothing in this subsection
relieves the investing entity of the responsibility for monitoring
the investments made by the investing entity to determine that they
are 1in compliance with the investment policy. The qualified
representative of the business organization offering to engage in
an investment transaction with an investing entity shall execute a
written instrument in a form acceptable to the investing entity and
the business organization substantially to the effect that the
business organization has:

(1) received and reviewed the investment policy of the
entity; and
(2) acknowledged that the business organization has
implemented reasonable procedures and controls in an effort to
preclude investment transactions conducted between the entity and
the organization that are not authorized by the entity's investment
policy, except to the extent that this authorization:
(A) 1is dependent on an analysis of the makeup of
the entity's entire portfolio;
(B) requires an interpretation of subjective
investment standards; or
(C) relates to investment transactions of the

entity that are not made through accounts or other contractual



arrangements over which the business organization has accepted
discretionary investment authority.

(1) The investment officer of an entity may not acquire or
otherwise obtain any authorized investment described in the
investment policy of the 1investing entity from a business
organization that has not delivered to the entity the instrument
required by Subsection (k).

(m) An investing entity other than a state agency, in
conjunction with its annual financial audit, shall perform a
compliance audit of management controls on investments and
adherence to the entity's established investment policies.

(n) Except as provided by Subsection (o), at least once
every two years a state agency shall arrange for a compliance audit
of management controls on investments and adherence to the agency's
established investment policies. The compliance audit shall be
performed by the agency's internal auditor or by a private auditor
employed in the manner provided by Section 321.020. Not later than
January 1 of each even-numbered year a state agency shall report the
results of the most recent audit performed under this subsection to
the state auditor. Subject to a risk assessment and to the
legislative audit committee's approval of including a review by the
state auditor in the audit plan under Section 321.013, the state
auditor may review information provided under this section. If
review by the state auditor is approved by the legislative audit
committee, the state auditor may, based on its review, require a
state agency to also report to the state auditor other information
the state auditor determines necessary to assess compliance with
laws and policies applicable to state agency investments. A report
under this subsection shall be prepared in a manner the state
auditor prescribes.

(o) The audit requirements of Subsection (n) do not apply to
assets of a state agency that are invested by the comptroller under
Section 404.024.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 685, Sec. 1, eff. Sept. 1, 1997;
Acts 1997, 75th Leg., ch. 1421, Sec. 3, eff. Sept. 1, 1997; Acts

1999, 76th Leg., ch. 1454, Sec. 4, eff. Sept. 1, 1999; Acts 2003,



78th Leg., ch. 785, Sec. 41, eff. Sept. 1, 2003.
Amended by:

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

Acts 2017, 85th Leg., R.S., Ch. 149 (H.B. 1701), Sec. 1, eff.

September 1, 2017.

Sec. 2256.006. STANDARD OF CARE. (a) Investments shall be
made with judgment and care, under prevailing circumstances, that a
person of prudence, discretion, and intelligence would exercise in
the management of the person's own affairs, not for speculation,
but for investment, considering the probable safety of capital and
the probable income to be derived. Investment of funds shall be

governed by the following investment objectives, 1in order of

priority:
(1) preservation and safety of principal;
(2) liguidity; and
(3) vyield.
(b) In determining whether an investment officer has

exercised prudence with respect to an investment decision, the
determination shall be made taking into consideration:

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

(2) whether the investment decision was consistent
with the written investment policy of the entity.

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

1995.

Sec. 2256.007. INVESTMENT TRAINING; STATE AGENCY BOARD
MEMBERS AND OFFICERS. (a) Each member of the governing board of a
state agency and its investment officer shall attend at least one
training session relating to the person's responsibilities under
this chapter within six months after taking office or assuming
duties.

(b) The Texas Higher Education Coordinating Board shall

provide the training under this section.

10



(c) Training under this section must include education in
investment controls, security risks, strategy risks, market risks,
diversification of investment portfolio, and compliance with this
chapter.

(d) An investment officer shall attend a training session
not less than once each state fiscal biennium and may receive
training from any independent source approved by the governing body
of the state agency. The investment officer shall prepare a report
on this subchapter and deliver the report to the governing body of
the state agency not later than the 180th day after the last day of
each regular session of the legislature.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 73, Sec. 1, eff. May 9, 1997; Acts
1997, 75th Leg., ch. 1421, Sec. 4, eff. Sept. 1, 1997; Acts 1999,
76th Leg., ch. 1454, Sec. 5, eff. Sept. 1, 1999.
Amended by:

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

June 17, 2011.

Sec. 2256.008. INVESTMENT TRAINING; LOCAL GOVERNMENTS.

(a) Except as provided by Subsections (a-1), (b), (b-1),
(e), and (f), the treasurer, the chief financial officer if the
treasurer is not the chief financial officer, and the investment
officer of a local government shall:

(1) attend at least one training session from an
independent source approved by the governing body of the local
government or a designated investment committee advising the
investment officer as provided for in the investment policy of the
local government and containing at least 10 hours of instruction
relating to the treasurer's or officer's responsibilities under
this subchapter within 12 months after taking office or assuming
duties; and

(2) attend an investment training session not less
than once in a two-year period that begins on the first day of that
local government's fiscal year and consists of the two consecutive
fiscal years after that date, and receive not less than 10 hours of

instruction relating to investment responsibilities under this
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subchapter from an independent source approved by the governing
body of the local government or a designated investment committee
advising the investment officer as provided for in the investment
policy of the local government.

(a=1) Except as provided by Subsection (g), the treasurer,
or the chief financial officer if the treasurer 1is not the chief
financial officer, and the investment officer of a school district
or a municipality, in addition to the requirements of Subsection
(a) (1), shall attend an investment training session not less than
once in a two-year period that begins on the first day of the school
district's or municipality's fiscal year and consists of the two
consecutive fiscal years after that date, and receive not less than
eight hours of instruction relating to investment responsibilities
under this subchapter from an independent source approved by the
governing body of the school district or municipality, or by a
designated investment committee advising the investment officer as
provided for in the investment policy of the school district or
municipality.

(b) An investing entity created under authority of Section
52(b), Article III, or Section 59, Article XVI, Texas Constitution,
that has contracted with an investment management firm under
Section 2256.003(b) and has fewer than five full-time employees or
an investing entity that has contracted with another investing
entity to invest the entity's funds may satisfy the training
requirement provided by Subsection (a)(2) by having an officer of
the governing body attend four hours of appropriate instruction in
a two-year period that begins on the first day of that local
government's fiscal year and consists of the two consecutive fiscal
years after that date. The treasurer or chief financial officer of
an investing entity created under authority of Section 52(b),
Article III, or Section 59, Article XVI, Texas Constitution, and
that has fewer than five full-time employees 1is not required to
attend training required by this section unless the person is also
the investment officer of the entity.

(b-1) A housing authority created under Chapter 392, Local
Government Code, may satisfy the training requirement provided by

Subsection (a)(2) by requiring the following person to attend, in
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each two-year period that begins on the first day of that housing
authority's fiscal year and consists of the two consecutive fiscal
years after that date, at least five hours of appropriate
instruction:

(1) the treasurer, or the chief financial officer if
the treasurer is not the chief financial officer, or the investment
officer; or

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

(c) Training under this section must include education in
investment controls, security risks, strategy risks, market risks,
diversification of investment portfolio, and compliance with this
chapter.

(d) Not later than December 31 each year, each individual,
association, business, organization, governmental entity, or other
person that provides training under this section shall report to
the comptroller a list of the governmental entities for which the
person provided required training under this section during that
calendar year. An individual's reporting requirements under this
subsection are satisfied by a report of the individual's employer
or the sponsoring or organizing entity of a training program or
seminar.

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

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

(1) does not invest municipal or housing authority
funds, as applicable; or

(2) only deposits those funds in:

(A) interest-bearing deposit accounts; or
(B) certificates of deposit as authorized by
Section 2256.010.

(g) Subsection (a-1) does not apply to the treasurer, chief
financial officer, or investment officer of a school district if:

(1) the district:

(A) does not invest district funds; or
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(B) only deposits those funds in:
(i) interest-bearing deposit accounts; or
(ii) certificates of deposit as authorized
by Section 2256.010; and
(2) the treasurer, chief financial officer, or
investment officer annually submits to the agency a sworn affidavit
identifying the applicable criteria under Subdivision (1) that
apply to the district.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 1421, Sec. 5, eff. Sept. 1, 1997;
Acts 1999, 76th Leg., ch. 1454, Sec. 6, eff. Sept. 1, 1999; Acts
2001, 77th Leg., ch. 69, Sec. 4, eff. May 14, 2001.
Amended by:
Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 3, eff.
June 17, 2011.
Acts 2015, 84th Leg., R.S., Ch. 222 (H.B. 1148), Sec. 1, eff.
September 1, 2015.
Acts 2015, 84th Leg., R.S., Ch. 1248 (H.B. 870), Sec. 1, eff.
September 1, 2015.
Acts 2017, 85th Leg., R.S., Ch. 324 (S.B. 1488), Sec. 8.015,
eff. September 1, 2017.
Acts 2017, 85th Leg., R.S., Ch. 1000 (H.B. 1238), Sec. 1, eff.
September 1, 2017.
Acts 2017, 85th Leg., R.S., Ch. 1000 (H.B. 1238), Sec. 2, eff.
September 1, 2017.
Acts 2019, 8o6th Leg., R.S., Ch. 477 (H.B. 293), Sec. 1, eff.

June 7, 2019.

Sec. 2256.009. AUTHORIZED INVESTMENTS: OBLIGATIONS OF, OR
GUARANTEED BY GOVERNMENTAL ENTITIES. (a) Except as provided by
Subsection (b), the following are authorized investments under this
subchapter:

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

(2) direct obligations of this state or its agencies

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

(4) other obligations, the principal and interest of
which are unconditionally guaranteed or insured by, or backed by
the full faith and credit of, this state or the United States or
their respective agencies and 1instrumentalities, including
obligations that are fully guaranteed or insured by the Federal
Deposit Insurance Corporation or by the explicit full faith and
credit of the United States;

(5) obligations of states, agencies, counties,
cities, and other political subdivisions of any state rated as to
investment quality by a nationally recognized investment rating
firm not less than A or its equivalent;

(6) Dbonds issued, assumed, or guaranteed by the State
of Israel;

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

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

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

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

(A) the funds invested in the banking deposits
are invested through:

(i) a broker with a main office or branch
office in this state that the investing entity selects from a list
the governing body or designated investment committee of the entity
adopts as required by Section 2256.025; or

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

(B) the broker or depository institution
selected as described by Paragraph (A) arranges for the deposit of

the funds in the banking deposits in one or more federally insured
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depository institutions, regardless of where 1located, for the
investing entity's account;

(C) the full amount of the principal and accrued
interest of the banking deposits is insured by the United States or
an instrumentality of the United States; and

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

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

(ii) an entity described by Section
2257.041(4); or

(iii) a clearing broker dealer registered
with the Securities and Exchange Commission and operating under
Securities and Exchange Commission Rule 15c¢3-3 (17 C.F.R. Section
240.15c3-3).

(b) The following are not authorized investments under this

section:

(1) obligations whose payment represents the coupon
payments on the outstanding principal balance of the underlying
mortgage-backed security collateral and pays no principal;

(2) obligations whose payment represents the
principal stream of cash flow from the underlying mortgage-backed
security collateral and bears no interest;

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

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

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

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

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

Acts 2017, 85th Leg., R.S., Ch. 863 (H.B. 20647), Sec. 1, eff.
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June 15, 2017.
Acts 2017, 85th Leg., R.S., Ch. 874 (H.B. 2928), Sec. 1, eff.

September 1, 2017.

Sec. 2256.010. AUTHORIZED INVESTMENTS: CERTIFICATES OF
DEPOSIT AND SHARE CERTIFICATES. (a) A certificate of deposit or
share certificate is an authorized investment under this subchapter
if the certificate is issued by a depository institution that has
its main office or a branch office in this state and is:

(1) guaranteed or insured by the Federal Deposit
Insurance Corporation or its successor or the National Credit Union
Share Insurance Fund or its successor;

(2) secured by obligations that are described by
Section 2256.009(a), including mortgage backed securities directly
issued by a federal agency or instrumentality that have a market
value of not less than the principal amount of the certificates, but
excluding those mortgage backed securities of the nature described
by Section 2256.009(b); or

(3) secured in accordance with Chapter 2257 or in any
other manner and amount provided by law for deposits of the
investing entity.

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

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

(A) a broker that has its main office or a branch
office in this state and is selected from a list adopted by the
investing entity as required by Section 2256.025; or

(B) a depository institution that has its main
office or a branch office in this state and that is selected by the
investing entity;

(2) the broker or the depository institution selected
by the investing entity under Subdivision (1) arranges for the
deposit of the funds in certificates of deposit in one or more

federally insured depository institutions, wherever located, for
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the account of the investing entity;

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

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

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

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

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

Acts 2017, 85th Leg., R.S., Ch. 874 (H.B. 2928), Sec. 2, eff.

September 1, 2017.

Sec. 2256.011. AUTHORIZED INVESTMENTS : REPURCHASE
AGREEMENTS. (a) A fully collateralized repurchase agreement is an
authorized investment under this subchapter if the repurchase
agreement:

(1) has a defined termination date;

(2) 1s secured by a combination of cash and
obligations described by Section 2256.009(a) (1) or 2256.013 or, if
applicable, Section 2256.0204;

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

(4) 1is placed through a primary government securities
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dealer, as defined by the Federal Reserve, or a financial
institution doing business in this state.

(b) In this section, '"repurchase agreement" means a
simultaneous agreement to buy, hold for a specified time, and sell
back at a future date obligations described by Section
2256.009(a) (1) or 2256.013 or, if applicable, Section 2256.0204, at
a market value at the time the funds are disbursed of not less than
the principal amount of the funds disbursed. The term includes a
direct security repurchase agreement and a reverse security
repurchase agreement.

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

(d) Money received by an entity under the terms of a reverse
security repurchase agreement shall be used to acquire additional
authorized investments, but the term of the authorized investments
acquired must mature not later than the expiration date stated in
the reverse security repurchase agreement.

(e) Section 1371.059(c) applies to the execution of a
repurchase agreement by an investing entity.

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

Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 6, eff.
June 17, 2011.

Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 3, eff.
June 14, 2017.

Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 1, eff.

September 1, 2019.

Sec. 2256.0115. AUTHORIZED INVESTMENTS : SECURITIES
LENDING PROGRAM. (a) A securities lending program is an authorized
investment under this subchapter if it meets the conditions
provided by this section.

(b) To qualify as an authorized investment under this
subchapter:

(1) the value of securities loaned under the program
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must be not less than 100 percent collateralized, including accrued
income;

(2) a loan made under the program must allow for
termination at any time;

(3) a loan made under the program must be secured by:

(A) pledged securities described by Section
2256.009;

(B) pledged irrevocable letters of credit issued
by a bank that is:

(i) organized and existing under the laws
of the United States or any other state; and

(ii) continuously rated by at least one
nationally recognized investment rating firm at not less than A or
its equivalent; or

(C) cash invested in accordance with Section:

(i) 2256.009;
(ii) 2256.013;
(1ii) 2256.014; or
(iv) 2256.016;
(4) the terms of a loan made under the program must
require that the securities being held as collateral be:

(A) pledged to the investing entity;

(B) held in the investing entity's name; and

(C) deposited at the time the investment is made
with the entity or with a third party selected by or approved by the
investing entity;

(5) a loan made under the program must be placed
through:

(A) a primary government securities dealer, as
defined by 5 C.F.R. Section 6801.102(f), as that regulation existed
on September 1, 2003; or

(B) a financial institution doing business in
this state; and

(6) an agreement to lend securities that is executed
under this section must have a term of one year or less.

Added by Acts 2003, 78th Leg., ch. 1227, Sec. 1, eff. Sept. 1, 2003.

20



Sec. 2256.012. AUTHORIZED INVESTMENTS : BANKER'S
ACCEPTANCES. A bankers' acceptance is an authorized investment
under this subchapter if the bankers' acceptance:

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

(2) will be, in accordance with its terms, liquidated
in full at maturity;

(3) 1is eligible for collateral for borrowing from a
Federal Reserve Bank; and

(4) 1is accepted by a bank organized and existing under
the laws of the United States or any state, if the short-term
obligations of the bank, or of a bank holding company of which the
bank is the largest subsidiary, are rated not less than A-1 or P-1
or an equivalent rating by at least one nationally recognized
credit rating agency.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,

1995.

Sec. 2256.013. AUTHORIZED INVESTMENTS : COMMERCIAL
PAPER. Commercial paper 1is an authorized investment under this
subchapter if the commercial paper:

(1) has a stated maturity of 365 days or fewer from the
date of its issuance; and
(2) 1is rated not less than A-1 or P-1 or an equivalent
rating by at least:
(A) two nationally recognized credit rating
agencies; or
(B) one nationally recognized credit rating
agency and 1is fully secured by an irrevocable letter of credit
issued by a bank organized and existing under the laws of the United
States or any state.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995.
Amended by:
Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 2, eff.

September 1, 2019.
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Sec. 2256.014. AUTHORIZED INVESTMENTS: MUTUAL FUNDS.
(a) A no-load money market mutual fund is an authorized
investment under this subchapter if the mutual fund:

(1) 1is registered with and regulated by the Securities
and Exchange Commission;

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

(3) complies with federal Securities and Exchange
Commission Rule 2a-7 (17 C.F.R. Section 270.2a-7), promulgated
under the Investment Company Act of 1940 (15 U.S.C. Section 80a-1 et
seq.) .

(b) In addition to a no-load money market mutual fund
permitted as an authorized investment in Subsection (a), a no-load
mutual fund is an authorized investment under this subchapter if

the mutual fund:

(1) 1is registered with the Securities and Exchange
Commission;

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

(3) either:

(A) has a duration of one year or more and is
invested exclusively in obligations approved by this subchapter; or
(B) has a duration of less than one year and the
investment portfolio is limited to investment grade securities,
excluding asset-backed securities.
(c) An entity is not authorized by this section to:

(1) invest in the aggregate more than 15 percent of its
monthly average fund balance, excluding bond proceeds and reserves
and other funds held for debt service, in mutual funds described in
Subsection (b);

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

(3) 1dinvest its funds or funds under its control,

including bond proceeds and reserves and other funds held for debt
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service, in any one mutual fund described in Subsection (a) or (b)
in an amount that exceeds 10 percent of the total assets of the
mutual fund.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 1421, Sec. 7, eff. Sept. 1, 1997;
Acts 1999, 76th Leg., ch. 1454, Sec. 8, eff. Sept. 1, 1999.
Amended by:

Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 4, eff.

June 14, 2017.

Sec. 2256.015. AUTHORIZED INVESTMENTS : GUARANTEED
INVESTMENT CONTRACTS. (a) A guaranteed investment contract is an
authorized investment for bond proceeds under this subchapter if
the guaranteed investment contract:

(1) has a defined termination date;

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

(3) 1is pledged to the entity and deposited with the
entity or with a third party selected and approved by the entity.

(b) Bond proceeds, other than bond proceeds representing
reserves and funds maintained for debt service purposes, may not be
invested under this subchapter in a guaranteed investment contract
with a term of longer than five years from the date of issuance of
the bonds.

(c) To be eligible as an authorized investment:

(1) the governing body of the entity must specifically
authorize guaranteed investment contracts as an eligible
investment in the order, ordinance, or resolution authorizing the
issuance of bonds;

(2) the entity must receive bids from at least three
separate providers with no material financial interest in the bonds
from which proceeds were received;

(3) the entity must purchase the highest yielding
guaranteed investment contract for which a qualifying bid is

received;
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(4) the price of the guaranteed investment contract
must take into account the reasonably expected drawdown schedule
for the bond proceeds to be invested; and

(5) the provider must certify the administrative costs
reasonably expected to be paid to third parties in connection with
the guaranteed investment contract.

(d) Section 1371.059(c) applies to the execution of a
guaranteed investment contract by an investing entity.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 1421, Sec. 8, eff. Sept. 1, 1997;
Acts 1999, 76th Leg., ch. 1454, Sec. 9, 10, eff. Sept. 1, 1999.
Amended by:

Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 5, eff.

June 14, 2017.

Sec. 2256.016. AUTHORIZED INVESTMENTS: INVESTMENT POOLS.
(a) An entity may invest its funds and funds under its control
through an eligible investment pool if the governing body of the
entity by rule, order, ordinance, or resolution, as appropriate,
authorizes investment in the particular pool. An investment pool
shall invest the funds it receives from entities in authorized
investments permitted by this subchapter. An investment pool may
invest 1its funds in money market mutual funds to the extent
permitted by and consistent with this subchapter and the investment
policies and objectives adopted by the investment pool.

(b) To be eligible to receive funds from and invest funds on
behalf of an entity under this chapter, an investment pool must
furnish to the investment officer or other authorized
representative of the entity an offering circular or other similar
disclosure instrument that contains, at a minimum, the following
information:

(1) the types of investments in which money is allowed
to be invested;

(2) the maximum average dollar-weighted maturity
allowed, based on the stated maturity date, of the pool;

(3) the maximum stated maturity date any investment

security within the portfolio has;
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(4) the objectives of the pool;

(5) the size of the pool;

(6) the names of the members of the advisory board of
the pool and the dates their terms expire;

(7) the custodian bank that will safekeep the pool's
assets;

(8) whether the intent of the pool is to maintain a net
asset value of one dollar and the risk of market price fluctuation;

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

(10) the name and address of the independent auditor
of the pool;

(11) the requirements to be satisfied for an entity to
deposit funds in and withdraw funds from the pool and any deadlines
or other operating policies required for the entity to invest funds
in and withdraw funds from the pool;

(12) the performance history of the pool, including
yield, average dollar-weighted maturities, and expense ratios; and

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

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

(1) investment transaction confirmations; and

(2) a monthly report that contains, at a minimum, the
following information:

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

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

(C) the current percentage of the ©pool's
portfolio in investments that have stated maturities of more than
one year;

(D) the book value versus the market value of the
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pool's portfolio, using amortized cost valuation;

(E) the size of the pool;

(F) the number of participants in the pool;

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

(H) a listing of daily transaction activity of
the entity participating in the pool;

(I) the yield and expense ratio of the pool,
including a statement regarding how yield is calculated;

(J) the portfolio managers of the pool; and

(K) any changes or addenda to the offering
circular.

(d) An entity by contract may delegate to an investment pool
the authority to hold legal title as custodian of investments
purchased with its local funds.

(e) 1In this section, for purposes of an investment pool for
which a $1.00 net asset value 1is maintained, "yield" shall be
calculated in accordance with regulations governing the
registration of open-end management investment companies under the
Investment Company Act of 1940, as promulgated from time to time by
the federal Securities and Exchange Commission.

(f) To be eligible to receive funds from and invest funds on
behalf of an entity under this chapter:

(1) a public funds investment pool that uses amortized
cost or fair value accounting must mark its portfolio to market
daily; and

(2) if the investment pool uses amortized cost:

(A) the investment pool must, to the extent
reasonably possible, stabilize at a $1.00 net asset value, when
rounded and expressed to two decimal places;

(B) the governing body of the investment pool
must, if the ratio of the market value of the portfolio divided by
the book value of the portfolio is less than 0.995 or greater than
1.005, take action as the body determines necessary to eliminate or
reduce to the extent reasonably practicable any dilution or unfair
result to existing participants, including a sale of portfolio

holdings to attempt to maintain the ratio between 0.995 and 1.005;
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and

(C) the investment pool must, in addition to the
requirements of 1its investment policy and any other forms of
reporting, report vyield to its investors 1in accordance with
regulations of the federal Securities and Exchange Commission
applicable to reporting by money market funds.

(g) To be eligible to receive funds from and invest funds on
behalf of an entity under this chapter, a public funds investment
pool must have an advisory board composed:

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

(2) of participants in the pool and other persons who
do not have a business relationship with the pool and are qualified
to advise the pool, for other investment pools.

(h) To maintain eligibility to receive funds from and invest
funds on behalf of an entity under this chapter, an investment pool
must be continuously rated no lower than AAA or AAA-m or at an
equivalent rating by at least one nationally recognized rating
service.

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

(j) To maintain eligibility to receive funds from and invest
funds on behalf of an entity under this chapter, an investment pool
must make available to the entity an annual audited financial
statement of the investment pool in which the entity has funds
invested.

(k) If an investment pool offers fee breakpoints based on
fund balances invested, the investment pool in advertising
investment rates must include either all levels of return based on
the breakpoints provided or state the lowest possible level of
return based on the smallest level of funds invested.

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

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

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

Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 3, eff.

September 1, 2019.

Sec. 2256.017. EXISTING INVESTMENTS. Except as provided by
Chapter 2270, an entity 1is not required to liquidate investments
that were authorized investments at the time of purchase.
Added by Acts 1995, 74th Leg., ch. 76, Sec. 5.46(a), eff. Sept. 1,
1995; Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by Acts 1997, 75th Leg., ch. 1421, Sec. 10, eff. Sept. 1,
1997.
Amended by:

Acts 2017, 85th Leg., R.S., Ch. 96 (S.B. 253), Sec. 2, eff.

May 23, 2017.

Sec. 2256.019. RATING OF CERTAIN INVESTMENT POOLS. A
public funds investment pool must be continuously rated no lower
than AAA or AAA-m or at an equivalent rating by at least one
nationally recognized rating service.
Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by Acts 1997, 75th Leg., ch. 1421, Sec. 11, eff. Sept. 1,
1997.
Amended by:

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

June 17, 2011.

Sec. 2256.020. AUTHORIZED INVESTMENTS: INSTITUTIONS OF
HIGHER EDUCATION. In addition to the authorized investments
permitted by this subchapter, an institution of higher education
may purchase, sell, and invest its funds and funds under its control
in the following:

(1) cash management and fixed income funds sponsored
by organizations exempt from federal income taxation under Section

501(f), Internal Revenue Code of 1986 (26 U.S.C. Section 501(f));
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(2) negotiable certificates of deposit issued by a
bank that has a certificate of deposit rating of at least 1 or the
equivalent by a nationally recognized credit rating agency or that
is associated with a holding company having a commercial paper
rating of at least A-1, P-1, or the equivalent by a nationally
recognized credit rating agency; and

(3) corporate bonds, debentures, or similar debt
obligations rated by a nationally recognized investment rating firm
in one of the two highest long-term rating categories, without
regard to gradations within those categories.

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

Sec. 2256.0201. AUTHORIZED INVESTMENTS ; MUNICIPAL
UTILITY. (a) A municipality that owns a municipal electric utility
that is engaged in the distribution and sale of electric energy or
natural gas to the public may enter into a hedging contract and
related security and insurance agreements in relation to fuel oil,
natural gas, coal, nuclear fuel, and electric energy to protect
against loss due to price fluctuations. A hedging transaction must
comply with the regulations of the Commodity Futures Trading
Commission and the Securities and Exchange Commission. If there is
a conflict between the municipal charter of the municipality and
this chapter, this chapter prevails.

(b) A payment by a municipally owned electric or gas utility
under a hedging contract or related agreement in relation to fuel
supplies or fuel reserves is a fuel expense, and the utility may
credit any amounts it receives under the contract or agreement
against fuel expenses.

(c) The governing body of a municipally owned electric or
gas utility or the body vested with power to manage and operate the
municipally owned electric or gas utility may set policy regarding
hedging transactions.

(d) In this section, "hedging" means the buying and selling
of fuel o0il, natural gas, coal, nuclear fuel, and electric energy
futures or options or similar contracts on those commodities and
related transportation costs as a protection against loss due to

price fluctuation.
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Added by Acts 1999, 76th Leg., ch. 405, Sec. 48, eff. Sept. 1, 1999.
Amended by:
Acts 2007, 80th Leg., R.S., Ch. 7 (S.B. 495), Sec. 1, eff.

April 13, 2007.

Sec. 2256.0202. AUTHORIZED INVESTMENTS: MUNICIPAL FUNDS
FROM MANAGEMENT AND DEVELOPMENT OF MINERAL RIGHTS. (a) In addition
to other 1investments authorized under this subchapter, a
municipality may invest funds received by the municipality from a
lease or contract for the management and development of land owned
by the municipality and leased for oil, gas, or other mineral
development in any investment authorized to be made by a trustee
under Subtitle B, Title 9, Property Code (Texas Trust Code).

(b) Funds invested by a municipality under this section
shall be segregated and accounted for separately from other funds
of the municipality.

Added by Acts 2009, 81st Leg., R.S., Ch. 1371 (S.B. 894), Sec. 1,

eff. September 1, 2009.

Sec. 2256.0203. AUTHORIZED INVESTMENTS : PORTS AND
NAVIGATION DISTRICTS. (a) In this section, "district" means a
navigation district organized under Section 52, Article III, or
Section 59, Article XVI, Texas Constitution.

(b) In addition to the authorized investments permitted by
this subchapter, a port or district may purchase, sell, and invest
its funds and funds under its control in negotiable certificates of
deposit issued by a bank that has a certificate of deposit rating of
at least 1 or the equivalent by a nationally recognized credit
rating agency or that is associated with a holding company having a
commercial paper rating of at least A-1, P-1, or the equivalent by a
nationally recognized credit rating agency.

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

eff. September 1, 2011.

Sec. 2256.0204. AUTHORIZED INVESTMENTS : INDEPENDENT
SCHOOL DISTRICTS. (a) 1In this section, "corporate bond" means a

senior secured debt obligation issued by a domestic business entity
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and rated not lower than "AA-" or the equivalent by a nationally
recognized investment rating firm. The term does not include a
debt obligation that:

(1) on conversion, would result in the holder becoming
a stockholder or shareholder in the entity, or any affiliate or
subsidiary of the entity, that issued the debt obligation; or

(2) 1is an unsecured debt obligation.

(b) This section applies only to an independent school
district that qualifies as an 1issuer as defined by Section
1371.001.

(c) In addition to authorized investments permitted by this
subchapter, an independent school district subject to this section
may purchase, sell, and invest its funds and funds under its control
in corporate bonds that, at the time of purchase, are rated by a
nationally recognized investment rating firm "AA-" or the
equivalent and have a stated final maturity that is not later than
the third anniversary of the date the corporate bonds were
purchased.

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

(1) invest in the aggregate more than 15 percent of its
monthly average fund balance, excluding bond proceeds, reserves,
and other funds held for the payment of debt service, in corporate
bonds; or

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

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

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

(2) adopts procedures to provide for:

(A) monitoring rating changes in corporate bonds
acquired with public funds; and
(B) liguidating the investment in corporate

bonds; and
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(3) identifies the funds eligible to be invested in
corporate bonds.

(f) The investment officer of an independent school
district, acting on behalf of the district, shall sell corporate
bonds in which the district has invested its funds not later than
the seventh day after the date a nationally recognized investment
rating firm:

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

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

(g) Repealed by Acts 2019, 8o6th Leg., R.S., Ch. 1133 (H.B.
2706), Sec. 5, eff. September 1, 2019.
Added by Acts 2011, 82nd Leg., R.S., Ch. 1347 (S.B. 1543), Sec. 1,
eff. June 17, 2011.
Amended by:

Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 5, eff.

September 1, 2019.

Sec. 2256.0205. AUTHORIZED INVESTMENTS; DECOMMISSIONING
TRUST. (a) In this section:

(1) "Decommissioning trust" means a trust created to
provide the Nuclear Regulatory Commission assurance that funds will
be available for decommissioning purposes as required under 10
C.F.R. Part 50 or other similar regulation.

(2) "Funds" includes any money held in a
decommissioning trust regardless of whether the money is considered
to be public funds under this subchapter.

(b) In addition to other investments authorized under this
subchapter, a municipality that owns a municipal electric utility
that is engaged in the distribution and sale of electric energy or
natural gas to the public may invest funds held in a decommissioning
trust in any investment authorized by Subtitle B, Title 9, Property
Code.

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

Sec. 2256.0206. AUTHORIZED INVESTMENTS: HEDGING

TRANSACTIONS. (a) 1In this section:

(1) "Eligible entity" means a political subdivision
that has:
(A) a principal amount of at least $250 million
in:
(i) outstanding long-term indebtedness;
(ii) long-term indebtedness proposed to be
issued; or
(iii) a combination of outstanding

long-term indebtedness and long-term indebtedness proposed to be
issued; and

(B) outstanding long-term indebtedness that is
rated in one of the four highest rating categories for long-term
debt instruments by a nationally recognized rating agency for
municipal securities, without regard to the effect of any credit
agreement or other form of credit enhancement entered into in
connection with the obligation.

(2) "Eligible project" has the meaning assigned by
Section 1371.001.

(3) "Hedging" means acting to protect against economic
loss due to price fluctuation of a commodity or related investment
by entering into an offsetting position or using a financial
agreement or producer price agreement in a correlated security,
index, or other commodity.

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

(1) another law; or

(2) an eligible entity's municipal charter, if
applicable.

(c) The governing body of an eligible entity shall establish
the entity's policy regarding hedging transactions.

(d) An eligible entity may enter into hedging transactions,
including hedging contracts, and related security, credit, and

insurance agreements in connection with commodities used by an
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eligible entity in the entity's general operations, with the
acquisition or construction of a capital project, or with an
eligible project. A hedging transaction must comply with the
regulations of the federal Commodity Futures Trading Commission and
the federal Securities and Exchange Commission.

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

(f) Section 1371.059(c) applies to the execution by an
eligible entity of a hedging contract and any related security,
credit, or insurance agreement.

(g) An eligible entity may credit any amount the entity
receives under a hedging contract against expenses associated with
a commodity purchase.

(h) An eligible entity's cost of or payment under a hedging
contract or agreement may be considered:

(1) an operation and maintenance expense of the

eligible entity;

(2) an acquisition expense of the eligible entity;
(3) aproject cost of an eligible project; or
(4) a construction expense of the eligible entity.

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

eff. June 14, 2017.

Sec. 2256.0207. AUTHORIZED INVESTMENTS: PUBLIC JUNIOR
COLLEGE DISTRICT FUNDS FROM MANAGEMENT AND DEVELOPMENT OF MINERAL
RIGHTS. (a) In addition to other investments authorized under
this subchapter, the governing board of a public junior college
district may invest funds received by the district from a lease or
contract for the management and development of land owned by the
district and leased for oil, gas, or other mineral development in
any investment authorized to be made by a trustee under Subtitle B,
Title 9, Property Code (Texas Trust Code).

(b) Funds invested by the governing board of a public junior
college district under this section shall be segregated and

accounted for separately from other funds of the district.
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Added by Acts 2017, 85th Leg., R.S., Ch. 344 (H.B. 1472), Sec. 1,
eff. September 1, 2017.

Redesignated from Government Code, Section 2256.0206 by Acts 2019,
86th Leg., R.S., Ch. 467 (H.B. 4170), Sec. 21.001(34), eff.

September 1, 2019.

Sec. 2256.0208. LOCAL GOVERNMENT INVESTMENT OF BOND
PROCEEDS AND PLEDGED REVENUE. (a) In this section, "pledged
revenue'" means money pledged to the payment of or as security for:

(1) Dbonds or other indebtedness issued by a local
government ;

(2) obligations under a lease, installment sale, or
other agreement of a local government; or

(3) certificates of participation in a debt or
obligation described by Subdivision (1) or (2).

(b) The investment officer of a local government may invest
bond proceeds or pledged revenue only to the extent permitted by
this chapter, in accordance with:

(1) statutory provisions governing the debt issuance
or the agreement, as applicable; and

(2) the local government's investment policy regarding
the debt issuance or the agreement, as applicable.
Added by Acts 2019, 8o6th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 4,

eff. September 1, 20109.

Sec. 2256.021. EFFECT OF LOSS OF REQUIRED RATING. An
investment that requires a minimum rating under this subchapter
does not qualify as an authorized investment during the period the
investment does not have the minimum rating. An entity shall take
all prudent measures that are consistent with its investment policy
to liquidate an investment that does not have the minimum rating.

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

Sec. 2256.022. EXPANSION OF INVESTMENT AUTHORITY.
Expansion of investment authority granted by this chapter shall
require a risk assessment by the state auditor or performed at the

direction of the state auditor, subject to the legislative audit
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committee's approval of including the review in the audit plan
under Section 321.013.

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

2003.

Sec. 2256.023. INTERNAL MANAGEMENT REPORTS. (a) Not less
than quarterly, the investment officer shall prepare and submit to
the governing body of the entity a written report of investment
transactions for all funds covered by this chapter for the
preceding reporting period.

(b) The report must:

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

(2) Dbe prepared jointly by all investment officers of
the entity;

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

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

(A) Dbeginning market wvalue for the reporting

period;
(B) ending market value for the period; and
(C) fully accrued interest for the reporting
period;
(5) state the book wvalue and market wvalue of each

separately invested asset at the end of the reporting period by the
type of asset and fund type invested;

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

(7) state the account or fund or pooled group fund in
the state agency or local government for which each individual
investment was acquired; and

(8) state the compliance of the investment portfolio
of the state agency or local government as it relates to:

(A) the investment strategy expressed in the

agency's or local government's investment policy; and
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(B) relevant provisions of this chapter.

(c) The report shall be presented not less than quarterly to
the governing body and the chief executive officer of the entity
within a reasonable time after the end of the period.

(d) If an entity invests in other than money market mutual
funds, investment pools or accounts offered by its depository bank
in the form of certificates of deposit, or money market accounts or
similar accounts, the reports prepared by the investment officers
under this section shall be formally reviewed at least annually by
an independent auditor, and the result of the review shall be
reported to the governing body by that auditor.
Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by Acts 1997, 75th Leg., ch. 1421, Sec. 12, eff. Sept. 1,
1997.
Amended by:

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

June 17, 2011.

Sec. 2256.024. SUBCHAPTER CUMULATIVE. (a) The authority
granted by this subchapter is in addition to that granted by other
law. Except as provided by Subsection (b) and Section 2256.017,
this subchapter does not:

(1) prohibit an investment specifically authorized by
other law; or

(2) authorize an investment specifically prohibited
by other law.

(b) Except with respect +to those investing entities
described in Subsection (c), a security described in Section
2256.009(b) is not an authorized investment for a state agency, a
local government, or another investing entity, notwithstanding any
other provision of this chapter or other law to the contrary.

(c) Mortgage pass-through certificates and individual
mortgage loans that may constitute an investment described in
Section 2256.009(b) are authorized investments with respect to the
housing bond programs operated by:

(1) the Texas Department of Housing and Community

Affairs or a nonprofit corporation created to act on its behalf;
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(2) an entity created wunder Chapter 392, Local
Government Code; or
(3) an entity <created wunder Chapter 394, Local
Government Code.
Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by:
Acts 2017, 85th Leg., R.S., Ch. 96 (S.B. 253), Sec. 3, eff.

May 23, 2017.

Sec. 2256.025. SELECTION OF AUTHORIZED BROKERS. The
governing body of an entity subject to this subchapter or the
designated investment committee of the entity shall, at least
annually, review, revise, and adopt a list of qualified brokers
that are authorized to engage in investment transactions with the
entity.

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

1997.

Sec. 2256.026. STATUTORY COMPLIANCE. All investments made
by entities must comply with this subchapter and all federal,
state, and local statutes, rules, or regulations.

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

1997.

SUBCHAPTER B. MISCELLANEOUS PROVISIONS

Sec. 2256.051. ELECTRONIC FUNDS TRANSFER. Any local
government may use electronic means to transfer or invest all funds
collected or controlled by the local government.

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

1995.

Sec. 2256.052. PRIVATE AUDITOR. Notwithstanding any other
law, a state agency shall employ a private auditor if authorized by
the legislative audit committee either on the committee's
initiative or on request of the governing body of the agency.

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

Sec. 2256.053. PAYMENT FOR SECURITIES PURCHASED BY STATE.
The comptroller or the disbursing officer of an agency that has the
power to invest assets directly may pay for authorized securities
purchased from or through a member in good standing of the National
Association of Securities Dealers or from or through a national or
state bank on receiving an invoice from the seller of the securities
showing that the securities have been purchased by the board or
agency and that the amount to be paid for the securities is just,
due, and unpaid. A purchase of securities may not be made at a price
that exceeds the existing market value of the securities.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 1423, Sec. 8.067, eff. Sept. 1,

1997.

Sec. 2256.054. DELIVERY OF SECURITIES PURCHASED BY STATE.
A security purchased under this chapter may be delivered to the
comptroller, a bank, or the board or agency investing its funds.
The delivery shall be made under normal and recognized practices in
the securities and banking industries, including the book entry
procedure of the Federal Reserve Bank.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 1423, Sec. 8.68, eff. Sept. 1,

1997.

Sec. 2256.055. DEPOSIT OF SECURITIES PURCHASED BY STATE.
At the direction of the comptroller or the agency, a security
purchased under this chapter may be deposited in trust with a bank
or federal reserve bank or branch designated by the comptroller,
whether in or outside the state. The deposit shall be held in the
entity's name as evidenced by a trust receipt of the bank with which
the securities are deposited.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1,
1995; Acts 1997, 75th Leg., ch. 1423, Sec. 8.69, eff. Sept. 1,

1997.
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SECTION VI
PUBLIC FUNDS COLLATERAL ACT

There were no amendments to the Texas PFCAs in 2021 that affects this policy.
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GOVERNMENT CODE
TITLE 10. GENERAL GOVERNMENT
SUBTITLE F. STATE AND LOCAL CONTRACTS AND FUND MANAGEMENT
CHAPTER 2257. COLLATERAL FOR PUBLIC FUNDS
SUBCHAPTER A. GENERAL PROVISIONS

Sec. 2257.001. SHORT TITLE. This chapter may be cited as the Public
Funds Collateral Act.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Sec. 2257.002. DEFINITIONS. 1In this chapter:

(1) "Bank holding company" has the meaning assigned by Section

31.002 (a), Finance Code.

(2) "Control"™ has the meaning assigned by Section 31.002 (a),
Finance Code.
(3) "Deposit of public funds" means public funds of a public
entity that:
(A) the comptroller does not manage under Chapter 404; and
(B) are held as a demand or time deposit by a depository

institution expressly authorized by law to accept a public entity's demand
or time deposit.
(4) "Eligible security" means:

(A) a surety bond;

(B) an investment security;

(C) an ownership or beneficial interest in an investment
security, other than an option contract to purchase or sell an investment
security;

(D) a fixed-rate collateralized mortgage obligation that has
an expected weighted average life of 10 years or less and does not
constitute a high-risk mortgage security;

(E) a floating-rate collateralized mortgage obligation that

does not constitute a high-risk mortgage security; or

(F) a letter of credit issued by a federal home loan bank.
(5) "Investment security" means:
(A) an obligation that in the opinion of the attorney general

of the United States is a general obligation of the United States and
1


http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=FI&Value=31.002
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=FI&Value=31.002
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=GV&Value=404

backed by its full faith and credit;

(B) a general or special obligation issued by a public agency
that is payable from taxes, revenues, or a combination of taxes and
revenues; Or

(C) a security in which a public entity may invest under
Subchapter A, Chapter 2256.

(6) "Permitted institution" means:

(A) a Federal Reserve Bank;

(B) a clearing corporation, as defined by Section 8.102,
Business & Commerce Code;

(C) a bank eligible to be a custodian under Section 2257.041;
or

(D) a state or nationally chartered bank that is controlled
by a bank holding company that controls a bank eligible to be a custodian
under Section 2257.041.

(7) "Public agency" means a state or a political or governmental
entity, agency, instrumentality, or subdivision of a state, including a
municipality, an institution of higher education, as defined by Section
61.003, Education Code, a junior college, a district created under Article
XVI, Section 59, of the Texas Constitution, and a public hospital.

(8) "Public entity" means a public agency in this state, but does
not include an institution of higher education, as defined by Section
61.003, Education Code.

(9) "State agency" means a public entity that:

(A) has authority that is not limited to a geographic portion
of the state; and

(B) was created by the constitution or a statute.

(10) "Trust receipt" means evidence of receipt, identification,
and recording, including:

(A) a physical controlled trust receipt; or

(B) a written or electronically transmitted advice of

transaction.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Amended by Acts 1995, 74th Leg., ch. 76, Sec. 5.48(a), eff. Sept. 1, 1995;
Acts 1995, 74th Leg., ch. 914, Sec. 5, eff. Sept. 1, 1995; Acts 1997, 75th
Leg., ch. 254, Sec. 1, eff. Sept. 1, 1997; Acts 1997, 75th Leg., ch. 891,
Sec. 3.22(4), eff. Sept. 1, 1997; Acts 1997, 75th Leg., ch. 1423, Sec.
8.70, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch. 62, Sec. 7.63, eff.
Sept. 1, 1999.

Amended Dby:


http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=GV&Value=2256
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=BC&Value=8.102
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=GV&Value=2257.041
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=GV&Value=2257.041
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=ED&Value=61.003
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=CN&Value=16.59
http://www.statutes.legis.state.tx.us/GetStatute.aspx?Code=ED&Value=61.003

Acts 2011, 82nd Leg., R.S., Ch. 783 (H.B. 2103), Sec. 1, eff. June 17,
2011.

Sec. 2257.0025. HIGH-RISK MORTGAGE SECURITY. (a) For purposes of
this chapter, a fixed-rate collateralized mortgage obligation is a high-
risk mortgage security if the security:

(1) has an average life sensitivity with a weighted average life
that:

(A) extends by more than four years, assuming an immediate
and sustained parallel shift in the yield curve of plus 300 basis points;
or

(B) shortens by more than six years, assuming an immediate
and sustained parallel shift in the yield curve of minus 300 basis points;
and

(2) is price sensitive; that is, the estimated change in the
price of the mortgage derivative product is more than 17 percent, because
of an immediate and sustained parallel shift in the yield curve of plus or
minus 300 basis points.

(b) For purposes of this chapter, a floating-rate collateralized

mortgage obligation is a high-risk mortgage security if the security:

(1) bears an interest rate that is equal to the contractual cap
on the instrument; or
(2) is price sensitive; that is, the estimated change in the

price of the mortgage derivative product is more than 17 percent, because
of an immediate and sustained parallel shift in the yield curve of plus or

minus 300 basis points.

Added by Acts 1997, 75th Leg., ch. 254, Sec. 2, eff. Sept. 1, 1997.

Sec. 2257.003. CHAPTER NOT APPLICABLE TO DEFERRED COMPENSATION PLANS.
This chapter does not apply to funds that a public entity maintains or
administers under a deferred compensation plan, the federal income tax
treatment of which is governed by Section 401 (k) or 457 of the Internal
Revenue Code of 1986 (26 U.S.C. Sections 401 (k) and 457).

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Sec. 2257.004. CONFLICT WITH OTHER LAW. This chapter prevails over

any other law relating to security for a deposit of public funds to the

extent of any conflict.


http://www.legis.state.tx.us/tlodocs/82R/billtext/html/HB02103F.HTM

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.005. CONTRACT GOVERNS LEGAL ACTION. A legal action brought
by or against a public entity that arises out of or in connection with the
duties of a depository, custodian, or permitted institution under this
chapter must be brought and maintained as provided by the contract with the

public entity.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER B. DEPOSITORY; SECURITY FOR DEPOSIT OF PUBLIC FUNDS

Sec. 2257.021. COLLATERAL REQUIRED. A deposit of public funds shall
be secured by eligible security to the extent and in the manner required by

this chapter.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.022. AMOUNT OF COLLATERAL. (a) Except as provided by
Subsection (b), the total value of eligible security to secure a deposit of
public funds must be in an amount not less than the amount of the deposit
of public funds:

(1) increased by the amount of any accrued interest; and
(2) reduced to the extent that the United States or an
instrumentality of the United States insures the deposit.

(b) The total value of eligible security described by Section
45.201(4) (D), Education Code, to secure a deposit of public funds of a
school district must be in an amount not less than 110 percent of the
amount of the deposit as determined under Subsection (a). The total market
value of the eligible security must be reported at least once each month to
the school district.

(c) The value of a surety bond is its face value.

(d) The value of an investment security is its market value.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 2003, 78th Leg., ch. 201, Sec. 46, eff. Sept. 1, 2003.

Sec. 2257.023. COLLATERAL POLICY. (a) In accordance with a written
policy approved by the governing body of the public entity, a public entity
shall determine if an investment security is eligible to secure deposits of

public funds.
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(b) The written policy may include:
(1) the security of the institution that obtains or holds an
investment security;
(2) the substitution or release of an investment security; and
(3) the method by which an investment security used to secure a

deposit of public funds is wvalued.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.024. CONTRACT FOR SECURING DEPOSIT OF PUBLIC FUNDS. (a) A
public entity may contract with a bank that has its main office or a branch
office in this state to secure a deposit of public funds.

(b) The contract may contain a term or condition relating to an
investment security used as security for a deposit of public funds,

including a term or condition relating to the:

(1) possession of the collateral;

(2) substitution or release of an investment security;

(3) ownership of the investment securities of the bank used to
secure a deposit of public funds; and

(4) method by which an investment security used to secure a

deposit of public funds is valued.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1999, 76th Leg., ch. 344, Sec. 5.006, eff. Sept. 1, 1999.

Sec. 2257.025. RECORDS OF DEPOSITORY. (a) A public entity's
depository shall maintain a separate, accurate, and complete record
relating to a pledged investment security, a deposit of public funds, and a
transaction related to a pledged investment security.

(b) The comptroller or the public entity may examine and verify at
any reasonable time a pledged investment security or a record a depository

maintains under this section.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1997, 75th Leg., ch. 891, Sec. 3.16, eff. Sept. 1, 1997.

Sec. 2257.026. CHANGE IN AMOUNT OR ACTIVITY OF DEPOSITS OF PUBLIC
FUNDS. A public entity shall inform the depository for the public entity's
deposit of public funds of a significant change in the amount or activity

of those deposits within a reasonable time before the change occurs.



Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER C. CUSTODIAN; PERMITTED INSTITUTION

Sec. 2257.041. DEPOSIT OF SECURITIES WITH CUSTODIAN. (a) In
addition to other authority granted by law, a depository for a public
entity other than a state agency may deposit with a custodian a security
pledged to secure a deposit of public funds.

(b) At the request of the public entity, a depository for a public
entity other than a state agency shall deposit with a custodian a security
pledged to secure a deposit of public funds.

(c) A depository for a state agency shall deposit with a custodian a
security pledged to secure a deposit of public funds. The custodian and
the state agency shall agree in writing on the terms and conditions for
securing a deposit of public funds.

(d) A custodian must be approved by the public entity and be:

(1) a state or national bank that:
(A) 1is designated by the comptroller as a state depository;
(B) has its main office or a branch office in this state; and
(C) has a capital stock and permanent surplus of $5 million
or more;
the Texas Treasury Safekeeping Trust Company;
a Federal Reserve Bank or a branch of a Federal Reserve Bank;

2
3
4 a federal home loan bank; or
5

(2)
(3)
(4)
(5) a financial institution authorized to exercise fiduciary
powers that is designated by the comptroller as a custodian pursuant to
Section 404.031 (e) .

(e) A custodian holds in trust the securities to secure the deposit
of public funds of the public entity in the depository pledging the

securities.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1995, 74th Leg., ch. 1010, Sec. 1, eff. June 17, 1995;
Acts 1997, 75th Leg., ch. 891, Sec. 3.17, eff. Sept. 1, 1997; Acts 1999,
76th Leg., ch. 344, Sec. 5.007, eff. Sept. 1, 1999.
Amended by:

Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 3, eff. September
1, 20009.

Sec. 2257.042. DEPOSIT OF SECURITIES WITH PERMITTED INSTITUTION. (a)

A custodian may deposit with a permit%ed institution an investment security
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the custodian holds under Section 2257.041.
(b) If a deposit is made under Subsection (a):

(1) the permitted institution shall hold the investment security
to secure funds the public entity deposits in the depository that pledges
the investment security;

(2) the trust receipt the custodian issues under Section 2257.045
shall show that the custodian has deposited the security in a permitted
institution; and

(3) the permitted institution, on receipt of the investment
security, shall immediately issue to the custodian an advice of transaction
or other document that is evidence that the custodian deposited the

security in the permitted institution.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.043. DEPOSITORY AS CUSTODIAN OR PERMITTED INSTITUTION. (a)
A public entity other than a state agency may prohibit a depository or an
entity of which the depository is a branch from being the custodian of or
permitted institution for a security the depository pledges to secure a
deposit of public funds.

(b) A depository or an entity of which the depository is a branch may
not be the custodian of or permitted institution for a security the

depository pledges to secure a deposit of public funds by a state agency.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.044. CUSTODIAN AS BAILEE. (a) A custodian under this
chapter or a custodian of a security pledged to an institution of higher
education, as defined by Section 61.003, Education Code, whether acting
alone or through a permitted institution, is for all purposes the bailee or
agent of the public entity or institution depositing the public funds with
the depository.

(b) To the extent of any conflict, Subsection (a) prevails over

Chapter 8 or 9, Business & Commerce Code.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.045. RECEIPT OF SECURITY BY CUSTODIAN. (a) On receipt of
an investment security, a custodian shall immediately identify on its
books and records, by book entry or another method, the pledge of the
security to the public entity.
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(b) For a deposit of public funds under Subchapter F, the custodian
shall issue and deliver to the comptroller a trust receipt for the pledged
security.

(c) For any other deposit of public funds under this chapter, at the
written direction of the appropriate public entity officer, the custodian
shall:

(1) dissue and deliver to the appropriate public entity officer a
trust receipt for the pledged security; or

(2) dissue and deliver a trust receipt for the pledged security to
the public entity's depository and instruct the depository to deliver the
trust receipt to the public entity officer immediately.

(d) The custodian shall issue and deliver the trust receipt as soon
as practicable on the same business day on which the investment security is

received.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended Dby:

Acts 2013, 83rd Leg., R.S., Ch. 434 (S.B. 581), Sec. 1, eff. June 14,
2013.

Sec. 2257.046. BOOKS AND RECORDS OF CUSTODIAN; INSPECTION. (a) A
public entity's custodian shall maintain a separate, accurate, and complete
record relating to each pledged investment security and each transaction
relating to a pledged investment security.

(b) The comptroller or the public entity may examine and verify at
any reasonable time a pledged investment security or a record a custodian
maintains under this section. The public entity or its agent may inspect
at any time an investment security evidenced by a trust receipt.

(c) The public entity's custodian shall file a collateral report with
the comptroller in the manner and on the dates prescribed by the
comptroller.

(d) At the request of the appropriate public entity officer, the
public entity's custodian shall provide a current list of all pledged
investment securities. The list must include, for each pledged investment
security:

(1) the name of the public entity;

(2) the date the security was pledged to secure the public
entity's deposit;

(3) the Committee on Uniform Security Identification Procedures

(CUSIP) number of the security;
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(4) the face value and maturity date of the security; and
(5) the confirmation number on the trust receipt issued by the

custodian.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1997, 75th Leg., ch. 891, Sec. 3.18, eff. Sept. 1, 1997.
Amended Dby:

Acts 2013, 83rd Leg., R.S., Ch. 434 (S.B. 581), Sec. 2, eff. June 14,
2013.

Sec. 2257.047. BOOKS AND RECORDS OF PERMITTED INSTITUTION. (a) A
permitted institution may apply book entry procedures when an investment
security held by a custodian is deposited under Section 2257.042.

(b) A permitted institution's records must at all times state the
name of the custodian that deposits an investment security in the permitted

institution.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.048. ATTACHMENT AND PERFECTION OF SECURITY INTEREST. (a)
A security interest that arises out of a depository's pledge of a security
to secure a deposit of public funds by a public entity or an institution of
higher education, as defined by Section 61.003, Education Code, is created,
attaches, and is perfected for all purposes under state law from the time
that the custodian identifies the pledge of the security on the custodian's
books and records and issues the trust receipt.

(b) A security interest in a pledged security remains perfected in

the hands of a subsequent custodian or permitted institution.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER D. AUDITS AND EXAMINATIONS; PENALTIES

Sec. 2257.061. AUDITS AND EXAMINATIONS. As part of an audit or
regulatory examination of a public entity's depository or custodian, the
auditor or examiner shall:

(1) examine and verify pledged investment securities and records
maintained under Section 2257.025 or 2257.046; and
(2) report any significant or material noncompliance with this

chapter to the comptroller.
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Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1997, 75th Leg., ch. 891, Sec. 3.19, eff. Sept. 1, 1997.

Sec. 2257.062. PENALTIES. (a) The comptroller may revoke a
depository's designation as a state depository for one year if, after
notice and a hearing, the comptroller makes a written finding that the
depository, while acting as either a depository or a custodian:

(1) did not maintain reasonable compliance with this chapter;
and

(2) failed to remedy a violation of this chapter within a
reasonable time after receiving written notice of the violation.

(b) The comptroller may permanently revoke a depository's designation

as a state depository if the comptroller makes a written finding that the

depository:

(1) has not maintained reasonable compliance with this chapter;
and

(2) has acted in bad faith by not remedying a violation of this
chapter.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1997, 75th Leg., ch. 891, Sec. 3.19, eff. Sept. 1, 1997.

Sec. 2257.063. MITIGATING CIRCUMSTANCES. (a) The comptroller shall
consider the total circumstances relating to the performance of a
depository or custodian when the comptroller makes a finding required by
Section 2257.062, including the extent to which the noncompliance is minor,
isolated, temporary, or nonrecurrent.

(b) The comptroller may not find that a depository or custodian did
not maintain reasonable compliance with this chapter if the noncompliance
results from the public entity's failure to comply with Section 2257.026.

(c) This section does not relieve a depository or custodian of the
obligation to secure a deposit of public funds with eligible security in
the amount and manner required by this chapter within a reasonable time
after the public entity deposits the deposit of public funds with the

depository.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1997, 75th Leg., ch. 891, Sec. 3.19, eff. Sept. 1, 1997.
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Sec. 2257.064. REINSTATEMENT. The comptroller may reinstate a
depository's designation as a state depository if:
(1) the comptroller determines that the depository has remedied
all violations of this chapter; and
(2) the depository assures the comptroller to the comptroller's
satisfaction that the depository will maintain reasonable compliance with

this chapter.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1997, 75th Leg., ch. 891, Sec. 3.19, eff. Sept. 1, 1997.

SUBCHAPTER E. EXEMPT INSTITUTIONS

Sec. 2257.081. DEFINITION. In this subchapter, "exempt institution"
means:
(1) a public retirement system, as defined by Section 802.001;
or
(2) the permanent school fund, as described by Section 43.001,

Education Code.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by Acts 1997, 75th Leg., ch. 165, Sec. 6.31, eff. Sept. 1, 1997.

Sec. 2257.082. FUNDS OF EXEMPT INSTITUTION. An exempt institution is
not required to have its funds fully insured or collateralized at all times
if:

(1) the funds are held by:
(A) a custodian of the institution's assets under a trust
agreement; or
(B) a person in connection with a transaction related to an
investment; and
(2) the governing body of the institution, in exercising its
fiduciary responsibility, determines that the institution is adequately
protected by using a trust agreement, special deposit, surety bond,
substantial deposit insurance, or other method an exempt institution

commonly uses to protect itself from liability.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.083. INVESTMENT; SELECTION OF DEPOSITORY. This chapter

does not:
11
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(1) prohibit an exempt institution from prudently investing in a
certificate of deposit; or
(2) restrict the selection of a depository by the governing body

of an exempt institution in accordance with its fiduciary duty.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER F. POOLED COLLATERAL TO SECURE
DEPOSITS OF CERTAIN PUBLIC FUNDS

Sec. 2257.101. DEFINITION. In this subchapter, "participating
institution"” means a financial institution that holds one or more deposits
of public funds and that participates in the pooled collateral program

under this subchapter.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.102. POOLED COLLATERAL PROGRAM. (a) As an alternative to
collateralization under Subchapter B, the comptroller by rule shall
establish a program for centralized pooled collateralization of deposits of
public funds and for monitoring collateral maintained by participating
institutions. The rules must provide that deposits of public funds of a
county are not eligible for collateralization under the program. The
comptroller shall provide for a separate collateral pool for any single
participating institution's deposits of public funds.

(b) Under the pooled collateral program, the collateral of a
participating institution pledged for a public deposit may not be combined
with, cross-collateralized with, aggregated with, or pledged to another
participating institution's collateral pools for pledging purposes.

(c) A participating institution may pledge its pooled securities to
more than one participating depositor under contract with that
participating institution.

(d) The pooled collateral program must provide for:

(1) participation in the program by a participating institution
and each affected public entity to be voluntary;

(2) uniform procedures for processing all collateral transactions
that are subject to an approved security agreement described by Section
2257.103; and

12
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(3) the pledging of a participating institution's collateral
securities using a single custodial account instead of an account for each

depositor of public funds.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.103. PARTICIPATION IN POOLED COLLATERAL PROGRAM. A
financial institution may participate in the pooled collateral program only
if:

(1) the institution has entered into a binding collateral
security agreement with a public agency for a deposit of public funds and
the agreement permits the institution's participation in the program;

(2) the comptroller has approved the institution's participation
in the program; and

(3) the comptroller has approved or provided the collateral

security agreement form used.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.104. COLLATERAL REQUIRED; CUSTODIAN TRUSTEE. (a) Each
participating institution shall secure its deposits of public funds with
eligible securities the total value of which equals at least 102 percent of
the amount of the deposits of public funds covered by a security agreement
described by Section 2257.103 and deposited with the participating
institution, reduced to the extent that the United States or an
instrumentality of the United States insures the deposits. For purposes of
determining whether collateral is sufficient to secure a deposit of public
funds, Section 2257.022 (b) does not apply to a deposit of public funds held
by the participating institution and collateralized under this subchapter.

(b) A participating institution shall provide for the collateral
securities to be held by a custodian trustee, on behalf of the
participating institution, in trust for the benefit of the pooled
collateral program. A custodian trustee must qualify as a custodian under
Section 2257.041.

(c) The comptroller by rule shall regulate a custodian trustee under
the pooled collateral program in the manner provided by Subchapter C to the
extent practicable. The rules must ensure that a custodian trustee
depository does not own, is not owned by, and is independent of the

financial institution or institutions1;Or which 1t holds the securities 1in
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trust, except that the rules must allow the following to be a custodian
trustee:

(1) a federal reserve bank;

(2) a banker's bank, as defined by Section 34.105, Finance Code;
and

(3) a federal home loan bank.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.105. MONITORING COLLATERAL. (a) Each participating
institution shall file the following reports with the comptroller
electronically and as prescribed by rules of the comptroller:

(1) a daily report of the aggregate ledger balance of deposits of
public agencies participating in the pooled collateral program that are
held by the institution, with each public entity's funds held itemized;

(2) a weekly summary report of the total market value of
securities held by a custodian trustee on behalf of the participating
institution;

(3) a monthly report listing the collateral securities held by a
custodian trustee on behalf of the participating institution, together with
the value of the securities; and

(4) as applicable, a participating institution's annual report
that includes the participating institution's financial statements.

(b) The comptroller shall provide the participating institution an
acknowledgment of each report received.

(c) The comptroller shall provide a daily report of the market value
of the securities held in each pool.

(d) The comptroller shall post each report on the comptroller's

Internet website.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.106. ANNUAL ASSESSMENT. (a) Once each state fiscal year,
the comptroller shall impose against each participating institution an
assessment in an amount sufficient to pay the costs of administering this
subchapter. The amount of an assessment must be based on factors that
include the number of public entity accounts a participating institution
maintains, the number of transactions a participating institution conducts,

and the aggregate average weekly depo%}t amounts during that state fiscal
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yvear of each participating institution's deposits of public funds
collateralized under this subchapter. The comptroller by rule shall
establish the formula for determining the amount of the assessments imposed
under this subsection.

(b) The comptroller shall provide to each participating institution a
notice of the amount of the assessment against the institution.

(c) A participating institution shall remit to the comptroller the
amount assessed against it under this section not later than the 45th day
after the date the institution receives the notice under Subsection (b).

(d) Money remitted to the comptroller under this section may be

appropriated only for the purposes of administering this subchapter.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.107. PENALTY FOR REPORTING VIOLATION. The comptroller may
impose an administrative penalty against a participating institution that

does not timely file a report required by Section 2257.105.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.108. NOTICE OF COLLATERAL VIOLATION; ADMINISTRATIVE
PENALTY. (a) The comptroller may issue a notice to a participating
institution that the institution appears to be in violation of collateral
requirements under Section 2257.104 and rules of the comptroller.

(b) The comptroller may impose an administrative penalty against a
participating institution that does not maintain collateral in an amount
and in the manner required by Section 2257.104 and rules of the comptroller
if the participating institution has not remedied the violation before the

third business day after the date a notice is issued under Subsection (a).

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.109. PENALTY FOR FAILURE TO PAY ASSESSMENT. The
comptroller may impose an administrative penalty against a participating
institution that does not pay an assessment against it in the time provided
by Section 2257.106(c) .
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Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.110. PENALTY AMOUNT; PENALTIES NOT EXCLUSIVE. (a) The
comptroller by rule shall adopt a formula for determining the amount of a
penalty under this subchapter. For each violation and for each day of a
continuing violation, a penalty must be at least $100 per day and not more
than $1,000 per day. The penalty must be based on factors that include:

(1) the aggregate average weekly deposit amounts during the state
fiscal year of the institution's deposits of public funds;

(2) the number of violations by the institution during the state
fiscal year;

(3) the number of days of a continuing violation; and

(4) the average asset base of the institution as reported on the
institution's year-end report of condition.

(b) The penalties provided by Sections 2257.107-2257.109 are in
addition to those provided by Subchapter D or other law.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.111. PENALTY PROCEEDING CONTESTED CASE. A proceeding to
impose a penalty under Section 2257.107, 2257.108, or 2257.109 is a

contested case under Chapter 2001.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.112. SUIT TO COLLECT PENALTY. The attorney general may sue
to collect a penalty imposed under Section 2257.107, 2257.108, or 2257.109.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.113. ENFORCEMENT STAYED PENDING REVIEW. Enforcement of a
penalty imposed under Section 2257.107, 2257.108, or 2257.109 may be stayed
during the time the order is under judicial review if the participating
institution pays the penalty to the clerk of the court or files a
supersedeas bond with the court in the amount of the penalty. A

participating institution that cannot afford to pay the penalty or file the
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bond may stay the enforcement by filing an affidavit in the manner required
by the Texas Rules of Civil Procedure for a party who cannot afford to file
security for costs, subject to the right of the comptroller to contest the

affidavit as provided by those rules.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.

Sec. 2257.114. USE OF COLLECTED PENALTIES. Money collected as
penalties under this subchapter may be appropriated only for the purposes

of administering this subchapter.

Added by Acts 2009, 81lst Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff.
September 1, 2009.
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