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PUBLIC SERVICE BOARD MEETING
AGENDA ITEM
REGULAR MEETING

Wednesday, April 10, 2019

SUBJECT

4th Quarter and Fiscal Year-Ending Investment Report for period ending February 28, 2019, and approval of the PSB Rules
and Regulations Number 10, establishing the Investment Policy.

BACKGROUND

The Public Funds Investment Act (PFIA) requires a quarterly report be submitted and an annual review of the entity’s
Investment Policy.

STRATEGIC OBJECTIVES SUPPORTED
Strengthen Financial Viability

EVALUATION PROCESS
The Utility’s Audit, Finance and Investment Committee held a meeting on April 5, 2019, to review the 4% Quarter Investment
Report and review of the Investment Policy.

FINANCIAL IMPLICATIONS
The Public Service Board approves investment strategies related to investment income.

PROPOSED ACTION REQUESTED
Consider and accept the 4" Quarter and Fiscal Year-Ending Investment Report for period ending February 28, 2019, and
approve of the PSB Rules and Regulations Number 10, establishing the Investment Policy.

SUPPORTING DOCUMENTATION PROVIDED
®  4th Quarter and Fiscal Year-End Investment Report

® Rules and Regulations Number 10

4th Quarter and Fiscal Year-Ending Investment Report for period ending February 28, 2019, and approval of the PSB Rules and
Regulations Number 10, establishing the Investment Policy. Page 10f1
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A el paso

<) WATER

Finance/Support Services Division
INTEROFFICE MEMO

To: Public Service Board
Audit, Finance and Investment Committee
From: Lidia Carranco, Treasury and Property Control Manager
Date: April 5,2019
Subject: Fourth Quarter Investment Report for Period Ending February 28, 2019

Submitted for your review and acceptance is the El Paso Water Quarterly Investment Report
including documentation for 4" quarter investments and performance evaluations. Staff has
complied with the Public Funds Investment Act and the Public Service Board’s Investment Policy
and adopted Investment Strategies. All funds were invested to meet cash flow requirements for
operations, capital projects and debt service payments. Investments were bid to broker/dealers to
promote the best available yields according to market conditions at that time.

During this 4™ quarter, the Utility bid 10 investments totaling $16.4 million. Short-term cash of
$76.18 million was invested in TexPool Prime at an average monthly yield of 2.59%, $5.56 million
was invested in TexPool at an average monthly yield of 2.40% and $54.17 million was invested in
TexStar at an average monthly yield of 2.40% as of February 28, 2019. The summary details of
all investment activity, fund changes and portfolio performance for the fourth quarter are included
in the Details section of this report.

The following is a summary comparison of selected information as of February 28, 2019 and
November 30, 2018:

February 28, 2019

November 30, 2018

Par value invested

$261,263,690

$266,875,462

Portfolio book value

$261,146,227

$266,448,064

Portfolio market value

$261,135,593

$266,378,628

Weighted average maturity

31 Days

66 Days




The yield on portfolio investments and market securities is shown as follows:

February 28, 2019

November 30, 2018

Federal Agency Discount 2.47% 2.30%
Municipal Bonds 2.53% 2.47%
Certificate of Deposits 2.44% 2.29%
$§3dPortfolio Weighted 2 38% 2 41%
TexPool 2.40% 2.20%

TexPool Prime 2.59% 2.39%
TexStar 2.40% 2.22%

Debt Service Mutual Funds 2.09% 1.89%

The portfolio weighted yield of 2.38% as of February 28, 2019 is 3 basis points lower than the
portfolio weighted yield as of November 30, 2018.

Quarter Changes in Portfolio & Fund Type Balances

Below is a comparison of selected fund balances and investments for the last two quarters:

February 28, 2019 November 30, 2018 Differences
Water & Sewer Fund $28,348,869 $41,023,105 ($12,674,236)
Improvement Fund $47,435,259 $44,453,163 $2,982,096
Commercial Paper Fund $4,568,420 $2,346,389 $2,222,031
2015A Construction Fund $1,614,168 $1,769,962 ($155,794)
2016 W&S Construction Fd $9,635,959 $12,281,431 ($2,645,472)
2017 W&S Construction Fd $27,771,948 $40,977,574 ($13,205,626)
SW Operating Fund $3,863,819 $5,966,955 ($2,103,136)
SW Improvement Fund $9,729,055 $5,723,677 $4,005,378
SW Open Space Fd $6,843,277 $5,888,868 $954,409
2015 SW Construction Fd $777,747 $838,439 ($60,692)
2016 SW Construction Fd $2,588,147 $2,771,748 ($183,601)




2017 SW Construction Fd $6,820,552 $9,843,670 ($3,023,118)

Broker/Dealer Inv. $16,410,000 $26,935,000 ($10,525,000)

Annual Comparison in Portfolio & Fund Type Balances

Below is a comparison of selected fund balances and investments for the 4™ Quarter:

February 28,2019  February 28, 2018 Differences
Water & Sewer Fund $28,348,869 $24,120,106 $4,228,763
Improvement Fund $47,435,259 $44,824,204 $2,611,055
W&S Other Constr Funds $42,361,445 $88,238,930 ($45,877,485)
Commercial Paper Fund $4,568,420 $2,717,325 $1,851,095
SW Operating Fund $3,863,819 $2,198,097 $1,665,722
SW Improvement Fund $9,729,056 $8,809,635 $919,421
SW Other Constr Funds $17,066,618 $32,265,387 ($15,198,769)
Broker/Dealer Inv. $16,410,000 $71,726,000 ($55,316,000)

Interest Earned from March 1 through February 28. 2019 and 2018

FY2018-2019 FY2017-2018
F.Y. Portfolio Interest Earnings $4,937,457 $2,747,468
Average Daily Balance $254,374,359 $246,945,567
Effective Rate of Return 1.94% 1.11%

Investment Strategy for this Quarter

In this quarter we requested and selected quotes for different security types, short term maturities.
We invested $14.78 million in Federal Agency Discount Securities and $915,000 in Federal
Agency Coupon Securities. In addition, we invested $720,000 in municipal bonds. Since the Pools’
rates are higher than other short-term securities’ rate, we only invested the debt service funds and
kept the rest of the available funds in Texpool and TexStar Pools in an attempt to raise the yield
while keeping in mind safety, liquidity and diversification. These investments are allowable under
the Public Fund Investment Act of Texas and the PSB Rules and Regulations #10. Market and
economic conditions continue to influence our investment decisions as we proceed with the
foremost principle of safety and preservation of capital.



El Paso Water Utilities
Public Service Board

Investment Report

Market Value of Securities as of February 28, 2019

Par Book Market % of Mkt. Val.
Value Value Principal to Face Value
Liquidity
Texpool Prime $ 76,177,291 $ 76,177,291 $ 76,177,291 100.00%
Texpool $ 5,656,874 $ 5556874 § 5556,874 100.00%
TexStar $ 54,170,660 $ 54,170,660 $ 54,170,660 100.00%
$ 135,904,825 $ 135,904,825 $ 135,904,825
Mutual Funds
Advantage Fd #008 $ 7,116,349 $ 7,116,349 $ 7,116,349 100.00%
Fidelity Fund $ 67,076,517 $ 67,076,517 $ 67,076,517 100.00%
$ 74,192,866 $ 741928066 § 74,192,866
Securities
CD Banks $ 6,000,000 $ 6000000 $ 6000000 100.00%
Federal Agency Discos $ 4,276,000 $ 4,241,479 $ 4,241,731 99.20%
Federal Agency Coupons $ 27,256,000 $ 27,172,484 $ 27,169,848 99.69%
Municipal Bonds $ 13,635,000 $ 13634575 $ 13,626,323 99.94%
$ 51,166,000 $ 51,048,637 $ 51,037,903
Portfolio Total $ 261,263,690 $ 261,146,227 $ 261,135,693 99.95%

Portfolio Summary Report

For Period Ending February 28, 2019

Beginning Bock Value $ 266,448,064
Beginning Market Value $ 266,378,628
Ending Book Value $ 261,146,227
Ending Market Value $ 261,135,593
Gain (Loss) 5 (10,634)
WAM at Ending Date . 31 days

*Weighted Average Maturity

This report is full compliance with the investment strategy as established for the Investment Portfolio and
the Public Investment Act (Chapter 2256.023).

ility Treasury and Property Control Manager

Jef;yﬂ/ll’@l!d

FO
GAD D

Arturo Duran
Chief Financial Officer

) Ywasla Davasdit

Marcela Navarrete, C.P.A.
Vice President




Portfolio Composition Review as of February 28, 2019

Face Weighted %
Amount Yield Maturity Portfolio
Liquidity
Texpool Prime $ 76,177,291 2.592 1 29.16%
Texpool $ 5,556,874 2.397 1 2.13%
TexStar $ 54,170,660 2.400 1 20.73%
$ 135,904,825 52.02%
Mutual Funds
Advantage Fd #008 $ 7,116,349 1.956 1 2.72%
Fidelity Fund $ 67,076,517 2.100 1 25.67%
$ 74,192,866 28.40%
Securities
CD Banks $ 6,000,000 2.440 131 2.30%
Federal Agency Discos $ 4,276,000 2.469 115 1.64%
Federal Agency Coupons $ 27,255,000 2.448 145 10.43%
Municipal Bonds $ 13,635,000 2.533 203 5.22%
$ 51,166,000 19.58%
Portfolio Total $ 261,263,690 100.00%

Overall Portfolio Composition
Securities

Texpool Prime
Mutual Funds 29%
28%

TexStar
21%
Texpool
2%




Managed Portfolio By Market Sector

Market Sector Par %

MUTUAL FUNDS $ 74,192,866 28.40%
TEXPOOL PRIME $ 76,177,291 29.16%
TEXPOOL $ 5,556,874 2.13%
TEXSTAR $ 54,170,660 20.73%
FEDERAL AGENCY DISCOUNTS $ 4,276,000 1.64%
FEDERAL AGENCY COUPON $ 27,255,000 10.43%
MUNICIPAL BONDS $ 13,635,000 5.22%
CERTIFICATES OF DEPOSIT $ 6,000,000 2.30%

TOTAL $ 261,263,690 100.00%

ODMUTUAL FUNDS

B TEXPOOL PRIME

BTEXPOOL

B TEXSTAR

B FEDERAL AGENCY
DISCOUNTS

= FEDERAL AGENCY COUPON

®MUNICIPAL BONDS

CERTIFICATES OF DEPOSIT




Quarter Changes in Portfolio & Broker/Dealer Positions

Quarter Ending

Quarter Ending

Increase

Market Sector Feb-19 Nov-18 (Decrease)

MUTUAL FUNDS $ 74,192,866 | $ 33,166 223602.93%
TEXPOOL PRIME $ 76,177,291 | $ 83,481,245 -8.75%
TEXPOOL $ 5,556,874 | $ 5,650,437 -1.66%
TEXSTAR $ 54,170,660 | $ 52,555,502 3.07%
IDP $ - $ 7,113 -100.00%
FEDERAL AGENCY DISCOUNTS $ 4,276,000 | $ 47,551,000 -91.01%
FEDERAL AGENCY COUPON SEC $ 27,255,000 | $ 48,682,000 -44.01%
MUNICIPAL BONDS $ 13,635,000 | $ 16,915,000 -19.39%
CERTIFICATES OF DEPOSIT $ 6,000,000 | $ 12,000,000 -50.00%
TOTAL $ 261,263,690 | $ 266,875,462 -2.10%

INSTITUTIONS

#

of Bid Securities
Awarded
Quarter Ending
Feb-19

# of Bid Securities

Awarded
Quarter Ending
Nov-18

Increase
(Decrease)

Hilltop Securities Inc 1 5 -80.00%
Wells Fargo 5 2 150.00%
Ramirez & CO 0 2 -100.00%
Raymond James 4 2 100.00%
Total 10 11 -9.09%

INSTITUTIONS

Quarter Ending
Feb-19

Quarter Ending
Nov-18

Increase
(Decrease)

Hilltop Securities Inc $ 395,000 | $ 15,140,000 -97.39%
Wells Fargo $ 9,095,000 | $ 350,000 2498.57%
Ramirez & CO $ - $ 10,850,000 -100.00%
Raymond James $ 6,920,000 | $ 595,000 1063.03%
Total $ 16,410,000 | $ 26,935,000 -39.08%

YIELDS BY SECURITY TYPE

Quarter Ending
Feb-19

Quarter Ending
Nov-18

Increase
(Decrease)

US Agency Coupon Securities 2.448% 2.348% 4.26%
Municipal Bonds 2.533% 2.473% 2.43%
US Agency Discount Securities 2.469% 2.295% 7.58%
Certificates of Deposit 2.440% 2.285% 6.78%
Texpool Prime 2.592% 2.650% -2.19%
Texpool 2.397% 2.203% 8.81%
Texstar 2.400% 2.218% 8.21%
Portfolio Total 2.381% 2.409% -1.19%




c
o
2
)
©
Q.
£
o
o
2
2
S

IBIA %

——Fidelity Fd ——TexpoolPrime

——Texpool 3MthTBill —TexStar

—PSB Yid




NMd3

lI'g-1 JesA | lI'g-1L YJUON 9 ll'g-1 WUoN € II'g-1 YJUON |

6102 ‘gz Aeniqajy
Buipu3z J931end 10} sisAjeuy ylewyosuag

0S¢

00°€




Yield Analysis as of February 28, 2019

Face Individual Portfolio
Amount Yield Weighted Yield Weighted Yield
Liquidity
Texpool Prime $ 76,177,291 2.592 1.45287 0.756
Texpool $ 5,556,874 2.397 0.09801 0.051
TexStar $ 54,170,660 2.400 0.95662 0.498
$ 135,904,825 2.50750
Mutual Funds
Advantage Fd #008 $ 7,116,349 1.956 0.18761 0.053
Fidelity Fund $ 67,076,517 2.100 1.89857 0.539
$ 74,192,866 2.08619
Securities
CD Banks $ 6,000,000 2.440 0.28613 0.056
Federal Agency Discos $ 4,276,000 2.469 0.20634 0.040
Federal Agency Coupons $ 27,255,000 2.448 1.30400 0.255
Municipal Bonds $ 13,635,000 2.533 0.67501 0.132
$ 51,166,000 2.47147
Portfolio Total $ 261,263,690 2.381

Weighted Face
Dollar Asset Distribution % Yield Amount
Liquidity 2507 $ 135,904,825
Mutual Funds 2.086| $ 74,192,866
Securities 2471  $ 51,166,000
Total Portfolio 2.381] $ 261,263,690

Portfolio Weighted Yield

Liquidity Mutual Funds Securities Total Portfolio

10



Maturity & Duration Analysis as of February 28, 2019

Face Individual Portfolio
Amount Maturity Weighted Maturity =~ Weighted Maturity
Liquidity
Texpool Prime $ 76,177,291 1 0.56052 0.292
Texpool $ 5,556,874 1 0.04089 0.021
TexStar $ 54,170,660 1 0.39859 0.207
$ 135,904,825 1.00000
Mutual Funds
Advantage Fd #008 $ 7,116,349 1 0.09592 0.027
Fidelity Fund $ 67,076,517 1 0.90408 0.257
$ 74,192,866 1.00000
Securities
CD Banks $ 6,000,000 131 15.36176 3.008
Federal Agency Discos $ 4,276,000 115 9.61068 1.882
Federal Agency Coupons $ 27,255,000 145 77.23830 15.126
Municipal Bonds $ 13,635,000 203 54.09657 10.594
$ 51,166,000 156.30731
Portfolio Total $ 261,263,690 31
Dollar Asset Distribution Face
(Maturity) Days Amount
Texpool Prime 11$ 76,177,291
Texpool 1 1% 54,170,660
TexStar 1 1% 5,556,874
Advantage Fd #008 119 7,116,349
Fidelity Fund 118% 67,076,517
Agency Discos 115 | $ 4,276,000
Agency Coupons 145 |$ 27,255,000
Municipal Bonds 203 | $ 13,635,000
CD Banks 131 |'$ 6,000,000
$ 261,263,690

CD Banks
Municipal Bonds
Agency Coupons

Agency Discos

Fidelity Fund {

11



Managed Portfolio By Maturity Timeframe

Time Frame Par Value %

** Mutual Funds $ 74,192,866 28.40%
** Texpool Prime $ 76,177,291 29.20%
** Texpool $ 5,556,874 2.10%
** TexStar $ 54,170,660 20.70%
00 - 03 Months $ 11,623,000 4.40%
03 - 06 Months $ 26,731,000 10.20%
06 - 12 Months $ 12,187,000 4.70%
12 - 24 Months $ 625,000 0.20%
Over 24 Months | $ - 0.00%
Total $ 261,263,690 100.00%

[** Liquid Funds - 1 day maturity |

12



Managed Portfolio By Fund Type

FUND TYPE PAR %
WATER & SEWER FUND $ 28,348,869 10.85%
W&S CONSTRUCTION FUNDS | $ 94,365,125 36.12%
INTEREST & SINKING BD FUND | $ 56,323,335 21.56%
GEN RESERVE BD FUND $ 37,975,182 14.54%
STORMWATER OPERFUND | § 3,863,819 1.48%
SW CONSTRUCTION FUNDS | § 27,989,012 10.71%
SW I&S and GEN BD RESRV FD | $ 12,398,349 4.75%
TOTAL $ 261,263,690 100.00%

OWATER & SEWER FUND BW&S CONSTRUCTION FUNDS DINTEREST & SINKING BD FUND
DOGEN RESERVE BD FUND BSTORMWATER OPER FUND BSW CONSTRUCTION FUNDS

BSW I&S and GEN BD RESRV FD

13



Security Purchases by Broker/Dealers
For Quarter December 1, 2018 thru February 28, 2019

# of Bids

INSTITUTIONS PAR % Awarded
Hilltop Securities Inc $ 395,000 2.41% 1
Wells Fargo $ 9,095,000 55.42% 5
Raymond James $ 6,920,000 42.17% 4
Total $ 16,410,000 100.00% 10

Hilltop Securities Inc

Wells Fargo

0.00 2.00

4.00

6.00

8.00

Millions

10.00 12.00 14.00 16.00
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Quarter Comparisons in Portfolio & Fund Balances

Quarter Ending Quarter Ending [ CEEL

FUND TYPE 2/28/2019 Nov-18 (Decrease)
Water & Sewer $ 28,348,869 | $ 41,023,105 -30.90%
TOTAL OPERATING $ 28,348,869 | $ 41,023,105 -30.90%
FUND TYPE

Improvement $ 47,435,259 | $ 44,453,163 6.71%
Contribution In Aid $ 473,060 | $ 190,780 147.96%
Tax Exempt Commercial Paper $ 4,568,420 | $ 2,346,389 94.70%
2015A Construction Bond Fd $ 1,614,168 | $ 1,769,962 -8.80%
2016 W_S Construction Bond Fd $ 9,635,959 | $ 12,281,431 -21.54%
2017 W_S Construction Bond Fd $ 27,771,948 | $ 40,977,574 -32.23%
2017A Construction Bond Fd $ 646,568 | $ 2,052,681 -68.50%
Land Reserve Fd $ 2,219,743 | $ 2,205,799 0.63%
TOTAL CONSTRUCTION $ 94,365,125 | $ 106,277,778 -11.21%
FUND TYPE

General Bond Reserve $ 37,975,182 | $ 37,073,887 2.43%
Interest & Sinking Bond $ 56,323,335 | $ 38,976,763 44.50%
TOTAL BOND & RESERVE $ 94,298,517 | $ 76,050,651 23.99%
TOTAL FUNDS $ 217,012,511 | $ 223,351,534 -2.84%

FUND TYPE

Quarter Ending
2/28/2019

Quarter Ending
Nov-18

Increase
(Decrease)

Stormwater Operating Fd 3,863,819 | $ 5,966,955 -35.25%
TOTAL OPERATING $ 3,863,819 | $ 5,966,955 -35.25%
FUND TYPE

Stormwater Improvement Fd $ 9,729,056 | $ 5,723,677 69.98%
SW2012 Construction Bond Fd $ 36,896 | $ 36,664 0.63%
2015 SW Construction Bond Fd $ 777,747 | $ 838,439 -7.24%
2016 SW Construction Bond Fd $ 2,588,147 | $ 2,771,748 -6.62%
2017 SW Construction Bond Fd $ 6,820,552 | $ 9,843,670 -30.71%
SW Open Space Fd $ 6,843,277 | $ 5,888,868 16.21%
SW Direct Funded Revolving Loan $ 1,193,338 | $ 2,520,392 -52.65%
TOTAL CONSTRUCTION $ 27,989,012 | $ 27,623,458 1.32%
FUND TYPE

SW General Bond Reserve $ 5,336,050 | $ 5,188,498 2.84%
SW Interest & Sinking Bond $ 7,062,298 | $ 4,745,017 48.84%
TOTAL BOND & RESERVE $ 12,398,349 | $ 9,933,515 24.81%
TOTAL FUNDS $ 44,251,180 | $ 43,523,928 1.67%
[TOTAL ALL FUNDS [$ 261,263,690 | $ 266,875,462 -2.10%
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Fiscal Year Changes in Portfolio & Broker/Dealer Positions

MUTUAL FUNDS $ 74,192,866 | $ 57,024,245 30.11%
TEXPOOL PRIME $ 76,177,291 | $ 103,330,778 -26.28%
TEXPOOL $ 5,556,874 | $ 1,108,253 401.41%
TEXSTAR $ 54,170,660 | $ 47,982,049 12.90%
IDP $ - $ 29,257,604 -100.00%
FEDERAL AGENCY DISCOUNTS $ 4,276,000 | $ 34,060,000 -87.45%
FEDERAL AGENCY COUPON SEC $ 27,255,000 | $ - 100.00%
MUNICIPAL BONDS $ 13,635,000 | $ 9,474,000 43.92%
CERTIFICATES OF DEPOSIT $ 6,000,000 | $ 15,000,000 -60.00%
TOTAL $ 261,263,690 | $ 297,236,928 -12.10%
Hilltop Securities Inc 24 37 -35.14%
Wells Fargo 36 32 12.50%
Ramirez & CO 7 19 -63.16%
BBVA Compass Bank 22 15 46.67%
Raymond James 17 26 -34.62%
Piper Jaffray 12 15 -20.00%
Total 118 144 -18.06%
Hilltop Securities Inc $ 52,916,000 | $ 140,463,000 -62.33%
Wells Fargo $ 61,716,000 | $ 53,174,000 16.06%
Ramirez & CO $ 29,378,000 | $ 34,942,000 -15.92%
BBVA Compass Bank $ 22,595,000 | $ 15,000,000 50.63%
Raymond James $ 44,299,000 | $ 80,519,000 -44.98%
Piper Jaffray $ 36,772,000 | $ 47,546,000 -22.66%
Total $ 247,676,000 | $ 371,644,000 -33.36%
US Agency Coupon Securities 2.448% 0.000% 100.00%
US Agency Discount Securities 2.469% 1.381% 78.78%
Municipal Bonds 2.533% 1.402% 80.67%
Certificates of Deposit 2.440% 1.217% 100.49%
Texpool Prime 2.592% 1.575% 64.57%
Texpool 2.397% 1.344% 78.35%
Texstar 2.400% 1.352% 77.51%
IDP 0.000% 1.348% -100.00%
Portfolio Total 2.381% 1.364% 74.48%
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Amount $

Broker/Dealer
Wells Fargo
Wells Fargo
Alex Brown
Alex Brown
Wells Fargo

Hilltop Securities
Hilltop Securities
Piper Jaffray
Piper Jaffray

Ramirez & Co.

Ramirez & Co.
Alex Brown
Alex Brown

Security Bids by Broker/Dealer
For Quarter December 2018 thru February 2019

8,900,000

Fund
SW 1&S
1&S
SW GEN
GEN
GEN
GEN
1&S
GEN
SW GEN
GEN
SW GEN
GEN
GEN

Security Type

FHLBDN
FHLBDN
MUNI
MUNI
FNMA
MUNI
FHLB
FMCDN
FHLB
FHLMC
FHLB
FHDN
FHDN

Par Value

17

755,000
5,765,000
25,000
300,000
1,660,000
395,000
1,000,000
350,000
250,000
300,000
25,000
300,000
250,000

Bid Date

12/10/2018
12/10/2018
12/10/2018
12/10/2018
12/28/2018
12/31/2018
12/10/2018
12/10/2018
12/10/2018
12/10/2018
12/10/2018
12/28/2018
12/28/2018

Maturity

Date
2/22/2019
2/22/2019
12/15/2019
12/15/2019
10/9/2019
10/1/2019
2/28/2019
5/19/2019
6/5/2019
12/26/2019
12/2/2019
4/23/2019
7/10/2019

Yield
2.39
2.39
2.75
2.75
2.69
2.58
2.34
2.48
2.50
2.34
2.66
2.40
2.50

Action
Selected
Selected
Selected
Selected
Selected
Selected



Amount $§

Broker/Dealer
Piper Jaffray
Piper Jaffray
Alex Brown
Alex Brown
Wells Fargo
Wells Fargo

Security Bids by Broker/Dealer

For Quarter December 2018 thru February 2019

6,595,000

Fund
1&S
SW 1&S
1&S
SW 1&S
1&S
SW 1&S

Security Type

FHLBDN
FHLBDN
FHLB
FHLB
FHLB
FNMA

18

Par Value

5,810,000
785,000
5,810,000
785,000
5,810,000
495,000

Bid Date

1/8/2019
1/8/2019
1/8/2019
1/8/2019
1/8/2019
1/8/2019

Maturity

Date

2/26/2019
2/26/2019
2/26/2019
2/26/2019
2/26/2019
2/19/2019

Yield
2.44
2.44
2.40
2.40
2.40
2.38

Action
Selected
Selected



Security Bids by Broker/Dealer
For Quarter December 2018 thru February 2019

Amount $ 915,000
Maturity
Broker/Dealer Fund Security Type Par Value Bid Date Date Yield Action

Wells Fargo GEN FHLMC 745,000  2/1/2019  7/19/2019 2.44 Selected
Wells Fargo SW GEN FHLMC 170,000  2/1/2019 7/19/2019 2.44 Selected
Alex Brown GEN FNMA 745,000  2/1/2019  7/29/2019  2.40
Alex Brown GEN FHLMC 745,000  2/1/2019  9/27/2019  2.41

Hilltop Securities GEN FHLB 745,000  2/1/2019  2/4/2020  2.50
Piper Jaffrey SW GEN FMCDN 170,000  2/1/2019 5/13/2019  2.37

Piper Jaffrey GEN FHLB 745,000  2/1/2019  7/26/2019  2.39

19
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RULES AND REGULATIONS NO. 10

RULES AND REGULATIONS ESTABLISHING THE
INVESTMENT POLICY FOR THE PUBLIC SERVICE BOARD

BY THE AUTHORITY GRANTED TO THE PUBLIC SERVICE BOARD BY VIRTUE OF ARTICLES 1111-1118,
REVISED CIVIL STATUTES OF TEXAS, THE PUBLIC FUNDS INVESTMENT ACT, CHAPTER 2256 TEXAS
GOVERNMENT CODE, AND ORDINANCE 752, PASSED AND APPROVED BY THE CITY COUNCIL OF
THE CITY OF EL PASO, TEXAS ON MAY 22, 1952, AND AS THEREAFTER AMENDED, NOW, THEREFORE BE
IT RESOLVED BY THE PUBLIC SERVICE BOARD OF EL PASO:

THAT PUBLIC SERVICE BOARD RULES AND REGULATIONS NO. 10 ESTABLISHING THE
INVESTMENT POLICY FOR THE PUBLIC SERVICE BOARD ARE HEREBY AMENDED BY ADOPTION OF NEW
RULES AND REGULATIONS NO. 10, WHICH SUPERSEDE AND REPLACE THE EXISTING RULES AND
REGULATIONS NO.10, AND WHICH SHALL READ AS FOLLOWS:

SECTION 1 TABLE OF CONTENTS

The following headings or captions are adopted as the Table of Contents for Public Service Board Rules and
Regulations No. 10.
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SECTION Il POLICY

It is the policy of the ElI Paso Water Utilities that, giving due regard to the safety and risk of investment, all
available funds shall be invested in conformance with State and Federal Regulations, applicable Bond Ordinance
requirements (specifically the Public Funds Investment Act, Texas Government Code, Chapter 2256, the “Act”), to define,
adopt and review a formal investment strategy and policy.

In accordance with Chapter 402552, Subchapter C of the Texas Local Government Code, the City of El Paso
established the El Paso Municipal Drainage Utility System under the auspices of the EI Paso Water Utilities Public Service
Board with the complete authority and control of the management and operation of the System vested in the Board. The
Board will establish a drainage utility fund. All drainage utility fees shall be deposited as collected and received into this
fund and shall be used exclusively for the drainage services set forth under the Act, including but not limited to those
services referenced in Local Government Code Section 402552.044(2). The revenues collected from drainage utility
fees must be segregated and completely identifiable from other City or Board accounts. Any investments made of
such funds shall be in accordance with the Texas Public Funds Investment Act and the Investment Policy of the EI Paso
Water Utilities Public Service Board as may be amended from time to time.

Management responsibility for the investment program is hereby delegated to the Investment Committee, which shall
establish written procedures for the operation of the investment program consistent with this Investment Policy. The Audit,
Finance and Investment Committee shall be made up of three Public Service Board Members designated by the Board, the
President/CEO, the General Counsel, Vice President, Chief Financial Officer, Fiscal
Operations Manager Treasury Manager

Effective cash management is recognized as essential to good fiscal management. Aggressive cash management and
effective investment strategy development will be pursued to take advantage of interest earnings as viable and material
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revenue to all PSB funds. The PSB portfolio shall be designed and managed in a manner responsive to the public trust
and consistent with these Rules and Regulations. Investments shall be made with the primary objectives of:

=  Preservation of capital;

=  Safety of PSB funds;

« Maintenance of sufficient liquidity;

= Maximization of return within acceptable risk constraints; and,
= Diversification of investments.

SECTION Il PURPOSE

A

FORMAL ADOPTION
This Investment Policy is authorized by the Public Service Board.

SCOPE

This Investment Policy applies to all of the investment activities of the PSB. These Rules and Regulations
—establish guidelines for: (1) who can invest PSB funds; (2) how PSB funds will be invested; and, (3) -when
and how a periodic review of investments will be made. In addition to these Rules and Regulations, bond funds (as
defined by the Internal Revenue Service) shall be managed by their governing ordinance -and  all  applicable
State and Federal Law. These funds are accounted for in the PSB Comprehensive Annual Financial Report
(CAFR) and include Operating Funds, the General Bond Reserve Fund, the Interest and Sinking Fund, and
various Improvement & Construction Funds.

INVESTMENT STRATEGY

The PSB shall annually have a review and adoption of its investment policy and strategies. The PSB attempts to
match its investments with anticipated cash flow requirements. Unless matched to a specific cash flow, with the
exception of debt service reserve funds, the PSB will not directly invest in securities maturity more than three (3)
years from the date of purchase; however, the above described obligations, certificates, or agreements may be
collateralized using longer dated investments. The composite portfolio will have a weighted average maturity of
one (1) year or less. This dollar weighted average maturity will be calculated using the stated final maturity dates of
each security. The investment strategy must describe the investment objectives for each particular fund according to
the following objectives:

* Investment suitability;
=  Preservation and safety of principal;

« Liquidity;
= Diversification; and,
=  Yield

= Public Trust

SECTION IV INVESTMENT OBJECTIVES

A

SAFETY OF PRINCIPAL

The primary objective of all investment activity is the preservation of capital and the safety of principal in the

overall portfolio. Each investment transaction shall seek to ensure first that capital losses are avoided, whether

they are from securities defaults or erosion of market value. Investments shall be undertaken in a manner that

seeks to ensure the preservation of capital in the overall portfolio. The objective will be to mitigate credit and
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interest rate risk.

[ Credit Risk - The PSB will minimize credit risk, the risk of loss due to failure of the security issuer
backer, by:
. Limiting investments to the safest types of securities
. Pre-qualifying the financial institutions and broker/dealers with which the PSB will do
business
" Diversifying the investment portfolio so that potential losses on individual securities will be
minimized.
| Interest Rate Risk - The PSB will minimize the risk that the market value of securities in the

portfolio will fall due to changes in general interest rates, by:

. Structuring the investment portfolio so that securities mature to meet cash requirements for
ongoing operations, thereby avoiding the need to sell securities on the open market prior to
maturity.

. Investing operating funds primarily in shorter-term securities, money market mutual funds, o,

similar investment pool.

MAINTENANCE OF ADEQUATE LIQUIDITY

The investment portfolio will remain sufficiently liquid to meet the cash flow requirements that might be
reasonably anticipated. Liquidity shall be achieved by matching investment maturities with forecasted cash flow
requirements; investing in securities with active secondary markets; and maintaining appropriate portfolio
diversification.

YIELD

The investment portfolio shall be designed with the objective of attaining a market rate of return throughout
budgetary and economic cycles, taking into account the investment risk constraints and liquidity needs. Return on
investment is of secondary importance compared to the safety and liquidity objectives described above. The core
of investments is limited to relatively low risk securities in anticipation of earning a fair return relative to the
risk being assumed.

PUBLIC TRUST

All participants in the PSB investment process shall seek to act responsibly as custodians of the public. Investment
officials shall avoid any transactions which might impair public confidence in the PSB’s ability to operate.

SECTION V INVESTMENT PROCEDURES-A

A

AUTHORIZED INVESTMENTS

Investments described below are authorized by Chapter 2256, Texas Government Code, as eligible
securities for the PSB. The purchase of specific issues may at times be restricted or prohibited by the
Investment Committee. PSB funds may be invested in:

1. Obligations, including letters of credit, of the United States or its agencies and instrumentalities, including
Federal Home Loan Banks and excluding mortgage backed securities, collateralized mortgage obligations
and real estate mortgage investment conduits.
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Direct obligations of the State of Texas, or its agencies and instrumentalities.

Other obligations, the principal and interest of which are unconditionally guaranteed or insured by, or
backed by the full faith and credit of, the State of Texas, 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. Excluding mortgage
backed securities, collateralized mortgage obligations and real estate investment conduits.

Other obligations of states, agencies, counties, cities, and other political subdivisions of any State having
been rated as to investment quality by a nationally recognized investment rating firm and having received
a rating of not less than “A” or its equivalent.

Fully collateralized repurchase agreements having a defined termination date, placed through a primary
government securities dealer, as defined by the Federal Reserve, or a financial institution that has its main
office or a branch office in Texas, and secured by obligations described by #1 above, which are eligible
investments under the Public Funds Investment Act, pledged with a third party selected or approved by
the PSB, and having a market value of not less than the principal amount of the funds disbursed. The
term includes direct security repurchase agreements and reverse repurchase agreements structured in
compliance with the Texas Government Code and purchased only through approved investment Pools or
Money Market Mutual Funds. All PSB repurchase agreement transactions shall be governed by a signed
Master Repurchase Agreement.

Certificates of deposit issued by state and national banks and/or depository institutions that has its main
office or a branch office in Texas and is:

a. Guaranteed or insured by the Federal Deposit Insurance Corporation, or its successor, or
insured by the National Credit Union Share Insurance Fund or its successor and is secured by
obligations that are obligations under the law and described by #1-4 above, which are intended
to include all direct Federal agency or instrumentality issued mortgage backed securities, but
excluding those mortgage backed securities of the nature described in Section 2256.009(b) of
the Texas Government Code, that have a market value of not less than the principal amount of
the certificates, or secured in accordance with Chapter 2257 or in any other manner and amount
provided by law for deposits of the PSB;

b. Governed by a Depository Contract, that complies with Federal and State regulation to properly
secure a pledged security interest; and,

c. Solicited for bid orally, in writing, electronically, or any combination of those methods.

d. 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 if an
authorized investment under this subchapter:

1) The funds are invested by an investing entity through:
A) A broker that has a 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

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 the account
of the investing entity;
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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;

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 investing entity with respect to the certificates of deposit
issued for the account of the investing entity;

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
Interest-bearing banking deposits other than those described by Subdivision (7) if:
a. the funds invested in the banking deposits are invested through:
1) 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

2) 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 depository
institutions, regardless of where located, 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:
1) the depository institution selected as described by Paragraph (A);
2) an entity described by Section 2257.041(d); or
3) a clearing broker dealer registered with the Securities and Exchange Commission and
operating under Securities and Exchange Commission Rule 15¢3-3 (17 C.F.R. Section
240.15c3-3).

Eligible money market funds must provide PSB with a fund prospectus.

(@) A no-load money market mutual fund is an authorized investment under this subchapter if the
mutual fund:
(1) is 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 seq.); and

(3) complies with federal Securities and Exchange Commission Rule 2a-7 (17 C.F.R. Section
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10.

270.2a-7), promulgated under the Investment Company act of 1940 (15 U.S.C. Section 80a-
letseq.)

(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) is 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) The PSB may not invest funds under its control in an amount that exceeds 10% of the total
assets of any individual money market mutual fund or exceeds 80% of the PSB’s
monthly average fund balance, excluding bond proceeds and reserves and other funds
held for debt service in money market mutual funds.

Eligible Investment Pools as defined in Section 2256.016 of the Texas Government Code, provided that:

(@) 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 its 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:

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

) 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;

(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 safe keep the pool's assets;

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

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

(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) amonthly 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 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) alisting 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.
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B.

(&) In this section, "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.

()  To be eligible to receive funds from and invest funds on behalf of an entity under this chapter,
a public funds investment pool that uses amortized cost or fair value accounting must mark its
portfolio to market daily, and, to the extent reasonably possible, stabilize at a $1.00 net asset
value, when rounded and expressed to two decimal places. 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, the
governing body of the public funds investment pool shall 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. In addition to the requirements of its investment policy and any other
forms of reporting, a public funds investment pool that uses amortized cost shall report yield to
its investors in accordance with regulations of the federal Securities and Exchange Commission
applicable to reporting by money market funds.

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

(h)  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.

(i) To maintain eligibility to receive funds from and invest funds on behalf of an entity under this
chapter, an investment pool must:

(1) be continuously rated no lower than AAA or AAA-m or at an equivalent rating by at least
one nationally recognized rating service.

) Make available to the entity an annual audited financial statement of the investment pool
in which the entity has funds invested.

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

NOT AUTHORIZED
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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.

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

5. Neither shall investments be made in obligations that are secured by these prohibited investments.

6. Collateral debt obligations (CDOs) structured asset-backed securities that are issued by special purpose
entities and collateralized by debt obligations including bonds and loans.

PROTECTION OF PRINCIPAL

The PSB shall seek to control the risk of loss due to the failure of a security issuer or grantor. Such risk shall be
controlled by investing only in the safest types of securities as defined in these Rules and Regulations, by
collateralization as required by law, and through portfolio diversification by maturity and type.

The purchase of individual securities shall be executed “delivery versus payment”— (DVP) through the PSB
Safekeeping Agent. By so doing, PSB funds are not released until the PSB has received, through the
Safekeeping Agent, the securities purchased.

1. Diversification by Investment Type

Diversification by investment type shall be maintained by ensuring an active and efficient secondary market
in portfolio investments and by controlling the market and opportunity risks associated with specific
investment types.

Risk is controlled through portfolio diversification which shall be achieved by the following general

guidelines:

Limiting investments to avoid over concentration in securities from a specific issuer or
business sector (excluding U.S. Treasury securities)

Limiting investments in securities that have a higher credit risks,

Investing in securities with varying maturities,

and

Continuously investing a portion of the portfolio in readily available funds such as local
government investment pools (LGIPs), money market funds.

Diversification by investment type shall be established by the following maximum percentages of
investment type to the total PSB investment portfolio:

U.S. GOVEINMENT SECUNTLIES .....c.vivveiiiiieiiriie st 100%
State, Agencies, Counties, Cities, and Other...........ccceiiiiiiiiiiieee e 50%
Certificates OF DEPOSIE ... .ve et 50%
Money Market MUUAI FUNGS .......oviiiiiiee e 80%
Eligible INVESIMENE POOIS ..o e 100%

Bond proceeds may be invested in a single security or investment if the Chief Financial Officer
determines that such an investment is necessary to comply with Federal arbitrage restrictions or to
facilitate arbitrage record keeping and calculation.
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Diversification by Investment Maturity

In order to minimize risk of loss due to interest rate fluctuation, investment maturities will not
exceed the anticipated cash flow requirements of the funds.

Maturity guidelines by fund are as follows:

a. Operating Fund
The weighted average days to maturity for the operating fund portfolio shall be less than 270

days and the maximum allowable maturity shall be two years-

b. Improvement & Construction Funds

The investment maturity of construction fund proceeds (excluding reserve and debt service
funds) shall generally be limited to the anticipated cash flow requirement or the “temporary
period,” as defined by Federal tax law. Improvement & Construction funds may be invested
for three years at an unrestricted yield. After the expiration of the temporary period,
construction fund proceeds subject to yield restriction shall be invested considering the
anticipated cash flow requirements of the funds and market conditions to achieve
compliance with the applicable regulations.

C. Debt Service Reserve Funds
Market conditions, Bond Ordinance constraints and arbitrage regulations compliance will be
considered when formulating Debt Service Reserve Fund strategy. Maturity limitations shall
generally not exceed the call provisions of the Bond Ordinance and shall not exceed the final
maturity of the bond issue or five years, whichever is shorter.

d. Debt Service Funds
Debt Service Funds shall be invested to ensure adequate funding for each consecutive debt
service payment. The Investment Officers shall invest in such a manner as not to exceed an
“unfunded” debt service date with the maturity of any investment an unfunded debt service date
is defined as a coupon or principal payment date that does not have cash or investment securities
available to satisfy said payment.

PSB funds that are considered “bond proceeds” for arbitrage purposes will be invested using
a more conservative approach than the standard investment strategy when compliance
with the arbitrage regulations will result in a rebating of any excess earnings.

Ensuring Liquidity

Liquidity shall be achieved by anticipating cash flow requirements by investing in securities with
active secondary markets and by investing in eligible money market mutual funds and local government
investment pools.

A security may be liquidated to meet unanticipated cash requirements, to re-deploy cash into other
investments expected to outperform current holdings, or otherwise to adjust the portfolio.

Collateralization

Consistent with the State law, the PSB requires all deposits in depository institutions to be insured.
Amounts not insured must be collateralized with eligible securities. Financial institutions serving as
PSB Depositories will be required to sign a Depository Agreement with the PSB and the PSB
safekeeping agent. The safekeeping portion of the Agreement shall define the PSB rights to the
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collateral in case of default, bankruptcy, or closing and shall establish a perfected security interest
in compliance with Federal and State regulations, including:

. The Agreement must be in writing;

. The Agreement has to be executed by the Depository and the PSB contemporaneously with
the acquisition of the asset;

. The Agreement must be approved by the Board or the Loan Committee of the Depository and
a copy of the meeting minutes must be delivered to the PSB; and,

- The Agreement must be part of the Depository’s “official record” continuously from its
execution.

Consistent with the requirements of the Public Funds Collateral Act, it is the policy of the PSB to require
full collateralization of all PSB investments and funds on deposit with a depository bank, other than
investments which are obligations of the U.S. government and its agencies and instrumentalities. At
its discretion, the PSB may require a higher level of collateralization for certain investment securities.
Securities pledged as collateral shall be held by an independent third party with whom the PSB has a
current custodial agreement.  The Chief Financial Officer is responsible for entering into
collateralization agreements with third party custodians in compliance with this Policy. The agreements
are to specify the acceptable investment securities for collateral, including provisions relating to
possession of the collateral, the substitution for release of investment securities, ownership of securities,
and the method of valuation of securities. A clearly marked evidence of ownership (safekeeping receipt)
must be supplied to the PSB and retained. Collateral shall be reviewed at least weekly to assure the
market value of the pledged securities is adequate.

a. Allowable Collateral

The Public Service Board shall accept only the following securities as collateral:

= FDIC and NCUA insurance coverage.

=  Abond, certificate of indebtedness, or Treasury Notes of the United States, or other evidence
of indebtedness of the United States that is guaranteed as a principal and interest by the
United States.

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

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

= Surety Bonds

b. Collateral Levels
In order to anticipate market changes and provide a level of security for all funds, the
collateralization level will be 102% of market value of principal and accrued interest on the
deposits or investments less an amount insured by the FDIC and NCUA.

C. Monitoring Collateral Adequacy
The PSB shall require monthly reports with market values of pledged securities from all
financial institutions with which the PSB has collateralized deposits. The Investment
Officers will monitor adequacy of collateralization levels to verify market values and total
collateral positions.
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Additional Collateral and Securities

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 Collateralized Deposit
will be notified by the Investment Officers and will be required to pledge additional
securities no later than the end of the next business day.

e. Collateral Substitution
Collateralized certificates of deposit often require substitution of collateral. Any financial
institution requesting substitution must contact the Investment Officers for approval and
settlement. The substituted security’s value will be calculated and substitution approved if its
value is equal to or greater than the required security level. The Investment Officers, or their
designee, must provide written notification of the decision to the bank or the safekeeping agent
holding the security prior to any security release. Substitution is allowable for all
transactions, but should be limited, if possible, to minimize potential administrative problems
and transfer expense. The Investment Officers may limit substitution and assess appropriate
fees if substitution becomes excessive or abusive.

f. Subject to Audit
All collateral shall be subject to inspection and audit by the EPWU Chief Financial Officer or
the PSB’s independent auditors.

5. Safekeeping

a. Safekeeping Agreement
The PSB shall contract with a bank or other depository institutions for the safekeeping of
securities either owned by the PSB as a part of its investment portfolio or as part of its
depository.

b. Safekeeping of Collateralized Deposits Collateral

All collateral securing bank or other depository institutions deposits must be held by a third-
party banking institution acceptable to and under contract with the PSB, or by the Federal
Reserve Bank, except the collateral for certificates of deposits in banks. The collateral for
certificates of deposits in banks will be registered in the PSB’s name in the bank’s trust
department or, alternatively, in a Federal Reserve Bank account in the PSB’s name, or a third
party bank in the PSB’s name, at the PSB’s discretion. Original safekeeping receipts
shall be obtained.

INVESTMENT ADVISORS AND INVESTMENT PROVIDERS

Investment Advisors are brokers/dealers, banks, and other financial institutions who may participate in the
management or handling of PSB cash and investments.

Investment Advisors shall adhere to the spirit, philosophy and specific term of these Rules and Regulations and
shall invest within the same “Standard of Care”. Investment Providers shall adhere to the spirit and philosophy of

the Rules and Regulations and shall avoid recommending or suggesting transactions outside that “Standard of

Care”.

The Investment Officers will establish criteria to evaluate Investment Advisors and Investment Providers,

including:

Rules & Regulations No. 10 April 102, 2019 p. 14



= Investment performance and transaction pricing within accepted risk constraints;
= Understanding of the inherent fiduciary responsibility of investing public funds; and,

« Similarity in philosophy and strategy with the PSB objectives.

« Adherence to the PSB policies, procedures and strategies;
« Responsiveness to the PSB request for services, information, and open communication;

Business organizations eligible to transact investment business with the PSB shall be presented a written copy
of this Investment Policy. For purpose of this subsection, “business organizations” means an investment
pool or investment management firm under contract with the PSB to invest or manage the PSB investment
portfolio. Additionally, the registered principal of the business organization seeking to transact investment
business shall execute a written instrument substantially to the effect that the registered principal has: (1)
received and reviewed this Investment Policy; and, (2) acknowledged that the organization has implemented
reasonable procedures and controls in an effort to preclude imprudent investment activities with the PSB.

Brokers must comply with FINRA Rule 2111 which requires brokers to have a reasonable basis to believe that
a recommendation is suitable for the PSB based on the PSB’s investment profile.

The PSB shall not enter into an investment transaction with a business organization prior to receiving the written
instrument described above.

SELECTION OF BANKS AND DEALERS

1. Authorized Brokers/Dealers

Selection of Investment Advisors and Providers will be performed by the PSB. The PSB shall select
dealers reporting to the Market Reports Division of the Federal Reserve Bank of New York, also known as
“Primary Government Security Dealers”, or regional dealers that qualify under Securities and Exchange
Commission (SEC) Rule 15C3-1 (uniform net capital rule.)

Selected Investment Advisors and Providers shall provide timely transaction confirmations and monthly
activity reports.

All financial institutions and broker/dealers who desire to become qualified bidders for investment
transactions must supply the following as appropriate:

" audited financial statements

. completed broker/dealer questionnaire

. certification of having read and understood the PSB’s investment policy and agreeing to
. comply with the policy

The PSB Investment Committee shall, at least annually, review, revise, and adopt a list of qualified brokers that
are authorized to engage in investment transactions with the entity.

2. Competitive Bids

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

3. Delivery vs. Payment

Securities shall be purchased using the delivery vs payment method with the exception of
investment pools and mutual funds. Funds shall not be wired or paid until verification has been made
that the Trustee received the correct security. The security shall be held in the name of the PSB or held
on behalf of the PSB. The Trustee’s records shall assure the notation of the PSB’s ownership of or
explicit claim on the securities. The original copy of all safekeeping receipts shall be delivered to the
PSB.

4, Depository

At least every five years a Depository shall be selected through the PSB’s banking service
procurement process, which shall include a formal request for proposal (RFP). The selection of a
depository will be determined by competitive bid and evaluation of bids will be based on the following
selection criteria:

] The ability to qualify as a depository for public funds in accordance with state and local
laws.

] The ability to provide requested information or financial statements for the periods
specified.

" The ability to meet all requirements in the banking RFP.

" Complete response to all required items on the bid form.

. Lowest net banking service cost, consistent with the ability to provide an appropriate level of
service.

" The credit worthiness and financial stability of the bank.

F. RESPONSIBILITY AND CONTROLS

1. Authority to Invest
The Chief Financial Officer, Vice President, Treasury Manager, and Fiscal Operations Manager are the
“Investment Officers” of the PSB. As Investment Officers, they are authorized to deposit, withdraw,

invest, transfer, execute documentation, and otherwise manage PSB funds according to these Rules
and Regulations.

The Chief Financial Officer and designated Investment Officers must attend ten (10) hours of

training within twelve (12) months of taking office. The Chief Financial Officer and designated
investment officers must attend eight (8) hours of training relating to investment responsibilities not less
than once in a two year period that begins on the first day of that local government fiscal year and
consists of the two consecutive fiscal years after that date. The investment training session shall be
provided by an independent source approved by the PSB. For purposes of this policy, an “independent
source” from which investment training shall be obtained shall include a professional organization, an
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institute of higher leading or any other sponsor other than a business organization with whom the PSB
may engage in an investment transaction.

Prudent Investment Management

The designated Investment Officers shall perform their duties in accordance with the adopted
Investment Policy and internal procedures. In determining whether an adopted Investment Officer has
exercised prudence with respect to an investment decision, the investment of all funds over which the
Investment Officer had responsibility, rather that the prudence of a single investment, shall be
considered. Investment Officers, acting in good faith and in accordance with these policies and
procedures, shall be relieved of personal liability.

Standard of Care
The standard of care used by the PSB shall be the “prudent investor rule”, and shall be applied in the
context of managing the overall portfolio within the applicable legal constraints. The Public Funds
Investment Act states:

“Investments shall 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.”

Standard of Ethics

The designated Investment Officers shall act as custodians of the public trust, avoiding any transaction
which might involve a conflict of interest, the appearance of a conflict of interest, or any activity which
might otherwise discourage public confidence. Investment Officers shall refrain from personal business
activity 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 shall file with the
Texas Ethics Commission and the Board a statement disclosing any personal business relationship with
an entity seeking to sell investments to the PSB or any relationship within the second degree by affinity
or consanguinity to an individual seeking to sell investments to the PSB. For purposes of this policy, an
investment official has a personal business relationship with a business organization if:

] the investment official owns 10 percent or more of the voting stock or shares of the
organization or owns $5,000 or more of the fair market value of the business organization if;

. funds received by the investment official from the business organization exceed 10 percent of
the investment official’s gross income for the previous year;

. the investment official has acquired from the business organization during the

previous year investments with a book value of $2,500 or more for the personal
account of the investment official.

Establishment of Internal Controls
The Chief Financial Officer will maintain a system of internal controls over the investment activities
of the PSB.

Reporting
Investment performance will be monitored and evaluated by the Investment Officers. The Investment

Officers will provide a quarterly comprehensive report signed by all to the Board. This investment
report must:
=  Contain a summary statement of each pooled fund group that states the:
a) Beginning market value for the reporting period
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b) Ending market value for the period

= Describe in detail the investment position of the PSB;

« State the reporting period market value of each pooled fund group;

= State the reporting period book value, market value and accrued interest for each investment security
at the end of the reporting period by asset type and fund type;

» State the maturity date of each investment security;

= State the fund for which each investment security was purchased; and,

= State the compliance of the investment portfolio with the PSB’s Investment Policy and

» Investment Strategy Statement, and the Public Funds Investment Act.

The PSB, in conjunction with its annual financial audit, shall perform a compliance audit of management controls
on investments and adherence to the PSB’s investment policies, procedures and strategies.

7. Portfolio Pricing
Current market prices for individual securities held in the portfolio shall be obtained at least

quarterly. This will ensure that the minimal amount of review has been performed on the
investment portfolio in terms of value and subsequent price volatility. These prices should be obtained
from a reputable source including, but not limited to the Wall Street Journal, Bloomberg Capital Markets,
PSB’s safekeeping agent and broker/dealers other than those who originally sold the security to the
PSB.

PERFORMANCE

1. Performance Standards
The PSB’s investment portfolio will be managed in accordance with the parameters specified within this
policy. The portfolio shall be designed with the objective of obtaining a rate of return through budgetary
and economic cycles, commensurate with the investment risk constraints and the cash flow requirements
of the PSB.

Performance Benchmarks

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

ATTACHMENT A INVESTMENT STRATEGY STATEMENT

PREFACE

It is the policy of the PSB that, giving due regard to the safety and risk of investment, all available funds shall be
invested in conformance with State and Federal investment regulations, applicable Bond Ordinance requirements,
adopted Investment Policy and Investment Strategy.

In accordance with the Public Funds Investment Act, the PSB strategies shall address the following
objectives (in order of importance):

= Understanding the suitability of the investment to the financial requirements of the PSB;
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= Preservation and safety of principal;
= Liquidity;
» Marketability of the investment if the need arises to liquidate the investment prior to maturity; and,

= Yield.

Effective investment strategy development coordinates the primary objectives of the PSB investment policies
and procedures and cash management practices with investment security risk/return analysis to enhance interest
earnings and reduce investment risk. Aggressive cash management will be used to increase the available
“investment period”. Maturity selections shall be based on cash flow and market conditions to take advantage

of interest earnings as a viable and material revenue to all PSB funds. The PSB’s portfolio shall be designed

and managed in a manner responsive to the public trust and consistent with the PSB’s policies and procedures.

Each major fund type has varying cash flow requirements and liquidity needs. Therefore, specific strategies shall
be implemented considering the fund’s unique requirements. PSB funds shall be analyzed and invested
according to the following major fund types:

= Operating Funds;

= Improvement and Construction Funds;
« Debt Service Reserve Funds; and,

= Debt Service Funds.

INVESTMENT STRATEGY

In order to minimize risk of loss due to interest rate fluctuations, investment maturities will not exceed the
anticipated cash flow requirements of the funds. Investing guidelines by fund type are as follows:

1. Operating Funds

a.

Suitabilit
Any investment eligible in the Investment Policy is suitable for the Operating Funds.

Safety of Principal

All investment will be of high quality securities with no perceived default risk. Market price
fluctuations will be managed by the weighted average days to maturity for the Operating Pool
portfolio to less than 270 days and restricting the maximum allowable maturity to two years,
the price volatility of the overall portfolio will be minimized

Marketability
Securities with active and efficient secondary markets are necessary in the event of an

unanticipated cash requirements. Historical market “spreads” between the bid and offer

prices of a particular security-type of less than a quarter of a percentage point shall define an
efficient secondary market.

Liguidity

The Operating Fund requires the greatest short term liquidity of any of the fund types.
Short term investment pools and money market mutual funds shall provide daily liquidity
and may be used as a competitive yield alternative to fixed maturity investments.

Diversification
Investment maturities shall be staggered throughout the budget cycle to provide cash flow
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3.

based on the anticipated operating needs of the PSB. Market cycle risk will reduced by
diversifying the appropriate maturity structure throughout two years.

f. Yield
Attaining a competitive yield for comparable security-types and portfolio restrictions is the
desired objective. The yield of an equally weighted, rolling three-month treasury bill
portfolio shall be the minimum yield objective.

Improvement & Construction Funds

a. Suitability
Any investment eligible in the Investment Policy is suitable for the Improvement &
Construction Fund.

b. Safety of Principal
All investments will be of high quality securities with no perceived default risk. Market
price fluctuations will however occur, by managing the Improvement & Construction Fund’s
portfolio to not exceed the anticipated expenditure schedule the market risk of the overall
portfolio will be minimized.

c. Marketability
Securities with active and efficient secondary markets are necessary in the event of an

unanticipated cash requirement. Historical market “spreads” between the bid and offer
prices of a particular security - type of less than a quarter of a percentage point
shall define an efficient secondary market.

d. Liquidity
Improvement & Construction funds used for construction programs have reasonably
predictable draw down schedules. Therefore investment maturities shall generally follow
the anticipated cash flow requirements. Investment pools and money market mutual funds shall
provide readily available funds generally equal to one month’s anticipated cash flow needs, or
a competitive yield alternative for short term fixed maturity investments

e. Diversification
Market conditions and the arbitrage regulations influence the attractiveness of staggering the
maturity of fixed rate investments for bond proceeds. Generally, if investment rates exceed the
applicable arbitrage yield for a specific bond issue, the PSB is best served by locking in most
investments. If the arbitrage yield cannot be exceeded, then concurrent market conditions will
determine the attractiveness of diversifying maturities or investing in shorter and larger lumps.
At no time shall the anticipated expenditure schedule be exceeded in an attempt to bolster

Achieving a positive spread to the applicable arbitrage yield is the desired objective for
Bond Proceeds. For other Improvement & Construction Funds, the yield of an equally
weighted, rolling treasury bill portfolio shall be the minimum yield
objective.

Debt Service Reserve Funds
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Suitability

An investment eligible in the Investment Policy is suitable for the Debt Service Reserve Funds.
Bond Ordinance and loan documentation constraints and insurance company restrictions may
create specific considerations in addition to the Investment Policy.

Safety of Principal

All investments will be of high quality securities with no perceived default risk. Market
price fluctuations will however occur, by managing the Debt Service Reserve Fund’s
portfolio maturities to not exceed the call provisions of the borrowing will reduce the
investment’s market risk if the PSB’s debt is redeemed and the reserve fund liquidated. No
investment maturity shall exceed the final maturity of the borrowing or five years, whichever
is shorter. Annual market-to-market requirements or specific maturity and average life
limitations within the borrowing’s documentation will influence the attractiveness of market
risk and may reduce the opportunity for maturity extensions.

Marketability
Securities with less active and efficient secondary markets are acceptable for Debt Service

Reserve Funds.

Liquidity

Debt Service Reserve Funds have no anticipated expenditures. The funds are deposited to
provide annual debt service payment protection to the PSB’s debt holders. The funds
are “returned” to the PSB at the final debt service payment. Market conditions
and arbitrage regulation compliance determine the advantage of security
diversification and liquidity. Generally if investment rates exceed the cost of
borrowing, the PSB is best served by locking in investment maturities and reducing
liquidity. If the borrowing cost cannot be exceeded, then concurrent market conditions
will determine the attractiveness of locking in maturities or investing in shorter and
anticipating future increase yields.

Diversification

Market conditions and the arbitrage regulations influence the attractiveness of staggering
the maturity of fixed rate investments for Debt Service Reserve Funds. At no time shall the
final debt service payment date of the bond issue be exceeded in an attempt to bolster
yield.

Yield
Achieving a positive spread to the applicable borrowing cost is the desired objective. Debt

Service Reserve Fund portfolio management shall at all time operates within the limits of the
Investment Policy’s risk constraints.

Debt Service Funds

a.

b.

Suitabilit
Any investment eligible in the Investment Policy is suitable for the Debt Service Fund.

Safety of Principal
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All investments will be of high quality securities with no perceived default risk. Market
price fluctuations will however occur, by managing the Debt Service fund’s portfolio to not to
not exceed the debt service payment schedule the market risk of the overall portfolio will be
minimized.

C. Marketability
Securities with active and efficient secondary markets are not necessary as the event of an

unanticipated cash requirement is not probable.

d. Liguidity
Debt Service funds have predictable payment schedules. Therefore investment maturities
shall not exceed the anticipated cash flow requirements. Investment pools and money market
mutual funds shall provide a competitive yield alternative for short term fixed maturity
investments.

e. Diversification
Market conditions influence the attractiveness of fully extending maturity to the next
“unfunded” payment date. Generally if investment rates exceed the applicable arbitrage yield
for a specific bond issue, the PSB is best served by locking in most investments. If the
arbitrage yield cannot be exceeded, then concurrent market conditions will determine the
attractiveness of diversifying maturities or investing in shorter and larger lumps. At
no time shall the debt service schedule be exceeded in an attempt to bolster yield.

f. Yield
Attaining a competitive market yield for comparable security-types and portfolio restrictions
is the desired objective. The yield of an equally weighted, rolling three-month treasury bill
portfolio shall be the minimum yield objective.
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V(A)B)(@)(1)(2)(b)(c)(@)(1)(2)(3); SECTION V(A)(9)(a)(3)(b)(3); SECTION V(A)(10)(b)(13); SECTION V(A)(10)(f),
SECTION V(D); ADDED, MODIFIED, APPROVED, and ADOPTED THE 11" Day of April 2018, by the Public Service
Board of the City of El Paso, Texas.

RULES AND REGULATIONS NO. 10, SECTION Il, APPROVED AND ADOPTED the 10" A

PUBLIC SERVICE BOARD

Terri Garcia, Vice-ChairGCHRISTORPHER
ANTCLIFF - CHAIR

ATTEST:

Kristina Mena, Secretary-Treasurer
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APPROVED AS TO FORM:

Lee Ann B. Koehler, General Counsellee-Ann-B-
Koehlerl EE ANN-B- KOEHLER General Counsel

ENERAL-COUNSEL
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