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Purpose 
This Statement of Investment Policy is made pursuant to Government Code §53646 and shall be the Statement 
of Investment Policy of the Southern Mono Healthcare District, organized under the terms of the Local Health 
Care District Law, Division 23 of the Health and Safety Code (§§32000, et seq.).  
  
The purpose of this Policy is to establish and implement criteria and guidelines regarding the District's authority 
to engage in investment related activities.  The District hereby implements its authority to invest surplus public 
funds pursuant to Chapter 4, Division 2 of the Government Code (§§53600 et seq.), and to the general powers 
granted by the Local Health Care District Law.  
  
It is the policy of the District to invest public funds in a manner which will provide the maximum security with the 
reasonably best investment return, while meeting the daily cash flow demands of the entity and conforming to 
State and local statutes governing the investment of public funds.  
  
This Policy is a revised and updated policy resulting from an bi-annual review process conducted by the District, 
is effective as of the date of adoption hereof, and supplants, supersedes, and replaces all prior Policies.   

 

Definitions 
“Administrator” shall include and refer to the Hospital Administrator or Administrator of Mammoth Hospital and 
shall also mean the Chief Executive Officer of the District.   
  
“Board” shall mean the Board of Directors of the District.   
  
“Chief Executive Officer” shall mean and include the Administrator of Mammoth Hospital and the District.  
  
“District” shall mean the Southern Mono Healthcare District.   
  
“Facilities” shall mean a Healthcare Facility, Hospital, Clinic, or other establishment operated by the District.   
  
“Financial Officer” shall mean the Chief Financial Officer who shall be a member of the Board of Directors of the 
District, the Treasurer of the District, or other designated fiscal officer authorized by the Board to implement and 
carry out the policies set forth herein.  
  
“Governing Board” shall mean the Board of Directors of the District.  
  
“Healthcare District” shall mean the Southern Mono Healthcare District, formerly known as the Southern Mono 
Hospital District.   
  
“Hospital District” shall mean the Southern Mono Healthcare District.  
  
“Mammoth Hospital” shall mean Mammoth Hospital, a fully licensed and accredited acute care health care facility 
owned and operated by the District.   
  
“Organization” shall mean and refer to the Southern Mono Healthcare District.  
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“Policy” shall mean this Statement of Investment Policy.   
  
“Statement” shall mean this Statement of Investment Policy.  

 
“The Local Health Care District Law” or “District Law” shall mean Division 23 of the Health and Safety Code, 
§§32000, et seq., as it now exists and may be amended or modified from time to time.  

 

Glossary  
Because this Policy is to be available to the public as well as to the District, a glossary of related terminology is 

provided in Attachment “B” and made a part hereof.  

 

Scope 
This Investment Policy applies to all funds and investment activities under the direct authority of the District.  
These funds are accounted for in the District’s Audited Annual Financial Report and include and exclude the 
following.  
  
A. Funds Included in This Policy  
  
 1. General Fund  
 2. Special Revenue Funds  
 3. Capital Project Funds  
 4. Trust and Agency Funds  
  
B. Funds Excluded from this Policy   
  
 1. Retirement/Pension Funds  

 

Objectives 
The District shall make investments subject to the “prudent person” or the “prudent investor” standard in that the 
District and its Financial Officer shall act with care, skill, prudence, and diligence under the circumstances then 
prevailing, that a reasonably prudent person acting in a like capacity and familiarity with those matters would use 
in the conduct of funds of a like character and with aims, to safeguard the principal and maintain the liquidity 
needs of the District. Investment officers acting in accordance with applicable written procedures and this Policy 
and exercising due diligence shall be relieved of personal responsibility for an individual investment or security 
credit risk or market price changes, provided deviations from expectations are reported to the Board in a timely 
fashion and appropriate action is taken to control adverse developments.  
  
The primary objectives, in priority order, of the District’s investment activities shall be as follows.  
  
A. Safety.  Safety of principal is the foremost objective of the Investment Policy.  It is the primary duty and 
responsibility of the Financial Officer to protect, preserve, and maintain cash and investments placed in his or her 
trust on behalf of the citizens of the communities served by the District.   
B. Liquidity.  A reasonable and adequate percentage of the investment portfolio should be maintained in 
investments sufficiently liquid so that such investments, or a portion thereof, can be converted to cash if 
necessary to meet necessary expenses and other cash requirements which might be reasonably anticipated.   
  
C. Return on Investments.  The District’s Investment Policy is designed with the objective of attaining a 
benchmark rate of return throughout budgetary and economic cycles commensurate with the District’s 
investment risk constraints and the cash flow characteristics of the portfolio.  
  
D. Diversification. The investment portfolio should be sufficiently diversified to avoid incurring unreasonable and 
avoidable risks regarding specific types of securities or individual financial institutions while attaining a 
benchmark average rate of return. To attain this objective, the District may diversify its investments by investing 
funds among a variety of securities offering independent returns and financial institutions, or by depositing funds 
with the State of California Local Agency Investment Fund (“LAIF”) or similar county investment pool fund. The 
District may invest no more than 30% of its investment funds in deposits or certificates of deposit and no more 
than 10% of the District’s investment funds may be submitted to any one private sector entity.  With the exception 
of U.S. Treasury securities, authorized pools, and the forgoing, no more than 50% of the District’s total 
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investment portfolio will be invested in a single security type or with a single financial institution.  
  
E.   Maximum Maturities.  To the extent possible, the District will attempt to match its investments with 
anticipated cash flow requirements. Unless matched to a specific cash flow, the District will not directly invest in 
securities maturing more than two years from the date of purchase. Reserve funds may be invested in securities 
exceeding two years if the maturity of such investments is made to coincide as nearly as practicable with the 
expected use of the funds.  
  
 

Delegation of Authority 
The authority of the District to invest funds and participate in investment activities and deposits as provided for in 
this Policy may be delegated to a Financial Officer of the District, who shall thereafter assume full responsibility 
for such transactions until such time as the delegation of authority is revoked.  The Financial Officer shall 
establish a system of controls to regulate the activities of subordinate officials and their procedures in the 
absence of the Financial Officer. The Financial Officer shall comply with all reporting requirements of this Policy.  
All activities of the Financial Officer shall be in full compliance with this Statement of Investment Policy.  

 
 
Reporting  
A. Monthly Reporting.  At each regularly scheduled monthly meeting of the Board of Directors of the District, the 
Financial Officer shall render a monthly report to the Board in public session, including in the report all matters 
prescribed by Government Code §53646.  The monthly report will include a statement as to the status of the 
current investment portfolio.  If all of the investment funds are deposited with the LAIF, the LAIF statement may 
be substituted for the monthly report; otherwise, the investment management report will include the following.  
  
(1)  A listing of the individual securities held at the end of the reporting period by authorized investment category, 
including each security’s purchase date and rating.  
  
 (2) Average life and final maturity of all investments listed.  
  
 (3) Coupon, discount, or earnings rate.  
  
 (4) Par value, amortized book value, and market value.  
 
 (5) Percentage of the portfolio represented by each investment category.  
  
 (6) Benchmark comparison.  
  
B. Bi-Annual Reporting.  The Financial Officer shall present to the Board for consideration and adoption at a 
public meeting a Statement of Investment Policy.  The Financial Officer shall present to the Board for 
consideration and adoption at a public meeting the Audited Bi-Annual Financial Report.  
  
 

Authorized Investment Management Firms and/or Financial Dealers and 
Institutions  
The District Financial Officer will maintain a list of financial institutions authorized to provide investment services.  
In addition, a list will also be maintained of approved security broker/dealers, selected by credit worthiness, who 
are authorized to provide investment services in the State of California.  These may include primary dealers, or 
regional dealers that qualify under SEC Rule 15C3-1 (the Uniform Net Capital Rule).  No deposit shall be made 
except as established by state law.  All financial institutions and broker/dealers for investment transactions must 
supply the District with audited financial statements and proof of state registration.  
  
An bi-annual review of the financial condition and registrations of qualified financial institutions and 
broker/dealers will be conducted by the Financial Officer.  A current audited financial statement is required to be 
on file for each financial institution and broker/dealer in which the District invests.  
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Authorized Investments 
The authorized investments which may be obtained or otherwise implemented by the District shall be as 
permitted in Government Code §§53601 and 53635.  A list of authorized investments is provided in Attachment 
“A” and is made a part hereof.   The District shall be prohibited from investments as set forth in Government 
Code §§53601.6 and 53631.5.  Notwithstanding the generality of the foregoing, the District shall be permitted to 
deposit funds into the LAIF.  From the District’s perspective, special care will be taken to ensure that the list of 
instruments includes only those allowed by law and those that local investment managers are, or the Financial 
Officer is, trained and competent to handle.  
  

Investment Procedures 
The Financial Officer shall establish written investment policy procedures for the operation of the investment 
program consistent with this Policy. The procedures should include reference to: safekeeping, wire transfer 
agreements, banking service contracts and collateral/depository agreements. Such procedures shall include 
explicit delegation of authority to persons responsible for investment transactions. No person may engage in an 
investment transaction except as provided under the terms of this Policy and the procedures established by the 
Financial Officer.   

  

Internal Controls 
The District, through its designated Financial Officer, shall establish a system of internal controls for the 
operation of the investment program consistent with this Policy.  Such controls shall be designed to prevent 
losses of public funds arising from fraud, employee error, misrepresentation of third parties, unanticipated 
changes in financial markets, or imprudent actions by employees or officers of the District.    
  
Controls deemed most important include, without limitation: control of collusion; separation of duties; separating 
transaction authority from accounting and recordkeeping; custodial safekeeping; clear delegation of authority; 
specific limitations regarding securities losses and remedial action; written confirmation of telephonic 
transactions; documentation of transactions and strategies; and compliance with this Statement of Investment 
Policy.  
  
The Financial Officer shall establish an bi-annual process of independent review by an external auditor. This 
review will provide additional internal control by assuring compliance with policies and procedures.  
  

Investment Pools/Mutual Funds Due Diligence Standard  
A thorough investigation of the pool/fund is required prior to investing, and on a continual basis.   A product of the 
investigation should result, at minimum, in descriptions of the pool/fund’s eligible investments, safeguarding 
procedures, statement and fee schedules, who may invest in the program, limits on the size of deposits and 
withdrawals, and whether the pool/fund is eligible for bond proceeds or will accept such proceeds.  
  

Risk Tolerance 
The District recognizes that investment risk can result from issue or defaults, market price changes, or various 
technical complications leading to temporary illiquidity.  Investment diversification is employed pursuant to this 
Policy as a way to control or minimize risk.  All investments shall be made in accordance with the objectives set 
forth in this Statement.  
  
In addition to the general Policy considerations set forth herein, the following specific policies will be strictly 
observed.  
  
A. All transactions will be executed on a delivery versus payment (DVP) basis.  
  
B. With exception of U.S. Treasury securities, the LAIF, and authorized investment pools, no more than 50% of 
the District Portfolio will be invested in a single security type or with a single financial institution. However, the 
District many not invest more than 30% of its investment funds in deposits or certificates of deposit.  Further, 
excluding certificate of deposit, no more than 10% of the District’s investments may be submitted to any one 
private sector entity.  
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C. Custody.  Securities will be held by a third-party custodian designated by the Financial Officer and evidenced 
by safekeeping receipts with a written custodial agreement. All investments shall be in the name of Southern 
Mono Healthcare District.  The District shall from time to time execute such documents as are necessary to 
provide evidence of the Financial Officer’s delegation of authority as provided for herein.    
  

 
Ethics and Conflict of Interest 
Officers and employees involved in the investment process shall refrain from personal business activities that 
could conflict with proper execution of the investment program, or which could impair their ability to make 
impartial investment decisions. Employees and investment officials shall disclose to the Board and Chief 
Executive Officer any material financial interests in financial institutions that conduct business within their 
jurisdiction, and they shall further disclose any large personal financial/investment positions that could be related 
to the performance of the District.  
  

General Provisions 
A. Severance.  In the event any term or provision of this Policy is deemed to be in violation of law, null and void, 
or otherwise of no force or effect, the remaining terms and provisions of this Statement shall remain in full force 
and effect.  
  
B. Effect of Waiver.  No waiver of any breach or violation of any term, provision, article, or section of this 
Statement shall be construed as a waiver of any succeeding breach or violation of the same.  The consent or 
approval of the District to or of any action or matter requiring consent or approval shall not be deemed to waive 
or render unnecessary any consent to or approval of any subsequent or similar act or matter.  
  
C. Remedies.  Enforcement of any term, provision, article, or section of this Statement shall be by proceedings at 
law or in equity against any persons or entities violating or attempting to violate this Statement, either to restrain 
violation, compel compliance or action, and/or to recover damages.  Any and all remedies provided by law, 
operation of law, or otherwise, shall be deemed to be cumulative, and the choice of implementation of any 
particular remedy shall not be deemed to be an election of remedies to the mutual exclusion of any other remedy 
provided.  
  
D. Construction.  Unless otherwise stated in this Policy or unless the context otherwise requires, the definitions 
contained in the Local Health Care District Law shall govern the construction of this Policy. Without limiting the 
generality of the foregoing, the masculine gender includes the feminine and neuter, the singular number includes 
the plural, and the plural number includes the singular, and the word “person” includes a corporation or other 
legal entity as well as a natural person.  
  
E. Investment Policy Adoption.  This Investment Policy shall be adopted by resolution of the Board.  This Policy 
shall be reviewed bi-annually, and any modifications made thereto must be approved by the Board, meeting in 
public session.  
  

Responsible Department 
Implementation, training, and monitoring compliance with this policy are the responsibility of Administrator.  
  

Sanctions 
Violations of this policy may result in disciplinary measures for the involved employee, up to and including 
dismissal.  
  

Renewal/Review 
This Policy shall be reviewed bi-annually, and any modifications made thereto must be approved by the Board, 
meeting in public session.  
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investment type
maXimUm
matUrityC

maXimUm
speCifieD

% of 
portfoliod

minimUm
qUality
reqUire-

ments

local agency Bonds 5 years none none

u.s. treasury obligations 5 years none none

state obligations— 
ca and others

5 years none none

ca local agency 
obligations

5 years none none

u.s agency obligations 5 years none none

Bankers’ acceptances 180 days 40%e none

commercial paper— 
select agenciesf 270 days

25% of the
agency’s 
moneyg

“a-1” if the issuer 
has issued long-
term debt it must 

be rated “a” without 
regard to modifiersh

commercial paper— 
other agenciesi 270 days

40% of the
agency’s 
moneyJ

“a-1” if the issuer 
has issued long-
term debt it must 

be rated “a” without 
regard to modifiersh

negotiable certificates 
of deposit

5 years 30%K none

cd placement service 5 years 30%K none

repurchase agreements 1 year none none

reverse repurchase 
agreements and securities 
lending agreements

92 daysl

20% of the
base value of 
the portfolio

nonem

medium-term notesn 5 years 30% “a” rating

mutual funds and money  
market mutual funds

n/a 20%o multiplep,Q

collateralized Bank 
deposits

5 years none none

mortgage pass–through 
securities

5 years 20% “aa” ratingr

Bank/time deposits 5 years none none

county pooled 
investment funds

n/a none none

Joint powers authority pool n/a none multiples

local agency investment 
fund (laif)

n/a none none

voluntary investment 
program fundt n/a none none

figUre 1

allowaBle investment instruments per state government 
code (as of January 1, 2013)a applicaBle to all local agenciesB

see “table of notes for figure 1” on the next page for footnotes related to this figure.
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a Sources: Sections 16340, 16429.1, 53601, 

53601.8, 53635, 53635.2, and 53638.

B Municipal Utilities Districts have the author-

ity under the Public Utilities Code Section 

12871 to invest in certain securities not 

addressed here.

c Section 53601 provides that the maximum 

term of any investment authorized under 

this section, unless otherwise stated, is 

five years. However, the legislative body 

may grant express authority to make 

investments either specifically or as a part 

of an investment program approved by 

the legislative body that exceeds this five 

year maturity limit. Such approval must be 

issued no less than three months prior to 

the purchase of any security exceeding the 

five-year maturity limit.

d Percentages apply to all portfolio invest-

ments regardless of source of funds. For 

instance, cash from a reverse repurchase 

agreement would be subject to the 

restrictions.

e No more than 30 percent of the agency’s 

money may be in bankers’ acceptances of 

any one commercial bank.

f “Select Agencies” are defined as a “city, 

a district, or other local agency that 

do[es] not pool money in deposits or in-

vestment with other local agencies, other 

than local agencies that have the same 

governing body.”

g No more than 10 percent of the agency’s 

money may be invested in any one issuer’s 

commercial paper.

h Issuing corporation must be organized and 

operating within the U.S. and have assets in 

excess of $500 million.

i “Other Agencies” are counties, a city and 

county, or other local agency “that pools 

money in deposits or investments with 

other local agencies, including local agen-

cies that have the same governing body.” 

Local agencies that pool exclusively with 

other local agencies that have the same 

governing body must adhere to the limits 

set for “Select Agencies,” above.

J No more than 10 percent of the agency’s 

money may be invested in the commercial 

paper of any one corporate issuer.

K No more than 30 percent of the agency’s 

total funds may be invested in CDs autho-

rized under Sections 53601.8, 53635.8, 

and 53601(i).

l Reverse repurchase agreements or securi-

ties lending agreements may exceed the 

92-day term if the agreement includes a 

written codicil guaranteeing a minimum 

earning or spread for the entire period 

between the sale of a security using a re-

verse repurchase agreement or securities 

lending agreement and the final maturity 

dates of the same security.

m Reverse repurchase agreements must be 

made with primary dealers of the Fed-

eral Reserve Bank of New York or with a 

nationally or state chartered bank that has 

a significant relationship with the local 

agency. The local agency must have held 

the securities used for the agreements for 

at least 30 days.

n “Medium-term notes” are defined in Sec-

tion 53601 as “all corporate and depository 

institution debt securities with a maximum 

remaining maturity of five years or less, 

issued by corporations organized and 

operating within the U.S. or by depository 

institutions licensed by the U.S. or any state 

and operating within the U.S.”

o No more than 10 percent invested in any 

one mutual fund.

p A mutual fund must receive the highest 

ranking by not less than two nationally 

recognized rating agencies or the fund must 

retain an investment advisor who is regis-

tered with the SEC (or exempt from regis-

tration), has assets under management in 

excess of $500 million, and has at least five 

years experience investing in instruments 

authorized by Sections 53601 and 53635.

Q A money market mutual fund must receive 

the highest ranking by not less than two 

nationally recognized statistical rating 

organizations or retain an investment advi-

sor registered with the SEC or exempt from 

registration and who has not less than five 

years experience investing in money mar-

ket instruments with assets under manage-

ment in excess of $500 million.

r Issuer must have an “A” rating or better for 

the issuer’s debt as provided by a nationally 

recognized rating agency. 

s A joint powers authority pool must retain 

an investment advisor who is registered 

with the SEC (or exempt from registra-

tion), has assets under management in 

excess of $500 million, and has at least 

five years experience investing in instru-

ments authorized by Section 53601, 

subdivisions (a) to (o).

t Local entities can deposit between $200 

million and $10 billion into the Voluntary 

Investment Program Fund, upon approval 

by their governing bodies. Deposits in the 

fund will be invested in the Pooled Money 

Investment Account.

table of notes for figUre 1
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glossary

a

aCCrUeD interest

Coupon interest accumulated on a 
bond or note since the last interest 
payment or, for a new issue, from the 
dated date to the date of delivery.

arbitrage

transactions by which securities are 
bought and sold in different markets 
at the same time for the sake of the 
profit arising from a yield difference 
in the two markets. The 1986 tax 
reform Act made this practice by 
municipalities illegal solely as a bor-
rowing tactic, except under certain 
safe-harbor conditions.

asset-baCkeD seCUrities

Securities that are supported by 
pools of assets, such as installment 
loans or leases, or by pools of revolv-
ing lines of credits. Asset-backed 
securities are structured as trusts in 
order to perfect a security interest in 
the underlying assets.

average

An arithmetic mean of selected stocks 
intended to represent the behavior of 
the market or some component of it. 

 

b

bank Deposits

to deposit collateral in the form of 
currency that may be in the form of 
demand accounts (checking) or invest-
ments in accounts that have a fixed 
term and negotiated rate of interest. 

bank notes

A senior, unsecured, direct obliga-
tion of a bank or u. S. branch of a 
foreign bank.

bankers’ aCCeptanCe

A draft or bill or exchange accepted 
by a bank or trust company. The 
accepting institution, as well as the 
issuer, guarantees payment of the bill.

basis points 

refers to the yield on bonds. each 
percentage point of yield in bonds 
equals 100 basis points (1/100% or 
0.01%). If a bond yield changes from 
7.25% to 7.39%, that is a rate of 14 
basis points.

benChmark

A passive index used to compare the 
performance, relative to risk and 
return, of an investor’s portfolio.

 



98 LocaL agency Investment guIdeLInes

bonD proCeeDs

The money paid to the issuer by the 
purchaser or underwriter of a new 
issue of municipal securities. These 
moneys are used to finance the project 
or purpose for which the securities 
were issued and to pay certain costs 
of issuance as may be provided in the 
bond contract.

bonDs

A debt obligation of a firm or public 
entity. A bond represents the agree-
ment to repay the debt in principal 
and, typically, in interest on the 
principal. 

book valUe

The value at which an asset is carried 
on a balance sheet.

broker

A person or firm that acts as an in-
termediary by purchasing and selling 
securities for others rather than for its 
own account.

C

Callable seCUrities

An investment security that contains 
an option allowing the issuer to 
retire the security prior to its final 
maturity date.

Cash flow

A comparison of cash receipts (rev-
enues) to required payments (debt 
service, operating expenses, etc.).

CertifiCate of Deposit

A short-term, secured deposit in a fi-
nancial institution that usually returns 
principal and interest to the lender at 
the end of the loan period. Certifi-
cates of Deposit (CDs) differ in terms 

of collateralization and marketability. 
Those appropriate to public agency 
investing include:

Negotiable Certificates of Deposit

generally, short-term debt instru-
ment that usually pays interest and is 
issued by a bank, savings or federal 
association, state or federal credit 
union, or state-licensed branch of a 
foreign bank. The majority of nego-
tiable CDs mature within six months 
while the average maturity is two 
weeks. Negotiable CDs are traded in 
a secondary market and are payable 
upon order to the bearer or initial 
depositor (investor).

Non-Negotiable  
Certificates of Deposit

CDs that carry a penalty if redeemed 
prior to maturity. A secondary market 
does exist for these non-negotiable 
CDs, but include a transaction cost 
that reduces returns to the investor. 
Non-negotiable CDs issued by banks 
and savings and loans are insured by 
the federal Deposit Insurance Corpo-
ration up to the amount of $250,000, 
including principal and interest. 
Amounts deposited above this amount 
may be secured with other forms 
of collateral through an agreement 
between the investor and the issuer. 
Collateral may include other securities 
including treasuries or agency securi-
ties such as those issued by the federal 
National Mortgage Association.

CDars (CertifiCate 
of Deposit aCCoUnt 
registry system)

A private CD placement service that 
allows local agencies to purchase 
more than $250,000 in CDs from a 
single financial institution (must be a 
participating institution of CDArS) 
while still maintaining fDIC insur-
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ance coverage. CDArS is currently 
the only entitiy providing this ser-
vice. CDArS facilitates the trading 
of deposits between the California 
institution and other participating 
institutions in amounts that are less 
than $250,000 each, so that fDIC 
coverage is maintained.

CD plaCement serviCe

A service that allows local agencies to 
purchase more than $250,000 in CDs 
from a single financial institution 
while still maintaining fDIC insur-
ance coverage. See “CDArS”.

Collateralization

Process by which a borrower pledges 
securities, property, or other deposits 
for the purpose of securing the repay-
ment of a loan and/or security.

CommerCial paper

An unsecured short-term promissory 
note issued by corporations, with ma-
turities ranging from 2 to 270 days.

Corporate notes anD bonDs

Debt instruments, typically unse-
cured, issued by corporations, with 
original maturities in most cases 
greater than one year and less than 
ten years.

CoUnty pooleD  
investment fUnDs

The aggregate of all funds from public 
agencies placed in the custody of the 
county treasurer or chief finance of-
ficer for investment and reinvestment.

CoUpon

The annual rate of interest that a 
bond’s issuer promises to pay the 
bondholder on the bond’s face value; a 
certificate attached to a bond evidenc-
ing interest due on a payment date.

CreDit rating

Various alphabetical and numerical 
designations used by institutional 
investors, Wall Street underwriters, 
and commercial rating companies 
to give relative indications of bond 
and note creditworthiness. Standard 
& Poor’s and fitch ratings use the 
same system, starting with their high-
est rating, of AAA, AA, A, bbb, bb, 
b, CCC, CC, C, and D for default. 
Moody’s Investors Service uses AAA, 
AA, A, bAA, bA, b, CAA, CA, 
C, and D. each of the services use 
pluses (+), minuses (-), or numerical 
modifiers to indicate steps within 
each category. The top four letter 
categories are considered investment 
grade ratings.

CreDit risk

The chance that an issuer will be un-
able to make scheduled payments of 
interest and principal on an outstand-
ing obligation. Another concern for 
investors is that the market’s percep-
tion of a corporation’s credit will cause 
the market value of a security to fall, 
even if default is not expected.

CUsip nUmber

The Committee on uniform Security 
Information Procedures (CuSIP) 
Number refers to a security’s iden-
tification number assigned to each 
publicly traded security by the CuSIP 
Service bureau operated by Standard 
& Poor’s for the American bankers 
Association. The CuSIP Number is 
a nine-character identifier unique to 
the issuer, the specific issue and the 
maturity, if applicable (the first six 
characters identifying the issuer, the 
next two identifying the security and 
the last digit providing a check digit 
to validate the accuracy of the preced-
ing CuSIP number).
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CUstoDian

A bank or other financial institution 
that keeps custody of stock certificates 
and other assets.

D

Dealer

Someone who acts as a principal in all 
transactions, including underwriting, 
buying, and selling securities, includ-
ing from his/her own account.

DefeaseD bonD issUes

Issues that have sufficient money to 
retire outstanding debt when due so 
that the agency is released from the 
contracts and covenants in the bond 
document.

Derivative

Securities that are based on, or derived 
from, some underlying asset, reference 
date, or index.

DisCoUnt

Discount means the difference be-
tween the par value of a security and 
the cost of the security, when the 
cost is below par. Investors purchase 
securities at a discount when return 
to the investor (yield) is higher than 
the stated coupon (interest rate) on 
the investment.

DUration

A measure of the timing of the cash 
flows to be received from a security 
that provides the foundation for a 
measure of the interest rate sensitivity 
of a bond. Duration is an elasticity 
measure and represents the percent-
age change in price divided by the 
percentage change in interest rates. 
A high duration measure indicates 

that for a given level of movement in 
interest rates, prices of securities will 
vary considerably.

e

effeCtive DUration

Duration measures the weighted 
average of the present value of the 
cash flows of a fixed-income invest-
ment. effective duration measures 
the price sensitivity of fixed-income 
investments, especially for those with 
embedded option features such as call 
options. As yields rise, the effective 
duration of a callable investment rises 
to reflect the fact that it has become 
less likely to be called. The more rates 
rise, the longer the effective duration 
will become, approaching the dura-
tion to maturity. The converse is true 
in a declining interest rate environ-
ment (that is, the more rates fall, the 
shorter the effective duration will 
become, approaching the duration to 
call). for securities without an em-
bedded option, the duration to call, 
maturity, and effective duration are all 
the same. The calculation for effective 
duration is complicated and involves 
averaging the duration under a simu-
lation of many possible interest rate 
scenarios in the future.

eXtenDable notes

Securities with maturity dates that 
can be extended by mutual agree-
ment between the issuer and inves-
tor. When investing in these types 
of securities, the maturity date plus 
the stated extendable option must 
not exceed the time frames that are 
allowed in California government 
Code or the investment policy for 
the investment type.
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f

fiDUCiary

An individual who holds something 
in trust for another and bears liability 
for its safekeeping. 

first tier seCUrities

Securities that have received short-
term debt ratings in the highest cat-
egory from the requisite nationally 
recognized statistical-rating organiza-
tions (NrSrOs), or are comparable 
unrated securities, or are issued by 
money market funds, or government 
securities. [See SeC rules: Paragraph 
(A)(12) of rule 2A-7.]

g

government aCCoUnting  
stanDarDs boarD (gasb)

A standard-setting body, associ-
ated with the financial Accounting 
foundation, which prescribes stan-
dard accounting practices for gov-
ernmental units.

gUaranteeD investment 
ContraCts (giCs)

An agreement acknowledging receipt 
of funds for deposit, specifying terms 
for withdrawal, and guaranteeing a 
rate of interest to be paid.

i

interest

The amount a borrower pays to a 
lender for the use of his or her money.

investment agreements

Investment agreements are contracts 
with respect to funds deposited by an 

investor. Investment agreements are 
often separated into those offered by 
banks and those offered by insurance 
companies. In the former case, they 
are sometimes referred to as “bank 
investment contracts.”

investment oversight 
Committee

A committee of three to eleven mem-
bers formed under Section 27131 to 
monitor and review a county’s invest-
ment policy by causing an annual 
audit and discussing its finding at an 
open meeting. Although cities and 
other local agencies are not required 
to compose an investment oversight 
committee, the State Legislature 
has declared that all local agencies 
“should participate in reviewing the 
policies that guide the investment of 
those funds.”

l

liqUiDity

The measure of the ability to convert 
an instrument to cash on a given date 
at full face or par value.

liqUiDity risk

The chance that a security, sold prior to 
maturity, will be sold at a loss of value. 
for a local agency, the liquidity risk of 
an individual investment may not be as 
critical as how the overall liquidity of 
the portfolio allows the agency to meet 
its cash needs.

loCal agenCy 
investment fUnD 

A voluntary investment fund open 
to government entities and certain 
non-profit organizations in Cali-
fornia that is managed by the State 
treasurer’s Office.
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loCal government 
investment pool (lgip)

Investment pools that range from the 
State treasurer’s Office Local Agency 
Investment fund (LAIf) to county 
pools, to joint Powers Authorities 
(jPAs). These funds are not subject 
to the same SeC rules applicable to 
money market mutual funds.

m

market risk

The chance that the value of a security 
will decline as interest rates rise. In 
general, as interest rates fall, prices of 
fixed income securities rise. Similarly, 
as interest rates rise, prices fall. Market 
risk also is referred to as systematic 
risk or risk that affects all securities 
within an asset class similarly.

market valUe

The price at which a security is trad-
ing and presumably could be pur-
chased or sold at a particular point 
in time.

matUrity

The date on which the principal or 
stated value of an investment becomes 
due and payable.

meDiUm-term note

Corporate or depository institution 
debt securities meeting certain mini-
mum quality standards (as specified 
in the California government Code) 
with a remaining maturity of five 
years or less.

money market 
mUtUal fUnDs

MMf’s are mutual funds that invest 
exclusively in short-term money 
market instruments. MMf’s seek the 

preservation of capital as a primary 
goal while maintaining a high degree 
of liquidity and providing income 
representative of the market for short 
term investments.

mortgage baCkeD seCUrities

Mortgage-backed securities (MbS) are 
created when a mortgagee or a pur-
chaser of residential real estate mort-
gages creates a pool of mortgages and 
markets undivided interests or par-
ticipations in the pool. MbS owners 
receive a prorata share of the interest 
and principal cash flows (net of fees) 
that are “passed through” from the 
pool of mortgages. MbS are complex 
securities whose cash flow is deter-
mined by the characteristics of the 
mortgages that are pooled together. 
Investors in MbS face prepayment 
risk associated with the option of the 
underlying mortgagors to pre-pay or 
payoff their mortgage. Most MbS are 
issued and/or guaranteed by federal 
agencies and instrumentalities (e.g., 
government National Mortgage As-
sociation (gNMA), federal National 
Mortgage Association (fNMA), and 
federal Home Loan Mortgage Corpo-
ration (fHLMC)).

mortgage pass-throUgh 
obligations

Securities that are created when 
residential mortgages (or other mort-
gages) are pooled together and undi-
vided interests or participations in the 
stream of revenues associated with the 
mortgages are sold.

mUniCipal notes, bonDs, anD 
other obligations

Obligations issued by state and local 
governments to finance capital and 
operating expenses.
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mUtUal fUnDs

An investment company that pools 
money and can invest in a variety of 
securities, including fixed-income secu-
rities and money market instruments.

n

net asset valUe

Net asset value (NAV) is a term used 
in the mutual fund industry to deter-
mine the average price per share of a 
pool or mutual fund. How this mea-
sure varies over time provides infor-
mation on whether the pool is stable 
or variable. NAV is the market value 
of all securities in a mutual fund, 
less the value of the fund’s liabilities, 
divided by the number of shares in 
the fund outstanding. Shares of mu-
tual funds are purchased at the fund’s 
offered NAV.

net present valUe

An amount that equates future cash 
flows with their value in present terms.

note

A written promise to pay a specified 
amount to a certain entity on demand 
or on a specified date. usually bearing 
a short-term maturity of a year or less 
(though longer maturities are issued—
see “Medium-term Note”).

o

options

An option is a contract that gives the 
buyer the right to buy or sell an obli-
gation at a specified price for a speci-
fied time. exchange traded Options 
are standardized option contracts 
that are actively traded on the Chi-
cago board of exchange on a daily 

basis whereas Over-the-Counter Op-
tions are traded directly between the 
buyer and seller at agreed upon prices 
and conditions (the former type of 
option is therefore more liquid than 
the latter).

p

par amoUnt or par valUe

The principal amount of a note or 
bond which must be paid at matu-
rity. Par, also referred to as the “face 
amount” of a security, is the principal 
value stated on the face of the security. 
A par bond is one sold at a price of 
100 percent of its principal amount. 

portfolio

Combined holding of more than one 
stock, bond, commodity, real estate 
investment, cash equivalent, or other 
asset. The purpose of a portfolio is to 
reduce risk by diversification.

premiUm

Premium means the difference be-
tween the par value of a security and 
the cost of the security, when the cost 
is above par. Investors pay a premium 
to purchase a security when the return 
to the investor (yield) is lower than 
the stated coupon (interest rate) on 
the investment.

priCe

Price is the amount of monetary con-
sideration required by a willing seller 
and a willing buyer to sell an invest-
ment on a particular date.

prinCipal

The face value or par value of a debt 
instrument, or the amount of capital 
invested in a given security.
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prospeCtUs

A legal document that must be pro-
vided to any prospective purchaser 
of a new securities offering registered 
with the SeC that typically includes 
information on the issuer, the issuer’s 
business, the proposed use of pro-
ceeds, the experience of the issuer’s 
management, and certain certified 
financial statements (also known as an 
“official statement”).

prUDent investor stanDarD

A standard of conduct where a per-
son acts with care, skill, prudence, 
and diligence when investing, re-
investing, purchasing, acquiring, 
exchanging, selling, and managing 
funds. The test of whether the stan-
dard is being met is if a prudent per-
son acting in such a situation would 
engage in similar conduct to ensure 
that investments safeguard principal 
and maintain liquidity.

r

repUrChase agreements

An agreement of one party (for ex-
ample, a financial institution) to sell 
securities to a second party (such as a 
local agency) and simultaneous agree-
ment by the first party to repurchase 
the securities at a specified price from 
the second party on demand or at a 
specified date. 

reverse repUrChase 
agreements

An agreement of one party (for ex-
ample, a financial institution) to 
purchase securities at a specified price 
from a second party (such as a public 
agency) and a simultaneous agreement 
by the first party to resell the securities 
at a specified price to the second party 
on demand or at a specified date.

risk

The uncertainty of maintaining the 
principal or interest associated with an 
investment due to a variety of factors.

rUle g-37 of the 
mUniCipal seCUrities 
rUlemaking boarD

federal regulations to sever any con-
nection between the making of politi-
cal contributions and the awarding of 
municipal securities business.

s

safekeeping serviCe

Offers storage and protection of  
assets provided by an institution serv-
ing as an agent.

safety

In the context of investing public 
funds, safety relates to preserving 
the principal of an investment in an 
investment portfolio; local agencies 
address the concerns of safety by con-
trolling exposure to risks. 

seCUrities anD eXChange 
Commission (seC)

The federal agency responsible for 
supervising and regulating the securi-
ties industry.

seCUrities lenDing 
agreement

An agreement of one party (for ex-
ample, a local agency) to borrow 
securities at a specified price from a 
second party (for example, another 
local agency) with a simultaneous 
agreement by the first party to return 
the security at a specified price to the 
second party on demand or at a speci-
fied date. These agreements generally 
are collateralized and involve a third-
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party custodian to hold the securities 
and collateral. economically similar to 
reverse repurchase agreement.

state notes, bonDs, 
anD warrants

Obligations of the State of California 
or another state government with dif-
ferent maturity lengths.

swap

A swap is any financial transaction 
that involves the simultaneous pur-
chase of a security and the sale of 
another for the purpose of enhancing 
an investor’s portfolio. Swap transac-
tions of interest to California public 
investors include portfolio swaps and 
interest rate swaps.

t

taX anD revenUe antiCipation 
notes (trans)

Notes issued in anticipation of receiv-
ing tax proceeds or other revenues at a 
future date.

time Deposits

time deposits are issued by depository 
institutions against funds deposited for 
a specified length of time. time depos-
its include instruments such as deposit 
notes. They are distinct from certifi-
cates of deposit (CDs) in that interest 
payments on time deposits are calcu-
lated in a manner similar to that of 
corporate bonds whereas interest pay-
ments on CDs are calculated similar to 
that of money market instruments. 

trUstee, trUst Company or 
trUst Department of a bank

A financial institution with powers 
to act in a fiduciary capacity for the 

benefit of the bondholders in enforc-
ing the terms of the bond contract.

U

UnDerwriter

A dealer that purchases a new issue of 
municipal securities for resale.

U.s. treasUry obligations

Debt obligations of the u.S. govern-
ment sold by the treasury Depart-
ment in the forms of bills, notes, and 
bonds. bills are short-term obligations 
that mature in one year or less and are 
sold at a discount. Notes are obliga-
tions that mature between one year 
and ten years. bonds are long-term 
obligations that generally mature in 
ten years or more.

w

weighteD average 
matUrity (wam)

The average maturity of all the securi-
ties that comprise a portfolio, typically 
expressed in days or years.

y

yielD

The current rate of return on an 
investment security generally ex-
pressed as a percentage of the securi-
ties current price.

yielD CUrve

A graphic representation that shows 
the relationship at a given point in 
time between yields and maturity for 
bonds that are identical in every way 
except maturity.

105
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z

zero-interest bonD

A bond on which interest is not pay-
able until maturity (or earlier redemp-
tion), but compounds periodically 
to accumulate to a stated maturity 
amount. Zero-interest bonds are typi-
cally issued at a discount and repaid at 
par upon maturity.
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