
Policy 6.08 Investment and Cash Management Policy 1 
 2 
1. PURPOSE 3 
 4 

The purpose of this policy is to set forth the investment objectives and 5 

parameters for the management of public funds of the School District of Palm 6 

Beach County, Florida (hereinafter "District"). These policies are designed to 7 

ensure the prudent management of public funds, the availability of operating and 8 

capital funds when needed, and an investment return competitive with 9 

comparable funds and financial market indices. 10 
 11 

2. SCOPE 12 
 13 

In accordance with § 218.415, Florida Statutes, this investment policy applies to 14 

all cash and investments held or controlled by the School Board. Funds held by 15 

state agencies (e.g., Department of Education, Florida Retirement Services, etc.) 16 

are not subject to the provisions of this policy. Funds under direct control of the 17 

Treasurer shall be identified as "Pooled Funds" of the Board with the exception of 18 

funds related to the issuance of debt where there are other existing policies or 19 

indentures in effect for such funds. Pooled funds shall also include monies from 20 

schools and direct support organizations that choose to have the Treasurer invest 21 

funds on their behalf. Other funds that are not under the direct control of the 22 

Treasurer, such as internal accounts managed by schools, shall also be managed 23 

in accordance with this policy but may not be included in “Pooled Funds.” 24 
 25 

3. INVESTMENT OBJECTIVES  26 
 27 

Safety of Principal 28 

The foremost objective of this investment program is the safety of the principal 29 

of those funds within the portfolios. Investment transactions shall seek to keep 30 

capital losses at a minimum, whether they are from securities defaults or erosion 31 

of market value. To attain this objective, diversification is required in order that 32 

potential losses on individual securities do not exceed the income generated from 33 

the remainder of the portfolio. From time to time, securities may be purchased at 34 

a premium or traded for other securities to improve yield, maturity or credit risk. 35 

For these transactions, a loss may be incurred for accounting purposes to achieve 36 

optimal investment return, provided any of the following occurs with respect to 37 

the replacement security: 38 

 39 

The yield has been increased, or 40 

The maturity has been reduced or lengthened, or 41 

The quality of the investment has been improved 42 

 43 

Maintenance of Liquidity 44 



 45 

The second highest priority is liquidity of funds. The portfolios shall be managed 46 

in such a manner that funds are available to meet reasonably anticipated cash 47 

flow requirements in an orderly manner. Periodical cash flow analyses will be 48 

completed in order to ensure that the portfolios are positioned to provide sufficient 49 

liquidity. 50 

 51 

Return on Investment 52 

 53 

The third highest priority is investment income. Investment portfolios shall be 54 

designed with the objective of attaining a market rate of return throughout 55 

budgetary and economic cycles, taking into account the investment risk 56 

constraints and liquidity needs. Return on investment is of least importance 57 

compared to the safety and liquidity objectives described above. However, return 58 

is attempted through active management where the adviser utilizes a total return 59 

strategy (which includes both realized and unrealized gains and losses in the 60 

portfolio). This total return strategy seeks to increase the value of the portfolio 61 

through reinvestment of income and capital gains. The core of investments is 62 

limited to relatively low risk securities in anticipation of earning a fair return 63 

relative to the risk being assumed. Despite this, an Investment Advisor(s) may 64 

trade to recognize a loss from time to time to achieve a perceived relative value 65 

based on its potential to enhance the total return of the portfolio, as detailed 66 

above in the section on Safety of Principal. 67 
 68 

4. DELEGATION OF AUTHORITY 69 
 70 

In accordance with the district's administrative policies, the responsibility for 71 

providing oversight and direction in regard to the management of the investment 72 

program resides with the Chief Financial Officer or Superintendent’s designee. The 73 

management responsibility for all district funds in the cash and investment 74 

program as well as investment transactions is delegated to the district's treasurer. 75 

The Chief Financial Officer or Superintendent's designee shall establish written 76 

procedures for the operation of the investment portfolio and a system of internal 77 

accounting and administrative controls to regulate the activities of employees. 78 

The district may employ an investment advisor to assist in managing some of the 79 

district's portfolios. Such investment advisor must be registered under the 80 

Investment Advisers Act of 1940. Proposed contracts between an investment 81 

advisor and the school board shall be reviewed by the Finance Committee prior to 82 

submission to the School Board. Any such contract shall include a stipulation that 83 

the investment advisor is designated as a fiduciary. 84 

 85 

5. STANDARDS OF PRUDENCE 86 
 87 



The standard of prudence to be used by investment officials shall be the "prudent 88 

person" standard and shall be applied in the context of managing the overall 89 

investment program. Investment officers acting in accordance with written 90 

procedures and this investment policy and exercising due diligence shall be 91 

relieved of personal responsibility for an individual security's credit risk or market 92 

price changes, provided deviations from expectation are reported to the Chief 93 

Financial Officer or Superintendent's designee and the Finance Committee in a 94 

timely fashion and the liquidity and the sale of securities are carried out in 95 

accordance with the terms of this policy. The "prudent person" rule states the 96 

following: 97 

 98 

Investments shall be made with judgment and care, under circumstances then 99 

prevailing, which persons of prudence, discretion and intelligence exercise in the 100 

management of their own affairs, not for speculation, but for investment, 101 

considering the probable safety of their capital as well as the probable income to 102 

be derived from the investment. 103 

 104 

While the standard of prudence to be used by investment officials who are officers 105 

or employees is the "prudent person" standard, any person or firm hired or 106 

retained to invest, monitor, or advise concerning these assets shall be held to the 107 

higher standard of "prudent expert". The standard shall be that in investing and 108 

reinvesting moneys and in acquiring, retaining, managing, and disposing of 109 

investments of these funds, the contractor shall exercise: the judgment, care, 110 

skill, prudence, and diligence under the circumstances then prevailing, which 111 

persons of prudence, discretion, and intelligence, acting in a like capacity and 112 

familiar with such matters would use in the conduct of an enterprise of like 113 

character and with like aims by diversifying the investments of the funds, so as 114 

to minimize the risk, considering the probable income as well as the probable 115 

safety of their capital. 116 
 117 

6. ETHICS AND CONFLICTS OF INTEREST 118 
 119 

Employees involved in the investment process shall refrain from personal business 120 

activity that could conflict with proper execution of the investment program, or 121 

which could impair their ability to make impartial investment decisions. Also, 122 

employees involved in the investment process shall disclose to the district any 123 

material financial interests in financial institutions that conduct business with the 124 

district, and they shall further disclose any material personal financial/investment 125 

positions that could be related to the performance of the district's investment 126 

program. 127 



7. INTERNAL CONTROLS AND INVESTMENT PROCEDURES 128 
 129 

The Chief Financial Officer or Superintendent's designee shall establish a system 130 

of internal controls and operational procedures that are in writing and made a 131 

part of the district's operational procedures. The internal controls should be 132 

designed to prevent losses of funds, which might arise from fraud, employee 133 

error, and misrepresentation, by third parties, or imprudent actions by 134 

employees. The written procedures should include reference to safekeeping, 135 

bonding, repurchase agreements, and separation of transaction authority from 136 

accounting and record keeping, wire transfer agreements, banking service 137 

contracts and collateral/depository agreements. No person may engage in an 138 

investment transaction except as authorized under the terms of this policy. 139 

 140 

Independent auditors, as a normal part of the annual financial audit to the 141 

district, shall conduct a review of the system of internal controls to ensure 142 

compliance with policies and procedures. 143 
 144 
8. CONTINUING EDUCATION 145 
 146 

The Chief Financial Officer, treasurer and appropriate staff designated by the 147 

Chief Financial Officer or Superintendent’s designee shall each annually complete 148 

eight (8) hours of continuing education in subjects or courses of study related to 149 

investment practices and products. 150 

 151 

9. AUTHORIZED INVESTMENT INSTITUTIONS AND DEALERS 152 
 153 

Authorized district staff shall only purchase securities from financial institutions, 154 

which are qualified as public depositories by the Treasurer of the State of Florida, 155 

or institutions designated as "primary dealers" by the Federal Reserve Bank of 156 

New York. Qualified public depositories may provide the services of a securities 157 

dealer through a Section 20 subsidiary of the financial institution or from direct 158 

issuers of commercial paper and bankers' acceptances. 159 

 160 

The District’s Investment Advisor(s) shall utilize and maintain its own list of 161 

approved primary and non-primary dealers. 162 

Authorized district staff shall only enter into repurchase agreements with 163 

financial institutions that are state qualified public depositories and primary 164 

dealers as designated by the Federal Reserve Bank of New York. 165 

 166 

For the investment of debt proceeds, financial institutions shall be selected 167 

pursuant to the debt covenants. 168 



10. MATURITY AND LIQUIDITY REQUIREMENTS 169 
 170 

Operating Funds 171 

 172 

To the extent possible, an attempt will be made to match investment maturities 173 

with known cash needs and anticipated cash flow requirements. Investments of 174 

current operating funds shall have maturities of no longer than twenty-four (24) 175 

months. 176 

 177 

Core Funds 178 

 179 

Investments of reserves, project funds, debt proceeds and other non-operating 180 

funds ("core funds") shall have a term appropriate to the need for funds and in 181 

accordance with debt covenants, but in no event shall exceed five and one- half 182 

(5.50) years from the date of settlement and the average duration of the funds 183 

as a whole may not exceed three (3) years. 184 

 185 

The maturities of the underlying securities of a repurchase agreement will follow 186 

the requirements of the master repurchase agreement. 187 
 188 
11. COMPETITIVE SELECTION OF INVESTMENT INSTRUMENTS 189 
 190 

After the treasurer or the investment advisor has determined the approximate 191 

maturity date based on cash flow needs and market conditions and has analyzed 192 

and selected one or more optimal types of investments, a minimum of three (3) 193 

qualified banks and/or approved broker/dealers must be contacted and asked to 194 

provide bids/offers on securities in questions. Bids will be held in confidence until 195 

the bid deemed to best meet the investment objectives is determined and 196 

selected. 197 

 198 

However, if obtaining bids/offers are not feasible and appropriate, securities may 199 

be purchased utilizing the comparison to current market price method on an 200 

exception basis. Acceptable current market price providers include, but are not 201 

limited to: 202 
 203 

a. TradeWeb 204 
 205 

b. Bloomberg Information Systems 206 
 207 

c. Wall Street Journal or a comparable nationally recognized financial 208 

publication providing daily market pricing 209 
 210 

Daily  market  pricing  provided  by  the  District's  custodian  or  their 211 

correspondent institutions. 212 



The treasurer or the investment advisor shall utilize the competitive bid 213 

process to select the securities to be purchased or sold. Selection by 214 

comparison to a current market price, as indicated above, shall only be 215 

utilized when, in judgment of the treasurer or the investment advisor, 216 

competitive bidding would inhibit the selection process. 217 
 218 

Examples of when this method may be used include: 219 
 220 

d. When time constraints due to unusual circumstances preclude the use 221 

of the competitive bidding process 222 
 223 

e. When no active market exists for the issue being traded due to the age 224 

or depth of the issue 225 
 226 

f. When a security is unique to a single dealer, for example, a private 227 

placement 228 

g. When the transaction involves new issues or issues in the "when issued" 229 

market 230 
 231 

Overnight sweep repurchase agreements will not be bid, but may be placed with 232 

the district's depository bank relating to the demand account for which the 233 

repurchase agreement was purchased. 234 
 235 
12. AUTHORIZED INVESTMENTS AND PORTFOLIO COMPOSITION 236 
 237 

Investments should be made subject to the cash flow needs and such cash flows 238 

are subject to revisions as market conditions and the district's needs change. 239 

However, when the invested funds are needed in whole or in part for the purpose 240 

originally intended or for more optimal investments, the treasurer may sell the 241 

investment at the then-prevailing market price and place the proceeds into the 242 

proper account at the district's custodian. 243 

 244 

The District shall maintain bank accounts for District operations and school 245 

internal accounts. All accounts shall be in banks organized under the laws of this 246 

state and/or in national banks organized under the laws of the United States and 247 

doing business and situated in the state of Florida, provided that any such 248 

deposits are secured by the Florida Security for Public Deposits Act, Chapter 280, 249 

F.S. The Treasurer is responsible for all bank relationships and shall approve any 250 

new bank accounts within the terms of banking contract(s) approved by the 251 

School Board. Funds not necessary for operations or to offset bank fees should 252 

be invested in accordance with this policy. 253 

 254 

The following are the investment requirements and allocation limits on security 255 

types, issuers, and maturities as established by the district. The Chief Financial 256 



Officer or Superintendent's designee, Treasurer or the Treasurer's designee, and 257 

the Finance Committee shall have the option to further restrict investment 258 

percentages from time to time based on market conditions, risk and 259 

diversification investment strategies. The percentage allocations requirements for 260 

investment types and issuers are calculated based on the original cost of each 261 

investment at the time of purchase. Investments not listed in this policy are 262 

prohibited. All investments shall be in US Dollars only.  No investments should be 263 

made for any entity on the Specially Designated Nationals (SDN) List, which is 264 

maintained by Office of Foreign Assets Control, U.S. Department of the Treasury. 265 

 266 

The allocation limits and security types do not apply to the investment of debt 267 

proceeds. These investments shall be governed by the debt covenant. 268 

 269 
 270 

Security Type Minimum 
Rating 

Requirement 

Maturity 
Limits 

Maximum 
Allocation 

Limit 

Maximum 
Issuer 
Limit 

The Florida Local 
Government Surplus 
Funds Trust Fund 
(“Florida Prime”) 

AAAm N/A 25% N/A 

United States 
Government Securities 

N/A 5.50 Years 100% N/A 

United States 
Government Agencies 

N/A 5.50 Years 50% 25% 

Federal Instrumentalities 
(United States 
Government Sponsored 
Enterprises (“GSE”))* 

N/A 5.50 Years 100% 50% 

Supranationals - 
Where U.S. is a 
shareholder and voting 
member.  Limited to 
World Bank, IFC and 
IADB 

“AAA” 
Category by 

any two 
NRSROs 

5.50 
Years 

2510% 5% 

Interest-Bearing 
Checking Accounts in 
Qualified Public 
Depository Accounts 

N/A N/A 100% 100% 

Non-Negotiable Interest 
Bearing Certificates of 
Deposit or Savings 
Account 

N/A 1 Year 25% 15% 



Repurchase Agreements N/A 90 Days 50% 25% 

Commercial Paper “P-1”/”A-1” 270 Days 50% 10% 

Corporate Notes Single “A” 
category by 

any two 
NRSROs 

5.50 Years 30% 5% 

Bankers’ Acceptances “P-1”/”A-1” 180 Days 35% 10% 

State and/or Local 
Government Taxable 
and/or Tax-Exempt Debt 

Single “A” 
category 
by two 
NRSROs 

5.50 Years 20% 10% 

Registered Investments 
Companies (Money 
Market Mutual Funds) 

“AAAm” N/A 75% 25% 

Mortgage-Backed 
Securities “(MBS”)* 

N/A 5.50 Years 20% 15% 

Short Term Bond Funds “AA” 3 Years 25% 10% 

Intergovernmental 
Investment Pools 

“AAAm” N/A 7550% 25% 

271 



 272 
 273 

*The combined total of available funds invested in Federal 274 

Instrumentalities and MBS cannot be more than 80%. 275 
 276 

a. The  Florida  Local  Government  Surplus  Funds  Trust  Fund  ("Florida 277 

Prime") 278 
 279 

i. Investment Authorization 280 
 281 

The treasurer may invest in the Florida Prime if the fund 282 

management is outsourced to a nationally recognized money 283 

management firm. Any investment with the Florida Prime will be 284 

evaluated with the same criteria as Money Market Mutual Funds, 285 

detailed in section K. 286 
 287 

ii. Portfolio Composition 288 
 289 

A maximum of twenty five percent (25%) of available funds may 290 

be invested in the Florida Prime. 291 
 292 

iii. Rating Requirements 293 
 294 

As with any other Intergovernmental Investment Pool, it shall be 295 

rated "AAAm" by Standard & Poor's or the equivalent by another 296 

Nationally Recognized Statistical Ratings Organization (NRSRO). 297 
 298 

iv. Due Diligence Requirements 299 
 300 

A thorough investigation of any Intergovernmental Investment 301 

Pool is required prior to investing, and on a continual basis. 302 



Attachment B is a questionnaire that shall be completed prior to 303 

investing. A current prospectus or equivalent documentation, 304 

including and Investment Policy, Financial Statements, and 305 

Portfolio Holdings must be obtained. 306 
 307 

b.a. United States Government Securities 308 
 309 

i. Purchase Authorization 310 
The treasurer may invest in negotiable direct obligations, or 311 
obligations the principal and interest of which are unconditionally 312 
guaranteed by the United States government. Such securities will 313 
include, but not be limited to the following: 314 

 315 
• Cash Management Bills Inflation Index Securities 316 
• Treasury Securities –State and Local Government Series 317 

(“SLGS”) 318 
• Treasury Bills  319 
• Treasury Notes  320 
• Treasury Bonds  321 
• Treasury Strips 322 

 323 
ii. Portfolio Composition 324 

A maximum of one hundred percent (100%) of available funds 325 

may be invested in the United States government securities. 326 

iii. Maturity Limitations 327 
The maximum length to maturity of any direct investment in the 328 

United States government securities is five and one-half (5.50) 329 

years from the date of settlement. 330 
 331 

c.b. United States Government Agencies 332 
 333 

i. Purchase Authorization 334 

The treasurer may invest in bonds, debentures, notes which may 335 

be subject to call, issued or guaranteed as to principal and 336 

interest by the United States government agencies, provided such 337 

obligations are backed by the full faith and credit of the United 338 

States government. Such securities will include, but not be limited 339 

to the following: 340 
 341 

 United States Export - Import Bank 342 

o Direct ob l i g a t i on s  o r  f u l l y  g ua r an t e ed  343 
c e r t i f i c a t e s  o f  beneficial ownership 344 

 Farmer Home Administration 345 

o Certificates of beneficial ownership 346 
 Federal Financing Bank 347 

o Discount notes, notes and bonds 348 
 Federal Housing Administration Debentures 349 
 Government National Mortgage Association (Ginnie Mae) 350 
 General Services Administration 351 
 United States Maritime Administration Guaranteed 352 



o Title XI Financing 353 
 New Communities Debentures 354 

o United States Government guaranteed debentures 355 
 United States Public Housing Notes and Bonds 356 

o United States Government guaranteed public housing 357 
notes and bonds 358 

 United States Department of Housing and Urban 359 
Development 360 
o Project notes and local authority bonds 361 

 362 
ii. Portfolio Composition 363 

A maximum of fifty percent (50%) of available funds may be 364 

invested in United States government agencies. 365 
 366 

iii. Limits on Individual Issuers 367 
A maximum of twenty-five percent (25%) of available funds may 368 

be invested in individual United States government agencies. 369 

 370 

iv. Maturity Limitations 371 
The maximum length to maturity for an investment in any United 372 

States government agency security is five and one-half (5.50) 373 

years from the date of settlement. 374 
 375 

d.c. Federal Instrumentalities (United States376 

 Government Sponsored Enterprises (GSE)) 377 
 378 

i. Purchase Authorization 379 
 380 

The Treasurer may invest in bonds, debentures, inflation index 381 

securities, or notes which may be subject to call, issued or 382 

guaranteed as to principal and interest by United States 383 

government sponsored enterprises (federal instrumentalities) 384 

which are non-full faith and credit agencies limited to the 385 

following: 386 
 387 

 Federal Farm Credit Bank (FFCB) 388 
 Federal Home Loan Bank or its district banks (FHLB) 389 

 Federal National Mortgage Association (FNMA) 390 

 Federal Home Loan Mortgage Corporation (Freddie-Macs) 391 

including Federal Home Loan Mortgage Corporation 392 

participation certificates 393 

 394 

ii. Portfolio Composition 395 
 396 

A maximum of one hundred percent (100%) of available funds 397 

may be invested in federal instrumentalities. The combined total 398 

of available funds invested in Federal instrumentalities and MBS 399 

cannot be more than 80%. 400 



 401 
iii. Limits on Individual Issuers 402 

 403 
A maximum of fifty percent (50%) of available funds may be 404 

invested in individual United States government agencies. 405 

iv. Maturity Limitations 406 
 407 

The maximum length to maturity for an investment in any federal 408 

instrumentality security is five and one-half (5.50) years from the 409 

date of settlement. 410 

 411 



d. Supranationals 412 

 413 

i. Purchase Authorization 414 
 415 

The Treasurer may invest in U.S. dollar denominated debt 416 

obligations of a multilateral organization of governments where 417 

U.S. is a shareholder and voting member.  The entities are limited 418 

to the International Bank for Reconstruction and Development 419 

(World Bank), International Finance Corporation (IFC), and Inter-420 

American Development Bank (ADB). 421 
 422 

ii. Portfolio Composition 423 
 424 

A maximum of twenty fiveten percent (2510%) of available funds 425 

may be invested in supranational securities (World Bank, IFC and 426 

ADB only). 427 
 428 

iii. Limits on Individual Issuers 429 
 430 

A maximum of five percent (5%) of available funds may be 431 

deposited with any one issuer. 432 

iv. The maximum maturity on any supranationals shall be no greater 433 

than five and one half (5.50) years from the date of settlement. 434 

 435 

e. Non-Negotiable Interest Bearing Certificate of Deposit or Saving 436 

Accounts 437 
 438 

i. Purchase Authorization 439 
 440 

The Treasurer may invest in non-negotiable interest bearing time 441 

certificates of deposit or savings accounts in banks organized 442 

under the laws of this state and/or in national banks organized 443 

under the laws of the United States and doing business and 444 

situated in the state of Florida, provided that any such deposits 445 

are secured by the Florida Security for Public Deposits Act, 446 

Chapter 280, F.S. 447 
 448 

ii. Portfolio Composition 449 
 450 

A maximum of twenty five percent (25%) of available funds may 451 

be invested in non-negotiable interest bearing time certificates of 452 

deposit or savings account. 453 
 454 

iii. Limits on Individual Issuers 455 
 456 

A maximum of fifteen percent (15%) of available funds may be 457 

deposited with any one issuer. 458 

iv. The maximum maturity on any certificate shall be no greater than 459 



one (1) year from the date of settlement. 460 

 461 

f. Interest Bearing Checking Accounts 462 
 463 

i. Purchase Authorization 464 
 465 

The Treasurer may invest in interest bearing checking accounts in 466 

banks organized under the laws of this state and/or in national 467 

banks organized under the laws of the United States and doing 468 

business and situated in the state of Florida, provided that any 469 

such deposits are secured by the Florida Security for Public 470 

Deposits Act, Chapter 280, F.S. 471 
 472 

ii. Portfolio Composition 473 
 474 

A maximum of one hundred percent (100%) of available funds 475 

may be invested in interest bearing checking accounts. 476 
 477 

iv.  478 
 479 

f.g. Repurchase Agreements 480 
 481 

i. Purchase Authorization 482 
 483 

A. The Treasurer may invest in repurchase agreements 484 

composed of only those investments based on the 485 

requirements set forth by the district's master repurchase 486 

agreement. All firms are required to sign the master 487 

repurchase agreement prior to the execution of a 488 

repurchase agreement transaction. 489 
 490 

B. A third party custodian with whom the district has a current 491 

custodial agreement shall hold the collateral for all 492 

repurchase agreements with a term longer than one (1) 493 

business day. A clearly marked receipt that shows evidence 494 

of ownership must be supplied to the Treasurer and 495 

retained. 496 



C. Securities authorized for collateral are negotiable direct 497 

obligations of the United States government, government 498 

agencies, and federal instrumentalities with maturities 499 

under five (5) years and must have a market value for the 500 

principal and accrued interest of one hundred two percent 501 

(102%) of the value and for the term of the repurchase 502 

agreement. Immaterial short-term deviations from one 503 

hundred two percent (102%) requirement are permissible 504 

only upon the approval of the Treasurer. 505 
 506 

ii. Portfolio Composition 507 
 508 

A maximum of fifty percent (50%) of available funds may be 509 

invested in repurchase agreements excluding one (1) business 510 

day agreements and overnight sweep agreements. 511 
 512 

iii. Limits on Individual Issuers 513 
 514 

A maximum of twenty five percent (25%) of available funds may 515 

be invested with any one institution. 516 
 517 

iv. Limits on Maturities 518 
 519 

The maximum length to maturity of any repurchase agreement is 520 

ninety (90) days from the date of settlement. 521 
 522 

g.h. Commercial Paper 523 
 524 

i. Purchase Authorization 525 
 526 

The Treasurer may invest in commercial paper of any United 527 

States company that is rated, at a minimum, at the time of 528 

purchase, at a minimum, "Prime-1" by Moody's and "A-1" or 529 

better by Standard & Poor's (prime commercial paper) or the 530 

equivalent by two NRSROs. 531 
 532 

ii. Portfolio Composition 533 
 534 

A maximum of fifty percent (50%) of available funds may be 535 

directly invested in prime commercial paper. 536 

iii. Limits on Individual Issuers 537 
 538 

A maximum of ten percent (10%) of available funds may be 539 

invested with any one issuer. 540 



iv. Maturity Limitations 541 
 542 

The maximum length to maturity for prime commercial paper 543 

shall be two hundred seventy (270) days from the date of 544 

settlement. 545 
 546 

h.i. Corporate Notes 547 
 548 

i. Purchase Authorization 549 
 550 

The Treasurer may invest in corporate notes issued by 551 

corporations organized and operating within the United States or 552 

by depository institutions licensed by the United States that have 553 

a long term debt rating, at the time of purchase, at a minimum 554 

“A” category or better by any two NRSROs. 555 
 556 

ii. Portfolio Composition 557 
 558 

A maximum of thirty percent (30%) of available funds may be 559 

directly invested in corporate notes. 560 

iii. Limits on Individual Issuers 561 
 562 

A maximum of five percent (5%) of available funds may be 563 

invested with any one issuer. 564 

iv. Maturity Limitations 565 
 566 

The maximum length to maturity for corporate notes shall be five 567 

and one-half (5.50) years from the date of settlement. 568 

i.j. Bankers' Acceptances 569 
 570 

i. Purchase Authorization 571 
 572 

The Treasurer may invest in bankers' acceptances issued by a 573 

domestic bank or a federally chartered domestic office of a foreign 574 

bank, which are eligible for purchase by the Federal Reserve 575 

System, at the time of purchase, the short-term paper is rated, 576 

at a minimum, "P-1" by Moody's Investors Services and "A-1" or 577 

better by Standard & Poor's or the equivalent by two NRSROs. 578 
 579 

ii. Portfolio Composition 580 
 581 

A maximum of thirty five percent (35%) of available funds may 582 

be directly invested in bankers' acceptances. 583 



iii. Limits on Individual Issuers 584 
 585 

A maximum of ten percent (10%) of available funds may be 586 

invested with any one (1) issuer. 587 

iv. Maturity Limitations 588 
 589 

The maximum length to maturity for bankers' acceptances shall 590 

be one hundred eighty (180) days from the date of settlement. 591 

j.k. State and/or Local Government Taxable and/or Tax-Exempt Debt 592 
 593 

i. Purchase Authorization 594 
 595 

The Treasurer may invest in municipal obligations, rated at a 596 

minimum single “A” category or better by any two NRSROs, or 597 

rated at a minimum “MIG-2” or better by Moody’s or “SP-2” or 598 

better by Standard & Poor’s for short-term debt. 599 
 600 

ii. Portfolio Composition 601 
 602 

A maximum of twenty percent (20%) of available funds may be 603 

invested in taxable and tax-exempt debts. 604 
 605 

iii. Limit on Individual Issuers 606 
 607 

A maximum of ten percent (10%) of available funds may be 608 

invested with any one issuer. 609 
 610 

iv. Maturity Limitations 611 
 612 

A maximum length to maturity for an investment in any state or 613 

local government debt security is five and one-half (5.50) years 614 

from the date of settlement. 615 
 616 

k.l. Registered Investment Companies (Money Market Mutual Funds) 617 
 618 

i. Investment Authorization 619 
 620 

The Treasurer may invest in shares in open-end, no-load funds 621 

provided such funds are registered under the Federal Investment 622 

Company Act of 1940 and operate in accordance with Title 17 623 

Code of Federal Regulations. § 270.2a-7, which stipulates that 624 

money market funds must have an average weighted maturity of 625 

sixty (60) days or less. The prospectus of the funds will indicate 626 

that the share value shall not fluctuate. 627 



ii. Portfolio Composition 628 
 629 

A maximum of seventy-five percent (75%) of available funds may 630 

be invested in money market funds. 631 

iii. Limits of Individual Issuers 632 
 633 

A maximum of twenty five percent (25%) of available funds may 634 

be invested with any one (1) money market fund. 635 

iv. Rating Requirements 636 
 637 

The money market funds shall be rated "AAAm" by Standard & 638 

Poor's, or the equivalent by another NRSRO. 639 

v. Due Diligence Requirements 640 
 641 

A thorough investigation of any money market fund is required 642 

prior to investing, and on a continual basis. Attachment B is a 643 

questionnaire that shall be completed prior to investing. A 644 

current prospectus must be obtained. 645 
 646 

l.m. Mortgage-Backed Securities (MBS) 647 
 648 

i. Investment Authorization 649 
 650 

The Treasurer may invest in mortgage-backed securities (MBS) 651 

which are based on mortgages issued or guaranteed as to 652 

principal and interest by United States government sponsored 653 

enterprises (federal instrumentalities) which are non-full faith and 654 

credit agencies. 655 
 656 

ii. Portfolio Composition 657 
 658 

A maximum of twenty percent (20%) of available funds may be 659 

invested in MBS. The combined total of available funds invested 660 

in Federal Instrumentalities and MBS cannot be more than eighty 661 

percent (80%). 662 
 663 

iii. Limits of Individual Issuers 664 
 665 

A maximum of fifteen percent (15%) of available funds may be 666 

invested with any one issuer. 667 



iv. Maturity Limitations 668 
 669 

A maximum length to maturity for an investment in any MBS is 670 

five and one-half (5.50) years from the date of settlement. 671 

m.n. Short Term Bond Funds 672 
 673 

i. Investment Authorization 674 
 675 

The Treasurer may invest in bond funds. 676 
 677 

ii. Portfolio Composition 678 
 679 

A maximum of twenty-five percent (25%) of available funds may 680 

be invested in bond funds. 681 

iii. Limits of Individual Issuers 682 
 683 

A maximum of ten percent (10%) of available funds may be 684 

invested with any one bond fund. 685 
 686 

iv. Rating Requirements and Duration 687 
 688 

Bonds funds shall be rated at a minimum “AA” category or better 689 

by Standard & Poor's or the equivalent by another NRSRO. 690 

Duration shall be no greater than three (3) years. 691 
 692 

v. Due Diligence Requirements 693 
 694 

A thorough investigation of any bond fund is required prior to 695 

investing, and on a continual basis. The Treasurer shall ensure a 696 

questionnaire covering the major aspects of any bond fund by 697 

completed prior to investing. A current prospectus must be 698 

obtained. 699 

 700 

 701 
n.o. Intergovernmental Investment Pools 702 

 703 
i. Investment Authorization 704 

 705 
The Treasurer may invest in intergovernmental investment pools, 706 

including The  Florida  Local  Government  Surplus  Funds  Trust  707 

Fund  ("Florida Prime"),  that are authorized pursuant to the 708 

Florida Interlocal Cooperation Act, as provided in Section. 709 

163.01, F.S.  The treasurer may invest in the Florida Prime only 710 

if the fund management is outsourced to a nationally 711 

recognized money management firm.  712 
 713 

ii. Portfolio Composition 714 
 715 

A maximum of twenty-fiveseventy-five percent (7550%) of 716 



available funds may be invested in intergovernmental 717 

investment pools, including The Florida Local Government 718 

Surplus Funds Trust Fund ("Florida Prime").   The maximum of 719 

75% should be used sparingly with a goal of 50% or less 720 

invested in Intergovernmental Pools.  721 

 722 

iii. Limits on Individual Issuers 723 
 724 

A maximum of twenty-five percent (25%) of available funds 725 

may be deposited with any one issuer. 726 

 727 



 728 

iii.iv. Rating Requirement 729 
 730 

Intergovernmental investment pools shall be rated "AAAm" 731 

by Standard & Poor's or the equivalent by another Nationally 732 

Recognized Statistical Ratings Organization (NRSRO). 733 
 734 

iv.v. Due Diligence Requirements 735 
 736 

A thorough investigation of any intergovernmental investment 737 

pool is required prior to investing, and on a continual basis. 738 

Attachment B is a questionnaire that shall be completed prior to 739 

investing. A current prospectus must be obtained. 740 
 741 
13. DERIVATIVES AND REVERSE REPURCHASE AGREEMENTS 742 
 743 

Investment in any derivative products or the use of reverse repurchase 744 

agreements requires specific board approval prior to their use. If the board 745 

approves the use of derivative products, the Treasurer shall develop sufficient 746 

understanding of the derivative products and have the expertise to manage 747 

them. A "derivative" is defined as a financial instrument the value of which 748 

depends on, or is derived from, the value of one or more underlying assets or 749 

indices or asset values. If the board approves the use of reverse repurchase 750 

agreements or other forms of leverage, the investment shall be limited to 751 

transactions in which the proceeds are intended to provide liquidity and for 752 

which the Treasurer has sufficient resources and expertise to manage them. 753 
 754 
14. PERFORMANCE MEASUREMENTS 755 
 756 

In order to assist in the evaluation of the portfolio's performance, the district 757 

will use performance benchmarks for short-term and long-term portfolios. The 758 

use of benchmarks will allow the district to measure its returns against other 759 

investors in the same markets. 760 
 761 

a. Investment performance of funds designated as short-term funds and 762 

other funds that must maintain a high degree of liquidity will be 763 

compared to the return on the S&P Rated GIP Index Government 30 764 

Day Yield. The comparison should not include overnight funds which are 765 

maintained to ensure prompt payment of the District’s current obligations.  766 

Investments of current operating funds shall have maturities of no 767 

longer than twenty-four (24) months. 768 
 769 

Investment performance of funds designated as core funds and other 770 

non-operating funds that have a longer-term investment horizon will be 771 

compared to the Bank of America Merrill Lynch 1-3 year Government 772 

Index or an equivalent index comprised of U. S. Treasury or government 773 

securities. The appropriate index will have a duration and asset mix that 774 

approximates the portfolios and will be utilized as a benchmark to be 775 



compared to the portfolio's total rate of return. 776 

b. The target duration of the District's core portfolio shall be reviewed with 777 

the investment advisor quarterly. 778 
 779 
15. REPORTING 780 
 781 

The Treasurer shall provide the accounting services department timely 782 

transaction data as necessary to record and document investment activity. 783 
 784 

The Treasurer shall provide a monthly report including the listing of holdings 785 

in the portfolio at market value to the Chief Financial Officer or 786 

Superintendent's designee. 787 
 788 

The Treasurer and/or investment advisor shall provide the Chief Financial 789 

Officer or Superintendent's designee and the Finance Committee with quarterly 790 

investment reports. Once reviewed by the Finance Committee this report shall 791 

be submitted to the board. 792 
 793 

Schedules in the quarterly report should include but not be limited to the 794 

following: 795 
 796 

a. A  listing  of  individual  securities  held  at  the  end  of  the  reporting 797 

period 798 
 799 

b. Percentage of available funds represented by each investment type 800 
 801 

c. Coupon, discount or earning rate 802 
 803 

d. Average life or duration and final maturity of all investments 804 
 805 

e. Par value, and market value 806 
 807 

On an annual basis, the Treasurer shall prepare and submit to the board a 808 

written report on all invested funds. The annual report shall provide all, but 809 

not limited to, the following: a complete list of all invested funds, name or type 810 

of security in which the funds are invested, the amount invested, the maturity 811 

date, income earned, the book value, the market value and the yield on each 812 

investment. 813 
 814 

The annual report will show performance on both a book value and total rate 815 

of return basis and will compare the results to the above-stated performance 816 

benchmarks. All investments shall be reported at fair value per GASB 817 

standards. Investment reports shall be available to the public. 818 

Upon issuance of debt, the Treasurer shall submit a summary report on the 819 

investment of any debt proceeds to the Finance Committee. 820 
 821 
16. THIRD-PARTY CUSTODIAL AGREEMENTS 822 
 823 

All securities, with the exception of certificates of deposits, shall be held with 824 

a third party custodian; and all securities purchased by, and all collateral 825 

obtained by, the district should be properly designated as an asset of the 826 



district. The securities must be held in an account separate and apart from the 827 

assets of the financial institution. A third party custodian is defined as any bank 828 

depository chartered by the federal government, the state of Florida, or any 829 

other state or territory of the United States which has a branch or principal 830 

place of business in the state of Florida as defined in § 658.12, F.S., or by a 831 

national association organized and existing under the laws of the United States 832 

which is authorized to accept and execute trusts and which is doing business 833 

in the state of Florida. Certificates of deposits will be placed in the provider's 834 

safekeeping department for the term of the deposit. 835 
 836 

The Chief Financial Officer or Superintendent's designee, upon approval of the 837 

Palm Beach County School Board, will execute on behalf of the district, third 838 

party custodial agreement(s) with its bank(s) and depository institution(s). 839 

Such agreements may include letters of authority from the district, details as 840 

to the responsibilities of each party, method of notification of security 841 

purchases, sales, delivery, procedures related to repurchase agreements and 842 

wire transfers, safekeeping and transaction costs, procedures in case of wire 843 

failure or other unforeseen mishaps and describing the liability of each party. 844 
 845 

The custodian shall accept transaction instructions only from those persons 846 

who have been duly authorized by the School Board of Palm Beach County and 847 

which authorization has been provided, in writing, to the custodian. No 848 

withdrawal of securities, in whole or in part, shall be made from safekeeping, 849 

shall be permitted unless by such a duly authorized person. 850 
 851 

The custodian shall provide the treasurer with safekeeping receipts that 852 

provide detailed information on the securities held by the custodian. Security 853 

transactions between a broker/dealer and the custodian involving the purchase 854 

or sale of securities by transfer of money or securities must be made on a 855 

"delivery vs. payment" basis, if applicable, to ensure that the custodian will 856 

have the security or money, as appropriate, in hand at the conclusion of the 857 

transaction. Securities held as collateral shall be held free and clear of any 858 

liens. 859 

 860 
17. ELECTRONIC FUNDS TRANSFERS 861 

District funds may be moved into, out of, and between any District account by 862 

electronic means, including Fedwire, ACH, or any other method as may be 863 

developed and put into practice by financial institutions for the purposes of 864 

transferring money between accounts or between financial institutions. 865 

Movement of District funds by electronic means shall comply with F.S. Chapter 866 

668. 867 
 868 

Board funds shall be electronically transferred for the following reasons only: 869 

a. Payment of  legitimate obligations  incurred  in  the course of  Board 870 

business 871 
 872 

b. Receipt of Board revenue from local, State, and Federal sources 873 
 874 



c. Settlement investment of investment transactions, e.g.  purchases,  875 

sales,  or principal and interest distributions 876 
 877 

d. Transfers  between  Board  accounts  as  needed  for  legitimate  funds 878 

management activities 879 

The Treasurer, or his/her backup, will execute electronic transfer of funds 880 

through qualified financial institutions as defined in Delegation of Authority 881 

above. The treasury department shall provide all documentation necessary to 882 

the accounting department so the transactions can be properly recorded within 883 

the Board’s financial system. 884 
 885 

Types of Electronic Funds Transfers 886 

a. Fedwires 887 
 888 

i. Fedwires between Board accounts can be initiated and approved 889 

by the Treasurer or his/her designee. 890 

ii. Repetitive templates of Fedwire instructions to non-Board 891 

accounts shall be established by a Treasury Department 892 

employee using software provided by the Board’s financial 893 

institutions and approved by the Treasurer or the Director of 894 

Accounting Services. 895 
 896 

iii. Fedwires to non-Board accounts can be initiated by the Treasurer 897 

or his/her designee without a secondary approval, provided 898 

repetitive templates, as established in paragraph “2” above, are 899 

used. 900 



b. International Wire Transfers 901 
 902 

i. International payments are allowed only for foreign trips or 903 

programs as specifically approved by the School Board. 904 

ii. The international payment will be initiated by a treasury 905 

department staff member (not the Treasurer), approved by the 906 

Treasurer, and a mandatory second approval by either the Director 907 

of Accounting Services or the Superintendent's designee. 908 
 909 

iii. Such payments must be made from the District’s General School 910 

Fund Account. No other District or school bank account will allow 911 

international payments. 912 
 913 

c. ACH Transactions 914 
 915 

i. Vendors may be paid via ACH Credit transactions when 916 

advantageous to the Board. An ACH Credit transaction is where 917 

money is sent from a Board accounts to the Board vendors’ 918 

appropriate bank account. 919 
 920 

ii. ACH Debit transactions are prohibited, unless the counterparty to the 921 

transaction is another governmental entity or required by a Board 922 

approved contract. An ACH Debit transaction is where money is 923 

retrieved from a Board account by the counterparty’s financial 924 

institution. 925 
 926 

iii. Authorized Board vendors to be paid via ACH will be set up to 927 

receive such payments in the Board’s financial system by 928 

purchasing department personnel. Such payments will be initiated 929 

through the accounts payment department in compliance with 930 

procedures established by the accounts payable department. 931 
 932 

iv. Payment of employees’ wages via direct deposit or paycard will be 933 

initiated by the payroll department in compliance with procedures 934 

established by the payroll department. 935 
 936 

d. Other Electronic Funds Transfer Transaction Types 937 
 938 

Other electronic funds transfer transactions, through either an 939 

established method or any method that may be developed in the future, are 940 

permitted, so long as such transactions are structured so that Board funds 941 

may not be transferred to non-Board accounts at the sole discretion of the 942 

Treasurer. Instructions to transfer funds electronically, to non-Board 943 

accounts, shall always be established under dual control, one District 944 

employee inputting the payment instructions and a second District 945 

employee approving the instructions. Said instructions can then be used 946 

by the Treasurer or his/her designee to execute an electronic transfer of 947 

funds. 948 



 949 
18. INVESTMENT AND CASH MANAGEMENT POLICY ADOPTION 950 
 951 

The investment and cash management policy shall be adopted by board 952 

resolution. The Chief Financial Officer or Superintendent's designee, Treasurer 953 

and the Finance Committee shall review the policy annually and the School 954 

Board shall approve any modification made thereto. 955 

 956 

 957 

STATUTORY AUTHORITY: Fla. Stat. §§ 1001.42; 1001.43 

LAWS IMPLEMENTED: Fla. Stat. §§ 218.415; 1001.42; 1011.19; 
1011.18; 116.34; 215.85; 668.006 

STATE BOARD RULE SUPPLEMENTED: Rule 6A-1.0012, Fla. Admin. Code 

HISTORY: 02/18/72; 11/29/76; 04/06/83; 
12/18/96; 03/26/01; 5/11/2011; 
08/26/2015; 07/26/2017 

958 



Attachment A 959 
Glossary of Cash and Investment Management Terms 960 

 961 

The following is a glossary of key investing terms, many of which appear in the 962 

District’s investment policy. This glossary clarifies the meaning of investment terms 963 

generally used in cash and investment management. This glossary has been adapted 964 

from the GFOA Sample Investment Policy and the Association of Public Treasurers of 965 

the United States and Canada’s Model Investment Policy. 966 
 967 
Accrued Interest.  Interest earned but which has not yet been paid or received. 968 

 969 
Agency.  See "Federal Agency Securities." 970 

 971 
Ask Price. Price at which a broker/dealer offers to sell a security to an investor. Also 972 

known as “offered price.” 973 

Asset Backed Securities (ABS). A fixed-income security backed by notes or 974 

receivables against assets other than real estate. Generally issued by special purpose 975 

companies that “own” the assets and issue the ABS. Examples include securities 976 

backed by auto loans, credit card receivables, home equity loans, manufactured 977 

housing loans, farm equipment loans, and aircraft leases. 978 
 979 
Average Life. The average length of time that an issue of serial bonds and/or term 980 

bonds with a mandatory sinking fund feature is expected to be outstanding. 981 
 982 
Bankers' Acceptance (BA's). A draft or bill of exchange drawn upon and accepted 983 

by a bank. Frequently used to finance shipping of international goods. Used as a 984 

short-term credit instrument, bankers' acceptances are traded at a discount from 985 

face value as a money market instrument in the secondary market on the basis of 986 

the credit quality of the guaranteeing bank. 987 
 988 
Basis Point. One hundredth of one percent, or 0.01%. Thus 1% equals 100 basis 989 

points. 990 

Bearer Security. A security whose ownership is determined by the holder of the 991 

physical security. Typically, there is no registration on the issuer’s books. Title to 992 

bearer securities is transferred by delivery of the physical security or certificate. Also 993 

known as “physical securities.” 994 
 995 
Benchmark Bills: In November 1999, FNMA introduced its Benchmark Bills program, 996 

a short-term debt securities issuance program to supplement its existing discount 997 

note program. The program includes a schedule of larger, weekly issues in three- 998 

and six-month maturities and biweekly issues in one-year for Benchmark Bills. Each 999 

issue is brought to market via a Dutch (single price) auction. FNMA conducts a weekly 1000 

auction for each Benchmark Bill maturity and accepts both competitive and 1001 



non-competitive bids through a web based auction system. This program is in 1002 

addition to the variety of other discount note maturities, with rates posted on a daily 1003 

basis, which FNMA offers. FNMA's Benchmark Bills are unsecured general obligations 1004 

that are issued in book-entry form through the Federal Reserve Banks. There are no 1005 

periodic payments of interest on Benchmark Bills, which are sold at a discount from 1006 

the principal amount and payable at par at maturity. Issues under the Benchmark 1007 

program constitute the same credit standing as other FNMA discount notes; they 1008 

simply add organization and liquidity to the short-term Agency discount note market. 1009 
 1010 
Benchmark Notes/Bonds: Benchmark Notes and Bonds are a series of FNMA 1011 

“bullet” maturities (non-callable) issued according to a pre-announced calendar. 1012 

Under its Benchmark Notes/Bonds program, 2, 3, 5, 10, and 30-year maturities are 1013 

issued each quarter. Each Benchmark Notes new issue has a minimum size of $4 1014 

billion, 30-year new issues having a minimum size of $1 billion, with re-openings 1015 

based on investor demand to further enhance liquidity. The amount of non-callable 1016 

issuance has allowed FNMA to build a yield curve in Benchmark Notes and Bonds in 1017 

maturities ranging from 2 to 30 years. The liquidity emanating from these large size 1018 

issues has facilitated favorable financing opportunities through the development of a 1019 

liquid overnight and term repo market. Issues under the Benchmark program 1020 

constitute the same credit standing as other FNMA issues; they simply add 1021 

organization and liquidity to the intermediate- and long-term Agency market. 1022 
 1023 
Benchmark. A market index used as a comparative basis for measuring the 1024 

performance of an investment portfolio. A performance benchmark should represent 1025 

a close correlation to investment guidelines, risk tolerance, and duration of the actual 1026 

portfolio's investments. 1027 
 1028 
Bid Price. Price at which a broker/dealer offers to purchase a security from an 1029 

investor. 1030 
 1031 
Bond. Financial obligation for which the issuer promises to pay the bondholder (the 1032 

purchaser or owner of the bond) a specified stream of future cash-flows, including 1033 

periodic interest payments and a principal repayment. 1034 
 1035 
Book Entry Securities. Securities that are recorded in a customer’s account 1036 

electronically through one of the financial markets electronic delivery and custody 1037 

systems, such as the Fed Securities wire, DTC, and PTC 1038 
 1039 
(as opposed to bearer or physical securities). The trend is toward a certificate-free 1040 

society in order to cut down on paperwork and to diminish investors’ concerns about 1041 

the certificates themselves. The vast majority of securities are now book entry 1042 

securities. 1043 



Book Value. The value at which a debt security is reflected on the holder's records 1044 

at any point in time. Book value is also called “amortized cost” as it represents the 1045 

original cost of an investment adjusted for amortization of premium or accretion of 1046 

discount. Also called “carrying value.” Book value can vary over time as an 1047 

investment approaches maturity and differs from “market value” in that it is not 1048 

affected by changes in market interest rates. 1049 
 1050 
Broker/Dealer. A person or firm transacting securities business with customers. A 1051 

“broker” acts as an agent between buyers and sellers, and receives a commission for 1052 

these services. A “dealer” buys and sells financial assets from its own portfolio. A 1053 

dealer takes risk by owning inventory of securities, whereas a broker merely matches 1054 

up buyers and sellers. See also "Primary Dealer." 1055 
 1056 
Bullet Notes/Bonds. Notes or bonds that have a single maturity date and are non- 1057 

callable. 1058 
 1059 
Call Date.  Date at which a call option may be or is exercised. 1060 

 1061 
Call Option.  The right, but not the obligation, of an issuer of a security to redeem 1062 

a security at a specified value and at a specified date or dates prior to its stated 1063 

maturity date. Most fixed-income calls are a par, but can be at any previously 1064 

established price. Securities issued with a call provision typically carry a higher yield 1065 

than similar securities issued without a call feature. There are three primary types of 1066 

call options (1) European - one-time calls, (2) Bermudan - periodically on a 1067 

predetermined schedule (quarterly, semi-annual, annual), and (3) American - 1068 

continuously callable at any time on or after the call date. There is usually a notice 1069 

period of at least 5 business days prior to a call date. 1070 
 1071 
Callable Bonds/Notes. Securities which contain an imbedded call option giving the 1072 

issuer the right to redeem the securities prior to maturity at a predetermined price 1073 

and time. 1074 
 1075 
Certificate of Deposit (CD). Bank obligation issued by a financial institution 1076 

generally offering a fixed rate of return (coupon) for a specified period of time 1077 

(maturity). Can be as long as 10 years to maturity, but most CDs purchased by public 1078 

agencies are one year and under. 1079 
 1080 
Collateral. Investment securities or other property that a borrower pledges to 1081 

secure repayment of a loan, secure deposits of public monies, or provide security for 1082 

a repurchase agreement. 1083 
 1084 
Collateralization. Process by which a borrower pledges securities, property, or 1085 

other deposits for securing the repayment of a loan and/or security. 1086 



Collateralized Mortgage Obligation (CMO). A security that pools together 1087 

mortgages and separates them into short, medium, and long-term positions (called 1088 

tranches). Tranches are set up to pay different rates of interest depending upon their 1089 

maturity. Interest payments are usually paid monthly. In “plain vanilla” CMOs, 1090 

principal is not paid on a tranche until all shorter tranches have been paid off. This 1091 

system provides interest and principal in a more predictable manner. A single pool of 1092 

mortgages can be carved up into numerous tranches each with its own payment and 1093 

risk characteristics. 1094 
 1095 
Commercial Paper. Short term unsecured promissory note issued by a company 1096 

or financial institution. Issued at a discount and matures for par or face value. Usually 1097 

a maximum maturity of 270 days and given a short-term debt rating by one or more 1098 

NRSROs. 1099 
 1100 
Convexity. A measure of a bond's price sensitivity to changing interest rates. A high 1101 

convexity indicates greater sensitivity of a bond's price to interest rate changes. 1102 
 1103 
Corporate Note. A debt instrument issued by a corporation with a maturity of 1104 

greater than one year and less than ten years. 1105 
 1106 
Counterparty. The other party in a two party financial transaction. "Counterparty 1107 

risk" refers to the risk that the other party to a transaction will fail in its related 1108 

obligations. For example, the bank or broker/dealer in a repurchase agreement. 1109 
 1110 
Coupon Rate. Annual rate of interest on a debt security, expressed as a percentage 1111 

of the bond’s face value. 1112 
 1113 
Current Yield. Annual rate of return on a bond based on its price. Calculated as 1114 

(coupon rate / price), but does not accurately reflect a bond’s true yield level. 1115 
 1116 

Custody. Safekeeping services offered by a bank, financial institution, or trust 1117 

company, referred to as the “custodian.” Service normally includes the holding and 1118 

reporting of the customer's securities, the collection and disbursement of income, 1119 

securities settlement, and market values. 1120 
 1121 
Dealer. A dealer, as opposed to a broker, acts as a principal in all transactions, 1122 

buying and selling for his/her own account. 1123 
 1124 
Delivery Versus Payment (DVP). Settlement procedure in which securities are 1125 

delivered versus payment of cash, but only after cash has been received. Most 1126 

security transactions, including those through the Fed Securities Wire system and 1127 

DTC, are done DVP as a protection for both the buyer and seller of securities. 1128 
 1129 
Depository Trust Company (DTC). A firm through which members can use a 1130 

computer to arrange for securities to be delivered to other members without physical 1131 



delivery of certificates. A member of the Federal Reserve System and owned mostly 1132 

by the New York Stock Exchange, the Depository Trust Company uses computerized 1133 

debit and credit entries. Most corporate securities, commercial paper, CDs, and BAs 1134 

clear through DTC. 1135 
 1136 
Derivatives. (1) Financial instruments whose return profile is linked to, or derived 1137 

from, the movement of one or more underlying index or security, and may include a 1138 

leveraging factor, or (2) financial contracts based upon notional amounts whose value 1139 

is derived from an underlying index or security (interest rates, foreign exchange 1140 

rates, equities, or commodities). For hedging purposes, common derivatives are 1141 

options, futures, interest rate swaps, and swaptions. 1142 
 1143 
Derivative Security. Financial instrument created from, or whose value depends 1144 

upon, one or more underlying assets or indexes of asset values. 1145 
 1146 
Designated Bond. FFCB’s regularly issued, liquid, non-callable securities that 1147 

generally have a 2 or 3 year original maturity. New issues of Designated Bonds are 1148 

$1 billion or larger. Re-openings of existing Designated Bond issues are generally a 1149 

minimum of $100 million. Designated Bonds are offered through a syndicate of two 1150 

to six dealers. Twice each month the Funding Corporation announces its intention to 1151 

issue a new Designated Bond, reopen an existing issue, or to not issue or reopen a 1152 

Designated Bond. Issues under the Designated Bond program constitute the same 1153 

credit standing as other FFCB issues; they simply add organization and liquidity to 1154 

the intermediate- and long-term Agency market. 1155 
 1156 
Discount Notes. Unsecured general obligations issued by Federal Agencies at a 1157 

discount. Discount notes mature at par and can range in maturity from overnight to 1158 

one year. Very large primary (new issue) and secondary markets exist. 1159 
 1160 
Discount Rate. Rate charged by the system of Federal Reserve Banks on overnight 1161 

loans to member banks. Changes to this rate are administered by the Federal Reserve 1162 

and closely mirror changes to the “fed funds rate.” 1163 
 1164 
Discount Securities. Non-interest bearing money market instruments that are 1165 

issued at discount and redeemed at maturity for full face value. Examples include: 1166 

U.S. Treasury Bills, Federal Agency Discount Notes, Bankers' Acceptances, and 1167 

Commercial Paper. 1168 

Discount. The amount by which a bond or other financial instrument sells below its 1169 

face value. See also "Premium." 1170 
 1171 
Diversification. Dividing investment funds among a variety of security types, 1172 

maturities, industries, and issuers offering potentially independent returns. 1173 



Dollar Price. A bond’s cost expressed as a percentage of its face value. For example, 1174 

a bond quoted at a dollar price of 95 ½, would have a principal cost of $955 per 1175 

$1,000 of face value. 1176 
 1177 
Duff & Phelps. One of several NRSROs that provide credit ratings on corporate and 1178 

bank debt issues. 1179 
 1180 
Duration. The weighted average maturity of a security’s or portfolio’s cash-flows, 1181 

where the present values of the cash-flows serve as the weights. The greater the 1182 

duration of a security/portfolio, the greater its percentage price volatility with respect 1183 

to changes in interest rates. Used as a measure of risk and a key tool for managing 1184 

a portfolio versus a benchmark and for hedging risk. There are also different kinds of 1185 

duration used for different purposes (e.g. MacAuley Duration, Modified Duration). 1186 
 1187 
Fannie Mae.  See "Federal National Mortgage Association." 1188 

 1189 
Fed Money Wire. A computerized communications system that connects the Federal 1190 

Reserve System with its member banks, certain U. S. Treasury offices, and the 1191 

Washington D.C. office of the Commodity Credit Corporation. The Fed Money Wire is 1192 

the book entry system used to transfer cash balances between banks for themselves 1193 

and for customer accounts. 1194 
 1195 
Fed Securities Wire. A computerized communications system that facilitates book 1196 

entry transfer of securities between banks, brokers and customer accounts, used 1197 

primarily for settlement of U.S. Treasury and Federal Agency securities. 1198 
 1199 
Fed.  See "Federal Reserve System." 1200 

 1201 
Federal Agency Security. A debt instrument issued by one of the Federal Agencies. 1202 

Federal Agencies are considered second in credit quality and liquidity only to U.S. 1203 

Treasuries. 1204 
 1205 
Federal Agency. Government sponsored/owned entity created by the U.S. 1206 

Congress, generally for the purpose of acting as a financial intermediary by borrowing 1207 

in the marketplace and directing proceeds to specific areas of the economy 1208 

considered to otherwise have restricted access to credit markets. The largest Federal 1209 

Agencies are GNMA, FNMA, FHLMC, FHLB, FFCB, SLMA, and TVA. 1210 
 1211 
Federal Deposit Insurance Corporation (FDIC). Federal agency that insures 1212 

deposits at commercial banks, currently to a limit of $250,000 per depositor per 1213 

bank. 1214 
 1215 
Federal Farm Credit Bank (FFCB). One of the large Federal Agencies. A 1216 

government sponsored enterprise (GSE) system that is a network of cooperatively- 1217 

owned lending institutions that provides credit services to farmers, agricultural 1218 



cooperatives and rural utilities. The FFCBs act as financial intermediaries that borrow 1219 

money in the capital markets and use the proceeds to make loans and provide other 1220 

assistance to farmers and farm-affiliated businesses. Consists of the consolidated 1221 

operations of the Banks for Cooperatives, Federal Intermediate Credit Banks, and 1222 

Federal Land Banks. Frequent issuer of discount notes, agency notes and callable 1223 

agency securities. FFCB debt is not an obligation of, nor is it guaranteed by the U.S. 1224 

government, although it is considered to have minimal credit risk due to its 1225 

importance to the U.S. financial system and agricultural industry. Also issues notes 1226 

under its “designated note” program. 1227 
 1228 
Federal Funds (Fed Funds). Funds placed in Federal Reserve Banks by depository 1229 

institutions in excess of current reserve requirements, and frequently loaned or 1230 

borrowed on an overnight basis between depository institutions. 1231 
 1232 
Federal Funds Rate (Fed Funds Rate). The interest rate charged by a depository 1233 

institution lending Federal Funds to another depository institution. The Federal 1234 

Reserve influences this rate by establishing a "target" Fed Funds rate associated with 1235 

the Fed's management of monetary policy. 1236 
 1237 
Federal Home Loan Bank System (FHLB). One of the large Federal Agencies. A 1238 

government sponsored enterprise (GSE) system, consisting of wholesale banks 1239 

(currently twelve district banks) owned by their member banks, which provides 1240 

correspondent banking services and credit to various financial institutions, financed 1241 

by the issuance of securities. The principal purpose of the FHLB is to add liquidity to 1242 

the mortgage markets. Although FHLB does not directly fund mortgages, it provides 1243 

a stable supply of credit to thrift institutions that make new mortgage loans. FHLB 1244 

debt is not an obligation of, nor is it guaranteed by the U.S. government, although it 1245 

is considered to have minimal credit risk due to its importance to the U.S. financial 1246 

system and housing market. Frequent issuer of discount notes, agency notes and 1247 

callable agency securities. Also issues notes under its “global note” and “TAP” 1248 

programs. 1249 
 1250 
Federal Home Loan Mortgage Corporation (FHLMC or "Freddie Mac"). One of 1251 

the large Federal Agencies. A government sponsored public corporation (GSE) that 1252 

provides stability and assistance to the secondary market for home mortgages by 1253 

purchasing first mortgages and participation interests financed by the sale of debt 1254 

and guaranteed mortgage backed securities. FHLMC debt is not an obligation of, nor 1255 

is it guaranteed by the U.S. government, although it is considered to have minimal 1256 

credit risk due to its importance to the U.S. financial system and housing market. 1257 

Frequent issuer of discount notes, agency notes, callable agency securities, and MBS. 1258 

Also issues notes under its “reference note” program. 1259 
 1260 
Federal National Mortgage Association (FNMA or "Fannie Mae"). One of the 1261 

large Federal Agencies. A government sponsored public corporation (GSE) that 1262 



provides liquidity to the residential mortgage market by purchasing mortgage loans 1263 

from lenders, financed by the issuance of debt securities and MBS (pools of 1264 

mortgages packaged together as a security). FNMA debt is not an obligation of, nor 1265 

is it guaranteed by the U.S. government, although it is considered to have minimal 1266 

credit risk due to its importance to the U.S. financial system and housing market. 1267 

Frequent issuer of discount notes, agency notes, callable agency securities and MBS. 1268 

Also issues notes under its “benchmark note” program. 1269 
 1270 
Federal Reserve Bank. One of the 12 distinct banks of the Federal Reserve System. 1271 

 1272 
Federal Reserve System (the Fed). The independent central bank system of the 1273 

United States that establishes and conducts the nation's monetary policy. This is 1274 

accomplished in three major ways: (1) raising or lowering bank reserve 1275 

requirements, (2) raising or lowering the target Fed Funds Rate and Discount Rate, 1276 

and (3) in open market operations by buying and selling government securities. The 1277 

Federal Reserve System is made up of twelve Federal Reserve District Banks, their 1278 

branches, and many national and state banks throughout the nation. It is headed by 1279 

the seven member Board of Governors known as the “Federal Reserve Board” and 1280 

headed by its Chairman. 1281 
 1282 
Financial Industry Regulatory Authority, Inc. (FINRA). A private corporation 1283 

that acts as a self-regulatory organization (SRO). FINRA is the successor to the 1284 

National Association of Securities Dealers, Inc. (NASD). Though sometimes mistaken 1285 

for a government agency, it is a non-governmental organization that performs 1286 

financial regulation of member brokerage firms and exchange markets. The 1287 

government also has a regulatory arm for investments, the Securities and Exchange 1288 

Commission (SEC). 1289 
 1290 
Fiscal Agent/Paying Agent. A bank or trust company that acts, under a trust 1291 

agreement with a corporation or municipality, in the capacity of general treasurer. 1292 

The agent performs such duties as making coupon payments, paying rents, 1293 

redeeming bonds, and handling taxes relating to the issuance of bonds. 1294 
 1295 
Fitch Investors Service, Inc. One of several NRSROs that provide credit ratings 1296 

on corporate and municipal debt issues. 1297 
 1298 
Floating Rate Security (FRN or “floater”). A bond with an interest rate that is 1299 

adjusted according to changes in an interest rate or index. Differs from variable-rate 1300 

debt in that the changes to the rate take place immediately when the index changes, 1301 

rather than on a predetermined schedule. See also “Variable Rate Security.” 1302 
 1303 
Freddie Mac.  See "Federal Home Loan Mortgage Corporation." 1304 

 1305 
Ginnie Mae.  See "Government National Mortgage Association." 1306 



Global Notes: Notes designed to qualify for immediate trading in both the domestic 1307 

U.S. capital market and in foreign markets around the globe. Usually large issues 1308 

that are sold to investors worldwide and therefore have excellent liquidity. Despite 1309 

their global sales, global notes sold in the U.S. are typically denominated in U.S. 1310 

dollars. 1311 
 1312 
Government National Mortgage Association (GNMA or "Ginnie Mae"). One of 1313 

the large Federal Agencies. Government-owned Federal Agency that acquires, 1314 

packages, and resells mortgages and mortgage purchase commitments in the form 1315 

of mortgage-backed securities. Largest issuer of mortgage pass-through securities. 1316 

GNMA debt is guaranteed by the full faith and credit of the U.S. government (one of 1317 

the few agencies that are actually full faith and credit of the U.S. government). 1318 
 1319 
Government Securities. An obligation of the U.S. government, backed by the full 1320 

faith and credit of the government. These securities are regarded as the highest 1321 

quality of investment securities available in the U.S. securities market. See "Treasury 1322 

Bills, Notes, Bonds, and SLGS." 1323 
 1324 
Government Sponsored Enterprise (GSE). Privately owned entity subject to 1325 

federal regulation and supervision, created by the U.S. Congress to reduce the cost 1326 

of capital for certain borrowing sectors of the economy such as students, farmers, 1327 

and homeowners. GSEs carry the implicit backing of the U.S. government, but they 1328 

are not direct obligations of the U.S. government. For this reason, these securities 1329 

will offer a yield premium over U.S. Treasuries. Examples of GSEs include: FHLB, 1330 

FHLMC, FNMA, and SLMA. 1331 
 1332 
Government Sponsored Enterprise Security. A security issued by a Government 1333 

Sponsored Enterprise. Considered Federal Agency Securities. 1334 
 1335 
Index. A compilation of statistical data that tracks changes in the economy or in 1336 

financial markets. 1337 

Interest-Only (IO) STRIP. A security based solely on the interest payments from 1338 

the bond. After the principal has been repaid, interest payments stop and the value 1339 

of the security falls to nothing. Therefore, IOs are considered risky investments. 1340 

Usually associated with mortgage-backed securities. 1341 
 1342 
Internal Controls. An internal control structure ensures that the assets of the entity 1343 

are protected from loss, theft, or misuse. The internal control structure is designed 1344 

to provide reasonable assurance that these objectives are met. The concept of 1345 

reasonable assurance recognizes that 1) the cost of a control should not exceed the 1346 

benefits likely to be derived and 2) the valuation of costs and benefits requires 1347 

estimates and judgments by management. Internal controls should address the 1348 

following points: 1349 



 1350 

1. Control of collusion - Collusion is a situation where two or more employees 1351 
are working in conjunction to defraud their employer. 1352 

 1353 
2. Separation of transaction authority from accounting and record 1354 

keeping - A separation of duties is achieved by separating the person who 1355 
authorizes or performs the transaction from the people who record or 1356 
otherwise account for the transaction. 1357 

 1358 
3. Custodial safekeeping - Securities purchased from any bank or dealer 1359 

including appropriate collateral (as defined by state law) shall be placed with 1360 
an independent third party for custodial safekeeping. 1361 

 1362 
4. Avoidance of physical delivery securities - Book-entry securities are much 1363 

easier to transfer and account for since actual delivery of a document never 1364 
takes place. Delivered securities must be properly safeguarded against loss or 1365 
destruction. The potential for fraud and loss increases with physically delivered 1366 
securities. 1367 

 1368 
5. Clear delegation of authority to subordinate staff members - 1369 

Subordinate staff members must have a clear understanding of their authority 1370 
and responsibilities to avoid improper actions. Clear delegation of authority 1371 
also preserves the internal control structure that is contingent on the various 1372 
staff positions and their respective responsibilities. 1373 

 1374 
6. Written confirmation of transactions for investments and wire 1375 

transfers - Due to the potential for error and improprieties arising from 1376 
telephone and electronic transactions, all transactions should be supported by 1377 
written communications and approved by the appropriate person. Written 1378 
communications may be via fax if on letterhead and if the safekeeping 1379 
institution has a list of authorized signatures. 1380 

 1381 
7. Development of a wire transfer agreement with the lead bank and 1382 

third-party custodian - The designated official should ensure that an 1383 
agreement will be entered into and will address the following points: controls, 1384 
security provisions, and responsibilities of each party making and receiving 1385 
wire transfers. 1386 

 1387 
Inverse Floater. A floating rate security structured in such a way that it reacts 1388 

inversely to the direction of interest rates. Considered risky as their value moves in 1389 

the opposite direction of normal fixed-income investments and whose interest rate 1390 

can fall to zero. 1391 
 1392 
Investment Advisor. A company that provides professional advice managing 1393 

portfolios, investment recommendations, and/or research in exchange for a 1394 

management fee. 1395 



Investment Adviser Act of 1940. Federal legislation that sets the standards by 1396 

which investment companies, such as mutual funds, are regulated in the areas of 1397 

advertising, promotion, performance reporting requirements, and securities 1398 

valuations. 1399 
 1400 
Investment Grade. Bonds considered suitable for preservation of invested capital, 1401 

including bonds rated a minimum of Baa3 by Moody’s, BBB- by Standard & Poor’s, or 1402 

BBB- by Fitch. Although “BBB” rated bonds are considered investment grade, most 1403 

public agencies cannot invest in securities rated below “A.” 1404 
 1405 
Liquidity. Relative ease of converting an asset into cash without significant loss of 1406 

value. Also, a relative measure of cash and near-cash items in a portfolio of assets. 1407 

Additionally, it is a term describing the marketability of a money market security 1408 

correlating to the narrowness of the spread between the bid and ask prices. 1409 
 1410 
Local Government Investment Pool (LGIP). An investment by local 1411 

governments in which their money is pooled as a method for managing local funds, 1412 

(e.g., Florida State Board of Administration’s Florida Prime Fund). 1413 
 1414 
Long-Term Core Investment Program. Funds that are not needed within a one- 1415 

year period. 1416 
 1417 
Market Value. The fair market value of a security or commodity. The price at which 1418 

a willing buyer and seller would pay for a security. 1419 
 1420 
Mark-to-market. Adjusting the value of an asset to its market value, reflecting in 1421 

the process unrealized gains or losses. 1422 
 1423 
Master Repurchase Agreement. A widely accepted standard agreement form 1424 

published by the Securities Industry and Financial Markets Association (SIFMA) that 1425 

is used to govern and document Repurchase Agreements and protect the interest of 1426 

parties in a repo transaction. 1427 
 1428 
Maturity Date. Date on which principal payment of a financial obligation is to be 1429 

paid. 1430 
 1431 
Medium Term Notes (MTN's). Used frequently to refer to corporate notes of 1432 

medium maturity (5-years and under). Technically, any debt security issued by a 1433 

corporate or depository institution with a maturity from 1 to 10 years and issued 1434 

under an MTN shelf registration. Usually issued in smaller issues with varying coupons 1435 

and maturities, and underwritten by a variety of broker/dealers (as opposed to large 1436 

corporate deals issued and underwritten all at once in large size and with a fixed 1437 

coupon and maturity). 1438 



Money Market. The market in which short-term debt instruments (bills, commercial 1439 

paper, bankers’ acceptance, etc.) are issued and traded. 1440 
 1441 
Money Market Mutual Fund (MMF). A type of mutual fund that invests solely in 1442 

money market instruments, such as: U.S. Treasury bills, commercial paper, bankers' 1443 

acceptances, and repurchase agreements. Money market mutual funds are registered 1444 

with the SEC under the Investment Company Act of 1940 and are subject to “rule 1445 

2a-7” which significantly limits average maturity and credit quality of holdings. MMF’s 1446 

are managed to maintain a stable net asset value (NAV) of $1.00. Many MMFs carry 1447 

ratings by a NRSRO. 1448 
 1449 
Moody's Investors Service. One of several NRSROs that provide credit ratings on 1450 

corporate and municipal debt issues. 1451 
 1452 
Mortgage Backed Securities (MBS). Mortgage-backed securities represent an 1453 

ownership interest in a pool of mortgage loans made by financial institutions, such 1454 

as savings and loans, commercial banks, or mortgage companies, to finance the 1455 

borrower's purchase of a home or other real estate. The majority of MBS are issued 1456 

and/or guaranteed by GNMA, FNMA, and FHLMC. There are a variety of MBS 1457 

structures with varying levels of risk and complexity. All MBS have reinvestment risk 1458 

as actual principal and interest payments are dependent on the payment of the 1459 

underlying mortgages which can be prepaid by mortgage holders to refinance and 1460 

lower rates or simply because the underlying property was sold. 1461 
 1462 
Mortgage Pass-Through Securities. A pool of residential mortgage loans with the 1463 

monthly interest and principal distributed to investors on a pro-rata basis. The largest 1464 

issuer is GNMA. 1465 
 1466 
Municipal Note/Bond. A debt instrument issued by a state or local government 1467 

unit or public agency. The vast majority of municipals are exempt from state and 1468 

federal income tax, although some non-qualified issues are taxable. 1469 
 1470 
Mutual Fund. Portfolio of securities professionally managed by a registered 1471 

investment company that issues shares to investors. Many different types of mutual 1472 

funds exist (e.g., bond, equity, and money market funds); all except money market 1473 

funds operate on a variable net asset value (NAV). 1474 
 1475 
Negotiable Certificate of Deposit (Negotiable CD). Large denomination CDs 1476 

($100,000 and larger) that are issued in bearer form and can be traded in the 1477 

secondary market. 1478 
 1479 
Net Asset Value. The market value of one share of an investment company, such 1480 

as a mutual fund. This figure is calculated by totaling a fund's assets including 1481 

securities, cash, and any accrued earnings, then subtracting the total assets from the 1482 

fund's liabilities, and dividing this total by the number of shares outstanding. This is 1483 



calculated once a day based on the closing price for each security in the fund's 1484 

portfolio. (See below.) 1485 

 1486 
[(Total assets) - (Liabilities)]/(Number of shares outstanding) 1487 

 1488 

NRSRO. A “Nationally Recognized Statistical Rating Organization” (NRSRO) is a 1489 

designated rating organization that the SEC has deemed a strong national presence 1490 

in the U.S. NRSROs provide credit ratings on corporate and bank debt issues. Only 1491 

ratings of a NRSRO may be used for the regulatory purposes of rating. Includes 1492 

Moody’s, S&P, Fitch, and Duff & Phelps. 1493 
 1494 
Offered Price.  See also "Ask Price." 1495 

 1496 
Open Market Operations. A Federal Reserve monetary policy tactic entailing the 1497 

purchase or sale of government securities in the open market by the Federal Reserve 1498 

System from and to primary dealers in order to influence the money supply, credit 1499 

conditions, and interest rates. 1500 
 1501 
Par Value.  The face value, stated value, or maturity value of a security. 1502 

 1503 
Physical Delivery. Delivery of readily available underlying assets at contract 1504 

maturity. 1505 
 1506 
Portfolio.  Collection of securities and investments held by an investor. 1507 

 1508 
Premium. The amount by which a bond or other financial instrument sells above its 1509 

face value. See also "Discount." 1510 
 1511 
Primary Dealer. A designation given to certain government securities dealer by the 1512 

Federal Reserve Bank of New York. Primary dealers can buy and sell government 1513 

securities directly with the Fed. Primary dealers also submit daily reports of market 1514 

activity and security positions held to the Fed and are subject to its informal 1515 

oversight. Primary dealers are the largest buyers and sellers by volume in the U.S. 1516 

Treasury securities market. 1517 
 1518 
Prime Paper. Commercial paper of high quality. Highest rated paper is A-1+/A-1 1519 

by S&P and P-1 by Moody’s. 1520 
 1521 
Principal. Face value of a financial instrument on which interest accrues. May be 1522 

less than par value if some principal has been repaid or retired. For a transaction, 1523 

principal is par value times price and includes any premium or discount. 1524 
 1525 
Prudent Expert Rule. Standard that requires that a fiduciary manage a portfolio 1526 

with the care, skill, prudence, and diligence, under the circumstances then prevailing, 1527 

that a prudent person acting in a like capacity and familiar with such matters would 1528 



use in the conduct of an enterprise of a like character and with like aims. This 1529 

statement differs from the “prudent person” rule in that familiarity with such matters 1530 

suggests a higher standard than simple prudence. 1531 
 1532 
Prudent Investor Standard. Standard that requires that when investing, 1533 

reinvesting, purchasing, acquiring, exchanging, selling, or managing public funds, a 1534 

trustee shall act with care, skill, prudence, and diligence under the circumstances 1535 

then prevailing, including, but not limited to, the general economic conditions and 1536 

the anticipated needs of the agency, that a prudent person acting in a like capacity 1537 

and familiarity with those matters would use in the conduct of funds of a like character 1538 

and with like aims, to safeguard the principal and maintain the liquidity needs of the 1539 

agency. More stringent than the “prudent person” standard as it implies a level of 1540 

knowledge commensurate with the responsibility at hand. 1541 
 1542 
Qualified Public Depository - Per Subsection 280.02(26), F.S., “qualified public 1543 

depository” means any bank, savings bank, or savings association that: 1544 

 1545 
1. Is organized and exists under the laws of the United States, the laws of this 1546 

state or any other state or territory of the United States. 1547 

 1548 
2. Has its principal place of business in this state or has a branch office in this 1549 

state which is authorized under the laws of this state or of the United States 1550 
to receive deposits in this state. 1551 

 1552 
3. Has deposit insurance under the provision of the Federal Deposit Insurance 1553 

Act, as amended, 12 U.S.C. ss.1811 et seq. 1554 
 1555 

4. Has procedures and practices for accurate identification, classification, 1556 
reporting, and collateralization of public deposits. 1557 

 1558 

5. Meets all requirements of Chapter 280, F.S. 1559 

 1560 

6. Has been designated by the Chief Financial Officer as a qualified public 1561 
depository. 1562 

 1563 
Range Note. A type of structured note that accrues interest daily at a set coupon 1564 

rate that is tied to an index. Most range notes have two coupon levels; a higher 1565 

accrual rate for the period the index is within a designated range, the lower accrual 1566 

rate for the period that the index falls outside the designated range. This lower rate 1567 

may be zero and may result in zero earnings. 1568 
 1569 
Rate of Return. Amount of income received from an investment, expressed as a 1570 

percentage of the amount invested. 1571 



Realized Gains (Losses). The difference between the sale price of an investment 1572 

and its book value. Gains/losses are “realized” when the security is actually sold, as 1573 

compared to “unrealized” gains/losses which are based on current market value. See 1574 

“Unrealized Gains (Losses).” 1575 
 1576 
Reference Bills: FHLMC’s short-term debt program created to supplement its 1577 

existing discount note program by offering issues from one month through one year, 1578 

auctioned on a weekly or on an alternating four-week basis (depending upon 1579 

maturity) offered in sizeable volumes ($1 billion and up) on a cycle of regular, 1580 

standardized issuance. Globally sponsored and distributed, Reference Bill issues are 1581 

intended to encourage active trading and market-making and facilitate the 1582 

development of a term repo market. The program was designed to offer predictable 1583 

supply, pricing transparency, and liquidity, thereby providing alternatives to U.S. 1584 

Treasury bills. FHLMC’s Reference Bills are unsecured general corporate obligations. 1585 

This program supplements the corporation’s existing discount note program. Issues 1586 

under the Reference program constitute the same credit standing as other FHLMC 1587 

discount notes; they simply add organization and liquidity to the short-term Agency 1588 

discount note market. 1589 
 1590 
Reference Notes: FHLMC’s intermediate-term debt program with issuances of 2, 3, 1591 

5, 10, and 30-year maturities. Initial issuances range from $2 - $6 billion with re- 1592 

openings ranging $1 - $4 billion. 1593 
 1594 
The notes are high-quality bullet structures securities that pay interest semiannually. 1595 

Issues under the Reference program constitute the same credit standing as other 1596 

FHLMC notes; they simply add organization and liquidity to the intermediate- and 1597 

long-term Agency market. 1598 
 1599 
Repurchase Agreement (Repo). A short-term investment vehicle where an 1600 

investor agrees to buy securities from a counterparty and simultaneously agrees to 1601 

resell the securities back to the counterparty at an agreed upon time and for an 1602 

agreed upon price. The difference between the purchase price and the sale price 1603 

represents interest earned on the agreement. In effect, it represents a collateralized 1604 

loan to the investor, where the securities are the collateral. Can be DVP, where 1605 

securities are delivered to the investor’s custodial bank, or “tri-party” where the 1606 

securities are delivered to a third party intermediary. Any type of security can be 1607 

used as “collateral,” but only some types provide the investor with special bankruptcy 1608 

protection under the law. Repos should be undertaken only when an appropriate 1609 

Securities Industry and Financial Markets Association (SIFMA) approved master 1610 

repurchase agreement is in place. 1611 
 1612 
Reverse Repurchase Agreement (Reverse Repo). A repo from the point of view 1613 

of the original seller of securities. Used by dealers to finance their inventory of 1614 



securities by essentially borrowing at short-term rates. Can also be used to leverage 1615 

a portfolio and in this sense, can be considered risky if used improperly. 1616 
 1617 
Safekeeping. Service offered for a fee, usually by financial institutions, for the 1618 

holding of securities and other valuables. Safekeeping is a component of custody 1619 

services. 1620 
 1621 
Secondary Market. Markets for the purchase and sale of any previously issued 1622 

financial instrument. 1623 
 1624 
Securities Industry and Financial Markets Association (SIFMA). The bond 1625 

market trade association representing the largest securities markets in the world. In 1626 

addition to publishing a Master Repurchase Agreement, widely accepted as the 1627 

industry standard document for Repurchase Agreements, the SIFMA also 1628 

recommends bond market closures and early closes due to holidays. 1629 
 1630 
Securities Lending. An arrangement between and investor and a custody bank that 1631 

allows the custody bank to “loan” the investors investment holdings, reinvest the 1632 

proceeds in permitted investments, and shares any profits with the investor. Should 1633 

be governed by a securities lending agreement. Can increase the risk of a portfolio 1634 

in that the investor takes on the default risk on the reinvestment at the discretion of 1635 

the custodian. 1636 
 1637 
Sinking Fund. A separate accumulation of cash or investments (including earnings 1638 

on investments) in a fund in accordance with the terms of a trust agreement or 1639 

indenture, funded by periodic deposits by the issuer (or other entity responsible for 1640 

debt service), for the purpose of assuring timely availability of moneys for payment 1641 

of debt service. Usually used in connection with term bonds. 1642 
 1643 
Spread. The difference between the price of a security and similar maturity U.S. 1644 

Treasury investments, expressed in percentage terms or basis points. A spread can 1645 

also be the absolute difference in yield between two securities. The securities can be 1646 

in different markets or within the same securities market between different credits, 1647 

sectors, or other relevant factors. 1648 
 1649 
Standard & Poor's. One of several NRSROs that provide credit ratings on corporate 1650 

and municipal debt issues. 1651 
 1652 
STRIPS (Separate Trading of Registered Interest and Principal of 1653 

Securities). Acronym applied to U.S. Treasury securities that have had their 1654 

coupons and principal repayments separated into individual zero-coupon Treasury 1655 

securities. The same technique and "strips" description can be applied to non- 1656 

Treasury securities (e.g., FNMA strips). 1657 



Structured Notes. Notes that have imbedded into their structure options such as 1658 

step-up coupons or derivative-based returns. 1659 
 1660 
Supranational. Supranational organizations are international financial institutions 1661 

that are generally established by agreements among nations, with member nations 1662 

contributing capital and participating in management. These agreements provide for 1663 

limited immunity from the laws of member countries. Bonds issued by these 1664 

institutions are part of the broader class of Supranational, Sovereign, and Non-U.S. 1665 

Agency (SSA) sector bonds. Supranational bonds finance economic and infrastructure 1666 

development and support environmental protection, poverty reduction, and 1667 

renewable energy around the globe. For example, the World Bank, International 1668 

Finance Corporation (IFC), and African Development Bank (AfDB) have “green bond” 1669 

programs specifically designed for energy resource conservation and management. 1670 

Supranational bonds, which are issued by multi-national organizations that transcend 1671 

national boundaries. Examples include the World Bank, African Development Bank, 1672 

and European Investment Bank. 1673 
 1674 
Swap.  Trading one asset for another. 1675 

 1676 
TAP Notes: Federal Agency notes issued under the FHLB TAP program. Launched 1677 

in 6/99 as a refinement to the FHLB bullet bond auction process. In a break from the 1678 

FHLB’s traditional practice of bringing numerous small issues to market with similar 1679 

maturities, the TAP Issue Program uses the four most common maturities and 1680 

reopens them up regularly through a competitive auction. These maturities (2, 3, 5, 1681 

and 10 year) will remain open for the calendar quarter, after which they will be closed 1682 

and a new series of TAP issues will be opened to replace them. This reduces the 1683 

number of separate bullet bonds issued, but generates enhanced awareness and 1684 

liquidity in the marketplace through increased issue size and secondary market 1685 

volume. 1686 
 1687 
Tennessee Valley Authority (TVA). One of the large Federal Agencies. A wholly 1688 

owned corporation of the United States government that was established in 1933 to 1689 

develop the resources of the Tennessee Valley region in order to strengthen the 1690 

regional and national economy and the national defense. Power operations are 1691 

separated from non-power operations. TVA securities represent obligations of TVA, 1692 

payable solely from TVA's net power proceeds, and are neither obligations of nor 1693 

guaranteed by the United States. TVA is currently authorized to issue debt up to $30 1694 

billion. Under this authorization, TVA may also obtain advances from the U.S. 1695 

Treasury of up to $150 million. Frequent issuer of discount notes, agency notes, and 1696 

callable agency securities. 1697 
 1698 
Total Return. Investment performance measured over a period of time that includes 1699 

coupon interest, interest on interest, and both realized and unrealized gains or losses. 1700 



Total return includes, therefore, any market value appreciation/depreciation on 1701 

investments held at period end. 1702 
 1703 
Treasuries. Collective term used to describe debt instruments backed by the U.S. 1704 

government and issued through the U.S. Department of the Treasury. Includes 1705 

Treasury bills, Treasury notes, and Treasury bonds. Also a benchmark term used as 1706 

a basis by which the yields of non-Treasury securities are compared (e.g., "trading 1707 

at 50 basis points over Treasuries"). 1708 
 1709 
Treasury Bills (T-Bills). Short-term direct obligations of the United States 1710 

government issued with an original term of one year or less. Treasury bills are sold 1711 

at a discount from face value and do not pay interest before maturity. The difference 1712 

between the purchase price of the bill and the maturity value is the interest earned 1713 

on the bill. Currently, the U.S. Treasury issues 4-week, 13-week, and 26-week T-Bills. 1714 
 1715 
Treasury Bonds. Long-term interest-bearing debt securities backed by the U.S. 1716 

government and issued with maturities of ten years and longer by the U.S. 1717 

Department of the Treasury. 1718 
 1719 
Treasury Notes. Intermediate interest-bearing debt securities backed by the U.S. 1720 

government and issued with maturities ranging from one to ten years by the U.S. 1721 

Department of the Treasury. The Treasury currently issues 2-year, 3-year, 5-year, 1722 

and 10-year Treasury Notes. 1723 
 1724 
Trustee. A bank designated by an issuer of securities as the custodian of funds and 1725 

official representative of bondholders. Trustees are appointed to insure compliance 1726 

with the bond documents and to represent bondholders in enforcing their contract 1727 

with the issuer. 1728 
 1729 
Uniform Net Capital Rule. SEC Rule 15c3-1 that outlines the minimum net capital 1730 

ratio (ratio of indebtedness to net liquid capital) of member firms and non-member 1731 

broker/dealers. 1732 
 1733 
Unrealized Gains (Losses). The difference between the market value of an 1734 

investment and its book value. Gains/losses are “realized” when the security is 1735 

actually sold, as compared to “unrealized” gains/losses which are based on current 1736 

market value. See also “Realized Gains (Losses).” 1737 
 1738 
Variable-Rate Security. A bond that bears interest at a rate that varies over time 1739 

based on a specified schedule of adjustment (e.g., daily, weekly, monthly, semi- 1740 

annually, or annually). See also “Floating Rate Note.” 1741 
 1742 
Weighted Average Maturity (or just “Average Maturity”). The average 1743 

maturity of all securities and investments of a portfolio, determined by multiplying 1744 

the par or principal value of each security or investment by its maturity (days or 1745 



years), summing the products, and dividing the sum by the total principal value of 1746 

the portfolio. A simple measure of risk of a fixed-income portfolio. 1747 
 1748 
Weighted Average Maturity to Call. The average maturity of all securities and 1749 

investments of a portfolio, adjusted to substitute the first call date per security for 1750 

maturity date for those securities with call provisions. 1751 
 1752 
Yield Curve. A graphic depiction of yields on like securities in relation to remaining 1753 

maturities spread over a time line. The traditional yield curve depicts yields on U.S. 1754 

Treasuries, although yield curves exist for Federal Agencies and various credit quality 1755 

corporates as well. Yield curves can be positively sloped (normal) where longer-term 1756 

investments have higher yields, or “inverted” (uncommon) where longer-term 1757 

investments have lower yields than shorter ones. 1758 
 1759 
Yield to Call (YTC). Same as “Yield to Maturity,” except the return is measured to 1760 

the first call date rather than the maturity date. Yield to call can be significantly higher 1761 

or lower than a security’s yield to maturity. 1762 
 1763 
Yield to Maturity (YTM). Calculated return on an investment, assuming all cash- 1764 

flows from the security are reinvested at the same original yield. Can be higher or 1765 

lower than the coupon rate depending on market rates and whether the security was 1766 

purchased at a premium or discount. There are different conventions for calculating 1767 

YTM for various types of securities. 1768 
 1769 
Yield. There are numerous methods of yield determination. In this glossary, see 1770 

also "Current Yield,” "Yield Curve," "Yield to Call," and "Yield to Maturity." 1771 

 1772 
 1773 

 1774 



Attachment B   1775 

Due Diligence Questionnaire for  1776 

Money Market Funds/Local Government Investment Pools 1777 

 1778 
 1779 
Prior to investing in a money market fund/local government investment pool, proper due diligence is 1780 
required.  1781 

 1782 
General Fund/Pool Information: 1783 
 1784 

1. Does the fund/pool attempt to maintain a stable net asset value or floating net asset value? 1785 
 1786 

2. How is interest distributed, and how are gains and losses are treated? 1787 
 1788 

3. How often are statements and portfolio holdings distributed? 1789 
 1790 

4. Is the fund/pool eligible for bond proceeds and/or will it accept such proceeds? 1791 
 1792 
Oversight: 1793 
 1794 

5. What are  the  fund/pool  ratings by  the Nationally Recognized Statistical Rating Organizations 1795 
such as S&P, Moody’s, Fitch, Kroll, etc.? 1796 
 1797 

6. What are the eligible investment securities, and a written statement of investment policy and 1798 
objectives? 1799 
 1800 

7. How are  the securities safeguarded  (including  the settlement processes)? How often are  the 1801 
securities priced? How often is the fund/pool audited? 1802 

 1803 
8. Is there any additional oversight outside of the Board of Trustees? 1804 

 1805 
Fund/Pool Statistics: 1806 
 1807 

9. What is the current sector allocation of the fund/pool?  1808 
 1809 

10. What is the fee schedule, and how and when is it assessed? 1810 
 1811 
Liquidity: 1812 
 1813 

11. Does the fund/pool follow GASB 79? 1814 
 1815 

12. Does the fund/pool have any liquidity fees? If so, describe the terms.  1816 
 1817 

13. Does the fund/pool have redemption gates? If so, describe them.  1818 
 1819 

Investor Requirements 1820 
 1821 

14. Who may invest in the program, how often, what size deposit and withdrawal are allowed. 1822 
 1823 

15. Is there a limit regarding investor concentration? If so, what is it? 1824 

Investment Pool/Fund Questionnaire 1825 



 1826 

A description of eligible investment securities, and a written statement of 1827 
investment policy and objectives. 1828 

 1829 

A description of interest calculations and how it is distributed, and how gains 1830 
and losses are treated. 1831 

 1832 

A description of how the securities are safeguarded (including the settlement 1833 
processes), and how often the securities are priced and the program audited. 1834 

 1835 

A description of who may invest in the program, how often, what size deposit 1836 
and withdrawal are allowed. 1837 

 1838 

A schedule for receiving statements and portfolio listings. 1839 

 1840 

Are reserves, retained earnings, etc. utilized by the pool/fund? 1841 

 1842 

A fee schedule, and when and how is it assessed. 1843 

 1844 

Is the pool/fund eligible for bond proceeds and/or will it accept such proceeds? 1845 


