CITY OF EL CAJON INVESTMENT POLICY Revised: September 2020

1. Purpose

This Statement is intended to provide guidelines for the prudent investment of the
City's temporarily idle cash, and outline the policies for maximizing the efficiency of
the City's cash management system. The investment goal is to enhance the
economic condition of the City while insuring the safety of funds invested.

2. Scope

This investment policy applies to all financial assets of the City of El Cajon. Funds
applicable are as accounted for in the City's Comprehensive Annual Financial
Report and include:

2.1 Major Governmental Funds

2.2  Non-Major Governmental Funds
2.3  Enterprise Fund

2.4 Internal Service Funds

2.5 Agency Funds

Additionally, the City provides cash management and investment services for:

2.1 El Cajon Housing Authority

2.2 Heartland Fire Training Facility Authority Funds

2.3  Heartland Communication Facility Authority Funds

2.4  Successor Agency to the Former El Cajon Redevelopment Agency

3. Objective

The City's cash management system is designed to accurately monitor and
forecast expenditures and revenues, thus enabling the City to invest funds to the
fullest extent possible. The City attempts to obtain the highest yield on its
investments consistent with the criteria established for safety and liquidity.

4, Policy

It is the policy of the City of El Cajon to invest public funds in a manner that will
provide maximum security with the highest investment return while meeting the
daily cash flow demands of the City.

The primary objectives, in priority order, of the City's investment activities shall
be:

41 Safety: Safety of principal is the foremost objective of the investment
program. Investments of the City shall be undertaken in a manner that
seeks to reduce the potential for loss of principal, interest or combination of
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the two. The City invests only in those instruments that are considered very
safe.

4.2 Liquidity: The City's investment portfolio will remain sufficiently liquid to
enable the City to meet all operating requirements, which might be
reasonably anticipated. Liquidity refers to the ability to convert an
investment to cash promptly with minimum risk of losing some portion of
principal or interest.

4.3 Yield: Yield is defined as the average annual return on an investment
based on the interest rate, price, and length of time to maturity. The City
attempts to obtain the highest yield possible, provided that the basic criteria
of safety and liquidity have been met. The City's investment portfolio shall
be designed with the objective of attaining a benchmark rate of return
throughout budgetary and economic cycles, commensurate with the City's
investment risk constraints and cash flow characteristics of the portfolio.

5. Prudence

Investments will conform to all state and local statues governing the investment
of public funds. Investments shall be made with care, skill, prudence, and
diligence under the circumstances then prevailing, including, but not limited to,
the general economic conditions and the anticipated needs of the agency, that a
prudent person acting in a like capacity and familiarity with those matters would
use in the conduct of funds of a like character and with like aims, to safeguard
the principal and maintain the liquidity needs of the City. The standard of
prudence to be used by investment officials shall be the "prudent investor"
standard and shall be applied in the context of managing an overall portfolio.
Investment officers, acting in accordance with written procedures and the
investment policy and exercising due diligence, shall be relieved of personal
responsibility for an individual security's credit risk or market price changes,
provided deviations from expectations are reported in a timely fashion and
appropriate action is taken to control adverse developments.

6. Authorized Investments
The City is empowered by statue to invest in securities listed below.

Percentage holding limits listed in this section apply at the time the security is
purchased. In the event a security held by the City is subject to a credit rating
change that brings it below the minimum credit ratings specified in this policy,
the Director of Finance/Treasurer should notify the City Council of the change.
The course of action to be followed will then be decided on a case-by-case basis,
considering such factors as the reason for the change, prognosis for recovery or
further rate drops, and the market price of the security.
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Bond reserves and proceeds shall be invested in securities permitted by the
applicable bond documents. If the bond documents are silent as to permitted
investments, bond proceeds will be invested in securities permitted by this
Policy:

6.1 Bank Deposits FDIC insured or fully collateralized demand deposit
accounts, savings accounts, market rate accounts, time certificates of
deposits (“TCDs”) and other types of bank deposits in financial institutions
located in California. The amount on depositin any financial institution shall
not exceed the shareholder's equity. To be eligible to receive City deposits,
the financial institution must have received a minimum overall satisfactory
rating, under the Community Redevelopment Act, for meeting the credit
needs of California Communities in its most recent evaluation. Bank
deposits are required to be collateralized as specified under Government
Code Section 53630 et seq. The Director of Finance/Treasurer, at his/her
discretion, may waive the collateralization requirements for any portion that
is covered by federal deposit insurance. The City shall have a signed
agreement with any depository accepting City funds per Government Code
Section 53649. The maturity of TCDs may not exceed 1 year in maturity.
There is no limit on the percentage of the portfolio that may be invested in
bank deposits. However, a maximum of 20 percent of the portfolio may be
invested in TCDs.

6.2 Negotiable Certificates of Deposit Negotiable certificates of deposit (NCDs)
issued by a nationally or state-chartered bank, a savings association or a
federal association, a state or federal credit union, or by a federally licensed
or state-licensed branch of a foreign bank. Purchases are limited to
institutions which have long-term debt rated in the rating category of “A” or
its equivalent or better by a Nationally Recognized Statistical Rating
Organization (“NRSRQO”); and/or have short-term debt rated “A-1” or higher
or its equivalent by a NRSRO. Purchases of Negotiable CDs may not
exceed 30% of the City's investment portfolio.

6.3 Placement Service Deposits Bank deposits placed with a private sector
entity that assists in the placement of deposits with eligible financial
institutions located inthe United States. The full amount of the principal and
the interest that may be accrued during the maximum term of each deposit
shall at all times be insured by federal deposit insurance. Placement
Deposits shall meet all of the requirements of Government Code Section
53601.8. Purchases of Placement Service CDs may not exceed 30% of
the City's investment portfolio.

6.4  Securities of the U.S. Government or its Agencies Federal agency or
United States government-sponsored enterprise obligations, participations,
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6.5

6.6

6.7

6.8

6.9

or other instruments, including those issued by or fully guaranteed as to
principal and interest by federal agencies or United States government-
sponsored enterprises.

Treasury Bills and Notes U.S. Treasury Bills, Notes, Bonds or Certificates
of indebtedness, or those for which the full faith and credit of the United
States are pledged for the payment of principal and interest.

Medium-Term Notes Medium-term notes are defined as all corporate and
depository institution debt securities with a maximum remaining maturity of
five years or less, issued by corporations organized and operating within
the United States or by depository institutions licensed by the United States
or any state and operating within the United States. Purchases are limited
to securities rated in the rating category of “A” or its equivalent or better by
a NRSRO. A maximum of 30 percent of the portfolio may be invested in
this category.

Municipal Debt Registered treasury notes or bonds of this or any of the
other 49 United States, including bonds payable solely out of the revenues
from a revenue-producing property owned, controlled, or operated by a
state or by a department, board, agency, or authority of this state or any of
the other 49 United States.

Bonds, notes, warrants, or other evidences of indebtedness of any local
agency within this state, including bonds payable solely out of the revenues
from a revenue-producing property owned, controlled, or operated by the
local agency, or by a department, board, agency, or authority of the local
agency.

Purchases are limited to securities rated in the rating category of “A” or its
equivalent or better by a NRSRO. A maximum of 20 percent of the portfolio
may be invested in this category. The amount invested with any one issuer
shall not exceed 10 percent of the portfolio.

Supranationals.  United States dollar denominated senior unsecured
unsubordinated obligations issued or unconditionally guaranteed by the
International Bank for Reconstruction and Development, International
Finance Corporation, or Inter-American Development Bank, with a
maximum remaining maturity of five years or less, and eligible for purchase
and sale within the United States. Investments under this subdivision shall
be rated in a rating category of “AA” or its equivalent or better by an NRSRO
and shall not exceed 30 percent of the portfolio.

Asset-Backed Securities. Asset-backed securities include mortgage pass-
through securities, collateralized mortgage obligations, mortgage-backed
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6.10

6.11

6.12

6.13

or other pay-through bonds, equipment lease-backed certificates,
consumer receivable pass-through certificates, and consumer receivable -
backed bonds. Purchases are limited to securities rated in a rating category
of “AA” or its equivalent or better by a NRSRO. A maximum of 20 percent
of the portfolio may be invested in this category.

Local Agency Investment Fund (LAIF) Investment of funds inthe California
State Pool (LAIF), subject to the State's maximum investment regulation.

Bankers’ Acceptance Bills of exchange or time drafts drawn on and
accepted by a commercial bank, otherwise known as Bankers’
Acceptances, which are eligible for purchase by the Federal Reserve
System, the short term paper of which is rated in the highest category by a
NRSRO. Purchases of Bankers’ Acceptances may not exceed 180 days
maturity or 30% of the City's investment portfolio.

Commercial Paper rated the highest ranking or of the highest letter and
number rating as provided for by a NRSRO. The entity that issues the
commercial paper shall meet all of the conditions in either paragraph (1) or
paragraph (2):

(1) The corporation shall be organized and operating within the United
States, shall have total assets in excess of five hundred million dollars
($500,000,000), and shall issue debt, other than commercial paper, if
any, that israted in a rating category of “A” or its equivalent or higher
by a NRSRO.

(2)  The corporation shall be organized with the United States as a special
purpose corporation, trust, or limited liability company, has program
wide credit enhancements including, but not limited to, over
collateralizations, letters of credit, or surety bond; has commercial
paper that is rated “A-1” or higher, or its equivalent, by a NRSRO.

Purchases of commercial paper may not exceed 25% of the City's
investment portfolio.

Repurchase Agreements (Repos) A purchase of securities by the City
pursuant to an agreement by which the seller will repurchase such
securities on or before a specified date, or on demand of either party, and
for a specified amount. Investments in repos will be used solely as short-
term investments not to exceed 30 days or 30% of the City’s investment
portfolio. Prior to investing in repurchase agreements the City shall have
properly executed a master repurchase agreement with each counterparty
with which it enters into repurchase agreements.
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6.14

6.15

The following collateral restrictions will be observed: Only U.S. Treasury
securities or Federal Agency securities, as described in Section 6.4 and
6.5, will be acceptable collateral. All securities underlying Repurchase
Agreements must be delivered to the City's custodian bank versus payment
or be handled under a tri-party repurchase agreement. The total of all
collateral for each Repurchase Agreement must equal or exceed, on the
basis of market value plus accrued interest, 102 percent of the total dollar
value of the money invested by the City for the term of the investment. Since
the market value of the underlying securities is subject to daily market
fluctuations, the investments in repurchase agreements shall be in
compliance if the value of the underlying securities is brought back up to
102 percent no later than the next business day. For any Repurchase
Agreement with a term of more than one day, the value of the underlying
securities must be reviewed on a regular basis. Market Value must be
calculated each time there is a substitution of collateral.

The City or its trustee shall have a perfected first security interest under the
Uniform Commercial Code in all securities subject to Repurchase
Agreement.

The City may enter into Repurchase Agreements with (1) primary dealers
in U.S. Government securities who are eligible to transact business with,
and who report to, the Federal Reserve Bank of New York, and (2)
California and non-California banking institutions having assets in excess
of $1 billion and in the highest short-term rating category as provided by a
NRSRO.

Money Market Mutual Funds Mutual funds must consist of securities and
obligations of the U.S. Treasury and agencies of the federal government,
and repurchase agreements collateralized with U.S. Treasury and Federal
Agency obligations. The management companies shall either (1) attain the
highest ranking or the highest letters and numerical rating provided by not
less than two of the three largest NRSRO, or (2) have an investment advisor
registered with the Securities and Exchange Commission with not less than
five years’ experience investing in the securities and obligations as
authorized above and with assets under management in excess of five
hundred million dollars ($500,000,000). The purchase price of shares for
beneficial interest purchase shall not include any commission and shall not
exceed 15% of the City's surplus money, which may be invested.

County of San Diego Treasury (County Pool) Investment inthe County of
San Diego Treasury pool not to exceed 30% of the City's investment
portfolio.
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6.16 California Asset Management Trust Shares of beneficial interest issued by
a joint powers authority organized pursuant to Section 6509.7 that invests
in the securiies and obligations authorized in Government Code.
Investment in the Trust's Cash Reserve Portfolio (pool) not to exceed 30%
of the City's investment portfolio.

6.17 Other investments that are, or may become, legal investments through the
State of California Government Code and with prior approval of the City
Council.

7. Diversification and Maturity

The investment portfolio shall be diversified among security types, individual
financial institutions or maturity segments. In addition to the percentage limitation
specified in Section 6 above, the maximum amount of the portfolio the City may
invest with any one non-governmental issuer is 10%. Percentage limitations apply
at time of purchase.

This investment policy limits maturities to five years unless the City Council has
granted express authority to make that investment either specifically or as a part of
an investment program approved by the City Council no less than three months
prior to the investment. Bond reserve funds may be invested in securities
exceeding five years if the maturity of such investments is made to coincide as
nearly as practicable with the expected use of funds.

8. Investment Reports

The Director of Finance/Treasurer shall submit a quarterly investment report to the
City Manager and City Council as soon as practical but no later than 60 days after
the close of the quarter, except at fiscal year-end when the report shall be submitted
no later than 90 days after the close of the quarter. The report shall include
performance, market sector and interest earnings, the state of the investment
market, highlight changes since the last report, and discuss investment strategy.
Reporting shall be on the basis of both cost and market. The report shall include:

8.1  Alisting of individual securities held at the end of the reporting period by
authorized investment category.

8.2 A listing of all investment types at par values, date of maturity, and the
market value.

8.3  Quarterly historical data by investment category.

8.4  Pool investment portfolio make-up, by investment categories (BA’s, CD’s,
Commercial Paper, Agencies, etc.).
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8.5 Percentage of portfolio represented by each investment category.

The policy recognizes that reporting on a market basis will periodically cause market
gains or losses to be reported. In most instances such gains or losses will not be
realized since individual securities with specific maturities are purchased based
upon projected cash flows and normally will not be liquidated prior to maturity.

The report shall state whether the investments comply with the investment policy,
or manner in which the portfolio is not in compliance, and whether the City will be
able to meet its needs for cash for the next six months, or provide an explanation
as to why sufficient money shall, or may, not be available.

9. Internal Controls

The Director of Finance/Treasurer is responsible for establishing and maintaining
an internal control structure designed to ensure that the assets of the entity are
protected from loss, theft or misuse. The internal control structure shall be designed
to provide reasonable assurance that these objectives are met. The concept of
reasonable assurance recognizes that (1) the cost of a control should not exceed
the benefits likely to be derived; and (2) the valuation of costs and benefits requires
estimates and judgment by management. The internal controls shall address the
following points:

9.1 Control of Collusion - Collusion is a situation where two or more employees
are working together to defraud their employer.

9.2  Separation of Duties - By separating the person who authorizes or performs
the transaction from the people who record or otherwise account for the
transaction, a separation of duties is achieved.

9.3 Custodial Safekeeping - Securities purchased from any bank or dealer,
including appropriate collateral, shall be placed and held by a third party
custodian designated by the Director of Finance/Treasurer and evidenced
by safekeeping receipts.

9.4  Avoidance of physical delivery securities - Book entry securities are much
easier to transfer and account for since actual delivery of a document never
takes place. All security transactions entered into by the City shall be
conducted on a delivery-versus-payment (DVP) basis.

9.5 Clear Delegation of Authority - Subordinate staff members must have a
clear understanding of their authority and responsibility to avoid improper
actions.
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10.

11.

12.

9.6  Written Confirmation of Telephone Transactions for Investments and Wire
Transfers - Due to the potential for error arising from telephone
transactions, all telephone transactions shall be supported by written
communications and approved by the appropriate person.

9.7 The Director of Finance/Treasurer shall establish an annual process of
independent review by the external auditor. This review will provide internal
control by assuring compliance with policies and procedures.

9.8 The Director of Finance/Treasurer shall establish a review process for
government investment pools used by the City. At a minimum, the City shall
maintain on file a copy of the pool's investment policy and its requirements
for participation, including limitations on deposits or withdrawals. For any
pools used by the City, the Director of Finance/Treasurer shall include a
listing by report to the Board quarterly by percentage the amount the pool
has invested by investment sector.

Use of Professional Investment Manager

The City has engaged an investment advisor to assist in its investment program.
Investments made by the Investment Advisor will be under the direction of the
Director of Finance/Treasurer and will conform to this policy and within limitations
of the Government Code.

Authorized Financial Dealers and Institutions

For transactions executed by the City's Investment Advisor, the Investment Advisor
shall select broker/dealers according to Investment Advisor’s selection policy. The
use of broker/dealers will conform to the Investment Advisor's approved list at the
time of investment. For transactions executed directly by the City and not
purchased from the issuer, the Director of Finance/Treasurer will maintain a list of
financial institutions authorized to execute investment transactions.

Safekeeping and Custody

All security transactions entered into by the City shall be conducted on a delivery-
versus-payment (DVP) basis. To protect against potential losses by collapse of
individual securities dealers, and to enhance access to securities, interest
payments and maturity proceeds, all securities owned by the City shall be held in
safekeeping by a third party bank trust department, acting as agent for the City
under the terms of a custody agreement executed by the bank and by the City. The
only exception to the foregoing shall be investments in: (i) depository accounts, (ii)
LAIF, the county pool and other local government investment pools, and (iii) money
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13.

14.

15.

16.

market mutual funds, since the purchased securities are not deliverable. Evidence
of each these investments will be held by the City.

Other Constraints

The City shall operate its investments within the many stated and self-imposed
constraints. The City shall not leverage funds for investment purposes. It shall buy
no stocks, shall not speculate, nor shall it deal in futures or options, or buy on the
margin. Outside of participation in the State and County investment pools, the City
shall not have any investments in exotic instruments such as inverse floaters, range
notes, or mortgage-derived, interest-only strips, reverse repurchase agreements,
or flexible repurchase agreements. The City will not purchase any security having
an interest rate derived from an index, commodity price or other variable, i.e.,
securities commonly known as derivatives. The City may invest in floating rate
securities.

Performance Standards - Yield

The investment portfolio shall be designed with the objective of obtaining a rate of
return throughout budgetary and economic cycles, commensurate with the
investment risk constraints and cash flow needs. The City may utilize either a
passive or active management approach of portfolio assets. Accordingly, the City
may from time to time sell securities that it owns in order to better reposition its
portfolio assets in accordance with changes in cash flow schedules or market
conditions. Given this strategy, the basis used by the Director of Finance/Treasurer
to determine whether market yields are being achieved shall be to compare the
City's portfolio yield to LAIF and two-year Treasury Note rates.

Ethics and Conflict of Interest

Officers and employees involved in the investment process shall refrain from
personal business activity that could conflict with proper execution of the investment
program, or which could impair their ability to make impartial investment decisions.
Employees and investment officials shall disclose to the City Manager any material
financial interests in financial institutions that conduct business within their
jurisdiction, and they shall further disclose any large personal financial/investme nt
positions that could be related to the performance of the City.

Investment Procedures

The Director of Finance/Treasurer shall establish written investment policy
procedures for the operation of the investment program consistent with this policy.
The procedures include reference to: safekeeping, repurchase agreements, wire
transfer agreements, banking service contracts and collateral/depository
agreements. Such procedures shall include explicit delegation of authority to

10
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17.

18.

persons responsible for investment transactions. No person may engage in an
investment transaction except as provided under the terms of this policy and the
procedures established by the Director of Finance/Treasurer.

Delegation of Authority

Management responsibility for the investment program is hereby delegated for a
one-year period to the Director of Finance/Treasurer who shall have full
responsibility until the delegation of authority is revoked or expires for all
transactions undertaken and shall establish a system of controls to regulate the
activities of subordinate officials, and their procedures in the absence of the Director
of Finance/Treasurer.

Investment Policy Adoption
The City’s investment policy shall be adopted by resolution of the City Council. The

policy shall be reviewed annually by the City Council and any modifications made
thereto must be approved by the City Council.

11



RESOLUTION NO. 107-20

A RESOLUTION ADOPTING THE
CITY OF EL CAJON
INVESTMENT POLICY AND
DELEGATING INVESTMENT AUTHORITY
TO THE DIRECTOR OF FINANCE

WHEREAS, the City of El Cajon Investment Policy is created for the
purpose of establishing safekeeping of principal and prudent investment of City
funds: and

WHEREAS, the policy has been updated to conform to state investment
laws, enacted during the past year; and

WHEREAS, the policy has been prepared to standards promulgated by the
Municipal Treasurers Association of the United States and Canada; and

WHEREAS, the investment policy has been reviewed by the City's
investment advisors, Public Financial Management.

NOW THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF THE
CITY OF EL CAJON AS FOLLOWS:

1. The City Council hereby adopts the City of El Cajon Investment
Policy, dated September, 2020.

2. The City Council hereby delegates, to the Director of Finance, the
authority to invest and reinvest funds of the City, and to sell and exchange
securities so purchased, for the period of September 1, 2020, to and including
August 31, 2021.

PASSED AND ADOPTED by the City Council of the City of El Cajon,
California, at an Adjourned Regular Joint City Council/Housing
Authority/Successor Agency to the El Cajon Redevelopment Agency Meeting held
this 27" day of October 2020, by the following vote to wit:

AYES : Goble, Kendrick, McClellan, Ortiz
NOES : None
ABSENT : Wells
DISQUALIFY: None
PHIL ORTIZ

Deputy Mayor of the City of El Cajon



ATTEST:

ANGELA L. CORTEZ, CMC
City Clerk

| hereby certify that the above and foregoing is a full and true copy of Resolution
No. 107-20 of the Resolutions of the City of El Cajon, California, as adopted by the
City Council at an Adjourned Regular Joint Meeting of the City Council/Housing
Authority/Successor Agency to the Redevelopment Agency on the 27 day of
October 2020.

Angela L CortezC City Clerk

10/27/20 CC Agenda
Reso - Annual Investment Policy - City 100820



