A Public
Waste

Agency
December 21, 2017

Board of Directors

Ventura Regional Sanitation District
Ventura, California

ANNUAL REVIEW OF DISTRICT 2.1.02 INVESTMENT POLICY

RECOMMENDATION:

A. Receive and file PFM Asset Management, LLC, Second and Third Quarters 2017
Review of District’s Investment Portfolio; and

B. Approve and adopt the revised 2.1.02 Investment Policy.

FISCAL IMPACT

There are no negative or positive fiscal impacts identified at this time due to the above-
referenced actions.

BACKGROUND

The California Government Code (Gov. Code) § 53890 et seq. requires the officer of each
local agency who has charge of the financial records to annually prepare and submit a
statement of investment policy for consideration by the Board of Directors at a public meeting.
Attached is the revised District Investment Policy (black lined and clean copy);, a
memorandum from the District's investment manager, PFM Group, on the annual review of
the VRSD Investment Policy; and PowerPoint presentations of Second Quarter and Third
Quarter 2017 Review of District's Investment Portfolio. PFM Asset Management LLC provides
investment management services and assisted the District in reviewing and implementing the
changes to the Investment Policy. Union Bank of California provides custody services to
VRSD.

ANALYSIS

Representatives from the PFM Group will be present at the Board meeting to present the
District's Second Quarter and Third Quarter 2017 Review of District’'s Investment Portfolio.
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2.1.02 INVESTMENT POLICY

The District’s Investment Policy remains in compliance with Gov. Code Sections 53600 et
seq. that regulate the District's investments and periodic reporting on investment results.
There are no upcoming changes to the Gov. Code that would require any changes to the
Policy.

- Although no changes are required at this time, staff recommends the District update the
Policy to match the current title of the Finance Officer from “Director of Finance and
Administration” to “Director of Finance”; and to match the current Code reference listed in the
Policy under “Authorized Investments — Other Pools.” When supranationals (§ 53601(q) were
added to the Gov. Code in 2015, the investment types allowed for local government
investment pools (§ 53601(0)) was updated to read “(a) to (q)” from “(a) to (0).”

The District’s existing investment policy is conservative. The maximum investment maturity is
limited to five years. The District policy is more restrictive than the Gov. Code by continuing to
prohibit:

= Repurchase and reverse repurchase agreements

= Stocks

= Derivatives, options, and futures

= Buying on margin

The Board on a case-by-case basis could consider the use of such investment types in the
future if it chose to do so.

This letter and the associated contract have been reviewed by VRSD legal counsel as
- to form.

If you should have any questions or need additional information, please contact me at
(805) 658-4646 or via email at CarlosCorrales@vrsd.com.

Moo

CARLOS CORRALES - DIRECTOR OF FINANCE

APPROVED FOR AGENDA

Chris Theisen, General Manager

Attachments: 1. Investment Policy (black-lined and clean copy)
2. PFM Memo .
3. Second Quarter Investment Portfolio Review Presentation
4. Third Quarter Investment Portfolio Review presentation
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2.1.02 Investment Policy
- Revised: 02/01/07
Affirmed: 12/08/09
Revised: 06/17/10
Reaffirmed: 10/20/11
Revised 07/18/13

Revised 01/28/15
Reaffirmed: 01/28/16
Revised: 12/15/16

2.1.02 Investment Policy

Policy

It shall be the policy of the Ventura Regional Sanitation District to invest funds in
accordance with all statutes governing the investment of the District's funds, and to do
so in a manner which provides the maximum security, solvency and creditworthiness
while meeting the daily cash flow demands of the District and providing a return in line
with the performance benchmark.

Background

The Ventura Regional Sanitation District Bylaws authorize the Finance Officer (current
titte Director of Finance-&-Administration) to act as the Treasurer of the District and
direct the collection and disbursement of all monies into and out of the District treasury,
and make investments as necessary to conduct the business of the District. Opening &
closing bank accounts requires prior approval of the Board.

Undesignated funds of the Ventura Regional Sanitation District shall be invested using
sound treasury management principles and practices in accordance with provisions
of California Government Code (“Gov. Code”) Sections 53600 et seq. and this
Investment Policy.

An independent auditor annually reviews internal controls as related to the duties of the
Treasurer in accordance with adopted investment policy and reports any conflict or
exceptions to the Board of Directors.
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The Treasurer of the Ventura Regional Sanitation District shall annually prepare and
submit a statement of the District's investment policy, along with any recommended
changes to that policy, to the Board of Directors for review and approval at a public
meeting.

Guidelines

This policy covers all funds and investment activities under the direct authority and
control of the District, including moneys resulting from debt issuance. In cases where
the legal documents governing the investment of debt proceeds conflict with the
District's investment policy, the legal documents shall govern. The specific language
recommended to govern the investment of debt proceeds shall be submitted to the
District’s Personnel and Finance Committee and then to the Board of Directors
for explicit'approval. Funds held in trusts, if any, for retiree pension and medlcal benefits
will be governed by the investment policies of the respectlve trusts.

Prudence

The Treasurer of the Ventura Regional Sanitation District manages pooled cash under
the prudent investor standard. This standard states, “When investing, reinvesting,
purchasing, acquiring, exchanging, selling, or managing public funds, a trustee shall
act 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 [agency].” Gov. Code §
27000.3.

Objectives
When investing, reinvesting, purchasing, acquiring, exchanging, selling and managing

public funds, the primary objectives, in priority order, of the mvestment activities shall
be:

1. Safety: Safety of principal is the foremost objective of the investment program.
Investments of the Ventura Regional Sanitation District shall be undertaken in a
manner that seeks to ensure the preservation of capital in the overall portfolio.

2. Liquidity: The investment portfolio will remain sufficiently liquid to enable the Ventura
Regional Sanitation District to meet all operating requirements, which might be
reasonably anticipated.

3. Return on Investments: The investment portfolio shall be designed with the objective
of attaining a market rate of return throughout budgetary and economic cycles, taking
into account the investment risk constraints and the cash flow characteristics of the
portfolio.
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Investmen ilo

The investment program of the District shall be managed in a professional manner that
is worthy of public trust and consistent with its fiduciary duty. The District’s investment
philosophy prohibits speculation, and leveraging or borrowing money for the purpose
of investment. The District may contract for professional investment management
services. When such services are acquired, periodic evaluations of performance
measured against established benchmarks shall be conducted. There are times when
it is necessary to sell a security and realize a loss, which includes, but is not limited
to, the following :

1. When interest rates are rising and the funds can be invested shorter term at higher
rates. _

2. When swapping opportunities arise that will result in an increase in safety of
principal for the District’'s portfolio.

3. When swapping opportunities arise that will resultin an-increase in overall interest

~ income to the District.

4. When the District’s cash needs are greater than expected.

When any of the above instances occur, an explanation for such investment decision
or action shall be included in the next investment report.

Delegation of Authority

Management responsibility for the investment program is hereby delegated to the
Treasurer for a one-year period. In accordance with Gov. Code § 53607, subject to
review, the Board of Directors may renew the delegation of authority pursuant each
year. The Treasurer shall make a monthly report of transactions to the Board of
Directors.

The Treasurer shall establish written procedures for the operation of the investment
program consistent with this investment policy. Such procedures shall include explicit
delegation of authority to certain employees and investment managers approved by the
Board, and consultants and banks responsible for investment transactions. No persons
or organization may engage in an investment transaction except as provided under
the terms of this policy and the procedures established by the Treasurer. The Treasurer
shall be responsible for all transactions undertaken and shall establish a system of
controls to regulate the activities of subordinate staff and organizations. The Treasurer
is a trustee and a fiduciary subject to the prudent investor standard.

Ethics and Conflicts of Interest

Officers, employees, consultants, investment managers and banks involved in the
investment process shall refrain from personal business activity that could conflict with
the proper execution of the investment program, or which could impair their ability to make
impartial investment decisions on behalf of the District.
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Authorized Investments

Where this section specifies a percentage limitation for a particular security type, that
percentage is applied on the date of purchase. Credit criteria listed in this section refers
to the credit rating at the time the security is purchased. If an investment’s credit rating
falls below the minimum rating required at the time of purchase, the Treasurer will perform
a timely review and decide whether to sell or hold the investment.

No more than 5 percent of the District's portfolio may be invested in any single issuer
regardless of security type excluding U.S. Treasuries, Federal Agencies, Supranationals,
and pooled investments such as Local Agency Investment Fund, Ventura County Pool,
money market funds, and shares of beneficial interest issued by Joint Powers Authorities.

From the eligible securities permitted by Gov. Code Section 53600 et seq., the Treasurer
is authorized to use the following:

e U.S. Government — United States Treasury bills, notes, & bonds, or certificates of
indebtedness, or those for which the full faith and credit of the United States
Government are pledged for the payment of principal and interest.

o U.S. Agencies — Federal agency or United States government senior debt-
sponsored enterprise obligations, participations, or other instruments, including those
issued by or fully guaranteed as to principal and interest by federal agencies or
United States government-sponsored enterprises.

« State Municipal Securities — Registered treasury notes or bonds issued by any of the
50 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 any state. Securities eligible for investment under this
paragraph shall be rated in the rating category of at least “AA” or “A-1" (for short-term
securities), their respective equivalents, or higher by a nationally recognized
statistical-rating organization (NRSRO).

« California Local Agency Municipal Securities — Bonds, notes, warrants or other
evidence of debt issued by a local agency or municipality located within the State of
California, including debt securities issued by the District. Securities eligible for
investment under this paragraph shall be rated in a rating categories at least “AA” or
“A-1”, their respective equivalents, or higher by a NRSRO.

« Non-Negotiable Certificates of Deposit (CDs) — Non-negotiable deposits in a state
or national bank, savings association or federal association, federal or state credit
union in the State of California. In accordance with CGC Section 53635.2, to be
eligible to receive District deposits, a financial institution shall have received an
overall rating of not less than “satisfactory” in its most recent evaluation by the
appropriate federal financial supervisory agency of its record of meeting the credit
needs of California’s communities. CDs are required to be collateralized as specified
under Gov. Code Section 53630 et. seq. The Treasurer, at his/her discretion, may
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waive the collateralization requirements for any portion that is covered by federal
deposit insurance. The District shall have a signed agreement with any depository
accepting District funds per Gov. Code Section 53649. No deposits shall be made
at any time in CDs issued by a financial institution if a member of the Board of
Directors or the General Manager or Treasurer serves on the board of directors of
any committee appointed by the board of directors of the financial institution. In
accordance with CGC Section 53638, any deposit shall not exceed that total
shareholder’s equity of any depository bank, nor shall the deposit exceed the total
net worth of any institution. The maturity of CDs may not exceed one year in
maturity. A maximum of 20 percent of the portfolio may be invested in CDs.

Placement Services for Certificates of Deposit— The District may invest a portion
of its funds in certificates of deposit at a commercial bank, savings bank, savings
and loan association, or credit union that uses a private sector entity that assists in
the placement of certificates of deposit, provided that the purchases of placement
certificates of deposit and negotiable certificates of deposit do not, in total, exceed
30 percent (in combination with negotiable CDs) of the District’s funds. The selected
depository for placement services must be: a nationally or state chartered,
commercial bank, savings bank, savings and loan association, or credit union in
California. Further, the selected depository institution may submit the funds to a
private sector entity that assists in the placement of certificates of deposit with one
or more commercial banks, savings banks, savings and loan associations, or credit
unions that are located in the United States, for the District’'s account. The full amount
of the principal and the interest that may be accrued during the maximum term of
each certificate of deposit shall at all times be insured by the Federal Deposit
‘Insurance Corporation or the National Credit Union Administration. The selected
depository institution shall serve as a custodian for each certificate of deposit that
is issued with the placement service for the District's account. The maturity of
placement service certificates of deposit may not exceed one year in maturity.

State Investment Pool — California State Treasurer's Local Agency Investment Fund
(LAIF) as authorized by Gov. Code Section 16429.1(b).

Ventura County Investment Pool — Ventura County Treasurer's Investment
Pool as authorized by Gov. Code Section 53684.

Other Pools — Shares of beneficial interest issued by a joint powers authority
organized in the State of California pursuant to Gov. Code Section 6509.7 that
invests in the securities and obligations authorized in Gov. Code Section 53601
. subdivisions (a) to (eq), inclusive. Each share shall represent an equal proportional
interest in the underlying pool of securities owned by the joint powers authority.
Purchases are limited to those pools that seek to maintain a constant net asset
value and are rated in the highest category by a NRSRO. To be eligible under this
section, the joint powers authority issuing the shares shall have retained an
investment adviser that meets all of the following criteria: (1) The adviser is registered
or exempt from registration with the Securities and Exchange Commission; (2) the
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adviser has not less than five years of experience investing in the securities and
obligations authorized in subdivisions (a) to (eqg), inclusive, of [Gov. Code] section
53601; and (3) the adviser has assets under management in excess of five hundred
million dollars ($500,000,000). Gov. Code § 6509.7(a).

Money Market Funds — Shares of beneficial interest issued by diversified
management companies that are money market funds registered with the Securities
and Exchange Commission under the Investment Company Act of 1940 (15 U.S.C.
Sec. 80a-1 et seq.). Such funds must carry the highest rating of at least two of the
three largest national rating agencies or have retained an investment adviser
registered or exempt from registration with the Securities and Exchange Commission
with not less than five years' experience managing money market mutual funds with
assets under management in excess of five hundred million dollars ($500,000,000).
Not more than 20 percent of funds shall be invested in Money Market Funds. All such
investments shall be placed only in money market funds intended to maintain
constant net asset value and that invest solely in U.S. Treasuries and Federal Agency
obligations and repurchase agreements invested in such obligations.

Bankers’ Acceptances — Bills of exchange or time drafts drawn on and accepted by
a commercial bank, otherwise known as bankers' acceptances. Purchases of bankers'
acceptances may not exceed 180 days' maturity, or 40 percent of the District's
portfolio. Eligible bankers' acceptances are restricted to issuing financial institutions
with short-term paper rated in the highest category by one NRSRO.

Commercial Paper — Commercial paper of "prime" quality of the highest ranking or
of the highest letter and number rating as provided for by a nationally recognized
statistical-rating organization (NRSRO). The entity that issues the commercial paper
shall meet all of the following conditions in either paragraph (1) or paragraph (2) below:

1. The entity meets the following criteria: (A) is organized and operating in the
United States as a general corporation. (B) has total assets in excess of
five hundred million dollars ($500 000,000). (C) has debt other than
commercial paper, if any, that is rated in a rating category of “A”, the
equivalent or higher by a NRSRO.

2. The entity meets the following criteria: (a) is organized within the United
States as a special purpose corporation, trust, or limited liability company.
(b) Has program wide credit enhancements including, but not limited to,
over collateralization, letters of credit, or surety bond. (c) Has commercial
paper that is rated in a rating category of “A-1" the equivalent or higher, , by
a NRSRO.

Eligible commercial paper shall have a maximum maturity of 270 days or less. No
more than 25 percent of the District’'s portfolio may be invested in eligible commercial
paper, and the District may purchase no more than 10 percent of the outstanding
commercial paper of any single issuer.
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« Medium-Term Corporate Notes — Medium term notes with a maximum maturity. of
five years 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 that are rated in a rating category of “A”, the equivalent or
higher by a NRSRO. Purchases of medium term notes may not exceed 30 percent of
the District's portfolio.

« Negotiable Certificates of Deposit — Negotlable CDs issued by a nationally or state-
chartered bank or a state or federal savings and loan association, a state or federal
credit union, or by a federally- or state-licensed branch of a foreign bank. Purchases
of negotiable CDs (in combination with CDs purchased through a deposit placement
service) may not exceed 30 percent of the District's portfolio. Negotiable CDs issued
with maturities in excess of one year must be rated in a rating category of “A”, the
equivalent or higher by a NRSRO. Negotiable CDs with maturities under one year
must be rated in a rating category of “A-1,” the equivalent, or higher by a NRSRO.

o Asset-Backed Security — Any mortgage pass-through security, collateralized
mortgage obligation, mortgage-backed or other pay-through bond, equipment lease-
back certificate, consumer receivable pass-through certificate, or consumer
receivable-backed bond of a maximum of five years maturity. Eligible securities must
be rated in a rating category, by a nationally recognized rating service, of “AA”, the
equivalent or higher, and the issuer of the security must be rated in a rating category
of “A”, the equivalent or higher rating for its debt as provided by a NRSRO. No more
than 20 percent of the District's portfolio may be invested in this type of security.

 Supranational — United States dollar denominated senior unsecured unsubordinated .
obligations issued or unconditionally guaranteed by the International Bank for
Reconstruction and Development (IBRD), International Finance Corporation (IFC), or
Inter-American Development Bank (IADB), 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”, the equivalent or
higher by a NRSRO.

Purchases of these securities shall not exceed 30 percent of the District’s portfolio.
Supranationals will be permitted by Government Code §53601 (q) and this Policy
effective January 1, 2015.

Only the Board of Directors may authorize other types of investments permitted by the
Government Code.

Prohibited Investments ‘
Under the provisions of Gov. Code Section 53601.6, the Ventura Regional Sanitation

District shall not invest any funds covered by this Investment Policy in inverse floaters,
range notes, interest-only strips that are derived from a pool of mortgages, repurchase &
reverse repurchase agreements and stocks. The use of derivatives, options, futures or
buying on margin is also specifically prohibited.
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To the extent possible, the Treasurer will attempt to match investments with anticipated
cash flow requirements. Unless matched to a specific cash flow and explicitly authorized
by the Board of Directors no less than three months prior to the investment, investments
shall have a maturity no more than five (5) years from the date of purchase.

Safekeeping and Custody

All security transactions entered into by the Ventura Regional Sanitation District shall
be conducted on delivery-versus-payment basis. All securities purchased or acquired
shall be in the name of the District and be held in safekeeping by a bank or trust company.
The only exception to the foregoing shall be depository accounts and securities
purchases made with: (i) local government investment pools; (ii) time certificates of
deposit, and, (iii) money market mutual funds, since the purchased securities are not
deliverable. Evidence of each of these investments will be held by the District.

Distribution of Investment Earnings

Whenever practical, District cash shall be consolidated and invested on a pooled concept
basis. Interest earnings shall be allocated according to average monthly balances on a
calendar month basis.

Reporting

The Treasurer shall submit to each member of the Board and the General Manager a
monthly investment report of all funds held at the end of each month which are directly
controlled and managed by the Treasurer including a detailed listing of all investment
transactions during the month or, if none, a statement to that effect. As recommended
by Gov. Code Section 53646(b)(1), this report shall include a complete description of the
portfolio, the type of investments, the issuers, maturity dates, par values, dollar amount
invested and the current market values of each component of the portfolio, including
funds managed for Ventura Regional Sanitation District by third party contracted
managers. This report shall also include the source of the portfolio valuation and an
explanation when it is necessary to sell a security and realize a loss. However, for funds
invested in the County of Ventura Pool or in the State of California Local Agency
Investment Fund, market values need not be reported.

Each investment report shall be submitted within 30 days following the end of the period
covered by the report and must also include a certification that (1) all investment actions
executed since the last report have been made in full compliance with the Investment
Policy or state areas of non-compliance and (2) the Ventura Regional Sanitation District
will meet its expenditure obligations for the next six months or state why sufficient money
shall, or may, not be available. ' '

Investment Policy Review

The Treasurer shall annually render to the Board a Statement of Investment Policy, which
the Board shall consider at a public meeting.
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Glossary

Broker-Dealer — a person or a firm who can act as a broker or a dealer depending on the
transaction. A broker brings buyers and sellers together for a commission. They do not
take a position. A dealer acts as a principal in all transactions, buying and selling for his
own account.

Certificate of Deposit (CD) — A time deposit with a specific maturity evidenced by a
Certificate. Large-denomination CDs are typically negotiable.

- Collateral — Securities, evidence of deposit or other property, which a borrower pledges
to secure repayment of a loan. Also refers to securities pledged by a bank to secure
deposits of public monies. ‘

Custody — Safekeeping services offered by a bank, financial institution or trust company,
referred to as the “custodian.” Service normally includes the holding and reporting of the
customer’s securities, the collection and disbursement of income, securities settlement
- and market values.

Delivery Versus Payment —A type of securities transaction in which the purchaser pays
for the securities when they are delivered either to the purchaser or custodian. It ensures
that securities are deposited in an eligible financial institution prior to the release of funds.
Securities should be held by a third-party custodian as evidenced by safekeeping
receipts.

Diversification — Dividing investment funds among a variety of securities offering
independent returns.

Federal Agency Obligation — A debt instrument issued by one of the federal agencies.
Federal agencies are considered second in credit quality and liquidity only to U.S.

Treasuries.

Liquidity — An investment that can be converted easily and rapidly into cash without a
substantial loss of value.

Local Agency Investment Fund (LAIF) — The aggregate of all funds from political
subdivisions that are placed in the custody of the State Treasurer for investment and

reinvestment.

Market Value — The price at which a security is trading and could presumably be

Iltem #6




purchased or sold on a specific date.

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

Money Market Fund — a type of safe investment comprising a variety of short-term
securities with high quality and high liquidity. The fund provides interest to shareholders
and must maintain a stable net asset value (NAV) of $1 per share.

Portfolio — Collection of securities held by an investor,

Principal — the original cost of a security. It represents the amount of capital or money
that the investor pays for the investment.

Prudent Investor Standard — An investment standard that all investments should 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 agency.

U.S. Treasury — Government debt issued by the United States Department of the
Treasury through the Bureau of the Public Debt. Treasury securities are the debt financing
instruments of the United States federal government, and they are often referred to simply
as Treasuries. There are four types of marketable treasury securities: Treasury bills,
Treasury notes, Treasury bonds, and Treasury Inflation Protected Securities (TIPS). All
of the marketable Treasury securities are very liquid and are heavily traded on the
secondary market.

10
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2.1.02 Investment Policy

Policy ,

It shall be the policy of the Ventura Regional Sanitation District to invest funds in
accordance with all statutes governing the investment of the District’'s funds, and to do
so in a manner which provides the maximum security, solvency and creditworthiness
while meeting the daily cash flow demands of the District and providing a return in line
with the performance benchmark.

Background

The Ventura Regional Sanitation District Bylaws authorize the Finance Officer (current
title Director of Finance) to act as the Treasurer of the District and direct the collection
and disbursement of all monies into and out of the District treasury, and make
investments as necessary to conduct the business of the District. Opening & closing
bank accounts requires prior approval of the Board.

Undesignated funds of the Ventura Regional Sanitation District shall be invested using
sound treasury management principles and practices in accordance with provisions
of California Government Code (“Gov. Code”) Sections 53600 et seq. and this
Investment Policy.

An independent auditor annually reviews internal controls as related to the duties of the
Treasurer in accordance with adopted investment policy and reports any conflict or
exceptions to the Board of Directors.
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The Treasurer of the Ventura Regional Sanitation District shall annually prepare and
submit a statement of the District’'s investment policy, along with any recommended
changes to that policy, to the Board of Directors for review and approval at a public
meeting.

Guidelines

This policy covers all funds and investment activities under the direct authority and
control of the District, including moneys resulting from debt issuance. In cases where
the legal documents governing the investment of debt proceeds conflict with the
District's investment policy, the legal documents shall govern. The specific language
recommended to govern the investment of debt proceeds shall be submitted to the
District’s Personnel and Finance Committee and then to the Board of Directors
for explicit approval. Funds held in trusts, if any, for retiree pension and medical benefits
will be governed by the investment policies of the respective trusts.

Prudence

The Treasurer of the Ventura Regional Sanitation District manages pooled cash under
the prudent investor standard. This standard states, “When investing, reinvesting,
purchasing, acquiring, exchanging, selling, or managing public funds, a trustee shall
act 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 [agency].” Gov. Code §
27000.3.

Objectives
When investing, reinvesting, purchasing, acquiring, exchanging, selling and managing

public funds, the primary objectives, in priority order, of the investment activities shall
be:

1. Safety: Safety of principal is the foremost objective of the investment program.
Investments of the Ventura Regional Sanitation District shall be undertaken in a
manner that seeks to ensure the preservation of capital in the overall portfolio.

2. Liquidity: The investment portfolio will remain sufficiently liquid to enable the Ventura
Regional Sanitation District to meet all operating requirements, which might be
reasonably anticipated.

3. Return on Investments: The investment poﬂfolio shall be designed with the objective
of attaining a market rate of return throughout budgetary and economic cycles, taking
into account the investment risk constraints and the cash flow characteristics of the
portfolio.
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Investment Philosophy

The investment program of the District shall be managed in a professional manner that
is worthy of public trust and consistent with its fiduciary duty. The District’s investment
philosophy prohibits speculation, and leveraging or borrowing money for the purpose
of investment. The District may contract for professional investment management
services. When such services are acquired, periodic evaluations of performance
measured against established benchmarks shall be conducted. There are times when
it is necessary to sell a security and realize a loss, which includes, but is not limited
to, the following : '

1. When interest rates are rising and the funds can be invested shorter term at higher
rates.

2. When swapping opportunities arise that will result in an mcrease in safety of
principal for the District’'s portfolio.

3. When swapping opportunities arise that will resultin an increase in overall interest
income to the District.

4. When the District’'s cash needs are greater than expected.

When any of the above instances occur, an explanation for such investment decision
or action shall be included in the next investment report.

Delegation of Authority

Management responsibility for the investment program is hereby delegated to the
Treasurer for a one-year period. In accordance with Gov. Code § 53607, subject to
review, the Board of Directors may renew the delegation of authority pursuant each
year. The Treasurer shall make a monthly report of transactions to the Board of
Directors.

The Treasurer shall establish written procedures for the operation of the investment
program consistent with this investment policy. Such procedures shall include explicit
delegation of authority to certain employees and investment managers approved by the
Board, and consultants and banks responsible for investment transactions. No persons
or organization may engage in an investment transaction except as provided under
the terms of this policy and the procedures established by the Treasurer. The Treasurer
shall be responsible for all transactions undertaken and shall establish a system of
controls to regulate the activities of subordinate staff and organizations. The Treasurer
is a trustee and a fiduciary subject to the prudent investor standard.

Ethics and Conflicts of Interest

Officers, employees, consultants, investment managers and banks involved in the
investment process shall refrain from personal business activity that could conflict with
the proper execution of the investment program, or which could impair their ability to make
impartial investment decisions on behalf of the District.
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Authorized Investments _ ‘

Where this section specifies a percentage limitation for a particular security type, that
percentage is applied on the date of purchase. Credit criteria listed in this section refers
to the credit rating at the time the security is purchased. If an investment’'s credit rating
falls below the minimum rating required at the time of purchase, the Treasurer will perform
a timely review and decide whether to sell or hold the investment.

No more than 5 percent of the District's portfolio may be invested in any single issuer
regardless of security type excluding U.S. Treasuries, Federal Agencies, Supranationals,
and pooled investments such as Local Agency Investment Fund, Ventura County Pool,
money market funds, and shares of beneficial interest issued by Joint Powers Authorities.

From the eligible securities permitted by Gov. Code Section 53600 et seq., the Treasurer
is authorized to use the following:

e U.S. Government — United States Treasury bills, notes, & bonds, or certificates of
indebtedness, or those for which the full faith and credit of the United States
Government are pledged for the payment of principal and interest. “

o« U.S. Agencies — Federal agency or United States government senior debt-
sponsored enterprise obligations, participations, or other instruments, including those
issued by or fully guaranteed as to principal and interest by federal agencies or
United States government-sponsored enterprises.

» State Municipal Securities — Registered treasury notes or bonds issued by any of the
50 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 any state. Securities eligible for investment under this -
paragraph shall be rated in the rating category of at least “AA” or “A-1” (for short-term
securities), their respective equivalents, or higher by a natlonally recognized
statistical-rating organization (NRSRO).

~ o California Local Agency Municipal Securities — Bonds, notes, warrants or other
evidence of debt issued by a local agency or municipality located within the State of
California, including debt securities issued by the District. Securities eligible for
investment under this paragraph shall be rated in a rating categories at least “AA” or
“A-1”, their respective equivalents, or higher by a NRSRO.

o Non-Negotiable Certificates of Deposit (CDs) — Non-negotiable deposits in a state
or national bank, savings association or federal association, federal or state credit
union in the State of California. In accordance with CGC Section 53635.2, to be
eligible to receive District deposits, a financial institution shall have received an
overall rating of not less than “satisfactory” in its most recent evaluation by the
appropriate federal financial supervisory agency of its record of meeting the credit
needs of California’s communities. CDs are required to be collateralized as specified
under Gov. Code Section 53630 et. seq. The Treasurer, at his/her discretion, may
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waive the collateralization requirements for any portion that is covered by federal
- deposit insurance. The District shall have a signed agreement with any depository
accepting District funds per Gov. Code Section 53649. No deposits shall be made
at any time in CDs issued by a financial institution if a member of the Board of
Directors or the General Manager or Treasurer serves on the board of directors of
any committee appointed by the board of directors of the financial institution. In
accordance with CGC Section 53638, any deposit shall not exceed that total
shareholder’s equity of any depository bank, nor shall the deposit exceed the total
net worth of any institution. The maturity of CDs may not exceed one year in
maturity. A maximum of 20 percent of the portfolio may be invested in CDs.

Placement Services for Certificates of Deposit — The District may invest a portion
of its funds in certificates of deposit at a commercial bank, savings bank, savings
and loan association, or credit union that uses a private sector entity that assists in
the placement of certificates of deposit, provided that the purchases of placement
certificates of deposit and negotiable certificates of deposit do not, in total, exceed
30 percent (in combination with negotiable CDs) of the District's funds. The selected
depository for placement services must be: a nationally or state chartered,
commercial bank, savings bank, savings and loan association, or credit union in
California. Further, the selected depository institution may submit the funds to a
private sector entity that assists in the placement of certificates of deposit with one
or more commercial banks, savings banks, savings and loan associations, or credit
unions that are located in the United States, for the District’s account. The full amount
of the principal and the interest that may be accrued during the maximum term of
each certificate of deposit shall at all times be insured by the Federal Deposit
Insurance Corporation or the National Credit Union Administration. The selected
depository institution shall serve as a custodian for ‘each certificate of deposit that
is issued with the placement service for the District's account. The maturity of
placement service certificates of deposit may not exceed one year in maturity.

State Investment Pool — California State Treasurer's Local Agency Investment Fund
(LAIF) as authorized by Gov. Code Section 16429.1(b).

Ventura County Investment Pool — Ventura County Treasurer's Investment
Pool as authorized by Gov. Code Section 53684.

Other Pools — Shares of beneficial interest issued by a joint powers authority
organized in the State of California pursuant to Gov. Code Section 6509.7 that
invests in the securities and obligations authorized in Gov. Code Section 53601
subdivisions (a) to (q), inclusive. Each share shall represent an equal proportional
interest in the underlying pool of securities owned by the joint powers authority.
Purchases are limited to those pools that seek to maintain a constant net asset
value and are rated in the highest category by a NRSRO. To be eligible under this
section, the joint powers authority issuing the shares shall have retained an
investment adviser that meets all of the following criteria: (1) The adviser is registered
or exempt from registration with the Securities and Exchange Commission; (2) the
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adviser has not less than five years of experience investing in the securities and
obligations authorized in subdivisions (a) to (q), inclusive, of [Gov. Code] section
53601; and (3) the adviser has assets under management in excess of five hundred
million dollars ($500,000,000). Gov. Code § 6509.7(a).

Money Market Funds — Shares of beneficial interest issued by diversified
management companies that are money market funds registered with the Securities
and Exchange Commission under the Investment Company Act of 1940 (15 U.S.C.
Sec. 80a-1 et seq.). Such funds must carry the highest rating of at least two of the
three largest national rating agencies or have retained an investment adviser
registered or exempt from registration with the Securities and Exchange Commission
with not less than five years' experience managing money market mutual funds with
assets under management in excess of five hundred million dollars ($500,000,000).
Not more than 20 percent of funds shall be invested in Money Market Funds. All such
investments shall be placed only in money market funds intended to maintain
constant net asset value and that invest solely in U.S. Treasuries and Federal Agency
obligations and repurchase agreements invested in such obligations.

Bankers’ Acceptances — Bills of exchange or time drafts drawn on and accepted by
a commercial bank, otherwise known as bankers' acceptances. Purchases of bankers'
acceptances may not exceed 180 days' maturity, or 40 percent of the District's
portfolio. Eligible bankers' acceptances are restricted to issuing financial institutions
with short-term paper rated in the highest category by one NRSRO.

Commercial Paper — Commercial paper of "prime" quality of the highest ranking or
of the highest letter and number rating as provided for by a nationally recognized
statistical-rating organization (NRSRO). The entity that issues the commercial paper
shall meet all of the following conditions in either paragraph (1) or paragraph (2) below:

1. The entity meets the following criteria: (A) is organized and operating in the
United States as a general corporation. (B) has total assets in excess of
five hundred million dollars ($500,000,000). (C) has debt other than
commercial paper, if any, that is rated in a rating category of “A”, the
equivalent or higher by a NRSRO.

2. The entity meets the following criteria: (a) is organized within the United
States as a special purpose corporation, trust, or limited liability company.
(b) Has program wide credit enhancements including, but not limited to,
over collateralization, letters of credit, or surety bond. (c) Has commercial
paper that is rated in a rating category of “A-1" the equivalent or higher, , by
a NRSRO.

Eligible commercial paper shall have a maximum maturity of 270 days or less. No
more than 25 percent of the District’s portfolio may be invested in eligible commercial
paper, and the District may purchase no more than 10 percent of the outstanding
commercial paper of any single issuer.
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e Medium-Term Corporate Notes — Medium term notes with a maximum maturity of
five years 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 that are rated in a rating category of “A”, the equivalent or
higher by a NRSRO. Purchases of medium term notes may not exceed 30 percent of
the District's portfolio.

« Negotiable Certificates of Deposit — Negotiable CDs issued by a nationally or state-
chartered bank or a state or federal savings and loan association, a state or federal
credit union, or by a federally- or state-licensed branch of a foreign bank. Purchases
of negotiable CDs (in combination with CDs purchased through a deposit placement
service) may not exceed 30 percent of the District's portfolio. Negotiable CDs issued
with maturities in excess of one year must be rated in a rating category of “A”, the
equivalent or higher by a NRSRO. Negotiable CDs with maturities under one year
must be rated in a rating category of “A-1,” the equivalent, or higher by a NRSRO.

e Asset-Backed Security — Any mortgage pass-through security, collateralized
mortgage obligation, mortgage-backed or other pay-through bond, equipment lease-
back certificate, consumer receivable pass-through certificate, or consumer
receivable-backed bond of a maximum of five years maturity. Eligible securities must
be rated in a rating category, by a nationally recognized rating service, of “AA”, the
equivalent or higher, and the issuer of the security must be rated in a rating category
of “A”, the equivalent or higher rating for its debt as provided by a NRSRO. No more
than 20 percent of the District's portfolio may be invested in this type of security.

e Supranational — United States dollar denominated senior unsecured unsubordinated
obligations issued or unconditionally guaranteed by the International Bank for
Reconstruction and Development (IBRD), International Finance Corporation (IFC), or
Inter-American Development Bank (IADB), 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”, the equivalent or
higher by a NRSRO.

Purchases of these securities shall not exceed 30 percent of the District's portfolio.
Supranationals will be permitted by Government Code §53601 (q) and this Policy
effective January 1, 2015.

Only the Board of Directors may authorize other types of investments permitted by the
Government Code.

Prohibited Investments
Under the provisions of Gov. Code Section 53601.6, the Ventura Regional Sanitation

District shall not invest any funds covered by this Investment Policy in inverse floaters,
range notes, interest-only strips that are derived from a pool of mortgages, repurchase &
reverse repurchase agreements and stocks. The use of derivatives, options, futures or
buying on margin is also specifically prohibited.
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Maximum Maturities

To the extent possible, the Treasurer will attempt to match investments with anticipated
cash flow requirements. Unless matched to a specific cash flow and explicitly authorized
by the Board of Directors no less than three months prior to the investment, investments
shall have a maturity no more than five (5) years from the date of purchase.

Safekeeping and Custody

All security transactions entered into by the Ventura Regional Sanitation District shall
be conducted on delivery-versus-payment basis. All securities purchased or acquired
shall be in the name of the District and be held in safekeeping by a bank or trust company.
The only exception to the foregoing shall be depository accounts and securities
purchases made with: (i) local government investment pools; (ii) time certificates of
deposit, and, (iii) money market mutual funds, since the purchased securities are not
deliverable. Evidence of each of these investments will be held by the District.

Distribution of Investment Earnings

Whenever practical, District cash shall be consolidated and invested on a pooled concept
basis. Interest earnings shall be allocated according to average monthly balances on a
calendar month basis.

Reporting :

The Treasurer shall submit to each member of the Board and the General Manager a
monthly investment report of all funds held at the end of each month which are directly
controlled and managed by the Treasurer including a detailed listing of all investment
transactions during the month or, if none, a statement to that effect. As recommended
by Gov. Code Section 53646(b)(1), this report shall include a complete description of the
portfolio, the type of investments, the issuers, maturity dates, par values, dollar amount
invested and the current market values of each component of the portfolio, including
funds managed for Ventura Regional Sanitation District by third party contracted
managers. This report shall also include the source of the portfolio valuation and an
explanation when it is necessary to sell a security and realize a loss. However, for funds
invested in the County of Ventura Pool or in the State of California Local Agency
Investment Fund, market values need not be reported.

Each investment report shall be submitted within 30 days following the end of the period
covered by the report and must also include a certification that (1) all investment actions
executed since the last report have been made in full compliance with the Investment
Policy or state areas of non-compliance and (2) the Ventura Regional Sanitation District
will meet its expenditure obligations for the next six months or state why sufficient money
shall, or may, not be available.

Investment Policy Review
The Treasurer shall annually render to the Board a Statement of Investment Policy, which

the Board shall consider at a public meeting.
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Glossary

Broker-Dealer — a person or a firm who can act as a broker or a dealer depending on the
transaction. A broker brings buyers and sellers together for a commission. They do not
take a position. A dealer acts as a principal in all transactions, buying and selling for his
own account.

Certificate of Deposit (CD) — A time deposit with a specific maturity evidenced by a
Certificate. Large-denomination CDs are typically negotiable.

Collateral — Securities, evidence of deposit or other property, which a borrower pledges
to secure repayment of a loan. Also refers to securities pledged by a bank to secure
deposits of public monies.

Custody — Safekeeping services offered by a bank, financial institution or trust company,
referred to as the “custodian.” Service normally includes the holding and reporting of the
customer’s securities, the collection and disbursement of income, securities settlement
and market values.

Delivery Versus Payment —A type of securities transaction in which the purchaser pays
for the securities when they are delivered either to the purchaser or custodian. It ensures
that securities are deposited in an eligible financial institution prior to the release of funds.
Securities should be held by a third-party custodian as evidenced by safekeeping
receipts.

Diversification — Dividing investment funds among a variety of securities offering
independent returns. B

Federal Agency Obligation — A debt instrument issued by one of the federal agencies.
Federal agencies are considered second in credit quality and liquidity only to U.S.
Treasuries.

Liquidity — An investment that can be converted easily and rapidly into cash without a
substantial loss of value.

Local Agency Investment Fund (LAIF) — The aggregate of all funds from political
subdivisions that are placed in the custody of the State Treasurer for investment and

reinvestment.

Market Value — The price at which a security is trading and could presumably be
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purchased or sold on a specific date.

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

Money Market Fund — a type of safe investment comprising a variety of short-term
securities with high quality and high liquidity. The fund provides interest to shareholders
and must maintain a stable net asset value (NAV) of $1 per share.

- Portfolio — Collection of securities held by an investor,

Principal — the original cost of a security. It represents the amount of capital or money
that the investor pays for the investment.

Prudent Investor Standard — An investment standard that all investments should 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 agency.

U.S. Treasury — Government debt issued by the United- States Department of the
Treasury through the Bureau of the Public Debt. Treasury securities are the debt financing
instruments of the United States federal government, and they are often referred to simply
as Treasuries. There are four types of marketable treasury securities: Treasury bills,
Treasury notes, Treasury bonds, and Treasury Inflation Protected Securities (TIPS). All
of the marketable Treasury securities are very liquid and are heavily traded on the
secondary market.
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November 21, 2017
Memorandum

To: Carlos V. Corrales, CPFIM, MPA
Director of Finance '
‘Ventura Regional Sanitation District

From: Sarah Meacham, Managing Director
Richard Babbe, Senior Managing Consultant
PFM Asset Management LLC

Re: 2017 Investment Policy Review

At your request, we reviewed the Ventura Regional Sanitation District’s (the “District”)
Investment Policy (the “Policy”) as part of the District's annual review process. As written,
the Policy is comprehensive and is in compliance with the California Government Code
sections (the “Code”) that govern the investment of public funds. Furthermore, we are no
aware of any upcoming changes to the Code that would require any changes to the
Policy.

Although no changes are required at this time, we recommend the District update a Code
reference listed in the Policy under “Authorized Investments — Other Pools.” When
supranationals (53601(q)) were added to the Code in 2015, the investment types allowed
for local government investment pools (53601(0)) was updated to read “(a) to (q)” from
“(a) to (0).” Accordingly, we recommend the District update the Policy to match the
current Code language. '

We have attached a marked-up version of the Policy to illustrate our recommendations.

Please contact us if you have any questions.
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U.S. Recession Indicators: Low Risk in the Near-Term

LT0¢C LT0C
N\\ 9T0¢ 9T0¢

5102 ST0Z
102 102
€102 €102
¢10¢ _ 2102
S oz o g 1102
5 0T0z 3 3 0102
=] ) <
S 600c O = 6002
o 8002 & .
s 8002
3 002 B %
© ) 1002
j: >
® 00e T 5 9002
= S00c S g 002
£ c 3
vo0e =g 002
£00Z 002
2002 002
1002 L002
s e s s 000¢
S S S S o o o o o
= < QY 8 8 § R
102 LT0Z
910z 910z
= §T0Z 5102
0,53_ ¥T02C " 102
7 £102 5 —
o ©
E ¢toe o 2102
= ©
Z toe = 1102
s 0wz g oT0z
- 600 =
S8 P 6002
£ g0z  §
s 002 o7 Bo0¢
= °s 1002
S 90z TL
i X S0z o 900¢
Q
| s PO0Z O 500¢
S 5§ eoz O v00c
> £ w0z £ e00z
o p g
I 1002 o c00¢
0002 1002
S 8888°88 0002

0%

20%
10%
-10%
-20%
-30%

Iltem #6

© PFM

Source: Bloomberg, as of 8/31/17. SA is seasonally adjusted.
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