
Page 1 of 11 

SAN DIEGO COUNTY WATER AUTHORITY 
  
 Annual Statement of Investment Policy 
 
 Calendar Year 2017 
 
 
INTRODUCTION 
 
 The purpose of this document is to identify various policies and procedures that enhance 
opportunities for a prudent and systematic investment policy and to organize and formalize 
investment related activities.  The ultimate goal is to enhance the economic status of the Water 
Authority while protecting its funds. 
 
 The Board of Directors and, upon formal delegation, the Treasurer for the San Diego County 
Water Authority, duly authorized to invest Water Authority monies by California Government Code, 
are trustees of Water Authority funds and therefore fiduciaries subject to the prudent investor 
standard. 
 
SCOPE 
 
 It is intended that this policy cover all funds and investment activities under the direct 
authority of the San Diego County Water Authority, except for the employee’s retirement and 
deferred compensation funds.  For investment purposes, the Water Authority manages the Operating 
Fund, Rate Stabilization Fund, Pay-As-You-Go Fund, Equipment Replacement Fund and Stored 
Water Fund together as the Pooled Operating Fund.  The funds under the direct authority of the San 
Diego County Water Authority are accounted for in the Comprehensive Annual Financial Report 
and include: 
 
Operating Fund – Holds the Water Authority’s working capital and emergency operating reserve. 
 
Rate Stabilization Fund – Established to mitigate future water rate increases. 
 
Pay-As-You-Go Fund (PAYGO) – Funds are dedicated for construction outlays and debt service. 
 
Equipment Replacement Fund – Used to purchase minor capital equipment such as computer 
systems, vehicles, etc. 
 
Stored Water Fund – Used to purchase water to fill Water Authority reservoirs. 
 
Construction (CIP) Fund – Holds the proceeds of long-term debt and commercial paper to be 
expended for construction. 
 
Debt Service Reserve Fund – Holds the required legal reserve for Water Authority debt issues. 
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OBJECTIVES 
 
 The investment policies and practices of the Board of Directors and the Treasurer for the San 
Diego County Water Authority are based upon limitations placed on it by governing legislative 
bodies.  These policies have three primary goals: 
 
1. To assure compliance with all Federal, State and Local laws governing the investment of 

monies under the control of the Treasurer. 
 
2.  To protect the principal monies entrusted to this organization. 
 
3. To generate the maximum amount of investment income within the parameters of this 

Annual Statement of Investment Policy. 
 
These goals are enhanced by the following objectives in order of importance. 
 

A. Safety:  It is the primary duty and responsibility of the Treasurer to protect, 
preserve and maintain cash and investments placed in his/her trust.  Each 
investment transaction shall seek to ensure that capital losses are avoided, whether 
from institution default, broker-dealer default, or erosion of market value of 
securities.  The Treasurer shall evaluate or cause to have evaluated each potential 
investment, seeking both quality in issuer and in underlying security or collateral.  
Diversification of the portfolio will be used in order to reduce exposure to principal 
loss. 

 
 B. Liquidity:  An adequate percentage of the portfolio will be maintained in liquid short-

term securities which can be converted to cash if necessary to meet disbursement 
requirements.  Since all cash requirements cannot be anticipated, investment in 
securities with active secondary markets will be utilized.  These securities will have a 
low sensitivity to market risk. 

 
 C. Yield:  Yield should become a consideration only after the basic requirements of 

safety and liquidity have been met. 
 

 D. Public Trust:  All participants in the investment process shall act as custodians of the 
public trust.  Investment officials shall recognize that the investment portfolio is 
subject to public review and evaluation.  The overall program shall be designed and 
managed with a degree of professionalism that is worthy of the public trust.  In a 
diversified portfolio it must be recognized that occasional measured losses are 
inevitable, and must be considered within the context of the overall portfolio’s 
investment return, provided that adequate diversification has been implemented. 

 
PRUDENT INVESTOR STANDARD 
 
 The Board of Directors and Treasurer adhere to the guidance provided by the “prudent 
investor standard”, California Government Code (Section 53600.3), which obligates a fiduciary to 
insure that “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 
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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.  Within the limitations of this section and considering 
individual investments as part of an overall strategy, investments may be acquired as authorized by 
law.” 
 
DELEGATION OF AUTHORITY 
 
 The investment, per this policy, of Water Authority idle monies is annually delegated to the 
Treasurer by the Board of Directors who shall thereafter assume full responsibility for those 
transactions until the delegation of authority is revoked or expires.  The Treasurer may delegate the 
day-to-day operations of investing to his/her designee(s), but not the responsibility for the overall 
investment program.  A memorandum will be forwarded to the General Manager indicating the 
individual who is acting on the behalf of the Treasurer which details the period of time the designee 
will be responsible for the investment function.  All transactions will be reviewed by the Treasurer 
on a regular basis to assure compliance with this Annual Statement of Investment Policy. 
 
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 officers shall 
disclose any material financial interest in financial institutions that conduct business with this 
jurisdiction, and they shall further disclose any large personal financial/investment positions that 
could be related to the performance of the Water Authority’s portfolio.  Employees and officers shall 
subordinate their personal investment transactions to those of the Water Authority, particularly with 
regard to the timing of purchases and sales, and shall avoid transactions that might impair public 
confidence.  All officers and employees involved in the investment of public funds are required to 
comply with the Water Authority’s Conflict of Interest Code. 
 
AUTHORIZED INVESTMENT INSTRUMENTS - POOLED OPERATING FUND 
 
 The Water Authority is governed by the California Government Code, Sections 53600 et seq. 
Within the context of these limitations, the following investments are authorized: 
 
 Local Agency Investment Fund (LAIF):  The Water Authority may invest in the Local 
Agency Investment Fund established by the State Treasurer for the benefit of local agencies 
(Government Code Section 16429.1(b)).  In order to ensure that LAIF is purchasing securities that 
comply with the Government Code, the monthly LAIF report shall be reviewed by the Treasurer.  
The fund must have twenty-four hour liquidity.  The maximum permitted investment will be 
governed by State Law. 
 
 Bankers’ Acceptances:  The Water Authority may invest in prime self-liquidating bankers’ 
acceptances (Government Code Section 53601(g)) limited to banks rated a minimum of “A” by 
Moody’s Investors Service, Standard & Poor’s, or Fitch Ratings.  The maximum investment 
maturity will be restricted to 180 days.  Maximum portfolio exposure will be limited to 20 percent 
and single-issuer holdings to no more than 5 percent per issuer. 
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 Treasury Securities:  The Water Authority may invest in United States Treasury notes, bonds, 
bills, or certificates of indebtedness, or those for which the faith and credit of the United States are 
pledged for the payment of principal and interest (Government Code Section 53601(b)).  The 
purchase of zero-coupon, or strips, is not permitted.  Because these investments are the safest 
possible, there is no maximum portfolio limit.  Maximum investment maturities will be restricted to 
five years. 
 
 Repurchase Agreements:  The Water Authority may invest (Government Code Section 
53601(j)) in overnight and term repurchase agreements with primary dealers of the Federal Reserve 
Bank of New York rated “A” or better by Moody’s Investors Service, Standard & Poor’s, or Fitch 
Ratings with which the Water Authority has entered into a master repurchase agreement.  This 
agreement will be modeled after the Securities Industry and Financial Markets Association 
(SIFMA)’s master repurchase agreement. 
 
 All collateral used to secure this type of transaction is to be delivered to a third party prior to 
release of funds.  The third party will have an account in the name of the San Diego County Water 
Authority.  The market value of securities used as collateral for repurchase agreements shall be 
monitored on a daily basis by the Treasurer and will not be permitted to fall below 102 percent of the 
value of the repurchase agreement.  Collateral shall not include strips, zero-coupon instruments or 
instruments with maturities in excess of five years.  The right of substitution will be granted, 
provided that permissible collateral is maintained. 
 
 In order to conform with provisions of the Federal Bankruptcy Code which provides for the 
liquidation of securities held as collateral for repurchase agreements, the only securities acceptable 
as collateral shall be securities that are direct obligations of and guaranteed by the U.S. Government 
and Agency securities as permitted under this policy.  The Water Authority will maintain a first 
perfected security interest in the securities subject to the repurchase agreement and shall have a 
contractual right to liquidation of purchased securities upon the bankruptcy, insolvency or other 
default of the counterparty.  Maximum portfolio exposure will be limited to 20 percent and 
maturities that do not exceed one year. 
 
 Reverse Repurchase Agreements:  The Water Authority may enter (Government Code 
Section 53601(j)) into reverse repurchase agreements only “with primary dealers of the Federal 
Reserve Bank of New York or with a nationally or state-chartered bank that has or has had a 
significant banking relationship with a local agency”, and when an unanticipated cash outflow can be 
met more advantageously by agreeing to a reverse repurchase agreement rather than selling 
securities outright.  In this situation, the reverse shall not exceed 92 days, and shall be matched to a 
known cash inflow of sufficient size to repay the principal and interest of the reverse repurchase 
agreement. 
 
 The Water Authority may also enter into reverse repurchase agreements when proceeds 
obtained through the reverse can be reinvested at a higher rate.  The spread and reverse must be 
reviewed by the Treasurer prior to the transaction taking place.  Reverse repurchase agreements 
entered into may not exceed a maximum maturity of 92 days unless the minimum spread between 
the rate on the investment and cost of funds is guaranteed in writing, in which case the maximum 
maturity is limited to one year.  In all cases, the transaction must be matched as to maturity and 
dollars invested with its corresponding reinvestment. 
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 In both situations a master repurchase agreement modeled after the Securities Industry and 
Financial Markets Association (SIFMA) is required prior to the transaction taking place.  In all cases, 
the security being reversed must have been held in the portfolio for a minimum of 30 days.  
Restrictions placed on repurchase agreements also apply to reverse repurchase agreements.  
Maximum portfolio exposure will be limited to 20 percent of the total portfolio value excluding the 
proceeds of reverses.  This transaction requires written approval of the Treasurer. 
 
 Securities lending is not considered a reverse repurchase transaction and is not authorized 
under this section. 
 
 Certificates of Deposit:  The Water Authority may invest in certificates of deposits issued by 
a state or national bank, savings association or federal association, a state or federal credit union 
located in California (Government Code Section 53630 et seq).  A written depository contract is 
required with all institutions that hold Water Authority deposits.  The Treasurer may waive collateral 
requirements for the portion of any deposit insured pursuant to federal law.  Securities placed in a 
collateral pool must provide coverage for at least 110 percent of all deposits that are placed in the 
institution.  Acceptable pooled collateral is governed by California Government Code Section 
53651. Real estate mortgages are not considered acceptable collateral by the Water Authority, even 
though they are permitted in Government Code Section 53651(m).  As provided under Government 
Code Section 53660, the bank or agent of depository is required to provide the Water Authority with 
a regular statement of pooled collateral.  This report will state that they are meeting the 110 percent 
collateral rule (Government Code Section 53652(a)), a listing of all collateral with location and 
market value, plus an accountability of the total amount of deposits secured by the pool. 
 
 No bank shall receive Water Authority funds that has a long-term debt rating by Moody’s 
Investors Service, Standard & Poor’s, or Fitch Ratings less than “A”; however, deposits of up to the 
federal deposit insurance limit are allowable in any institution that insures its deposits pursuant to 
federal law, regardless of the ratings by Moody’s Investors Service, Standard & Poor’s, or Fitch 
Ratings.  The maximum deposited in any one institution without collateral shall not exceed the 
amount covered by federal deposit insurance. 
 
 All banks accepting Water Authority deposits are required to provide annual information 
regarding compliance to the Community Reinvestment Act.  Banks are required to maintain a 
minimum rating of “satisfactory” as defined under the Community Reinvestment Act. 
 
 As per Section 53638 of the California Government Code, any deposit shall not exceed the 
total paid-up capital and surplus of any depository bank, nor shall the deposit exceed the total net 
worth of any institution. 
 
 Maximum portfolio exposure is limited to 15 percent.  Maximum investment maturity will be 
restricted to five years. 
 
 Placement Service Deposits:  The Water Authority may invest in deposits placed with a 
private sector entity that assists in the placement of deposits with eligible financial institutions 
located in the United States (Government Code Section 53601.8).  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.  The combined maximum portfolio exposure to deposits placed 
pursuant to this section and Negotiable Certificates of Deposit is limited to 15 percent.  Maximum 
investment maturity will be restricted to five years. 
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 Negotiable Certificates of Deposit:  The Water Authority may invest in negotiable 
certificates of deposit issued by a nationally or state-chartered bank or a state or federal association 
or by a state- or federally-licensed branch of a foreign bank (Government Code Section 53601(i)).  
Securities must have a minimum rating of “AA” by at least one of the three credit rating agencies 
(Moody’s Investors Service, Standard & Poor’s, or Fitch Ratings), and not rated lower than “A” by 
the other two. 
 
 As per Section 53638 of the California Government Code, any deposit shall not exceed the 
total paid-up capital and surplus of any depository bank, nor shall the deposit exceed the total net 
worth of any institution. 
 
 The combined maximum portfolio exposure to Negotiable Certificates of Deposit and 
deposits invested pursuant to a Placement Service Deposit entity is limited to 15 percent and single-
issuer holdings to no more than 5 percent per issuer.  Maximum investment maturity is restricted to 
five years. 
 
 Commercial Paper:  The Water Authority may invest in the highest grade of commercial 
paper (Government Code Section 53601(h)) as rated by Moody’s Investors Service, Standard & 
Poor’s, or Fitch Ratings (“A1/P1/F1”), issued only by general corporations that are organized and 
operating within the United States and having total assets in excess of $500 million.  The general 
corporation must also have an “A” rating or higher for the issuers debentures, other than commercial 
paper, if any, as provided by Moody’s Investors Service, Standard & Poor’s, or Fitch Ratings.  
Purchases shall not exceed ten percent of the outstanding paper of the issuing general corporation.  
Maximum investment maturity will be restricted to 270 days.  Maximum portfolio exposure is 
limited to 25 percent and single-issuer holdings to no more than 5 percent per issuer. 
 
 Medium-Term Notes:  The Water Authority may invest in corporate and depository 
institution debt securities 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 (Government Code Section 53601(k)).  Securities must have a minimum rating of “A” or 
higher by all three credit rating agencies referenced in this policy (Moody’s Investors Service, 
Standard & Poor’s, and Fitch Ratings).  Permissible types of notes include fixed rate and variable 
rate.  Maximum investment maturity is restricted to five years.  Maximum portfolio exposure is 
limited to 30 percent and single-issuer holdings to no more than 5 percent per issuer. 
 
 Municipal Securities:  The Water Authority may invest in: (i) 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 (Government Code Section 53601(c)(d)); and (ii) Bonds, notes, 
warrants, or other evidence of debt issued by a local agency or municipality located within 
California, 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 (Government Code Section 53601(a)(e)).  Securities must have a minimum rating 
of “A” as rated by Moody’s Investors Service, Standard and Poor’s, or Fitch Ratings.  Maximum 
maturity is limited to 5 years.  Maximum portfolio exposure is limited to 20 percent and single-issuer 
holdings to no more than 5 percent per issuer. 
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 Agencies:  The Water Authority may invest in federal agency or United States government-
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 (Government Code Section 53601(f)).  Permissible types of securities include 
discount, coupon and variable rate security issues.  Callable securities are limited to a minimum of 
one-time call only, with a maximum allocation of 20 percent of the portfolio.  Maximum maturity is 
limited to 5 years.  Maximum portfolio exposure is limited to 85 percent. 
 
 Supranationals:  The Water Authority may invest in 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.  Securities must be eligible for purchase and sale within the United States and 
have a minimum rating of “AA” as rated by Moody’s Investors Service, Standard and Poor’s, or 
Fitch Ratings.  Maximum maturity is limited to 5 years.  Maximum portfolio exposure is limited to 
10 percent and single-issuer holdings to no more than 5 percent per issuer. 
 
 Money Market Funds:  The Water Authority may invest in funds authorized under 
Government Code Section 53601(l)(2) that have a minimum asset size of $500 million.  
Composition of the fund is limited to investments that are authorized by this Annual Statement of 
Investment Policy.  Funds must have the highest rating by two of the three largest nationally 
recognized statistical rating organizations, or have an investment adviser registered with the 
Securities and Exchange Commission with not less than five years’ experience investing in the 
securities and obligations authorized by this investment policy.  Any fund shares purchased will not 
include any type of commission.  Maximum portfolio exposure is limited to 15 percent. 
 
 Local Government Investment Pools:  The Water Authority may invest in local government 
investment pools created by a joint powers authority authorized under Government Code Section 
53601(p).  Pools must have the highest rating by at least one of the three largest nationally 
recognized statistical rating organizations.  The pool must have twenty-four hour liquidity.  
Maximum portfolio exposure is limited to 25 percent. 
 
AUTHORIZED INVESTMENT INSTRUMENTS - BOND PROCEEDS AND DEBT 
SERVICE RESERVE FUNDS 
 
 All investment types listed above are authorized investments for bond proceeds and debt 
service reserve funds with the addition of the following: 
 
 Collateralized Guaranteed Investment Contracts (GICs)/Full Flex Repurchase Agreements:  
Investment of funds in GICs is permitted, as per Section 5922 of the Government Code, when 
collateralized by U.S. Government guaranteed and direct obligation securities.  Collateral must be 
held by a third party institution, and must be marked to market on a weekly basis to a minimum of 
the value of the outstanding balance of the contract.  The maximum maturity date on a GIC is limited 
to the final maturity date of the bonds being issued. 
 
 Initially Uncollateralized Guaranteed Investment Contracts (GICs):  Investment of funds in 
GICs which are not initially collateralized is permitted, as per Section 5922 of the Government 
Code, only if (a) the term of the GIC does not exceed three (3) years, (b) the counterparty to the GIC 
is rated in the highest long-term rating category by both Moody’s Investors Service and Standard & 
Poor’s (or whose payment obligations under such GIC are insured or guaranteed by an entity the 
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unsecured obligations of which are so rated), and (c) the GIC requires that it be collateralized as 
described above in the event the counterparty’s rating is downgraded below the highest long-term 
rating category by either Moody’s Investors Service or Standard & Poor’s. 
 
 Local Agency Investment Fund (LAIF):  The Water Authority may also invest bond 
proceeds in the Local Agency Investment Fund (Government Code Section 16429.1(d)).  There is a 
$175M limit on the amount of bond proceeds that may be deposited into the fund.  Liquidity for 
bond proceeds, per fund regulations, is thirty calendar day increments from the date of the initial 
deposit.  Bond proceeds deposited in LAIF should be managed to include a 90-day review by the 
Treasurer to insure safety, as well as probable income. 
 
 In the event that a conflict arises between the bond covenants and this Annual Statement of 
Investment Policy, the following will guide the (re)investment of bond proceeds:  when the Annual 
Statement of Investment Policy is more conservative than the bond covenants, the Annual Statement 
of Investment Policy will prevail; if the bond covenants are more conservative than the Annual 
Statement of Investment Policy, the bond covenants will prevail.  All future debt transaction 
reinvestment guidelines will incorporate the current Annual Statement of Investment Policy into the 
bond covenants. 
 
 The Board of Directors has granted the Treasurer the authority to invest debt service reserve 
funds in U.S. Treasury, federal agency, and municipal securities with maturities exceeding 5 years if 
it is considered to be in the best interest of the Water Authority and if the maturity of such 
investments does not exceed the expected use of funds. 
 
PORTFOLIO LIMITATIONS 
 
 It is the Water Authority’s goal to maintain a minimum of 50 percent of the Water Authority 
portfolio in Treasury Bills or Notes; however, based on market conditions a combination of 50 
percent Agencies and Treasury Bills or Notes will satisfy this requirement.  At no time will less than 
15 percent of the portfolio be in Treasury Bills or Notes.  The balance of the portfolio may be 
invested in any of the other permissible investments within the guidelines previously established. 
 
 The total dollar amount of bond proceeds and debt service reserve funds invested are to be 
excluded from the total used to calculate percentages for investment types. 
 
 The weighted average days to maturity of the total portfolio shall not exceed 730 days (two 
years) to maturity. 
 
 Percentage limitations, where listed, are applicable at the date of purchase.  In the event that 
the percentage limits attributable to a security type is exceeded due to a temporary imbalance in the 
portfolio, the Treasurer will make a determination as to the appropriate course of action.  The 
appropriate course of action may be to liquidate securities to rebalance the portfolio or to hold the 
securities to maturity in order to avoid a market loss.  Portfolio percentages are in place to ensure 
diversification of the investment portfolio and, as such, a small temporary imbalance would not 
violate this basic tenet.  When a portfolio percentage is exceeded, the Treasurer will report the 
occurrence in the Treasurer’s Report at the next regularly scheduled Administrative and Finance 
Committee meeting of the Board, with detail of the strategy determined to address the imbalance, for 
Board ratification. 
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 Credit requirements listed in this policy indicate the minimum credit rating (or its equivalent) 
required at the time of purchase without regard to modifiers (e.g., +/- or 1, 2, 3).  In the event that an 
investment originally purchased within policy guidelines is downgraded by any one of the credit 
rating agencies, the Treasurer shall report it at the next regularly scheduled Administrative and 
Finance Committee meeting of the Board.  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 downgrade, prognosis for 
recovery or further rating downgrades, and the market price of the security. 
 
INELIGIBLE INVESTMENTS 
 
 Investments not described herein, including, but not limited to common stocks, futures and 
the writing of options are prohibited from use in this portfolio.  The use of short positions is also 
prohibited. 
 
DERIVATIVES 
 
 A derivative is defined as a financial instrument that derives its cash flows, and therefore its 
value, by reference to an underlying instrument, index or reference rate.  The purchase of yield curve 
notes, interest only, principal only, range notes, and inverse floaters are prohibited (this list is not 
intended to cover all types of securities and is presented as an example of the types of securities that 
should be avoided).  Callable bonds, step-up bonds, and floating rate securities (with a positive 
spread) are permitted investments.  No security will be purchased that could result in a zero interest 
accrual if held to maturity. 
 
SWAPS 
 
 A swap is a shift of assets from one instrument to another and may be done for a variety of 
reasons, such as to increase yield, lengthen or shorten maturities, or to increase investment quality.  
In no instance shall a swap be used for speculative purposes.  Any such swap shall be simultaneous 
(same day execution of sale and purchase), and requires the written approval of the Treasurer. 
 
INTERNAL CONTROLS 
 
 A system of internal controls has been established and documented in writing in the Water 
Authority’s Financial Services Policies and Procedures Manual.  The controls shall be designed to 
prevent losses of public funds arising from fraud, employee error, and misrepresentation of third 
parties, unanticipated changes in financial markets or imprudent action by employees and officers of 
the Water Authority.  Controls deemed most important include: control of collusion, separation of 
duties and administrative controls, separating transaction authority from accounting and record 
keeping, custodial safekeeping, clear delegation of authority, management review and approval of 
investment transactions, specific limitations regarding securities losses and remedial action, written 
confirmation of telephone transactions, minimizing the number of authorized Investment Officials, 
documentation of transactions and strategies, and code of ethic standards.  The Treasurer has 
established an annual process of independent review by an external audit firm.  This review provides 
assurance of strong internal controls by reviewing compliance with previously established policies 
and procedures. 
 
REPORTING 
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 The Treasurer will submit a monthly investment report to the Board of Directors, the General 
Manager’s office, and the internal auditor (if applicable).  This report will include: a list of portfolio 
transactions, type of investment, issuer, date of maturity, amount of deposit/par amount, current 
market value of all securities (with the source of the market valuation), rate of interest, statement that 
there are or are not sufficient funds to meet the next 6 month’s obligations and a statement indicating 
compliance or noncompliance with this Annual Statement of Investment Policy.  Additional items 
listed will also include average weighted yield, average days to maturity, accrued interest earned 
during the period and fiscal year to date, percent distribution to each type of investment and any 
funds under management by contracted parties, including lending programs. 
 
QUALIFIED BANKS AND SECURITIES DEALERS 
 
 A competitive bid process, when practical, will be used to place all investment purchases and 
sales transactions.  For any investment transaction not conducted directly with the issuer, the Water 
Authority shall conduct business only with banks, savings and loans, and registered investment 
securities dealers.  The Water Authority’s staff will investigate all institutions that wish to conduct 
business with the Water Authority.  All institutions must sign the appropriate Information Request 
Form, and agree to abide by the conditions set forth in the Water Authority’s Annual Statement of 
Investment Policy.  A list will be maintained by the cash management staff of approved institutions 
and securities broker/dealers.  This will be done annually by having the financial institutions 
complete and return the Broker Dealer Information Request Form and an audited financial statement 
within 90 days of the institution’s fiscal year-end.  Previous Board approved substitute certification 
language may be offered to primary dealers of the Federal Reserve at the discretion of the Treasurer.  
In the event the substitute language is not accepted by the primary dealer, the Treasurer may return 
to the Water Authority’s Board for approval of alternative language proposed by the primary dealer. 
If the Water Authority is utilizing the services of an investment advisor, the investment advisor may 
use their own list of approved issuers and financial institutions for executing transactions. 
 
RISK TOLERANCE 
 
 The Water Authority recognizes that investment risks can result from issuer defaults, market 
price changes or various technical complications leading to temporary illiquidity.  Portfolio 
diversification is employed as a way to control risk.  The Treasurer is expected to display prudence 
in the selection of securities, as a way to minimize default risk.  No individual investment transaction 
shall be undertaken which jeopardizes the total capital position of the overall portfolio.  The 
Treasurer shall periodically establish guidelines and strategies to control risks of default, market 
price changes and illiquidity. 
 
 Risk will also be managed by subscribing to a portfolio management philosophy that helps to 
control market and interest rate risk by investing to a shorter term.  This philosophy also prohibits 
trading losses (for speculative purposes) unless there is a sudden need for liquidity and the need 
cannot be satisfied on a more cost effective basis. 
 
PERFORMANCE BENCHMARK 
 
 Controlling and managing risk is the foremost portfolio management objective.  The Water 
Authority strives to maintain an efficient portfolio by providing for the lowest level of risk for a 
given level of return.  An appropriate benchmark consistent with the Water Authority’s investment 
objectives and liquidity requirements has been established against which the portfolio’s performance 
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is compared on a regular basis.  The selected benchmark is the 2-Year U.S. Treasury constant 
maturity.  Any significant deviation of the portfolio’s performance to the benchmark should be 
reviewed in order to ensure that such investments meet the criteria previously specified. 
 
SAFEKEEPING AND CUSTODY 
 
 To protect against potential losses caused by the collapse of security dealer(s), all book-entry 
securities owned by the Water Authority, including repurchase agreement collateral, shall be kept in 
safekeeping with “perfected interest” by a third party bank trust department, acting as agent for the 
Water Authority under the terms of a custody agreement executed by the bank and by the Water 
Authority.  All securities will be received and delivered using standard delivery-versus-payment 
procedures.  The only exception to the foregoing shall be certificates of deposit and investments in: 
(i) LAIF; (ii) local government investment pools; and (iii) money market funds, since the purchased 
securities are not deliverable.  A record of these investments shall be held by the Treasurer. 
 
DIVERSIFICATION 
 
 The investment portfolio will be diversified by security type, institution and maturity date to 
avoid incurring unreasonable and avoidable risks regarding specific security types or individual 
financial institutions. 
 
STATEMENT OF INVESTMENT POLICY 
 
 This Annual Statement of Investment Policy shall be reviewed and submitted annually to the 
Board of Directors in order to incorporate any changes necessary to ensure consistency and its 
relevance to current law, and financial and economic trends.  This Annual Statement of Investment 
Policy shall be reviewed at a public meeting and voted on prior to the start of each calendar year. 
 
GLOSSARY OF INVESTMENT TERMS 
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