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I. INVESTMENT AUTHORITY AND SCOPE OF POLICY
General Statement

This policy serves to satisfy the statutory requirements of Local Government Code 116.112
and Government Code Chapter 2256 cited as the Public Funds Investment Act (“PFIA”)
to define and adopt a formal investment policy. See Attachment A: Resolution to Adopt
Investment Policy. This policy will be reviewed and adopted by resolution at least annually
according to PFIA Section 2256.005 (e).

Funds Included

This investment policy applies to all financial assets of all funds of the County of Angelina,
Texas, at the present time and any funds to be created in the future and any other funds
held in custody unless expressly prohibited by law or unless it is in contravention of any
depository contract between Angelina County and any other depository bank.

County’s Investment Officer

In accordance with Sec. 116.112 (a), Local Government Code and/or PFIA Section
2256.005 (f) and (g), the County Investment Officer, under the direction of the Angelina
County Commissioners Court, may invest County funds that are not immediately required
to pay obligations of the County. The Commissioners Court shall designate by resolution
one or more officers or employees as investment officer. See Attachment A: Resolution to
Appoint Investment Officer.

If the investment officer has a personal business relationship (as defined in the PFIA) with
an entity or is related within second degree by affinity or consanguinity to an individual
seeking to sell an investment to the county, the investment officer must file a statement
disclosing that personal business interest — or relationship — with the Texas Ethics
Commission and the Commissioners Court in accordance with PFIA Section 2256.005 (i).

Il. INVESTMENT OBJECTIVES

General Statement

Funds of the County will be invested in accordance with federal and state laws, this
investment policy and written administrative procedures. The County will invest
according to investment strategies for each fund as they are adopted by Commissioner’s
Court resolution in accordance with PFIA Section 2256.005(d).

Safety and Maintenance of Adequate Liquidity

Angelina County is concerned about the return of its principal; therefore, safety of
principal is a primary objective in any investment transaction.
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The County’s investment portfolio must be structured in conformance with an
asset/liability management plan which provides for liquidity necessary to pay obligations
as they become due.

Diversification

It will be the policy of Angelina County to diversify its portfolio to manage the risk of loss
resulting from over concentration of assets in a specific maturity, a specific issuer or a
specific class of investments. Investments of the County shall always be selected that
provide for stability of income and reasonable liquidity.

Return on Investments

It will be the objective of the County to earn the maximum rate of return allowed on its
investments within the policies imposed by its safety and liquidity objectives, investment
strategies for each fund, and state and federal law governing investment or public funds.

Maturity

Portfolio maturities will be structured to meet the obligations of the County first and then
to achieve the highest return of interest. When the County has funds that will not be needed
to meet current year obligations, maturity restraints will be imposed based upon the
investment strategy for each fund. The maximum allowable stated maturity of an
individual investment owned by the county is ten (10) years. The maximum average dollar-
weighted maturity of a money market mutual fund is 90 days.

Quality and Capability of Investment Management

It is the County’s policy to provide training required by PFIA Section 2256.008 and
periodic training in investments for the County Investment Officer through courses and
seminars offered by professional organizations and associations in order to insure the
quality, capability and currency of the County Investment Officer in making investment
decisions.

(2) The Treasurer, Investment Officer and Chief Financial Officer of Angelina County
shall attend at least a ten (10) hour training session relating to the investment
responsibilities every two (2) years and

(b) Within twelve (12) months after taking office or assuming duties in accordance with
PFIA Section 2256.008.

(c) Training under this section must include education in investment controls, security
risks, and compliance with the Public Funds Investment Act.

(d) Training must be provided by an independent source approved by the
Commissioners’ Court or the Angelina County Investment Committee.
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I1l. INVESTMENT STRATEGY

In accordance with the PFIA Section 2256.005(d), a separate written investment strategy
will be developed for each Angelina County fund. Each investment strategy must describe
the investment objectives for the particular fund using the following priorities of
importance:
() Understanding of the suitability of the investment to the financial requirements
of the County;
(b) Preservation and safety of principal;
(c) Liquidity;
(d) Marketability of the investment if the need arises to liquidate the investment
before maturity;
(e) Diversification of the investment portfolio;
(F) Yield; and
(g) Maturity restrictions

Angelina County will maintain portfolios which utilize three specific investment strategies
designed to address the characteristics of the fund groups represented in the portfolios.

Operating funds have as their primary objective to assure that anticipated cash needs are
matched with adequate investment liquidity. The secondary objective is to create a
portfolio structure, which will experience minimal volatility during interest rate
fluctuations. This will be accomplished by matching the maturities to cash needs. Any
authorized investment (see section 1V, Investments), may be utilized.

Debt_Service Funds shall have as the primary objective the assurance of investment
liquidity adequate to cover the debt service obligations on the required payment date. This
will be accomplished by investing in any authorized short- term investments (see section
IV Investments) with maturity dates matched to payment date, with maturities of no more
than 10 years. Investment in SEC Registered No-Load Money Market Funds and Public
Funds Investment Pools will be used to further insure adequate liquidity.

Special Projects Or Special Purpose Funds will have as their primary objectives to assure
that sufficient liquidity is available to meet cash needs. This will be accomplished by
investing in any authorized short term investments (see section IV Investments) with
maturities of no more than 10 years and investing in SEC Registered No-Load Money
Market Funds and Public Funds Investment Pools.

IV. INVESTMENTS
Authorized Investments

The Angelina County Investment Officer shall use any or all of the following investment
types consistent with PFIA and this policy:
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Bank Investments insured by the Federal Deposit Insurance Corporation or its
successor, or collateralized in accordance with Chapter 2257 Collateral for Public Funds
(Attachment F) and this Investment Policy Section VIII:

1. Time Deposits
2. Certificates of Deposit
3. Interest-Bearing Checking Accounts including Money Market Accounts

Direct Investments:

1. United States Treasury Securities

2. Obligations of the United States or its Agencies and Instrumentalities,
including the Federal Home Loan Banks, with legal stated maturity of no
more than 10 years.

3. No-Load Money Market Mutual Funds compliant with Chapter 2256.04(a)
and with limitations described below:

a. Regulated by the Securities and Exchange Commission

b. Provides Investment Officer with annual prospectus, in accordance
with PFIA Section 2256.014.

c. Complies with federal SEC Rule 2a-7.

4. Public Funds Investment Pools created to function as money market mutual
funds (as discussed in PFIA Section 2256.016), if the Commissioners’ Court,
by resolution, executes an interlocal agreement with each pool. An
investment pool shall invest its funds in authorized investments permitted by
the PFIA and will comply with all requirements of PFIA Section 2256.016.

Prohibited Investments

The Angelina County Investment Officer shall not invest County Funds in any derivative
securities including, but not limited to Collateralized Mortgage Obligations.

Investment Institutions

The Angelina County Investment Officer shall invest County Funds with any or all of the
following institutions or groups consistent with federal and state law, the current County
Investment Policy, and the current Bank Depository Contract:

1. County Depository Bank;

2. Government securities brokers and dealers who have met qualifications of
County Investment Policy and are recommended by the County Investment
Officer and the County Investment Advisory Committee, and approved by the
Commissioners’ Court;

3. Public Funds Investment Pools.

See Attachment D: List of Approved Investment Companies and Brokers
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V. QUALIFICATIONS FOR APPROVAL OF INVESTMENT INSTITUTION

To be recommended for approval, a broker/dealer or other investment institution must
meet the following criteria:

1. Public Funds investment experience;
2. Good references from Public Funds Investment Officers;

3. An understanding of Angelina County’s Investment Policy and Angelina
County’s financial capabilities;

4. Regulated by the Securities and Exchange Commission (broker/dealers and
money market funds only), and

5. Membership in good standing in the National Association of Securities Dealers,
Inc. (broker/dealers only).

In accordance with 2256.005 (k), a written copy of this investment policy shall be presented
to any business organization (investment pool or investment management firm with
discretionary authority to manage a portfolio, as defined in 2256.005(k)) offering to engage
in an investment transaction with Angelina County. The qualified representative of the
business organization shall execute a written instrument to Angelina County substantially
to the effect that the business organization has:

1. Received and thoroughly reviewed the investment policy of the county
and,

2. Acknowledged that the organization has implemented reasonable
procedures and controls in an effort to preclude investment transactions
that are not authorized by the policy, except to the extent that this
authorization is dependent on an analysis of the makeup of the entity’s
entire portfolio; requires an interpretation of subjective investment
standards; or relates to investment transactions of Angelina County that
are not made through accounts or other contractual arrangements over
which the business organization has accepted discretionary investment
authority.

The Investment Officer may not buy any securities from a business organization who has
not delivered to Angelina County an instrument in substantially the form provided in
Attachment C and in accordance with PFIA Section 2256.005(1).

VI. INVESTMENT RESPONSIBILITY AND CONTROL

Investment Authority and Investment Advisory Committee

The Angelina County Investment Officer in accordance with PFIA Section 2256.005 may
invest Angelina County funds under the direction of the Commissioner’s Court. The
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Investment Officer shall develop written administrative procedures for the operation of
the County Investment Program consistent with the County Investment Policy.

Angelina County Commissioner’s Court will appoint an Investment Advisory Committee
who will review investment policies and procedures, investment strategies and investment
performance. Members of the Committee shall include one County Commissioner, the
County Judge, the County Treasurer, the County Auditor, and one Community
representative. Members should have demonstrated some knowledge in the area of
finance, investments or cash management. The chairman will be elected by the committee
and meetings will be called as needed. The Investment Advisory Committee is designated
on Attachment B.

According to H.B. 2799, the Angelina County Commissioners Court shall review the
County Investment Policy annually and take formal action stating that the policy and
strategy have been reviewed and recording any changes.

Standards of Operation

1. Confirmation of Trade: A confirmation of trade will be provided to the Angelina
County Investment Officer for every purchase of an investment security. This trade
ticket and confirmation will become a part of the file that is maintained on every
investment security.

2. Delivery Versus Payment: In accordance with PFIA Section 2256.05 (b)(4)(E), it
will be the policy of the County that all securities except for investments in pooled
funds and money market mutual funds, will settle using the “Delivery vs. Payment”
(DVP) basis through the Federal Reserve System. By so doing, County funds are
not released until the County has received, through Federal Reserve Wire, the
securities purchased.

3. Safekeeping: All purchased securities shall be held in safekeeping in a third party
financial institution or with a Federal Reserve Bank. All pledged securities by the
Depository bank shall be held in safekeeping in a County Account in a third part
financial institution or with a Federal Reserve bank.

Audit Control

The Angelina County Investment Officer will establish liaison with the County Auditor in
preparing investment forms to assist the County Auditor for accounting and auditing
control. The Investment Officer is subject to audit by the Angelina County Auditor. In
addition, the Commissioner’s Court, at a minimum, will have an annual financial audit of
all County funds by an independent auditing firm, as well as an annual compliance audit
of management controls on investments and adherence to the County’s established
investment policies in accordance with PFIA Section 2256.005(m).
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Standard of Care

In accordance with PFIA Section 2256.006, investments shall be made with judgment and
care, under prevailing circumstances, that a person of prudence, discretion, and
intelligence would exercise in the management of the person’s own affairs, not for
speculation, but for investment, considering the probable safety of capital and the probable
income to be derived. Investment of funds shall be governed by the following investment
objectives, in order of priority: preservation and safety of principal, liquidity, and yield.

In determining whether an Investment Officer has exercised prudence with respect to an
investment decision, the determination shall be made taking into consideration:

1. The investment of all funds or funds under the County’s control, over which the
Officer had responsibility, rather than a consideration as to the prudence of a single
investment; and

2. Whether the investment decision was consistent with the written investment policy
of the County.

Liability of Investment Officer

In accordance with Sec. 113.005, Texas Local Government Code, the Investment Officer is
not responsible for any loss of the county funds through the failure or negligence of a
depository. This section does not release the Investment Officer from responsibility for a
loss resulting from the official misconduct or negligence of the Investment Officer,
including a misappropriation of the funds, or from responsibility for funds until a
depository is selected and the funds are deposited.

VII. INVESTMENT REPORTING AND PERFORMANCE EVALUATION
Quarterly Report
In accordance with PFIA Section 2256.023, not less than quarterly, the Investment
Officer shall prepare and submit to the Commissioner’s Court a written report of
investment transactions for all funds for the preceding reporting period within a
reasonable time after the end of the period. An independent auditor, who will report
findings to the Commissioners Court, shall formally review the report annually if the
County invests in securities other than money market mutual funds, investment pools
or accounts offered by the depository bank. The report must:
1. Describe in detail the investment position of the county on the date of the report;

2. Be prepared jointly by all investment officers of the county;

3. Be signed by each investment officer of the county;
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4. Contain a summary statement of each pooled fund group that states the:
(A) Beginning market value for the reporting period;
(B) Additions and changes to the market value during the period;
(C) Ending market value for the period, and
(D) Fully accrued interest for the reporting period.
5. State the book value and market value of each separately invested asset at
;[rr:sel;fgc;?ning and end of the reporting period by the type of asset and fund type

6. State the maturity date of each separately invested asset that has a maturity date;

7. State the account or fund or pooled group fund in the county for which each
individual investment was acquired;

8. State the compliance of the investment portfolio of the county as it relates to the
investment strategy expressed in the county’s investment policy and relevant
provisions of the PFIA.

Methods to Monitor Market Value

In accordance with PFIA Section 2256.005(b)(4)(D), the investment policy must include
methods to monitor market value of County investments. The County Investment Officer
will obtain the market value for each security held in all portfolios and for collateral
pledged to the County for bank deposits from recognized market pricing sources. Market
valuation of the County’s investments shall be performed at least quarterly. Valuation of
pledged collateral will be done at least monthly.

Notification of Investment Changes

It shall be the duty of the County Investment Officer to notify the Commissioners’ Court
of any significant changes in current investment methods and procedures prior to their
implementation, regardless of whether they are authorized by this policy or not.

VI, INVESTMENT COLLATERAL AND SAFEKEEPING

Collateral or Insurance

The Investment Officer shall insure that all county bank accounts and bank investments

are fully collateralized or insured consistent with federal and state law and the current
Bank Depository Contract in one or more of the following manners:
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(1.) FDIC insurance coverage and/or

(2.) Securities pledged as collateral to the County. Eligible securities
are those defined in Government Code Chapter 2257, Collateral for
Public Funds, cited hereafter as Collateral Act, specifically Section
2257.002(4) (A) (B) and (C); however, collateralized mortgage
obligations may not be pledged as collateral for County Funds in
any instance. See: Attachment F, Collateral for Public Funds Act.

Safekeeping

All purchased securities shall be held in safekeeping in a County account in a third party
financial institution, or with the Federal Reserve Bank.

All certificates of deposit, insured by the FDIC, purchased outside the Depository bank
shall be held in safekeeping in a county account in a third party financial institution, or
with a Federal Reserve Bank.

All securities pledged by the Depository Bank shall be held in safekeeping in a third party
financial institution, or with a Federal Reserve Bank. The custodial bank shall meet the
requirements of the Collateral Act, specifically Section 2257.041, Deposit of Securities with
Custodian. See Attachment F: Collateral for Public Funds Act.
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Attachment A:
RESOLUTION TO ADOPT COUNTY INVESTMENT POLICY & PROCEDURES, AND
TO APPOINT INVESTMENT OFFICER

STATE OF TEXAS }
}
COUNTY OF ANGELINA }

ANGELINA COUNTY COMMISSIONERS’ COURT

ADOPTION OF 2021 ANGELINA COUNTY INVESTMENT POLICY & PROCEDURES, INCLUDING
INVESTMENT STRATEGIES AND DESIGNATION OF INVESTMENT COMMITTEE; AND
APPOINTMENT OF INVESTMENT OFFICER

BE IT RESOLVED, the Commissioners’ Court of Angelina County, in a regular meeting duly convened
and acting in its capacity as the governing body of Angelina County, hereby affirms the attached 2019
Angelina County Investment Policy, setting forth its investment strategies by fund type and designating
the Angelina County Investment Committee, and hereby re-appointing the Angelina County Treasurer as
the Angelina County Investment Officer to implement and carry out the stated investment policy.

IN WITNESS WHEREOF, we have hereunto set our hands and caused the seal of Angelina
County to be affixed this 8th day of December 2020.

JUDGE

HON. GREG HARRISON HON%RY PITTS
COMMISSIONER, PCT #1 COMMISSIO
; / 7
4’—“"(—’{7 6“’\/\/[] / ; /} //[/ / i 1‘
HON. KERM¥T KENNEDY HON.BOBBY CHESHIRE

COMMISSIONER, PCT #2

ATTEST:

~

HON. AMY FINCHER
COUNTY CLERK
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Attachment B:
APPOINTMENT TO ANGELINA
COMMITTEE 2021

Hon. Don Lymbery
Angelina County Judge
102 W. Frank Ave.
Lufkin, TX 75904

Hon. Terry Pitts

Angelina County Commissioner Pct. #3
102 W. Frank Ave.

Lufkin, TX 75904

Hon. Jill Brewer

Angelina County Treasurer
606 E. Lufkin Ave.

Lufkin, TX 75901

Ms. Janice Cordray
Angelina County Auditor
606 E. Lufkin Ave.
Lufkin, TX 75901

Mr. Wyatt Leinart
Community Representative
P. O. Box 485

Lufkin, TX 75902

Angelina County, Texas

COUNTY

12

INVESTMENT  ADVISORY
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Attachment C:
BUSINESS ORGANIZATION ACKNOWLEDGMENT & CERTIFICATION

This certification is executed on behalf of Angelina County (the Investor) and
(the Business Organization) pursuant to the Public
Funds Investment Act, Chapter 2256, Government Code (the Act) in connection with
investment transactions conducted between the Investor and the Business Organization.

The undersigned Qualified Representative of the Business Organization hereby
certifies on behalf of the Business Organization that:

1. The Business Organization Qualified Representative is duly authorized to execute
this Certification on behalf of the Business Organization, and

2. The Business Organization has received and reviewed the Investment Policy
furnished by the Investor, and

3. The Business Organization has implemented reasonable procedures and controls
in an effort to preclude investment transactions conducted between the Business
Organization and the Investor that are not authorized by the Investor’s investment
policy, except to the extent that this authorization is dependent on an analysis of
the makeup of the entity’s entire portfolio or requires an interpretation of
subjective standards, or relates to investment transactions of the entity that are not
made through accounts or other contractual arrangement over which the business
organization has accepted discretionary investment authority.

Signature

Name (Printed)

Title

Date
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Attachment D:

ANGELINA COUNTY LIST OF APPROVED INVESTMENT INSTITUTIONS AND
BROKERS 2021:

Funds Mgmt. Group, Inc./Deutsche
Asset & Wealth Mgt

4617 Montrose, Suite C202
Houston, TX 77006

Joan Alexander

(713) 626-5741

TexSTAR

TexSTAR Participant Services

First Southwest Asset Management, Inc.
325 North St. Paul St., Suite 800

Dallas, Texas 75201

www.texstar.org

1-800-839-7827

TEXPOOL

TexPool Participant Services
Federated Investors, Inc.,
1001 Texas Avenue, Suite 1400
Houston, TX 77002
www.texpool.com
1-866-839-7665

SOUTHSIDE BANK WEALTH MGT &
TRUST

P. O. Box 152020

Lufkin, TX 75915-2020

Ernest King

(936) 631-3548

SOUTHSIDE BANK
P. O. Box 610

Diboll, TX 75941
(936) 829-4721

Angelina County, Texas

14

Texas CLASS

Texas CLASS Client Services
2435 N. Central Expressway
Suite 1200

Richardson, TX 75080
www.texasclass.com
1-800-707-6242

First National Bank of Wichita Falls
Insured Cash Sweep

3801 Fairway Blvd.

Wichita Falls, TX 76310
www.fnbtx.com

940-696-3000

Financial Northeastern Companies
Certificate of Deposit Brokers
8717 Ken Aaron Court

Austin, Texas 78717
www.financialnortheastern.com
800-362-9876 x1276

U-Bank

Insured Cash Sweep
2120 S. First Street
Lufkin, TX 75901
www.u.bank.com

COMMERCIAL BANK OF TEXAS, NA
Angelina County Depository Bank
1901 Tulane

Lufkin, TX 75901

Brian Cyr

(936) 633-5800
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ATTACHMENT E
GOVERNMENT CODE
TITLE 10. GENERAL GOVERNMENT
SUBTITLE F. STATE AND LOCAL CONTRACTS AND FUND MANAGEMENT
CHAPTER 2256. PUBLIC FUNDS INVESTMENT
SUBCHAPTER A. AUTHORIZED INVESTMENTS FOR GOVERNMENTAL ENTITIES

Sec. 2256.001. SHORT TITLE. This chapter may be cited as the Public Funds Investment Act. Amended
by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.002. DEFINITIONS. In this chapter:

(1) "Bond proceeds" means the proceeds from the sale of bonds, notes, and other obligations issued by an
entity, and reserves and funds maintained by an entity for debt service purposes.

(2) "Book value" means the original acquisition cost of an investment plus or minus the accrued
amortization or accretion.

(3) "Funds" means public funds in the custody of a state agency or local government that:
(A) are not required by law to be deposited in the state treasury; and
(B) the investing entity has authority to invest.
(4) "Institution of higher education™ has the meaning assigned by Section 61.003, Education Code.
(5) "Investing entity" and “entity" mean an entity subject to this chapter and described by Section 2256.003.

(6) "Investment pool" means an entity created under this code to invest public funds jointly on behalf of the
entities that participate in the pool and whose investment objectives in order of priority are:

(A) preservation and safety of principal;
(B) liquidity; and
(C) yield.

(7) "Local government” means a municipality, a county, a school district, a district or authority created
under Section 52(b)(1) or (2), Article IlI, or Section 59, Article XVI, Texas Constitution, a fresh water
supply district, a hospital district, and any political subdivision, authority, public corporation, body politic,
or instrumentality of the State of Texas, and any nonprofit corporation acting on behalf of any of those
entities.

(8) "Market value™ means the current face or par value of an investment multiplied by the net selling price
of the security as quoted by a recognized market pricing source quoted on the valuation date.

(9) "Pooled fund group™ means an internally created fund of an investing entity in which one or more
institutional accounts of the investing entity are invested.

(10) "Qualified representative™ means a person who holds a position with a business organization, who is
authorized to act on behalf of the business organization, and who is one of the following:

GOVERNMENT CODE CHAPTER 2256. PUBLIC FUNDS INVESTMENT
https://statutes.capitol.texas.gov/Docs/GV/htm/GV.2256.htm
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(A) for a business organization doing business that is regulated by or registered with a securities
commission, a person who is registered under the rules of the National Association of Securities Dealers;

(B) for a state or federal bank, a savings bank, or a state or federal credit union, a member of the
loan committee for the bank or branch of the bank or a person authorized by corporate resolution to act on
behalf of and bind the banking institution;

(C) for an investment pool, the person authorized by the elected official or board with authority to
administer the activities of the investment pool to sign the written instrument on behalf of the investment
pool; or

(D) for an investment management firm registered under the Investment Advisers Act of 1940 (15
U.S.C. Section 80b-1 et seq.) or, if not subject to registration under that Act, registered with the State
Securities Board, a person who is an officer or principal of the investment management firm.

(11) "School district" means a public school district.

(12) "Separately invested asset" means an account or fund of a state agency or local government that is not
invested in a pooled fund group.

(13) "State agency" means an office, department, commission, board, or other agency that is part of any
branch of state government, an institution of higher education, and any nonprofit corporation acting on
behalf of any of those entities. Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts
1997, 75th Leg., ch. 1421, Sec. 1, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch. 1454, Sec. 1, eff. Sept. 1,
1999.

Sec. 2256.003. AUTHORITY TO INVEST FUNDS; ENTITIES SUBJECT TO THIS CHAPTER.

(a) Each governing body of the following entities may purchase, sell, and invest its funds and funds
under its control in investments authorized under this subchapter in compliance with investment policies
approved by the governing body and according to the standard of care prescribed by Section 2256.006:

(1) a local government;
(2) a state agency;
(3) a nonprofit corporation acting on behalf of a local government or a state agency; or

(4) an investment pool acting on behalf of two or more local governments, state agencies,
or a combination of those entities.

(b) In the exercise of its powers under Subsection (a), the governing body of an investing entity
may contract with an investment management firm registered under the Investment Advisers Act of 1940
(15 U.S.C. Section 80b-1 et seq.) or with the State Securities Board to provide for the investment and
management of its public funds or other funds under its control. A contract made under authority of this
subsection may not be for a term longer than two years. A renewal or extension of the contract must be
made by the governing body of the investing entity by order, ordinance, or resolution.

(c) This chapter does not prohibit an investing entity or investment officer from using the entity's
employees or the services of a contractor of the entity to aid the investment officer in the execution of the
officer's duties under this chapter.

GOVERNMENT CODE CHAPTER 2256. PUBLIC FUNDS INVESTMENT
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Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1999, 76th Leg., ch. 1454, Sec.
2, eff. Sept. 1, 1999.

Sec. 2256.004. APPLICABILITY. (a) This subchapter does not apply to:
(1) a public retirement system as defined by Section 802.001;
(2) state funds invested as authorized by Section 404.024;

(3) an institution of higher education having total endowments of at least $150
million in book value on September 1, 2017,

(4) funds invested by the Veterans' Land Board as authorized by Chapter 161, 162,
or 164, Natural Resources Code;

(5) registry funds deposited with the county or district clerk under Chapter 117,
Local Government Code; or

(6) a deferred compensation plan that qualifies under either Section 401(k) or 457
of the Internal Revenue Code of 1986 (26 U.S.C. Section 1 et seq.), as amended.

(b) This subchapter does not apply to an investment donated to an investing entity for a particular
purpose or under terms of use specified by the donor.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 505, Sec.
24, eff. Sept. 1, 1997; Acts 1997, 75th Leg., ch. 1421, Sec. 2, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch.
62, Sec. 8.21, eff. Sept. 1, 1999; Acts 1999, 76th Leg., ch. 1454, Sec. 3, eff. Sept. 1, 1999. Amended by:

Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 1, eff. June 14, 2017.
Sec. 2256.005. INVESTMENT POLICIES; INVESTMENT STRATEGIES; INVESTMENT OFFICER.

(a) The governing body of an investing entity shall adopt by rule, order, ordinance, or resolution,
as appropriate, a written investment policy regarding the investment of its funds and funds under its control.

(b) The investment policies must:
(1) be written;
(2) primarily emphasize safety of principal and liquidity;

(3) address investment diversification, yield, and maturity and the quality and capability of
investment management; and

(4) include:

(A) a list of the types of authorized investments in which the investing entity's
funds may be invested,;

(B) the maximum allowable stated maturity of any individual investment owned
by the entity;

(C) for pooled fund groups, the maximum dollar-weighted average maturity
allowed based on the stated maturity date for the portfolio;
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(D) methods to monitor the market price of investments acquired with public
funds;

(E) a requirement for settlement of all transactions, except investment pool funds
and mutual funds, on a delivery versus payment basis;

(F) procedures to monitor rating changes in investments acquired with public funds
and the liquidation of such investments consistent with the provisions of Section 2256.021.

(c) The investment policies may provide that bids for certificates of deposit be solicited:
(1) orally;
(2) in writing;
(3) electronically; or
(4) in any combination of those methods.

(d) As an integral part of an investment policy, the governing body shall adopt a separate written
investment strategy for each of the funds or group of funds under its control. Each investment strategy must
describe the investment objectives for the particular fund using the following priorities in order of
importance:

(1) understanding of the suitability of the investment to the financial requirements of the
entity;

(2) preservation and safety of principal,
(3) liquidity;

(4) marketability of the investment if the need arises to liquidate the investment before
maturity;

(5) diversification of the investment portfolio; and
(6) yield.

(e) The governing body of an investing entity shall review its investment policy and investment
strategies not less than annually. The governing body shall adopt a written instrument by rule, order,
ordinance, or resolution stating that it has reviewed the investment policy and investment strategies and that
the written instrument so adopted shall record any changes made to either the investment policy or
investment strategies.

(f) Each investing entity shall designate, by rule, order, ordinance, or resolution, as appropriate,
one or more officers or employees of the state agency, local government, or investment pool as investment
officer to be responsible for the investment of its funds consistent with the investment policy adopted by
the entity. If the governing body of an investing entity has contracted with another investing entity to invest
its funds, the investment officer of the other investing entity is considered to be the investment officer of
the first investing entity for purposes of this chapter. Authority granted to a person to invest an entity's
funds is effective until rescinded by the investing entity, until the expiration of the officer's term or the
termination of the person's employment by the investing entity, or if an investment management firm, until
the expiration of the contract with the investing entity. In the administration of the duties of an investment
officer, the person designated as investment officer shall exercise the judgment and care, under prevailing
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circumstances, that a prudent person would exercise in the management of the person's own affairs, but the
governing body of the investing entity retains ultimate responsibility as fiduciaries of the assets of the entity.
Unless authorized by law, a person may not deposit, withdraw, transfer, or manage in any other manner the
funds of the investing entity.

(9) Subsection (f) does not apply to a state agency, local government, or investment pool for which
an officer of the entity is assigned by law the function of investing its funds.

Text of subsec. (h) as amended by Acts 1997, 75th Leg., ch. 685, Sec. 1

(h) An officer or employee of a commission created under Chapter 391, Local Government Code,
is ineligible to be an investment officer for the commission under Subsection (f) if the officer or employee
is an investment officer designated under Subsection (f) for another local government.

Text of subsec. (h) as amended by Acts 1997, 75th Leg., ch. 1421,
Sec. 3

(h) An officer or employee of a commission created under Chapter 391, Local Government Code,
is ineligible to be designated as an investment officer under Subsection (f) for any investing entity other
than for that commission.

(i) An investment officer of an entity who has a personal business relationship with a business
organization offering to engage in an investment transaction with the entity shall file a statement disclosing
that personal business interest. An investment officer who is related within the second degree by affinity or
consanguinity, as determined under Chapter 573, to an individual seeking to sell an investment to the
investment officer's entity shall file a statement disclosing that relationship. A statement required under this
subsection must be filed with the Texas Ethics Commission and the governing body of the entity. For
purposes of this subsection, an investment officer has a personal business relationship with a business
organization if:

(1) the investment officer owns 10 percent or more of the voting stock or shares of the
business organization or owns $5,000 or more of the fair market value of the business organization;

(2) funds received by the investment officer from the business organization exceed 10
percent of the investment officer's gross income for the previous year; or

(3) the investment officer has acquired from the business organization during the previous
year investments with a book value of $2,500 or more for the personal account of the investment
officer.

() The governing body of an investing entity may specify in its investment policy that any
investment authorized by this chapter is not suitable.

(k) A written copy of the investment policy shall be presented to any business organization offering
to engage in an investment transaction with an investing entity. For purposes of this subsection and
Subsection (), "business organization™ means an investment pool or investment management firm under
contract with an investing entity to invest or manage the entity's investment portfolio that has accepted
authority granted by the entity under the contract to exercise investment discretion in regard to the investing
entity's funds. Nothing in this subsection relieves the investing entity of the responsibility for monitoring
the investments made by the investing entity to determine that they are in compliance with the investment
policy. The qualified representative of the business organization offering to engage in an investment
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transaction with an investing entity shall execute a written instrument in a form acceptable to the investing
entity and the business organization substantially to the effect that the business organization has:

(1) received and reviewed the investment policy of the entity; and

(2) acknowledged that the business organization has implemented reasonable procedures
and controls in an effort to preclude investment transactions conducted between the entity and the
organization that are not authorized by the entity's investment policy, except to the extent that this
authorization:

(A) is dependent on an analysis of the makeup of the entity's entire portfolio;
(B) requires an interpretation of subjective investment standards; or

(C) relates to investment transactions of the entity that are not made through
accounts or other contractual arrangements over which the business organization has
accepted discretionary investment authority.

(I) The investment officer of an entity may not acquire or otherwise obtain any authorized
investment described in the investment policy of the investing entity from a business organization that has
not delivered to the entity the instrument required by Subsection (k).

(m) An investing entity other than a state agency, in conjunction with its annual financial audit,
shall perform a compliance audit of management controls on investments and adherence to the entity's
established investment policies.

(n) Except as provided by Subsection (0), at least once every two years a state agency shall arrange
for a compliance audit of management controls on investments and adherence to the agency's established
investment policies. The compliance audit shall be performed by the agency's internal auditor or by a private
auditor employed in the manner provided by Section 321.020. Not later than January 1 of each
evennumbered year a state agency shall report the results of the most recent audit performed under this
subsection to the state auditor. Subject to a risk assessment and to the legislative audit committee's approval
of including a review by the state auditor in the audit plan under Section 321.013, the state auditor may
review information provided under this section. If review by the state auditor is approved by the legislative
audit committee, the state auditor may, based on its review, require a state agency to also report to the state
auditor other information the state auditor determines necessary to assess compliance with laws and policies
applicable to state agency investments. A report under this subsection shall be prepared in a manner the
state auditor prescribes.

(o) The audit requirements of Subsection (n) do not apply to assets of a state agency that are
invested by the comptroller under Section 404.024.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 685, Sec.
1, eff. Sept. 1, 1997; Acts 1997, 75th Leg., ch. 1421, Sec. 3, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch.
1454, Sec. 4, eff. Sept. 1, 1999; Acts 2003, 78th Leg., ch. 785, Sec. 41, eff. Sept. 1, 2003.

Amended by: Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 1, eff. June 17, 2011.
Acts 2017, 85th Leg., R.S., Ch. 149 (H.B. 1701), Sec. 1, eff. September 1, 2017.

GOVERNMENT CODE CHAPTER 2256. PUBLIC FUNDS INVESTMENT
https://statutes.capitol.texas.gov/Docs/GV/htm/GV.2256.htm



Page 7 of 27

2256.006. STANDARD OF CARE. @ Investments shall be made with judgment and
care, under prevailing circumstances, that a person of prudence, discretion, and intelligence would exercise
in the management of the person's own affairs, not for speculation, but for investment, considering the
probable safety of capital and the probable income to be derived. Investment of funds shall be governed by
the following investment objectives, in order of priority:

(1) preservation and safety of principal;
(2) liquidity; and
(3) yield.

(b) In determining whether an investment officer has exercised prudence with respect to an
investment decision, the determination shall be made taking into consideration:

(1) the investment of all funds, or funds under the entity's control, over which the officer
had responsibility rather than a consideration as to the prudence of a single investment; and

(2) whether the investment decision was consistent with the written investment policy of
the entity.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.007. INVESTMENT TRAINING; STATE AGENCY BOARD MEMBERS AND
OFFICERS.

(a) Each member of the governing board of a state agency and its investment officer shall attend at
least one training session relating to the person's responsibilities under this chapter within six months after
taking office or assuming duties.

(b) The Texas Higher Education Coordinating Board shall provide the training under this section.

(c) Training under this section must include education in investment controls, security risks,
strategy risks, market risks, diversification of investment portfolio, and compliance with this chapter.

(d) An investment officer shall attend a training session not less than once each state fiscal biennium
and may receive training from any independent source approved by the governing body of the state agency.
The investment officer shall prepare a report on this subchapter and deliver the report to the governing body
of the state agency not later than the 180th day after the last day of each regular session of the legislature.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 73, Sec. 1,
eff. May 9, 1997; Acts 1997, 75th Leg., ch. 1421, Sec. 4, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch. 1454,
Sec. 5, eff. Sept. 1, 1999. Amended by:

Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 2, eff. June 17, 2011.

Sec. 2256.008. INVESTMENT TRAINING; LOCAL GOVERNMENTS.

(a) Except as provided by Subsections (a-1), (b), (b-1), (e), and (), the treasurer, the chief financial
officer if the treasurer is not the chief financial officer, and the investment officer of a local government
shall:
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(1) attend at least one training session from an independent source approved by the
governing body of the local government or a designated investment committee advising the
investment officer as provided for in the investment policy of the local government and containing
at least 10 hours of instruction relating to the treasurer's or officer's responsibilities under this
subchapter within 12 months after taking office or assuming duties; and

(2) attend an investment training session not less than once in a two-year period that begins
on the first day of that local government's fiscal year and consists of the two consecutive fiscal
years after that date, and receive not less than 10 hours of instruction relating to investment
responsibilities under this subchapter from an independent source approved by the governing body
of the local government or a designated investment committee advising the investment officer as
provided for in the investment policy of the local government.

(a-1) Except as provided by Subsection (g), the treasurer, or the chief financial officer if
the treasurer is not the chief financial officer, and the investment officer of a school district or a
municipality, in addition to the requirements of Subsection (a)(1), shall attend an investment
training session not less than once in a two-year period that begins on the first day of the school
district's or municipality's fiscal year and consists of the two consecutive fiscal years after that date,
and receive not less than eight hours of instruction relating to investment responsibilities under this
subchapter from an independent source approved by the governing body of the school district or
municipality, or by a designated investment committee advising the investment officer as provided
for in the investment policy of the school district or municipality.

(b) An investing entity created under authority of Section 52(b), Article I11, or Section 59,
Article XVI, Texas Constitution, that has contracted with an investment management firm under
Section 2256.003(b) and has fewer than five full-time employees or an investing entity that has
contracted with another investing entity to invest the entity's funds may satisfy the training
requirement provided by Subsection (a)(2) by having an officer of the governing body attend four
hours of appropriate instruction in a two-year period that begins on the first day of that local
government's fiscal year and consists of the two consecutive fiscal years after that date. The
treasurer or chief financial officer of an investing entity created under authority of Section 52(b),
Article 111, or Section 59, Article XVI, Texas Constitution, and that has fewer than five full-time
employees is not required to attend training required by this section unless the person is also the
investment officer of the entity.

(b-1) A housing authority created under Chapter 392, Local Government Code, may satisfy
the training requirement provided by Subsection (a)(2) by requiring the following person to attend,
in each two-year period that begins on the first day of that housing authority's fiscal year and
consists of the two consecutive fiscal years after that date, at least five hours of appropriate
instruction:

(1) the treasurer, or the chief financial officer if the treasurer is not the chief
financial officer, or the investment officer; or

(2) if the authority does not have an officer described by Subdivision (1), another
officer of the authority.

(c) Training under this section must include education in investment controls, security
risks, strategy risks, market risks, diversification of investment portfolio, and compliance with this
chapter.
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(d) Not later than December 31 each year, each individual, association, business,

organization, governmental entity, or other person that provides training under this section shall
report to the comptroller a list of the governmental entities for which the person provided required
training under this section during that calendar year. An individual's reporting requirements under
this subsection are satisfied by a report of the individual's employer or the sponsoring or organizing
entity of a training program or seminar.

(e) This section does not apply to a district governed by Chapter 36 or 49, Water Code.

(F) Subsection (a)(2) does not apply to an officer of a municipality or housing authority if

the municipality or housing authority:

(1) does not invest municipal or housing authority funds, as applicable; or
(2) only deposits those funds in:

(A) interest-bearing deposit accounts; or

(B) certificates of deposit as authorized by Section 2256.010.

(g) Subsection (a-1) does not apply to the treasurer, chief financial officer, or investment
officer of a school district if:

(1) the district:
(A) does not invest district funds; or
(B) only deposits those funds in:
(i) interest-bearing deposit accounts; or
(i) certificates of deposit as authorized by Section 2256.010; and

(2) the treasurer, chief financial officer, or investment officer annually submits to
the agency a sworn affidavit identifying the applicable criteria under Subdivision
(1) that apply to the district.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 1421, Sec.
5, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch. 1454, Sec. 6, eff. Sept. 1, 1999; Acts 2001, 77th Leg., ch.
69, Sec. 4, eff. May 14, 2001.

Amended by:

Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 3, eff. June 17, 2011.

Acts 2015, 84th Leg., R.S., Ch. 222 (H.B. 1148), Sec. 1, eff. September 1, 2015.

Acts 2015, 84th Leg., R.S., Ch. 1248 (H.B. 870), Sec. 1, eff. September 1, 2015.

Acts 2017, 85th Leg., R.S., Ch. 324 (S.B. 1488), Sec. 8.015, eff. September 1, 2017.

Acts 2017, 85th Leg., R.S., Ch. 1000 (H.B. 1238), Sec. 1, eff. September 1, 2017.

Acts 2017, 85th Leg., R.S., Ch. 1000 (H.B. 1238), Sec. 2, eff. September 1, 2017.

Acts 2019, 86th Leg., R.S., Ch. 477 (H.B. 293), Sec. 1, eff. June 7, 2019.
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Sec. 2256.009. AUTHORIZED INVESTMENTS: OBLIGATIONS OF, OR GUARANTEED BY
GOVERNMENTAL ENTITIES. (a)  Except as provided by Subsection  (b), the following are
authorized investments under this subchapter:

(1) obligations, including letters of credit, of the United States or its agencies and instrumentalities,
including the Federal Home Loan Banks;

(2) direct obligations of this state or its agencies and instrumentalities;

(3) collateralized mortgage obligations directly issued by a federal agency or instrumentality of the
United States, the underlying security for which is guaranteed by an agency or instrumentality of the United
States;

(4) other obligations, the principal and interest of which are unconditionally guaranteed or insured
by, or backed by the full faith and credit of, this state or the United States or their respective agencies and
instrumentalities, including obligations that are fully guaranteed or insured by the Federal Deposit
Insurance Corporation or by the explicit full faith and credit of the United States;

(5) obligations of states, agencies, counties, cities, and other political subdivisions of any state rated
as to investment quality by a nationally recognized investment rating firm not less than A or its equivalent;

(6) bonds issued, assumed, or guaranteed by the State of Israel;

(7) interest-bearing banking deposits that are guaranteed or insured by:
(A) the Federal Deposit Insurance Corporation or its successor; or
(B) the National Credit Union Share Insurance Fund or its successor; and

(8) interest-bearing banking deposits other than those described by Subdivision (7) if:
(A) the funds invested in the banking deposits are invested through:

(i) a broker with a main office or branch office in this state that the investing entity
selects from a list the governing body or designated investment committee of the entity
adopts as required by Section 2256.025; or

(ii) a depository institution with a main office or branch office in this state that the
investing entity selects;

(B) the broker or depository institution selected as described by Paragraph (A) arranges for
the deposit of the funds in the banking deposits in one or more federally insured depository
institutions, regardless of where located, for the investing entity's account;

(C) the full amount of the principal and accrued interest of the banking deposits is insured
by the United States or an instrumentality of the United States; and

(D) the investing entity appoints as the entity's custodian of the banking deposits issued for
the entity's account:

(i) the depository institution selected as described by Paragraph (A);
(i1) an entity described by Section 2257.041(d); or
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(iii) a clearing broker dealer registered with the Securities and Exchange
Commission and operating under Securities and Exchange Commission Rule 15¢3-3 (17
C.F.R. Section 240.15c3-3).

(b) The following are not authorized investments under this section:

(1) obligations whose payment represents the coupon payments on the outstanding
principal balance of the underlying mortgage-backed security collateral and pays no principal;

(2) obligations whose payment represents the principal stream of cash flow from the
underlying mortgage-backed security collateral and bears no interest;

(3) collateralized mortgage obligations that have a stated final maturity date of greater than
10 years; and

(4) collateralized mortgage obligations the interest rate of which is determined by an index
that adjusts opposite to the changes in a market index.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1999, 76th Leg., ch. 1454, Sec.
7, eff. Sept. 1, 1999; Acts 2001, 77th Leg., ch. 558, Sec. 1, eff. Sept. 1, 2001. Amended by:

Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 4, eff. June 17, 2011.
Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 2, eff. June 14, 2017.
Acts 2017, 85th Leg., R.S., Ch. 863 (H.B. 2647), Sec. 1, eff. June 15, 2017.
Acts 2017, 85th Leg., R.S., Ch. 874 (H.B. 2928), Sec. 1, eff. September 1, 2017.

Sec. 2256.010. AUTHORIZED INVESTMENTS: CERTIFICATES OF DEPOSIT AND SHARE
CERTIFICATES. (a) A certificate of deposit or share certificate is an authorized investment under
this subchapter if the certificate is issued by a depository institution that has its main office or a branch
office in this state and is:

(1) guaranteed or insured by the Federal Deposit Insurance Corporation or its successor or
the National Credit Union Share Insurance Fund or its successor;

(2) secured by obligations that are described by Section 2256.009(a), including mortgage
backed securities directly issued by a federal agency or instrumentality that have a market value of
not less than the principal amount of the certificates, but excluding those mortgage backed
securities of the nature described by Section 2256.009(b); or

(3) secured in accordance with Chapter 2257 or in any other manner and amount provided
by law for deposits of the investing entity.

(b) In addition to the authority to invest funds in certificates of deposit under Subsection (a), an
investment in certificates of deposit made in accordance with the following conditions is an authorized
investment under this subchapter:

(1) the funds are invested by an investing entity through:
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(A) a broker that has its main office or a branch office in this state and is selected
from a list adopted by the investing entity as required by Section 2256.025; or

(B) a depository institution that has its main office or a branch office in this state
and that is selected by the investing entity;

(2) the broker or the depository institution selected by the investing entity under
Subdivision (1) arranges for the deposit of the funds in certificates of deposit in one or more
federally insured depository institutions, wherever located, for the account of the investing entity;

(3) the full amount of the principal and accrued interest of each of the certificates of deposit
is insured by the United States or an instrumentality of the United States; and

(4) the investing entity appoints the depository institution selected by the investing entity
under Subdivision (1), an entity described by Section 2257.041(d), or a clearing broker-dealer
registered with the Securities and Exchange Commission and operating pursuant to Securities and
Exchange Commission Rule 15¢3-3 (17 C.F.R. Section 240.15¢3-3) as custodian for the investing
entity with respect to the certificates of deposit issued for the account of the investing entity.

Amended by Acts 1995, 74th Leg., ch. 32, Sec. 1, eff. April 28, 1995; Acts 1995, 74th Leg., ch.
402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 1421, Sec. 6, eff. Sept. 1, 1997.

Amended by:
Acts 2005, 79th Leg., Ch. 128 (H.B. 256), Sec. 1, eff. September 1, 2005.
Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 5, eff. June 17, 2011.
Acts 2017, 85th Leg., R.S., Ch. 874 (H.B. 2928), Sec. 2, eff. September 1, 2017.

Sec. 2256.011. AUTHORIZED INVESTMENTS: REPURCHASE AGREEMENTS.

(@) A fully collateralized repurchase agreement is an authorized investment under this subchapter if the
repurchase agreement:

(1) has a defined termination date;

(2) is secured by a combination of cash and obligations described by Section 2256.009(a)(1) or
2256.013 or, if applicable, Section 2256.0204;

(3) requires the securities being purchased by the entity or cash held by the entity to be pledged to
the entity, held in the entity's name, and deposited at the time the investment is made with the entity or with
a third party selected and approved by the entity; and

(4) is placed through a primary government securities dealer, as defined by the Federal Reserve, or
a financial institution doing business in this state.

(b) In this section, "repurchase agreement” means a simultaneous agreement to buy, hold for a specified
time, and sell back at a future date obligations described by Section 2256.009(a)(1) or 2256.013 or, if
applicable, Section 2256.0204, at a market value at the time the funds are disbursed of not less than the
principal amount of the funds disbursed. The term includes a direct security repurchase agreement and a
reverse security repurchase agreement.
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(c) Notwithstanding any other law, the term of any reverse security repurchase agreement may not exceed
90 days after the date the reverse security repurchase agreement is delivered.

(d) Money received by an entity under the terms of a reverse security repurchase agreement shall be used
to acquire additional authorized investments, but the term of the authorized investments acquired must
mature not later than the expiration date stated in the reverse security repurchase agreement.

(e) Section 1371.059(c) applies to the execution of a repurchase agreement by an investing entity.
Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by:
Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 6, eff. June 17, 2011.
Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 3, eff. June 14, 2017.
Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 1, eff. September 1, 2019.
Sec. 2256.0115. AUTHORIZED INVESTMENTS: SECURITIES LENDING PROGRAM.

(a) A securities lending program is an authorized investment under this subchapter if it meets the
conditions provided by this section.

(b) To qualify as an authorized investment under this subchapter:

(1) the value of securities loaned under the program must be not less than 100 percent
collateralized, including accrued income;

(2) a loan made under the program must allow for termination at any time;
(3) a loan made under the program must be secured by:

(A) pledged securities described by Section 2256.009;

(B) pledged irrevocable letters of credit issued by a bank that is:

(i) organized and existing under the laws of the United States or any other
state; and

(i) continuously rated by at least one nationally recognized investment
rating firm at not less than A or its equivalent; or

(C) cash invested in accordance with Section:
(i) 2256.009;
(ii) 2256.013;
(iii) 2256.014; or
(iv) 2256.016;

(4) the terms of a loan made under the program must require that the securities being held
as collateral be:

(A) pledged to the investing entity;
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(B) held in the investing entity's name; and

(C) deposited at the time the investment is made with the entity or with a third
party selected by or approved by the investing entity;

(5) a loan made under the program must be placed through:

(A) a primary government securities dealer, as defined by 5 C.F.R. Section
6801.102(f), as that regulation existed on September 1, 2003; or

(B) a financial institution doing business in this state; and

(6) an agreement to lend securities that is executed under this section must have a term of
one year or less.

Added by Acts 2003, 78th Leg., ch. 1227, Sec. 1, eff. Sept. 1, 2003.
Sec. 2256.012. AUTHORIZED INVESTMENTS: BANKER'S ACCEPTANCES.
A bankers' acceptance is an authorized investment under this subchapter if the bankers' acceptance:
(1) has a stated maturity of 270 days or fewer from the date of its issuance;
(2) will be, in accordance with its terms, liquidated in full at maturity;
(3) is eligible for collateral for borrowing from a Federal Reserve Bank; and

(4) is accepted by a bank organized and existing under the laws of the United States or any state, if
the short-term obligations of the bank, or of a bank holding company of which the bank is the largest
subsidiary, are rated not less than A-1 or P-1 or an equivalent rating by at least one nationally recognized
credit rating agency.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.013. AUTHORIZED INVESTMENTS: COMMERCIAL PAPER. Commercial paper is
an authorized investment under this subchapter if the commercial paper:

(1) has a stated maturity of 365 days or fewer from the date of its issuance; and
(2) is rated not less than A-1 or P-1 or an equivalent rating by at least:
(A) two nationally recognized credit rating agencies; or

(B) one nationally recognized credit rating agency and is fully secured by an
irrevocable letter of credit issued by a bank organized and existing under the laws of the
United States or any state.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Amended by:
Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 2, eff. September 1, 2019.
Sec. 2256.014. AUTHORIZED INVESTMENTS: MUTUAL FUNDS.

(@) A no-load money market mutual fund is an authorized investment under this subchapter if the
mutual fund:
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(1) is registered with and regulated by the Securities and Exchange Commission;

(2) provides the investing entity with a prospectus and other information required by the
Securities Exchange Act of 1934 (15 U.S.C. Section 78a et seq.) or the Investment Company Act
of 1940 (15 U.S.C. Section 80a-1 et seq.); and

(3) complies with federal Securities and Exchange Commission Rule 2a-7 (17 C.F.R.
Section 270.2a-7), promulgated under the Investment Company Act of 1940 (15 U.S.C. Section
80a-1 et seq.).

(b) In addition to a no-load money market mutual fund permitted as an authorized investment in
Subsection (a), a no-load mutual fund is an authorized investment under this subchapter if the mutual fund:

(1) is registered with the Securities and Exchange Commission;
(2) has an average weighted maturity of less than two years; and
(3) either:

(A) has a duration of one year or more and is invested exclusively in obligations
approved by this subchapter; or

(B) has a duration of less than one year and the investment portfolio is limited to
investment grade securities, excluding asset-backed securities.

(c) An entity is not authorized by this section to:

(1) invest in the aggregate more than 15 percent of its monthly average fund balance,
excluding bond proceeds and reserves and other funds held for debt service, in mutual funds
described in Subsection (b);

(2) invest any portion of bond proceeds, reserves and funds held for debt service, in mutual
funds described in Subsection (b); or

(3) invest its funds or funds under its control, including bond proceeds and reserves and
other funds held for debt service, in any one mutual fund described in Subsection (a) or (b) in an
amount that exceeds 10 percent of the total assets of the mutual fund.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 1421, Sec.
7, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch. 1454, Sec. 8, eff. Sept. 1, 1999.

Amended by:
Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 4, eff. June 14, 2017.

Sec. 2256.015. AUTHORIZED INVESTMENTS: GUARANTEED INVESTMENT
CONTRACTS.

(@) A guaranteed investment contract is an authorized investment for bond proceeds under this
subchapter if the guaranteed investment contract:

(1) has a defined termination date;
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(2) is secured by obligations described by Section 2256.009(a) (1), excluding those
obligations described by Section 2256.009(b), in an amount at least equal to the amount of bond
proceeds invested under the contract; and

(3) is pledged to the entity and deposited with the entity or with a third party selected and
approved by the entity.

(b) Bond proceeds, other than bond proceeds representing reserves and funds maintained for debt
service purposes, may not be invested under this subchapter in a guaranteed investment contract with a term
of longer than five years from the date of issuance of the bonds.

(c) To be eligible as an authorized investment:

(1) the governing body of the entity must specifically authorize guaranteed investment
contracts as an eligible investment in the order, ordinance, or resolution authorizing the issuance
of bonds;

(2) the entity must receive bids from at least three separate providers with no material
financial interest in the bonds from which proceeds were received,;

(3) the entity must purchase the highest yielding guaranteed investment contract for which
a qualifying bid is received;

(4) the price of the guaranteed investment contract must take into account the reasonably
expected drawdown schedule for the bond proceeds to be invested; and

(5) the provider must certify the administrative costs reasonably expected to be paid to
third parties in connection with the guaranteed investment contract. (d) Section 1371.059(c) applies
to the execution of a guaranteed investment contract by an investing entity.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 1421, Sec.
8, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch. 1454, Sec. 9, 10, eff. Sept. 1, 1999.

Amended by:
Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 5, eff. June 14, 2017.

Sec. 2256.016. AUTHORIZED INVESTMENTS: INVESTMENT POOLS.

(@) An entity may invest its funds and funds under its control through an eligible investment pool
if the governing body of the entity by rule, order, ordinance, or resolution, as appropriate, authorizes
investment in the particular pool. An investment pool shall invest the funds it receives from entities in
authorized investments permitted by this subchapter. An investment pool may invest its funds in money
market mutual funds to the extent permitted by and consistent with this subchapter and the investment
policies and objectives adopted by the investment pool.

(b) To be eligible to receive funds from and invest funds on behalf of an entity under this chapter,
an investment pool must furnish to the investment officer or other authorized representative of the entity an
offering circular or other similar disclosure instrument that contains, at a minimum, the following
information:

(1) the types of investments in which money is allowed to be invested;
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(2) the maximum average dollar-weighted maturity allowed, based on the stated maturity
date, of the pool;

(3) the maximum stated maturity date any investment security within the portfolio has;
(4) the objectives of the pool,
(5) the size of the pool;

(6) the names of the members of the advisory board of the pool and the dates their terms
expire;

(7) the custodian bank that will safekeep the pool's assets;

(8) whether the intent of the pool is to maintain a net asset value of one dollar and the risk
of market price fluctuation;

(9) whether the only source of payment is the assets of the pool at market value or whether
there is a secondary source of payment, such as insurance or guarantees, and a description of the
secondary source of payment;

(10) the name and address of the independent auditor of the pool;

(11) the requirements to be satisfied for an entity to deposit funds in and withdraw funds
from the pool and any deadlines or other operating policies required for the entity to invest funds
in and withdraw funds from the pool,

(12) the performance history of the pool, including yield, average dollar-weighted
maturities, and expense ratios; and

(13) the pool's policy regarding holding deposits in cash.

(c) To maintain eligibility to receive funds from and invest funds on behalf of an entity under this
chapter, an investment pool must furnish to the investment officer or other authorized
representative of the entity:

(1) investment transaction confirmations; and
(2) a monthly report that contains, at a minimum, the following information:
(A) the types and percentage breakdown of securities in which the pool is invested;

(B) the current average dollar-weighted maturity, based on the stated maturity date,
of the pool,

(C) the current percentage of the pool's portfolio in investments that have stated
maturities of more than one year;

(D) the book value versus the market value of the pool's portfolio, using amortized
cost valuation;

(E) the size of the pool;
(F) the number of participants in the pool;

(G) the custodian bank that is safekeeping the assets of the pool;
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(H) a listing of daily transaction activity of the entity participating in the pool;

(1) the yield and expense ratio of the pool, including a statement regarding how
yield is calculated;

(J) the portfolio managers of the pool; and
(K) any changes or addenda to the offering circular.

(d) An entity by contract may delegate to an investment pool the authority to hold legal title as
custodian of investments purchased with its local funds.

(e) In this section, for purposes of an investment pool for which a $1.00 net asset value is
maintained, "yield" shall be calculated in accordance with regulations governing the registration of open-
end management investment companies under the Investment Company Act of 1940, as promulgated from
time to time by the federal Securities and Exchange Commission.

(f) To be eligible to receive funds from and invest funds on behalf of an entity under this chapter:

(1) a public funds investment pool that uses amortized cost or fair value accounting must
mark its portfolio to market daily; and

(2) if the investment pool uses amortized cost:

(A) the investment pool must, to the extent reasonably possible, stabilize at a $1.00
net asset value, when rounded and expressed to two decimal places;

(B) the governing body of the investment pool must, if the ratio of the market value
of the portfolio divided by the book value of the portfolio is less than 0.995 or greater than
1.005, take action as the body determines necessary to eliminate or reduce to the extent
reasonably practicable any dilution or unfair result to existing participants, including a sale
of portfolio holdings to attempt to maintain the ratio between 0.995 and 1.005; and

(C) the investment pool must, in addition to the requirements of its investment
policy and any other forms of reporting, report yield to its investors in accordance with
regulations of the federal Securities and Exchange Commission applicable to reporting by
money market funds.

(9) To be eligible to receive funds from and invest funds on behalf of an entity under this chapter,
a public funds investment pool must have an advisory board composed:

(1) equally of participants in the pool and other persons who do not have a business
relationship with the pool and are qualified to advise the pool, for a public funds investment pool
created under Chapter 791 and managed by a state agency; or

(2) of participants in the pool and other persons who do not have a business relationship
with the pool and are qualified to advise the pool, for other investment pools.

(h) To maintain eligibility to receive funds from and invest funds on behalf of an entity under this
chapter, an investment pool must be continuously rated no lower than AAA or AAA-m or at an equivalent
rating by at least one nationally recognized rating service.

(i) If the investment pool operates an Internet website, the information in a disclosure instrument
or report described in Subsections (b), (c)(2), and (f) must be posted on the website.
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(1) To maintain eligibility to receive funds from and invest funds on behalf of an entity under this
chapter, an investment pool must make available to the entity an annual audited financial statement of the
investment pool in which the entity has funds invested.

(k) If an investment pool offers fee breakpoints based on fund balances invested, the investment
pool in advertising investment rates must include either all levels of return based on the breakpoints
provided or state the lowest possible level of return based on the smallest level of funds invested.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 1421, Sec.
9, eff. Sept. 1, 1997.

Amended by:
Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 7, eff. June 17, 2011.
Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 6, eff. June 14, 2017.
Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 3, eff. September 1, 2019. Sec. 2256.017.

EXISTING INVESTMENTS. Except as provided by Chapter 2270, an entity is not required to
liquidate investments that were authorized investments at the time of purchase.

Added by Acts 1995, 74th Leg., ch. 76, Sec. 5.46(a), eff. Sept. 1, 1995; Acts 1995, 74th Leg., ch. 402, Sec.
1, eff. Sept. 1, 1995. Amended by Acts 1997, 75th Leg., ch. 1421, Sec. 10, eff. Sept. 1, 1997.

Amended by:
Acts 2017, 85th Leg., R.S., Ch. 96 (S.B. 253), Sec. 2, eff. May 23, 2017.

Sec. 2256.019. RATING OF CERTAIN INVESTMENT POOLS. A public funds
investment pool must be continuously rated no lower than AAA or AAA-m or at an equivalent rating by at
least one nationally recognized rating service.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995. Amended by Acts 1997, 75th Leg., ch.
1421, Sec. 11, eff. Sept. 1, 1997.

Amended by:
Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 8, eff. June 17, 2011.

Sec. 2256.020. AUTHORIZED INVESTMENTS: INSTITUTIONS OF HIGHER EDUCATION.

In addition to the authorized investments permitted by this subchapter, an institution of higher education
may purchase, sell, and invest its funds and funds under its control in the following:

(1) cash management and fixed income funds sponsored by organizations exempt from federal
income taxation under Section 501(f), Internal Revenue Code of 1986 (26 U.S.C. Section 501(f));

(2) negotiable certificates of deposit issued by a bank that has a certificate of deposit rating of at
least 1 or the equivalent by a nationally recognized credit rating agency or that is associated with a holding
company having a commercial paper rating of at least A-1, P-1, or the equivalent by a nationally recognized
credit rating agency; and
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(3) corporate bonds, debentures, or similar debt obligations rated by a nationally recognized
investment rating firm in one of the two highest long-term rating categories, without regard to gradations
within those categories.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.0201. AUTHORIZED INVESTMENTS; MUNICIPAL UTILITY. (@) A
municipality that owns a municipal electric utility that is engaged in the distribution and sale of electric
energy or natural gas to the public may enter into a hedging contract and related security and insurance
agreements in relation to fuel oil, natural gas, coal, nuclear fuel, and electric energy to protect against loss
due to price fluctuations. A hedging transaction must comply with the regulations of the Commodity
Futures Trading Commission and the Securities and Exchange Commission. If there is a conflict between
the municipal charter of the municipality and this chapter, this chapter prevails.

(b) A payment by a municipally owned electric or gas utility under a hedging contract or related
agreement in relation to fuel supplies or fuel reserves is a fuel expense, and the utility may credit any
amounts it receives under the contract or agreement against fuel expenses.

(c) The governing body of a municipally owned electric or gas utility or the body vested with power
to manage and operate the municipally owned electric or gas utility may set policy regarding hedging
transactions.

(d) In this section, "hedging” means the buying and selling of fuel oil, natural gas, coal, nuclear
fuel, and electric energy futures or options or similar contracts on those commodities and related
transportation costs as a protection against loss due to price fluctuation.

Added by Acts 1999, 76th Leg., ch. 405, Sec. 48, eff. Sept. 1, 1999.
Amended by:
Acts 2007, 80th Leg., R.S., Ch. 7 (S.B. 495), Sec. 1, eff. April 13, 2007.

Sec. 2256.0202. AUTHORIZED INVESTMENTS: MUNICIPAL FUNDS FROM
MANAGEMENT AND DEVELOPMENT OF MINERAL RIGHTS.  (a) In addition to other
investments authorized under this subchapter, a municipality may invest funds received by the municipality
from a lease or contract for the management and development of land owned by the municipality and leased
for oil, gas, or other mineral development in any investment authorized to be made by a trustee under
Subtitle B, Title 9, Property Code (Texas Trust Code).

(b) Funds invested by a municipality under this section shall be segregated and accounted for
separately from other funds of the municipality.

Added by Acts 2009, 81st Leg., R.S., Ch. 1371 (S.B. 894), Sec. 1, eff. September 1, 2009.

Sec. 2256.0203. AUTHORIZED INVESTMENTS: PORTS AND NAVIGATION DISTRICTS.
(@) In this section, "district" means a navigation district organized under Section 52, Article Il1, or
Section 59, Article XVI, Texas Constitution.
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(b) In addition to the authorized investments permitted by this subchapter, a port or district may
purchase, sell, and invest its funds and funds under its control in negotiable certificates of deposit issued by
a bank that has a certificate of deposit rating of at least 1 or the equivalent by a nationally recognized credit
rating agency or that is associated with a holding company having a commercial paper rating of at least A-
1, P-1, or the equivalent by a nationally recognized credit rating agency.

Added by Acts 2011, 82nd Leg., R.S., Ch. 804 (H.B. 2346), Sec. 1, eff. September 1, 2011.

Sec. 2256.0204. AUTHORIZED INVESTMENTS: INDEPENDENT SCHOOL DISTRICTS.

(@) In this section, "corporate bond" means a senior secured debt obligation issued by a domestic
business entity and rated not lower than "AA-" or the equivalent by a nationally recognized investment
rating firm. The term does not include a debt obligation that:

(1) on conversion, would result in the holder becoming a stockholder or shareholder in the
entity, or any affiliate or subsidiary of the entity, that issued the debt obligation; or

(2) is an unsecured debt obligation.

(b) This section applies only to an independent school district that qualifies as an issuer as defined
by Section 1371.001.

(c) In addition to authorized investments permitted by this subchapter, an independent school
district subject to this section may purchase, sell, and invest its funds and funds under its control in corporate
bonds that, at the time of purchase, are rated by a nationally recognized investment rating firm "AA-" or
the equivalent and have a stated final maturity that is not later than the third anniversary of the date the
corporate bonds were purchased.

(d) An independent school district subject to this section is not authorized by this section to:

(1) invest in the aggregate more than 15 percent of its monthly average fund balance,
excluding bond proceeds, reserves, and other funds held for the payment of debt service, in
corporate bonds; or

(2) invest more than 25 percent of the funds invested in corporate bonds in any one
domestic business entity, including subsidiaries and affiliates of the entity.

(e) An independent school district subject to this section may purchase, sell, and invest its funds
and funds under its control in corporate bonds if the governing body of the district:

(1) amends its investment policy to authorize corporate bonds as an eligible investment;
(2) adopts procedures to provide for:
(A) monitoring rating changes in corporate bonds acquired with public funds; and
(B) liquidating the investment in corporate bonds; and
(3) identifies the funds eligible to be invested in corporate bonds.

(f) The investment officer of an independent school district, acting on behalf of the district, shall
sell corporate bonds in which the district has invested its funds not later than the seventh day after the date
a nationally recognized investment rating firm:
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(1) issues a release that places the corporate bonds or the domestic business entity that
issued the corporate bonds on negative credit watch or the equivalent, if the corporate bonds are
rated "AA-" or the equivalent at the time the release is issued; or

(2) changes the rating on the corporate bonds to a rating lower than "AA-" or the equivalent.
(9) Repealed by Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 5, eff. September 1, 2019.

Added by Acts 2011, 82nd Leg., R.S., Ch. 1347 (S.B. 1543), Sec. 1, eff. June 17, 2011.
Amended by:
Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 5, eff. September 1, 2019.

Sec. 2256.0205. AUTHORIZED INVESTMENTS; DECOMMISSIONING TRUST. @ In
this section:

(1) "Decommissioning trust" means a trust created to provide the Nuclear Regulatory
Commission assurance that funds will be available for decommissioning purposes as required under
10 C.F.R. Part 50 or other similar regulation.

(2) "Funds" includes any money held in a decommissioning trust regardless of whether the
money is considered to be public funds under this subchapter.

(b) In addition to other investments authorized under this subchapter, a municipality that owns a
municipal electric utility that is engaged in the distribution and sale of electric energy or natural gas to the
public may invest funds held in a decommissioning trust in any investment authorized by Subtitle B, Title
9, Property Code.

Added by Acts 2005, 79th Leg., Ch. 121 (S.B. 1464), Sec. 1, eff. September 1, 2005.

Sec. 2256.0206. AUTHORIZED INVESTMENTS: HEDGING TRANSACTIONS.
(@) In this section:

(1) "Eligible entity" means a political subdivision that has:
(A) a principal amount of at least $250 million in:
(i) outstanding long-term indebtedness;
(ii) long-term indebtedness proposed to be issued; or

(iii) a combination of outstanding long-term indebtedness and long-term
indebtedness proposed to be issued; and

(B) outstanding long-term indebtedness that is rated in one of the four highest
rating categories for long-term debt instruments by a nationally recognized rating agency
for municipal securities, without regard to the effect of any credit agreement or other form
of credit enhancement entered into in connection with the obligation.

(2) "Eligible project" has the meaning assigned by Section 1371.001.
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(3) "Hedging" means acting to protect against economic loss due to price fluctuation of a
commodity or related investment by entering into an offsetting position or using a financial
agreement or producer price agreement in a correlated security, index, or other commodity.

(b) This section prevails to the extent of any conflict between this section and
(1) another law; or
(2) an eligible entity's municipal charter, if applicable.

(c) The governing body of an eligible entity shall establish the entity's policy regarding hedging
transactions.

(d) An eligible entity may enter into hedging transactions, including hedging contracts, and related
security, credit, and insurance agreements in connection with commodities used by an eligible entity in the
entity's general operations, with the acquisition or construction of a capital project, or with an eligible
project. A hedging transaction must comply with the regulations of the federal Commodity Futures Trading
Commission and the federal Securities and Exchange Commission.

(e) An eligible entity may pledge as security for and to the payment of a hedging contract or a
security, credit, or insurance agreement any general or special revenues or funds the entity is authorized by
law to pledge to the payment of any other obligation.

(f) Section 1371.059(c) applies to the execution by an eligible entity of a hedging contract and any
related security, credit, or insurance agreement.

(9) An eligible entity may credit any amount the entity receives under a hedging contract against
expenses associated with a commodity purchase.

(h) An eligible entity's cost of or payment under a hedging contract or agreement may be
considered:

(1) an operation and maintenance expense of the eligible entity;
(2) an acquisition expense of the eligible entity;
(3) a project cost of an eligible project; or
(4) a construction expense of the eligible entity.
Added by Acts 2017, 85th Leg., R.S., Ch. 773 (H.B. 1003), Sec. 7, eff. June 14, 2017.

Sec. 2256.0207. AUTHORIZED INVESTMENTS: PUBLIC JUNIOR COLLEGE DISTRICT
FUNDS FROM MANAGEMENT AND DEVELOPMENT OF MINERAL RIGHTS.  (a) In addition
to other investments authorized under this subchapter, the governing board of a public junior college district
may invest funds received by the district from a lease or contract for the management and development of
land owned by the district and leased for oil, gas, or other mineral development in any investment authorized
to be made by a trustee under Subtitle B, Title 9, Property Code (Texas Trust Code).

(b) Funds invested by the governing board of a public junior college district under this section shall
be segregated and accounted for separately from other funds of the district.

Added by Acts 2017, 85th Leg., R.S., Ch. 344 (H.B. 1472), Sec. 1, eff. September 1, 2017.
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Redesignated from Government Code, Section 2256.0206 by Acts 2019, 86th Leg., R.S., Ch. 467 (H.B.
4170), Sec. 21.001(34), eff. September 1, 2019.

Sec. 2256.0208. LOCAL GOVERNMENT INVESTMENT OF BOND PROCEEDS AND
PLEDGED REVENUE. (@) In this section, "pledged revenue™ means money pledged to the
payment of or as security for:

(1) bonds or other indebtedness issued by a local government;

(2) obligations under a lease, installment sale, or other agreement of a local government;
or

(3) certificates of participation in a debt or obligation described by Subdivision (1) or (2).

(b) The investment officer of a local government may invest bond proceeds or pledged revenue
only to the extent permitted by this chapter, in accordance with:

(1) statutory provisions governing the debt issuance or the agreement, as applicable; and

(2) the local government's investment policy regarding the debt issuance or the agreement,
as applicable.

Added by Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 4, eff. September 1, 2019.

Sec. 2256.021. EFFECT OF LOSS OF REQUIRED RATING. An investment that requires a
minimum rating under this subchapter does not qualify as an authorized investment during the period the
investment does not have the minimum rating. An entity shall take all prudent measures that are consistent
with its investment policy to liquidate an investment that does not have the minimum rating.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.022. EXPANSION OF INVESTMENT AUTHORITY. Expansion of investment
authority granted by this chapter shall require a risk assessment by the state auditor or performed at the
direction of the state auditor, subject to the legislative audit committee's approval of including the review
in the audit plan under Section 321.013.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995. Amended by Acts 2003, 78th Leg., ch.
785, Sec. 42, eff. Sept. 1, 2003.

Sec. 2256.023. INTERNAL MANAGEMENT REPORTS. (@) Not less than quarterly, the
investment officer shall prepare and submit to the governing body of the entity a written report of
investment transactions for all funds covered by this chapter for the preceding reporting period.

(b) The report must:

(1) describe in detail the investment position of the entity on the date of the report;
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(2) be prepared jointly by all investment officers of the entity;

(3) be signed by each investment officer of the entity;

(4) contain a summary statement of each pooled fund group that states the:
(A) beginning market value for the reporting period,;
(B) ending market value for the period; and
(C) fully accrued interest for the reporting period;

(5) state the book value and market value of each separately invested asset at the end of the
reporting period by the type of asset and fund type invested;

(6) state the maturity date of each separately invested asset that has a maturity date;

(7) state the account or fund or pooled group fund in the state agency or local government
for which each individual investment was acquired; and

(8) state the compliance of the investment portfolio of the state agency or local government
as it relates to:

(A) the investment strategy expressed in the agency's or local government's
investment policy; and

(B) relevant provisions of this chapter.

(c) The report shall be presented not less than quarterly to the governing body and the chief
executive officer of the entity within a reasonable time after the end of the period.

(d) If an entity invests in other than money market mutual funds, investment pools or accounts
offered by its depository bank in the form of certificates of deposit, or money market accounts or similar
accounts, the reports prepared by the investment officers under this section shall be formally reviewed at
least annually by an independent auditor, and the result of the review shall be reported to the governing
body by that auditor.

Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995. Amended by Acts 1997, 75th Leg., ch.
1421, Sec. 12, eff. Sept. 1, 1997.

Amended by:
Acts 2011, 82nd Leg., R.S., Ch. 1004 (H.B. 2226), Sec. 9, eff. June 17, 2011.

Sec. 2256.024. SUBCHAPTER CUMULATIVE. (@) The authority granted by this
subchapter is in addition to that granted by other law. Except as provided by Subsection (b) and Section
2256.017, this subchapter does not:

(1) prohibit an investment specifically authorized by other law; or

(2) authorize an investment specifically prohibited by other law.
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(b) Except with respect to those investing entities described in Subsection (c), a security described
in Section 2256.009(b) is not an authorized investment for a state agency, a local government, or another
investing entity, notwithstanding any other provision of this chapter or other law to the contrary.

(c) Mortgage pass-through certificates and individual mortgage loans that may constitute an
investment described in Section 2256.009(b) are authorized investments with respect to the housing bond
programs operated by:

(1) the Texas Department of Housing and Community Affairs or a nonprofit corporation
created to act on its behalf;

(2) an entity created under Chapter 392, Local Government Code; or
(3) an entity created under Chapter 394, Local Government Code.
Added by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.
Amended by:
Acts 2017, 85th Leg., R.S., Ch. 96 (S.B. 253), Sec. 3, eff. May 23, 2017.

Sec. 2256.025. SELECTION OF AUTHORIZED BROKERS. The governing body of an entity
subject to this subchapter or the designated investment committee of the entity shall, at least annually,
review, revise, and adopt a list of qualified brokers that are authorized to engage in investment transactions
with the entity.

Added by Acts 1997, 75th Leg., ch. 1421, Sec. 13, eff. Sept. 1, 1997.

Sec. 2256.026. STATUTORY COMPLIANCE. All investments made by entities must comply
with this subchapter and all federal, state, and local statutes, rules, or regulations.

Added by Acts 1997, 75th Leg., ch. 1421, Sec. 13, eff. Sept. 1, 1997.

SUBCHAPTER B. MISCELLANEOUS PROVISIONS

Sec. 2256.051. ELECTRONIC FUNDS TRANSFER. Any local government may use electronic
means to transfer or invest all funds collected or controlled by the local government.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

Sec. 2256.052. PRIVATE AUDITOR. Notwithstanding any other law, a state agency shall employ
a private auditor if authorized by the legislative audit committee either on the committee's initiative or on
request of the governing body of the agency.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995.

GOVERNMENT CODE CHAPTER 2256. PUBLIC FUNDS INVESTMENT
https://statutes.capitol.texas.gov/Docs/GV/htm/GV.2256.htm



Page 27 of 27

Sec. 2256.053. PAYMENT FOR SECURITIES PURCHASED BY STATE. The comptroller or
the disbursing officer of an agency that has the power to invest assets directly may pay for authorized
securities purchased from or through a member in good standing of the National Association of Securities
Dealers or from or through a national or state bank on receiving an invoice from the seller of the securities
showing that the securities have been purchased by the board or agency and that the amount to be paid for
the securities is just, due, and unpaid. A purchase of securities may not be made at a price that exceeds the
existing market value of the securities.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Acts 1997, 75th Leg., ch. 1423, Sec.
8.67, eff. Sept. 1, 1997.

Sec. 2256.054. DELIVERY OF SECURITIES PURCHASED BY STATE. A security purchased
under this chapter may be delivered to the comptroller, a bank, or the board or agency investing its funds.
The delivery shall be made under normal and recognized practices in the securities and banking industries,
including the book entry procedure of the Federal Reserve Bank.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Act 1997, 75th Leg., ch. 1423, Sec.
8.687, eff Sept. 1, 1997.

Sec. 2256.055 DEPOSIT OF SECURITIES PURCHASED BY STATE. At the direction of the
comptroller or the agency, a security purchased under this chapter may be deposited in trust with a bank or
federal reserve bank or branch designated by the comptroller, whether in or outside the state. The deposit
shall be held in the entity’s name as evidenced by a trust receipt of the bank with which the securities are
deposited.

Amended by Acts 1995, 74th Leg., ch. 402, Sec. 1, eff. Sept. 1, 1995; Act 1997, 75th Leg., ch. 1423, Sec.
8.687, eff Sept. 1, 1997.
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ATTACHMENT F

GOVERNMENT CODE
TITLE 10. GENERAL GOVERNMENT
SUBTITLE F. STATE AND LOCAL CONTRACTS AND FUND MANAGEMENT
CHAPTER 2257. COLLATERAL FOR PUBLIC FUNDS
SUBCHAPTER A. GENERAL PROVISIONS
Sec. 2257.001. SHORT TITLE. This chapter may be cited as the Public Funds Collateral Act.
Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.002. DEFINITIONS. In this chapter:

(1) "Bank holding company" has the meaning assigned by Section 31.002(a), Finance
Code.

(2) "Control™ has the meaning assigned by Section 31.002(a), Finance Code.
(3) "Deposit of public funds" means public funds of a public entity that:
(A) the comptroller does not manage under Chapter 404; and

(B) are held as a demand or time deposit by a depository institution expressly
authorized by law to accept a public entity's demand or time deposit.

(4) "Eligible security" means:
(A) asurety bond,;
(B) an investment security;

(C) an ownership or beneficial interest in an investment security, other than an
option contract to purchase or sell an investment security;

(D) a fixed-rate collateralized mortgage obligation that has an expected weighted
average life of 10 years or less and does not constitute a high-risk mortgage security;

(E) a floating-rate collateralized mortgage obligation that does not constitute a
high-risk mortgage security; or

(F) aletter of credit issued by a federal home loan bank.
(5) "Investment security™ means:

(A) an obligation that in the opinion of the attorney general of the United States
is a general obligation of the United States and backed by its full faith and credit;
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(B) a general or special obligation issued by a public agency that is payable from taxes,
revenues, or a combination of taxes and revenues; or

(C) asecurity in which a public entity may invest under Subchapter A, Chapter 2256.
(6) "Permitted institution" means:

(A) a Federal Reserve Bank;

(B) aclearing corporation, as defined by Section 8.102, Business & Commerce Code;

(C) abank eligible to be a custodian under Section 2257.041; or

(D) a state or nationally chartered bank that is controlled by a bank holding company that
controls a bank eligible to be a custodian under Section 2257.041.

(7) "Public agency" means a state or a political or governmental entity, agency, instrumentality, or
subdivision of a state, including a municipality, an institution of higher education, as defined by Section
61.003, Education Code, a junior college, a district created under Article XVI, Section 59, of the Texas
Constitution, and a public hospital.

(8) "Public entity" means a public agency in this state, but does not include an institution of higher
education, as defined by Section 61.003, Education Code.

(9) "State agency" means a public entity that:
(A) has authority that is not limited to a geographic portion of the state; and
(B) was created by the constitution or a statute.

(10) "Trust receipt™ means evidence of receipt, identification, and recording, including:
(A) a physical controlled trust receipt; or

(B) a written or electronically transmitted advice of transaction.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1995, 74th Leg., ch.
76, Sec. 5.48(a), eff. Sept. 1, 1995; Acts 1995, 74th Leg., ch. 914, Sec. 5, eff. Sept. 1, 1995; Acts 1997,
75th Leg., ch. 254, Sec. 1, eff. Sept. 1, 1997; Acts 1997, 75th Leg., ch. 891, Sec. 3.22(4), eff. Sept. 1, 1997,
Acts 1997, 75th Leg., ch. 1423, Sec. 8.70, eff. Sept. 1, 1997; Acts 1999, 76th Leg., ch. 62, Sec. 7.63, eff.
Sept. 1, 1999.

Amended by:
Acts 2011, 82nd Leg., R.S., Ch. 783 (H.B. 2103), Sec. 1, eff. June 17, 2011.

Sec. 2257.0025. HIGH-RISK MORTGAGE SECURITY. (a) For purposes of this chapter,
a fixed-rate collateralized mortgage obligation is a high-risk mortgage security if the security:

(1) has an average life sensitivity with a weighted average life that:
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(A) extends by more than four years, assuming an immediate and sustained
parallel shift in the yield curve of plus 300 basis points; or

(B) shortens by more than six years, assuming an immediate and sustained parallel
shift in the yield curve of minus 300 basis points; and

(2) is price sensitive; that is, the estimated change in the price of the mortgage derivative
product is more than 17 percent, because of an immediate and sustained parallel shift in the yield
curve of plus or minus 300 basis points.

(b) For purposes of this chapter, a floating-rate collateralized mortgage obligation is a high-risk
mortgage security if the security:

(1) bears an interest rate that is equal to the contractual cap on the instrument; or

(2) is price sensitive; that is, the estimated change in the price of the mortgage derivative
product is more than 17 percent, because of an immediate and sustained parallel shift in the yield
curve of plus or minus 300 basis points.

Added by Acts 1997, 75th Leg., ch. 254, Sec. 2, eff. Sept. 1, 1997.

Sec. 2257.003. CHAPTER NOT APPLICABLE TO DEFERRED COMPENSATION PLANS.
This chapter does not apply to funds that a public entity maintains or administers under a deferred
compensation plan, the federal income tax treatment of which is governed by Section 401(k) or 457 of the
Internal Revenue Code of 1986 (26 U.S.C. Sections 401(k) and 457).

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.004. CONFLICT WITH OTHER LAW. This chapter prevails over any other law
relating to security for a deposit of public funds to the extent of any conflict.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.005. CONTRACT GOVERNS LEGAL ACTION. A legal action brought by or against
a public entity that arises out of or in connection with the duties of a depository, custodian, or permitted
institution under this chapter must be brought and maintained as provided by the contract with the public
entity.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER B. DEPOSITORY; SECURITY FOR DEPOSIT OF PUBLIC FUNDS

Sec. 2257.021. COLLATERAL REQUIRED. A deposit of public funds shall be secured by
eligible security to the extent and in the manner required by this chapter.
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Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.022. AMOUNT OF COLLATERAL. (@) Except as provided by Subsection
(b), the total value of eligible security to secure a deposit of public funds must be in an amount not less than
the amount of the deposit of public funds:

(1) increased by the amount of any accrued interest; and

(2) reduced to the extent that the United States or an instrumentality of the United States
insures the deposit.

(b) The total value of eligible security described by Section 45.201(4)(D), Education Code, to
secure a deposit of public funds of a school district must be in an amount not less than 110 percent of the
amount of the deposit as determined under Subsection (a). The total market value of the eligible security
must be reported at least once each month to the school district.

(c) The value of a surety bond is its face value.
(d) The value of an investment security is its market value.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 2003, 78th Leg., ch.
201, Sec. 46, eff. Sept. 1, 2003.

Sec. 2257.023. COLLATERAL POLICY. (@) Inaccordance with a written policy approved
by the governing body of the public entity, a public entity shall determine if an investment security is
eligible to secure deposits of public funds.

(b) The written policy may include:
(1) the security of the institution that obtains or holds an investment security;
(2) the substitution or release of an investment security; and

(3) the method by which an investment security used to secure a deposit of public funds is
valued.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.024. CONTRACT FOR SECURING DEPOSIT OF PUBLIC FUNDS. @ A
public entity may contract with a bank that has its main office or a branch office in this state to secure a
deposit of public funds.

(b) The contract may contain a term or condition relating to an investment security used as security
for a deposit of public funds, including a term or condition relating to the:

(1) possession of the collateral;

(2) substitution or release of an investment security;
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(3) ownership of the investment securities of the bank used to secure a deposit of public
funds; and

(4) method by which an investment security used to secure a deposit of public funds is
valued.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1999, 76th Leg., ch.
344, Sec. 5.006, eff. Sept. 1, 1999.

Sec. 2257.025. RECORDS OF DEPOSITORY. (@ A public entity's depository shall
maintain a separate, accurate, and complete record relating to a pledged investment security, a deposit of
public funds, and a transaction related to a pledged investment security.

(b) The comptroller or the public entity may examine and verify at any reasonable time a pledged
investment security or a record a depository maintains under this section.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1997, 75th Leg., ch.
891, Sec. 3.16, eff. Sept. 1, 1997.

Sec. 2257.026. CHANGE IN AMOUNT OR ACTIVITY OF DEPOSITS OF PUBLIC FUNDS.
A public entity shall inform the depository for the public entity's deposit of public funds of a significant
change in the amount or activity of those deposits within a reasonable time before the change occurs.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER C. CUSTODIAN; PERMITTED INSTITUTION

Sec. 2257.041. DEPOSIT OF SECURITIES WITH CUSTODIAN. (@ In addition to other
authority granted by law, a depository for a public entity other than a state agency may deposit with a
custodian a security pledged to secure a deposit of public funds.

(b) At the request of the public entity, a depository for a public entity other than a state agency
shall deposit with a custodian a security pledged to secure a deposit of public funds.

(c) A depository for a state agency shall deposit with a custodian a security pledged to secure a
deposit of public funds. The custodian and the state agency shall agree in writing on the terms and
conditions for securing a deposit of public funds.

(d) A custodian must be approved by the public entity and be:
(1) astate or national bank that:
(A) is designated by the comptroller as a state depository;
(B) has its main office or a branch office in this state; and
(C) has a capital stock and permanent surplus of $5 million or more;

(2) the Texas Treasury Safekeeping Trust Company;
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(3) a Federal Reserve Bank or a branch of a Federal Reserve Bank;
(4) afederal home loan bank; or

(5) afinancial institution authorized to exercise fiduciary powers that is designated by the
comptroller as a custodian pursuant to Section 404.031(e).

(e) A custodian holds in trust the securities to secure the deposit of public funds of the public entity
in the depository pledging the securities.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1995, 74th Leg., ch.
1010, Sec. 1, eff. June 17, 1995; Acts 1997, 75th Leg., ch. 891, Sec. 3.17, eff. Sept. 1, 1997; Acts 1999,
76th Leg., ch. 344, Sec. 5.007, eff. Sept. 1, 1999.

Amended by:
Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 3, eff. September 1, 2009.

Sec. 2257.042. DEPOSIT OF SECURITIES WITH PERMITTED INSTITUTION. @ A
custodian may deposit with a permitted institution an investment security the custodian holds under Section
2257.041.

(b) If a deposit is made under Subsection (a):

(1) the permitted institution shall hold the investment security to secure funds the public
entity deposits in the depository that pledges the investment security;

(2) the trust receipt the custodian issues under Section 2257.045 shall show that the
custodian has deposited the security in a permitted institution; and

(3) the permitted institution, on receipt of the investment security, shall immediately issue
to the custodian an advice of transaction or other document that is evidence that the custodian
deposited the security in the permitted institution.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.043. DEPOSITORY AS CUSTODIAN OR PERMITTED INSTITUTION. (8 A
public entity other than a state agency may prohibit a depository or an entity of which the depository is a
branch from being the custodian of or permitted institution for a security the depository pledges to secure
a deposit of public funds.

(b) A depository or an entity of which the depository is a branch may not be the custodian of or
permitted institution for a security the depository pledges to secure a deposit of public funds by a state
agency.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
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Sec. 2257.044. CUSTODIAN AS BAILEE. (@) A custodian under this chapter or a custodian
of a security pledged to an institution of higher education, as defined by Section 61.003, Education Code,
whether acting alone or through a permitted institution, is for all purposes the bailee or agent of the public
entity or institution depositing the public funds with the depository.

(b) To the extent of any conflict, Subsection (a) prevails over Chapter 8 or 9, Business &
Commerce Code.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.045. RECEIPT OF SECURITY BY CUSTODIAN. (a) On receipt of an investment
security, a custodian shall immediately identify on its books and records, by book entry or another method,
the pledge of the security to the public entity.

(b) For a deposit of public funds under Subchapter F, the custodian shall issue and deliver to the
comptroller a trust receipt for the pledged security.

(c) For any other deposit of public funds under this chapter, at the written direction of the
appropriate public entity officer, the custodian shall:

(1) issue and deliver to the appropriate public entity officer a trust receipt for the pledged
security; or

(2) issue and deliver a trust receipt for the pledged security to the public entity's depository
and instruct the depository to deliver the trust receipt to the public entity officer immediately.

(d) The custodian shall issue and deliver the trust receipt as soon as practicable on the same
business day on which the investment security is received.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.
Amended by:
Acts 2013, 83rd Leg., R.S., Ch. 434 (S.B. 581), Sec. 1, eff. June 14, 2013.

Sec. 2257.046. BOOKS AND RECORDS OF CUSTODIAN; INSPECTION. (a) A public
entity's custodian shall maintain a separate, accurate, and complete record relating to each pledged
investment security and each transaction relating to a pledged investment security.

(b) The comptroller or the public entity may examine and verify at any reasonable time a pledged
investment security or a record a custodian maintains under this section. The public entity or its agent may
inspect at any time an investment security evidenced by a trust receipt.

(c) The public entity's custodian shall file a collateral report with the comptroller in the manner
and on the dates prescribed by the comptroller.

(d) At the request of the appropriate public entity officer, the public entity's custodian shall provide
a current list of all pledged investment securities. The list must include, for each pledged investment
security:
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(1) the name of the public entity;
(2) the date the security was pledged to secure the public entity's deposit;

(3) the Committee on Uniform Security Identification Procedures (CUSIP) number of the
security;

(4) the face value and maturity date of the security; and
(5) the confirmation number on the trust receipt issued by the custodian.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1997, 75th Leg., ch.
891, Sec. 3.18, eff. Sept. 1, 1997.

Amended by:
Acts 2013, 83rd Leg., R.S., Ch. 434 (S.B. 581), Sec. 2, eff. June 14, 2013.

Sec. 2257.047. BOOKS AND RECORDS OF PERMITTED INSTITUTION.  (a) A permitted
institution may apply book entry procedures when an investment security held by a custodian is deposited
under Section 2257.042.

(b) A permitted institution's records must at all times state the name of the custodian that deposits
an investment security in the permitted institution.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.048. ATTACHMENT AND PERFECTION OF SECURITY INTEREST. @ A
security interest that arises out of a depository's pledge of a security to secure a deposit of public funds by
a public entity or an institution of higher education, as defined by Section 61.003, Education Code, is
created, attaches, and is perfected for all purposes under state law from the time that the custodian identifies
the pledge of the security on the custodian's books and records and issues the trust receipt.

(b) A security interest in a pledged security remains perfected in the hands of a subsequent
custodian or permitted institution.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER D. AUDITS AND EXAMINATIONS; PENALTIES

Sec. 2257.061. AUDITS AND EXAMINATIONS. As part of an audit or regulatory examination
of a public entity's depository or custodian, the auditor or examiner shall:

(1) examine and verify pledged investment securities and records maintained under Section
2257.025 or 2257.046; and

(2) report any significant or material noncompliance with this chapter to the comptroller.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1997, 75th Leg., ch.
891, Sec. 3.19, eff. Sept. 1, 1997.
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Sec. 2257.062. PENALTIES. (a) The comptroller may revoke a depository's designation as a
state depository for one year if, after notice and a hearing, the comptroller makes a written finding that the
depository, while acting as either a depository or a custodian:

(1) did not maintain reasonable compliance with this chapter; and

(2) failed to remedy a violation of this chapter within a reasonable time after receiving
written notice of the violation.

(b) The comptroller may permanently revoke a depository's designation as a state depository if the
comptroller makes a written finding that the depository:

(1) has not maintained reasonable compliance with this chapter; and
(2) has acted in bad faith by not remedying a violation of this chapter.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1997, 75th Leg., ch.
891, Sec. 3.19, eff. Sept. 1, 1997.

Sec. 2257.063. MITIGATING CIRCUMSTANCES. (a) The comptroller shall consider the
total circumstances relating to the performance of a depository or custodian when the comptroller makes a
finding required by Section 2257.062, including the extent to which the noncompliance is minor, isolated,
temporary, or nonrecurrent.

(b) The comptroller may not find that a depository or custodian did not maintain reasonable
compliance with this chapter if the noncompliance results from the public entity's failure to comply with
Section 2257.026.

(c) This section does not relieve a depository or custodian of the obligation to secure a deposit of
public funds with eligible security in the amount and manner required by this chapter within a reasonable
time after the public entity deposits the deposit of public funds with the depository.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1997, 75th Leg., ch.
891, Sec. 3.19, eff. Sept. 1, 1997.

Sec. 2257.064. REINSTATEMENT. The comptroller may reinstate a depository's designation as
a state depository if:

(1) the comptroller determines that the depository has remedied all violations of this chapter; and

(2) the depository assures the comptroller to the comptroller's satisfaction that the depository will
maintain reasonable compliance with this chapter.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1997, 75th Leg., ch.
891, Sec. 3.19, eff. Sept. 1, 1997.
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SUBCHAPTER E. EXEMPT INSTITUTIONS
Sec. 2257.081. DEFINITION. In this subchapter, "exempt institution" means:
(1) apublic retirement system, as defined by Section 802.001; or
(2) the permanent school fund, as described by Section 43.001, Education Code.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993. Amended by Acts 1997, 75th Leg., ch.
165, Sec. 6.31, eff. Sept. 1, 1997.

Sec. 2257.082. FUNDS OF EXEMPT INSTITUTION. An exempt institution is not required to
have its funds fully insured or collateralized at all times if:

(1) the funds are held by:
(A) a custodian of the institution's assets under a trust agreement; or
(B) a person in connection with a transaction related to an investment; and

(2) the governing body of the institution, in exercising its fiduciary responsibility, determines that
the institution is adequately protected by using a trust agreement, special deposit, surety bond, substantial
deposit insurance, or other method an exempt institution commonly uses to protect itself from liability.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

Sec. 2257.083. INVESTMENT; SELECTION OF DEPOSITORY. This chapter does not:
(1) prohibit an exempt institution from prudently investing in a certificate of deposit; or

(2) restrict the selection of a depository by the governing body of an exempt institution in
accordance with its fiduciary duty.

Added by Acts 1993, 73rd Leg., ch. 268, Sec. 1, eff. Sept. 1, 1993.

SUBCHAPTER F. POOLED COLLATERAL TO SECURE
DEPOSITS OF CERTAIN PUBLIC FUNDS

Sec. 2257.101. DEFINITION. In this subchapter, "participating institution" means a financial
institution that holds one or more deposits of public funds and that participates in the pooled collateral
program under this subchapter.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 2009.

Sec. 2257.102. POOLED COLLATERAL PROGRAM. (@) As an alternative to
collateralization under Subchapter B, the comptroller by rule shall establish a program for centralized
pooled collateralization of deposits of public funds and for monitoring collateral maintained by participating
institutions. The rules must provide that deposits of public funds of a county are not eligible for
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collateralization under the program. The comptroller shall provide for a separate collateral pool for any
single participating institution's deposits of public funds.

(b) Under the pooled collateral program, the collateral of a participating institution pledged for a
public deposit may not be combined with, cross-collateralized with, aggregated with, or pledged to another
participating institution's collateral pools for pledging purposes.

(c) A participating institution may pledge its pooled securities to more than one participating
depositor under contract with that participating institution.

(d) The pooled collateral program must provide for:

(1) participation in the program by a participating institution and each affected public
entity to be voluntary;

(2) uniform procedures for processing all collateral transactions that are subject to an
approved security agreement described by Section 2257.103; and

(3) the pledging of a participating institution's collateral securities using a single custodial
account instead of an account for each depositor of public funds.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.103. PARTICIPATION IN POOLED COLLATERAL PROGRAM. A financial
institution may participate in the pooled collateral program only if:

(1) the institution has entered into a binding collateral security agreement with a public agency for
a deposit of public funds and the agreement permits the institution's participation in the program;

(2) the comptroller has approved the institution's participation in the program; and
(3) the comptroller has approved or provided the collateral security agreement form used.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 2009.

Sec. 2257.104. COLLATERAL REQUIRED; CUSTODIAN TRUSTEE. (@) Each
participating institution shall secure its deposits of public funds with eligible securities the total value of
which equals at least 102 percent of the amount of the deposits of public funds covered by a security
agreement described by Section 2257.103 and deposited with the participating institution, reduced to the
extent that the United States or an instrumentality of the United States insures the deposits. For purposes
of determining whether collateral is sufficient to secure a deposit of public funds, Section 2257.022(b) does
not apply to a deposit of public funds held by the participating institution and collateralized under this
subchapter.

(b) A participating institution shall provide for the collateral securities to be held by a custodian
trustee, on behalf of the participating institution, in trust for the benefit of the pooled collateral program. A
custodian trustee must qualify as a custodian under Section 2257.041.

(c) The comptroller by rule shall regulate a custodian trustee under the pooled collateral program
in the manner provided by Subchapter C to the extent practicable. The rules must ensure that a custodian
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trustee depository does not own, is not owned by, and is independent of the financial institution or
institutions for which it holds the securities in trust, except that the rules must allow the following to be a
custodian trustee:

(1) afederal reserve bank;
(2) abanker's bank, as defined by Section 34.105, Finance Code; and
(3) afederal home loan bank.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.105. MONITORING COLLATERAL. (@) Each participating institution shall
file the following reports with the comptroller electronically and as prescribed by rules of the comptroller:

(1) a daily report of the aggregate ledger balance of deposits of public agencies
participating in the pooled collateral program that are held by the institution, with each public
entity's funds held itemized,;

(2) a weekly summary report of the total market value of securities held by a custodian
trustee on behalf of the participating institution;

(3) a monthly report listing the collateral securities held by a custodian trustee on behalf
of the participating institution, together with the value of the securities; and

(4) as applicable, a participating institution's annual report that includes the participating
institution's financial statements.

(b) The comptroller shall provide the participating institution an acknowledgment of each report
received.

(c) The comptroller shall provide a daily report of the market value of the securities held in each
pool.

(d) The comptroller shall post each report on the comptroller's Internet website.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 2009.

Sec. 2257.106. ANNUAL ASSESSMENT. (@ Once each state fiscal year, the comptroller
shall impose against each participating institution an assessment in an amount sufficient to pay the costs of
administering this subchapter. The amount of an assessment must be based on factors that include the
number of public entity accounts a participating institution maintains, the number of transactions a
participating institution conducts, and the aggregate average weekly deposit amounts during that state fiscal
year of each participating institution's deposits of public funds collateralized under this subchapter. The
comptroller by rule shall establish the formula for determining the amount of the assessments imposed
under this subsection.

(b) The comptroller shall provide to each participating institution a notice of the amount of the
assessment against the institution.
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(c) A participating institution shall remit to the comptroller the amount assessed against it under
this section not later than the 45th day after the date the institution receives the notice under Subsection (b).

(d) Money remitted to the comptroller under this section may be appropriated only for the purposes
of administering this subchapter.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.107. PENALTY FOR REPORTING VIOLATION. The comptroller may impose an
administrative penalty against a participating institution that does not timely file a report required by Section
2257.105.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.108. NOTICE OF COLLATERAL VIOLATION; ADMINISTRATIVE PENALTY.
(@) The comptroller may issue a notice to a participating institution that the institution appears to
be in violation of collateral requirements under Section 2257.104 and rules of the comptroller.

(b) The comptroller may impose an administrative penalty against a participating institution that
does not maintain collateral in an amount and in the manner required by Section 2257.104 and rules of the
comptroller if the participating institution has not remedied the violation before the third business day after
the date a notice is issued under Subsection (a).

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.109. PENALTY FOR FAILURE TO PAY ASSESSMENT. The comptroller may
impose an administrative penalty against a participating institution that does not pay an assessment against
it in the time provided by Section 2257.106(c).

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.110. PENALTY AMOUNT; PENALTIES NOT EXCLUSIVE. (@ The
comptroller by rule shall adopt a formula for determining the amount of a penalty under this subchapter.
For each violation and for each day of a continuing violation, a penalty must be at least $100 per day and
not more than $1,000 per day. The penalty must be based on factors that include:

(1) the aggregate average weekly deposit amounts during the state fiscal year of the
institution's deposits of public funds;

(2) the number of violations by the institution during the state fiscal year;
(3) the number of days of a continuing violation; and

(4) the average asset base of the institution as reported on the institution's year-end report
of condition.
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(b) The penalties provided by Sections 2257.107-2257.109 are in addition to those provided by
Subchapter D or other law.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 2009.

Sec. 2257.111. PENALTY PROCEEDING CONTESTED CASE. A proceeding to impose a
penalty under Section 2257.107, 2257.108, or 2257.109 is a contested case under Chapter 2001.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.112. SUIT TO COLLECT PENALTY. The attorney general may sue to collect a penalty
imposed under Section 2257.107, 2257.108, or 2257.109.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.113. ENFORCEMENT STAYED PENDING REVIEW. Enforcement of a penalty
imposed under Section 2257.107, 2257.108, or 2257.109 may be stayed during the time the order is under
judicial review if the participating institution pays the penalty to the clerk of the court or files a supersedeas
bond with the court in the amount of the penalty. A participating institution that cannot afford to pay the
penalty or file the bond may stay the enforcement by filing an affidavit in the manner required by the Texas
Rules of Civil Procedure for a party who cannot afford to file security for costs, subject to the right of the
comptroller to contest the affidavit as provided by those rules.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 20009.

Sec. 2257.114. USE OF COLLECTED PENALTIES. Money collected as penalties under this
subchapter may be appropriated only for the purposes of administering this subchapter.

Added by Acts 2009, 81st Leg., R.S., Ch. 486 (S.B. 638), Sec. 1, eff. September 1, 2009.
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