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1. Purpose.  The purpose of this policy is to establish strategies, practices, and procedures to 
be used in administering the Town of Moraga investments.  The goal is to establish 
guidelines to manage Town funds to maximize security and liquidity while also complying 
with this investment policy and California Government Code Sections 53600 through 
53659, which govern investments for municipal governments. 

2. Scope:  This policy applies to all financial assets of the Town which are available for 
investment.  Any bond fund investments will be held separately and made in accordance 
with the bond debenture requirements. 

3. Objectives.  The Town’s investment objectives, in order of priority, are: 

Safety.  The standard of care to be applied by the Audit and Finance Committee (AFC) in 
making its recommendations to the Council will be the “prudent investor” standard, as 
defined under Government Code Section 53600.3.  Safety of principal is the foremost 
objective of the investment program.  Investments shall be undertaken in a manner that 
seeks to ensure the preservation of capital in the overall portfolio.  The objective is to 
mitigate both credit risk and interest rate risk. 

Liquidity.  The investment portfolio shall remain sufficiently liquid to meet all operating 
requirements that may be reasonably anticipated.  The portfolio should be structured so 
that securities mature concurrent with expected cash requirements.  Since all possible cash 
requirements cannot be anticipated, the portfolio should consist largely of securities with 
active secondary or resale markets.  A portion of the portfolio should be placed in money 
market mutual funds or local government investment pools which offer same-day liquidity 
for short-term funds. 

Yield.  The Town’s yield objective is to achieve a reasonable rate of return rather than the 
maximum generation of income that might expose the Town to unacceptable levels of risk.  
The investment portfolio shall be designed with the objective of attaining a market rate of 
return throughout the budgetary and economic cycles, taking into account the investment 
risk and liquidity needs.  Yield is of secondary importance compared to the safety and 
liquidity. 

Diversity.  The Town shall maintain a diversified portfolio to minimize the risk of loss 
resulting from over concentration of assets in a specific maturity, issuer or security type. 

4. Investment Strategies. 

Buy and Hold.  In order to minimize the impact of interest rate risk, it is intended that all 
investments will be held to maturity.  Investments may be sold prior to maturity for cash 
flow, appreciation purposes or in order to limit losses, however, no investment shall be 
based solely on earnings anticipated from capital gains. 

No Speculation.  The purchase of securities with the intent to profit from favorable 
changes in market prices or market conditions is prohibited. 
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No Leveraging.  Borrowing money for the purpose of investing is prohibited 

5. Investment Manager.  The Town Council may, upon recommendation of the Audit and 
Finance Committee, engage the services of one or more external investment managers to 
assist in the management of the Town's investment portfolio in a manner consistent with 
the Town's objectives.  Such external managers may be granted limited discretion to 
purchase and sell investment securities in accordance with this Investment Policy.  Such 
managers must be registered under the Investment Advisers Act of 1940, or be exempt 
from such registration, and have at least $5,000,000 in assets under management.  Such 
external managers shall be prohibited from 1) selecting broker/dealers, 2) executing 
safekeeping arrangements, and 3) executing wire transfers. 

Upon execution of any trade, the Town must receive confirmation directly from the 
broker/dealer and the custodian, not from the investment manager.  Safekeeping of 
investments recommended by the investment manager shall be maintained by the Town's 
regular custodian, and not with the investment manager. 

6. Financial Dealers and Institutions.  The Administrative Services Director and the Audit 
and Finance Committee shall obtain information from qualified financial institutions to 
determine if the institution makes markets in securities appropriate for the Town's needs, 
can assign qualified sales representatives and can provide written agreements to abide by 
the conditions set forth in the Town of Moraga Investment Policy.  Investment accounts 
with all financial institutions shall be standard non-discretionary accounts and may not be 
margin accounts. 

All financial institutions which desire to become qualified bidders for investment 
transactions must supply the following: 

 Audited financial statements for the institution's three most recent fiscal years. 
 At least three references from California local agencies whose portfolio size, 

investment objectives and risk preferences are similar to the Town's. 
 A statement certifying that the institution has reviewed the California Government 

Code Section 53600 et seq. and the Town's Investment Policy and that all 
securities offered to the Town shall comply fully and in every instance with all 
provisions of the California Government Code. 
 

The Administrative Services Director will maintain a list of financial institutions 
authorized to provide investment services to the Town. 

7. Authorized Investments.  The Town will invest only in those instruments authorized by 
the California Government Code Section 53601.  The Town will not invest in stock, will 
not speculate and will not deal in futures or options.  The investment market is highly 
volatile and continually offers new and creative opportunities for enhancing interest 
earnings.  Accordingly, the Town will thoroughly investigate any new investment vehicles 
before committing Town funds to them.  The following investments are authorized: 
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Collateralized or insured bank savings accounts and demand deposits. 

 Investment in any one financial institution may not exceed 10% of the portfolio. 
 Investment in this category may not exceed 25% of the portfolio. 

 
Collateralized or insured certificates of deposit:  Purchased through a bank or savings and 
loan association for a specified period of time at a specified rate of interest. 

 Maturity may not exceed 2 years. 
 Investment in any one financial institution may not exceed 10% of the portfolio. 
 Investment in this category may be 25% of the portfolio.  

 
United States Treasury securities:  Obligations issued by the U.S. Treasury for which the 
full faith and credit of the United States is pledged for payment of principal and interest. 

 Maturity may not exceed 5 years. 
 Investment in this category may be up to 100% of the portfolio. 

 
Federal agency obligations:  Obligations issued by Federal Government agencies or 
government sponsored agencies such as Government National Mortgage Association 
(GNMA), the Federal Farm Credit Bank (FFCB), the Federal Home Loan Bank (FHLB), 
the Federal National Mortgage Association (FNMA), the Student Loan Marketing 
Association (SLMA), and the Federal Home Loan Mortgage Corporation (FHLMC). 

 Maturity may not exceed 5 years. 
 Investment in any one Federal agency may not exceed 20% of the portfolio. 
 Investment in this category may not exceed 50% of the portfolio. 

 
Local Agency Investment Fund (LAIF):  The Local Agency Investment Fund has been 
established by the State of California that allows local agencies to pool their investment 
resources. 

 Investment in this category may be up to 100% of the portfolio. 
 

Banker’s acceptances:  Bills of exchange or time drafts drawn on and accepted by 
commercial banks. 

 The bank must be one of the 15 largest banks in the United States or one of the 50 
largest banks in the world. 

 Maturity may not exceed 180 days. 
 Investment through any one bank may not exceed 10% of the portfolio. 
 Investment in this category may not exceed 20% of the Town’s portfolio. 

 
Commercial paper. 

 The corporation must have assets in excess of $500 million. 
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 The corporation’s long term debentures must be rated at least Aa by Moody’s and 
AA by S&P. 

 The commercial paper must be rated P1 by Moody’s and A1 by S&P. 
 Maturity may not exceed 270 days. 
 Investment in corporate notes and commercial paper of any one corporation may 

not exceed 10% of the portfolio. 
 Investment in this category may not exceed 20% of the portfolio. 

 
Negotiable certificates of deposit:  These are issued by nationally or state chartered banks, 
state or federal savings institutions, or state licensed branches of foreign banks. 

 Maturity may not exceed 2 years. 
 Investment in any one financial institution may not exceed 10% of the portfolio. 
 Investment in this category may not exceed 25% of the portfolio. 

 
Medium term corporate notes. 

 The corporation must have assets in excess of $500 million. 
 The security must be rated at least Aa by Moody’s and AA by S&P. 
 Maturity may not exceed 5 years. 
 Investment in corporate notes and commercial paper of any one corporation may 

not exceed 10% of the portfolio. 
 Investment in this category may not exceed 25% of the portfolio. 

 
8. Ineligible Investments.  Ineligible investments are those that are not specifically 

authorized, including but not limited to, common stocks, reverse repurchase agreements, 
inverse floaters, range notes, mortgage derived interest only strips, derivatives securities, 
or any security that could result in zero interest accrual. 

9. Collateralization: Collateral must always be held by an independent third party with 
whom the Town has a current custodial agreement. 

State law regarding collateralization of deposits of public funds requires that securities be 
held by an agent (i.e., a trust company) of the bank, which may include the bank's trust 
department only if acceptable to both the bank and the Town, pursuant to California 
Government Code Sections 53656 and 53658.   

Under the provisions of California Government Code Section 53652, banks are required to 
secure the deposits of public funds, including certificates of deposits, by (a) pledging 
government securities with a value of 110% of the principal and accrued interest; (b) 
pledging first trust deed mortgage notes having a value of 150% of the total agency 
deposit; or, (c) a letter of credit drawn on the Federal Home Loan Bank at 105% of the 
total agency deposit.  Deposits must be secured at all times with eligible securities pursuant 
to Section 53651.  A copy of the Call Report of Local Agency's Deposits and Securities 
must be supplied to the Town and retained to document compliance with the collateral 
requirements. 
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The Town may waive the collateral requirements for deposits which are fully insured by 
the Federal Deposit Insurance Corporation. 

10. Safekeeping and Custody.  All security transactions shall be conducted on a delivery 
versus payment basis.  Securities will be held by a third party qualified custodian and 
evidenced by safekeeping receipts.  The trust department of the Town's bank may act as 
third party custodian, provided that the custodian agreement is separate and apart from the 
banking agreement. 

11. Prudence.  The Town shall operate its investments under the “Prudent Person Rule” which 
obligates a fiduciary to ensure that investments shall be made with judgment and care, 
under circumstances then prevailing, which persons of prudence, discretion and 
intelligence exercise in the management of their own affairs, not for speculation but for 
investment considering the probable safety of their capital as well as the probable income 
to be derived. 

Investment officers acting in accordance with written procedures and this investment 
policy and excising due diligence shall be relieved of personal responsibility for an 
individual security’s credit risk or market price changes, provided deviations from 
expectations are reported in a timely fashion and the liquidity and the sale of securities are 
carried out in accordance with the terms of this policy. 

Investment officials shall recognize that the investment portfolio is subject to public 
review and evaluation.  The overall program shall be designed and managed with a degree 
of professionalism worthy of the public trust. 

12. Ethics and Conflict Of Interest.  Officers and employees involved in the investment 
process shall refrain from personal business activity that could conflict with proper 
execution of the investment program, or could impair their ability to make impartial 
investment decisions.  Town employees involved in the investment process shall disclose 
to the Town Manager any material financial interest in financial institutions that conduct 
business within the jurisdiction.  They shall further disclose any large personal 
financial/investment positions that could be related to the performance of the investment 
portfolio.  Officers shall refrain from undertaking any large personal investment 
transactions with the same individual with whom business is conducted on behalf of the 
Town. 

13. Investment Report.  The Administrative Services Director in conjunction with the Town 
Treasurer will develop and maintain an investment reporting system, which will comply 
with Government Code Section 53607.  This reporting system will provide the Council and 
the Audit and Finance Committee (AFC) with appropriate investment performance 
information.  When the investment portfolio is sufficiently diversified such that Town 
funds are invested in instruments or pools other than the LAIF, and within 60 days of the 
end of each fiscal quarter, the Administrative Services Director shall send an investment 
report to the AFC and Town Council.  Reports may be rendered more frequently at the 
discretion of the Town Manager or Administrative Services Director.  The report should, at 
a minimum, provide the following information: 
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 A narrative discussion of the performance of the investment portfolio, with 
comparisons to appropriate benchmarks. 

 Detailed information for each investment, including information such as: 
description, par amount, maturity date, interest rate, yield to maturity, current 
market value and percentage of total portfolio. 

 A statement that projected cash flow is adequate to meet expected obligations 
over the next six months or the circumstances under which projected cash flow 
will not be adequate to meet expected obligations. 

 A statement that the portfolio is in compliance with this policy or how it deviates, 
if not in compliance. 
 

14. Investment Policy Review.  As required under Government Code Sections 16481.2 and 
53646, the Council will review the Investment Policy annually.  This investment policy 
shall be reviewed first by the Audit and Finance Committee (AFC) to ensure its 
consistency with the overall objectives of safety, liquidity and return, as well as its 
relevance to current law and financial/economic trends.  The committee will send any 
recommended changes to the Town Council for approval. 
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GLOSSARY 
 

Banker’s Acceptance: a bearer time draft for a specified amount payable on a specified 
date.  It is drawn on a bank by an individual or business seeking to finance domestic or 
international trade.  The banker’s acceptance is collateralized by commodity products.  
Sale of goods is usually the source of the borrower’s repayment to the bank.  The bank 
finances the borrower’s transaction and then often sells the banker’s acceptance on a 
discount basis to an investor.  At maturity, the bank is repaid and the investor holding the 
banker’s acceptance receives par value from the bank. 

Bond: an interest-bearing security issued by a corporation, quasi-governmental agency or 
other body, which can be executed through a bank or trust company.  A bond is a form of 
debt with an interest rate, maturity, and face value, and is usually secured by specific 
assets.  Most bonds have a maturity of greater than one year, and generally pay interest 
semiannually. 

Bond Rating: the classification of a bond’s investment quality. 

Book Value: the amount at which a security is carried on the books of the holder or issuer. 
The book value is often the cost, plus or minus amortization, and may differ significantly 
from the market value. 

Certificate of Deposit (CD): debt instrument by a bank that usually pays interest.  .  
Maturities range from a few weeks to several years.  Interest rates are set by competitive 
forces in the marketplace. 

Commercial Paper: short-term obligations with maturities ranging from 2 to 270 days 
issued by banks, corporations, and other borrowers to investors with temporary idle cash.  
Such instruments are unsecured and usually discounted. 

Commission: the brokers or agent’s fee for purchasing or selling securities for a client. 

Credit Risk: the risk of loss due to the failure of the security issuer or backer. 

Federal Deposit Insurance Corporation (FDIC): federal agency that guarantees (within 
limits) funds on deposit in member banks. 

Federal Reserve System: the central bank of the United States which consists of a seven 
member Board of Governors, 12 regional banks and approximately 5,700 commercial 
banks that are members. 

Fiscal Year: an accounting or tax period comprising any twelve month period.  The 
Town’s fiscal year begins on July 1 and ends June 30. 

Full Faith And Credit of the United States: the unconditional guarantee of the United 
States government backing a debt for repayment. 
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Interest Rate: the interest earnings payable each year on borrowed funds, expressed as a 
percentage of the principal. 

Interest Rate Risk: the risk that the market value of a security will fall due to changes in 
the general interest rates. 

Investment: use of capital to create more money, either through income-producing 
vehicles or through more risk-oriented ventures designed to result in capital gains. 

Investment Portfolio: a collection of securities held by a bank, individual, institution, or 
government agency for investment purposes. 

LAIF: The Local Agency Investment Fund is an investment pool established by the State 
of California that allows local agencies to pool their investment resources. 

Liquidity: the ability to convert a security into cash promptly with minimum risk of 
principal. 

Market Value: the price at which a security is currently being sold in the market. 

Maturity: the date that the principal or stated value of debt instrument becomes due and 
payable. 

Moody's: Moody’s Investors Service.  One of two major rating services. The other is 
Standard & Poor's. 

Portfolio: the collection of securities held by an individual or institution. 

Principal: the face or par value of an instrument. 

Rate of Return: 1) the yield which can be attained on a security based on its purchase 
price or its current market price. 2) income earned on an investment, expressed as a 
percentage of the cost of the investment. 

Rating: the designation used by investors’ services to rate the quality of a security’s 
creditworthiness.  Moody’s ratings range from the highest Aaa, down through Aa, A, Bbb, 
Ba, B, etc.  Standard and Poor’s rating range from the highest AAA, down through AA, A, 
BBB, BB, B, etc. 

Safekeeping: a service offered to customers for a fee, where securities are held in the 
vaults for protection. 

Securities: investment instruments such as bonds, stocks and other instruments of 
indebtedness or equity. 

S&P: Standard & Poor's.  One of two major rating services. The other is Moody’s 
Investors Service. 
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Treasury Bill (T-BILL): U.S. Treasury Bills are short-term, direct obligations of the U.S. 
Government issued with original maturities of 13 weeks, 26 weeks and 52 weeks. 

Trustee: a bank designated as the custodian of funds and the official representative for 
bondholders. 

Underwriter: a dealer bank or financial institution which arranges for the sale and 
distribution of a large batch of securities and assumes the responsibility for paying the net 
purchase price. 

U.S. Government Agencies: instruments issued by various U.S. government agencies 
most of which are secured only by the credit worthiness of the particular agency.  This 
includes agencies such as the Government National Mortgage Association (GNMA), the 
Federal Farm Credit Bank (FFCB), the Federal Home Loan Bank (FHLB), the Federal 
National Mortgage Association (FNMA), the Student Loan Marketing Association 
(SLMA), and the Federal Home Loan Mortgage Corporation (FHLMC). 

Yield: the annual rate of return on an investment, expressed as a percentage of the 
investment. 


