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POLICY OVERVIEW

1. POLICY

It is the policy of the City of Gaithersburg (“City) to invest funds not needed for immediate
expenditures (operating funds) in a manner that will provide the maximum safety of
principal, while meeting the daily cash flow needs of the City. The manner in which they are
invested will conform to all federal, State of Maryland and City statutes governing the
investment of public funds. Funds subject to additional federal, state, and/or contractual
laws and regulations will also be invested in accordance with those laws and regulations.

2. SCOPE

This policy will apply to all of the City’s financial assets that are accounted for in the City’s
Comprehensive Annual Financial Report, including the following fund types:

- General Fund,

- Special Revenue(s),

- Capital Project Fund(s),

- Any new governmental or proprietary fund created in future years, and
- Private Purpose Trust Fund

All assets held in trust, agency and custodian funds (excluding the private purpose trust)
are exempt from the provisions of this policy. These assets consist of financial assets of the
City’s retirement plans, deferred compensation plans, and other post-employment benefits
(OPEB) plan. The retirement plan financial assets and deferred compensation plans are
invested in accordance with State statutes and participant investment decisions. Those
assets are held in trust for the participants and are not assets of the City. The OPEB plan is
invested under direction of the OPEB trustee board.

This policy would cover the investment of proceeds from bond issues, if the City undertook
to issue debt in future years. The City may not borrow funds for the express purpose of
reinvesting those funds.

3. OBJECTIVES
The primary objectives, in priority order, of investment activities shall be:
1. Legality: all investments shall be made in accordance with applicable laws.

2. Safety: Safety and preservation of principal in the overall portfolio is the foremost
objective of the investment program.

3. Liquidity: The investment portfolio shall remain sufficiently liquid to meet all operating
requirements that may reasonably be anticipated. However, since all possible cash
demands cannot be anticipated, the portfolio should consist largely of securities with
active or secondary resale markets.

City of Gaithersburg, Maryland
Investment Policy Page | 3 of 22



4. Yield: 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 City’s investment risk constraints and liquidity needs. Return on investment
is of secondary importance compared to safety and liquidity objective described above.

4. STANDARDS OF CARE

The standard of care to be applied by investment officials shall be the “prudent person” rule,
which states, “Investments shall be made with judgement 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
probably safety of their capital as well as the probable income to be derived.” The “prudent
person” rule shall be applied in the context of managing the entire portfolio.

Investment officials acting in accordance with established procedures and the investment
policy and exercising due diligence shall not be held personally responsible for an
individual security’s credit risk or market price changes, provided deviations from the
expectation are reported in a timely fashion and appropriate action is taken to control
adverse developments.

5. DELEGATION OF AUTHORITY

Authority to manage the City’s investment program is granted under State law (Title 17 of
the Local Government Article and Title 6 of the State Finance and Procurement Article of the
Annotated Code of Maryland and Section 6-222 of the State Finance and Procurement
Article) and City Charter and Code.

Responsibility for the operation of the investment programs is hereby delegated to the
Director of Finance and Administration who shall establish and maintain written
administrative procedures and internal controls for the operation of the investment
program, consistent with this investment policy. Such procedures shall include:

1. Explicit delegation of authority to persons responsible for investment transactions. No
person may engage in any investment transaction except as provided under the terms of
this policy and the procedures established by the Director of Finance and
Administration.

2. Procedures should include reference to safekeeping, repurchase agreements, wire
transfer agreements, collateral depository agreements, and banking services
agreements.

3. The Director of Finance and Administration shall be responsible for all transactions
undertaken and shall establish a system of controls to regulate the activities of
subordinate officials involved in investment of City funds.

City of Gaithersburg, Maryland
Investment Policy Page | 4 of 22



ETHICS AND CONFLICT OF INTEREST

City employees involved with the investment process must not conduct personal business
activity that could conflict with proper execution of the investment program or that could
impair their ability to make impartial decisions. They shall refrain from undertaking
personal investment transactions with the same individual with whom business is
conducted on behalf of the City. City employees involved with the investment process will
also comply with the City’s ethics rules.

SAFETY

Safety and preservation of principal in the overall portfolio is the foremost investment objective. To
mitigate safety risks this policy outlines allowable investments, diversification, custodial
requirements, and authorized financial institutions.

1. CREDIT RISK AND AUTHORIZED INVESTMENTS

Credit risk is the risk the City would lose money due to a default by the security issuers or
backer. The City reduces the exposure to this risk by restricting the authorized investments
to the following:

1.

U.S. Government Securities - these securities include obligations for which the United
States has pledged its full faith and credit for the payment of interest and principal;

U.S. Agency Securities - Any obligation that a federal agency or a federal instrumentality
has issued in accordance with an act of congress;

Repurchase Agreements - entered into with financial institutions that sign master
repurchase agreements and that maintain collateralization of at least 102% of the
principal amount and comply with other safekeeping and collateral requirements.

Certificates of Deposit and Time Deposits, including deposits to Certificate of Deposit
Account Registry Service (CDARS) - Banks and savings and loan associations must
maintain collateralization that equals or exceeds that amount of the deposit not
federally insured and comply with other safekeeping and collateral requirements.

Bankers’ Acceptances - issued by a bank with a short-term debt rating in the highest
letter and numerical rating by at least one national recognized statistical rating
organization as designated by the United States Securities and Exchange Commission
(SEC) or the State Treasurer;

Municipal Bonds - amounts treated by the Internal Revenue Service as bond sale
proceeds only, bonds, notes or other obligations of investment grade in the highest
quality letter and numerical rating by at least one nationally recognized statistical rating
organization as designated by the SEC issued by or on behalf of this or any other state or
any agency, department, county, municipal or public corporation special district
authority, or political subdivision thereof, or in any fund or trust that invests only in
securities of the type described in this item;
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7.

10.

Commercial Paper - issued by a company that has received the highest letter and
numerical rating by at least two nationally recognized statistical rating organization as
designated by the United States Securities and Exchange Commission, provided that
such commercial paper may not exceed 10% of the total investments made under this
subsection;

Money Market Mutual Funds - that contain only securities of the organizations listed in
items 1,2, 3 and 4 above; are registered with the Securities and Exchange Commission
under the Investment Company Act of 1940, U.S.C. § 80(A), as amended and operated in
accordance with rule 2A-7 of the Investment Company Act of 1940, 17 C.F.R. § 270-2A-7,
as amended; and that has received the highest rating from at least one nationally
recognized statistical rating organization as designated by the United States Securities
and Exchange Commission;

Pooled Investments - Any investment portfolio created under the Maryland Local
Government Investment Pool, defined under the Local Government Article, Sections 17-
301 through 17-309 of the Annotated Code of Maryland, that is administered by the
State Treasurer. This Section is included as Attachment C of this policy;

Montgomery County Pooled Investment Fund; and

11. Any other investments expressly permitted by §6-222 of Maryland State Finance and

Procurement Code, as well as any future amendments to this State Code and other
future state laws that supersede or supplement this State Code, as applicable;

DIVERSIFICATION

Invested funds will be diversified to minimize risk of loss resulting from overconcentration
of assets. Concentration of credit risk is the risk that losses become substantial due to the
magnitude of the City’s investment in a single issuer. To reduce these risks the City will limit
the investment portfolio allocations by investment type and individual issuer as follows:

Security Type Maximum Maximum Issuer
Allocation (at time (at time of
of purchase) purchase)
U.S. Government Securities 100% N/A
U.S. Government Agencies & Instruments 75% 30%
Repurchase Agreements 50% 30%
Certificates of Deposit and CDARS 25% 5%
Bankers Acceptances 25% 10%
Municipal Bonds 25% 10%
Commercial Paper 10% 5%
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Money Market Mutual Funds 50% 25%

Maryland Local Government Investment Pool 100% N/A

Montgomery County Pooled Investment Fund 25% N/A

CUSTODIAL REQUIREMENTS

Custodial credit risk is the risk of default by the holding institution, i.e. the bank holding
cash or securities. The City will reduce this risk by ensuring all funds are insured,
collateralized or registered in the City’s name. This risk is also reduced through the
selection of financial institutions.

Collateralization

1. Collateral will be maintained in excess of FDIC coverage for all City bank accounts,
certificates of deposit and time deposits. Acceptable collateral is specified under Section
6-202 of the State Finance and Procurement Article of the Annotated Code of Maryland.
This is included as Attachment D of this policy.

2. Collateral is required for all repurchase agreements of at least 102% of the principal
amount. Acceptable collateral shall follow Attachment D.

3. All collateral will be held by an independent third party as specified under the next
section.

Safekeeping and Custody

All security transactions, including collateral for repurchase agreements, will be executed
on a delivery versus payment (DVP) basis, except for local government pooled investments,
certificates of deposit and time deposits. This is to ensure that securities are deposited in an
eligible financial institution when funds are released.

An independent third party with whom the City has a current custodial agreement will
always hold collateral. The custodian may not be a counterparty to the transaction, unless
the Custodian is the City’s primary bank and the securities purchased are from the bank and
include the collateral from the bank. The collateral for repurchase agreements, certificates
of deposit and time deposits are to be held in the City’s name and account.

4, AUTHORIZED FINANCIAL INSTITUTIONS AND ADVISORS

Investment Advisor(s)

The City may choose to work with an external investment advisor. If used, the selection of
an investment advisor will be based on a competitive procurement process. Advisory
services will be re-solicited at least every five years.
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All investment advisors shall verify in writing that they have received a copy of this Policy.
Such written statement shall indicate that they have read and understand this Policy and all
applicable statutes related to City investments, along with their intent to comply fully with
these requirements. The City shall require all investment advisors/bidders to submit
annually any or all of the following, as appropriate:

1. Audited financial statements.

2. Proof of Financial Industry Regulatory National Association (FINRA) certification.
3. Proof of state registration.

4. SEC Form ADV Part Il (for investment advisors).

Broker/Dealers

All broker/dealers who desire to provide investment services to the City will be provided
with a copy of the City’s Investment Policy. Before an organization can provide investment
services to the City, it must confirm in writing that it has received and reviewed the City’s
Investment Policy. All dealers, including primary government dealers, are required to send
the City an annual report on a yearly basis.

Primary Government Dealers:

The City may purchase all authorized and suitable investments, except for certificates of
deposit, from primary government dealers. All repurchase agreements entered into by the
City will be with primary government dealers with the exception of those executed with the
City's depository bank.

At the request of the Director of Finance and Administration, broker/dealers will supply the
City with information sufficient to adequately evaluate their financial capacity and
creditworthiness. The following information will be provided:

1. Audited financial statements;

2. Proof of Financial Institution Regulatory Authority (“FINRA”) certification and of state
registration;

3. A sworn statement by an authorized representative of the broker/dealer pledging to
adhere to “Capital Adequacy Standards” established by the Federal Reserve Bank and
acknowledging the broker/dealer understands that the City has relied upon this pledge;

4. Any additional information requested by the Director of Finance in evaluating the
creditworthiness of the institution.

Only firms meeting the following requirements will be eligible to serve as broker/dealers
for the City:

1. “Primary” dealers and regional dealers that qualify under Securities and Exchange
Commission Rule 15C3-1 (uniform net capital rule);

2. Capital of at least $10,000,000;
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Registered as a dealer under the Securities Exchange Act of 1934;
Member of FINRA;
Registered to sell securities in the State of Maryland; and

Engaged in the business of effecting transactions in U.S. government and federal agency
obligations for at least five (5) consecutive years.

If the City chooses to work with an external investment advisor, the advisor may be engaged
to maintain the list of authorized broker/dealers with whom the City will transact business.

Other Authorized Financial Institutions

The Director of Finance and Administration will select and maintain through a competitive
process a list of authorized financial institutions to be used as depositories and/or
custodians. In order to be considered for inclusion on this list the financial institution must:

1.

Meet federal regulatory standards for a well-capitalized institution as of the date of the
review of the institution. Benchmarks for well-established banks are available through
the FDIC.

Be a member of the Federal Depository Insurance Corporation (FDIC).

Certify that they have received a copy of this Policy. Such written statement shall
indicate that they have read and understand this Policy and all applicable statutes
related to City investments, along with their intent to comply fully with these
requirements, as applicable to that financial institution’s role.

Engaged in the commercial banking business for at least the last five (5) consecutive
years.

Annually, provide a copy of the institution’s annual report.

Safekeeping institutions will annually provide a copy of their most recent report on
internal controls.
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LIQUIDITY

The investment portfolio shall remain sufficiently liquid to meet all operating requirements that
may reasonably be anticipated. However, since all possible cash demands cannot be anticipated, the
portfolio should consist largely of securities with active or secondary resale markets.

Interest Rate Risk

The primary liquidity risk is related to interest rate risk, which is the risk that the market value of
securities will fall due to an increase in general interest rates. Generally the fair value of securities
with longer maturities is more sensitive to changes in the market interest rate. The City will reduce
this risk by:

1. Structuring the City’s portfolio so that securities mature to meet the City’s working capital
needs for ongoing operations; thereby avoiding the need to sell securities on the open market
prior to their maturation to meet those specific needs;

2. On at least an annual basis completion of a cash flow projection to identify funds needed for
working capital and short-term needs;

a. Funds expected to be needed for working capital needs will remain in instruments with
daily liquidity;

b. Short-term funds will be limited to instruments with maturities of one year or less
based on purchase date;

c. Funds not identified as being needed for working capital or short-term needs may be
invested for up to five years;

3. The portfolio will largely consist of securities with active resale markets, which is reflected in
the diversification section of this policy;

4. The City will determine appropriate duration or weighted average maturity (WAM) target(s)
for the portfolio. This may be segmented into multiple categories.

5. Monitoring interest risk exposure and if needed periodically restructuring the portfolio to
minimize the loss of market value and/or maximize cash flows;
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YIELD

The investment portfolio will be designed with the objective of attaining a market rate of return
throughout budgetary and economic cycles, taking into account the investment risk constraints and
liquidity needs. The City’s investment strategy is limited to relatively low risk securities in
anticipation of earning a fair return relative to the risk being assumed. Securities will generally be
held to maturity with the following exceptions:

1. A security with declining credit may be sold early to minimize loss of principal.

2. A security sale would improve the quality, yield, or target duration in the portfolio.
3. Liquidity needs of the portfolio require that the security be sold.

Performance

Appropriate benchmarks will be established against which portfolio performance will be measured
on a periodic basis. The benchmarks will be reflective of the actual securities being purchased and
will have a similar weighted average maturity as the portfolio. The benchmarks may also represent
alternative investments choices, such as the Maryland Local Government Investment Pool.

CONTROL ACTIVITIES

Competitive Selection of Investments

All securities purchases and sales will be transacted only with designated broker/dealers through a
formal and competitive process requiring the solicitation and evaluation of at least three
bids/offers, taking into consideration current market conditions. Electronic bids will be accepted.
The purchase will be awarded to the broker/dealer whose percentage yield produces the greatest
interest income to the City and complies with the safekeeping and investment limitations.
Investments can be awarded exclusively when the security is a new issue that can only be
purchased from one source or can be purchased at the same yield from any source. When selling a
security, the City will select the bid that generates the highest sale price. Comparative rates will be
documented within the Finance Department or by an investment advisor.

Internal Controls

The Director of Finance and Administration will establish a system of internal controls over cash
and investments which will be documented in writing. Among other topics, the documentation will
identify key points for segregation of duties over individual transactions, timely and regular
reconciliation of all bank and investment accounts, and clear identification of roles and
responsibilities.
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Reporting

The Director of Finance will at least quarterly submit to the City Manager an investment report
prepared in a manner which will allow the City Manager to ascertain whether investment activities
during the reporting period have conformed to the investment policy. The report will include, at a
minimum:

1. Detailed information on each investment (description, par value, coupon rate, yield to maturity
date, purchase price, purchase date, discount or premium amount, etc.);

2. Interest earnings for the period, including unrealized gains or losses resulting from fair value
changes;

3. Comparison of interest earnings to established benchmarks for the same period;
4. Current fair value of each security; and

5. Portfolio allocation by security type and maturity.

Security Downgrades

In the event that a City investment is downgraded below the minimum required rating by any
Nationally Recognized Statistical Rating Organization (NRSRO), the Director of Finance will make a
determination on the security’s disposition and notify the City Manager immediately.

Waiver of Policy

Situations may arise, where strict adherence to this Policy may have an adverse impact on the City’s
portfolio. In such an extreme situation the City Manager shall have the authority to waive any of the
provisions of this Policy, provided such waiver shall not result in making an investment not
authorized under Maryland State law.

Investment Policy Adoption

Practices in existence at the time of the approval of this revised policy, such as existing
relationships with financial institutions and concentrations of investments above new policy limits,
unless expressly illegal under State of Maryland law, will be grandfathered in and may be continued
under the new policy for a period of one year.

The City’s investment policy will be adopted by the Mayor and City Council by Resolution and filed
with the State Treasurer’s Office. This Investment Policy shall be updated on a continuing basis by
incorporation of substantive changes made to the Maryland State Finance and Procurement Code
(§6-222) and other future state laws that supersede or supplement this Code, as applicable.
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GLOSSARY

ACCRUED INTEREST: Interest accumulated on a security since the issue date or the last coupon
payment.

BANKERS ACCEPTANCE: A draft, bill, or exchange accepted by a bank or a trust company. Both the
issuer and the accepting institution guarantee payment of the bill.

BROKER: A professional individual or firm that facilitates the sale of securities from one person or
entity to another.

CERTIFICATE OF DEPOSIT (CD): A time deposit with a specific maturity evidenced by a certificate.
Large-denomination CDs are typically negotiable.

CERTIFICATE OF DEPOSIT ACCOUNT REGISTRY SERVICE (CDARS): A U.S. for-profit service that
breaks up large deposits (from individuals, companies, nonprofits, public funds, etc.) and places
them across a network of banks and savings associations around the U.S. This allows depositors to
deal with a single bank that participates in CDARS but avoid having funds above the Federal Deposit
Insurance Corporation (FDIC) deposit insurance limits in any one bank.

COLLATERAL: Securities, evidence of deposit or other property that a borrower pledges to secure
repayment of a loan. Also refers to securities pledged by a bank to secure deposit of public monies.

COMMERCIAL PAPER: An unsecured promissory note issued primarily by corporations for a
specific amount and maturing on a specific day. The maximum maturity for commercial paper is
270 days.

COMPREHENSIVE ANNUAL FINANCIAL REPORT (“CAFR”): The official audited financial statement
for the City.

COUPON: The annual rate of interest that a security’s issuer promises to pay the holder on the face
value.

DEALER: Similar to a broker in that it is a professional who facilitates the sale or purchase or
securities; however a dealer acts as one of the parties to the transaction.

DELIVERY VERSUS PAYMENT: There are two methods of delivery of securities: delivery versus
payment and delivery versus receipt. Delivery versus payment is delivery of securities with an
exchange of money for the securities. Delivery versus receipt is delivery of securities with an
exchange of a signed receipt for the securities.

DISCOUNT: The difference between the acquisition cost of a security and its value at maturity, when
quoted at lower than face value.

DISCOUNT SECURITIES: Non-interest bearing money market instruments that are issued at less
than face value and are redeemed at maturity for the full face value.
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DIVERSIFICATION: A process of investing assets among a range of security types to reduce portfolio
risk.

FACE VALUE: The principal amount owed on a debt instrument. It is the amount on which interest
is computer and represents the amount that the issuer promises to pay at maturity.

FEDERAL CREDIT AGENCIES: Agencies of the Federal government set up to supply credit to various
classes of institutions and individuals, e.g., S&L’s, small business firms, students, farmers, farm
cooperatives and exporters.

FEDERAL DEPOSIT INSURANCE CORPORATION (FDIC): A federal agency that insures bank
deposits, currently up to $250,000 per deposit.

FEDERAL HOME LOAN BANKS (FHLB): Government sponsored wholesale banks (currently 12
regional banks) which lend funds and provide correspondent banking services to member
commercial banks, thrift institutions, credit institutions and insurance companies. The mission of
FHLB is to liquefy the housing related assets of its members who must purchase stock in their
district Bank.

FEDERAL NATIONAL MORTGAGE ASSOCIATION (FNMA): FNMA, like GNMA was chartered under
the Federal National Mortgage Association Act in 1938. FNMA is a federal corporation working
under the auspices of the Department of Housing and Urban Development (HUD). It is the largest
single provider of residential mortgage funds in the United States. Fannie Mae, as the corporation is
called, is a private stockholder-owned corporation. FMNA’s purchases include a variety of
adjustable mortgages and second loans, in addition to fixed-rate mortgages. FNMA'’s securities are
also highly liquid and are widely accepted. FNMA assumes and guarantees that all security holders
will receive timely payment of principal and interest.

FLOATER: A bond or other type of debt whose coupon rate changes with market conditions (short-
term interest rates).

LIQUIDITY: A liquid asset is one that can be converted easily and rapidly into cash without a
substantial loss of value. In the money market, a security is said to be liquid if the spread between
bid and asked prices is narrow and reasonable size can be done at those quotes.

LOCAL GOVERNMENT INVESTMENT POOL (LGIP): An investment by local governments in which
their money is pooled as a method for managing local funds.

MARKET VALUE: The price at which a security is trading and could presumably be purchased or
sold.

MARK-TO-MARKET: The process whereby the book or collateral value of a security is adjusted to
reflect its current market rate.

MASTER REPURCHASE AGREEMENT: A written contract covering all future transactions between
the parties to repurchase - reverse repurchase agreements that establish each party’s rights in the
transactions. A master agreement will often specify among other things, the right of the buyer-
lender to liquidate the underlying securities in the event of default by the seller-borrower.

PAR VALUE: The face value or principal value of a bond.
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PORTFOLIO: A collection of securities held by an investor.

PRIMARY DEALER: A group of government securities dealers that have been preapproved by the
U.S. Federal Reserve (Fed) to make business deals with the Fed and the Treasury Department.
These dealers must meet certain liquidity and quality requirements and provide information to the
Fed.

PRUDENT PERSON RULE: An investment standard that states the trustee may invest in a security if
it is one that would be bought by a prudent person of discretion and intelligence who is seeking
preservation of capital and a reasonable income.

RATE OF RETURN: The yield obtainable on a security based on its purchase price or its current
market price. This may be the amortized yield to maturity on a bond the current income return.

REPURCHASE AGREEMENT (RP OR REPO): A holder of securities sells these securities to an
investor with an agreement to repurchase them at a fixed price on a fixed date. The security
“buyer” in effect lends the “seller” money for the period of the agreement, and the terms of the
agreement are structured to compensate him for this. Dealers use RP extensively to finance their
positions. Exception: When the Fed is said to be doing RP, it is lending money, that is, increasing
bank reserves.

SAFEKEEPING: A service to customers rendered by banks for a fee whereby securities and
valuables of all types and descriptions are held in the bank’s vaults for protection.

TREASURY BILLS: A non-interest bearing discount security issued by the U.S. Treasury to finance
the national debt. Most bills are issued to mature in three months, six months, or one year.

TREASURY BONDS: Long-term coupon-bearing U.S. Treasury securities issued as direct obligations
of the U.S. Government and having initial maturities of more than 10 years.

TREASURY NOTES: Medium-term coupon-bearing U.S. Treasury securities issued as direct
obligations of the U.S. Government and having initial maturities from two to 10 years.

U.S. INSTRUMENTALITIES: An organization that serves a public purpose and is closely tied to
federal government, but is not a government agency. Many instrumentalities are private companies,
and some are charted directly by the federal government. Fannie Mae, Freddie Mac and Sallie Mae
are all examples of federal instrumentalities and carry an implicit guarantee from the U.S. Treasury,
not an explicit guarantee.

WEIGHTED AVERAGE MATURITY (WAM): The average maturity of all securities that compromise a
portfolio.

YIELD: The current rate of return on an investment generally expressed as a percentage of the
security’s current price.
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ATTACHMENT A

Annotated Code of Maryland
Article - Local Government

§17-101.

(a) In this section, “State financial institution” means an institution that:

(1) has a branch in the State that takes deposits; and

(2) is:

(i) a bank incorporated under the laws of any state or the United States;

(i) atrust company or savings bank incorporated under the laws of the State; or

(i) a savings and loan association incorporated under the laws of the State or the
United States.

(b) This section applies to the following governmental entities:

(1) the governing body of each county;

(2) the governing body of each municipality;

(3) each county board of education, including the Baltimore City Board of School
Commissioners;

(4) each road, drainage, improvement, construction, or soil conservation district or commission;

(5) the Upper Potomac River Commission; and

(6) any other political subdivision or body politic and corporate of the State.

(c) Subject to Subtitle 2 of this title and notwithstanding any provision of local law or ordinance, a
governmental entity or its authorized agent:

(1) in accordance with § 6-222 of the State Finance and Procurement Article may:

(i) invest and reinvest in obligations or repurchase agreements all unexpended money
in any fund or account of which the governmental entity or its authorized agent has custody or control; and
(ii) sell, redeem, or exchange an investment or reinvestment made under this item; or

(2) may deposit unexpended money in:

(i) an interest—bearing time deposit account or savings account at a federally insured
bank or federally insured savings and loan association in the State; or
(ii) the Local Government Investment Pool established under § 17-302 of this title.

(d) Except as provided in subsections (e) and (f) of this section, a governmental entity or its authorized
agent may deposit unexpended money in a federally insured bank or federally insured savings and loan association
under subsection (b)(2)(i) of this section only if the bank or savings and loan association gives as security for the
deposit collateral of a type specified in 8§ 6-202 of the State Finance and Procurement Article.

(e) A governmental entity or its authorized agent may deposit unexpended money in a federally insured
bank or federally insured savings and loan association without the security required under subsection (d) of this
section if:

(1) the money is initially deposited in a State financial institution chosen by the depositor;

(2) the State financial institution arranges for the further deposit of the money into one or more
certificates of deposit in an amount not exceeding the applicable Federal Deposit Insurance Corporation maximum
insurance coverage limit, issued by one or more federally insured banks or federally insured savings and loan
associations for the account of the depositor;

(3) when the money is deposited and the certificates of deposit are issued, the State financial
institution receives deposits from customers of other banks or savings and loan associations in an amount at least
equal to the amount of money initially deposited by the depositor;

(4) each certificate of deposit issued for the depositor's account is insured by the Federal
Deposit Insurance Corporation for 100% of the principal of and accrued interest on the certificate of deposit; and

(5) the State financial institution acts as custodian for the depositor with respect to the
certificates of deposit issued for the depositor’s account.

(f) A governmental entity or its authorized agent may deposit unexpended money in a federally insured
bank or federally insured savings and loan association without the security required under subsection (d) of this
section if:

(1) the money is initially placed for deposit with a State financial institution chosen by the
depositor to arrange for the redeposit of the money through a deposit placement program that meets the
requirements under this subsection;

(2) on or after the date that the money of the governmental entity is received, the State financial
institution:
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(i) arranges for the redeposit of the money into one or more deposit accounts, each in
an amount of not more than the applicable Federal Deposit Insurance Corporation maximum insurance coverage
limit, in one or more federally insured banks or federally insured savings and loan associations for the account of the
depositor; and

(i) acts as custodian for the depositor with respect to the money deposited into the
accounts;

(3) any money of a governmental entity deposited into a State financial institution in accordance
with this subsection and held by that State financial institution at the close of a business day that is in excess of the
amount insured by the Federal Deposit Insurance Corporation is secured in accordance with this title;

(4) the full amount of the money of the governmental entity redeposited by the State financial
institution into deposit accounts in federally insured banks or federally insured savings and loan associations under
this subsection is insured by the Federal Deposit Insurance Corporation; and

(5) on the same date that the money of the governmental entity is redeposited under this
subsection, the State financial institution receives an amount of deposits from customers of other banks or savings
and loans in accordance with the deposit placement program that is at least equal to the amount of the money of the
governmental entity redeposited by the State financial institution.

(@) (1) The interest or income from an investment or deposit made under this section:

(i) shall be credited to the fund from which the investment or deposit was made; and

(i) may be invested or deposited as provided in this section.

(2) Notwithstanding paragraph (1) of this subsection, if the money invested or deposited under
this section is from a fund that contains the proceeds of the issuance of bonds or other obligations, the issuer may
use the interest or income from the investment or deposit to repay the principal of or interest on the bonds or other
obligations.

(h) A governmental entity or its authorized agent may withdraw or alter an investment or deposit made
under this section:

(1) to meet the requirements for which the money is held; or

(2) for reinvestment in accordance with this section.
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ATTACHMENT B

Annotated Code of Maryland
Article — State Finance and Procurement
Section 6-222 (a) and (b)

§6-222.
(@) The Treasurer may invest or reinvest unexpended or surplus money over which the Treasurer has
custody in:

(1) an obligation for which the United States has pledged its faith and credit for the payment of
the principal and interest;

(2) an obligation that a federal agency or a federal instrumentality has issued in accordance with
an act of Congress;

(3) a repurchase agreement collateralized in an amount not less than 102% of the principal
amount by an obligation of the United States, its agencies or instrumentalities, provided the collateral is held by a
custodian other than the seller designated by the buyer;

(4) bankers’ acceptances guaranteed by a financial institution with a short—term debt rating in the
highest letter and numerical rating by at least one nationally recognized statistical rating organization as designated
by either the United States Securities and Exchange Commission or the Treasurer;

(5) with respect to amounts treated by the Internal Revenue Service as bond sale proceeds only,
bonds, notes, or other obligations of investment grade in the highest quality letter and numerical rating by at least one
nationally recognized statistical rating organization as designated by the United States Securities and Exchange
Commission issued by or on behalf of this or any other state or any agency, department, county, municipal or public
corporation, special district, authority, or political subdivision thereof, or in any fund or trust that invests only in
securities of the type described in this item;

(6) commercial paper that has received the highest letter and numerical rating by at least two
nationally recognized statistical rating organizations as designated by the United States Securities and Exchange
Commission, provided that such commercial paper may not exceed 10% of the total investments made by the
Treasurer under this subsection;

(7) money market mutual funds that:

(i) are registered with the Securities and Exchange Commission under the Investment
Company Act of 1940, 15 U.S.C. § 80a-1 et seq., as amended;

(i) are operated in accordance with Rule 2A-7 of the Investment Company Act of
1940, 17 C.F.R. § 270.2A-7, as amended; and

(i) have received the highest possible rating from at least one nationally recognized
statistical rating organization as designated by the United States Securities and Exchange Commission; and

(8) any investment portfolio created under the Maryland Local Government Investment Pool
defined under 8§ 17-301 through 17-309 of the Local Government Article of the Code that is administered by the
Office of the State Treasurer.

(b) The Treasurer may sell, redeem, or exchange an investment or reinvestment made under this section
in accordance with the limitations of this section.
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ATTACHMENT C

Annotated Code of Maryland
Article — Local Government
Local Government Investment Pool

§17-301.
(@) In this part the following words have the meanings indicated.
(b) “Authorized participant” means:
(1) the governing body of each county or municipality;
(2) a county board of education;
(3) the governing body of each road, drainage, improvement, construction, or soil conservation
district or commission in the State;
(4) the Upper Potomac River Commission;
(5) any other political subdivision or body politic and corporate of the State;
(6) a local government insurance pool formed under Title 19, Subtitle 6 of the Insurance Article;
or
(7) on approval of the State Treasurer, a unit of State government or an entity created by the
State if the funds of the unit or entity are not State money over which the Treasurer has investment authority.
(c) “Pool” means the Local Government Investment Pool.

8§17-302.
There is a Local Government Investment Pool.

§17-303.
The Pool consists of:
(1) money of authorized participants that is deposited in the Pool; and
(2) money of the State that is deposited in the Pool by the State Treasurer.

§17-304.
(@) The State Treasurer shall administer the Pool on behalf of:
(1) authorized participants; and
(2) to the extent that State money is included in the Pool, the State.
(b) The State Treasurer shall develop procedures necessary to administer the Pool efficiently, including:
(1) specification of the minimum and maximum amounts that may be deposited by any
authorized participant in the Pool and minimum periods of time for which deposits must be retained in the Pool;
(2) payment of administrative expenses from the earnings of the Pool; and
(3) distribution of earnings in excess of expenses or allocation of losses to authorized
participants in a manner that equitably reflects the amount and duration of each authorized participant’s investments
in the Pool.

§17-305.
(@) The State Treasurer shall establish investment policies for the Pool.
(b) Subject to the objectives and requirements of this part, the State Treasurer shall establish procedures
for:
(1) the investment and reinvestment of money in the Pool; and
(2) the acquisition, retention, management, and disposition of investments of the Pool.
(¢) (1) The State Treasurer shall invest money in the Pool in accordance with 8§ 6—222 and 6-223 of the
State Finance and Procurement Article.
(2) Notwithstanding any other law, the State Treasurer may:
(i) invest and reinvest money in the Pool in bankers’ acceptances guaranteed by
banks; and
(i) sell, redeem, or exchange an investment or reinvestment made under this
paragraph.
(d) Except as otherwise provided in this part, the State Treasurer shall retain custody of all instruments of
title to all investments of the Pool.
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(e) (1) The State Treasurer may deposit with one or more fiscal agents or banks any instruments of title
to investments of the Pool that the State Treasurer considers advisable.
(2) A fiscal agent or bank shall hold any instruments of title deposited with the agent or bank for
collection of:
(i) the principal of and interest or other income from the investments; or
(ii) the proceeds of sale of the investments.
(f) The State Treasurer shall collect the principal of and interest or other income from investments of the
Pool, the instruments of title to which are in the State Treasurer’s custody, when due and payable.

§17-306.
(@) The State Treasurer may:
(1) contract with a qualified Maryland fiscal agent; and
(2) compensate the fiscal agent for services rendered.
(b) The fiscal agent may perform administrative and investment services that the State Treasurer performs
under this part.

8§17-307.
Except for State money, money deposited in the Pool is not money of the State.

§17-308.

(@) The governing authority of an authorized participant may direct its financial officer to remit to the State

Treasurer for investment in the Pool money that:

(1) is available for investment; and

(2) is not required, by law or a covenant or agreement with bondholders or others, to be
segregated and invested in a different manner.

(b) The governing authority of an authorized participant having money intended for other postemployment
benefits that are available for investment, as authorized under 8§ 17-102 of this title, may direct its financial officer to
remit that money to the State Treasurer for investment in the Pool.

(c) (1) If the governing authority of an authorized participant determines that it is in the best interest of
the authorized participant to deposit money in the Pool, the governing authority shall:

(i) adopt a resolution or ordinance authorizing the deposit; and
(i) file a certified copy of the resolution or ordinance with the State Treasurer
accompanied by a statement of the approximate cash flow requirements of the authorized participant for the invested
money.
(2) The resolution or ordinance shall indicate the official of the authorized participant who is
responsible for depositing money in and withdrawing money from the Pool.
(d) Each subsequent deposit of money into the Pool shall be accompanied by a statement of:
(1) the intended duration of the investment; or
(2) the anticipated date of withdrawal of the money from the Pool.

§17-309.

(@) The State Treasurer shall maintain a separate account designated by name or number for each
authorized participant in the Pool, including the State, to record the individual transactions and totals of all
investments of each authorized participant.

(b) At least monthly, the State Treasurer shall credit accumulated income to each authorized participant’s
account.

(c) (1) The State Treasurer shall provide to each authorized participant a monthly report of the changes
in investments made during the preceding month.

(2) On request, the State Treasurer shall provide a detailed report of any transaction relating to
an investment of an authorized participant.

(d) On request, the State Treasurer shall pay from the Pool the principal and credited income of an
account maintained for an authorized participant if the request conforms to the terms of the deposit.

(e) (1) The State Treasurer may not make a payment from an account of an authorized participant in an
amount that exceeds the total amount of money in the account.

(2) The payee shall refund any excess amount paid.
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ATTACHMENT D

Annotated Code of Maryland
Article - State Finance and Procurement

§6-202.
Collateral that may be used under this subtitle shall be:
(1) an obligation of the United States or any of its agencies;

(2) an obligation guaranteed by the United States or by any of its agencies;

(3) an obligation insured by the United States;

(4) an obligation of the State or any of its units or instrumentalities;

(5) an obligation of a county of the State or any of its agencies;

(6) an obligation of a municipal corporation in the State or any of its agencies;

(7) an obligation of any other governmental authority in the State;

(8) an obligation of the Inter—America Development Bank;

(9) an obligation of the World Bank;

(10) an obligation of the following government—sponsored enterprises:

(i) the Federal Home Loan Banks;

(i) the Federal Home Loan Mortgage Corporation;

(iii) the Federal National Mortgage Association;

(iv) the Farm Credit System;

(v) the Federal Agricultural Mortgage Corporation; and

(vi) the Student Loan Marketing Association;

(11) a surety bond if:

(i) subject to the terms and conditions of the bond, it is irrevocable and absolute;

(i) the surety bond is issued by an insurance company authorized to do business in
this State;

(iii) the issuer of the surety bonds does not provide surety bonds for any one financial
institution in an amount that exceeds 10% of the surety bond insurer's policyholders’ surplus and contingency
reserve, net of reinsurance; and

(iv) the claims—paying ability of the authorized insurance company is rated, at all
relevant times, in the highest category by at least two nationally recognized rating agencies acceptable to the
Treasurer;

(12) an obligation or security of, or other interest in, any open—end or closed—end management
type investment company or investment trust registered under the provisions of the federal Investment Company Act
of 1940, 15 U.S.C. § 80a-1 et seq., if:

(i) the portfolio of the open—end or closed—end management type investment company
or investment trust is limited to direct obligations of the United States government and to repurchase agreements fully
collateralized by United States government obligations; and

(i) the open—end or closed—end management type investment company or investment
trust takes delivery of that collateral, either directly or through an authorized custodian; or

(13) a letter of credit issued by a Federal Home Loan Bank if the letter of credit meets the
conditions under the guidelines issued by the State Treasurer’s office.
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ATTACHMENT E

INVESTMENT POLICY COMPLIANCE CERTIFICATE
Please read the following statements and initial each individual item and sign below to indicate
receipt, acknowledgment, understanding and agreement to comply with the statements and overall
investment policy.
[ have received a copy of the cash and investment policy for the City of Gaithersburg (City).
[ have read the entire investment policy for the City.

[ understand the rules, regulations and procedures in the investment policy.

[ agree to abide by the rules, regulations and procedures in the investment policy as they
relate to any account opened with my institution.

[ agree to notify the Director of Financial and Administration and the City Manager if I
believe the City is not in compliance with the rules, regulations and procedures established in
the investment policy.

[ understand that my signature below indicates that [ have read, understood, and I agree to
comply with the City’s written policy.

Institution Name

Institution Representative Name (Printed) Title

Institution’s Representative Signature Date
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