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%Nw Agenda Item 10

Municipal Water District

Memo

Date: November 18, 2025

To: Olivenhain Municipal Water District Board of Directors

From: Leo Mendez, Finance Manager

Via: Kimberly Thorner, General Manager

Subject: ANNUAL REVIEW OF INVESTMENT AND BOARD DESIGNATED FUND
BALANCES (RESERVES) POLICIES AND PROPOSED CHANGES TO THE POLICY
FOR 2025

The District’s Investment Policy is reviewed annually to ensure compliance with
California Government Code sections that govern the investment of public funds. The
District’s Operating Fund, Capital and Equipment Fund, Rate Stabilization Fund, and
Pension Stabilization Fund balances are reviewed annually when the District’s financial
audit is completed.

Investment Policy

PFM Asset Management (PFM) has reviewed the District’s Investment Policy to ensure
its alignment with the California Government Code provisions governing public fund
investments. PFM confirmed that the Policy remains comprehensive and fully compliant
with current legal requirements. Although recent updates to the Code were noted, none
require revisions to the Policy. The only recommended update is to extend the Policy’s
effective period through calendar year 2026.

Two comments are included in the attached policy. However, they are just for

committee information and background. Staff is not recommending changes at this
time.
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Board Designated Fund Balances (Reserves) Policy

There are no proposed changes to the District’s Reserves Policy. The last update to the
Reserves Policy was completed in December 2022 which added Water and Wastewater
Pension Stabilization Funds into the District’s Reserves Policy to comply with the
Pension Funding Policy adopted by the Board in June 2022.

Staff will be available during the meeting for discussion with the Committee.

Attachments: Attachment 1 - DRAFT Investment Policy
Attachment 2 — PFM Review Memorandum
Attachment 3 - Board Designated Fund Balances (Reserves) Policy
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OLIVENHAIN MUNICIPAL WATER DISTRICT
Annual Investment Policy
Calendar Year 20252026

C. Depository Accounts and Certificates of Deposit: The District may
invest in insured or collateralized certificates of deposits, saving accounts, market
rate accounts, or other bank deposits insured by commercial banks, savings and
loans, state or federal credit union in California (Government Code Section 53630
et seq). A written depository contract is required with all institutions that hold
District deposits. Securities placed in a collateral pool must provide coverage for
at least 110 percent of all deposits that are placed in the institution. Acceptable
pooled collateral is governed by California Government Code Section 53651. Real
estate mortgages are not considered acceptable collateral by the District, even
though they are permitted in Government Code Section 53651(m). All financial
institutions are required to provide the District with a regular statement of pooled
collateral. This report will state that they are meeting the 110 percent collateral
rule (Government Code Section 53652(a)), a listing of all collateral with location
and market value, plus an accountability of the total amount of deposits secured
by the pool. Certificates of deposit, shall not exceed 5% per issuer of the value of
all District investments at any time.

Deposits, up to the federal deposit limit, are allowable in any institution that
insures its deposits with the Federal Deposit Insurance Corporation (FDIC) or the
National Credit Union Administration (NCUA), regardless of Moody’s Investors
Service or Standard & Poor’s Corporation ratings. The Treasurer, for deposits of
up to federal insurance limit may waive collateral requirements. A maximum
deposit of up to federal insurance limit may be deposited in any one institution
without collateral. No bank shall receive District funds of greater than federal
insurance limit if it has a Moody’s Investor Service or Standard & Poor’s
Corporation rating less than “A”. Maximum investment maturity will be restricted to
three (3) years.

In accordance with section 53638 of the California Government Code, any
deposit shall not exceed the shareholder’s equity of any depository bank, nor shall
the deposit exceed the total net worth of any institution. No deposits shall be made
at a state or federal credit union if a member of the Board of Directors or the
General Manager or Treasurer serves on the Board of Directors or any committee
appointed by the Board of Directors of the credit union.

D. Placement Service Deposit: The District may invest in insured
deposit placed with a private sector entity that assists in the placement deposits
with eligible financial institutions located in the United States (Government Code
Section 53601.8). The full amount of the principal and the interest that may be
accrued during the maximum term of each deposit shall at all times be insured by
federal deposit insurance. Placement Service Deposit, shall not exceed 5% per
issuer of the value of the District’'s investments at any time. The maximum
investment maturity will be restricted to three years.

E. Negotiable Certificates of Deposit: Negotiable certificates of
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Deposits issued by a national or a State-chartered or a State or Federal
association or by a federally licensed or State-licensed branch of a foreign bank
(Government Code Section 53601(i)). Maximum investment maturity is restricted
to two years for notes rated “AA-“or higher and five years for “AAA” rated notes.
Negotiable Certificates of Deposit, shall not exceed 5% per issuer of the value of
all District investments at any time.

F. Commercial Paper: Investment is limited to the highest grade of
stand alone or enhanced (“prime”) commercial paper as rated by Moody's Investor
Service, Standard & Poor's Corporation, or Fitch Financial Services (A1/P1/F1)
issued only by a general corporation that is organized and operating within the
United States, and having total assets in excess of $500 million and has debt other
than commercial paper that is rated “A” or higher by Moody’s, S&P, or Fitch
(Government Code Section 53601(h)). The maximum investment maturity for
commercial paper shall be restricted to 270 days. Purchases of commercial paper
shall not exceed 20% the total value of all District investments at any time and shall
not exceed 5% per issuer of all District investments at any time.

G. Medium Term Notes: Medium term notes are corporate or bank
notes with a maximum remaining maturity of 5 years or less. Investment is limited
to “AA- “ rated or higher notes, from a nationally recognized rating service like
Moody’s Investor Service or Standard and Poor’s Corporation. All such notes shall
be solely from corporations organized and operating in the U.S. or banks licensed
in the U.S. or any state and operating in the United States. Permissible types of
notes include fixed rate and variable rate. Maximum investment maturity is
restricted to two years for notes rated “AA-“,or higher and five years for "AAA" rated
notes. Medium term notes shall not exceed 5% per issuer of all District
investments at any time.

H. Agencies: The District is permitted to invest in federal agency or
United States government-sponsored enterprise obligations, participations, or
other instruments, including those issued and fully guaranteed as to principal and
interest by federal agencies or United States government sponsored enterprises
(Government Code 53601(f)). Maximum maturity is limited to 5 years. The amount
invested in agencies shall not exceed 50% of all District investments at any time.

l. Money Market Funds: Shares of beneficial interest issued by
diversified management companies that are money market funds registered with
the Securities and Exchange Commission under the Investment Company Act of
1940 (15 U.S.C. Sec. 80a-1 and following) (Government Code 53601(1)(2)).
Investments are limited to those money market funds that invest in U.S.
Treasuries, Federal Agency obligations, and repurchase agreements relating to
such obligations. Funds must have the highest ranking or the highest letter and
numerical rating by not less than two nationally recognized rating services, or have
an investment adviser registered with the Securities and Exchange Commission
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with not less than five years' experience managing money market funds with
assets under management in excess of $500,000,000. No more than 5% of the
value of all District investments shall be invested in any fund and no more than
20% of the value of all District investments may be invested in all money market
funds combined. Any fund shares purchased will not include any type of
commission.

J. Banker’s Acceptances: Bankers’ acceptances are bills of exchange
or time drafts drawn on and accepted by a commercial bank (Government Code
53601(g)). Purchases of banker’s acceptances may not exceed 180 days maturity
as per Government Code Section 53601 (g). Maximum portfolio exposure will be
limited to 20% of the total value of all District investments at any time and single
issuer holdings to no more than 3% per issuer. Banker’s acceptances shall not be
purchased by the Treasurer without the prior approval of the Board.

K. Repurchase Agreements and Reverse Repurchase Agreements: A
Repurchase Agreement is a purchase of securities by the District under an
agreement with another party who will repurchase these securities on or before a
specified date and for a specified amount and the other party delivers the
underlying securities to the District by book entry, physical delivery, or by third-
party custodial account. A Reverse Repurchase Agreement means a sale of
securities by the District under an agreement where the District will repurchase the
securities on or before a specified date. While Repurchase Agreements and
Reverse Repurchase Agreements are permitted by state law (Government Code
53601(j)), the Treasurer shall not purchase any securities under a Repurchase
Agreement or a Reverse Repurchase Agreement unless it has first been approved
by the Board of Directors of the District. State law prohibits Repurchase
Agreements unless the underlying value of the securities covering the Repurchase
Agreement are valued at least 102% or greater of the funds borrowed against
those securities and this value must be adjusted no less than quarterly. Collateral
for repurchase agreements is limited to obligations of the United States
government and its agencies. Reverse Repurchase Agreements are only
permitted by state law where the security being sold by the District has been owned
and fully paid for by the District for a minimum of thirty (30) days prior to sale, The
agreement may not exceed a term of 90 days unless the agreement includes a
provision guaranteeing a minimum earning or spread for the entire period between
the sale of a security and the final maturity date.

The amount invested repurchase agreements shall not exceed 20% of all
District investments at any time. The amount invested in reverse repurchase
agreements shall not exceed 10% of the base value of the District’s portfolio at any
time.

L. Local Government Investment Pool: Shares of beneficial interest
issued by a joint powers authority organized pursuant to Government Code

10
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Section 6509.7 that invests in the securities and obligations authorized in the
Government Code(Government Code 53601(p)). Investments are limited to pools
that are rated “AA” or better. Local Government Investment Pools shall not exceed
30% of the value of all District investments at any time. The District shall conduct
a thorough investigation of any pool prior to making an investment, and on a
continual basis thereafter. Best efforts will be made to acquire the following
information:

1. A description of eligible investment securities, and a written statement of
investment policy and objectives.

2. A description of interest calculations and how it is distributed, and how
gains and losses are treated.

3. A description of how the securities are safeguarded (including the

settlement processes), and how often the securities are priced and the

program audited.

A description of who may invest in the program, how often, what size

deposit and withdrawal are allowed.

A schedule for receiving statements and portfolio listings.

Are reserves, retained earnings, etc. utilized by the pool/fund?

A fee schedule, and when and how is it assessed.

Is the pool/fund eligible for bond proceeds and/or will it accept such

proceeds?

»

ONoOO

M. Municipal Bonds: The Treasurer is authorized to invest in registered
treasury notes or bonds of any of the 50 United States payable solely out of the
revenues from a revenue-producing property owned, controlled, or operated by a
state or by a department, board, agency or authority of any of the 50 United States.
Such securities must have ratings from at least two of three ratings as follows: “A1”
by Moody’s Investors Service, or “A+" by Standard & Poor’s, or “A+" by Fitch
Ratings; or as otherwise approved by the Board; or

Registered general obligation treasury notes or bonds of any of the 50
United States. Such securities must have ratings from two of three rating agencies
as follows: at least “A3” by Moody’s Investors Service, or “A-" by Standard &
Poor’s, or “A-" by Fitch Ratings; or as otherwise approved by the Board; or

Adjustable rate registered treasury notes or bonds of any of the 50 United
States, including bonds payable solely out of the revenues from a revenue-
producing property owned, controlled, or operated by a state or by a department,
board, agency or authority of any of the 50 United States. Such securities must
have ratings from at least two of three rating agencies as follows: “P-1” by Moody’s
Investors Service, or “A-1+" by Standard & Poor’s, or “F-1+" by Fitch Ratings; or
as otherwise approved by the Board; or.

11
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Adjustable rate notes or bonds warrants, or other evidences of
indebtedness of any local agency within the State of California with a minimum
rating of either “P-1” by Moody’s Investors Service, or “A-1+” by Standard & Poor’s,
or “F-1+” by Fitch Ratings, including bonds, notes, warrants, or other evidences of
indebtedness payable solely out of the revenues from a revenue-producing
property owned, controlled, or operated by either the local agency, a department,
board, agency, or authority of the local agency, or of any local agency within this
state; or.

Taxable or tax-exempt bonds, notes, warrants, or other evidences of
indebtedness of any local agency within the State of California with a minimum
rating of either “A1” by Moody’s Investors Service, or “A+” by Standard & Poor’s,
or “A+” by Fitch Ratings (the minimum rating shall apply to the local agency,
irrespective of any credit enhancement), including bonds, notes, warrants, or other
evidences of indebtedness payable solely out of the revenues from a revenue-
producing property owned, controlled, or operated by either the local agency, a
department, board, agency, or authority of the local agency, or of any local agency
within this state.

The amount invested in municipal securities shall not exceed 5% per issuer
of all District investments at any time.

N. Permitted Investments Without Board Approval: The Treasurer is
authorized to invest District funds in federally insured or collateralized depository
accounts, the Local Agency Investment Fund, the California Asset Management
Pool (CAMP), treasury securities, negotiable certificates of deposit, commercial
paper, medium term notes, agencies and money market funds meeting all
requirements of this investment policy for the particular investment being
purchased without prior Board approval. All other investments such as banker’'s
acceptances, Repurchase Agreements, Reverse Repurchase Agreements, and
investments in the San Diego County Investment Pool shall only occur with prior
approval of the Board. The Treasurer shall ensure that all investments made on
behalf of the District meet all of the minimum requirements contained in this
Investment Policy.

VIl. PORTFOLIO LIMITATIONS
Following is a listing of potential authorized investments with corresponding

limitations on the amount of the District’'s portfolio that may be invested in each
authorized investment at any given time:

12
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Investment Maximum Maximum % % or$ Minimum
Type RMatu'rlfy of Portfolio Limit per CRtatmg
emaining Issuer ategory
Local Agency | N/A 50% $40,000,000 | None
Investment
Fund
Treasury 5 years None None None
Securities
Certificates of | 3 years 30% all CDs and | 5% or Minimum rating
Deposit Elacemtent FDIC Limit for pf A |{ |
eposits any institution investment is

that insures greater than

its deposits FDIC fimit

with FDIC
Placement 3 years 30% all CDs and | 5% and/or None
Serwcg Placerr_1ent FDIC Limit .
DepOSItS DepOSItSl __— Commented [RM1]: There was one Code change effective

January 1, 2025 (Assembly Bill 2618). The Bill extends to January
Negotiable 2 years (AA-or |30% allCDsand | 5% AA- if 2 years 11;1 jc‘)eﬁe;fgesgli:gm:; (o et 0% L @ it i
gertlflgtates of | greater) Blacemtent AAA if 5 years iztn fif;’i;“f,‘?i‘.ff?i ;}tleyg:few tlﬁt just so you are aware. We made
eposi 5 years (AAA) eposits |
Commercial | 270 days 20% 5% A1/P1/F1 | commented [RM2]: SB 595 Bill Text - SB-595 Local
Paper Among othe provisions, s ol
Medium Term | 2 years (AA-or | 30% 5% AA-T 2 YEarS | prime quliy commercil pape fom 370 days 10397 days.
Notes greater) AAAif5 years | Recommend 270 days but adding for your knowledge
5 years (AAA)

Agencies 5 years 50% None None
Depository None 20% 5% in any None
Accounts, money
Money market fund
Market Funds
Bankers 180 days 20% 3% per issuer | None
Acceptances with prior

approval of

the Board
Repurchase | 90 days 20% With the prior | None
Agreements approval of

the Board

13
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Reverse 90 days 10% With the prior | None
Repurchase approval of
Agreements the Board

Local None 30% None AA
Government

Investments

Pools (such

as CAMP)

Municipal N/A 30% 5% A1/A+
Bonds

The weighted average days to maturity of the total portfolio shall not exceed
the liquidity requirements of the District for the next six months based upon on-
going staff analyses.

VIll. REVIEW OF INVESTMENT PORTFOLIO

At least once each quarter, a sub-committee of the Board shall meet with
the General Manager or his/her designee to review the District’s portfolio and
provide guidance for future investments. All transactions will be reviewed by the
Treasurer on a regular basis to assure compliance with this Statement of
Investment Policy and a monthly report shall be provided to the Board on all
District investments.

In the event a security held by the District is subject to a rating change that
brings it below the minimum credit ratings specified by the Policy, the Treasurer
shall notify the Board at the next regularly scheduled Board meeting along with the
Treasurer’s recommended course of action. The course of action to be followed
will be decided on a case-by-case basis by the Board, considering such factors as
the reason for the rate drop, prognosis for recovery or further rate drops, and the
market price of the security.

In the event that the percentage limits attributable to each security type
are violated due to a temporary imbalance in the portfolio, the Treasurer will
make a determination as to the appropriate course of action. The appropriate
course of action may be to liquidate securities to rebalance the portfolio or to hold
the securities to maturity in order to avoid a market loss. Portfolio percentages
are in place to ensure diversification of the investment portfolio and as such a
small temporary imbalance would not violate this basic tenet. When a portfolio
percentage is exceeded the Treasurer will report the violation in the Treasurers
Report at the next regularly scheduled Board meeting, with detail of the strategy
determined to address the imbalance, for Board ratification. However, the

14
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Treasurer shall meet the portfolio percentages required by this investment policy
at the end of each month, unless waived by the Board.

IX. BOND PROCEEDS, BOND RESERVE FUNDS AND BOND SERVICE
FUNDS

Investment of bond proceeds and amounts held in bond reserve and service
funds are to be made in accordance with the related bond indentures.

X. INTERNAL CONTROLS

Internal controls shall be designed to prevent losses of public funds arising
from fraud, employee error, misrepresentation of third parties, unanticipated
changes in financial markets or imprudent action by employees and officers of the
District. Controls deemed most important include: control of collusion; separation
of duties and administrative controls; custodial safekeeping; clear delegation of
authority; management review and approval of investment transactions; specific
limitations regarding securities losses and remedial action; written confirmation of
telephone transactions; minimizing the number of authorized investment officials;
documentation of transactions and strategies; and code of ethic standards.

Existing procedures require all wire transfers initiated by the Finance
Department be reconfirmed by the appropriate financial institution. In addition, the
District’s signatory resolution specifies authorized signers and number of required
signatures for different disbursement transactions. Proper documentation
obtained from confirmation and cash disbursement wire transfers is required for
each investment transaction. Timely bank reconciliations are conducted to ensure
proper handling of all transactions.

The investment portfolio and all related transactions are reviewed and
balanced to appropriate general ledger accounts by the Finance Department on a
monthly basis. A listing of all investment transactions is provided on a monthly
basis to the Board of Directors for their approval. Current policy also requires that
the Treasurer’s approval be obtained for the purchase or sale of securities other
than transfers to/from investment pools or money market funds.

An independent analysis by an external auditor shall be conducted annually
to review internal controls, account activity and compliance with policies and
procedures.

XI.  QUALIFIED BANKS AND SECURITIES DEALERS
The District shall conduct business only with nationally or state chartered

banks, savings and loans or credit unions that are licensed and operating in the
United States or a state of the United States, and registered investment securities

15
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dealers. The District's staff will investigate all institutions that wish to conduct
business with the District prior to any District investment in the institution. All banks
shall have a minimum rating of “A” by Moody'’s or Standard and Poor. A list will be
maintained by the Finance Manager of approved institutions and security
broker/dealers. A bank rating service will be used by staff to verify financial
information provided by a financial institution or dealer. Annually, the Treasurer
shall transmit a copy of the current Statement of Investment Policy to all approved
dealers. The dealer is required to return a signed statement indicating receipt and
understanding of the District's Investment Policies. Primary dealers of the Federal
Reserve may provide substitute certification language at the discretion of the
Treasurer.

Xill. ETHICS AND CONFLICTS OF INTEREST

Officers and employees involved in the investment process shall refrain from
personal business activity that could conflict with proper execution of the
investment program, or which could impair their ability to make impartial
investment decisions. Additionally, the Treasurer and the Finance Manager are
required to annually file applicable financial disclosures as required by the Fair
Political Practices Commission (FPPC). All officers and employees involved in the
investment of public funds are required to comply with the District's Conflict of
Interest Code. The Treasurer and any District employees or agents evaluating any
investment for the District shall disclose any interest owned or held in any
institution or investment being considered by the District prior to the investment.

Xil. BOARD DISCRETION

The District recognizes that this policy consists of guidelines designed to
protect District funds and to provide liquidity for the on-going District operations.
The Board of Directors may timely approve, on an individual basis, investments
which would otherwise not be in accordance with this policy, in the event of
unforeseen circumstances, so long as the investment is permitted by state law.

Xlll. SAFEKEEPING AND CUSTODY

To protect against potential losses caused by the collapse of a security
dealer, all book-entry securities owned by the District, including repurchase
agreement collateral previously approved by the Board, shall be kept in
safekeeping with "perfected interest" by a third party bank trust department, acting
as agent for the District under the terms of a custody agreement executed by the
bank and by the District. All book-entry securities will be received and delivered
using standard delivery-versus-payment procedures.

16
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XIV. INTEREST EARNINGS

All monies earned and collected from investments authorized in this policy
shall be allocated monthly to various fund accounts based on the cash balance in
each fund as a percentage of the entire pooled portfolio.

XV. PROHIBITED INVESTMENTS

The Treasurer shall not invest any funds of the District in inverse floaters,
range notes, or mortgage derived interest-only strips at any time. The Treasurer
shall not invest any funds of the District in any security that could result in zero
interest accrual if held to maturity, except as authorized by Code. (Gov’t Code
§53601.6).

XVI. INVESTMENT PURCHASES

Any investments that the Treasurer purchases for the District that are not
purchased directly from the issuer shall be purchased either from an institution
licensed by the State of California as a broker/dealer or from a member of a
federally registered securities exchange, from a national or state-chartered bank,
from a savings association or a federal association, or from a brokerage firm
designated as a primary government dealer by the Federal Reserve Bank. (Gov't
Code §53601.5)

XVIl. QUARTERLY REPORTS

At least once each quarter, and within 45 days following the end of the
quarter, the District’'s Finance Officer shall provide an oral report to the Finance
Committee, comprised of the District's treasurer and one board member,
evaluating the safety of all District investments and advising the committee of any
investments of the District that represent a credit risk.

XVIIl. TREASURER’S AUTHORITY AND REVIEW OF INVESTMENT POLICY

The Authority of the Treasurer to make investment decisions on behalf of
the District shall automatically expire on December 31, 2025-2026 unless renewed
or extended by formal action of the Board of Directors of the District. This
investment policy shall be presented to the Board of Directors of the District by no
later than December 31, 2025-2026 and annually thereafter.

XIX. GLOSSARY OF INVESTMENT TERMS

AGENCIES: Federal agency securities and/or Government Sponsored
Enterprises (GSE) which include Federal Home Loan Bank (FHLB), Federal

17
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National Mortgage Association (FNMA), Federal Home Loan Mortgage
Corporation (FHLMC), Federal Farm Credit Bank (FFCB), and Federal
Agricultural Mortgage Association (Farmer Mac).

ASKED: The price at which securities are offered by the seller.

BANKERS’ ACCEPTANCE: A draft or bill or exchange accepted by a bank or
trust company. The accepting institution guarantees payment of the bill, as well
as the issuer.

BENCHMARK: A comparative base for measuring the performance or risk
tolerance of the investment portfolio. A benchmark should represent a close
correlation to the level of risk and the average duration of the portfolio’s
investments.

BID: The price at which a buyer offers to buy a security.

BROKER: A broker brings buyers and sellers together for a transaction for which
the broker receives a commission.

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

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

COUPON: The rate of return at which interest is paid on a bond.

CREDIT RISK: The risk that principal and/or interest on an investment will not be
paid in a timely manner due to changes in the condition of the issuer.

CURRENT YIELD: The annual income from an investment divided by the current
market value. This measure examines the current price of a bond rather than the
face value. Current yield represents the return an investor would expect to earn if
the owner purchased the bond and held it for a year. However, current yield is
not the actual return an investor receives if he holds a bond until maturity.

DEALER: A dealer acts as a principal in all transactions, buying and selling for
his own account.

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.

18
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Delivery versus receipt is delivery of securities with an exchange of a signed
receipt for the securities.

DERIVATIVES: (1) Financial instruments whose return profile is linked to, or
derived from, the movement of one or more underlying index or security, and
may include a leveraging factor, or (2) financial contracts based upon notional
amounts whose value is derived from an underlying index or security (interest
rates, foreign exchange rates, equities or commodities).

DISCOUNT: The difference between the cost price of a security and its maturity
when quoted at lower than face value. A security selling below original offering
price shortly after sale also is considered to be at a discount.

DISCOUNT SECURITIES: Noninterest-bearing money market instruments that
are issued a discount and redeemed at maturity for full face value (e.g., U.S.
Treasury Bills.)

DIVERSIFICATION: Dividing investment funds among a variety of securities
offering independent returns.

DURATION: A measure of the sensitivity of the price (the value of principal) of a
fixed-income investment to a change in interest rates. Duration is expressed as a
number of years. Rising interest rates mean falling bond prices, while declining
interest rates mean rising bond prices.

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

FEDERAL FUNDS RATE: The rate of interest at which Fed funds are traded.
This rate is currently pegged by the Federal Reserve through open-market
operations.

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 AGENCY INVESTMENT POOL (LAIF): A voluntary investment fund
open to government entities and certain non-profit organizations in California that
is managed by the State Treasurer’s Office,

LOCAL GOVERNMENT INVESTMENT POOL (LGIP): The aggregate of all

funds from political subdivisions that are placed in the custody of the State
Treasurer for investment and reinvestment.
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MARKET VALUE: The price at which a security is trading and could presumably
be purchased or sold.

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

MEDIUM TERM NOTES: Corporate and depository institution debt securities
with a maximum remaining maturity of five years or less, issued by corporations
organized and operating within the United States or by depository institutions
licensed by the United States or any state and operating within the United States.

MONEY MARKET: The market in which short-term debt instruments (bills,
commercial paper, bankers’ acceptances, etc.) are issued and traded.

MUNICIPAL BONDS: Securities issued by state and local agencies to finance
capital and operating expenses.

NEGOTIABLE CD: A short-term debt instrument that pays interest and is issued
by a bank, savings or federal association, state or federal credit union, or state-
licensed branch of foreign bank. Negotiable CDs are traded in a secondary
market.

OFFER: The price asked by a seller of securities. (When you are buying
securities, you ask for an offer.) See Asked and Bid.

PORTFOLIO: Collection of securities held by an investor.

PRIMARY DEALER: A group of government securities dealers who submit daily
reports of market activity and positions and monthly financial statements to the
Federal Reserve Bank of New York and are subject to its informal oversight.
Primary dealers include Securities and Exchange Commission (SEC)-registered
securities broker-dealers, banks, and a few unregulated firms.

PRUDENT PERSON (PRUDENT INVESTOR) RULE: A standard of
responsibility which obligates a fiduciary to insure that investment decisions be
made with care, skill, prudence, and diligence under the circumstances then
prevailing, including, but not limited to, the general economic conditions and the
anticipated needs of the agency, that a prudent person acting in a like capacity
and familiarity with those matters would use in the conduct of funds of a like
character and with like aims, to safeguard the principal and maintain the liquidity
needs of the agency.

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.
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Annual Investment Policy
Calendar Year 20252026

REPURCHASE AGREEMENT (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.

REVERSE REPURCHASE AGREEMENT (REVERSE REPO): A reverse-
repurchase agreement (reverse repo) involves an investor borrowing cash from a
financial institution in exchange for securities. The investor agrees to repurchase
the securities at a specified date for the same cash value plus an agreed upon
interest rate. Although the transaction is similar to a repo, the purpose of entering
into a reverse repo is quite different. While a repo is a straightforward investment
of public funds, the reverse repo is a borrowing.

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.

SECONDARY MARKET: A market made for the purchase and sale of
outstanding issues following the initial distribution.

SECURITIES & EXCHANGE COMMISSION: Agency created by Congress to
protect investors in securities transactions by administering securities legislation.

STRUCTURED NOTES: Notes issued by Government Sponsored Enterprises
(FHLB, FNMA, FHLMC, etc.) and Corporations, which have imbedded options
(e.g., call features, step-up coupons, floating rate coupons, derivative-based
returns) into their debt structure. Their market performance is impacted by the
fluctuation of interest rates, the volatility of the imbedded options and shifts in the
shape of the yield curve.

TREASURY BILLS: A noninterest-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.
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YIELD: The rate of annual income return on an investment, expressed as a
percentage. (a) INCOME YIELD is obtained by dividing the current dollar income
by the current market price for the security. (b) NET YIELD or YIELD TO
MATURITY is the current income yield minus any premium above par or plus any
discount from par in purchase price, with the adjustment spread over the period
from the date of purchase to the date of maturity of the bond.
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Attachment 2

pfmY asset
management

October 27,2025

Memorandum

To: Leo Mendez, Finance Manager
Olivenhain Municipal Water District

From: Monique Spyke, Managing Director
Robert Montoya, Relationship Manager

PFM Asset Management

Re: 2026 Investment Policy Review

At your request, we reviewed the Olivenhain Municipal Water District (the “District”) Investment Policy (the
“Policy”) as part of the District's annual review process. The current Policy is comprehensive and is in
compliance with the current California Government Code (“Code”) statutes regulating the investment of
public funds.

Although there are no changes at this time, we did want to make you aware of the following: there is one
Code change that went into effect January 1, 2025, that will extend the amount permitted in Placement
Service Deposits under Section 53601(0) from 30% to 50% until 2031. We are not recommending that you
incorporate the 50% limit into the Policy.

Lastly, there is one incoming code change from SB 595 that will revise the maximum maturity periods for
the investments in prime quality commercial paper from 270 days to 397 days. We are not
recommending this change at this time, but we did want to make you aware of upcoming changes in
2026 at this moment.

Please let us know if you have any questions or if you would like to discuss further.

PFM Asset Management serves clients in the public sector and is a division of U.S. Bancorp Asset Management,
Inc., which is the legal entity providing investment advisory services. U.S. Bancorp Asset Management, Inc. is a
registered investment adviser, a direct subsidiary of U.S. Bank N.A. and an indirect subsidiary of U.S. Bancorp. U.S.
Bank N.A. is not responsible for and does not guarantee the products, services, or performance of U.S. Bancorp
Asset Management, Inc. NOT FDIC INSURED : NO BANK GUARANTEE : MAY LOSE VALUE

For Institutional Investor or Investment Professional Use Only — This material is not for inspection by, distribution to,
or quotation to the general public
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Attachment 3

Board Designated Fund Balances (Reserves) Policy

This Policy represents public affirmation of the Board’s commitment to financial prudence and
careful stewardship of community assets. This Policy shall cover the District’s Operating Fund,
Capital and Equipment Fund, and Rate Stabilization Fund for water (potable and recycled) and
wastewater (sewer) operations. These Funds are designated by the District’s Board to carry out
specific purposes, ensuring prudent management of the District’s financial resources, and are used
by District staff as parameters within which the Board expects staff to operate.

This Policy has three primary goals:

e To provide adequate funding to meet the District’s short-term and long-term plans and
commitments to its customers.

e To minimize adverse multi-year budgetary impacts from anticipated and unanticipated
expenditures, thus avoiding future rate fluctuations.

e To preserve the financial stability of the District against present and future uncertainties in
an ever-changing environment.

Operating Fund, Capital and Equipment Fund, and Rate Stabilization Fund balances will be
reviewed annually when the District’s financial audit is completed. At that time, staff will present to
the Board a recommendation on the handling of these Funds.

206



Water - Operating Fund

Purpose:

Target Balance:

Methodology:

Use of Funds:

Contributions:

To ensure cash resources are available to pay for day-to-day water
operations, including payments for purchased water and debt service
payments and to provide funding in case of operating emergencies and
unforeseen circumstances.

A minimum balance equal to 60 days of approved annual water operating
and maintenance expenditures in the budget shall be maintained in this
fund. The maximum amount in this fund shall not exceed 120 days of
approved annual water operating and maintenance expenditures in the
budget. Operating Fund balance in excess of the 120-day maximum balance
will be transferred into other Fund(s), with Board approval, as long as fund
balances are below their maximum amount stated in this Policy. Any excess
over the maximum amount shall be reported to the Board at the first
monthly regular Board meeting after the excess occurs with a staff
recommendation as to the handling of the excess funds. A cash balance
below the minimum target balance shall also be reported with specific notes
to the Board on a regular basis.

Due to the timing difference between the dates when cash is collected and
spent, the District is required to maintain sufficient cash on hand to meet its
day-to-day cash disbursements, such as payroll, water purchases, debt
service payments, and to provide funding for emergency operating
expenditures due to unforeseen situations, such as natural disasters or any
other unanticipated expenses that will result in an unexpected increase in
the District’s expenditures.

To pay for day-to-day water operating and maintenance expenditures and
any unexpected expenses or emergencies due to the timing difference
between cash being collected and spent.

Additions to this fund come from any excess in water operations (revenues
over expenses.) When water revenue is not sufficient to meet the District’s
debt service coverage requirements, funds will be transferred from the Rate
Stabilization Fund into the Operating Fund. The adequacy of this fund will be
reviewed annually after the financial audit is completed.
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Water - Capital and Equipment Fund

Purpose:

Target Balance:

Methodology:

Use of Funds:

Contribution:

To provide funding for the District’s water capital infrastructure
improvements and replacements approved by the Board and included in the
10 Year Capital Spending Plan. The District also has Debt Management
Policy that provides guidelines on how Capital Improvement Programs should
be funded.

A minimum balance equals to one (1) year of the average approved capital
expenditures over the next ten years in the District’s 10 Year Capital
Spending Plan shall be maintained in this fund. A maximum balance equals to
five (5) years of the average approved capital expenditures over the next ten
years in the District’s 10 Year Capital Spending Plan. Any excess over the
maximum amount in this fund shall be reported to the Board at the first
regular monthly Board meeting after the excess occurs. Staff will provide a
recommendation on the handling of these excess funds. Any cash balance
below the minimum target balance shall also be reported with specific notes
to the Board on a regular basis.

The District follows a 10 Year Capital Spending Plan which outlines water
infrastructure improvements and replacements planned for the next ten
years.

To construct, improve, and replace water capital infrastructures and to
purchase capital items approved by the Board and included in the District’s
Budget.

Water Rates and Capacity Fees. The District will make annual contributions
from water rates and capacity fees to this fund to provide funding for District
water capital infrastructure improvements and replacements included in the
20 Year Capital Spending Plan. Any excess over the maximum amount in this
fund shall be reported to the Board at the first regular monthly Board
meeting after the excess occurs. Staff will provide a recommendation on the
handling of these excess funds.

Water - Rate Stabilization Fund

Purpose:

Target Balance:

To protect the District’s financial stability and to secure the District’s ability
to pay for its financial obligations, including debt service installment
payments when revenue shortfalls occur due to weather conditions,
economic shortfalls, changes in state and federal legislation, or other future
uncertainties, enabling the District to avoid the need for rate spikes.

A minimum of 25% of the average estimated Net Water Sales over two (2)
fiscal years approved in the District’s budget shall be maintained in the Rate
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Methodology:

Use of Funds:

Contributions:

Stabilization Fund. The maximum amount in the Rate Stabilization Fund shall
not exceed 50% of the average estimated Net Water Sales over two fiscal
years approved in the District’s budget. Net Water Sales are defined as total
revenues from water operations less water purchase expenses. Any excess
over the maximum amount in this fund shall be reported at the next regular
Board Meeting with staff’s recommendation on the handling of these excess
funds.

The District relies on water commodity revenues to pay for costs to deliver
water and provide service to its customers. This fund allows for financial
flexibility to manage water sales fluctuations due to uncontrollable
conditions such as prolonged wet or dry weather, enabling the District to
stabilize rates from year to year.

To mitigate the immediate need to raise water rates in the event of cash flow
reductions from operations so that the District has the ability to meet its
debt service payments.

Any excess from the Water Operating Fund after annual contributions to the
Capital and Equipment Fund is made for that year. Contributions to this fund
can only be made with Board approval. Adequacy of this fund will be
reviewed by District staff during budget process. By maintaining an adequate
balance in this fund, the District can experience years when revenues
fluctuate (e.g., due to drought or wet weather) without the need to raise
rates. By decreasing this fund, the District becomes less stable and,
therefore, more vulnerable to future rate increases. The Board must
determine the level of risk it is willing to assume for the Rate Stabilization
Fund as part of the budget process.

Water — Pension Stabilization Fund

Purpose:

Target Balance:

To secure the District’s ability to have a consistent annual Unfunded Accrued
Liability (UAL) payment to California Public Employee’s Retirement System
(CalPERS), including Additional Discretionary Payment(s) while achieving its
pension funding goal with no rate spikes. The funding goal of a defined
benefit pension plan is 100%, which is to fund the long-term cost of benefits
provided to the plan members.

A minimum of one (1) year average of Projected Future Employer
Contributions for UAL Payment over the next 5 fiscal years based on the
most current CalPERS annual actuarial report for Classic and PEPRA plans
shall be maintained in this fund. A maximum of two (2) years average of
Projected Future Employer Contributions for UAL Payment over the next 5

209



Methodology:

Use of Funds:

Contributions:

fiscal years included in the most current CalPERS annual actuarial report for
Classic and PEPRA Miscellaneous Plans.

The funding goal of a defined benefit pension plan is 100%, which is to fund
the long-term cost of benefits provided to plan members. The District relies
on water revenues which are subject to external and uncontrollable factors
such as weather conditions, federal and state mandates, and economic
uncertainty to sustain operations. This fund allows the District to continue
funding its pension liability during temporary budget shortfalls, such as
prolonged wet or dry weather, thus avoiding rate spikes.

To mitigate the immediate need to use other available reserves to fund the
District’s pension obligations and to comply with the District’s Pension
Funding Policy. In the event that a District’s pension plan achieves a
“superfunded” status (funding level exceeds 100%), District staff will report
to the Board and provide a recommendation to the Board on the handling of
these excess funds after the most recent CalPERS actuarial report is released
and the District’s financial audit is completed.

Any excess from the Water Operating Fund after annual contributions to the
Capital and Equipment Fund is made for that year. Contributions to this fund
can only be made with Board approval. Maintaining an adequate balance in
this fund reflects the Board’s commitment to achieve a fully funded pension
plan in a timely manner when revenues fluctuate from year to year.
Adequacy of this fund will be reviewed by District staff annually, after the
most current CalPERS actuarial report is released and the District’s financial
audit is completed.
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Wastewater - Operating (Revenue) Fund

Purpose:

Target Balance:

Methodology:

Use of Funds:

Contributions:

The District receives the majority of its wastewater service revenues in
December and April at the same time when customers pay their property tax
bills. Because of the timing difference between revenues and expenditures,
the District must have cash resources available to pay for day-to-day
wastewater operations and maintenance, debt service, and operating
emergencies.

A minimum of 180 days of annual wastewater operations and maintenance
expenditures approved by the Board in the District’s budget shall be
maintained in this fund. The maximum in this fund shall not exceed 365 days
of annual wastewater operations and maintenance expenditures approved
by the Board in the District’s budget. After the annual financial audit is
completed, any excess over the maximum amount, with Board approval, will
be transferred to the Wastewater Capital and Equipment Fund and/or Rate
Stabilization Fund as long as the fund balance is below their maximum
amount. Any excess over the maximum amount shall be reported to the
Board at the first regular Board Meeting with staff’'s recommendation on the
handling of these excess funds. Any cash balance below the minimum target
balance shall also be reported with specific notes to the Board on a regular
basis.

Wastewater service charges are collected through the County Tax Collector’s
office at the same time that property tax bills are paid by sewer customers
(the majority of which are collected on December 31 and April 30). Due to
the timing of these receipts, the District needs to have sufficient cash on
hand to pay for day-to-day Wastewater operating and maintenance
expenses.

These funds will be used to pay for wastewater (sewer) operating and
maintenance expenditures approved by the Board, wastewater debt service
payments, and for any operating emergencies or unanticipated
expenditures.

Additions to this fund are a result of net income from Wastewater operations

(revenue over expenses) after annual cash transfers to the Wastewater
Capital and Equipment Fund and Wastewater Rate Stabilization Fund.
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Wastewater - Rate Stabilization Fund

Purpose:

Target Balance:

Methodology:

Use of Funds:

Contributions:

To protect the District’s financial resources against economic shortfalls or an
unexpected increase in expenditures, including sewage spill clean-up costs, a
penalty imposed by the Regional Water Quality Control Board when sewage
spills occur, or an emergency repair to damaged sewer facilities following
natural disasters or other unforeseen emergencies. These conditions can
lead the District to operating deficits.

A minimum of 25 percent of annual Wastewater operating and maintenance
expenditures approved by the Board shall be maintained in this fund. A
maximum equal to 100 percent of annual Wastewater operating and
maintenance expenditures approved by the Board.. Any excess over the
maximum amount in this fund shall be reported at the next regular Board
meeting with staff’s recommendation on the handling of these excess funds.

This fund will be available to minimize the need for sewer rate increases as
well as for spending changes during the fiscal year. It can also be used to
stabilize wastewater rates and charges from year to year.

These funds will be used to mitigate the immediate need to raise wastewater
rates and charges in the event of cash flow reductions from wastewater
service revenues so that the District has the ability to meet its sewer debt
service coverage ratio.

Contributions to this fund can only be made with Board approval and are
reviewed by District staff during the budget process. By maintaining an
adequate balance in this fund, the District can avoid operating deficits due to
major unexpected expenditures without the need to raise sewer rates and
charges and to secure the District’s ability to pay its sewer debt service
obligations. When revenues are not sufficient to meet the District’s annual
debt service payment, funds will be transferred from the Wastewater- Rate
Stabilization Fund into this fund.

212



Wastewater - Capital and Equipment Fund

Purpose:

Target Balance:

Methodology:

Use of Funds:

Contribution:

To provide funding for the District’s Wastewater (sewer) Capital
Improvement Program as identified in the District’s 10 Year Capital Spending
Plan. The District follows its Debt Management Policy to fund its Wastewater
(sewer) Capital Improvement Program.

A minimum balance of two years’ average of planned capital expenditures of
the approved 10-year Wastewater Capital Spending Plan spending shall be
maintained in this fund. The maximum in this fund shall not exceed five
years’ average of planned capital expenditures of the approved 10-Year
Wastewater Capital Spending Plan. Any excess over the maximum amount in
this fund shall be reported to the Board at its next regular Board meeting
with staff’'s recommendation on the handling of these excess funds. Any cash
balance below the minimum target balance shall also be reported with
specific notes to the Board on a regular basis.

The District follows a 10 Year Wastewater Capital Spending Plan which has a
list of wastewater infrastructure improvements and replacements for the
next ten years

The funds will be used to improve, acquire, and replace Wastewater
infrastructures in the 10 Year Wastewater Capital Spending Plan.

Wastewater (sewer) service charges, wastewater capacity fees, and
wastewater annexation fees. Net operating income from wastewater
operations collected from user charges will be transferred to Wastewater
Capital and Equipment Fund annually to provide funds for Wastewater
Capital Improvement Program.

Wastewater — Pension Stabilization Fund

Purpose:

Target Balance:

To secure the District’s ability to have a consistent annual Unfunded Accrued
Liability (UAL) payment to California Public Employee’s Retirement System
(CalPERS), including Additional Discretionary Payment(s) while achieving its
pension funding goal. The funding goal of a defined benefit pension plan is
100%, which is to fund the long-term cost of benefits provided to the plan
members.

A minimum of one (1) year average of Projected Future Employer
Contributions for UAL Payment over the next 5 fiscal years based on the
most current CalPERS annual actuarial report for Classic and PEPRA plans
shall be maintained in this fund. A maximum of two (2) years average of
Projected Future Employer Contributions for UAL Payment over the next 5

213



Methodology:

Use of Funds:

Contributions:

fiscal years included in the most current CalPERS annual actuarial report for
Classic and PEPRA Miscellaneous Plans.

The funding goal of a defined benefit pension plan is 100%, which is to fund
the long-term cost of benefits provided to plan members. The District relies
on water revenues which are subject to external and uncontrollable factors
such as weather conditions, federal and state mandates, and economic
uncertainty to sustain operations. This fund allows the District to continue
funding its pension liability during revenue shortfalls.

To mitigate the immediate need to use other available reserves to fund the
District’s pension obligations and to comply with the District’s Pension
Funding Policy. In the event that a District’s pension plan achieves a
“superfunded” status (funding level exceeds 100%), District staff will report
to the Board and provide a recommendation to the Board on the handling of
these excess funds after the most recent CalPERS actuarial report is released
and the District’s financial audit is completed.

Any excess from the Wastewater Operating (Revenue) Fund after annual
contributions to the Capital and Equipment Fund is made for that year.
Contributions to this fund can only be made with Board approval.
Maintaining adequate balance in this fund reflects the Board’s commitment
to achieve a fully funded pension plan in a timely manner when revenues
fluctuate from year to year. Adequacy of this fund will be reviewed by
District staff annually, after the most current CalPERS actuarial report is
released and the District’s financial audit is completed.
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%NIM Agenda Item 11

Municipal Water District

Memo

Date: November 18, 2025

To: Finance Committee

From: Leo Mendez, Finance Manager

Via: Kimberly Thorner, General Manager

Subject: REVIEW OF 401(A) AND 457(B) PLANS (VERBAL REPORT)

Informational item only. Staff will provide a verbal report to the Finance Committee on
its review of the 401(A) and 457(B) plans, an annual objective for OMWD. This process is
currently underway, with changes to the Lincoln 401(A) and 457(B) plans currently being
implemented with both Lincoln and the employees. Staff worked with Mr. Marcus Wu,
an attorney at Pillsbury Winthrop Shaw Pittman LLP, to review Lincoln’s revised plan
documents.

215



	Agenda
	5-MINUTES OF THE SEPTEMBER 4, 2025, SPECIAL FINANCE COMMITTEE MEETING
	6-REVIEW AND DISCUSS FISCAL YEAR 2024-25 AUDITED FINANCIAL STATEMENTS AND SINGLE AUDIT 
	Annual

Comprehensive Financial Report (ACFR)
	Audited Financial Statements


	7-REVIEW STAFF’S REPORT ON DISTRICT PENSION PLANS FUNDING STATUS WITH CALPERS AND DISCUSS STAFF’S RECOMMENDED PENSION FUNDING PLAN FOR 2025
	8-QUARTERLY REVIEW OF INVESTMENTS AND CASH REPORT (1st QTR OF FY 2026) 
	9-REVIEW OF OMWD’S FINANCIAL REPORT – BUDGET VS. ACTUAL REPORT 

(1st QUARTER OF FY 2026)
	10-ANNUAL REVIEW OF INVESTMENT AND BOARD DESIGNATED FUND BALANCES (RESERVES) POLICIES AND PROPOSED CHANGES TO THE POLICY FOR 2025
	11-REVIEW OF 401(A) AND 457(B) PLANS (VERBAL REPORT)



