CALLEGUAS MUNICIPAL WATER DISTRICT
INVESTMENT POLICY

1. Policy

1.1 Calleguas Municipal Water District (Calleguas) shall invest its funds in such a
manner as to comply with all applicable state and local laws; ensure prudent
money management; provide for daily cash flow requirements; and comply with
the requirements of this Calleguas Investment Policy (Investment Policy).

1.2 In order of importance, the following three fundamental criteria shall be followed
in the investment program. Reference: California Government Code (CGC)
$53600.5

1.2.1 Safety: Safety of principal is the foremost objective of the investment
program. Investments of the District shall be undertaken in a manner that
seeks to ensure the preservation of capital in the overall portfolio. To
achieve this objective, the District will diversify its investments by investing
funds among a variety of securities with independent returns.

1.2.2 Liguidity: The District’s investment portfolio will remain sufficiently liquid
to enable the District to meet all operating objectives that might be
reasonably anticipated.

1.2.3 Return on Investment: The District’s investment portfolio shall have the
objective of producing an optimum rate of return on available assets,
commensurate with an appropriate level of risk.

2. Scope

Except for funds held in the District's working bank accounts used for daily operations and
retirement funds held in a trust, it is intended that the Investment Policy cover all
investment activities and financial assets of the District.

3. Prudence

When investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing
District funds, all those responsible shall act with care, skill, prudence, and diligence
under the circumstances then prevailing, including, but not limited to, the general
economic conditions and the anticipated needs of the District, that a prudent person
acting in a like capacity and familiar 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 District. Within the limitations of this section and considering individual
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investments as part of an overall strategy, investments may be acquired as authorized
herein. Reference: CGC §53600.3

Performance Standards

The investment portfolio shall be designed with the objective of obtaining a rate of return
throughout budgetary and economic cycles, commensurate with the investment risk
constraints and the cash flow needs of the District. The District shall establish a

perfurmance benchimark. Benchrnarks may change over Lime bdsed on chidnges in market
conditions investment preferences or cash flow requirements.
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Ethics and Conflicts of Interest

Prohibited activities. All people involved in the District’s investment process shall
refrain from personal business activities that could conflict with proper execution
of the investment program, or that could impair their ability to make impartial
decisions. These individuals shall also refrain from undertaking personal
investment transactions with the same individual(s) employed by the financial
institution(s) with whom business is conducted on behalf of the District.

Required Disclosure Filings. Board members, General Manager, Manager of
Administrative Services, and the provider of investment management services are
required by the District’s Conflict of Interest Code to file annual California Fair
Political Practices Commission Statements of Economic Interests (Form 700) when
assuming office, leaving office, and on annual basis while serving in these roles.

Bond Fee splitting

All bond issue participants, including but not limited to, underwriters, bond
counsel, financial advisors, brokers and dealers will disclose any fee sharing
arrangements or fee splitting to the Manager of Administrative Services prior to
the execution of any transaction.

Responsibilities of the District Board of Directors

Policy Adoption and Review. The Investment Policy and any amendments thereto
shall be adopted by action of the District Board of Directors (Board) at a public
meeting. On an annual basis and at such other times as the Board desires, the
Board shall review the Investment Policy. Reference: CGC §53646(a)(2)

Delegation of Authority. On an annual basis and at such other times as the Board
desires, the Board shall delegate authority for investment of funds, investment
management services, and emergency actions by the Board. Reference: CGC
§53607

Calleguas MWD Investment Policy revised 06/16/2021



6.2.1

6.2.2

6.2.3

Investment of Funds. The Board delegates the responsibility to invest or
reinvest the District’s funds or to sell or exchange securities so purchased
to the Manager of Administrative Services, who shall act in accordance
with established written procedures and internal controls for the
operation of the investment program consistent with the Investment
Policy. Delegation of this authority shall be reviewed annually concurrent
with the Board’s review of the Investment Policy and at such additional
times as the Board desires. No person may engage in an investment
transaction except as provided under the terms of the Investment Policy
and the procedures established by the Manager of Administrative Services.

Investment Management Services. The District has authorized the use of
investment management services for the District’s funds. The provider of
investment management services must meet the requirements for
authorized financial dealers and institutions described in Section 8 and is
required to follow the Investment Policy. Any change in investment
management services provider must be approved by the Board.

Emergency Actions by the Board. An emergency meeting of the Board will
be called whenever necessary to deal with important investment issues
that cannot await a regularly scheduled Board meeting. In the event a
quorum of the Board cannot be obtained for the emergency meeting prior
to the time a decision must be made, the Board Treasurer shall have the
authority to make such emergency decisions as are necessary within the
parameters of these guidelines and which are in the best interest of the
District. In the event the Board Treasurer is unavailable, the Board
President shall make any emergency decisions.

7. Responsibilities of the Manager of Administrative Services

7.1

7.2
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General. The Manager of Administrative Services is responsible for investing or
reinvesting the District’s funds and selling or exchanging securities so purchased.
He is also responsible for coordinating and communicating with the provider of
investment management services. Reference: CGC §53607

Annual Reviews

7.2.1

7.2.2

The Manager of Administrative Services shall review the District's portfolio
for compliance at least annually and shall report to the Board major
incidences of noncompliance through the review of the portfolio.

The Manager of Administrative Services shall perform an annual review of

the investment policy and portfolio of the Ventura County Investment Pool
(VCIP) and the Local Agency Investment Fund (LAIF) and shall report to the
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7.3

7.4
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Board any policy changes that affect the risk and/or return of funds
invested in those investment pools.

Internal Controls. The Manager of Administrative Services shall establish and
maintain a system of internal controls to ensure that the assets of the District are
protected from loss, theft, fraud, or misuse. Accordingly, the Manager of
Administrative Services shall establish an annual process of independent review
by an external auditor. This review will provide internal control by assuring
compiiance wiih poiicies and procedures,

Reports

The Manager of Administrative Services shall submit monthly and quarterly
reports to the Board.

7.4.1

7.4.2

Monthly Reports. Monthly reports shall be submitted within 30 days of
the month following the end of the month covered by the report. The
report shall include a list of investment transactions and for each
investment it will describe the type of investment, date of maturity, par
and dollar amount invested, yield to maturity, credit quality, and current
market value as of the date of the report.

Quarterly Reports. The Manager of Administrative Services shall submit a
quarterly report within 30 days following the end of the quarter covered
by the report. Reference: CGC §53646 (b, c, e, g)

Except for investments in VCIP and LAIF, this report shall include the
type of investment, issuer, date of maturity, par and dollar amount
invested for all securities, investments and moneys held by the District
as well as the current market value as of the date of the report and the
source of that valuation.

For investments in LAIF and the Ventura County Pool, the report shall
include the most recent statements received from these institutions.

The report shall document compliance of the portfolio with the
investment policy, or explain the manner in which the portfolio is not
in compliance.

The report shall include a statement denoting the ability of the District
to meet its expenditure requirements for the next six months, or
provide an explanation as to why sufficient money shall, or may, not be
available.
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10.

11.

e The report shall additionally include a description of any of the local
agency’s funds, investments, or programs, that are under the
management of contracted parties, including lending programs.

Authorized Financial Dealers and Institutions

8.1 The purchase by the District of any investment not purchased directly from the
issuer shall be purchased either from an institution licensed by the state as a
broker-dealer as defined in California Corporations Code §25004, or from a
member of a federally regulated securities exchange, from a national or state-
chartered bank, from a savings association or federal association (as defined by
California Financial Code §5102) or from a brokerage firm designated as a primary
government dealer by the Federal Reserve bank. Reference: CGC §53601.5

8.2 The District shall transact business only with financial dealers and institutions that
are recognized primary dealers reporting to the New York Federal Reserve Bank
and have offices located in the State of California. These dealers, or if unrated
their parent company, must also maintain an A-1/P-1 short-term credit rating.

8.3 All broker/dealer firms providing services to the District, and all individuals
involved in District investment activity at those firms, shall be reputable and
trustworthy. These firms and individuals shall be knowledgeable and experienced
in public agency investing and the investment products involved. These firms shall
have the ability to meet all of their financial obligations in dealing with the District.

Credit Rating Services

The ratings published by the rating services recognized by the Securities and Exchange
Commission's (SEC) Nationally Recognized Statistical Rating Organizations (NRSRO) shall
be used as a measure of the investment risk associated with an investment.

Safekeeping and Custody

All security transactions entered into by the District shall be conducted on a delivery
versus payment basis. Securities will be held by the provider of investment management
services and evidenced by safekeeping receipts. Third party safekeeping arrangements
will be approved by the Manager of Administrative Services and will be corroborated with
a written custodial agreement.

Authorized Investments
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11.1
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The Board authorizes the Manager of Administrative Services and the provider of
investment management services to make investments of the type described in
this section. Reference: CGC §53601

1111

11.1.2

11.1.3

Ventura County Investment Pool (VCIP)

Definition: VCIP is a fund managed by the Treasurer-Tax Collector of the
County of Ventura that local agencies may use to deposit funds for
investment. Each invesior earns interest proportionai to their invesiment
in the overall pool.

Authorized Investment: Investment in the VCIP must not exceed the lesser
of the limit established by County of Ventura or 15% of the portfolio.
Should the District’s holdings in the VCIP reach or exceed this limit, the
District will take immediate action to reduce the balance upon receipt of
the monthly statement.

Local Agency Investment Fund (LAIF)

Definition: LAIF is a special fund in the State Treasury that local agencies
may use to deposit funds for investment. It offers high liquidity because
deposits can be converted to cash in twenty-four hours and no interest is
lost. Each investor earns interest proportional to their investment in the
overall pool. The State keeps an amount for reasonable costs of making
the investments, not to exceed one quarter of one per cent of the
earnings.

Authorized Investment: Investment in LAIF must not exceed the lesser of
the limit established by LAIF or 15% of the portfolio. Should the District’s
holdings in LAIF reach or exceed this limit, the District will take immediate
action to reduce the balance upon receipt of the monthly statement. The
District’s portfoilio invested in LAIF must also follow the maximum limit,
$65 million.

Certificates of Deposit

Definition: A certificate of deposit (CD) is a savings certificate with a fixed
maturity date and fixed interest rate. CDs of up to $250,000 are federally
insured.

Authorized Investment: Investment in CDs is limited to a maximum of 30%
of the portfolio and to a maximum of 5% deposited in any one institution.
CDs must be issued by a nationally or state-chartered bank, a savings
association or a federal association (as defined by §5102 of the Financial
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Code), a state or federal credit union, or by a federally licensed or state-
licensed branch of a foreign bank. Reference: CGC §53601(i)

The first $250,000 of collateral security may be waived if the institution is
insured pursuant to Federal Law. Reference: CGC §53653

CD deposits exceeding $250,000 must be collateralized with the collateral
held separately from the issuing institution and must be placed in
institutions rated AA or higher by two of the three major rating agencies
(Moody’s, Standard & Poor’s, and Fitch). Collateral is limited to the
following:

e Mortgages/trust deeds valued at no less than 150% of the deposit
amount; or

e Eligible securities other than mortgages/trust deeds valued at no
less than 110% of the deposit amount.

11.1.4 Treasury Obligations

Definition: Treasury obligations are direct obligations of the United States
Government. They are highly liquid and are considered the safest
investment security. U.S. Treasury issues include:

e Treasury Bills are non-interest-bearing securities issued by the U.S.
Treasury to finance the national debt. They are issued at a lower dollar
amount (“discount”) than the dollar amount that will be paid at
maturity. Most bills are issued to mature in three months, six months,
or one year.

e Treasury Notes are medium-term interest-bearing securities issued as
direct obligations of the U.S. Government having initial maturities of
two to 10 years.

e Treasury Bonds are long-term interest-bearing securities issued as
direct obligations of the U.S. Government having initial maturities of
more than 10 years.

Authorized Investment: There is no limitation on the percentage of the
portfolio invested in this category. Reference: CGC §53601(b)

11.1.5 Federal Agency Obligations
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11.1.6

11.1.7

Definition: Federal Agency Obligations are issued by U.S. Government
Agencies (Agencies) or Government Sponsored Enterprises (GSEs).
Although they were created or sponsored by the United States (U. S.)
Government, most Agencies and GSEs are not guaranteed by the U. S.
Government. The GSE and Agency market is very large and liquid, with
billions traded every day.

Authorized Investment: Federal Agency Securities and Instruments of
Guvernment Spunsored Enterprises may be purchased from the foiiowing
issuers:

e Federal Farm Credit System

e Federal Home Loan Bank System

e Federal Home Loan Mortgage Corporation (Freddie Mac)

e Federal National Mortgage Association (Fannie Mae)

e Federal Agriculture Mortgage Association (Farmer Mac)

o Tennessee Valley Authority (TVA)

There is no limitation on the percentage of the portfolio invested in this
category. No more than 50% of the District’s investment portfolio may be
invested in any one Agency or GSE. Reference: CGC §53601(f)

Bankers’ Acceptances

Definition: A bankers’ acceptance is short-term credit arrangement
guarantceed by a commercial bank that enables a business to obtain funds
to finance commercial transactions. By its acceptance, the bank becomes
primarily liable for the payment of the draft at maturity. An acceptance is a

high-grade negotiable instrument.

Authorized Investment: Bankers’ acceptances must be issued by domestic

banks and must be eligible for purchase by the Federal Reserve System.
Purchases of these instruments mav not exceed 180 bankers davs
maturity. At the time of purchase, no more than 40% of the portfolio may
be invested in bankers’ acceptances and no more than 5% of the District’s
portfolio may be invested in bankers’ acceptances from any one bank.
Reference: CGC §53601(g)

Commercial Paper
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11.1.8

Definition: Commercial paper is a short term, unsecured, promissory note
issued by a corporation to raise working capital.

Authorized Investment: The District may invest in commercial paper which
is rated at the time of purchase in the highest rating category as provided
by an NRSRO (for example, Al by Standard & Poor's, P-1 by Moody's, or F-
1 by Fitch). Purchases of commercial paper may not exceed 270 days
maturity nor represent more than 10% of the outstanding paper of an
issuing corporation. At the time of purchase, no more than 25% of the
portfolio may be invested in commercial paper and no more than 5% of
the portfolio may be invested in any one issuer.

The entity that issues the commercial paper shall meet all of the conditions
in at least one of the bullets below. Reference: CGC §53601(h)

e Isorganized and operating in the United States as a general
corporation; has total assets in excess of $500,000,000; and has debt
other than commercial paper, if any, that is rated in a rating category
of A or its equivalent or higher by an NRSRO.

e |s organized within the United States as a special purpose corporation,
trust, or limited liability company; has program-wide credit
enhancements including, but not limited to, overcollateralization,
letters of credit, or a surety bond; and has commercial paper that is
rated A-1 or higher, or the equivalent, by an NRSRO.

Asset-Backed Securities (ABS)/Mortgage backed Securities (MBS)

Definition: Asset-backed securities (ABS) are securities whose income
payments and hence value is derived from and collateralized (or "backed")
by a specified pool of underlying assets which are receivables. Pooling the
assets into financial instruments allows them to be sold to general
investors and allows the risk of investing in the underlying assets to be
diversified because each security will represent a fraction of the total value
of the diverse pool of underlying assets. The pools of underlying assets can
comprise common payments credit cards, auto loans, mortgage loans, and
other types of assets. Interest and principal are paid to investors from
borrowers who are paying down their debt. A mortgage-backed security is
a type of ABS that is secured by a mortgage or collection of mortgages.

Authorized Investment: The District may invest in any equipment lease-
backed certificate, consumer receivable pass-through certificate, consumer
receivable-backed bond, or mortgage pass-through security, collateralized
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mortgage obligation, mortgage-backed, or other pay-through bond with a
maximum remaining final maturity of five years. ABS must be rated AA by
an NRSRO. At the time of purchase, no more than 20% of the portfolio may
be invested in asset-backed/mortgage backed securities paper and no
more than 5% of the District’s portfolio may be invested in any one issuer.
Reference: CGC §53601(0)

11.1.9 Medium Term Notes

Definition: Medium term notes are debt obligations issued by corporations
and banks, usually in the form of unsecured promissory notes. These are
negotiable instruments that can be bought and sold in a large and active
secondary market. For the purposes of California Government Code, the
term "Medium Term" refers to a maximum remaining maturity of five
years or less. They can be issued with fixed or floating interest rates, and
with or without early call features, although the vast majority are fixed-
rate and non-callable. Corporate notes have greater risk than Treasuries or
Agencies because they rely on the ability of the issuer to make payment of
principal and interest.

Authorized Investment: The District may invest in corporate notes issued
by corporations organized and operating within the United States.
Corporate notes eligible for investment shall have a rating of A or higher at
time of purchase by an NRSRO. They shall have a maximum remaining
maturity of no more than five years after the date of purchase. Purchases
of corporate notes must not exceed 30% of the District’s portfolio. The
maximum principal amount in any one company must not exceed 5% of
the District’s portfolio. Reference: CGC §53601(k)

11.1.10 Money Market Funds

Definition: A money market fund is an investment vehicle made up of a
pool of moneys collected from several investors for the purpose of
investing in short-term securities representing high-quality, liquid debt and
monetary instruments.

Authorized Investment: The District may invest in money market funds
that are registercd with the Securities and Exchange Commission under
the Investment Company Act of 1940 (15 U.S.C. Sec. 80a-1 et seq.) and are
rated AAAm or Aaa or better by Standard & Poor’s or Moody’s. Purchases
of money market funds may not exceed 20% of the portfolio. The
maximum principal amount in any one issuer must not exceed 5% of the
District’s portfolio. Reference: CGC §53601(1)
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11.1.11 Municipal Securities of Local Agencies

Definition: Municipal securities of local agencies are debt securities issued
by states, cities, counties and other governmental entities to fund their
day-to-day obligations and to finance their capital projects.

Authorized Investment: The District may invest in municipal securities
rated A2/A/A or better by Standard & Poor’s, Moody’s, or Fitch. The
maximum principal amount in any one issuer must not exceed 5% of the
District’s portfolio. Reference: CGC §53601(c, d, e)

11.1.12 Supranationals

Definition: United States dollar denominated senior unsecured
unsubordinated obligations issued or unconditionally guaranteed by the
International Bank for Reconstruction and Development, International
Finance Corporation, or Inter-American Development Bank,

Authorized Investments: The District may invest in obligations issued or
unconditionally guaranteed by the International Bank for Reconstruction
and Development, International Finance Corporation, or Inter-American
Development Bank with a maximum remaining maturity of five years or
less, and eligible for purchase and sale within the United States.
Investments under this subdivision shall be rated in a rating category of
“AA” or its equivalent or better by an NRSRO and shall not exceed 10
percent of the agency’s moneys that may be invested pursuant to this
section. Reference: CGC §53601(q)

Investment Agreements. Investment agreements must be approved in advance by
the Board with notice to Standard & Poor's and Moody'’s.

Ineligible Investments. Investments not described herein, including but not
limited to common stocks and financial futures contracts and options, are
prohibited in the District’s portfolio. Additionally, the District shall not invest in
reverse floaters, range notes, or interest only strips that are derived from a pool of
mortgages, nor may the District invest in any security that could result in zero
interest accrued if held to maturity.

Application of portfolio percentages and credit ratings. Percent limitations for
each permissible investment type listed herein are based on book value at time of
purchase. Percentages may change after purchase as a result of withdrawals from
the portfolio. Credit quality refers to the credit rating at the time of purchase. If an
investment's credit rating falls below the minimum rating, the Manager of
Administrative Services will perform a timely review and decide whether to sell or
hold the investment.
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11.5

Portfolio Life and Maximum Maturities. The average life of the total portfolio at

any time shall not exceed four years. The maximum maturity for all investments,
unless otherwise noted, is five years. U.S. Treasuries and Federal Agencies with
maturities longer than five years may be purchased for specific purposes with the
prior approval by the Board at least 90 days in advance of the purchase.

11.6

Amount on Deposit in any One Institution. The amount deposited in any one

panking institution shaii not exceed the iesser of the percentage set forth in the
Investment Policy or the amount allowed by law, whichever is less.

Authorized Investments Summary Table

Investment Category Max % of Max % of Maximum Minimum Quality
Portfolioin | Portfolioina | Maturity
Category Single Issuer
Ventura County Investment 15% N/A N/A N/A
Pool
Local Agency Investment Fund 15% N/A N/A N/A
Certificates of Deposit 30% 5% 5 years above $250,000,
collateral AA by
Moody’s, S&P & Fitch
(2 of 3 rating
agencies)
Treasury Obligations 100% 100% 5 years None
Federal Agency Obligations 100% 50% 5 years None
Bankers’ Acceptances 40% 5% 180 days Federal Reserve
Eligible
Commercial Paper 25% 5% 270 days A-1 by S&P, P-1 by
Moody’s, or F-1 by
Fitch
Asset-Backed/Mortgage- 20% 5% 5 years AA by an NRSRO
Backed Securities
Medium Term Notes 30% 5% 5 years A by an NRSRO
Money Market Funds 20% 5% N/A AAAm or Aaa by S&P
or Moody's
Municipal Securities 100% 5% 5 years A2/A/A by Moody’s,
S&P or Fitch
SupraNationals IBRD/IADB/IFC 10% 5% 5vears AAA by an NRSRO

(see Sections 11.1 through 11.5 for additional requirements)

13. Glossary

Below are definitions of terms used in this policy.
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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.

Broker-Dealer: A person or a firm who can act as a broker or a dealer depending on the
transaction. A broker brings buyers and sellers together for a commission. They do not take a
position. A dealer acts as a principal in all transactions, buying and selling for his own
account.

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

Delivery Versus Payment: A settlement system that stipulates that cash payment must be
made prior to or simultaneously with the delivery of the security.

Federal Reserve System: The central bank of the United States created by Congress and
consisting of a seven member Board of Governors in Washington, D.C., 12 regional banks and
about 5,700 commercial banks that are members of the system.

Issuer: Any corporation, governmental unit, or financial institution that borrows money
through the sale of securities.

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 difference
between the bid and asked prices is narrow and reasonably sized trades can be done at those
quotes.

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.

Portfolio: Collection of securities held by an investor.

Primary dealer: One of 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.

Principal: The original cost of a security. It represents the amount of capital or money that
the investor pays for the investment.
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Rate of return: The yield obtainable on a security based on its purchase price or its current
market price.

Securities: A security is any proof of ownership or debt that has been assigned a value and
may be sold. For the investor, a security represents an investment as an owner, creditor or
rights to ownership on which the investor hopes to gain profit. Examples are stocks, bonds
and options.

Securities & Exchange Commission: Agency created by Congress to protect investors in
securities transactions by administering securities legislation.

Time Draft: A type of check that is guaranteed by the issuing bank, but that is not payable in
full until a specified amount of time after it is received and accepted.

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

Adopted by the Calleguas Municipal Water District Board of Directors on May 2, 2018.

_SE. 3, 7/5/:/

Steve Blois, President Date/
Board of Directors

ATTEST:
= 7152
Raul Avila, Secretary Date v

Board of Directors
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