ga: Metropolitan Council

Internal Memorandum

Date: May 1, 2012

To: Investment Review Committee Meeting (05/07/12)

From: Mercy Ndungu (651-602-1436)
Principal Treasury Analyst

Subj: 1% Quarter Report on Investments (1Q2012)

The following items are attached for your review

Agenda

Minutes from Past Meeting

Investment Policy — Redline and Clean Copies
1Q12 Report on Investments

Fe b e

If you have any questions, please call me at 651-602-1436 or Allen Hoppe at 651-602-1629.

Mgl

Thank you.



Investment Review Committee

IRC Administrative Coordinator: Mercy Ndungu (651)-602-1436

Agenda

1. Minutes from Past Meeting — March 19, 2012 (4Q11)
2. Discussion on Conflict of Interest
3. Changes to Council’s Investment Policy Statement

4. Presentation of 1Q12 Quarterly Report

Committee members:

Jon Commers, Committee Chair & Council member
Sandy Rummel, Committee Vice Chair & Council member
Jeannette Parr, CFA, Appointee

John Schweers, Appointee

Mary Bogie, Chief Financial Officer

Reference staff: (not members of the IRC)

Allen Hoppe, CFA, Senior Manager, Treasury
Mercy Ndungu, Principal Treasury Analyst
Robin Schmitt, Executive Assistant



l Investment Review Committee

Minutes
March 19, 2012, 2:30 p.m. Conference Room LLA

Present
Committee members: Jon Commers, Chair; Sandy Rummel, Appointee; Jeannette Parr,
Appointee; John Schweers, Appointee; Mary Bogie, Chief Financial Officer.

Reference staff: Allen Hoppe, Sr. Manager, Treasury; Mercy Ndungu, Treasury Analyst;
Robbin Schmitt, Recording Secretary.

Absent: None

Mary Bogie addressed the group and Jon Commers, Chair, mentioned that the meeting can be an
informal type of meeting.

Allen Hoppe noted that the Investment Review Committee will meet quarterly. Mr. Hoppe
reviewed the process for the Investment Report given to the MCM and Council and gave an

overview of the tasks and topics of the Investment Review Committee.

Policy - Investments

Mr. Hoppe provided a copy of the Metropolitan Council Policy Investments 3-4-4 to review with
the Committee.

The Committee discussed protocol with reviewing policies and discussion ensued regarding
investments.

Diesel Fuel Hedging

Mr. Hoppe reviewed the Diesel Fuel Hedging Program. He noted that the hedging program is
treated like an insurance program. As prices continue to be volatile, the program allows for
better budget planning.

Discussion ensued regarding diesel verses natural gas and the futures market correlation.

Economic Review: 4011

Ms. Ndungu reviewed the 4Q11 Economic Review including Consumer Spending, Employment,
Inflation, Portfolio Results, and Short Term Yields.

Cash Management

Mr. Hoppe reviewed portfolio results/expectations for the long-term portfolio, OPEB
results/expectations.



Investments

Mr. Hoppe reviewed several investment groups and types.
Business completed, the meeting adjourned at 4:00 p.m.
Respectfully submitted,

Robbin Schmitt
Recording Secretary



Report on Investments
First Quarter, 2012

Economic Review

Past. The U.S. economy continued to grow at a moderate pace. First quarter, Gross domestic product
(GDP) increased at an annualized rate of 2.2%, down from 3% in the prior quarter. The major downside
surprise was a decline in federal government spending (-5.6%), business investment (-2.1%) and state and
local government spending (-1.2%). The biggest positive contributor to GDP growth was consumer
spending, which grew at 2.9% on an annualized basis (vs. 2.1% in 4Q11); this was the largest increase
since fourth quarter 2010. This indicates that the pace of consumer spending is clearly starting to pick up
steam. The labor market continued to show signs of sustained recovery. Payroll gains averaged more
than 210,000 per month during the first quarter versus 164,000 per month during the fourth quarter. The
unemployment rate ticked down to 8.2% in March from 8.5% in December. The improvement was
partially driven by a reduction in the number of unemployed individuals continuing to seek work. Initial
jobless claims remained below the key 400,000 level but remained higher than expected. For week ended
April 26”‘, jobless claims rose 2,000 to stand at 388,000, the highest level since November 2011. While
we are encouraged by the recent development, the labor market will continue to have significant excess
capacity unless jobless claims can hold solidly below the 400,000 level and monthly payrolls can generate

consistent gains of 200,000 or more.

U.S. Treasuries underperformed credit and securitized fixed income products for the second quarter in a
row as investors moved money out of cash and Treasuries and into higher yielding investment options.

The broader Standard and Poor’s 500 index delivered a stronger 12.6% total return for the quarter.

Present. Economic data continues to be mixed. News from the housing market were weaker than
expected. March new housing starts were down 5.8% month-over-month to an annualized rate of 654,000
(vs. 698,000 in February), while expectations were calling for an increase of 1% over the same time
period. Existing home sales were also expected to increase, but fell from an annualized rate of 4.6 million
to 4.48 million. Overall conditions in the housing sector continue to languish. Manufacturing continued
to expand for the 32™ consecutive month. The Institute for Supply Management (ISM) manufacturing
index finished April at 54.8 (vs. 53.4 in March), while the Non-manufacturing index finished at 56.0 in
March (vs. 57.3 in February). Both indices were above the 50 threshold level which indicates an
expansionary mode. Consumer sentiment has improved as the economy and labor markets continue to
recover. The University of Michigan Consumer Sentiment index rose to 76.4 in March vs. 76.2 in
February. The improvement was driven by gains in the labor market and another strong quarter in

equities.



Future. The Federal Reserve remains cautious and continues to note headwinds facing stronger
economic growth. At the April 25"™ meeting, the FOMC voted to keep the fed funds rate at 0% and
reaffirmed it expectations that the target rate would remain at “exceptionally low level” through late 2014.
We believe bond yields will remain relatively low consistent with the Fed keeping rates exceptionally
low, continuation of Operation Twist, moderate economic growth and relatively contained inflation

expectations.

We expect U.S. growth to remain moderate over the next few quarters. Growth will be constrained by the
high unemployment rate, slow global growth triggered by fiscal austerity in Europe, slower growth in

China and subdued real income growth.

Council Impact. For the second consecutive quarter in a row, municipal bonds delivered strong
performance. The flatter yield curve led to long bonds outperforming as maturities greater than 15 years
posted higher returns than the overall market while shorter bonds underperformed. Our long term
portfolio outperformed its benchmark due to our municipal bond holdings. About 50% of the portfolio is
invested in municipal bonds, 40% in U.S. agencies and 10 % in cash and cash equivalents. On the short
end of the curve, the Council’s investments continue to suffer from the low yield environment. Several of
our agency bonds have been called away early which will result in a decrease in book yield and a further

exposure to reinvestment risk in our long term portfolio.

On a positive note, the low yield environment is viewed as an opportunity for the Council to issue new
money bonds to fund various capital improvement projects. Tentatively, on June 5™, the Council is
planning to sell general obligation bonds in the amounts of $65 million for Environmental Services
division, $52 million for Metro Transit and $7 million for Parks. In addition, the Council will also refund
$6 million of Transit’s series 2004A bonds and $97 million of the combined series 2003 A, 2004B and
2005B of Wastewater bonds. The three refundings are expected to generate nearly $9 million of

cumulative net present value savings.



Investment Results & Strategy

MCOA—Short-Term

1Q12 Results: Total return for this portfolio was above the index by 3 basis points. This portfolio has
averaged 29 bps per year more than its benchmark over the past 13 years. For the quarter, 60% of our
cash was invested in top tier commercial paper pieces yielding an average of 30 bps, about 38% was
invested in a government money market fund yielding 0.0% and 3% was invested in short taxable munis
yielding an average of 70 bps. Overall, the commercial paper pieces and the munis contributed to the

positive performance at quarter end.

2Q12 Strategy: We intend to stay liquid during the second quarter of 2012 until we receive proceeds

from capital bond issuances.

Money market funds continued their gradual improvements due to an improved economic backdrop
combined with the success of the European Central Bank (ECB) long term refinancing actions. We
moved back to prime money market funds at end of March and are currently invested in the Federated

prime funds, currently yielding about 20bps.

Longer Strategy (12-months): We continue to maintain a conservative strategy that places greater
emphasis on liquidity and safety. We may extend duration slightly to pick up incremental yield. We will
continue to invest in separately owned high quality commercial paper, prime money market funds and

short maturing high quality municipal bonds.

MCOA—Long-Term

1Q12 Results: Total return of 0.48% was above the Merrill Lynch Agency Master index by 50 basis points.
During the quarter, Treasury yields rose across the curve while most municipal bond yields declined. There is
an inverse relationship between bond yields and prices. As municipal yields fell, our bonds experienced

significant price appreciation which boosted our performance relative to the benchmark.

2Q12 Strategy: We will maintain our diligence from a credit perspective and look for taxable municipal issues
in a very cautious and selective manner. Several of our agencies bonds have been called early; we intend to hold
some cash in the portfolio in order to take advantage of any interest rate increases. We may also purchase some
intermediate to long term agency and municipal bonds to enhance portfolio income. Government-backed

mortgage securities may also be purchased.



Longer Strategy (12-months): Deploy cash into callable agencies, mortgage securities, munis and possibly
some commercial paper. In our view, medium-quality (credits rated A) municipal revenue based credit tiers
continue to offer compelling valuations relative to Treasuries, as measured by the ratios of quality municipal

yields to Treasury yields.

EFPMs — Hedging Accounts

The energy forward pricing mechanisms (EFPMs) program manages the risk of swings in the cost of
diesel fuel consumed by Metro Transit and Metro Mobility. The program continues to provide a high
degree of budget certainty for very volatile commodity prices. Currently, we are hedged through April
2013. Due to regulatory changes related to sulphur content in heating oil contracts, the market place has
not offered futures contracts beyond May 2013 for the past six months, but the situation has been
rectified. Beginning in May, we will resume purchasing futures contract based on our rolling hedge

strategy.

During the first quarter, diesel futures contracts generated $1.1 million in net realized gains which were
offset by a comparable rise in the price of fuel purchased. During the quarter, about $1.6 million in net

unrealized gains occurred.

MCOA--Margin Account

The margin account supports both the diesel fuel and natural gas hedging programs; it includes a money

market balance, and a U.S. agency security.

Low Activity Portfolios
The HUD portfolio received limited activity. The HUD account is kept liquid for operating purposes.

OPEB
1Q12Results: Our OPEB portfolio is currently 100% invested in equities. At the end of first quarter
2012, the S&P 500 index and our OPEB portfolio posted returns of 13.0% and 12.6%, respectively. For

the quarter, the portfolio incurred $13.8 million of unrealized gains.

2Q12 Strategy: Corporate earnings growth remains solid due to slowly improving business

fundamentals. Hence, we continue to hold a positive long-term view toward equities.

Longer Strategy (12-months): Continue allocating to equities with minor adjustments when markets

become historically expensive.



March 31, 2012

Operating Account (MCOA) Diesel &
Short- Futures Long- NG Hedging
Term Margin Term Accounts HUD OPEB
Compliance OK OK OK OK OK OK
Safety (Defaults) None None None None None None
Liquidity (Effective Duration Years)
Target Duration Range: 0-1 0-6 . 2-6 n.a. 0-1 0-1
Result 0.15 0.04 3.69 na. 0.01 n.a,
Less: Index 0.12 0.04 3.59 n.a. 0.01 n.a.
Longer <Shorter> Index 0.04 0.00 0.10 n.a. 0.00 n.a.
Note: Index Source: Crane Data n.a. ML Agy. Master n.a. n.a n.a.
(Prime Funds)
Diversification
Sectors See Charts n.a. See Charts n.a. U.S. Bank Mixed
Effective Duration See Charts n.a. See Charts na. Acct. n.a.
Rate of Return
Revenue by Component:
Accrued Interest $ 95,075 $ 2,175 $ 1,804,979 - $ 431 527,400
Realized Gains/Losses $ 858 $ (1,800) $ 22,693 1,082,038 $ - -
Unrealized Gains/Losses $ (89,395) $ (6,959) $ 7,956,680 1,566,409 $ - 13,319,845
Total Int. Rev. $ 6,539 3 (6,584) $ 9,784,352 2,648,446 $ 431 13,847,245
Total Investment Revenue, All Portfolios, Current Quarter 26,280,553
Book Yield: 0.22% 0.22% 327% n.a. 0.05% 1.77%
Total Return:
Current Quarter, Council 0.05% n.a. 0.48% n.a. 0.01% 12.97%
*Index 0.02% n.a. -0.02% n.a. 0.01% 12.58%
Difference 0.03% na. 0.50% n.a. 0.00% 0.39%
Last 12 Months, Council 0.20% na. 5.65% n.a. 0.09% 8.91%
*Index 0.03% n.a. 4.92% n.a. 0.09% 8.52%
Difference 0.17% n.a. 0.73% n.a. 0.00% 0.38%
Start Date: 12-31-99 05-01-04 12-31-99 05-01-04 03-31-01 07-03-06
Ave. Annual Rtn., Council 2.86% n.a. 5.52% n.a. 1.95% 4.53%
*Index 2.57% n.a. 4.93% n.a. 1.95% 4.01%
Difference 0.29% n.a. 0.59% n.a. 0.00% 0.52%

*For subscription cost reduction purposes, we began using Crane Data effective 3Q2011.




METROPOLITAN COUNCIL--Investment Review Committee
Historic Statistics--All Portfolios

March 31, 2012

Account Group 1Q09 2Q09 3Q09 4Q09 1Q10 2Q10 3Q10 4Q10 1Q11 20Q11 3011 4Q11 1Q12
Total Return(%):
MCOA-Taxable, ST 027%  0.14%  0.12%  0.08%| 0.10% 0.08%  0.10% 0.05% 0.06% 0.06% 0.06% 0.04%| 0.05%
MCOA-Taxable, Margin, w/Cash 0.08%  0.03% 0.23% 0.04%| 016% 0.01% 0.54% 0.22% 0.21% 0.58% 0.02% 0.02%| -0.08%
MCOA-Taxable, LT 1.02% -044%  4.48% -1.01%| 1.43% 381% 1.62% -1.89% 0.30% 1.71% 2.88% 0.48%| 0.48%
[MCOA-Taxable Combined 0.67% -0.35%  333% -059%| 122% 2.78% 122% -0.87% 0.18% 1.04% 1.59% 0.29%| 0.29%
HUD-Savings Acct. 0.02% 0.01% 0.01% 0.01%| 001% 001% 0.05% 0.05% 0.02% 0.05% 0.05% 0.05%| 0.05%
OPEB @ MN SBI -10.45%  15.25% 14.89%  5.96%| 5.43% -11.46% 11.42% 10.63%| -10.45% 0.11%  -13.76% 11.66%| 12.97%
Effective Duration (Yrs):
MCOA-Taxable, ST 0.01 0.00 0.00 0.00 0.24 0.02 0.10 0.05 0.29 0.11 0.08 0.08 0.16
MCOA-Taxable, Margin, w/Cash 0.00 0.00 0.02 0.02 0.04 0.06 0.04 0.04 0.24 0.18 0.76 0.02 3.69
MCOA-Taxable, LT 4.88 5.12 4.71 4.36 4.99 3.64 3.51 4.15 4.26 3.31 2.31 2.48 3.69
[MCOA-Taxable Combined 3.76 4.08 3.75 2.69 4.22 2.71 2.61 2.01 2.30 2.00 1.31 1.46 2.16
HUD-Savings Acct. 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01
OPEB @ MN SBI n.a. n.a. n.a. n.a. n.a n.a n.a. n.a. n.a. n.a. n.a n.a. n.a.
Ave. Maturity (¥rs):
MCOA-Taxable, ST 0.01 0.01 0.01 0.01 0.05 0.04 0.10 0.05 0.08 0.11 0.08 0.08 0.16
MCOA-Taxable, Margin, w/Cash 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
MCOA-Taxable, LT 9.79 6.86 5.72 5.78 6.37 4.48 3.75 4.59 4.71 3.34 2.42 2.39 3.64
|MCOA-Taxable Combined 7.53 5.46 4.21 3.56 5.34 3.26 2.79 4.62 4.63 2.01 1.35 1.40 212
HUD-Savings Acct. 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01
OPEB @ MN SBI na. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. na n.a. n.a.
Otrly Earnings (Smillions):
MCOA-Taxable, ST $ 03 § 03 § 01 $ 018 o1 $§ 01 § 01 $ 01]8% 01 % 0.1 0.1 01([%$ 0.0
MCOA-Taxable, Margin, w/Cash 0.00 0.00 0.02 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01 0.00
MCOA-Taxable, LT 2.3 (0.8) 8.3 2.1) 3.0 8.6 4.3 (4.6) 1.8 4.4 8.4 1.5 9.8
[MCOA-Taxable Combined § 26 § (06 8§ 84 § (0|8 371 5§ 87 8§ 44 3 (45|38 2.0 § 4.5 85 16§ 98
MT Futures Contracts, Realized 3.0) (2.0) (2.6) 4.3) 2.6) (1.0) (0.4) 0.0 1.3 1.7 1.2 0.8 1.1
MT Futures Contracts, Unrealized (0.0) 72 1.7 6.3 2.3 1.2 1.6 2.5 58 (3.8) 1.0 1.7 1.6
HUD-Savings Acct. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
OPEB @ MN SBI (5.7 7.2 8.4 4.0 4.0 (8.9) 10.2 16.8 7.7 3.1 (12.0) 1.0 13.8
Aggregate (Less Combined) $ (62) % 119 § 159 § 40|88 68 $§ (0.1) § 158 $ 1483 167 % 5.5 (1.3) 50[% 263
Investment Balances (MV, Smillions):
MCOA-Taxable, ST $ 510 $ 364 § 661 $131.0[% 334 § 829 § 829 § 2568 % 2200 $ 194.0 240.0 232.0 | $ 206.8
MCOA-Taxable, Margin, w/Cash 9.0 13.5 11.7 5.5 4.0 5.1 2.1 3.1 10.0 9.6 9.0 9.0 5.1
MCOA-Taxable, LT 199.0 195.0 215.6 219.0 193.0 231.3 239.7 237.0 236.6 292.0 297.6 324.0 275.2
[MCOA-Taxable Combined 259.0 244.9 2934 355.5 230.4 319.3 324.7 496.9 466.6 495.6 546.6 565.0 487.1
HUD-Savings Acct. 0.0 0.0 0.0 0.0 0.0 0.0 - - - -
OPEB @ MN SBI 44.7 54.7 64.9 71.0 76.0 69.0 79.0 95.4 102.6 105.4 92.7 106.3 120.5
Aggregate (Less Combined) $ 3037 $ 2996 §$ 3583 §4265[5 3064 5 3883 § 4037 § 5923|$ 5692 $ 601.0 639.3 671.3 | § 607.6
Market Yield (%):
MCOA-Taxable, ST 073%  0.61% 0.22% 0.22%| 0.77% 0.18% 0.54%  0.20% 0.29% 0.52% 0.16% 0.23%]|  0.60%
MCOA-Taxable, Margin, w/Cash 1.05%  0.26% 0.13%  0.13%| 0.80% 2.66% 2.66% 2.10% 0.43% 0.45% 0.48% 0.48%| 0.22%
MCOA-Taxable, LT 356%  3.35%  3.09%  3.22%| 3.58% 2.66% 2.39% 3.03% 3.08% 2.28% 1.62% 1.72%|  2.19%
[MCOA-Taxable Combined 2.92%  2.77%  2.33%  233%| 3.12% 2.04% 192% 1.56% 1.71% 1.56% 0.96% 1.07%| 1.49%
HUD-Savings Acct. 0.05%  0.05% 0.05% 0.05%| 0.05% 0.05% 0.05% 0.05% 0.05% 0.05% 0.05% 0.05%| 0.05%
OPEB @ MN SBI 1.57% 1.51% 1.43% 1.53%| 143% 1.55% 1.57% 1.76% 1.68% 1.87% 1.58% 1.81%| 1.77%
Book Yield (%):
MCOA-Taxable, ST 0.73% 0.56% 022% 029%| 0.77% 028% 035% 0.20% 0.27% 0.24% 0.16% 0.15%]| 0.22%
MCOA-Taxable, Margin, w/Cash 1.05%  0.26%  0.13%  0.13%| 080% 2.66%  2.66% 2.10% 0.43% 0.45% 0.45% 0.48%| 0.22%
MCOA-Taxable, LT 4.08%  3.76%  3.42% 3.42%| 385% 3.15% 297% 3.28% 3.31% 2.61% 2.19% 2.56%| 3.27%
[MCOA-Taxable Combined 3.32%  3.09%  2.57% 2.22%| 3.35% 232% 2.30% 1.68% 1.81% 1.64% 1.27% 1.54% | 1.94%
HUD-Savings Acct. 0.05% 0.05% 0.05% 0.05%| 0.05% 0.05% 0.05% 0.05% 0.05% 0.05% 0.05% 0.05%| 0.05%
OPEB @ MN SBI 1.57%  1.51%  143% 1.53%| 143% 1.55% 1.57% 1.76% 1.68% 1.87% 1.58% 1.81%| 1.77%
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ia: Metropolitan Council

POLICY - INVESTMENTS

Section/Number: 3-4-4 Total Pages: 4

Dept. Responsible: Finance Effective Date:  9/11/98
Speeial Nete: Rearranged-from-de pted-June Revision No. (32) 12A5/0420112

I Policy:

The Metropolitan Council will direct the investment of all public funds under its care
through prudent financial management practices and in conformity with applicable laws,
regulations and statutes.

Objectives
The following objectives are to be taken into consideration, in the order listed, for
implementation of the investment program:

1. Compliance. Investments shall be made in a manner such that they comply with
the rules and regulations of applicable governing and regulatory bodies.

2. Safety: Safety of principal is the primary objective of the investment program.
Investments of the Council shall be purchased and managed in a manner that
ensures the preservation of capital in the overall portfolio.

3. Liquidity: To meet its short-term cashflow needs, the Council’s investment
portfolio will remain sufficiently liquid to enable the Council to meet anticipated
cash requirements without the occurrence of significant investment losses. To
meet the Council’s long-term cashflow needs, the average duration of the
investment portfolio should match the average duration of liabilities, subject to
regulatory requirements.

4. Diversification: The investment portfolio will be diversified to avoid the risk of
losses resulting from an over-concentration of assets in a specific maturity, issuer,
or class of securities.

5. Rate of Return: The Council will seek the highest possible rate of return on its
invested assets (net of expenses) after meeting its objectives for compliance,
safety, liquidity and diversification.

Allowable Investments

Investment instruments purchased by the Council must comply with Minnesota Statute
118A, as amended, and, to a further degree, Council-defined criteria. The Council has
authorized investments to be made in the following asset classes:

1. Obligations of the U.S. Treasury.

2. Obligations of the U.S. government agencies, instrumentalities, or any
organization created by an Act of Congress.
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3. Any State or local government obligation that is rated by at least one national
rating agency with a rating level of at least the following rating;

a. general obligation rated “A” or better
b. revenue obligation rated “AA” or better

¢. general obligations of the Minnesota Housing Finance Agency rated “A” or
better.

4. Bankers Acceptances of a United State bank.

5. Commercial Paper issued by U.S. corporations or their Canadian subsidiaries
rated in the highest category by two rating agencies and maturing in 270 days or
less.

6. Repurchase Agreements.

7. Guaranteed Investment Contracts (GICs) issued or guaranteed by U.S. banks,
domestic branches of foreign banks and U.S. insurance companies or their
Canadian subsidiaries which are rated in the two highest rating categories.

8. Mortgage-Backed Securities (MBS) that are direct obligations, guaranteed, or
insured by the United States government, its agencies, its instrumentalities, or any
organization created by an Act of Congress and are not classified by the
Investment Review Committee (IRC) as high risk securities.

9. Mutual funds investing only in securities allowable for direct investment by the
Council.

10. Time Deposits fully insured by the FDIC, secured by a surety bond or
collateralized with U.S. treasury or agency securities or allowable municipal
bonds.

11. Energy Forward Pricing Mechanisms (EFPMs), including futures, options, etc., as
a budget risk tool (pursuant to M.S. 473.1293) for purchases of Council-
consumed commodieties,(e.g. diesel fuel and natural gas), when they have a
holding period and expiration of not more than 24 months from their trade date.

The Council will not invest in Reverse Repurchase Agreements.

Variances to the preceding allowed and disallowed investments must be approved in
advance by two members of the IRC. The IRC may implement additional restrictions to
allowable investments.

Investments are purchased on a hold to maturity basis (vis-a-vis, held for trading basis).
Notwithstanding this strategy, securities may be sold before their maturity or call date to
meet immediate cash needs or to improve the overall net present value of the portfolio.

Standard of Conduct
The standard of conduct to be followed by investment staff and IRC shall be the “Prudent
Person Standard” and shall be applied in the context of managing an overall portfolio.
The Council’s investment purchases and sales shall be made with judgment and care
under the then-prevailing circumstances. All investment transactions shall be made just
as personal transactions would be made by individuals of prudence, discretion, and
intelligence would exercise in the management of their own affairs, not for speculation,
but for investment, considering the probable safety of their capital as well as the probable
2
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income to be derived. Investment staff acting in accordance with written procedures and
exercising due diligence shall be relieved of personal responsibility for an individual
security’s credit risk or market price changes, provided deviations from expectations are
reported in a timely fashion and appropriate action is taken to control adverse
developments.

Safekeeping and Custody

All securities purchased by the Council will be held by a third party safekeeping agent
appointed as custodian by the Council. The custodian shall issue a safekeeping receipt to
the Council for each transaction detailing all pertinent aspects of the specific security and
the name and account in which the security is held.

All security transactions entered into by the Council shall be conducted on a delivery
versus payment basis except for money market mutual funds, fixed income mutual funds,
overnight repurchase agreements, and Energy Forward Pricing Mechanisms.

Safekeeping and custody of EFPMs, and the cash directly supporting such mechanisms,
shall follow industry practices including maintenance of accounts at brokerage
companies. Notwithstanding this authorization, the Council will seek the highest level of
safety available in establishing accounts and procedures to support this program. The
Council may establish secure alternatives to broker standards for cash or securities being
held in a brokerage account. Alternatives include establishment of escrow and custody
accounts, letters of credit by the broker, collateral accounts, third-party agreements, etc.

Securities Lending
The Council authorizes the practice of lending its investment security holdings for the
purpose of generatmg add1t1onal mvestment income from its ﬁnancna[ assets. i

---1 Comment [B1]: Not sure this is IRC
responsibility — who would sign such agreement?

Internal Controls

The Centreller Chief Financial- Officer-shall establish a system of internal controls and
monitoring procedures. The controls shall be designed to prevent losses of public funds
arising from fraud, employee error, misrepresentation by third parties, unanticipated
changes in financial markets, or imprudent actions by employees and officers of the
Council. The Centrotier-Chief Einaneial-Offieer-will oversee designated staff who
manage the portfolio on a day-to-day basis. The CentrellerChief FinaneialOfficer-will

establish management controls specific to EFPMs.

Bank and Securities Broker Relationships

All banks and brokerage companies doing business with the Council, whether they are
receiving funds as deposits or for investments, must be approved by the Council before
they receive Council funds.

To comply with State Statutes, the Council, prior to completing an initial transaction with
a broker, shall receive from said brokerage company a fully executed “Notification to
Broker and Certification by Broker” form.

The current list of Authorized Financial Institutions is maintained on file in-the-Officeof

FinaneeFreasury.
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Reporting

A report is to be prepared by-tFreasury staff on a quarterly basis which provides summary
portfolio characteristics of the Council’s investment holdings and transactions relative to
the objectives of compliance, safety, liquidity, diversification and rate of return. An
economic summary as it relates to the Council’s holdings will also be prepared. The
Council’s quarterly Report On Investments will report on EFPM holdings and activity.

External Registered Investment Advisors
To the extent the Council employs any external registered investment advisor for the
purpose of investing Council funds, such advisor must comply with the Policy.

Audits

The internal auditors will conduct annual-periedie-reviews of the Council’s investment
program. Such audit will focus on verifying previously reported investment information
and compliance with policies and procedures and the system of internal control. External
auditors may also conduct independent audit review of the investment function. The
Council’s external auditor shat-may audit the Energy Forward Pricing Program

annualbyin-conjunction-with-the- Couneil’s-annual finaneial-audit. Internal auditors shall

audit EFPMs in conjunction with reviews of the Council’s investment program.

Purpose of policy:

This Policy is designed to guide the Council, its Investment Review Committee and
associated staff in the investment and management of these funds so as to meet the
compliance, safety, liquidity, diversification and rate of return needs of the Council.

Background and reasons for policy:
The general authority and approach to managing the Council’s investment program is
derived from Minnesota Statute 118A.

ImplementatmnlAccountab|llty

The Mana :

Revaemmﬁtee—H—RG}—mH—prowde on-going 0vers1ght and review of the Counml’
investment program. The IRC will establish policies, procedures and objectives as they
relate to investments and monitor compliance thereto. The IRC consists of two Council
members-designated-by-the Management Committee; two members with strong relevant

financial background who are not Council employees/members-and-whe-are-appeinted-by
the-Couneil-Treasurer; and the Chief Financial Officer. Prospective external members

will be requ1red to dlsclose any potent1al conﬂlcts before appomtment Membersshallbe

The IRC will be supported by the Gen%rel-le#llr-e&aﬁf—%eetef—and related staff and will
meet quaﬁe#y—er—asﬂeeded-bui—at least twice per year F&ﬁher—respeﬁﬁbﬂ-ﬁy—fef—dmly

=

i)

bhe—GeﬂﬂeH{AThls Pollcy applles to al] fi nan(:lal assets, funds and transactlons of the .- comment [B2]: Do we really need this?

Council and its divisions.
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I Policy:

The Metropolitan Council will direct the investment of all public funds under its care
through prudent financial management practices and in conformity with applicable laws,
regulations and statutes.

Objectives
The following objectives are to be taken into consideration, in the order listed, for
implementation of the investment program:

1. Compliance. Investments shall be made in a manner such that they comply with
the rules and regulations of applicable governing and regulatory bodies.

2. Safety: Safety of principal is the primary objective of the investment program.
Investments of the Council shall be purchased and managed in a manner that
ensures the preservation of capital in the overall portfolio.

3. Liquidity: To meet its short-term cashflow needs, the Council’s investment
portfolio will remain sufficiently liquid to enable the Council to meet anticipated
cash requirements without the occurrence of significant investment losses. To
meet the Council’s long-term cashflow needs, the average duration of the
investment portfolio should match the average duration of liabilities, subject to
regulatory requirements.

4. Diversification: The investment portfolio will be diversified to avoid the risk of
losses resulting from an over-concentration of assets in a specific maturity, issuer,
or class of securities.

5. Rate of Return: The Council will seek the highest possible rate of return on its
invested assets (net of expenses) after meeting its objectives for compliance,
safety, liquidity and diversification.

Allowable Investments

Investment instruments purchased by the Council must comply with Minnesota Statute
118A, as amended, and, to a further degree, Council-defined criteria. The Council has
authorized investments to be made in the following asset classes:

1. Obligations of the U.S. Treasury.

2. Obligations of the U.S. government agencies, instrumentalities, or any
organization created by an Act of Congress.
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3. Any State or local government obligation that is rated by at least one national
rating agency with a rating level of at least the following rating:

a. general obligation rated “A” or better
b. revenue obligation rated “AA” or better

c. general obligations of the Minnesota Housing Finance Agency rated “A” or
better.

4. Bankers Acceptances of a United State bank.

5. Commercial Paper issued by U.S. corporations or their Canadian subsidiaries
rated in the highest category by two rating agencies and maturing in 270 days or
less.

6. Repurchase Agreements.

7. Guaranteed Investment Contracts (GICs) issued or guaranteed by U.S. banks,
domestic branches of foreign banks and U.S. insurance companies or their
Canadian subsidiaries which are rated in the two highest rating categories.

8. Mortgage-Backed Securities (MBS) that are direct obligations, guaranteed, or
insured by the United States government, its agencies, its instrumentalities, or any
organization created by an Act of Congress and are not classified by the
Investment Review Committee (IRC) as high risk securities.

9. Mutual funds investing only in securities allowable for direct investment by the
Council.

10. Time Deposits fully insured by the FDIC, secured by a surety bond or

collateralized with U.S. treasury or agency securities or allowable municipal
bonds.

11. Energy Forward Pricing Mechanisms (EFPMs), including futures, options, etc., as
a budget risk tool (pursuant to M.S. 473.1293) for purchases of Council-
consumed commodities,(e.g. diesel fuel and natural gas), when they have a
holding period and expiration of not more than 24 months from their trade date.

The Council will not invest in Reverse Repurchase Agreements.

Variances to the preceding allowed and disallowed investments must be approved in
advance by two members of the IRC. The IRC may implement additional restrictions to
allowable investments.

Investments are purchased on a hold to maturity basis (vis-a-vis, held for trading basis).
Notwithstanding this strategy, securities may be sold before their maturity or call date to
meet immediate cash needs or to improve the overall net present value of the portfolio.

Standard of Conduct
The standard of conduct to be followed by investment staff and IRC shall be the “Prudent
Person Standard” and shall be applied in the context of managing an overall portfolio.
The Council’s investment purchases and sales shall be made with judgment and care
under the then-prevailing circumstances. All investment transactions shall be made just
as personal transactions would be made by individuals of prudence, discretion, and
intelligence would exercise in the management of their own affairs, not for speculation,
but for investment, considering the probable safety of their capital as well as the probable
2
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income to be derived. Investment staff acting in accordance with written procedures and
exercising due diligence shall be relieved of personal responsibility for an individual
security’s credit risk or market price changes, provided deviations from expectations are
reported in a timely fashion and appropriate action is taken to control adverse
developments.

Safekeeping and Custody

All securities purchased by the Council will be held by a third party safekeeping agent
appointed as custodian by the Council. The custodian shall issue a safekeeping receipt to
the Council for each transaction detailing all pertinent aspects of the specific security and
the name and account in which the security is held.

All security transactions entered into by the Council shall be conducted on a delivery
versus payment basis except for money market mutual funds, fixed income mutual funds,
overnight repurchase agreements, and Energy Forward Pricing Mechanisms.

Safekeeping and custody of EFPMs, and the cash directly supporting such mechanisms,
shall follow industry practices including maintenance of accounts at brokerage
companies. Notwithstanding this authorization, the Council will seek the highest level of
safety available in establishing accounts and procedures to support this program. The
Council may establish secure alternatives to broker standards for cash or securities being
held in a brokerage account. Alternatives include establishment of escrow and custody
accounts, letters of credit by the broker, collateral accounts, third-party agreements, etc.

Securities Lending
The Council authorizes the practice of lending its investment security holdings for the
purpose of generating additional investment income from its financial assets.

Internal Controls

The Chief Financial Officer shall establish a system of internal controls and monitoring
procedures. The controls shall be designed to prevent losses of public funds arising from
fraud, employee error, misrepresentation by third parties, unanticipated changes in
financial markets, or imprudent actions by employees and officers of the Council. The
Chief Financial Officer will oversee designated staff who manage the portfolio on a day-
to-day basis. The Chief Financial Officer will establish management controls specific to
EFPMs.

Bank and Securities Broker Relationships

All banks and brokerage companies doing business with the Council, whether they are
receiving funds as deposits or for investments, must be approved by the Council before
they receive Council funds.

To comply with State Statutes, the Council, prior to completing an initial transaction with
a broker, shall receive from said brokerage company a fully executed “Notification to
Broker and Certification by Broker” form.

The current list of Authorized Financial Institutions is maintained on file in Treasury.

Reporting
A report is to be prepared by Treasury staff on a quarterly basis which provides summary
portfolio characteristics of the Council’s investment holdings and transactions relative to

3
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II.

111

IV.

the objectives of compliance, safety, liquidity, diversification and rate of return. An
economic summary as it relates to the Council’s holdings will also be prepared. The
Council’s quarterly Report On Investments will report on EFPM holdings and activity.

External Registered Investment Advisors
To the extent the Council employs any external registered investment advisor for the
purpose of investing Council funds, such advisor must comply with the Policy.

Audits

The internal auditors will conduct periodic reviews of the Council’s investment program.
Such audit will focus on verifying previously reported investment information and
compliance with policies and procedures and the system of internal control. External
auditors may also conduct independent audit review of the investment function. The
Council’s external auditor may audit the Energy Forward Pricing Program in conjunction
with the Council’s annual financial audit. Internal auditors shall audit EFPMs in
conjunction with reviews of the Council’s investment program.

Purpose of policy:

This Policy is designed to guide the Council, its Investment Review Committee and
associated staff in the investment and management of these funds so as to meet the
compliance, safety, liquidity, diversification and rate of return needs of the Council.

Background and reasons for policy:
The general authority and approach to managing the Council’s investment program is
derived from Minnesota Statute 118A.

Implementation/Accountability:

The Investment Review Committee (IRC) will provide on-going oversight and review of
the Council’s investment program. The IRC will establish policies, procedures and
objectives as they relate to investments and monitor compliance thereto. The IRC
consists of two Council members; two members with strong relevant financial
background who are not Council employees/members; and the Chief Financial Officer.
Prospective external members will be required to disclose any potential conflicts before
appointment. Members shall be appointed by the Council Chair and approved by the full
Council.

The IRC will be supported by the Treasury Director and related staff and will meet
quarterly, or as needed but at least twice per year. This Policy applies to all financial
assets, funds and transactions of the Council and its divisions.



