TOWN OF BELLEAIR,
FLORIDA

INVESTMENT PROCEDURES

AND

INTERNAL CONTROLS



INVESTMENT PROCEDURES AND
INTERNAL CONTROLS MANUAL

INVESTMENT DECISIONS

The Finance staff shall adhere to the guidelines of the Town of Belleair
Investment Policy regarding all investments purchases and investment
transactions.

SCOPE

This investment policy applies to all financial assets of the Town of Belleair.
These funds are accounted for in the Town’s Comprehensive Annual Financial
Report and include:

General Fund

Capital Projects Fund

Special Revenue Funds

Water, Wastewater and Solid Waste Enterprise Funds

Trust and Agency Funds

Any new fund created by the Town, unless specifically exempted
by the legislative body.

This investment policy applies to all transactions involving the financial assets
and related activity of all the foregoing funds.

CHAIN OF COMMAND

The Town commission delegates the authority and responsibilities for control of
the Town’s cash and investments to the Town Manager and the Town Finance
Director who shall establish written procedures for the operation of the
investment program consistent with this investment policy. No person may
engage in an investment transaction except as provided under the terms of this
policy and the procedures established by the Town Manager and Town Finance
Director. The Town Manager and the Town Finance Director shall be responsible
for all transactions undertaken and shall establish a system of controls to regulate
the activities of subordinates.

For the purpose of obtaining approval on investment matters not addressed in the
Investment Policy, the following chain of command is appropriate:

1. Town Commission
2. Town Manager
3. Finance Director



The town may select an Investment Advisor for the purposes of <

developing an investment strategy and coordinating investment transactions with
the Finance Director. The selection of an Investment Advisor will be a
competitive process to secure the most qualified firm in conformance with all
related laws and policies.
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INVESTMENT OBJECTIVES

The primary objectives, in priority order, of the Town of Belleair’s investment
activities shall be:

SAFETY: Safety of principal is the foremost objective of the investment
program. Investments of the Town shall be undertaken in a manner that seeks to
ensure the preservation of capital in the overall portfolio. To attain this objective,
diversification is required in order that potential losses on individual securities do
not exceed the income generated from the remainder of the portfolio.

LIQUIDITY: The investment portfolio of the Town of Belleair will remain
sufficiently liquid to enable the Town to meet all operating requirements, which
might be reasonably anticipated.

RETURN ON INVESTMENT: In investing public funds, the Town will
strive to maximize the return on the portfolio and to preserve the purchasing
power but will avoid assuming unreasonable investment risk.

PRUDENCE AND ETHICAL STANDARDS

Investments shall be made with judgment and care (under circumstances then
prevailing) which persons of prudence discretion and intelligence exercise in the
management of their own affairs, not for speculation, but for investment,
considering the probable safety of their capital as well as the probable income to
be derived. The standard of prudence to be used by investment officials shall be
the “prudent person” standard and shall be applied in the context of managing an
overall portfolio. Investment officers acting in accordance with written
procedures and the investment policy and exercising due diligence shall be
relieved of personal responsibility for an individual security’s credit

risk or market price change, provided deviations from expectations are reported in
a timely fashion and appropriate action is taken to control adverse developments.

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. Employees and investment officials shall disclose to the
Finance Administrator any material financial interest in financial institutions that
conduct business within this jurisdiction and they
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shall further disclose any material personal financial/investment positions that
could be

related to the performance of the portfolio. Employees and officers shall
subordinate their personal investment transactions to those transactions made in
the portfolio, particularly with regard to the time of purchase and sales.

Bond swaps are appropriate when undertaken with the prudent person test and
overall portfolio objectives in order to (a) increase yield to maturity without
affecting the asset liability match; (b) reduce maturity while maintaining or
increasing the yield to maturity or (c) increasing portfolio quality without
affecting the asset liability match while maintaining or increasing the yield to
maturity.

The Town should not however, have a policy against selling securities at a loss if
undertaken in connection with prudent portfolio management. For the protection
of the Town it is imperative that full disclosure be made by the Commission,
Manager and Finance Director any material interests which they may hold in a
financial institution (broker/dealers, banks, etc.), which conducts business with
the Town of Belleair. This disclosure shall be reported to the Town Commission.

AUTHORIZED INVESTMENTS

In accordance with Section 125.31, Florida Statutes, authorized investments
include:

a. The Florida Local Government Surplus Funds Trust Fund.
(administered by the State Board of Administration and commonly
referred to as the “SBA™).

a-b.  Other 2a7-like government investment pools with a rating of
AAAmM by Standard & Poor’s, or other equivalent rating by
another ratings agency, verified periodically by the Finance

Director.

b.c.  Direct obligations of the U.S. Government, such as U.S. Treasury
obligations.

ed.  Obligations guaranteed by the U.S. Government as to principal and
interest.

d-e.  Interest bearing savings accounts, money market accounts,
certificates of deposit, money market certificates or time deposits
constituting direct obligations of any bank or savings and loan
association certified as a Qualified Public Depository by the State
of Florida.

e-f. _ Obligations of the:

. Federal Farm Credit Banks (FFCB)

3 Federal Home Loan Bank Mortgage Corporation (FHLMC)
(participation certificate)

3 Federal Home Loan Bank (FHLB) or its banks



. Government National Mortgage Association (GNMA)
3 Federal National Mortgage Association (FNMA)
. Student Loan Marketing Association

fq. Securities or, or other interests in, any open-end or closed-end
management type investment company or investment trust
registered under the Investment Company Act of 1940, provided
the portfolio is limited to U.S. Government obligations and
repurchase agreements fully collateralized by such U.S.
Government obligations (i.e. Mutual Funds).
MATURITY AND LIQUIDITY REQUIREMENTS

The objective will be to match investment cash flow and maturity with know cash
needs and anticipated cash flow requirements (i.e., match assets to liabilities) to
the extent possible.

Investment of funds shall have final-effective maturities of not more than five (5)
years, except for:

1. SBA — No stated final maturity.
2. Certificates of Deposits as approved by Town Commission.

PORTFOLIO COMPOSITION

Investment Type Maximum
1. Florida Local Government Surplus Trust Fund (SBA)* 100%

2. US Government Securities 100%

3. US Federal Agencies** 100%

4. Other 2a7-like government investment pools*

45. Instrumentalities** 50%

56. Certificates of Deposits 30%

67. Repurchase Agreements 20%

Funds in the Depository Account will not be considered a part of the portfolio for
purpose of the section.

%=Does not include bond proceeds invested in construction funds established under
a bond resolution.

*The SBA Florida Prime fund and other 2a7-like government investment pools
must have a rating of AAAm by Standard & Poor’s, or other equivalent rating by
another ratings agency, verified periodically by the Finance Director.

RISK AND DIVERSIFICATION




The Town will diversify its investments by security type, specific maturity, dealer
or bank through which financial instruments are bought or sold. Subject to
limitation under Portfolio Composition, the following are the limits on individual
issuers or dealers of bank:

1. No limitation on SBA, now accounts, US Government Securities, US
Federal Agencies or US Federal Instrumentalities.

1.2.  Other individual 2a7-Like governmental investment pools are limited to
50% of total portfolio.

2:3.  Limitations on other approved investments are 10% of total portfolio.

AUTHORIZED INVESTMENT INSTITUTIONS AND DEALERS

The Financial Administrator will maintain a list of the financial institutions
authorized to provide investment services. No public deposit shall be made
except in a qualified public depository as established by state laws.

All financial institutions and broker/dealers who desire to become qualified
bidders for investment transactions must supply the Finance Administrator with
the following:

1. audited financial statements,.

2. certification that no material adverse events have occurred since
the issue of their most recent financial statements,

3. proof of National Association of Securities Dealers, the
registration (where applicable) or other securities registration,

4, Proof of state registration, when required,

5. certification of having read and agreeing to abide by the
investment Policy and depository contracts in place with the Town,
and

6. a copy of the firms established internal oversight and review

guidelines controlling business with government entities.

Criteria for addition to or deletion form the list will be based on the following:

1. state law or investment police requirement where applicable,

2. perceived financial difficulties,

3. consistent lack of competitiveness,

4 lack of experience or familiarity of the account representative in
providing service to large institutional accounts,

5. request of the institution or broker/dealer, and

6. when deemed in the best interest of the Town.

THIRD PARTY CUSTODIAL AGREEMENTS

All security transactions including collateral for repurchase agreements, entered
into by the Town shall be conducted on a delivery-versus-payment (DVP) basis.



All securities shall be properly designated as an asset of the Town. Securities will
be held by a third party custodian authorized by the Finance Administrator and
evidenced by safekeeping receipts or advice of the transaction. The third party
custodian shall be a third party custodian bank or other third party custodial
institution with certified fiduciary powers chartered by the United States
Government or the State of Florida and have combined capital and surplus of at
least $100,000,000.

The Finance Administrator will execute third party custodial agreements
approved by theTown with the banks and depository institutions. Such agreement
will include letters of authority from the Finance Administrator with details as to
the responsibility of each party, notification of security purchases, sales, delivery,
repurchase agreements and wire transfers, safekeeping and transaction costs,
procedures in case of wore failure of other unforeseen mishaps including liability
of each party.

MASTER REPURCHASE AGREEMENTS

1. Each firm involved in a repurchase agreement must execute the Town’s
Master Repurchase Agreement that will be based on the Public Securities
Association (PSA) Master Repurchase Agreement.

2. A third party custodian shall hold collateral for all repurchase agreements
with a term more than one business day.
3. Custodial agreements shall be based on economic and financial conditions

existing at the time of execution, as well as the credit risk of the institution
that enters into the repurchase agreement with the Town.

REPORTING REQUIREMENTS

The Town Finance Director shall provide to the Town Manager and to the Town
Commission a quarterly investment report which provides a comprehensive
review of investment activity and performance for the quarter. The Town Finance
Director shall provide to the independent auditors and to the Town Commission
an annual report of types of investments, book value, market vale, risk
characteristics and rate of return.

The Town Finance Director shall provide other such reports and information as
deemed reasonable, upon request, from other internal and external sources.

SELECTION OF DEALERS AND BANKERS

As stated in the Town Investment Policy, only primary dealers as designated by
theFederal Reserve Bank of New York and through secondary government
securities dealers shall be permitted to conduct business with the Town,



furthermore, only institutional brokers from institutional departments shall be
selected.

SECURITY SELECTION PROCESS

When purchasing or selling securities, the Town Commission shall approve the
security which provides both the highest rate of return within the established
parameters for the Investment Policy and satisfies the current objectives and
needs of the portfolio. These selections shall be made based on a minimum of
three (3) quotes from banks or dealers.

It is also realized that in certain very limited cases the Town will not be able to
get three quotes on a certain security. For those cases the Town will obtain
market prices from various sources including a daily market pricing provided by
the Town custody agent or their corresponding institution.

The Finance Department shall utilize the three (3) quote process to select the
securities to be purchased or sold. If for some reason the highest to purchase
quote is not selected, then the reason leading to the decision will be clearly
indicated in the authorization.

OPERATIONS

An operation is defined as a necessary procedures and duty required to provide
for properly authorized transactions, timely processing, segregation of duties and
proper internal controls.

These procedures revolve around the monitoring of the Banks Pooled Cash
Account on a monthly basis by the Finance Director.

The basic policy is to ensure that there are the necessary funds available to cover
the weekly expenditures. The majority of cash receipts are deposited regularly
into the Bank. Some revenue frem-the-State,-County-and-Florida-Pewersources
have been set up to be electronically deposited into the Bank thereby saving
administrative time in depositing of these proceeds and thus increasing interest
earnings.

The policy will be to transfer any excess funds in the Bank;-ever$50,000- into the
SBAauthorized investment accounts keeping in mind the funds that will be
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maintained in cash and cash-like investments to meet current payment
obligations. The Finance Director will maintain such fund balance at a minimum
level equivalent to anticipated operating expenditures for the upcoming three-

month period.

If it is established that a transfer is necessary, the following procedures are
followed:

1. The following are the procedures that the Town will follow in
transferring funds between the State Board of Administration (SBA)
and the Bank.

BANK to SBA
The Finance Director will initiate a wire transfer.

In order to receive credit to our account as soon as possible, it is required
that we call the SBA and inform them of the funds that are being
transferred to the SBA.

A Journal Entry Form is completed to provide the accounting entries. This
is signed by the preparer. In the Finance Director’s absence the Town
Manager will initial the wire transfer.

The completed forms are then given to the Finance Director or Accounts
Payable Clerk for entry into the General Ledger.

2. The following are the procedures that the Town will follow in
transferring funds between the SBA and the Bank.

This process is followed in the event funds are necessary to cover a
shortage in the Pooled Cash Account. This process can be initiated by the
Finance Director or Town Manager. The first step is to prepare a form
authorizing the transfer. It must be signed by the Finance Director or
Town Manager. The money transferred out of all SBA accounts is
established per agreement to only go into the Bank. The transfer is
completed using the SBA automated authorized service. Transfers done
before 11:00 A.M. will be posted in the Pooled Cash Account that same
day.

The next step is to complete a Journal Entry Form. This form will provide
the accounting entries for input into the General Ledger.
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The completed forms are then given to the Finance Director or Accounts
Payable Clerk for entry into the General Ledger.

Securities’ Confirmations

The processing of securities’ confirmations, including filing and
reconciling, shall be conducted by the Finance Director. All confirmations
for securities, including certificates of deposit, shall be held in the Town’s
Safety Deposit Box.

Upon receipt, all current investment confirmations shall be reconciled
against the appropriate investment documents.

Safekeeping Procedures

Upon purchasing a security, the confirmation from the purchasing agent
(faxed confirmation of purchase and settlement date is normally received
within two days of purchase) will be attached to a faxed copy of the
notification. The faxed copy should state the security, book value of the
security and accrued interest to agree to the settlement amount. The
settlement date on the fax must be the same date as the settlement date on
the confirmation.

The Safekeeping Agent will only accept instructions from the authorized
staff identified under C, Chain of Command.

The Safekeeping Account statements will be mailed monthly and
reconciled to the supporting documentation and maintained in a file by
month for each custodian.

Certificates of deposit are permitted to be safe kept at the issuing bank;
however, all certificate of deposit confirmations must be verified against
the appropriate investment reports on a quarterly basis.

ACCOUNTING FOR INVESTMENT TRANSACTIONS

The investment function and the accounting staff will work closely together to
ensure the transactions are reported in the month in which they occur.
Accounting entries will be prepared the finance staff and overseen by the Finance
Director. Whenever possible, persons who perform investment transactions shall
not be responsible for the reconciliation of the accounts; furthermore, adequate
separation of duties requires that persons who perform investment
transactionsshould not also be responsible for journalizing or reconciling the
confirmations and monthly custodial statements.

INTERNAL CONTROL REVIEW




The Town Finance Director and the Town External Auditor will review the
Internal Control Manual on an annual basis. As part of the annual financial audit,
the external auditor will review the internal controls and verify compliance with
the Town’s Investment Policy.

INVESTMENT TRAINING

Periodic training and educational opportunities will be provided to authorized
staff responsible for the investment function of the Town of Belleair. Those
Town officials responsible for making investment decisions should seek
continuing education in subjects or course of study related to investment practices
and products on an annual basis.
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