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CPS ENERGY
MINUTES OF REGULAR MEETING OF THE BOARD OF TRUSTEES
HELD ON DECEMBER 14, 2020
The Regular Meeting of the CPS Energy Board of Trustees for the month of December was held on
Monday, December 14, 2020 by telephone conference in order to advance the public health goal of limiting
face-to-face meetings (also called “social distancing”) to slow the spread of the Coronavirus (COVID-19).
There was no in-person public access to the meeting. Chair John Steen called the meeting to order at 1:00
p.m.
Present via phone were Board members:
Mr. John Steen, Chair
Dr. Willis Mackey, Vice Chair
Mr. Ed Kelley
Ms. Janie Gonzalez
Mayor Ron Nirenberg
Also present via phone were:
Ms. Paula Gold-Williams, President & CEO
Dr. Cris Eugster, Chief Operating Officer
Ms. Carolyn Shellman, Chief Legal Officer & General Counsel and Board Secretary
Mr. Fred Bonewell, Chief Security, Safety & Gas Solutions Officer
Ms. Vivian Bouet, Chief Information Officer
Mr. Frank Almaraz, Chief Administrative & Business Development Officer
Mr. Rudy Garza, Interim Chief Customer Engagement Officer
Mr. Gary Gold, Interim Chief Financial Officer & Treasurer
CPS Energy Staff Members
City of San Antonio officials
Interested Citizens
I.

ROLL CALL OF BOARD MEMBERS
Ms. Shellman called the roll. A quorum was present.

Chair Steen noted that the Safety Message would be taken out of order to accommodate Mayor
Nirenberg, who joined the meeting at 1:03 pm.
II.

INVOCATION
An invocation was delivered by Ms. Debra Wainscott, Interim VP, People Services.

III.

SAFETY MESSAGE

The Board meeting began with safety messages delivered by Mayor Nirenberg and Ms. GoldWilliams.
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Mayor Nirenberg provided a brief COVID-19 update. He stated that a significant trend of positive
cases and hospitalizations has occurred. The first batch of vaccines will be arriving and distributed in San
Antonio this week. The first to receive the vaccinations will be our front-line health care workers. Thereafter,
EMS workers and long-term care residents and staff will receive them. Within the next six months, the general
public will begin to receive them as well. Everyone should continue their precautions and “keep their guard
up”. Mayor Nirenberg also reminded everyone that there is still financial assistance from the City for housing
relief and workforce recovery programs. There are also small business grants for businesses that have been
impacted financially by the pandemic.
Ms. Gold-Williams acknowledged the leadership of the Mayor and Judge Wolff in handling the
pandemic. Ms. Gold-Williams noted that CPS Energy surpassed 200 cases of COVID-19 among employees
and 183 employees are currently in quarantine due to the virus. It is believed that these numbers are a result
of the Thanksgiving holiday exposure and better contact tracing. Ms. Gold-Williams also shared the sad
news that an employee passed away due to the virus. She encouraged everyone to be vigilant in
safeguarding against the virus.
IV.

PUBLIC COMMENT

Chair Steen announced that public comments would be taken and outlined the guidelines for doing
so. The following people made comments:
1. Mr. Richard Perez, President & CEO, San Antonio Chamber of Commerce, spoke favorably
about CPS Energy’s management. He thanked the company for providing a well-run service to
the community.
2. Mr. Russell Seal spoke in favor of establishing a Rate Advisory Committee (RAC).
3. Mr. Peter Bella spoke in favor of establishing a RAC.
4. Dr. Terry Burns, Chair, Sierra Club, spoke against the marketing efforts by CPS Energy and in
favor of establishing a RAC.
5. Mr. Darby Riley spoke about the negative outlook from the recent Fitch’s bond ratings report and
read a passage from it.
6. Mr. Mario Bravo thanked the Board for establishing a RAC and expressed his opinion that the
Citizens Advisory Committee (CAC) was not transparent.
7. Ms. Isabella Briseño, Campus Organizer, Texas Rising, requested that the Board not delay in
establishing the RAC.
8. Ms. DeeDee Belmares, Climate Justice Organizer, Public Citizen, indicated that 9 months have
passed since the Board resolution on the RAC and spoke in favor of its establishment.
V.

CEO’S REPORT

Ms. Gold-Williams explained that her report will highlight CPS Energy’s focus on communications
with the public. Customer insights indicate that they want CPS Energy to stay in touch with them and provide
more information through media channels about the things that may impact our community.
Ms. Gold-Williams reminded everyone that all business decisions are based on our Guiding Pillars.
Currently, CPS Energy is considered one of the highest-rated utilities in the country due to customers and
CPS Energy working together to find solutions.
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Ms. Gold-Williams highlighted items that are often asked by different stakeholder groups, including
the possible need for a rate increase. She noted that CPS Energy’s diverse generation resources have
protected customers from market price spikes and she showed how CPS Energy bills favorably compare
against those in other major markets.
Ms. Gold-Williams also highlighted that the rating agencies that monitor CPS Energy are currently
concerned about potential changes to CPS Energy’s governance.
Ms. Gold-Williams shared that CPS Energy is receiving positive global publicity for our
FlexPOWER BundleSM strategy. In the Texas market, it will help us increase our renewable energy
resources, especially solar.
Ms. Gold-Williams shared the estimated impact to customer bills due to the investment in various
initiatives, including energy efficiency programs. Ms. Gold-Williams highlighted that for the past five years,
customer satisfaction results have been solid. Lastly, Ms. Gold-Williams announced that she will participate
in the Dentons and Keystone Policy Center – Decarbonization in the Biden Era panel discussion.
Dr. Mackey recognized the CEO’s outstanding presentation. He stated that we need to do a better
job of sharing with our stakeholders and receiving input on our transition plan from fossil fuels to renewable
energy.
Mayor Nirenberg agreed with Dr. Mackey and requested more details on the assumptions used to
estimate the presented bill impacts.
Chair Steen asked what impact the FlexPOWER Bundle approach will have on CPS Energy’s
ranking in the Shining Cities report. Ms. Gold-Williams and Dr. Eugster noted that CPS Energy may rise to
number three or above nationally.
VI.

A YEAR IN REVIEW: DEDICATED SERVICE

Mr. Garza noted that our People First Culture delivers value to our customers through the dedicated
work of CPS Energy employees. It is based upon a business trinity comprised of the value of Customers,
Community and Employees.
Mr. Garza explained that CPS Energy was proactive this year in serving its customers. For example,
CPS Energy suspended disconnects, waived late fees for customers on payment plans, and performed
outbound calls to customers informing them of various assistance programs. Feedback from customers
shows they appreciated CPS Energy proactive measures.
Mr. Garza highlighted that CPS Energy employees provided significant contributions to United Way,
exceeding our goal of $1 million.
According to Bexar Facts, a new independent program that surveys voters, CPS Energy ranks
among the highest in providing services to our customers.
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Mr. Garza noted that CPS Energy has been recognized by various environmental organizations for
our environmental efforts. In addition, CDP Worldwide recognized San Antonio as 1 of 25 cities in the US
for reducing greenhouse emissions, making San Antonio the only city in Texas to be recognized for these
efforts.
Mr. Garza also shared that the following employees were recognized in 2020 for their special
knowledge and expertise in their respective fields of service: Brandon Pixley, Director, Threat Intel & Security
Awareness, Melissa Sorola, Interim Senior Director, Corporate Communications & Marketing, Amelia
Badders, Director, Enterprise Advanced Analytics, and Renee Garner, Senior Manager, Organizational
Change Management. He noted that Ms. Gold-Williams credited the efforts of CPS Energy employees for
the numerous awards, honors and recognitions she received in 2020.
Chair Steen requested that Mr. Garza read into the meeting’s record the following customer
comments from the appendix:
-

“I expected a call about my past due bill, what I received was an offer of help – I am so glad I
answered the phone”

-

“This call has lifted a burden off my shoulders. I didn’t know how I would pay this bill and I was
afraid it would catch up to me. God bless CPS Energy”

-

“CPS Energy has proven that they are doing everything they can for customers during this
pandemic – showing we are in this together.”

-

“I didn’t know there was assistance available and that CPS Energy was offering resources that
don’t even involve the utility bill. I am so grateful that you reached out.”

-

“My family has really suffered because of COVID-19 and I didn’t know where to turn. I am so
grateful for CPS Energy calling to offer help. No one else has done anything like this.”

Chair Steen also thanked Mr. Garza for the wonderful work done by CPS Energy employees and
asked that he pass those thanks on to the employees.
VII.

ADDITIONAL UPDATES

Cost Savings: Employee Benefits
Ms. Wainscott, Interim VP, People Services, described the services benefits consultant, Lockton
Dunning, provides to CPS Energy. She highlighted that a cost of less than $200,000 annually, Lockton
Dunning helped CPS Energy realize almost $39 million in savings over a 5-year period.
Ms. Wainscott also noted that the average claims cost for employees engaged in the wellness plan
is about 20 percent lower than non-engaged employees. Ms. Wainscott explained that the addition of the
Livongo Diabetes Management program added costs to the wellness program in FY2020, but those costs
are offset by the lowered claims costs associated with diabetes. Due to the effective cost management of
the program, health care costs are projected to remain flat FY2021 and FY2022.
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Trustee Kelley and Trustee Gonzalez congratulated Ms. Wainscott and the employees on their
excellent work in managing the employee benefits program.
FlexPOWER Bundle Request for Proposal (RFP) Launch
Dr. Eugster briefed the Board on the FlexPOWER Bundle RFP key components, milestones, the
accelerated time line and communication activities. Dr. Eugster outlined CPS Energy’s Flexible Path
Journey, which began in 2018.
Dr. Eugster described the key components of the RFP and reminded everyone that respondents can
bid on one or more of the requested resources. Respondents to the solar and storage components can
connect at the transmission, distribution or solar community scale level. Regarding the all-source firming
capacity, respondents can connect at the transmission or distribution level.
Dr. Eugster recounted that the RFP was issued on November 30, 2020, a pre-bid recording occurred
on December 9, 2020 and the RFP responses are due February 1, 2021. He noted that the FlexSTEP RFP
will be issued in January 2021.
Dr. Eugster explained that after considering the feedback from Dr. Mackey and Mayor Nirenberg,
CPS Energy accelerated the RFP response by one month to February 1, 2021 and the contract awards by
one month to July 30, 2021. Dr. Eugster also indicated that in accordance with Mayor Nirenberg’s request,
CPS Energy will be awarding standard solar projects by the end of April 2021.
Dr. Eugster shared that the communications of the RFP went out in 10 different languages across
the globe and included a Facebook live presentation with 130,000 views. CPS Energy also partnered with
local groups to share awareness of the RFP. Mayor Nirenberg and Ms. Gold-Williams created an RFP
announcement video that received 22,000 views.
Dr. Mackey thanked Dr. Eugster and the team for accelerating the timelines.
Trustee Gonzalez noted her interest in impacting the local community through the use of qualified
small and minority businesses.
Trustee Kelley commented that solar loses power in late afternoon and storage capacity
development is moving very slow, so firming capacity is very important. He asked what CPS Energy is
expecting for firming capacity responses. Dr. Eugster answered that CPS Energy will look at all technologies
that meet our requirements for firming capacity. Dr. Eugster explained that the gas steam plant was built in
the 1960’s, and as it is not a base load plant, it operates primarily during the summer. Therefore, CPS Energy
has asked for different hours of duration for firming capacity in this RFP. Trustee Kelley also asked about
using the Rio Nogales power plant for firming capacity. Dr. Eugster responded that the Rio Nogales power
plant replaced the Deeley power plant capacity that was taken offline in 2018. This RFP will replace the
Braunig power plant units 1, 2 and 3 capacity when they go offline. The estimated cost for this replacement
firming capacity is approximately $2.00 per monthly bill.
Trustee Gonzalez asked about cybersecurity matters in the RFP. Dr. Eugster responded that
cybersecurity will be part response evaluation.
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VIII.

PROCUREMENT REVIEW

Professional Services
Mr. Rick Lopez, Director, Distribution Engineering, provided context related to the professional
services procurement item on the Consent Agenda.
IX.

APPROVAL OF CONSENT ITEMS

On motion duly made by Trustee Kelley, seconded by Dr. Mackey, and upon affirmative vote by all
members present, the following items on the Consent Agenda were unanimously approved.
Approval of Minutes
Minutes of the Regular Board Meeting held on October 26, 2020 were approved as submitted.
Approval of Payment to the City of San Antonio for November 2020
The New Series Bond Ordinance that took effect February 1, 1997 provides for a total cash payment
to the City of San Antonio (City) in an amount not to exceed 14% of gross revenue as calculated pursuant to
such Ordinance, less the value of other services provided to the City, with the percentage (within the 14%
limitation) to be determined by the governing body of the City. The cash transfer to the City for the month of
November 2020 is based on actual gross revenue per the New Series Bond Ordinance of $160,663,136.14,
less applicable exclusions. The revenue for the month of November 2020 is calculated as follows:
Gross revenue per CPS Energy financial statements
Electric revenue
Gas revenue
Interest and other income
Gross revenue per CPS Energy financial statements
Excluded revenue
School and hospital revenue per City Ordinance 55022
LVG revenue per City Ordinance 100709
Fuel cost component of off-system nonfirm
energy sales per City Ordinance 61794
and revenue for wholesale special contracts
Noncash and other income, GASB 31
investment market value change, miscellaneous
interest income, gas billing adjustment and unbilled
revenue
Total excluded revenue
Gross revenue per New Series Bond Ordinance subject to
14% payment to the City
City payment per Bond Ordinance for November 2020

$155,120,522.46
11,517,265.08
1,924,815.70
168,562,603.24
(6,152,315.06)
0.00
(7,274,622.03)

5,527,469.99
(7,899,467.10)
$160,663,136.14
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based upon November 2020 revenue
City payment per memorandum of understanding (MOU)
regarding wholesale special contracts
Wholesale Special Contract Annual True Up
City Payment reduction per gas customer billing adjustment MOU
City payment per Bond Ordinance plus adjustments for
memorandums of understanding
Utility services provided to the City for November 2020
Net amount to be paid from November 2020 revenue to
the City in December 2020

$22,492,839.06
482,806.65
0.00
(12,500.00)
22,963,145.71 A
(2,386,447.16)
$20,576,698.55

Comparison of City payment per Bond Ordinance (plus adjustments for memorandums of
understanding) vs. Budget before deduction for utility services provided to the City:
(Dollars in thousands)
November 2020
Current Month* A
Year-to-Date*

Actual
$22,963
$280,997

Budget
$23,958
$305,681

Variance
($995)
-4.2%
($24,684)
-8.1%

* This amount does not include any additional funding authorized by the Board of Trustees.
Approval of the following resolution is requested:
"BE IT RESOLVED by the CPS Energy Board of Trustees that payment to the City of San Antonio
in the amount of $20,576,698.55, representing 14% of applicable system gross revenues for the month of
November 2020, such payment being net of City utility services ($2,386,447.16), is hereby approved.”
Financial Services Policies
The following policies were approved:
•
•
•
•
•
•

Investment Policy
South Texas Project (STP) Nuclear Decommissioning Trust (NDT) Investment Policy
Financial Authorizations & Approvals Policy for Banking, Investing & Hedging (“FAAP”)
Collateral Policy
Master Interest Rate Management Policy
Energy Price Risk Management (EPRM) Policy
INVESTMENT POLICY RESOLUTION

The following resolution relating to the investment activities of the City of San Antonio, Texas
acting by and through City Public Service Board (“CPS Energy”) was presented for consideration and
approval by the CPS Energy Board of Trustees (“Board”):
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WHEREAS, Texas Government Code Section 1502.070 vests management and control of the
CPS Energy gas and electric systems in the Board, including management and control over the
purchasing activities of the systems; and
WHEREAS, the Board is responsible for the prudent handling and control of funds and
investments of CPS Energy; and
WHEREAS, the Texas Public Funds Investment Act (“PFIA”) requires that the governing body
of a local government review its investment policies and investment strategies not less than annually
during the fiscal year; and
WHEREAS, the proposed changes to the CPS Energy Investment Policy (the “Policy”) provide
operating flexibility, serve as clarifications, or are administrative in nature and include:
•
•
•

Removing Project WARM from the list of CPS Energy funds to be managed under this
Policy since these funds were transferred to REAP, Inc. in August 2020;
Clarifying that the Investment Committee may meet and vote other than in-person;
Updating defined terms and other minor clarifications; and

WHEREAS, CPS Energy desires the approval of a resolution a) acknowledging that a review of
the Policy has been completed and b) adopting the Policy with the proposed changes; and
WHEREAS, CPS Energy Management has verified and represents to the Board that the Policy
as attached hereto is in compliance with the requirements of the PFIA, the Bond Ordinances and the
Commercial Paper Ordinances.
NOW, THEREFORE, BE IT RESOLVED, that the Board hereby approves and adopts the
Policy, effective January 31, 2021.
NUCLEAR DECOMMISSIONING TRUST INVESTMENT POLICY RESOLUTION
The following resolution relating to the Nuclear Decommissioning Trust (“NDT”) activities of the
City of San Antonio, Texas acting by and through the City Public Service Board (“CPS Energy”) was
presented for consideration and approval by the CPS Energy Board of Trustees (the “Board”):
WHEREAS, Texas Government Code Section 1502.070 vests management and control of the
CPS Energy gas and electric system in the Board, including management and control over the
purchasing activities of the systems; and
WHEREAS, the Board is responsible for the prudent handling and control of funds and
investments of CPS Energy, the City Public Service Decommissioning Master Trust for the South Texas
Project (the “28% Trust”), and the City Public Service Decommissioning Master Trust Agreement
Related to the South Texas Project Interest Acquired from AEP Texas Central Company (the “12% Trust
(TCC Funded)”); and
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WHEREAS, the Texas Public Funds Investment Act (“PFIA”) requires that the governing body
of a local government review its investment policies and investment strategies not less than annually
during the fiscal year; and
WHEREAS, the proposed changes to the CPS Energy South Texas Project NDT Investment
Policy (“Policy”) serve as clarifications, document existing processes, and are administrative in nature
and include:
•
•
•
•
•
•
•

Moving the Investment Strategy section from Section VIII to Section VII to follow Risk
Environment;
Clarifying NDT Investment Committee (“IC”) and Investment Consultant duties consistent
with current practice;
Clarifying that the NDT IC may meet and vote other than in-person;
Documenting the Investment Manager evaluation process consistent with current practice;
Updating defined terms and other minor clarifications;
Increasing the cap on Real Estate Investment Trusts from 10% to 11%;
Updating various appendices for recently passed legislation.

WHEREAS, CPS Energy desires the approval of a resolution a) acknowledging that a review of
the Policy has been completed and b) adopting the Policy with the proposed changes.
WHEREAS, CPS Energy management has verified and represents to the Board that the Policy
as attached hereto complies with the requirements of the U.S. Nuclear Regulatory Commission, the
Public Utility Commission of Texas, the PFIA, the Texas Property Code Subtitle B, Title 9, where
applicable and the requirements of the 28% Trust and the 12% Trust (TCC Funded).
NOW, THEREFORE, BE IT RESOLVED, that the Board hereby approves and adopts the
Policy, effective January 31, 2021.
FINANCIAL AUTHORIZATIONS AND APPROVALS POLICY FOR
BANKING, INVESTING AND HEDGING RESOLUTION
The following resolution relating to the banking, investing and hedging activities of the City of San
Antonio, Texas acting by and through City Public Service Board (“CPS Energy”) was presented for
consideration and approval by the Board of Trustees (“Board”):
WHEREAS, the Board of Trustees of the City Public Service Board of San Antonio, Texas, is required
to designate and authorize specific CPS Energy Officers and staff to conduct financial transactions on behalf
of CPS Energy, the City Public Service Restated Decommissioning Master Trust for the South Texas Project,
the City Public Service Decommissioning Master Trust Agreement Related to the South Texas Project
Interest Acquired from AEP Texas Central Company; and Hedge Instrument transactions on behalf of CPS
Energy; and
WHEREAS, a CPS Energy Financial Authorizations and Approvals Policy for Banking, Investing and
Hedging (“the Policy”) must be provided to banks, investment firms, brokers and other counterparties in order
to conduct transactions in the daily operations of CPS Energy; and
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WHEREAS, changes to the Policy are minimal, serve as clarifications and include language clarifying
that collateral transactions may be approved by CPS Energy officers at a Vice President level or above (in
addition to designated individuals).
NOW, THEREFORE, BE IT RESOLVED, that the Board hereby approves the CPS Energy Financial
Authorizations and Approvals Policy for Banking, Investing and Hedging, effective January 31, 2021.
COLLATERAL POLICY RESOLUTION
The following resolution relating to the collateral activities of the City of San Antonio, Texas
acting by and through City Public Service Board (“CPS Energy”) was presented for consideration and
approval by the Board of Trustees (“Board”):
WHEREAS, Texas Government Code Section 2257.023 requires that CPS Energy adopt a
policy concerning the collateral pledged to secure the deposit of CPS Energy funds in a depository bank
or other financial institution; and
WHEREAS, CPS Energy Management desires to modify the CPS Energy Collateral Policy, as
attached, to include non-substantive changes from the last effective version, dated January 31, 2020,
and include:
•
•

Eliminating duplication with another CPS Energy policy; and
Updating the effective date of the policy.

NOW, THEREFORE, BE IT RESOLVED, that the Board hereby approves the CPS Energy
Collateral Policy, effective January 31, 2021.
MASTER INTEREST RATE MANAGEMENT POLICY RESOLUTION
The following resolution relating to interest rate management agreements and transactions of
the City of San Antonio, Texas acting by and through City Public Service Board (“CPS Energy”) was
presented for consideration and approval by the CPS Energy Board of Trustees (“Board”):
WHEREAS, Texas Government Code Section 1371.056, requires that the City Council (the “City
Council”) of the City of San Antonio, Texas (the “City”), adopt a risk management policy governing
entering into and managing interest rate management agreements and transactions in anticipation of,
related to, or in connection with the authorization, issuance, security, purchase, payment, sale, resale,
redemption, remarketing, or exchange of debt obligations of the City as a condition to the execution of
any such agreement or transaction; and
WHEREAS, Texas Government Code Section 1502.070 and various ordinances of the City
Council vests management and control of the CPS Energy electric and gas systems (the “Systems”) in
the Board; and
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WHEREAS, it is in the best interests of the customers of the Systems that the Board and the
City be authorized to enter into interest rate management agreements to manage the net interest
expense borne by debt obligations of the City issued and to be issued to finance or refinance eligible
costs of Systems’ projects and/or other permitted costs and payable from revenue of the Systems; and
WHEREAS, on November 28, 2011, the Board approved the Master Interest Rate Management
Policy, which has subsequently been updated; and
WHEREAS, CPS Energy Management desires to modify the Master Interest Rate Management
Policy, as attached, to include non-substantive changes from the last effective version dated January
31, 2020, and include:
•
•

Replacing London Interbank Offer Rate (“LIBOR”) with a new reference rate as LIBOR will
be discontinued at December 31, 2021; and
Updating defined terms and other minor clarifications.

NOW, THEREFORE, BE IT RESOLVED, that the Board hereby approves the CPS Energy
Master Interest Rate Management Policy, as revised, effective January 31, 2021.
ENERGY PRICE RISK MANAGEMENT POLICY RESOLUTION
The following resolution relating to the investment and hedging activities of the City of San Antonio,
Texas acting by and through City Public Service Board (“CPS Energy”) was presented for consideration and
approval by the CPS Energy Board of Trustees (“Board”):
WHEREAS, Texas Government Code Section 1502.070 vests management and control of the CPS
Energy gas and electric systems in the Board, including management and control over the purchasing
activities of the systems; and
WHEREAS, the Board is responsible for the prudent handling and control of energy hedge
instruments; and
WHEREAS, the Texas Public Funds Investment Act (“PFIA”) requires that the governing body of a
local government review its investment policies and investment strategies not less than annually; and
WHEREAS, by policy, the Board shall review CPS Energy’s Energy Price Risk Management
(“EPRM”) Policy on an annual basis and approve any changes thereto; and
WHEREAS, CPS Energy Management desires to modify CPS Energy’s EPRM Policy, as attached,
to include non-substantive changes from the last effective version dated January 31, 2020; and
WHEREAS, CPS Energy desires the approval of a resolution a) acknowledging that a review of the
Policy has been completed and b) adopting the Policy with the proposed changes; and
WHEREAS, CPS Energy Management has verified and represents to the Board that the Policy as
attached hereto is in compliance with the requirements of the PFIA.
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NOW, THEREFORE, BE IT RESOLVED, that the Board hereby approves and adopts the Policy,
effective January 31, 2021.
Approval of Procurement Items – December
Two (2) Non-Competitively Sensitive Items
Purchase Category:
Item Description:
Supplier:

Professional Services
Engineering Services for Electric Distribution
HMI Technical Solutions, LLC
Black & Veatch Corporation
EN Engineering, LLC
HBK Engineering, LLC
Merrick & Company

Purchase Category:
Item Description:
Supplier:

Professional Services
Geotechnical Engineering Services
Arias & Associates Inc.
Braun Intertec Corporation
Terracon Consultants Inc.
TTL, Inc.

*The listed Procurement Items to be attached as Attachment “A”.
X.

COMMITTEE REPORTS

Operations Oversight Committee (OOC) Meeting
Dr. Mackey stated that a report on the OOC meeting, which took place on November 2, 2020, was
posted with the public notice of this meeting and will be attached (as Attachment “B”) to the meeting minutes.
OOC Aligned Risk Sub-Committee Meeting
Dr. Mackey stated that a report on the OOC Aligned Risk Sub-Committee meeting, which took place
on November 2, 2020, was posted with the public notice of this meeting and will be attached (as Attachment
“C”) to the meeting minutes.
Technology & Innovation (T&I) Committee Meeting
Dr. Mackey stated that a report on the T&I Committee meeting, which took place on November 12,
2020, was posted with the public notice of this meeting and will be attached (as Attachment “D”) to the
meeting minutes.
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T&I Aligned Risk Sub-Committee Meeting
Dr. Mackey stated that a report on the T&I Aligned Risk Sub-Committee meeting, which took place
on November 12, 2020, was posted with the public notice of this meeting and will be attached (as Attachment
“E”) to the meeting minutes.
Without objection, Dr. Mackey and Trustee Gonzalez requested that the foregoing Committee
Reports be inserted into the record of this meeting in lieu of reading them.
XI.

VOTE TO REAPPOINT THE TRUSTEE FROM REPRESENTING THE NORTHEAST QUADRANT
TO SERVE A SECOND TERM ON THE CPS ENERGY BOARD

Trustee Kelley noted that Chair Steen was elected by the Board and confirmed by the City Council
for a Board term commencing on February 1, 2016 and expiring January 31, 2021. During this time, Chair
Steen has served with distinction and has chaired the Board for three years. He is a former Texas Secretary
of State, former Texas Department of Public Safety Commissioner and a well-respected lawyer. Chair Steen
is willing to serve another 5-year term.
As the chair of the Nominations Committee, Trustee Kelley moved that Trustee Steen be nominated
for another 5-year term on the CPS Energy Board of Trustees and that such election be submitted to City
Council for confirmation. Trustee Gonzalez seconded the motion. She commented that Chair Steen has
been fair and transparent in his service on the Board. Mayor Nirenberg acknowledged Chair Steen’s balance
and leadership on the Board and voiced his support of the nomination here and before City Council.
Upon affirmative vote by all members present, the motion was approved, thereby approving the
following resolution which was included in the Board materials.
Chair Steen thanked the Board for the kind words and their support.
RESOLUTION ELECTING JOHN T. STEEN TO CPS ENERGY BOARD OF TRUSTEES
WHEREAS, John T. Steen, a resident of the northeast quadrant of the CPS Energy service area,
was first appointed to the CPS Energy Board to serve a 5-year term commencing on February 1, 2016 and
expiring on January 31, 2021; and
WHEREAS, Mr. Steen has expressed a willingness and desire to continue to serve on the Board;
and
WHEREAS, the Board appreciates Mr. Steen’s expertise, his contributions to the work of the Board
and his willingness to continue service; and
WHEREAS, under the provisions of CPS Energy bond ordinances, Mr. Steen is eligible to serve
another 5-year term as a member of the Board of Trustees following the expiration of his current term of
service in January 2021.
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NOW, THEREFORE, BE IT RESOLVED by the Board of Trustees of CPS Energy that John T. Steen
is hereby elected, for City Council consideration and confirmation, to serve a second 5-year term on the
CPS Energy Board of Trustees, beginning effective February 1, 2021 through January 31, 2026.
XII.

RATE ADVISORY COMMITTEE (RAC) UPDATE

Ms. Shellman provided an update on the status of the proposed RAC. Changes were made to the
draft documents previously shared with the Board to include comments shared by Mayor Nirenberg for the
purpose of the RAC. In addition, the City staff requested that they be removed from the Technical Advisory
Committee because of their role as CPS Energy’s regulator. Ms. Shellman also highlighted that CPS Energy
staff is now recommending a chair and vice-chair to preside over the RAC.
CPS Energy staff have interviewed and are ready to select a rate consultant, but no final decisions
will be made without Board approval. Ms. Shellman explained the various reasons for having a consultant,
including (1) their knowledge of rate structures across the country; (2) their perspective on what other utilities
are doing and how CPS Energy may incorporate that perspective into our rate structure and design; (3) their
ability to bring people on the Committee up to speed on rate structure and design issues; (4) their objective
expertise on rate structure and design; and (5) their objective point of view on information from the
Committee.
The status on the RAC facilitator remains the same as last month. CPS Energy staff members have
reviewed RFP responses but have not made a selection.
Regarding the budget, Ms. Shellman noted that no money has been spent on the matter to date.
The proposed budget for the first year is estimated to be $502,000, which will cover the costs of the
consultant, facilitator, meeting facilitator services, media coverage and supporting materials. The following
year, the budget will be smaller. Internal costs were included to demonstrate the time spent by CPS Energy
staff working on this matter.
Trustee Gonzalez asked if the budget includes money for online advertising. Mr. Garza responded
that CPS Energy has funds in its communication and marketing budget to support the RAC. Trustee
Gonzalez is interested in increased engagement with our customers.
Mayor Nirenberg proposed the following motion:
A motion to approve the draft resolution to proceed with the creation of a RAC under the
general framework provided by CPS Energy Staff, with authority given to Staff to add and/or
modify operational and other details of the Committee, as needed. to facilitate effective
Committee operation so long as the objectives and purpose of the RAC, as approved by the
Board, are not altered.
Dr. Mackey seconded the motion.
Mayor Nirenberg thanked his colleagues for the creation of the RAC. He stated that the purpose of
the RAC is to provide input to the Trustees and CPS Energy Management and is focused on two charges:
(1) to review and provide input on the design of current and future rate structures and fees focusing on the
impact to customers; and (2) to provide input on the organization’s generation and resource planning. Mayor
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Nirenberg emphasized that the RAC will not change CPS Energy governance structure and is only advisory
in nature.
Dr. Mackey asked how RAC membership would be appointed. Mayor Nirenberg responded that it
would be similar to the process followed by the San Antonio Water System’s (SAWS) RAC, where each City
Council member will propose a representative and CPS Energy will propose the remainder of the members.
Mayor Nirenberg also suggested that Trustee Gonzalez serve as the Board liaison in reviewing the RAC
member applications received by CPS Energy. Without objection, Trustee Gonzalez accepted the position.
The complete list of proposed members will be presented to and approved by the Board of Trustees.
Dr. Mackey also asked how the RAC budget would be funded, if the roles of the RAC consultant and
facilitator could be combined and if there is a need for meeting facilitator services. Ms. Shellman answered
that CPS Energy will provide the budget funds in support of the RAC, and the meeting facilitator services are
similar to those currently used for monthly Board meetings and allow for community participation in meetings.
Ms. Gold-Williams added that the consultant will have expertise on rates and technical generation issues.
The facilitator will be skilled at managing meetings and resources. The two roles serve separate purposes.
Trustee Gonzalez agreed that a facilitator is needed for the RAC.
Trustee Kelley commented that the RAC is unnecessary and redundant to the CAC. He opposed
the bureaucratization and politicization of the company. The CAC has served for nearly 25 years, is
structured similarly to the proposed RAC and has the expertise to consider the issues contemplated for the
RAC. Trustee Kelley reminded everyone that our customers want affordable and dependable energy.
Trustee Kelly also mentioned that given that CPS Energy has the lowest energy costs in the State and one
of the highest reliability standings, CPS Energy is doing what our customers desire. He emphasized that
CPS Energy also delivers almost $1 million a day to the City and strongly suggested that CPS Energy be run
as a business.
Mayor Nirenberg called the question on the motion and Chair Steen called for a vote. Upon
affirmative vote by four members of the Board, the following resolution was approved by majority vote.
Trustee Kelley dissented and requested that his concerns be reflected in the minutes.
RESOLUTION APPROVING CREATION OF A RATE ADVISORY COMMITTEE
WHEREAS, CPS Energy continually strives to be financially responsible and a strong steward of the
community’s assets while effectively balancing its value pillars of Security, Safety, Reliability, Resilience,
Customer Affordability and Environmental Responsibility; and
WHEREAS, to achieve the most effective balance among these important pillars, CPS Energy
management and the CPS Energy Board of Trustees are constantly exploring new technologies, considering
ways to innovate and improve current operations, and listening to our customers’ ideas and concerns; and
WHEREAS, the utility’s rate structure and rate design are important factors affecting all customers
and the amounts they pay for retail electric and gas services; and
WHEREAS, the Board is committed to providing forums for customers and stakeholders to share
ideas and observations when important decisions are being made; and
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WHEREAS, input from CPS Energy’s customers about the utility’s rates and the way CPS Energy
recovers its costs through rates will help ensure that customer concerns and interests are consistently
understood and considered by the Board in its decisions; and
WHEREAS, one way to further the goal of having effective public participation is to provide balanced
and objective information to assist customers in understanding rate design options and to involve customers
in an organized committee to provide input about rate design and rate structure issues for the management
team and the Board of Trustees to consider; and
WHEREAS, at the direction of the Board and after extensive and thoughtful exploration of issues
and options, CPS Energy Staff has proposed a comprehensive framework for the creation of a Rate Advisory
Committee (RAC) which the Board has reviewed and considered over the past several months; and
WHEREAS, the proposed RAC does not change the CPS Energy governance structure and has
been thoughtfully designed in nature to be advisory to the Board of Trustees, while the executive team
remains responsible for managing the company and for providing professional recommendations on rate
design and generation planning.
NOW, THEREFORE, BE IT RESOLVED, that after careful reflection and in light of the foregoing, the
CPS Energy Board of Trustees hereby approves the creation of a Rate Advisory Committee under the
general framework proposed by CPS Energy Staff to achieve the goal of providing input to management and
the Board on rate design issues and generation planning. The Board further provides Staff with authority to
modify operational and other details of the proposed framework as needed to facilitate effective Committee
operation so long as the objectives and purpose of the Committee, as hereby approved by the Board, are
not altered.
XIII.

EXECUTIVE SESSION

At approximately 3:57 p.m., Chair Steen announced that the required notice had been posted and
that the Trustees, with only necessary parties in attendance, would convene into Executive Session after a
short break, pursuant to the provisions of Chapter 551 of the Texas Government Code, for discussion of the
following posted items:
•
•
•
•

Attorney-Client Matters (§551.071)
Personnel Matters (§551.074)
Security Audits and Devices (§551.089)
Confidential Information (§418.183(f))

The Board reconvened in open session at 5:25 p.m. Ms. Shellman reported that only the matters
cited above, and no others, were discussed and no votes were taken in Executive Session.

INVESTMENT POLICY

I.

Purpose of Investment Policy
The purpose of the City Public Service (“CPS Energy”) Investment Policy (“Policy”) is to provide
formal guidelines, approved by the CPS Energy Board of Trustees (“Board”), for the
investment and management of CPS Energy funds and related activities, as required by the
Public Funds Investment Act of Texas, as amended.
The Policy is structured to comply with the Senior Lien and Junior Lien Bond Ordinances; the
Commercial Paper (“CP”) Ordinance; the Public Funds Investment Act (“PFIA”), Chapter 2256
of the Texas Government Code, as amended, (Appendix B); the Public Funds Collateral Act
(“PFCA”), Chapter 2257 of the Texas Government Code, as amended (Appendix C); other
applicable State statutes; the Board-approved Collateral Policy Resolution; and the Boardapproved Investment and Banking Resolution.

II.

Funds Covered by the Policy
This Policy applies to all funds under CPS Energy’s control and direction and includes all funds
in the following specific accounts (also listed in Appendix A) and other funds or accounts that
CPS Energy may establish, or modify, from time to time:
A.

General Account

B.

Repair and Replacement Account

C.

Bond Construction Account

D.

Senior Lien Principal and Interest Account

E.

Junior Lien Principal and Interest Account

F.

Customer Deposit Account

G.

Community Infrastructure and Economic Development Account

H.

CP Note Payment Account

I.

CP Note Construction Account

J.

Reserve Fund Account
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Each fund constitutes a portfolio, or segregation of investments, as required by Bond and CP
Ordinances, law and/or established CPS Energy operating procedures. A separate investment
policy addresses the guidelines and policies for investment of funds of the South Texas
Project Decommissioning Trusts. A separate policy, the CPS Energy Price Risk Management
Policy (“EPRM Policy”), addresses the guidelines for investment of funds of the General
Account in hedge instruments. Investments in hedge instruments are subject only to the
EPRM Policy and are not subject to this Policy.
III.

General Policy Statement
As available, funds are to be invested in authorized securities to earn investment income at
market rates, placing the primary emphasis on safety and liquidity. All investments are to be
made consistent with this Policy, City of San Antonio (“City”) Ordinances, legal and tax
requirements, and other applicable agreements.
The Policy is to be followed by all CPS Energy personnel and third parties involved with
CPS Energy investment activities. As the standard of care set forth in the PFIA, investment
transactions “shall be made with judgment and care, under prevailing circumstances, that a
person of prudence, discretion and intelligence would exercise in the management of the
person’s own affairs, not for speculation, but for investment, considering the probable safety
of capital, as well as the probable income to be derived.”
The “prudent person” standard will be applied in the context of managing an overall portfolio.
Under this standard, Investment Officers and other designated employees involved in
investment activities acting in accordance with written procedures and the Policy, and
exercising due diligence, would not be accountable 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.

IV.

Investment Objectives
The primary investment objectives as set forth by the Policy in the order of priority are:
A.

Preservation and Safety of Principal – Preservation and safety of principal is the
primary objective of this Policy. Investments will be made and managed so as to
minimize the risk of loss of principal due to credit failures or other risks. Adequate
collateral, where appropriate, will be maintained at all times.

B.

Liquidity – Adequate liquidity should be maintained to meet projected cash needs.
Adequate liquidity requires that investments mature as the funds are required or can
be sold on the secondary market without substantial, if any, loss of income or principal.

CPS Energy Investment Policy
Effective January 31, 2021
Updated by: Cash & Liquidity Management

Page 2 of 17

V.

C.

Yield of Investment – Investments should attempt to realize a reasonable market yield
per investment dollar while minimizing risk, considering the primary objectives of safety
and liquidity.

D.

Competitive Pricing – CPS Energy personnel should take steps to ensure the fund
investments are priced competitively at time of purchase or sale and will maintain
equitable relations with investment dealers.

E.

Diversification – Attempts will be made to diversify securities to meet the other
investment objectives, avoiding unreasonable market or other risks, and inappropriate
concentrations of investments.

F.

Control of Assets – Delivery versus payment will be used on all transactions. Complete
control of all investment securities and pledged or owned collateral will be maintained
through executed agreements and complete documentation of ownership.

Risk Environment
The Investment Objectives described in Section IV are designed around the concept of
preservation and safety of principal. No investment is totally risk-free, though some may be
free of certain risks (e.g. Treasury securities are considered free of credit risk). Mitigation
techniques are available for the specific risks inherent in securities utilized by CPS Energy. A
discussion of the more common risks of investing is presented below. Appendix A gives
specific examples of risk mitigation techniques employed within this Policy to lessen the
overall risk environment to funds under CPS Energy’s control.
A.

Interest Rate Risk – This is the risk that changes in interest rates will adversely affect
the fair value of an investment. Changes in the level of interest rates can impact the
market value of certain securities; the severity of that impact depends on the type of
security held, and the length of term to maturity. As the general level of interest rates
moves up and down, a security’s price may change very rapidly – or it may experience
a small move. Volatility is a term used to describe a security’s price fluctuations.
Securities with long terms to maturity have more opportunity for volatility than
securities with short terms. Securities with embedded options such as calls, or other
potential changes to cash flow, are also more sensitive to changes in interest rates than
more traditional structures. Some of the techniques used to mitigate these risks in the
CPS Energy portfolio include establishing maximum maturities on securities held and a
maximum overall weighted average maturity (“WAM”) based on cash flow needs of the
total portfolio. The maximum WAM for CPS Energy’s combined funds is three years.
Additionally, CPS Energy has set limits on the holding of callable and mortgage-related
securities, having less predictable cash flow streams, to no more than 35% and 30% of
the portfolio, respectively. Exclusive of Treasury securities having a maximum
percentage of portfolio of 50%, maximum holding limits of the portfolio per issuer have
been established as 35% per federal agency, 35% per issuer of Certificates of Deposit
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(“CDs”) that are insured or fully secured and 5% for all other individual issuers. These
limits do not run concurrently or cumulatively. By diversifying in this manner, interest
rate risk is mitigated as fewer funds should be subject to a risk occurrence at any given
time. In addition, CPS Energy diversifies its portfolio by maturity, mitigating the risk that
all funds will fall due at one particularly advantageous or disadvantageous period,
thereby spreading the interest rate risk.
B.

Credit Risk – This is the risk that an issuer or other counterparty to an investment will
not fulfill its obligations. Most all of CPS Energy’s investments are rated AA- (or
equivalent) or better, based on current scores provided by nationally recognized credit
rating agencies. CPS Energy funds can be invested directly in U.S. Treasury securities up
to 70% and in federal agency securities up to 35% per issuer. CPS Energy may purchase
CDs that are insured or fully secured to a maximum limit of 35% per issuer. Direct
investments in other debt securities will be limited to 5% per issuer and will consist of
securities rated A- (or equivalent) or better by nationally recognized credit rating
agencies. Minimum acceptable credit ratings are summarized in Appendix A. These
requirements not only mitigate credit risk, but also mitigate liquidity risk, as the higher
rated issues are generally the most liquid. The Enterprise Risk Management & Solutions
and Treasury & Finance Divisions, continuously monitor the credit of all investment
security issuers in accordance with the provisions of PFIA Section 2256.021. Credit risk
may also manifest in the following forms:
1.

Concentration of Credit Risk – This risk of loss is attributed to the magnitude of
investment in a single issuer. Diversification is the primary tool utilized to mitigate
this risk. Maximum holdings have been established, such that failure of one issuer
would not affect the entire portfolio. In some instances, credit ratings may
outweigh diversification as a mitigating tool. As a matter of policy, rated issuers
other than the U.S. Treasury or federal agencies must have equivalent credit
ratings within the A category or better from at least one nationally recognized
credit rating agency.

2.

Custodial Credit Risk – This is the risk that, in the event of the failure of the
counterparty to a transaction, CPS Energy would not be able to recover the value
of the investment or collateral securities that are in the possession of an outside
party. The primary controls are delivery versus payment and margined collateral.
Assets pledged as collateral must be a type of security specifically authorized by
this Policy; must be held by an independent third party under a written
agreement; and must be pledged in the name of CPS Energy (see Section XI). The
collateralization level must be 102% of the market value of principal and accrued
interest of the investment or deposit, unless otherwise agreed to in accordance
with authorizations stipulated in Appendix F, to a lower level between 100-102%.
Securities lending transactions would be additionally supported with agent
indemnifications against borrower default.
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C.

Liquidity Risk – This is the risk that a security would not be adequately marketable, and
that sale of said security would be unattainable, or attainable only at a loss. Cash flow
analysis identifies operational cash needs and is used to help ensure investment
decisions provide adequate liquidity for the portfolio. An individual security’s liquidity
is affected by its credit rating, the size of the issue outstanding, and the maturity. The
larger the issuer and the higher the credit rating, the more liquid the security. In
addition, diversification of the investment types and maturities of securities held in the
portfolio can also help minimize the liquidity risk. CPS Energy minimizes liquidity risk
by a) investing some portion of the portfolio in money market funds and investment
pools, allowing overnight investing and daily access to funds, b) maintaining a relatively
short WAM for the portfolio as a whole, c) establishing maximum allowable allocations
to various investment types, helping ensure diversification (see Appendix A), and d)
generally investing in larger, high quality issuers.

D.

Foreign Currency Risk – This is the risk that changes in exchange rates will adversely
affect the fair value of an investment. All investments authorized for purchase by
CPS Energy’s funds’ portfolios are U.S. dollar-denominated and none float on foreign
currency indexes which eliminates direct foreign currency risk.

Additional risk control measures established by CPS Energy include the review and approval
of the Policy by the Board on an annual basis; requiring technical training of investment
personnel; establishing levels of authorization for approval of investment transactions; and
delineating prohibited transactions. This Policy is designed to control risk and ensure
prudent investment activities.
VI.

Investment Responsibility and Authority
A.

Board of Trustees
In accordance with the PFIA, the Board is responsible for the annual review and
approval of this Policy; the review of investment holdings reports provided at least on
a quarterly basis; and the designation of Investment Officers. The Board retains
ultimate responsibility as fiduciaries of the assets.

B.

General Authorizations
With appropriate restrictions, the Board has approved the CPS Energy Financial
Authorizations and Approvals Policy for Banking, Investing and Hedging (“Financial
Authorizations and Approvals Policy”) (Appendix F), which designates the officers and
other personnel authorized to:
1.
2.

Open, maintain and close investment and bank accounts;
Execute investment transactions;
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3.
4.
5.

Designate other employees as Authorized Employees and for other specific
purposes;
Act as Investment Officers, as defined by the PFIA, for CPS Energy; and
Act as the core members of the CPS Energy Investment Committee (“IC”).

The Financial Authorizations and Approvals Policy will be reviewed and approved at
least annually.
As prevailing market conditions may require and with concurrent approval, the
President & Chief Executive Officer and the Treasurer(s) are authorized to approve
changes to Authorized Investments by Fund (Appendix A). Changes made under these
circumstances will be communicated to the Board at or before the next scheduled
Board meeting.
C.

Daily Investment Authorization
The Investment Officers and employees, designated consistent with the Financial
Authorizations and Approvals Policy, are responsible for daily and routine investment
activities, including, but not limited to:
1.
2.
3.
4.
5.
6.
7.

Maintaining written administrative procedures for CPS Energy’s investing
functions and programs.
Preparing cash forecasts and maintaining liquidity to meet the financial liabilities
of CPS Energy.
Investing CPS Energy funds under this Policy and the guidelines established by the
IC.
Monitoring the performance of each fund’s investments.
Establishing, reviewing and modifying types of investments and asset mix
permitted within investment guidelines.
Monitoring investment activity for full compliance with the Policy.
Proposing Policy changes to the IC for presentation and approval by the Board.

VII. CPS Energy Investment Committee
The Board has established the IC to serve as the primary authority regarding the overall
direction of the portfolio, with the core members defined in the Financial Authorizations and
Approvals Policy (Appendix F). The IC will meet as necessary, but at least quarterly, to: (a)
review investment strategies, guidelines, and related procedures; (b) approve Investment
Officer training; (c) as required, appoint members to the IC; (d) annually review, revise and
adopt a list of qualified banks and broker/dealers authorized to conduct investment
transactions with CPS Energy; (e) ensure compliance with this Policy; (f) review prior period
fund investments and transactions; and (g) discuss financial transactions for the upcoming
quarter and remainder of the fiscal year.
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A quorum of IC members must be present at each of the meetings. For this Policy, a quorum
is defined as a majority of the IC members with at least one Investment Officer present.
Meetings may be held in-person or electronically (e.g. Webex or similar videoconferencing
system, telephonically, etc.). IC actions may be taken by a simple majority of those present
at a meeting. IC actions may also be taken by electronic vote (e.g. email vote) by a simple
majority of all members.
The IC has the authority to employ Investment Managers or other related consultants, with
approval of the Board, to assist with investment activities if deemed to be in the best interest
of CPS Energy. Instructions from IC members will be accepted verbally, as documented in IC
minutes, or in writing, to include electronic forms of communication.
VIII. Investment Strategy
Investment strategies are the plans and methods used to achieve the investment objectives.
With different requirements imposed on each fund, the strategies are outlined by fund in
Appendix G.
The general strategy, consistent with the stated investment objectives, is to earn market
yields, to maintain appropriate diversification and liquidity of investments, and to select
maturities that match projected cash requirements.
It is a general CPS Energy practice to purchase securities rated AA- (or equivalent) by
nationally recognized credit rating agencies. However, securities may be purchased with a
lower rating if they meet the specifications in Appendix A and the nature and rating of the
securities are fully disclosed to CPS Energy by the broker/dealer prior to purchase.
In many instances, securities will be purchased and held to maturity. Securities may also be
sold before maturity if market conditions provide a favorable benefit to CPS Energy or to
reduce loss exposure. Sales of securities that are other than routine will be reviewed and
recommendations regarding possible sale transactions will be approved in accordance with
the Financial Authorizations and Approvals Policy (Appendix F) prior to trading.
The term “maturity” or “years to maturity” as used in this Policy is defined as the period from
the date of purchase of a security to the final maturity of the security or period of maximum
risk. It is anticipated that the overall combined WAM of all funds included in this Policy will
be three years or less. The WAM is defined as the weighted average days to maturity from
calculation date based on total original cost, including accrued interest.
IX.

Authorized Investments
The investments described below are those sanctioned by the Senior Lien and Junior Lien Bond
Ordinances, the PFIA, and other State statutes, as applicable. These investments are also
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outlined in Appendix A. Except as otherwise provided below, each CPS Energy fund governed
by this Policy is eligible to be invested in:
A.

Obligations of the United States or its agencies and instrumentalities, including letters
of credit.

B.

Direct obligations of the State of Texas or its agencies and instrumentalities.

C.

Collateralized mortgage obligations, having a stated final maturity of 10 years or less,
directly issued by a federal agency or instrumentality of the United States, the
underlying security for which is guaranteed by an agency or instrumentality of the
United States.

D.

Other obligations, the principal and interest of which are unconditionally guaranteed or
insured by, or backed by the full faith and credit of, the United States or the State of
Texas or their respective agencies and instrumentalities, including obligations that are
fully guaranteed or insured by the Federal Deposit Insurance Corporation (“FDIC”) or by
the explicit full faith and credit of the United States.

E.

Obligations of states, agencies, counties, cities, and other political subdivisions of any
state rated as to investment quality by a nationally recognized investment rating firm
not less than the A category or its equivalent.

F.

Interest-bearing banking deposits that are guaranteed or insured by the FDIC or its
successor; or the National Credit Union Share Insurance Fund or its successor.

G.

Interest-bearing banking deposits as described by PFIA Section 2256.009 (8).

H.

CDs issued by a depository institution having its main office or branch office in the State
of Texas, which are fully secured and/or federally insured. In addition, an investment
in CDs is authorized under the following conditions:
1.

2.

3.
4.

CDs may be invested through:
a. a broker having its main office or a branch office in this state and is selected
from a list adopted by the investing entity as required by PFIA Section
2256.025; or
b. a depository institution having its main office or a branch office in this state.
The broker or depository institution selected by CPS Energy must deposit the
funds in CDs in one or more federally insured depository institutions, wherever
located for the account of CPS Energy.
The full amount of the principal and accrued interest of each of the CDs is insured
by the United States or an instrumentality of the United States.
The depository institution, an entity described by the PFCA Section 2257.041(d),
or a clearing broker-dealer registered with the Securities and Exchange
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Commission (“SEC”) and operating pursuant to SEC Rule 15c3-3 (17 C.F.R. Section
240.15c3-3) appointed by CPS Energy will act as a custodian for CPS Energy with
respect to the CDs issued for the CPS Energy account.
I.

Securities Lending programs that:
1. Are 100-102% collateralized, including accrued income (refer to Section XI, E. of this
Policy);
2. Have loan terms allowing for termination at any time;
3. Have loans secured by one or more of the following:
a. Pledged securities described by PFIA Section 2256.009;
b. Pledged irrevocable letters of credit issued by a bank which is organized and
existing under the laws of the United States or any other state and is
continuously rated by at least one nationally recognized investment rating
firm at not less than A or its equivalent; or
c.
Cash invested in accordance with PFIA Sections 2256.009, 2256.013,
2256.014, or 2256.016.
4. Have loan terms requiring securities held as collateral be:
a. Pledged to CPS Energy;
b. Held in CPS Energy's name; and
c.
Deposited at the time the loan is made with CPS Energy or with a third party
selected by or approved by CPS Energy.
5.
Have loans placed through:
a. A primary government securities dealer, as defined by 5 C.F.R. Section
6801.102(f) (Appendix H), as that regulation existed on September 1, 2003;
or
b. A financial institution doing business in this state.
6. Have an executed agreement to lend securities with a term of one year or less.

J.

Fully collateralized repurchase agreements that:
1.
2.
3.

4.

Have defined termination dates;
Are secured by a combination of cash, obligations of the U.S. or its agencies and
instrumentalities and/or CP;
Require that the securities purchased by CPS Energy or cash held by CPS Energy
be deposited at the time the investment is made with the entity or with a thirdparty approved by CPS Energy; and
Are placed through a primary government securities dealer, as defined by the
Federal Reserve, or a financial institution doing business in this State.

The term “repurchase agreement” includes direct security repurchase agreement,
reverse security repurchase agreement, and flexible repurchase agreement structures.
An executed copy of the Master Repurchase Agreement must be executed and on file
before CPS Energy will enter into any repurchase agreement.
CPS Energy Investment Policy
Effective January 31, 2021
Updated by: Cash & Liquidity Management

Page 9 of 17

The term of any reverse security repurchase agreement may not exceed 90 days after
the date of agreement delivery. Money received by CPS Energy under the terms of a
reverse security repurchase agreement will be used to acquire additional authorized
investments, but the term of the authorized investments acquired must mature no later
than the expiration date stated in the reverse security repurchase agreement.
Flexible repurchase agreements are authorized for bond proceeds only and may extend
beyond one year to maturity but no longer than the projected expenditure plan of the
proceeds.
K.

Bankers’ acceptances that:
1.
2.
3.
4.

L.

Have a stated maturity of 270 days or fewer from the date of issuance;
Will be liquidated in full at maturity;
Are eligible for collateral for borrowing from a Federal Reserve Bank; and
Are accepted by a bank organized and existing under the laws of the U.S. or any
state, if the short-term obligations of the bank, or of a bank holding company of
which the bank is the largest subsidiary, are rated not less than A-1 or P-1 or an
equivalent rating by at least one nationally recognized credit rating agency.

Commercial paper that:
1.
2.

Has a stated maturity of 365 days or fewer from the date of its issuance; and
Is rated not less than A-1, P-1, or equivalent by at least two nationally recognized
credit rating agencies.

M. A no-load money market mutual fund that:
1.
2.
3.

Is registered with and regulated by the SEC;
Provides CPS Energy with a prospectus and other information required by the
Securities Exchange Act of 1934 or the Investment Company Act of 1940; and
Has a dollar-weighted average stated maturity of 90 days or fewer.

CPS Energy may not invest any funds under its control in an amount that exceeds 10%
of the total assets of any individual money market mutual fund described under this
paragraph.
N.

A no-load mutual fund that:
1.
2.

Is registered with the SEC;
Has an average weighted maturity of less than two years; and
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3.

Has a duration of one year or more and is invested exclusively in PFIA securities or
has a duration of less than one year and the investment portfolio is limited to
investment grade securities, excluding asset-backed securities.

No more than 15% of CPS Energy’s monthly average fund balance, excluding bond
proceeds, reserves, and other funds held for debt service, may be invested in mutual
funds. CPS Energy may not invest any funds under its control in an amount that
exceeds 10% of the total assets of any individual mutual fund described under this
paragraph. Bond proceeds, reserves and funds held for debt service may not be
invested in mutual funds described under this paragraph.
O.

Guaranteed investment contracts (“GICs”) that:
1.
2.

3.

Have defined termination dates;
Are secured by obligations of the U.S. or its agencies and instrumentalities in an
amount at least equal to the amount of bond proceeds invested under the
contract; and
Are pledged to CPS Energy and deposited with CPS Energy or with a third party
approved by CPS Energy.

Only 1) bond proceeds and 2) funds invested in connection with a transaction
described in paragraph Q below may be invested in GICs. Bond proceeds, other than
bond proceeds representing reserves and funds maintained for debt service purposes,
may not be invested under this subchapter in a GIC with a term of longer than five
years from the date of issuance of the bonds. The Board and/or the City Council must
specifically authorize GICs as an eligible investment in the order, ordinance, or
resolution authorizing the issuance of bonds. CPS Energy must receive bids from at
least three separate providers with no material financial interest in the bonds from
which proceeds were received. CPS Energy must purchase the highest yielding GIC for
which a qualifying bid is received. The price of the GIC must consider the reasonably
expected drawdown schedule for the bond proceeds to be invested. The provider must
certify the administrative costs reasonably expected to be paid to third parties in
connection with the GIC.
P.

Investment pools that:
1.
2.
3.

Furnish an offering circular or similar disclosure instrument that contains, at a
minimum, the information required by PFIA Sections 2256.016(b);
Furnish investment transaction confirmations to CPS Energy, and a monthly report
complying with PFIA Section 2256.016 (c);
For investment pools created to function as money market mutual funds, mark
their portfolios to market daily, and, to the extent reasonably possible, stabilize
at a $1 net asset value;
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4.

5.
6.

Have advisory boards composed of pool participants and other persons who do
not have a business relationship with the pool and are qualified to advise the pool
as required by the PFIA;
Are continuously rated no lower than AAA or AAA-m or at an equivalent rating by
at least one nationally recognized rating service.
Meet all other requirements as stipulated in PFIA Sections 2256.016 and
2256.019.

Q.

In connection with a transaction authorized by Section 272.004 of the Local
Government Code (Appendix E), CPS Energy may invest in or enter into one or more of
the investments, securities, guarantees, and/or insurance contracts or other contracts
and agreements described in Section 452.108(d) of the Texas Transportation Code
(Appendix I), for the purposes set forth therein, including, but not limited to, the
following: payment agreements, financial guarantees or insurance contracts with
counterparties having either a corporate credit or debt rating in any form, a claimspaying ability, or a rating for financial strength of “AA” or better by Moody’s Investors
Services Inc. or by Standard & Poor’s Corporation or of “A (Class XII)” or better by Best’s
rating system.

R.

The General Account is exclusively authorized to invest in hedging instruments and
transactions as authorized by PFIA Sections 2256.0201 and 2256.0206 of the Texas
Government Code and by Section 1371.051 of the Texas Government Code made in
accordance with the Energy Price Risk Management Policy.

S.

CP Note Accounts:
In accordance with the CP Ordinance (Appendix L), the CP Note Construction Account is
eligible to be invested in paragraphs A-B, D-F, H, and M of the above listed authorized
investments. Money market mutual funds per paragraph M must be invested in
securities included in paragraphs A-B and D-E. The CP Note Payment Account is only
eligible to be invested in letters A-B, D-F, and H above.

No investment transaction will be made which would cause the portfolio to be out of
compliance with this Policy and the constraints established in Appendix A. The impact an
investment transaction would have on the portfolio will be evaluated prior to executing a
transaction. However, it is possible for the portfolio to become out of compliance with this
Policy as investments are reduced by maturities, sells and calls. Action will be taken to move
the portfolio back into compliance within a period of 90 days from the date upon which the
out of compliance occurred. Additional time periods may be granted with the approval of
the IC in the event temporary market conditions are not considered favorable for taking
corrective action.
Ratings, unless stated otherwise in this Policy or in Appendix A, will be from at least two
nationally recognized rating services at the time of purchase. The ratings of both agencies
CPS Energy Investment Policy
Effective January 31, 2021
Updated by: Cash & Liquidity Management

Page 12 of 17

should be comparable. For purposes of determining compliance with maximum holdings,
investments in subsidiaries will be aggregated with investments in parent issuers.
X.

Prohibited Transactions
Notwithstanding anything to the contrary in this Policy, CPS Energy will not invest in any of
the following:

XI.

A.

Obligations whose payment represents the coupon payments on the outstanding
principal balance of the underlying mortgage backed security (“MBS”) collateral and
pays no principal (interest only MBS);

B.

Obligations whose payment represents the principal stream of cash flow from the
underlying mortgage backed security collateral and bears no interest (principal only
MBS);

C.

Collateralized mortgage obligations having a stated final maturity of greater than 10
years; and

D.

Collateralized mortgage obligations, the interest rate of which is determined by an
index that adjusts opposite to the changes in a market index.

Investment Procedures
A.

Purchase/Sale of Securities - Investment activities, and related approvals, are to be
performed according to the written administrative procedures for the operation of the
investment program maintained by the Treasury & Finance Division. These procedures
are to be in compliance with this Policy and the Financial Authorizations and Approvals
Policy, (Appendix F). The administrative procedures are to be reviewed and approved
by an Investment Officer.

B.

Competitive Bidding Requirement – Purchase of new issue securities do not require
competitive offers. All secondary investment transactions, including CDs, will be
purchased only after at least three offers/bids of the same or comparable securities are
received to document the fair market price/value, unless an emergency or a compelling
business necessity precludes obtaining such competitive bids or offers. Offers/bids may
be taken orally, in writing or electronically, and will be formally documented, as will
compelling business reasons or emergency situations. The sale of investments currently
held in the portfolio are subject to the offer/bid process described above.

C.

Asset Mix - Appendix A specifies the maximum allowable percentage for each type of
authorized investment. These maximums apply to the total portfolio on a combined
basis, though each fund individually will be managed under the prudent person
standard. There may be times when the investment environment may be either
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adverse or attractive for various types of authorized investments. In such cases, it is
expected that the investment mix will be altered to either reduce market risk or
optimize opportunities to capitalize on current or expected market movement, subject
to the maximums set forth in Appendix A. Such interim strategic decisions will be
reviewed and approved by an Investment Officer.
D.

Market Price Monitoring – The market price of all portfolio securities will be
determined and reviewed at least quarterly. The market price for individual securities
will be obtained from an independent, reputable source.

E.

Collateralization – Deposits of CPS Energy funds in a bank or other financial institution,
such as CDs, are collateralized in accordance with the CPS Energy Collateral Policy
(Appendix D). For certain other collateralized investments (except for authorized
collateralized mortgage obligations, pass-throughs, or SBA Pools), such as repurchase
agreements and GICs, the collateral must be a type of security specifically authorized to
be held as a direct investment by CPS Energy, except as otherwise allowed by law and
except that collateral for repurchase agreements is limited to a combination of cash,
obligations of the U.S. government or its agencies and instrumentalities and/or CP.
Collateral must be held by CPS Energy or by an independent third party with which
CPS Energy has a current custodial agreement. The pledge or ownership of collateral
must be documented. All collateral will be monitored daily by the counter-party. In
anticipation of market changes, the collateralization level must be 102% of the market
value of principal and accrued interest, unless CPS Energy has specifically agreed to a
lower level of between 100-102% of such value, in accordance with authorizations
stipulated in the Financial Authorizations and Approvals Policy (Appendix F).
Substitution of collateral should be in accordance with the Financial Authorizations and
Approvals Policy, (Appendix F). All security transactions, including collateral, by
CPS Energy will be handled on a delivery-versus-payment basis.

XII. Security Dealer Requirements
A.

Approval – All securities broker/dealers, including banks (to the extent providing
brokerage services), utilized by CPS Energy must be approved by two Investment
Officers. In addition, a list of qualified banks and broker/dealers will be adopted by the
IC annually, as described in Section VII, A. Securities broker/dealers must meet the
qualifications specified in Appendix J. Procedures for evaluating security broker/dealers
will be established by the IC. All securities broker/dealers and business organizations
defined by PFIA Section 2256.005 and any other firms entering into investment
transactions with CPS Energy, such as banks (to the extent providing brokerage
services), must execute the Certification Form as shown in Appendix K or a substantially
equivalent document.

B.

Dealer Performance Review – Approved securities broker/dealers and firms will be
reviewed periodically to assess performance and compliance with this Policy. A review
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of the reports obtained from applicable regulatory agencies for each individually
licensed broker/dealer will also be performed periodically. An Investment Officer may
revoke authorization as an approved CPS Energy dealer if a securities dealer does not
maintain certification requirements or meet performance standards.
XIII. Investment Accounting
The Treasury & Finance Division is responsible for entering transactions into and maintaining
the portfolio management system. The Controller Division is responsible for the accounting
of CPS Energy investment transactions. Such practices and procedures will include:
A.

Treasury & Finance Division: Maintenance of adequate detail and summary records
regarding all investment transactions and fund portfolios.

B.

Controller Division: Preparation and/or approval of accounting entries in accordance
with Generally Accepted Accounting Principles (“GAAP”) to record investment of funds,
maturity and sale of securities, collection of related income, accrual of income, and
amortization/accretion of premiums and/or discounts. This includes the preparation of
required financial and accounting disclosures in published financial statements.

C.

Controller Division: Adoption and implementation of the accounting methods to be
used will include, but are not limited to (1) separate accounting for each fund; (2)
recording investments at book value, with appropriate reporting and recording of
market values; (3) recording gains and losses from investment sales as credits or charges
to investment income; and (4) accretion over the life of the securities for discounts
taken, or amortization for premiums paid from the purchase of securities credited or
charged to investment income.

XIV. Investment Reporting
The Treasury & Finance Division is responsible for the preparation and submission of reports
of CPS Energy investments and investment transactions. These reports include:
A.

Quarterly Report - A report will be prepared quarterly and submitted to the Board. The
report will be signed by the Investment Officers and state compliance of the investment
portfolio as it relates to this Policy and the PFIA. The quarterly report will include:
1.
2.
3.
4.
5.

Investment position on the date of the report.
Book and market value of each separately invested asset at the end of the
reporting period by asset and fund type.
Maturity date of each asset.
Statement of compliance with this Policy and the PFIA.
Any other information required by the PFIA.
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An independent auditor will review quarterly reports at least annually and the auditor
will present the results of the review to the Board.
B.

Other Reports - Reports that may be required by City Ordinances, State or Federal
statutes, or administrative procedures. These reports will include an annual review by
an independent auditor of the approved investment reports and compliance with
management controls. The results of this review will be presented to the Board.

XV. Investment Training
The Investment Officers will attend at least one training session and receive at least 10 hours
of instruction related to the investment of public funds within 12 months after assuming such
duties. In addition, these Investment Officers will attend an investment training session not
less than once in a two-year period that begins on the first day of CPS Energy’s reporting year
and consists of the two consecutive reporting years after that date and receive not less than
10 hours of instruction related to investment responsibilities delineated in this policy and the
PFIA. Such training will be from an independent source approved by the IC.
XVI. Investment Control Structure
A.

General – Each person responsible for the investment and management of CPS Energy
funds is bound by applicable City Bond Ordinances, this Policy, Board Resolutions, and
applicable State and Federal statutes and regulatory provisions. Proper controls will be
maintained to ensure that the investments are made within the guidelines of this Policy,
the investments of each fund are properly protected, and adequate management
reporting is in place. Controls will address such issues as written administrative
procedures, collusion, separation of functions, security safekeeping, delegation of
authority and written confirmations and approvals.

B.

Disclosure of Personal/Business Relationships – Personal business relationships or
familial relationships of CPS Energy personnel involved or responsible for investing
activities with any firm with which CPS Energy purchases or sells securities, or that may
be engaged by the IC, will be disclosed in writing to the Board and to the Texas Ethics
Commission.

C.

Training – All CPS Energy staff responsible for fund investments will be properly trained
on investments and will abide by the same PFIA training requirements as the
Investment Officers, further described in Section XV.

D.

Delivery of Securities – All securities will be purchased and sold on a delivery-versuspayment basis, whereby funds will not be released until the security is delivered to the
safekeeping account, where applicable.
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E.

Safekeeping of Securities – All securities are to be held in safekeeping, by fund, in the
name of CPS Energy at either a Federal Reserve Branch, The Depository Trust Company
(“DTC”) in book entry form, or at an independent state or national bank designated by
CPS Energy. Broker/dealer safekeeping is prohibited.

F.

Compliance Audit – Internal controls and compliance with this Policy will be reviewed
annually by an independent auditor. The audit report will be provided to the Board as
required under the PFIA.

XVII. Review and Amendment of Policy
In accordance with the PFIA, the Board will review this Policy and associated investment
strategies at least annually. Pursuant to this review, the Board will adopt a resolution stating
that it has reviewed the policy and record any changes made to the policy or investment
strategies because of this review.
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APPENDIX A
AUTHORIZED INVESTMENTS
CPS ENERGY FUNDS
EFFECTIVE January 31, 2021
The following funds may be invested in the investment options specified on this page:
(1) GENERAL ACCOUNT (see note [c])
(2) REPAIR AND REPLACEMENT ACCOUNT (e)
(3) BOND CONSTRUCTION FUND ACCOUNT

(4) SENIOR LIEN PRINCIPAL AND INTEREST ACCOUNT
(5) JUNIOR LIEN PRINCIPAL AND INTEREST ACCOUNT
(6) CUSTOMER DEPOSIT ACCOUNT

(7) COMMUNITY INFRASTRUCTURE & ECONOMIC DEVELOPMENT ACCOUNT (CIED)
(8) RESERVE ACCOUNT

Maxium
Allocation %
[d]
Interest Rate
Credit [k], Liquidity

Max % of
Portfolio per
Issuer
Interest Rate
Credit [k]

Requirements [I]
Max % of
Maximum
Issuer's Debt
Maturity
Held
[e]
Credit [k]
Interest Rate
Liquidity
Liquidity

Diversification

Diversification

Diversification

Obligations of the United States (U.S.) or its Agencies,
including Letters of Credit
- Guaranteed Treasury or Agency securities
- Federal Agency securities
- Callable securities, Treasury or Agency

70%
70%
35%

50%
35% per Agency
10% per cusip

10 Years [h]
10 Years [h]
10 Years [h]

B.

Direct Obligations of the State of Texas or its Agencies

35%

5%

10 Years [h]

C.

Collateralized Mortgage Obligations issued by U.S. agencies

30%

20%

10 Years [h]

D.

Other obligations whose principal and interest are
guaranteed by the U.S. or State of Texas

50%

5%

10 Years [h]

E.

Investment quality obligations of states, agencies,
counties, cities, and political subdivisions of any state

35%

5%

10 Years [h]

"A" Category

F.

Interest-bearing banking deposits guaranteed or insured by the FDIC

100%

G.

Interest-bearing banking deposits per PFIA 2256.009 (8)

100%

H.

Certificates of Deposit offered by a broker or issued by a
depository institution that has its main office or branch office
in the State of Texas

35%

35%

4 Years

Insured or Fully Secured

I.

Securities Lending Programs

70%

70%

1 Year Loan

102% Collateral
Agent indemnity

J1.

Direct Repurchase Agreements [m]

35%

1 Year [n]

102% Collateral
U.S. Govt or Agenices

J2.

Reverse Repurchase Agreements

35%

5%

90 Days

No exposure/risk

K.

Bankers Acceptances

35%

5%

270 Days

A-1,P-1

L.

Commercial Paper (CP) (Individual Issuance plus allowed Investment Pools
and Money Market Mutual Funds invested primarily in CP)
Sublimit CP - Individual Issuance

45%
15%

5%

365 Days

A-1,P-1

M.

No-Load Money Market Mutual Fund

100%

30% [o]

10%

90 Day WAM

SEC registered

N.

No-Load Mutual Fund

15%

10%

2 Year WAM

SEC registered

INVESTMENT OPTIONS (see notes [a] and [b])
Risk
Control Technique
A.

(1)

O.

Guaranteed Investment Contracts

P.

Investment Pools (in accordance with PFIA 2256.016 and 2256.019)

R.

Hedging instruments and transactions [f]
(1)

15%
Security Restrictions
50%
70%

Diversification

Rating or
Backing
[j]
Credit [k]
Liquidity
Ratings, Collateral

U.S. Govt Guaranteed

5 Years
30% [o]

20%

50% [g]

2 Year WAM
6-Year term limit

Comments

Excludes accounts
(3), (4) and (5).
Account (3) only

AAA
Account (1) only

PFIA securites only when duration exceeds 1 year. If duration is less than 1 year, then investment grade securities, excluding asset backed securities.
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APPENDIX A
AUTHORIZED INVESTMENTS
CPS ENERGY FUNDS
EFFECTIVE January 31, 2021
The following funds may be invested in the investment options specified on this page:
(9) CP NOTE PAYMENT ACCOUNT
(10) CP NOTE CONSTRUCTION ACCOUNT

Maxium
Allocation %
[d]
Interest Rate
Credit [k], Liquidity

Max % of
Portfolio per
Issuer
Interest Rate
Credit [k]

Requirements [I]
Max % of
Maximum
Issuer's Debt
Maturity
Held
Credit [k]
Interest Rate
Liquidity
Liquidity

Diversification

Diversification

Diversification

Obligations of the United States (U.S.) or its Agencies,
including Letters of Credit
- guaranteed Treasury or Agency securities
- other Agency securities
- callable securities, either Treasury or Agency

70%
70%
35%

50%
35% per Agency
10% per cusip

2 Years
2 Years
2 Years

II.

Direct Obligations of the State of Texas or its Agencies

35%

5%

2 Years

III.

Other obligations whose principal and interest are
guaranteed by the U.S. or State of Texas

30%

5%

2 Years

IV.

Investment quality obligations of states, agencies,
counties, cities, and political subdivisions of any state

35%

5%

2 Years

"A" Category

V.

Certificates of Deposit issued by a state, national bank
or savings bank domiciled in the State of Texas

35%

35%

2 Years

Insured or Fully Secured

VI.

Direct Repurchase Agreements

35%

1 Year

102% Collateral
U.S. Govt or Agencies

VII.

No-Load Money Market Mutual Fund consisting
exclusively of items I - IV on this page

90 Day WAM

SEC Registered

INVESTMENT OPTIONS (see notes [b] and [l])
Risk

Control Technique

I.

100%,

30% [o]

TOTAL PORTFOLIO, Funds 1-10

10%

Diversification

Rating or
Backing
[j]
Credit [k]
Liquidity

Comments

Required ratings,
guarantees, collateral

Excludes account (9).

3 Year WAM

NOTES:
[a] Allowable investments in accordance with Public Funds Investment Act.
[b] Section IX of the Policy includes a complete description of investments, specific ratings, maturity or other criteria that the security must have in order to qualify as an allowable investment.
[c] The General Account, Repair & Replacement Fund Account, Customer Deposit Account and CIED Account may be combined.
[d] Percentage of original cost of security plus accrued interest, if any.
[e] For purposes of structuring escrows, the Repair and Replacement Account is authorized to invest in securities with maturities up to 25 years.
[f] Only the General Account is authorized for hedging transactions. Hedge transactions are covered by the Energy Price Risk Management Policy and the CPS Energy Master Interest Rate Management Policy.

Definitions:
WAM = Dollar Weighted Average Stated Maturity
NAV = Net Asset Value
Max = Maximum
Min = Minimum

[g] 100% of the volume of the underlying CPS Energy physical energy asset being hedged.
[h] Maximum maturity for Tax-Exempt Bond Construction Funds is two years.
[I] Requirements are established on a combined portfolio basis.
[j] Investments requiring collateral will be pledged at a minimum 100-102% of required value, except for authorized collateralized mortgage obligations, pass-thrus, or SBA Pools. Collateral securities
pledged will be a type specifically authorized as a direct investment.
Collateral will be pledged to and held in the name of CPS Energy by CPS Energy or at a 3rd party institution.
[k] The general investment policy is to apply the prudent-person rule: Investments are made as a prudent person would be expected to act, with discretion and intelligence, to seek
reasonable income, preserve capital, and, in general, avoid speculative investments.
[l] Allowable investments in accordance with CP Ordinances.
[m] Flexible repurchase agreements are authorized for bond proceeds only.
[n] Maximum maturity for a flexible repurchase agreement may extend beyond 1 year to match the length of the corresponding construction project.
[o] The maximum percentage applies to a single money market fund / Investment Pool and not the fund family that the that fund belongs to.

CPS Energy Investment Policy
Effective January 31, 2021
Updated by: Cash Liquidity Management

Appendix A - Authorized Investments
Page 2 of 2

GOVERNMENT CODE
CHAPTER 2256. PUBLIC FUNDS INVESTMENT
SUBCHAPTER A. AUTHORIZED INVESTMENTS FOR GOVERNMENTAL ENTITIES
Sec.A2256.001. SHORT TITLE
This chapter may be cited as the Public Funds Investment Act.
Sec.A2256.002. DEFINITIONS
In this chapter:
(1) "Bond proceeds" means the proceeds from the sale of bonds, notes, and other obligations issued by an
entity, and reserves and funds maintained by an entity for debt service purposes.
(2)AA"Book value" means the original acquisition cost of an investment plus or minus the accrued amortization
or accretion.
(3)AA"Funds" means public funds in the custody of a state agency or local government that:
(A)AAare not required by law to be deposited in the state treasury; and
(B)AAthe investing entity has authority to invest.
(4)AA"Institution of higher education" has the meaning assigned by Section 61.003, Education Code.
(5)AA"Investing entity" and "entity" mean an entity subject to this chapter and described by Section 2256.003.
(6)AA"Investment pool" means an entity created under this code to invest public funds jointly on behalf of the
entities that participate in the pool and whose investment objectives in order of priority are:
(A)AApreservation and safety of principal;
(B)AAliquidity; and
(C)AAyield.
(7)AA"Local government" means a municipality, a county, a school district, a district or authority created under
Section 52(b)(1) or (2), Article III, or Section 59, Article XVI, Texas Constitution, a fresh water supply district, a
hospital district, and any political subdivision, authority, public corporation, body politic, or instrumentality of the
State of Texas, and any nonprofit corporation acting on behalf of any of those entities.
(8)AA"Market value" means the current face or par value of an investment multiplied by the net selling price of
the security as quoted by a recognized market pricing source quoted on the valuation date.
(9)AA"Pooled fund group" means an internally created fund of an investing entity in which one or more
institutional accounts of the investing entity are invested.
(10)AA"Qualified representative" means a person who holds a position with a business organization, who is
authorized to act on behalf of the business organization, and who is one of the following:
(A)AAfor a business organization doing business that is regulated by or registered with a securities
commission, a person who is registered under the rules of the National Association of Securities
Dealers;
(B)AAfor a state or federal bank, a savings bank, or a state or federal credit union, a member of the
loan committee for the bank or branch of the bank or a person authorized by corporate resolution to
act on behalf of and bind the banking institution;
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(C)AAfor an investment pool, the person authorized by the elected official or board with authority to
administer the activities of the investment pool to sign the written instrument on behalf of the investment
pool; or
(D)AAfor an investment management firm registered under the Investment Advisers Act of 1940 (15
U.S.C. Section 80b-1 et seq.) or, if not subject to registration under that Act, registered with the State
Securities Board, a person who is an officer or principal of the investment management firm.
(11)AA"School district" means a public school district.
(12)AA"Separately invested asset" means an account or fund of a state agency or local government that is not
invested in a pooled fund group.
(13)AA"State agency" means an office, department, commission, board, or other agency that is part of any
branch of state government, an institution of higher education, and any
nonprofit corporation acting on behalf of any of those entities.
Sec.A2256.003.AAAUTHORITY TO INVEST FUNDS; ENTITIES SUBJECT TO THIS CHAPTER
(a)AAEach governing body of the following entities may purchase, sell, and invest its funds and funds under its
control in investments authorized under this subchapter in compliance with investment policies approved by the
governing body and according to the standard of care prescribed by Section 2256.006:
(1)AAa local government;
(2)AAa state agency;
(3)AAa nonprofit corporation acting on behalf of a local government or a state agency; or
(4)AAan investment pool acting on behalf of two or more local governments, state agencies, or a
combination of those entities.
(b)AAIn the exercise of its powers under Subsection (a), the governing body of an investing entity may contract
with an investment management firm registered under the Investment Advisers Act of 1940 (15 U.S.C. Section
80b-1 et seq.) or with the State Securities Board to provide for the investment and management of its public
funds or other funds under its control. A contract made under authority of this subsection may not be for a term
longer than two years. A renewal or extension of the contract must be made by the governing body of the
investing entity by order, ordinance, or resolution.
(c)AAThis chapter does not prohibit an investing entity or investment officer from using the entity ’s employees
or the services of a contractor of the entity to aid the investment officer in the execution of the officer ’s duties
under this chapter.
Sec.A2256.004.AAAPPLICABILITY
(a)AAThis subchapter does not apply to:
(1)AAa public retirement system as defined by Section 802.001;
(2)AAstate funds invested as authorized by Section 04.024;
(3)AAan institution of higher education having total endowments of at least $150 million in book value
onSeptember 1, 2017;
(4)AAfunds invested by the Veterans ’ Land Board as authorized by Chapter 161, 162, or 164, Natural
Resources Code;
(5)AAregistry funds deposited with the county or district clerk under Chapter 117, Local Government
Code; or
(6)AAa deferred compensation plan that qualifies under either Section 401(k) or 457 of the Internal
Revenue Code of 1986 (26 U.S.C. Section 1 et seq.), as amended.
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(b)AAThis subchapter does not apply to an investment donated to an investing entity for a particular purpose or
under terms of use specified by the donor.
Sec.A2256.005.AAINVESTMENT POLICIES; INVESTMENT STRATEGIES; INVESTMENT OFFICER
(a)AAThe governing body of an investing entity shall adopt by rule, order, ordinance, or resolution, as
appropriate, a written investment policy regarding the investment of its funds and funds under its control.
(b)AAThe investment policies must:
(1)AAbe written;
(2)AAprimarily emphasize safety of principal and liquidity;
(3)AAaddress investment diversification, yield, and maturity and the quality and capability of investment
management; and
(4)AAinclude:
(A)AAa list of the types of authorized investments in which the investing entity ’s funds may
be invested;
(B)AAthe maximum allowable stated maturity of any individual investment owned by the entity;
(C)AAfor pooled fund groups, the maximum dollar-weighted average maturity allowed based
on the stated maturity date for the portfolio;
(D)AAmethods to monitor the market price of investments acquired with public funds; and
(E)AAa requirement for settlement of all transactions, except investment pool funds and
mutual funds, on a delivery versus payment basis.
(F) procedures to monitor rating changes in investments acquired with public funds and the
liquidation of such investments consistent with the provisions of Section 2256.021.
(c)AAThe investment policies may provide that bids for certificates of deposit be solicited:
(1)AAorally;
(2)AAin writing;
(3)AAelectronically; or
(4)AAin any combination of those methods.
(d)AAAs an integral part of an investment policy, the governing body shall adopt a separate written investment
strategy for each of the funds or group of funds under its control. Each investment strategy must describe the
investment objectives for the particular fund using the following priorities in order of importance:
(1)AAunderstanding of the suitability of the investment to the financial requirements of the entity;
(2)AApreservation and safety of principal;
(3)AAliquidity;
(4)AAmarketability of the investment if the need arises to liquidate the investment before maturity;
(5)AAdiversification of the investment portfolio; and
(6)AAyield.
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(e)AAThe governing body of an investing entity shall review its investment policy and investment strategies not
less than annually. The governing body shall adopt a written instrument by rule, order, ordinance, or resolution
stating that it has reviewed the investment policy and investment strategies and that the written instrument so
adopted shall record any changes made to either the investment policy or investment strategies.
(f)AAEach investing entity shall designate, by rule, order, ordinance, or resolution, as appropriate, one or more
officers or employees of the state agency, local government, or investment pool as investment officer to be
responsible for the investment of its funds consistent with the investment policy adopted by the entity. If the
governing body of an investing entity has contracted with another investing entity to invest its funds, the
investment officer of the other investing entity is considered to be the investment officer of the first investing
entity for purposes of this chapter. Authority granted to a person to invest an entity’s funds is effective until
rescinded by the investing entity, until the expiration of the officer’s term or the termination of the person’s
employment by the investing entity, or if an investment management firm, until the expiration of the contract with
the investing entity. In the administration of the duties of an investment officer, the person designated as
investment officer shall exercise the judgment and care, under prevailing circumstances, that a prudent person
would exercise in the management of the person’s own affairs, but the governing body of the investing entity
retains ultimate responsibility as fiduciaries of the assets of the entity. Unless authorized by law, a person may
not deposit, withdraw, transfer, or manage in any other manner the funds of the investing entity.
(g)AASubsection (f) does not apply to a state agency, local government, or investment pool for which an officer
of the entity is assigned by law the function of investing its funds.
(h)AAAn officer or employee of a commission created under Chapter 391, Local Government Code, is ineligible
to be an investment officer for the commission under Subsection (f) if the officer or employee is an investment
officer designated under Subsection (f) for another local government. An officer or employee of a commission
created under Chapter 391, Local Government Code, is ineligible to be designated as an investment officer
under Subsection (f) for any investing entity other than for that commission.
(i)AAAn investment officer of an entity who has a personal business relationship with a business organization
offering to engage in an investment transaction with the entity shall file a statement disclosing that personal
business interest. An investment officer who is related within the second degree by affinity or consanguinity, as
determined under Chapter 573, to an individual seeking to sell an investment to the investment officer’s entity
shall file a statement disclosing that relationship. A statement required under this subsection must be filed with
the Texas Ethics Commission and the governing body of the entity. For purposes of this subsection, an
investment officer has a personal business relationship with a business organization if:
(1)AAthe investment officer owns 10 percent or more of the voting stock or shares of the business
organization or owns $5,000 or more of the fair market value of the business organization;
(2)AAfunds received by the investment officer from the business organization exceed 10 percent of the
investment officer’s gross income for the previous year; or
(3)AAthe investment officer has acquired from the business organization during the previous year
investments with a book value of $2,500 or more for the personal account of the investment officer.
(j)AAThe governing body of an investing entity may specify in its investment policy that any investment
authorized by this chapter is not suitable.
(k)AAA written copy of the investment policy shall be presented to any business organization offering to engage
in an investment transaction with an investing entity. For purposes of this subsection and Subsection (1),
“business organization” means an, investment pool or investment management firm under contract with an
investing entity to invest or manage the entity’s investment portfolio that has accepted authority granted by the
entity under the contract to exercise investment discretion in regard to the investing entity’s funds. Nothing in
this subsection relieves the investing entity of the responsibility for monitoring the investments made by the
investing entity to determine that they are in compliance with the investment policy. The qualified representative
of the business organization offering to engage in an investment transaction with an investing entity shall execute
a written instrument in a form acceptable to the investing entity and the business organization substantially to
the effect that the business organization has:
(1)AAreceived and reviewed the investment policy of the entity; and
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(2)AAacknowledged that the business organization has implemented reasonable procedures and
controls in an effort to preclude investment transactions conducted between the entity and the
organization that are not authorized by the entity’s investment policy, except to the extent that this
authorization:
(A) is dependent on an analysis of the makeup of the entity’s entire portfolio;
(B) requires an interpretation of subjective investment standards; or
(C) relates to investment transactions of the entity that are not made through accounts or
other contractual arrangements over which the business organization has accepted
discretionary investment authority.
(l)AAThe investment officer of an entity may not acquire or otherwise obtain any authorized investment described
in the investment policy of the investing entity from a business organization that has not delivered to the entity
the instrument required by Subsection (k).
(m)AAAn investing entity other than a state agency, in conjunction with its annual financial audit, shall perform
a compliance audit of management controls on investments and adherence to the entity’s established investment
policies.
(n)AAExcept as provided by Subsection (o), at least once every two years a state agency shall arrange for a
compliance audit of management controls on investments and adherence to the agency’s established
investment policies. The compliance audit shall be performed by the agency’s internal auditor or by a private
auditor employed in the manner provided by Section 321.020. Not later than January 1 of each even-numbered
year a state agency shall report the results of the most recent audit performed under this subsection to the state
auditor. Subject to a risk assessment and to the legislative audit committee’s approval of including a review by
the state auditor in the audit plan under Section 321.013, the state auditor may review information provided
under this section. If review by the state auditor is approved by the legislative audit committee, the state auditor
may, based on its review, require a state agency to also report to the state auditor other information the state
auditor determines necessary to assess compliance with laws and policies applicable to state agency
investments. A report under this subsection shall be prepared in a manner the state auditor prescribes.
(o)AAThe audit requirements of Subsection (n) do not apply to assets of a state agency that are invested by the
comptroller under Section 404.024.
Sec.A2256.006.AASTANDARD OF CARE
(a)AAInvestments shall be made with judgment and care, under prevailing circumstances, that a person of
prudence, discretion, and intelligence would exercise in the management of the person’s own affairs, not for
speculation, but for investment, considering the probable safety of capital and the probable income to be derived.
Investment of funds shall be governed by the following investment objectives, in order of priority:
(1)AApreservation and safety of principal;
(2)AAliquidity; and
(3)AAyield.
(b)AAIn determining whether an investment officer has exercised prudence with respect to an investment
decision, the determination shall be made taking into consideration:
(1)AAthe investment of all funds, or funds under the entity’s control, over which the officer had
responsibility rather than a consideration as to the prudence of a single investment; and
(2)AAwhether the investment decision was consistent with the written investment policy of the entity.
Sec.A2256.007.AAINVESTMENT TRAINING; STATE AGENCY BOARD MEMBERS AND OFFICERSA
(a)AAEach member of the governing board of a state agency and its investment officer shall attend at least one
training session relating to the person’s responsibilities under this chapter within six months after taking office
or assuming duties.
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(b)AAThe Texas Higher Education Coordinating Board shall provide the training under this section.
(c)AATraining under this section must include education in investment controls, security risks, strategy risks,
market risks, diversification of investment portfolio, and compliance with this chapter.
(d)AAAn investment officer shall attend a training session not less than once in each state fiscal biennium and
may receive training from any independent source approved by the governing body of the state agency. The
investment officer shall prepare a report on this subchapter and deliver the report to the governing body of the
state agency not later than the 180th day after the last day of each regular session of the legislature.
Sec.A2256.008.AAINVESTMENT TRAINING; LOCAL GOVERNMENTS
(a) Except as provided by Subsections (a-1), (b), and (e), the treasurer, the chief financial officer if the
treasurer is not the chief financial officer, and the investment officer of a local government shall:
(1) attend at least one training session from an independent source approved by the governing body
of the local government or a designated investment committee advising the investment officer as
provided for in the investment policy of the local government and containing at least 10 hours of
instruction relating to the treasurer's or officer's responsibilities under this subchapter within 12
months after taking office or assuming duties; and
(2) attend an investment training session not less than once in a two-year period that begins on the
first day of that local government's fiscal year and consists of the two consecutive fiscal years after
that date, and receive not less than 10 hours of instruction relating to investment responsibilities
under this subchapter from an independent source approved by the governing body of the local
government or a designated investment committee advising the investment officer as provided for in
the investment policy of the local government.
(a-1) In addition to the requirements of Subsection (a)(1), the treasurer, or the chief financial officer if the
treasurer is not the chief financial officer, and the investment officer of a school district or a municipality shall
attend an investment training session not less than once in a two-year period that begins on the first day of the
school district's or municipality's, in addition to the requirements of Subsection (a) (1), fiscal year and consists
of the two consecutive fiscal years after that date, and receive not less than eight hours of instruction relating
to investment responsibilities under this subchapter from an independent source approved by the governing
body of the school district or municipality, or by a designated investment committee advising the investment
officer as provided for in the investment policy of the school district or municipality.
(b) An investing entity created under authority of Section 52(b), Article III, or Section 59, Article XVI, Texas
Constitution, that has contracted with an investment management firm under Section 2256.003(b) and has
fewer than five full-time employees or an investing entity that has contracted with another investing entity to
invest the entity's funds may satisfy the training requirement provided by Subsection (a)(2) by having an officer
of the governing body attend four hours of appropriate instruction in a two-year period that begins on the first
day of that local government's fiscal year and consists of the two consecutive fiscal years after that date. The
treasurer or chief financial officer of an investing entity created under authority of Section 52(b), Article III, or
Section 59, Article XVI, Texas Constitution, and that has fewer than five full-time employees is not required to
attend training required by this section unless the person is also the investment officer of the entity.
(b-1) A housing authority created under Chapter 392, Local Government Code, may satisfy the training
requirement provided by Subsection (a) (2) by requiring the following person to attend, in each two-year period
that begins on the first day of that housing authority’s fiscal year and consists of the two consecutive fiscal
years after that date, at least five hours of appropriate instruction:
(1) the treasurer, or the chief financial officer if the treasurer is not the chief financial officer, or the
investment officer; or
(2) if the authority does not have an officer described by Subdivision (1), another officer of the
authority.
(c) Training under this section must include education in investment controls, security risks, strategy risks,
market risks, diversification of investment portfolio, and compliance with this chapter.
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(d) Not later than December 31 each year, each individual, association, business, organization, governmental
entity, or other person that provides training under this section shall report to the comptroller a list of the
governmental entities for which the person provided required training under this section during that calendar
year. An individual's reporting requirements under this subsection are satisfied by a report of the individual's
employer or the sponsoring or organizing entity of a training program or seminar.
(e) This section does not apply to a district governed by Chapter 36 or 49, Water Code.
(f) Subsection (a)(2) does not apply to an officer of a municipality if the municipality:
(1) does not invest municipal funds; or
(2) only deposits municipal funds in:
(A) interest-bearing deposit accounts; or
(B) certificates of deposit as authorized by Section 2256.010.
(g) Subsection (a-1) does not apply to the treasurer, chief financial officer, or investment officer of a school
district if:
(1) the district:
(A) does not invest district funds; or
(B) only deposit those funds in:
(i) interest-bearing deposit accounts; or
(ii) certificates of deposit as authorized by Section 2256.010.
(2) the treasurer, chief financial officer, or investment officer annually submits to the agency a
sworn affidavit identifying the applicable criteria under Subdivision (1) that apply to the district.

Sec. 2256.009. AUTHORIZED INVESTMENTS: OBLIGATIONS OF, OR GUARANTEED BY GOVERNMENTAL
ENTITIES
(a)

Except as provided by Subsection (b), the following are authorized investments under this subchapter:
(1) obligations, including letters of credit, of the United States or its agencies and instrumentalities;
including the Federal Home Loan Banks;
(2) direct obligations of this state or its agencies and instrumentalities;
(3)A collateralized mortgage obligations directly issued by a federal agency or instrumentality of the
United States, the underlying security for which is guaranteed by an agency or instrumentality of the
United States;
(4)A other obligations, the principal and interest of which are unconditionally guaranteed or insured by,
or backed by the full faith and credit of, this state or the United States or their respective agencies and
instrumentalities, including obligations that are fully guaranteed or insured by the Federal Deposit
Insurance Corporation or by the explicit full faith and credit of the United States;
(5)A obligations of states, agencies, counties, cities, and other political subdivisions of any state rated
as to investment quality by a nationally recognized investment rating firm not less than A or its
equivalent;
(6)A bonds issued, assumed, or guaranteed by the State of Israel.
(7) interest-bearing banking deposits that are guaranteed or insured by:
(A) the Federal Deposit Insurance Corporation or its successor, or
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(B) the National Credit Union Share Insurance Fund or its successor; and
(8) interest-bearing banking deposits other than those described by
Subdivision (7) if:
(A)

(B)

the funds invested in the banking deposits are invested through:
(i)

a broker with a main office or branch office in this state that the investing entity
selects from a list the governing body or designated investment committee of
the entity adopts as required by Section 2256.025; or

(ii)

a depository institution with a main office or branch office in this state that the
investing entity selects;

the broker or depository institution selected as described by Paragraph (A) arranges for
the deposit of the funds in the banking deposits in one or more federally insured
depository institutions regardless of where located, for the investing entity’s account;

(C) the full amount of the principal and accrued interest of the banking deposits is insured
by the United States or an instrumentality of the United States; and
(D) the investing entity appoints as the entity’s custodian of the banking deposits issued for
the entity’s account:
(i)
(ii)

the depository institution selected as described by paragraph (A);
an entity described by Section 2257.041(d); or

(iii)

a clearing broker dealer registered with the Securities and Exchange
Commission and operating under Securities and Exchange Commission Rule
15c3-3 (17 C.F.R. Section 240.15c3-3

(b)A The following are not authorized investments under this section:
(1)A obligations whose payment represents the coupon payments on the outstanding principal balance
of the underlying mortgage-backed security collateral and pays no principal;
(2)A obligations whose payment represents the principal stream of cash flow from the underlying
mortgage-backed security collateral and bears no interest;
(3)A collateralized mortgage obligations that have a stated final maturity date of greater than 10 years;
and
(4)A collateralized mortgage obligations the interest rate of which is determined by an index that adjusts
opposite to the changes in a market index.
Sec. 2256.010.AAAUTHORIZED INVESTMENTS:ACERTIFICATES OF DEPOSIT AND SHARE CERTIFICATES
(a) A certificate of deposit or share certificate is an authorized investment under this subchapter if the certificate
is issued by a depository institution that has its main office or a branch office in this state and is:
(1)A guaranteed or insured by the Federal Deposit Insurance Corporation or its successor or the
National Credit Union Share Insurance Fund or its successor;
(2)A secured by obligations that are described by Section 2256.009(a), including mortgage backed
securities directly issued by a federal agency or instrumentality that have a market value of not less
than the principal amount of the certificates, but excluding those mortgage backed securities of the
nature described by Section 2256.009(b); or
(3)A secured in accordance with Chapter 2257 or any other manner and amount provided by law for
deposits of the investing entity.
(b)A In addition to the authority to invest funds in certificates of deposit under Subsection (a), an investment in
certificates of deposit made in accordance with the following conditions is an authorized investment under this
subchapter:
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(1)A the funds are invested by an investing entity through:
(A) a broker that has its main office or a branch office in this state and is selected from a list
adopted by the investing entity as required by Section 2256.025; or
(B) a depository institution that has its main office or a branch office in this state and that is
selected by the investing entity;
(2) the broker of the depository institution selected by the investing entity under Subdivision (1)
arranges for the deposit of the funds in certificates of deposit in one or more federally insured depository
institutions, wherever located, for the account of the investing entity;
(3) the full amount of the principal and accrued interest of each of the certificates of deposit is insured
by the United States or an instrumentality of the United States;
(4) the investing entity appoints the depository institution selected by the investing entity under
Subdivision (1), an entity described by Section 2257.041(d), or a clearing broker-dealer registered with
the Securities and Exchange Commission and operating pursuant to Securities and Exchange
Commission Rule 15c3-3 (17 C.F.R. Section 240.15c3-3) as custodian for the investing entity with
respect to the certificates of deposit issued for the account of the investing entity.

Sec.A2256.011.AAAUTHORIZED INVESTMENTS: REPURCHASE AGREEMENTS
(a)AAA fully collateralized repurchase agreement is an authorized investment under this subchapter if the
repurchase agreement:
(1)A has a defined termination date;
(2) is secured by a combination of cash and obligations described by Section 2256.009(a)(1)
1or 2256.013 or, if applicable, Section 2256.0204;
(3) requires the securities being purchased by the entity or cash held by the entity to be pledged to
the entity, held in the entity’s name, and deposited at the time the investment is made with the entity or
with a third party selected and approved by the entity; and
(4) is placed through a primary government securities dealer, as defined by the Federal Reserve, or
a financial institution doing business in this state.
(b)A In this section, "repurchase agreement" means a simultaneous agreement to buy, hold for a specified time,
and sell back at a future date obligations described by Section 2256.009(a)(1) or 2256.013 or, if applicable,
Section 2256.0204, at a market value at the time the funds are disbursed of not less than the principal amount
of the funds disbursed. The term includes a direct security repurchase agreement and a reverse security
repurchase agreement.
(c)A Notwithstanding any other law, the term of any reverse security repurchase agreement may not exceed 90
days after the date the reverse security repurchase agreement is delivered.
(d)A Money received by an entity under the terms of a reverse security repurchase agreement shall be used to
acquire additional authorized investments, but the term of the authorized investments acquired must mature not
later than the expiration date stated in the reverse security repurchase agreement.
(e)

Section 1371.59 (c) applies to the execution of a repurchase agreement by an investing entity.

Sec.A2256.0115.AAAUTHORIZED INVESTMENTS: SECURITIES LENDING PROGRAM
(a)AAA securities lending program is an authorized investment under this subchapter if it meets the conditions
provided by this section.
(b)A To qualify as an authorized investment under this subchapter:
(1)A the value of securities loaned under the program must be not less than 100 percent collateralized,
including accrued income;
(2)AAa loan made under the program must allow for termination at any time;
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(3)AAa loan made under the program must be secured by:
(A)AApledged securities described by Section2256.009;
(B)AApledged irrevocable letters of credit issued by a bank that is:
(i)AAorganized and existing under the laws of the United States or any other state;
and
(ii)AAcontinuously rated by at least one nationally recognized investment rating firm
at not less than A or its equivalent; or
(C)AAcash invested in accordance with Section:
(i)AA2256.009;
(ii)AA2256.013;
(iii)AA2256.014; or
(iv)AA2256.016;
(4)AAthe terms of a loan made under the program must require that the securities being held as
collateral be:
(A)AApledged to the investing entity;
(B)AAheld in the investing entity’s name; and
(C)AAdeposited at the time the investment is made with the entity or with a third party selected
by or approved by the investing entity;
(5)AAa loan made under the program must be placed through:
(A)AAa primary government securities dealer, as defined by 5 C.F.R. Section 6801.102(f), as
that regulation existed on September 1, 2003; or
(B)AAa financial institution doing business in this state; and
(6)AAan agreement to lend securities that is executed under this section must have a term of one year
or less.
Sec.A2256.012.AAAUTHORIZED INVESTMENTS: BANKER ’S ACCEPTANCES
A bankers’ acceptance is an authorized investment under this subchapter if the bankers’ acceptance:
(1)AAhas a stated maturity of 270 days or fewer from the date of its issuance;
(2)AAwill be, in accordance with its terms, liquidated n full at maturity;
(3)AAis eligible for collateral for borrowing from a Federal Reserve Bank; and
(4)AAis accepted by a bank organized and existing under the laws of the United States or any state, if the shortterm obligations of the bank, or of a bank holding company of which the bank is the largest subsidiary, are rated
not less than A-1 or P-1 or an equivalent rating by at least one nationally recognized credit rating agency.
Sec.A2256.013.AAAUTHORIZED INVESTMENTS: COMMERCIAL PAPER
Commercial paper is an authorized investment under this subchapter if the commercial paper:
(1)

has a stated maturity of 365 days or fewer from the date of its issuance; and
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(2)AAis rated not less than A-1 or P-1 or an equivalent rating by at least:
(A)AAtwo nationally recognized credit rating agencies; or
(B)AAone nationally recognized credit rating agency and is fully secured by an irrevocable letter of
credit issued by a bank organized and existing under the laws of the United States or any state.
Sec.A2256.014.AAAUTHORIZED INVESTMENTS: MUTUAL FUNDS
(a)AAA no-load money market mutual fund is an authorized investment under this subchapter if the mutual fund:
(1)AAis registered with and regulated by the Securities and Exchange Commission;
(2)AAprovides the investing entity with a prospectus and other information required by the Securities
Exchange Act of 1934 (15 U.S.C. Section 78a et seq.) or the Investment Company Act of 1940 (15
U.S.C. Section 80a-1 et seq.); and
(3) complies with federal Securities and Exchange Commission Rule 2a-7 (17 C.F.R. Section 270.2a7), promulgated under the Investment Company Act of 1940 (15 U.S.C. Section 80a-1 et seq.)
(b)AAIn addition to a no-load money market mutual fund permitted as an authorized investment in Subsection
(a), a no-load mutual fund is an authorized investment under this subchapter if the mutual fund:
(1)AAis registered with the Securities and Exchange Commission;
(2)
(3)

has an average weighted maturity of less than two years; and
either:
(A) has a duration of one year or more and is invested exclusively in obligations approved by
this subchapter; or
(B) has a duration of less than one year and the investment portfolio is limited to investment
grade securities, excluding asset-backed securities

(c)AAAn entity is not authorized by this section to:
(1)AAinvest in the aggregate more than 15 percent of its monthly average fund balance, excluding bond
proceeds and reserves and other funds held for debt service, in mutual funds described in Subsection
(b);
(2)AAinvest any portion of bond proceeds, reserves and funds held for debt service, in mutual funds
described in Subsection (b); or
(3)AAinvest its funds or funds under its control, including bond proceeds and reserves and other funds
held for debt service, in any one mutual fund described in Subsection (a) or (b) in an amount that
exceeds 10 percent of the total assets of the mutual fund.
Sec.A2256.015.AAAUTHORIZED INVESTMENTS: GUARANTEED INVESTMENT CONTRACTS
(a)AAA guaranteed investment contract is an authorized investment for bond proceeds under this subchapter if
the guaranteed investment contract:
(1)AAhas a defined termination date;
(2)AAis secured by obligations described by Section 2256.009(a)(1), excluding those obligations
described by Section 2256.009(b), in an amount at least equal to the amount of bond proceeds invested
under the contract; and
(3)AAis pledged to the entity and deposited with the entity or with a third party selected and approved
by the entity.
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(b)AABond proceeds, other than bond proceeds representing reserves and funds maintained for debt service
purposes, may not be invested under this subchapter in a guaranteed investment contract with a term of longer
than five years from the date of issuance of the bonds.
(c)AATo be eligible as an authorized investment:
(1)AAthe governing body of the entity must specifically authorize guaranteed investment contracts as
an eligible investment in the order, ordinance, or resolution authorizing the issuance of bonds;
(2)AAthe entity must receive bids from at least three separate providers with no material financial
interest in the bonds from which proceeds were received;
(3)AAthe entity must purchase the highest yielding guaranteed investment contract for which a
qualifying bid is received;
(4)AAthe price of the guaranteed investment contract must take into account the reasonably expected
drawdown schedule for the bond proceeds to be invested; and

(d)

(5)AAthe provider must certify the administrative costs reasonably expected to be paid to third parties
in connection with the guaranteed investment contract.
Section 1371.059 (c) applies to the execution of a guaranteed investment contract by an investing entity.

Sec.A2256.016.AAAUTHORIZED INVESTMENTS: INVESTMENT POOLS
(a)AAAn entity may invest its funds and funds under its control through an eligible investment pool if the
governing body of the entity by rule, order, ordinance, or resolution, as appropriate, authorizes investment in the
particular pool. An investment pool shall invest the funds it receives from entities in authorized investments
permitted by this subchapter. An investment pool may invest its funds in money market mutual funds to the
extent permitted by and consistent with this subchapter and the investment policies and objectives adopted by
the investment pool.
(b)AATo be eligible to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must furnish to the investment officer or other authorized representative of the entity an offering
circular or other similar disclosure instrument that contains, at a minimum, the following information:
(1)AAthe types of investments in which money is allowed to be invested;
(2)AAthe maximum average dollar-weighted maturity allowed, based on the stated maturity date, of the
pool;
(3)AAthe maximum stated maturity date any investment security within the portfolio has;
(4)AAthe objectives of the pool;
(5)AAthe size of the pool;
(6)AAthe names of the members of the advisory board of the pool and the dates their terms expire;
(7)AAthe custodian bank that will safekeep the pool s assets;
(8)AAwhether the intent of the pool is to maintain a net asset value of one dollar and the risk of market
price fluctuation;
(9)AAwhether the only source of payment is the assets of the pool at market value or whether there is
a secondary source of payment, such as insurance or guarantees, and a description of the secondary
source of payment;
(10)AAthe name and address of the independent auditor of the pool;
(11)AAthe requirements to be satisfied for an entity to deposit funds in and withdraw funds from the
pool and any deadlines or other operating policies required for the entity to invest funds in and withdraw
funds from the pool;
(12)AAthe performance history of the pool, including yield, average dollar-weighted maturities, and
expense ratios; and
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(13)

the pool’s policy regarding holding deposits in cash.

(c)AATo maintain eligibility to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must furnish to the investment officer or other authorized representative of the entity:
(1)AAinvestment transaction confirmations; and
(2)AAa monthly report that contains, at a minimum, the following information:
(A)AAthe types and percentage breakdown of securities in which the pool is invested;
(B)AAthe current average dollar-weighted maturity, based on the stated maturity date, of the
pool;
(C)AAthe current percentage of the pool’s portfolio in investments that have stated maturities
of more than one year;
(D)AAthe book value versus the market value of the pool’s portfolio, using amortized cost
valuation;
(E)AAthe size of the pool;
(F)AAthe number of participants in the pool;
(G)AAthe custodian bank that is safekeeping the assets of the pool;
(H)AAa listing of daily transaction activity of the entity participating in the pool;
(I)AAthe yield and expense ratio of the pool, including a statement regarding how yield is
calculated;
(J)AAthe portfolio managers of the pool; and
(K)AAany changes or addenda to the offering circular.
(d)AAAn entity by contract may delegate to an investment pool the authority to hold legal title as custodian of
investments purchased with its local funds.
(e) In this section, for purposes of an investment pool for which a $1.00 net asset value is maintained, "yield"
shall be calculated in accordance with regulations governing the registration of open-end management
investment companies under the Investment Company Act of 1940, as promulgated from time to time by the
federal Securities and Exchange Commission.
(f)AATo be eligible to receive funds from and invest funds on behalf of an entity under this chapter:
(1) a public funds investment pool that uses amortized cost or fair value accounting must mark its
portfolio to market daily: and
(2) if the investment pool uses amortized cost:
(A) the investment pool must, to the extent reasonably possible, stabilize at a $1.00 net asset
value, when rounded and expressed to two decimal places;
(B) the governing body of the investment pool must, if the ratio of the market value of the
portfolio divided by the book value of the portfolio is less than 0.995 or greater than 1.005,
take action as the body determines necessary to eliminate or reduce to the extent
reasonably practicable any dilution or unfair result to existing participants, including a sale
of portfolio holdings to attempt to maintain the ratio between 0.995 and 1.005, and,
(C) the investment pool must, in addition to the requirements of its investment policy and any
other forms of reporting, report yield to its investors in accordance with regulations of the
Federal Securities and Exchange Commission applicable to reporting by money market
funds.
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(g)AATo be eligible to receive funds from and invest funds on behalf of an entity under this chapter, a public
funds investment pool must have an advisory board composed:
(1)AAequally of participants in the pool and other persons who do not have a business relationship with
the pool and are qualified to advise the pool, for a public funds investment pool created under Chapter
791 and managed by a state agency; or
(2)AAof participants in the pool and other persons who do not have a business relationship with the
pool and are qualified to advise the pool, for other investment pools.
(h)AATo maintain eligibility to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must be continuously rated no lower than AAA or AAA-m or at an equivalent rating by at least
one nationally recognized rating service.
(i) If the investment pool operates an Internet website, the information in a disclosure instrument or report
described in Subsections (b), (c)(2), and (f) must be posted on the website.
(j) To maintain eligibility to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must make available to the entity an annual audited financial statement of the investment pool
in which the entity has funds invested.
(k)
If an investment pool offers fee breakpoints based on fund balances invested, the investment pool in
advertising investment rates must include either all levels of return based on the breakpoints provided or state
the lowest possible level of return based on the smallest level of funds invested.
A
Sec.A2256.017.AAEXISTING INVESTMENTS
Except as provided by Chapter 2270, an entity is not required to liquidate investments that were authorized
investments at the time of purchase.
Sec.A2256.019.AARATING OF CERTAIN INVESTMENT POOLS
A public funds investment pool must be continuously rated no lower than AAA or AAA-m or at an equivalent
rating by at least one nationally recognized rating service.
Sec.A2256.020.AAAUTHORIZED INVESTMENTS: INSTITUTIONS OF HIGHER EDUCATION
In addition to the authorized investments permitted by this subchapter, an institution of higher education may
purchase, sell, and invest its funds and funds under its control in the following:
(1)AAcash management and fixed income funds sponsored by organizations exempt from federal income
taxation under Section 501(f), Internal Revenue Code of 1986 (26 U.S.C. Section 501(f));
(2)AAnegotiable certificates of deposit issued by a bank that has a certificate of deposit rating of at least 1 or the
equivalent by a nationally recognized credit rating agency or that is associated with a holding company having
a commercial paper rating of at least A-1, P-1, or the equivalent by a nationally recognized credit rating agency;
and
(3)AAcorporate bonds, debentures, or similar debt obligations rated by a nationally recognized investment rating
firm in one of the two highest long-term rating categories, without regard to gradations within those categories.
Sec.A2256.0201.AAAUTHORIZED INVESTMENTS: MUNICIPAL UTILITY
(a)AAA municipality that owns a municipal electric utility that is engaged in the distribution and sale of electric
energy or natural gas to the public may enter into a hedging contract and related security and insurance
agreements in relation to fuel oil, natural gas, coal, nuclear fuel, and electric energy to protect against loss due
to price fluctuations. A hedging transaction must comply with the regulations of the Commodity Futures Trading
Commission and the Securities and Exchange Commission. If there is a conflict between the municipal charter
of the municipality and this chapter, this chapter prevails.
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(b)AAA payment by a municipally owned electric or gas utility under a hedging contract or related agreement in
relation to fuel supplies or fuel reserves is a fuel expense, and the utility may credit any amounts it receives
under the contract or agreement against fuel expenses.
(c)AAThe governing body of a municipally owned electric or gas utility or the body vested with power to manage
and operate the municipally owned electric or gas utility may set policy regarding hedging transactions.
(d)AAIn this section, "hedging" means the buying and selling of fuel oil, natural gas, coal, nuclear fuel, and
electric energy futures or options or similar contracts on those commodities and related transportation costs as
a protection against loss due to price fluctuation.

Sec. 2256.0202. AUTHORIZED INVESTMENTS: MUNICIPAL FUNDS FROM MANAGEMENT AND DEVELOPMENT
OF MINERAL RIGHTS.
(a) In addition to other investments authorized under this subchapter, a municipality may invest funds received
by the municipality from a lease or contract for the management and development of land owned by the
municipality and leased for oil, gas, or other mineral development in any investment authorized to be made by
a trustee under Subtitle B, Title 9, Property Code (Texas Trust Code).
(b) Funds invested by a municipality under this section shall be segregated and accounted for separately from
other funds of the municipality.

Sec. 2256.0203.

AUTHORIZED INVESTMENTS: PORTS AND NAVIGATION DISTRICTS

(a) In this section, “district” means a navigation district organized under Section 52, Article III, or Section 59,
Article XVI, Texas Constitution.
(b) In addition to the authorized investments permitted by this subchapter, a port or district may purchase, sell,
and invest its funds and funds under its control in negotiable certificates of deposit issued by a bank that has a
certificate of deposit rating of at least 1 or the equivalent by a nationally recognized credit rating agency or that
is associated with a holding company having a commercial paper rating of at least A-1, P-1, or the equivalent by
a nationally recognized credit rating agency.
Sec. 2256.0204.

AUTHORIZED INVESTMENTS: INDEPENDENT SCHOOL DISTRICTS

(a) In this section, “corporate bond” means a senior secured debt obligation issued by a domestic business
entity and rated not lower than “AA-“ or the equivalent by a nationally recognized investment rating firm. The
term does not include a debt obligation that:
(1) on conversion, would result in the holder becoming a stockholder or shareholder in the entity, or
any affiliate or subsidiary of the entity, that issued the debt obligation; or
(2)

is an unsecured debt obligation.

(b) This section applies only to an independent school district that qualifies as an issuer as defined by Section
1371.001.
(c) In addition to authorized investments permitted by this subchapter, an independent school district subject
to this section may purchase, sell, and invest its funds and funds under its control in corporate bonds that, at the
time of purchase, are rated by a nationally recognized investment rating firm "AA-" or the equivalent and have a
stated final maturity that is not later than the third anniversary of the date the corporate bonds were purchased.
(d)

An independent school district subject to this section is not authorized by this section to:
(1) invest in the aggregate more than 15 percent of its monthly average fund balance, excluding bond
proceeds, reserves, and other funds held for the payment of debt service, in corporate bonds; or
(2) invest more than 25 percent of the funds invested in corporate bonds in any one domestic business
entity, including subsidiaries and affiliates of the entity.
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(e)
An independent school district subject to this section may purchase, sell, and invest its funds and funds
under its control in corporate bonds if the governing body of the district:
(1)

amends its investment policy to authorize corporate bonds as an eligible investment;

(2)

adopts procedures to provide for:
(A) monitoring rating changes in corporate bonds acquired with public funds; and
(B) liquidating the investment in corporate bonds; and

(3)

identifies the funds eligible to be invested in corporate bonds.

(f) The investment officer of an independent school district, acting on behalf of the district, shall sell corporate
bonds in which the district has invested its funds not later than the seventh day after the date a nationally
recognized investment rating firm:
(1) issues a release that places the corporate bonds or the domestic business entity that issued the
corporate bonds on negative credit watch or the equivalent, if the corporate bonds are rated "AA-" or
the equivalent at the time the release is issued;
(3) changes the rating on the corporate bonds to a rating lower than "AA-" or the equivalent.
(g)

Repealed by Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 5, eff. September 1, 2019.

Sec. 2256.0205.A AUTHORIZED INVESTMENTS; DECOMMISSIONING TRUST
(a)A In this section:
(1)AA"Decommissioning trust" means a trust created to provide the Nuclear Regulatory Commission
assurance that funds will be available for decommissioning purposes as required under 10 C.F.R. Part
50 or other similar regulation.
(2)AA"Funds" includes any money held in a decommissioning trust regardless of whether the money is
considered to be public funds under this subchapter.
(b)AAIn addition to other investments authorized under this subchapter, a municipality that owns a municipal
electric utility that is engaged in the distribution and sale of electric energy or natural gas to the public may invest
funds held in a decommissioning trust in any investment authorized by Subtitle B, Title 9, Property Code.
Sec. 2256.0206. AUTHORIZED INVESTMENTS: HEDGING TRANSACTIONS.
(a) In this section:
(1) "Eligible entity" means a political subdivision that has:
(A) a principal amount of at least $250 million in:
(i) outstanding long-term indebtedness;
(ii) long-term indebtedness proposed to be issued; or
(iii) a combination of outstanding long-term indebtedness and long-term
indebtedness proposed to be issued; and
(B) outstanding long-term indebtedness that is rated in one of the four highest rating
categories for long-term debt instruments by a nationally recognized rating agency for
municipal securities, without regard to the effect of any credit agreement or other form of credit
enhancement entered into in connection with the obligation.
(2) "Eligible project" has the meaning assigned by Section 1371.001.
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(3) "Hedging" means acting to protect against economic loss due to price fluctuation of a commodity
or related investment by entering into an offsetting position or using a financial agreement or producer price
agreement in a correlated security, index, or other commodity.
(b) This section prevails to the extent of any conflict between this section and:
(1) another law; or
(2) an eligible entity's municipal charter, if applicable.
(c) The governing body of an eligible entity shall establish the entity's policy regarding hedging transactions.
(d) An eligible entity may enter into hedging transactions, including hedging contracts, and related security,
credit, and insurance agreements in connection with commodities used by an eligible entity in the entity's general
operations, with the acquisition or construction of a capital project, or with an eligible project. A hedging
transaction must comply with the
regulations of the federal Commodity Futures Trading Commission and the federal Securities and Exchange
Commission.
(e) An eligible entity may pledge as security for and to the payment of a hedging contract or a security, credit, or
insurance agreement any general or special revenues or funds the entity is authorized by law to pledge to the
payment of any other obligation.
(f) Section 1371.059(c) applies to the execution by an eligible entity of a hedging contract and any related
security, credit, or insurance agreement.
(g) An eligible entity may credit any amount the entity receives under a hedging contract against expenses
associated with a commodity purchase.
(h) An eligible entity's cost of or payment under a hedging contract or agreement may be considered:
(1) an operation and maintenance expense of the eligible entity;
(2) an acquisition expense of the eligible entity;
(3) a project cost of an eligible project; or
(4) a construction expense of the eligible entity.
Sec.
2256.0207 AUTHORIZED INVESTMENTS: PUBLIC JUNIOR COLLEGE DISTRICT FUNDS FROM
MANAGEMENT AND DEVELOPMENT OF MINERAL RIGHTS.
(a) In addition to other investments authorized under this subchapter, the governing board of a public junior
college district may invest funds received by the district from a lease of contract for the management and
development of land owned by the district and leased for oil, gas, or other mineral development in any
investment authorized to be made by a trustee under Subtitle B, Title 9, Property Code (Texas Trust Code).
(b) Funds invested by the governing board of a public junior college district under this section shall be
segregated and accounted for separately from other funds of the district.
Added by Acts 2017, 85th Leg., R.S., Ch. 344 (H.B. 1472) Sec. 1, eff. September 1,2017.
Redesignated from Government Code, Section 2256.0206 by Acts 2019, 86th Leg., R.S., Ch. 467 (H.B. 4170), Sec.
21.001 (34), eff. September 1, 2019.
Sec. 2256.0208

LOCAL GOVERNMENT INVESTMENT OF BOND PROCEEDS AND PLEDGED REVENUE.

(a) In this section, “pledged revenue” means money pledged to the payment of or as security for:
(1) bonds or other indebtedness issued by a local government;
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(2) obligations under a lease, installment sale, or other agreement of a local government; or

(3) certificates of participation in a debt or obligation described by Subdivision (1) or (2).
(b) The investment officer of a local government may invest bond proceeds or pledged revenue only to the
extent permitted by this chapter, in accordance with:
(1)

Statutory provisions governing the debt issuance or the agreement, as applicable; and

(2) The local government’s investment policy regarding the debt issuance or the agreement, as applicable.
Sec.A2256.021.AAEFFECT OF LOSS OF REQUIRED RATING
An investment that requires a minimum rating under this subchapter does not qualify as an authorized
investment during the period the investment does not have the minimum rating. An entity shall take all prudent
measures that are consistent with its investment policy to liquidate an investment that does not have the
minimum rating.
Sec.A2256.022.AAEXPANSION OF INVESTMENT AUTHORITY
A
Expansion of investment authority granted by this chapter shall require a risk assessment by the state auditor
or performed at the direction of the state auditor, subject to the legislative audit committee’s approval of including
the review in the audit plan under Section 321.013.
Sec.A2256.023.AAINTERNAL MANAGEMENT REPORTS
(a)A Not less than quarterly, the investment officer shall prepare and submit to the governing body of the entity
a written report of investment transactions for all funds covered by this chapter for the
preceding reporting period.
(b)A The report must:
(1)AAdescribe in detail the investment position of the entity on the date of the report;
(2)AAbe prepared jointly by all investment officers of the entity;
(3)AAbe signed by each investment officer of the entity;
(4)AAcontain a summary statement of each pooled fund group that states the:
(A)AAbeginning market value for the reporting period;

(B)AAending market value for the period; and
(C)AAfully accrued interest for the reporting period;
(5)AAstate the book value and market value of each separately invested asset at the end of the
reporting period by the type of asset and fund type invested;
(6)AAstate the maturity date of each separately invested asset that has a maturity date;
(7)AAstate the account or fund or pooled group fund in the state agency or local government for which
each individual investment was acquired; and
(8)AAstate the compliance of the investment portfolio of the state agency or local government as it
relates to:
(A)AAthe investment strategy expressed in the agency’s or local government’s investment
policy; and
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(B)A relevant provisions of this chapter.
(c)A The report shall be presented not less than quarterly to the governing body and the chief executive officer
of the entity within a reasonable time after the end of the period.
(d)A If an entity invests in other than money market mutual funds, investment pools or accounts offered by its
depository bank in the form of certificates of deposit, or money market accounts or similar accounts, the reports
prepared by the investment officers under this section shall be formally reviewed at least annually by an
independent auditor, and the result of the review shall be reported to the governing body by that auditor.
Sec.A2256.024.AASUBCHAPTER CUMULATIVE
(a) The authority granted by this subchapter is in addition to that granted by other law. Except as provided by
Subsection (b), and Section 2256.017, this subchapter does not:
(1)A prohibit an investment specifically authorized by other law; or
(2)A authorize an investment specifically prohibited by other law.
(b)A Except with respect to those investing entities described in Subsection (c), a security described in Section
2256.009(b) is not an authorized investment for a state agency, a local government, or another investing entity,
notwithstanding any other provision of this chapter or other law to the contrary.
(c)A Mortgage pass-through certificates and individual mortgage loans that may constitute an investment
described in Section 2256.009(b) are authorized investments with respect to the housing bond programs
operated by:
(1)A the Texas Department of Housing and Community Affairs or a nonprofit corporation created to act
on its behalf;
(2)A an entity created under Chapter 392, Local Government Code; or
(3)A an entity created under Chapter 394, Local Government Code.
Sec.A2256.025.AASELECTION OF AUTHORIZED BROKERS
The governing body of an entity subject to this subchapter or the designated investment committee of the entity
shall, at least annually, review, revise, and adopt a list of qualified brokers that are authorized to engage in
investment transactions with the entity.
Sec.A2256.026.AASTATUTORY COMPLIANCE
All investments made by entities must comply with this subchapter and all federal, state, and local statutes,
rules, or regulations.

SUBCHAPTER B. MISCELLANEOUS PROVISIONS
Sec.A2256.051.AAELECTRONIC FUNDS TRANSFER
Any local government may use electronic means to transfer or invest all funds collected or controlled by the local
government.
Sec.A2256.052.AAPRIVATE AUDITOR
Notwithstanding any other law, a state agency shall employ a private auditor if authorized by the legislative audit
committee either on the committee’s initiative or on request of the governing body of the agency.
Sec.A2256.053.AAPAYMENT FOR SECURITIES PURCHASED BY STATE
A
The comptroller or the disbursing officer of an agency that has the power to invest assets directly may pay for
authorized securities purchased from or through a member in good standing of the National Association of
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Securities Dealers or from or through a national or state bank on receiving an invoice from the seller of the
securities showing that the securities have been purchased by the board or agency and that the amount to be
paid for the securities is just, due, and unpaid. A purchase of securities may not be made at a price that exceeds
the existing market value of the securities.
Sec.A2256.054.AADELIVERY OF SECURITIES PURCHASED BY STATE
A
A security purchased under this chapter may be delivered to the comptroller, a bank, or the board or agency
investing its funds. The delivery shall be made under normal and recognized practices in
the securities and banking industries, including the book entry procedure of the Federal Reserve Bank.
Sec.A2256.055.AADEPOSIT OF SECURITIES PURCHASED BY STATE
A
At the direction of the comptroller or the agency, a security purchased under this chapter may be deposited in
trust with a bank or federal reserve bank or branch designated by the comptroller, whether in or outside the
state. The deposit shall be held in the entity’s name as evidenced by a trust receipt of the bank with which the
securities are deposited.
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INVESTMENT STRATEGY BY FUND
This Strategy section describes the uses and objectives of investments made from each fund or
account covered by the CPS Energy Investment Policy.
A.

General Account
These funds are utilized for operating obligations, the purchase and production of gas and
electricity for distribution and resale, the payment of other expenses incurred in operating
and maintaining the gas and electric systems and the payment of bonds or other obligations
for which other funds are not available. A cash forecast will be updated weekly, scheduling
the due dates of routine, large payments. In addition, the Investment Committee will
review, for the upcoming quarter, a summary by month of expected material financial
transactions along with staff’s analysis of how the cash needs will be met. Funds should be
invested to ensure that cash will be available to meet required payments; however,
investments may be sold from time to time if it is determined to be in the best interest of
CPS Energy. In order of priority, these investments should ensure the safety and
maintenance of principal, have a high degree of marketability, and provide yields
commensurate with prevailing market conditions.
As necessary and prudent, funds may be identified within the General Account and
accounted for as a separate fund for designated future purposes, such as large, lump-sum
retainage payments. In addition, portions of the portfolio that are not required for routine
operating cash flows may be invested in longer-than-average maturities to increase yields
on the portfolio.
The range of authorized investments for General Account funds and the maximum
maturities for such investments are specified in Appendix A. It is generally anticipated that
the weighted average maturity (“WAM”) of these investments will be two years or less. The
guidelines and restrictions outlined in Appendix A help minimize the potential for loss of
principal due to market price fluctuations or other factors while assuring maximum
marketability in the event of liquidation.

B.

Bond Construction Account
These funds are utilized for building, improving, extending, enlarging, or repairing the gas
and electric system. A cash forecast will be prepared as bonds generating new proceeds
(excluding refunding bonds) are issued, scheduling the dates of expected payments, and
will be presented to the Investment Committee for concurrence, including the concurrence
of at least one Officer. Funds should be invested so that cash will be available for these
payments; however, investments may be sold from time to time if it is determined to be in
the best interest of CPS Energy. In order of priority, these investments should ensure the
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safety and maintenance of principal, have a high degree of marketability, and provide yields
commensurate with prevailing market conditions.
The range of authorized investments for Bond Construction Account funds and the
maximum maturities for such investments are specified in Appendix A. It is generally
anticipated that the WAM of Tax-Exempt Bond Construction Funds will be two years or less.
Taxable Bond Construction Funds will have a WAM of approximately three years or less.
The guidelines and restrictions outlined in Appendix A help minimize the potential for loss
of principal due to market price fluctuations or other factors while assuring maximum
marketability in the event of liquidation.

C.

Repair and Replacement Account
These funds are utilized for extensions, additions and improvements to the gas and electric
system, contingencies of any kind in connection with the operation, maintenance,
improvement, replacement or restoration of property, the payment of bonds or other
obligations for which other funds are not available, and for any or all such purposes, as,
from time-to-time, may be determined by the Board. A cash forecast will be updated
weekly, scheduling the dates of expected payments. In addition, the Investment Committee
will be provided, for the upcoming quarter, a summary by month of expected material
financial transactions along with staff’s analysis of how the cash needs will be met. Funds
should be invested so that cash will be available for these payments; however, investments
may be sold from time to time if it is determined to be in the best interest of CPS Energy.
In order of priority these investments should ensure the safety and maintenance of
principal, have a high degree of marketability, and provide yields commensurate with
prevailing market conditions. Portions of the portfolio that are not required for routine
operating cash flows may be invested in longer-than-average maturities to increase yields
on the portfolio.
The range of authorized investments for Repair and Replacement Account funds and the
maximum maturities for such investments are specified in Appendix A. It is generally
anticipated that the WAM of these investments will be five years or less. The guidelines
and restrictions outlined in Appendix A help minimize the potential for loss of principal due
to market price fluctuations or other factors while assuring maximum marketability in the
event of liquidation.

D.

Senior Lien / New Series Principal and Interest Account
Funds in the Senior Lien / New Series Principal and Interest Account (“P&I”) are used to pay
the semi-annual interest and principal payments of the New Series Bonds. The monthly
payments to the P&I Account are invested in accordance with this Investment Policy, with
the objective of having sufficient funds to meet the semi-annual payments. In order of
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priority these investments should ensure the safety and maintenance of principal, have a
high degree of marketability, and provide yields commensurate with prevailing market
conditions.
The range of authorized investments for P&I Account funds and the maximum maturities
for such investments are specified in Appendix A. It is generally anticipated that the WAM
of these investments will be less than one year. The guidelines and restrictions outlined in
Appendix A help minimize the potential for loss of principal due to market price fluctuations
or other factors while assuring maximum marketability in the event of liquidation.

E.

Junior Lien Principal and Interest (“JLP&I”) Account
Funds in the Junior Lien Principal and Interest Account are used to pay the semi-annual
interest and principal payments on junior lien bonds in either a term or fixed mode. The
monthly payments to the JLP&I Account are invested in accordance with this Investment
Policy, with the objective of having sufficient funds to meet the semi-annual payments. In
order of priority these investments should ensure the safety and maintenance of principal,
have a high degree of marketability, and provide yields commensurate with prevailing
market conditions.
The range of authorized investments for JLP&I Account funds and the maximum maturities
for such investments are specified in Appendix A. It is generally anticipated that the WAM
of these investments will be less than one year. The guidelines and restrictions outlined in
Appendix A help minimize the potential for loss of principal due to market price fluctuations
or other factors while assuring maximum marketability in the event of liquidation.

F.

Commercial Paper (“CP”) Accounts
Proceeds from the sale of CP can be used for the purposes of providing interim financing
for capital improvements, working capital and fuel acquisition, to pay interest on CP and
refund outstanding CP as it matures, and to refinance Bonds of the Systems. Cash forecasts
project the dates CP is to be sold and the use of these proceeds. Proceeds are to be invested
in allowable securities to mature close to the date the funds are to be required. In order of
priority these investments should ensure the safety and maintenance of principal, have a
high degree of marketability, and provide yields commensurate with prevailing market
conditions.
The range of authorized investments for CP Account funds and the maximum maturities for
such investments are specified in Appendix A. It is generally anticipated that the WAM of
these investments will be one year or less. The guidelines and restrictions outlined in
Appendix A help minimize the potential for loss of principal due to market price fluctuations
or other factors while assuring maximum marketability in the event of liquidation.
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G.

Customer Deposit Account
Monies collected from CPS Energy’s customers as deposits for utility service are segregated
in a separate CPS Energy General Ledger account from other CPS Energy accounts, because
these funds are not available for operating purposes. Investments are contained within the
General Account and structured with the objective of earning a return commensurate with
the interest paid to CPS Energy customers on these deposit moneys (generally based on
average historical US Treasury yields for the preceding twelve months). Investments are to
be structured so as to provide an income stream to meet the program’s needs. In order of
priority these investments should ensure the safety and maintenance of principal, have a
high degree of marketability, and provide yields commensurate with prevailing market
conditions.
The range of authorized investments for Customer Deposit Account funds and the
maximum maturities for such investments are specified in Appendix A. It is generally
anticipated that the WAM of these investments will be consistent with other General
Account investments (currently, less than two years). The guidelines and restrictions
outlined in Appendix A help minimize the potential for loss of principal due to market price
fluctuations or other factors while assuring maximum marketability in the event of
liquidation.

H.

Community Infrastructure and Economic Development (“CIED”) Account
The CIED Account is a segregated General Ledger account contained within the Repair and
Replacement Account. These funds will be used 1) to benefit the community and improve
the quality of life of CPS Energy’s customers through support of a) electric system
improvements that have public safety and public welfare benefits to customers of its
systems and b) other investments, consistent with electric system objectives, that supports
CPS Energy’s commitment to environmental stewardship; and 2) to expand the economy
of the CPS Energy service territory and thereby increase net electric revenues for the
economic benefit of CPS Energy and its customers as a whole. The investment objectives
and WAM for the CIED Account funds will be consistent with other Repair and Replacement
Account funds (currently, less than five years).

I.

Reserve Account
The Reserve Account is a separate and special account created to establish and maintain a
reserve amount sufficient to cover any outstanding Senior Lien Obligations not covered by
an existing surety policy. This account is not currently required; however, when the use of
the Reserve Account is required, monthly contributions will be deposited into the Account
until the Required Reserve is met. The monthly payments will be invested in accordance
with this Investment Policy. In order of priority these investments should ensure the safety
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and maintenance of principal, have a high degree of marketability, and provide yields
commensurate with prevailing market conditions.
The range of authorized investments for Reserve Account funds and the maximum
maturities for such investments are specified in Appendix A. It is generally anticipated that
the WAM of these investments will be less than one year. The guidelines and restrictions
outlined in Appendix A help minimize the potential for loss of principal due to market price
fluctuations or other factors while assuring maximum marketability in the event of
liquidation.
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CPS ENERGY
SOUTH TEXAS PROJECT NUCLEAR DECOMMISSIONING TRUST
INVESTMENT POLICY
I.

Purpose of Investment Policy

The purpose of the City Public Service South Texas Project (“STP”) Nuclear
Decommissioning Trust (“NDT”) Investment Policy (“Investment Policy” or “Policy”) is to
provide formal guidelines, approved by the City Public Service (“CPS Energy”) Board of
Trustees (or “Board”), for the investment and management of NDT Funds and related
activities. The purpose of the NDT Funds is to pay CPS Energy’s share of the costs
associated with the eventual safe decommissioning of the STP nuclear facility, as is
mandated by law.

II.

Background

CPS Energy currently owns a 40% interest in STP and is financially liable for 40% of the
eventual STP decommissioning costs. CPS Energy has long held a 28% undivided interest
in STP (the “Original Interest”). In 2005, CPS Energy purchased an additional 12%
undivided interest in STP (the “Acquired Interest”) from AEP Texas Central Company
(“TCC”). To fund its decommissioning liabilities, CPS Energy collects funds, as needed,
from its electricity customers and deposits them into a trust established to fund the
eventual decommissioning of the Original Interest in STP. CPS Energy also receives
decommissioning funds from TCC’s customers, as needed, to fund decommissioning
obligations associated with the Acquired Interest.
This Policy provides guidelines for the entire 40% interest in STP and is structured to
facilitate compliance with the laws and regulations specific to each of the funds. To make
clear the applicability of requirements generic to all decommissioning funds or specific to
a particular trust fund, this Policy, and the appendices use the following defined terms:1
•
•
•

The Trusts - a generic term to refer to the decommissioning trusts for CPS Energy’s
entire 40% interest in STP.
28% Trust - the “Decommissioning Master Trust Agreement for the South Texas
Project,” which was established to govern funds collected from CPS Energy customers
to meet decommissioning obligations for the Original Interest.
12% Trust (TCC Funded) - The “City Public Service Decommissioning Master Trust
Agreement Related to the South Texas Project Interest Acquired from AEP Texas

1

A list of defined terms is included in Appendix K to this Policy
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Central Company,” which was established to govern funds collected from TCC
customers to meet decommissioning obligations for the Acquired Interest.
The 28% Trust and the 12% Trust (TCC Funded) are governed by separate Master Trust
Agreements (“Trust Agreements”), which are the primary governance documents for
these Trusts. These Trust Agreements establish the relationship between CPS Energy, the
NDT Trustees, the Investment Managers (“IMs”), and, in the case of the 12% Trust (TCC
Funded), the Fund Administrator.
The Trusts may only make investments permissible by law and regulation for investment
of Trust funds. This Policy is designed and intended to be consistent with guidance and
regulations issued by the Nuclear Regulatory Commission (“NRC”), the Texas Property
Code, and with respect to the 12% Trust (TCC Funded), the Public Utility Commission of
Texas (“PUCT”), along with other regulation. However, if at any time there is a conflict
between this Policy, including its Appendices, and any law or regulation, the related law
or regulation will control.

III.

Funds Covered by the Investment Policy, Laws and Other References

This Policy applies to the 28% Trust and the following related sub-accounts:
A.
B.
C.
D.

South Texas Project Unit No. 1 Fund
South Texas Project Unit No. 2 Fund
South Texas Project Pre-Shutdown Decommissioning Fund
South Texas Project Fuel Storage Fund

This Policy also applies to the 12% Trust (TCC Funded) and the following related subaccounts:
A. South Texas Project Unit No. 1 - 12% Trust (TCC Funded)
B. South Texas Project Unit No. 2 - 12% Trust (TCC Funded)
C. South Texas Project Units 1 & 2 Pre-Shutdown Decommissioning Fund - 12% Trust
(TCC Funded)
D. South Texas Project Units 1 & 2 Spent Fuel Management Fund - 12% Trust (TCC
Funded)
Trust funds are to be maintained in separate portfolios and in separate fund sub-accounts,
as required by the respective Trust Agreements. Additional information incorporated by
reference, and included as attachments to this Policy, is as follows:
•
•

Appendix A - Authorized Investments and Supplemental Reporting;
Appendix B - Target Asset Allocation by Trust, with rebalancing parameters;

CPS Energy NDT Investment Policy
Effective January 31, 2021
Updated by: Cash & Liquidity Management

Page 2 of 19

•
•

•
•
•
•
•
•

IV.

Appendix C - Excerpts of the Trust Agreements for the 28% Trust and the 12% Trust
(TCC Funded);
Appendix D - The Public Funds Investment Act of Texas, Chapter 2256 of the Texas
Government Code, as amended (“PFIA”) (including Section 2256.0205, which allows
nuclear decommissioning trust funds to be invested in equities); and Property Code
Subtitle B, Texas Trust Code, Chapter 117;2
Appendix E - The Public Funds Collateral Act, Chapter 2257 of the Texas Government
Code, as amended;
Appendix F - The CPS Energy Collateral Policy;
Appendix G - The NRC Regulation 10 CFR 50.75;
Appendix H - The Public Utility Commission of Texas or PUCT Substantive Rule Chapter
25.303;
Appendix I - The CPS Energy Financial Authorizations and Approvals Policy for Banking,
Investing and Hedging (the “Financial Authorizations and Approvals Policy”); and
Appendix J, K, L - Other applicable regulations and forms.

General Investment Policy Statement

As directed by regulation and the applicable Trust Agreement, it is the IMs’ responsibility,
independent and outside of the administrative control of CPS Energy, to make day-to-day
decisions regarding investments of the Trusts consistent with this Policy and applicable
laws and regulations governing such Trust investments. It is the responsibility of
CPS Energy’s Cash and Liquidity Management (“Cash Management”) personnel to ensure
that each IM makes investments and takes actions consistent with this Policy and
applicable laws and regulations.
All funds are to be invested in authorized securities to earn a reasonable return, placing
primary emphasis on long-term growth with an emphasis on preservation of the value of
the assets and, at the time funds are needed to fund decommissioning costs, on liquidity.
All investments are to be made consistent with the applicable Trust Agreements, City
Ordinance, legal, regulatory and tax requirements, and other applicable agreements.
The Policy is to be followed by all CPS Energy personnel and other parties involved with
CPS Energy investment activities for the Trusts. Third parties include the NDT Trustees,
consultants and IMs hired to manage the investment portfolios of the respective Trust
funds. Investment transactions will be made with judgment and care, under prevailing
circumstances, that a person of prudence, discretion and intelligence would exercise in
2

The operative language of PFIA Section 2256.0205, Authorized Investments; Decommissioning Trust,
states in part that “a municipality that owns a municipal electric utility that is engaged in the distribution
and sale of electric energy or natural gas to the public may invest funds held in a decommissioning trust
in any investment authorized by Subtitle B, Title 9, Property Code.”
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the management of the person’s own affairs, not for speculation, but for investment,
considering the probable safety of capital as well as the probable income to be derived.
The “prudent person” standard will be applied in the context of managing an overall
portfolio. Under this standard, Investment Officers and other designated employees
involved in investment activities, acting in accordance with written procedures and this
Policy, and exercising due diligence would not be accountable for changes in an individual
security’s credit risk or market price, provided deviations from expectations are reported
in a timely fashion and appropriate action is taken to control adverse developments.

V.

Investment Objectives

The investment objectives of the Trusts are designed to ensure that adequate funds are
available when needed to fund expected decommissioning costs related to CPS Energy’s
40% interest in the STP nuclear facilities. These objectives are long-term in nature and
are based on (a) expected decommissioning funding requirements and (b) assumptions
regarding current and future economic conditions. The investment objectives govern with
respect to both an IM’s management of Trust assets and CPS Energy’s oversight of the
Trusts. Specific objectives include:
A.

Asset Allocation - The Asset Allocation is the overall mix of assets held (e.g., equities,
fixed income, other, etc.) by each Trust. The target Asset Allocation (“Target Asset
Allocation”) will take into consideration the acceptable risk level of the portfolio,
current and expected market conditions, the time horizon remaining before the
commencement and completion of decommissioning, and the funded status of the
applicable Trust. The investment emphasis when the remaining life of the liability
exceeds five years should be to maximize net long-term earnings. The investment
emphasis in the remaining investment period of each Trust should be on current
income and the preservation of Trust assets.

B.

Competitive Rate of Return - Trust funds should be invested with a goal of earning
a market rate of return consistent with the Target Asset Allocation.

C.

Liquidity - As the expected decommissioning timeframe draws near, adequate
liquidity should be maintained to meet projected cash needs. Adequate liquidity
requires that investments mature as the funds are required or can be sold on the
secondary market without substantial, if any, loss of income or principal.

D.

Competitive Pricing - Investments should be priced competitively at time of
purchase or sale.
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E.

Diversification - In keeping with prudent investment practices, the portfolio of
securities held in each Trust will be diversified to the extent reasonably feasible
given the size of the Trust.

F.

Growth - A goal of the investments should be long-term growth, realized with
prudent levels of risk and volatility.

G.

Control - Proper controls over all investments should be maintained.

Reasonable and prudent efforts will be made to ensure the accumulation of funds will be
sufficient to pay CPS Energy’s share of the costs of decommissioning, whether associated
with CPS Energy’s Original or it’s Acquired Interest in STP. The expected rate of return for
each Trust should be consistent with the investment rate assumed when calculating
decommissioning funding requirements and should be evaluated and updated
periodically. Additional guidance is provided in Appendices A and B.

VI.
A.

Risk Environment
Equity Securities
The more common risks of equity investing and mitigation techniques for the Trusts
are provided below:
1. Market Risk - The potential for fluctuations in the value of an investment due to
changes in securities prices. As a result, upon liquidation, the proceeds from the
sale would be less than the original purchase price. Generally, the long-term
nature of the Trust liabilities allows for short-term volatility in market value to
occur without jeopardizing the long-term value of the Trust assets. Equity
securities will have more price volatility than fixed income securities. In order
to mitigate this risk, the equity portion of the portfolio will be diversified across
industries and asset classes. By having a diversified and quality equity portfolio,
market risk is mitigated as fewer industries and asset classes are likely to be
subject to market downturns at the same time on a recurring basis.
2. Economic Risk - The risk that the economy will suffer a downturn. Such an event
generally affects all the financial markets across the board, from product prices
to the job market. In order to mitigate economic risk, the equity portfolio will
be diversified across different sectors of the U.S. economy. In addition, fixed
income holdings will add further diversity to the portfolio, as fixed income
investments tend to react differently than stocks do during various stages of the
economic cycle. The ability to invest in foreign economies adds further
diversification potential. By diversifying the portfolio, economic risk can be
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mitigated, as it will be unlikely that an economic downturn will adversely affect
the entire portfolio on a recurring basis.
3. International Risk - The possibility that a country's government will suddenly
change its policies or that its overall economy or financial markets will be
adversely affected in a material manner. Events such as wars, embargos, coups,
and the appointments of individuals with unfavorable economic policies can
impact the financial markets, especially concerning investments related to that
country. Possible results include changes in tax structures and changes in bond
or stock ratings. In order to mitigate this risk, investments in international
portfolios will be limited to 20% of the total portfolio. International investments
will be diversified across countries and industries as well as investment styles.
The portfolio will hold both growth and value companies and a mix of large, midsize and small capitalization companies.
B.

Fixed Income Securities
The more common risks of fixed income investing and mitigation techniques for the
Trusts are provided below:
1. Interest Rate Risk - The risk that changes in interest rates will adversely affect
the value of an investment. Generally, the long-term nature of the Trust
liabilities, and the limited need for daily operating liquidity, allow for interim
volatility in market value to occur without jeopardizing the ultimate value of the
Trust assets. Where long-term securities are held, the interim market value of
assets can be sensitive to changes in interest rates. As the general level of
interest rates moves up and down, the interim market value of longer-maturity
bonds may change substantially. Securities with long terms to maturity are
more volatile than securities with short terms. Securities with call or periodic
prepayment structures are also more sensitive to changes in interest rates than
simpler, more traditional structures. One of the techniques used to mitigate this
risk in the Trusts is by having a duration limitation. The overall portfolio duration
should not deviate from the duration of a fixed income index set by the NDT
Investment Committee (or “NDT IC”) by more than +/- 1.5 years.
2. Credit Risk - The risk that an issuer or other counterparty to an investment will
not fulfill its obligations. Credit risk is lowered by Policy guidelines that limit
initial investments to investment grade securities. Specifically, the Trusts can
invest in securities issued or guaranteed by the U.S. Government, its Agencies
and instrumentalities, or Government Sponsored Enterprises (“GSEs”), or
securities collateralized by loans or securities issued or guaranteed by the U.S.
Government, its Agencies and instrumentalities or GSEs up to the specified limit
shown in the Schedules of Authorized Investments by Trust (Schedules A and B).
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These issuers, if guaranteed, are deemed to be of the highest credit quality.
Some, but not all federal agency issuers are guaranteed; however, they continue
to carry high credit ratings. Investments in other debt securities will be limited
to 5% per issuer, and will generally consist of securities rated at or above
investment grade by nationally recognized credit rating agencies (i.e., rated at
or above "BBB-" by Standard and Poor’s Global Ratings (“S&P”), “BBB-” by Fitch
Ratings (“Fitch”), or “Baa3” by Moody's Investors Service (“Moody’s”)). This not
only mitigates credit risk but also mitigates liquidity risk, as the higher rated
issues are generally the most liquid. Credit risk may also manifest in the
following forms:
a. Concentration of Credit Risk - The risk of loss attributed to the magnitude
of investment in a single issuer. Diversification is the primary tool utilized
to mitigate this risk. Maximum holdings by issuers have been established,
such that failure of one issuer would not affect the entire Trust portfolio.
Government-guaranteed securities are not subject to these restrictions, as
the guarantee by itself mitigates credit risk. In some instances, credit
ratings may outweigh diversification as a mitigating tool. As a matter of
policy, investments in issuers other than the U.S. Treasury or federal
agencies must have credit ratings of investment grade or better as defined
in Paragraph E of Appendix A.
b. Custodial Credit Risk - The risk that, in the event of the failure of the
counterparty to a transaction, the Trust will not be able to recover the
value of the investment or collateral securities that are in the possession
of an outside party. Assets pledged as collateral must generally be a type
of security specifically authorized to be held as a direct investment; must
be held by the Trust or by an independent third party; and must be pledged
in the name of the Trust. Securities lending transactions would be
additionally supported with agent indemnifications against borrower
default.
3. Liquidity Risk - The risk that a security would not be adequately marketable, and
that sale of said security would be unattainable, or attainable at a loss.
However, due to the very long-term nature of the Trust liabilities, and only
limited requirements for daily operating cash, the Trust may require only
modest short-term reserves for liquidity purposes, and the bulk of the Trust
assets may be invested in longer-term securities. Investment in equity securities
will be restricted as to allowable percentage holdings, based on liquidity needs,
and credit quality.
4. Foreign Currency Risk - The risk that changes in exchange rates will adversely
affect the value of an investment. With the exception of dedicated foreign
equity portfolios, all investments authorized for purchase by the Trust portfolios
are U.S. dollar-denominated; therefore there is little foreign currency risk.
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VII.

Investment Strategy

Investment strategies are the plans and methods to be used to achieve the investment
objectives. The general strategy, consistent with the stated investment objectives, is to
earn a market rate of return consistent with the approved Asset Allocation, to maintain
appropriate diversification and liquidity of investments, and to maintain acceptable risk
levels consistent with the long-term goals of the Trust assets.
Funds should be available at the appropriate time to satisfy the obligations of CPS Energy
for which the Trusts were established.
Fixed Income. Both long-term and short-term investments of Trust funds are permissible.
Short-term investments would generally be made in anticipation of higher future returns
if it is anticipated that long-term interest rates will increase. Influencing factors for
determining selected maturities would include current and projected economic and
interest rate environments (including the shape of the yield curve and interest rate
projections), inflation projections, diversification issues and projected Trust balances,
among other factors as prepared and proposed by the investment consultant or an
appropriate IM. Due to the long-term nature of the Trusts, a portfolio duration restriction
has been established such that the overall fixed income portfolio should not deviate from
the duration of a fixed income index set by the NDT IC by more than +/- 1.5 years.
Equity Securities. Equity securities will be evaluated based on credit rating, capital
adequacy, and expected growth potential, and will be benchmarked against appropriate,
similar indices.
The Target Asset Allocations for the Trusts, with rebalancing parameters, are included as
Appendix B.
There is no requirement for the Trusts to maintain any cash reserves for payment of costs,
other than administrative costs as defined in the Trust Agreements, until such time that
funds are actually required for CPS Energy’s share, whether original or acquired, of the
costs of decommissioning the STP.
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VIII.
A.

Investment Responsibility and Authority
CPS Energy Board of Trustees
The Board will review and approve this Policy at least annually, and review
investment holdings reports at least quarterly. The Board also authorizes the
engagement of IMs to prudently manage the Trust investments.

B.

General Authorizations
The responsibility for administrative oversight and strategy approval for the Trusts
rests with the authorized representatives as outlined in Article 3 of both the
amended 28% Trust Agreement, and the 12% Trust (TCC Funded) Trust Agreement,
included as Appendix C.
In addition, the Board has approved the Financial Authorizations and Approvals
Policy (Appendix I), which designates the officers and other personnel authorized
to:
1. Open, maintain and close investment and bank accounts;
2. Execute investment transactions;
3. Designate other employees as Authorized Employees and for other specific
purposes;
4. Act as Investment Officers for CPS Energy and the Trusts; and
5. Act as the core members of the NDT IC.
The Financial Authorizations and Approvals Policy will be reviewed and approved at
least annually.
In addition, as prevailing market conditions may require, with concurrent approval,
the President & Chief Executive Officer and the Treasurer(s) are authorized to
approve changes to Authorized Investments (Appendix A, Schedules A and B).
Changes made under these circumstances will be communicated to the Board at or
before the next scheduled Board meeting.

C.

NDT Investment Committee
The Board has established the NDT IC to serve as the primary authority regarding
the overall direction of the NDTs, with the core members defined in the CPS Energy
Financial Authorizations and Approvals Policy (Appendix I).
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This NDT IC will meet as necessary, but at least quarterly, to perform the following
duties:
1. Reviewing investment strategies, asset allocations, guidelines, and funding
requirements;
2. Selecting and / or recommending for Board approval (as needed) key
professional service providers, including IMs, NDT Trustees and Investment
Consultant(s) consistent with CPS Energy procurement policies and procedures
and PFIA and other regulatory requirements. IMs are selected in accordance
with the procedure outlined in the IM Evaluation Process section below;
3. Reviewing the performance of IMs. The Investment Consultant may assist with
monitoring IM performance and will include an assessment of each in the
quarterly report to the NDT IC. See further detail regarding IM evaluation in
the IM Evaluation Process section below;
4. Evaluating the performance of the NDT Trustees and an Investment Consultant
(if any) at least annually. The evaluation should consider the quality and
timeliness of service and materials, including proactive communication and
ideas, educational opportunities, and overall responsiveness and availability to
the NDT IC and Cash Management personnel;
5. Ensuring compliance with this Policy, including training requirements;
6. Discussing financial transactions, if any, for the upcoming quarter and
remainder of the fiscal year; and
7. Appointing additional members to the NDT IC, as needed.
A quorum of NDT IC members must be present at each of the meetings. For the
purpose of this Policy, a quorum is defined as a majority of the NDT IC members with
at least one Investment Officer present. Meetings may be held in-person or
electronically (e.g. Webex or similar videoconferencing system, telephonically, etc.).
NDT IC actions may be taken by a simple majority of those present at a meeting.
NDT IC actions may also be taken by electronic vote (e.g. email vote) by a simple
majority of all members.
The NDT IC has the authority to employ consultants to assist with investment
activities if deemed to be in the best interest of CPS Energy and the NDTs. This must
be coordinated with the terms of the 28% Trust or the 12% Trust (TCC Funded) Trust
Agreements, as applicable.
D.

Other Duties of CPS Energy
CPS Energy retains the right to replace an IM with or without cause. In appointing
an IM, CPS Energy has the following duties, which will be of a continuing nature:
1.

Determining whether the IM's fees for investment management services (1)
are reasonable, when compared to other such managers, and (2) allow
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2.
3.
4.
5.
6.

7.
E.

Duties of an Investment Consultant, if and when appointed by the NDT IC
include:
1.
2.
3.
4.

5.
6.
7.

8.
9.
F.

CPS Energy to continue to be compliant with the PUCT portfolio level fee
limitation of 0.7%, as required;
Investigating and determining whether the past performance of an IM in
managing investments has been reasonable;
Investigating and determining whether the financial stability and strength of
an IM is adequate for purposes of liability;
Investigating and determining whether an IM has complied with the IM
Agreement and this Policy;
Investigating any other factors which may bear on whether an IM is suitable;
Periodically supplying IMs with CPS Energy’s liquidity needs for
decommissioning, and any other information that an IM would need to
construct and maintain, over time, a sound investment plan; and
Approving changes to recommended strategies and this Policy.

Complying with applicable rulings, regulations, and legislation relating to
investment management;
Upon engagement, acknowledging responsibility as a fiduciary, as defined in
the Investment Consultant agreement;
Assisting in updating the Investment Policy and adhering to it;
Recommending an appropriate asset allocation strategy supported by asset
class assumptions detailing expectations for risk, return and correlations
across asset classes;
Assisting Cash Management staff with rebalancing, as needed;
Assisting the NDT IC through the IM sourcing, selection, monitoring, watch
list, and termination process;
Providing ongoing monthly and quarterly performance reporting, both gross
and net of fees, for the Trusts’ total performance and policy benchmarks, IM
performance and benchmarks, and peer universe reporting;
Assisting the NDT IC in fee negotiations with IMs; and
Assisting the NDT IC in monitoring investment expenses.

Duties of Investment Managers
Investment Managers must be registered under the Investment Advisors Act of
1940 (15 U.S.C. Section 80b-1 et seq.) or with the State Securities Board to provide
for the investment and management of its public funds or other funds under its
control. A contract made under this authority may not be for a term longer than
two years. A renewal or extension of the contract must be approved by the Board
by resolution.
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IMs will follow the terms of an executed IM Agreement and this Policy in performing
their duties. The IM Agreement will authorize the IMs to conduct all routine duties
of managing Trust assets, including but not limited to:
1. Establishing, reviewing and modifying types of investments and asset mix
permitted within investment guidelines;
2. Managing, acquiring, and / or disposing of Trust assets, in the capacity of
fiduciary, including voting routine proxies as applicable;
3. Making day-to-day selections of investments, in compliance with the
investment objectives and restrictions set by CPS Energy through the NDT IC
and this Policy, the relevant Trust Agreement, and any applicable regulations;
4. Monitoring investment activity for full compliance with the Policy;
5. Proposing Policy changes to the NDT IC for presentation and approval by the
CPS Energy Board;
6. Preparing and providing reports of position, transactions and investment
strategies monthly, or as otherwise required by CPS Energy;
7. Maintaining adequate detailed records of all transactions; and
8. Discharging its duties as IM with the care, skill, prudence, and diligence under
the circumstances then prevailing that a prudent person acting in a like
capacity and familiar with such matters would use in the conduct of a like
enterprise of a like character and with like aims and investment policies, and
in accordance with the directions given by CPS Energy and restrictions under
applicable regulation, by diversifying Trust investments so as to minimize the
risk of loss.
IM Evaluation Process
The Investment Consultant will assist the NDT IC in sourcing, monitoring, and
terminating IMs, including both IMs that passively manage investments (“Passive
IMs”) and IMs that actively manage investments (“Active IMs”). Active IM
sourcing relies primarily on the Investment Consultant maintaining a universe of
qualified Active IMs from databases and other sources, and screening prospective
Active IMs for appropriate portfolio and organizational characteristics.
Understanding there may be some exceptions, the screening criteria should
generally favor Active IMs with:
•
•
•

A minimum 3-year track record;
A minimum of at least $500 million in assets under management (across all
account structures of the same strategy);
A strategy that has demonstrated consistent performance expectations for its
respective asset class through its historical risk and return profile (e.g., beta,
R2, correlation, or other return / risk metrics);
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•
•

Competitive terms and fees in comparison to peers and similar strategies; and
Demonstrated ability to generate alpha (i.e. exceed a market rate of return)
through a full market cycle (generally 3-5 years), within a prudent risk level,
relative to its respective benchmark (e.g., outperformance net of fees, Sharpe
Ratio, Information Ratio) and versus peers (e.g., above median performance,
where a relevant peer universe is available).

From the screening process, the Investment Consultant will generate a list of highconviction Active IM candidates for additional qualitative review with the NDT IC
and staff. Generally, the NDT IC will interview Active IM finalists in-person or
electronically for further review, and the Investment Consultant will attend and
assist in the logistics for those interviews. The Investment Consultant will usually
make a recommendation for an IM selection (active or passive), but the NDT IC
will make the final decision on which IM (active or passive), if any, will be
recommended to the Board of Trustees. As available, the Investment Consultant
will also recommend one or more Passive IMs for consideration during the
evaluation / selection process.
The performance of each IM will be monitored by establishing performance
objectives for each IM in accordance with the respective investment strategy.
Performance will be evaluated in terms of an appropriate market index (e.g., the
S&P 500 stock index for large-cap domestic equity IM) and the relevant peer group
(e.g., the large-cap IM universe for a large-cap IM). The Investment Consultant
will provide a quarterly report that details whether each IM continues to conform
to the criteria outlined above, specifically:
•
•
•

Performance relative to the IM respective benchmarks and peer universe, if a
relevant universe is available;
Holdings consistent with IM investment strategy;
Correlation and tracking error relative to the IM respective benchmark.

The Investment Consultant will also provide the NDT IC prompt notification (at a
minimum quarterly, but more frequently in the case of urgent developments) the
occurrence of any of the following:
•
•
•

IM failure to adhere to its fiduciary duties (e.g., misconduct or fraud by the
IM);
Material changes in the IM organization, investment philosophy and / or
personnel; and
Any legal, SEC and / or other regulatory agency proceedings materially
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affecting the IM.
As part of the monitoring process, the Investment Consultant will also recommend
IMs to be placed on watch, as needed, for the NDT IC to review and approve. All
recommendations and potential changes to the roster of IMs must balance the
opportunity costs (e.g., potential alpha) with the transaction costs of
implementation (direct costs like commissions, and indirect costs from liquidity
and bid / ask spreads). The criteria for being placed on watch includes, but is not
limited to:
•
•

•

Underperformance relative to the IM respective benchmark over a 3- or 5-year
horizon period;
Underperformance relative to a relevant peer universe over a 3- or 5-year
horizon period, typically defined as below the median performance of the
universe;
Qualitative factors such as, but not limited to, organizational changes, changes
to the portfolio management team, significant decrease in assets under
management, or other material changes to the philosophy or process of the
IM strategy.

Upon being placed on the watch list, additional analysis will be provided by the
Investment Consultant for the NDT IC’s review until the IM performance meets
the objectives outlined above. If the IM fails to meet the performance
expectations within a reasonable period (typically within a calendar year (twelve
months) from being placed on the watch list), the NDT IC may consider
terminating the IM relationship entirely, reducing the NDTs’ exposure to the IM,
or using the IM as an operating cash source (e.g., liquidity for spent fuel
reimbursement) until such time the portfolio is liquidated entirely. This does not
alter the NDT IC’s authority to terminate an IM as provided in an IM agreement.
Finally, all IMs, with the exception of Passive IM investments, will make a
presentation, in-person or electronically, to Cash Management personnel at least
every two years that details the IM organization, portfolio management team and
resources, investment philosophy, and performance relative to the respective IM
benchmark.
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IX.

Authorized Investments

See Appendix A for Authorized Investments and Appendix B for the Target Asset
Allocations, with rebalancing parameters, of the Trusts.

X.

Prohibited Transactions

The Trust Agreements and this Policy prohibit investments in securities issued by
CPS Energy or the City of San Antonio or any of its agencies. CPS Energy or its IMs may not
authorize or carry out: (a) any sale, exchange or other transaction which would constitute
an act of "self-dealing" within the meaning of Section 113.053 of the Texas Property Code
(Appendix J), as it may be amended from time to time; or (b) any investment which would
violate the NRC regulations, PUCT rules, as applicable to the 12% Trust (TCC Funded), or
this Policy. CPS Energy will make efforts to notify all IMs of any known relationships which
may potentially constitute or be perceived to be an act of “self-dealing.” IMs may not
invest Trust funds with itself, its officers, or its directors. IMs are prohibited from investing
in securities or other obligations of the licensee or any other owner or operator of any
nuclear power reactor or their affiliates, subsidiaries, successors or assigns, or in a mutual
fund in which at least 50 percent of the fund is invested in the securities of a licensee or
parent company whose subsidiary is an owner or operator of a foreign or domestic
nuclear power plant.
Additional restrictions or prohibitions on investing are outlined in Appendix A.

XI.

Investment Procedures

A.

IM Controls - IMs should maintain written administrative procedures for the
operation of the investment program. The procedures are to be in compliance with
this Policy. Active IMs must attest annually that they meet Policy requirements and
that they have implemented reasonable procedures and controls to preclude
unauthorized investment transactions (see Appendix L). Administrative procedures
will be provided to CPS Energy’s Treasury & Finance Division upon request.

B.

Best Execution - IMs will seek the best possible execution regardless of the security
or market where that security is traded.

C.

Asset Allocation - Appendix A includes Schedules of Authorized Investments for
each Trust that specify the maximum allowable percentage for each type of
authorized investment. Appendix B includes the Target Asset Allocations, with
rebalancing parameters, for each Trust. There may be times when the investment
environment may be either adverse or attractive for various types of authorized
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investments. In such cases, it is expected that the Target Asset Allocation will be
altered to either reduce market risk or optimize opportunities to capitalize on
current or expected market movement subject to the maximums set forth in
Appendix A - Schedule A (28% Trust) and Schedule B (12% Trust (TCC Funded). In
addition, CPS Energy personnel will monitor actual Asset Allocation compared to the
Target Asset Allocation at least quarterly and will rebalance the portfolio according
to the rebalancing parameters established in Appendix B.
D.

Market Price Monitoring - The market value of portfolio securities will be reported
by IMs monthly, as provided for in the IM Agreement. Cash Management personnel
will be responsible for reviewing IM reporting on market valuations.

E.

Collateralization - Deposits of CPS Energy funds in a bank or other financial
institution, such as certificates of deposits, are collateralized in accordance with the
CPS Energy Collateral Policy (Appendix F). For all investments which are
collateralized, the collateral must be a type of security specifically authorized to be
held as a direct investment by that Trust, except as otherwise allowed by law and
except that collateral for repurchase agreements is limited to obligations of the U.S.
government or its agencies. Collateral must be held by CPS Energy or by an
independent third party and must be pledged to that Trust. All collateral will be
approved and periodically monitored by the IMs. In order to anticipate market
changes, the collateralization level must be 102% of the market value of principal
and interest, unless CPS Energy has specifically agreed to a lower level of between
100-102% of such value. All security transactions, including collateral for repurchase
agreements, entered into by a Trust will be handled on a delivery-versus-payment
basis, except for investment pool funds and mutual funds.

XII.

Security Dealer Requirements

Securities dealers will be selected, approved, and monitored by each IM.

XIII.

Investment Accounting

CPS Energy’s Controller Division, in conjunction with the relevant NDT Trustee of the Trust
and each IM, is responsible for the recording and / or reviewing and reporting of the Trust
investment transactions, which include:
A.

IM reporting, in adequate detail and summary levels, regarding all investment
transactions and fund portfolios.
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B.

Preparation and / or approval of accounting entries in accordance with Generally
Accepted Accounting Principles (“GAAP”) to record investment of funds, maturity
and sale of securities, collection of related income, accrual of income, amortization
of premiums and / or discounts, and recognition of unrealized gains or losses related
to changes in market value. This includes the preparation of required financial and
accounting disclosures in published financial statements.

C.

Adoption and implementation of the accounting methods to be used will include,
but are not limited to: (1) separate accounting for each fund, (2) recording
investments at book value, with appropriate reporting and recording of market
values, (3) recording gains and losses from investment sales as credits or charges to
investment income, and (4) accretion over the life of the securities for discounts
taken, or amortization for premiums paid from the purchase of securities credited
or charged to investment income.

XIV.

Investment Reporting

Cash Management personnel, in conjunction with the relevant NDT Trustee of the Trust
and IMs, is responsible for the preparation and submission of reports of Trust investments
and investment transactions. These reports include:
A.

Quarterly Report - A report will be prepared quarterly and submitted to the Board
of Trustees. The report will be signed by the Investment Officers and will confirm
compliance of the investment portfolio as it relates to this Policy and applicable
regulation. The quarterly report will include:
1.
2.
3.
4.
5.

Investment position on the date of the report;
Book and market value of each separately invested asset at the end of the
reporting period by type of asset and fund type;
Maturity date for each fixed income asset, as applicable;
Statement of compliance with the Investment Policy and applicable
regulations; and
Any other information required by the applicable regulations.

Quarterly reports will be reviewed at least annually by an independent auditor and
the results of the review will be presented to the Board by the auditor.
B.

Other Reports - Reports that may be required by the amended Trust Agreements,
City Ordinances, State or Federal statutes, or administrative procedures. These
reports will include an annual review by an independent auditor of the approved
investment reports and compliance with management controls. The results of this
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review will be presented to the Board. Supplemental reporting requirements for
the 12% Trust (TCC Funded) are in Appendix A.

XV.

Investment Training

The Investment Officers will attend at least one training session and receive at least 10
hours of instruction related to the investment of public funds within 12 months after
assuming such duties. In addition, these Investment Officers will attend an investment
training session not less than once in a two-year period that begins on the first day of that
local government’s reporting year and consists of the two consecutive reporting years
after that date and receive not less than 10 hours of instruction related to investment
responsibilities delineated in this Policy. Such training will be from an independent source
approved by the NDT IC.

XVI.
A.

B.

Investment Control Structure
General - Each person responsible for the investment and management of Trust
funds, including each IM, is bound by the applicable Trust Agreement, City
Ordinances, this Policy, Board resolutions, and applicable State and Federal statutes
and regulatory provisions. Proper controls will be maintained to ensure that
investments are made within the guidelines of this Policy; that the investments of
each fund are properly protected; and that adequate management reporting is in
place. Controls will address such issues as written administrative procedures,
collusion, separation of functions, security safekeeping, delegation of authority and
written confirmations and approvals.
Disclosure of Personal / Business Relationships - Known personal, familial or
business relationships of IMs’ personnel involved or responsible for investing
activities with any firm with which IM purchases or sells securities, or that may be
engaged by the NDT IC, will be disclosed in writing to the CPS Energy Corporate
Compliance and Ethics Department, Board of Trustees and to the Texas Ethics
Commission.

C.

Training - All CPS Energy personnel responsible for the review of Trust investments
will be properly trained on investments and will abide by the same training
requirements as the Investment Officers, further described in Section XVIII.

D.

Delivery of Securities - All securities will be purchased and sold on a delivery-versuspayment basis, whereby funds will not be released until the security is delivered to
the safekeeping or trust account, except for investment pool funds and mutual
funds.
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E.

Safekeeping of Securities - All securities are to be held in safekeeping in the name
of the Trust at either a Federal Reserve Branch, The Depository Trust Company, in
book entry form, or at an independent state or national bank, which may be the
NDT Trustee, as designated by CPS Energy or an IM.

F.

Compliance - Internal controls and compliance with this Policy will be reviewed
annually by an independent auditor. The auditor’s report will be provided to the
CPS Energy Board.

XVII.

Review and Amendment of Investment Policy

The Board will review this Investment Policy and associated investment strategies at least
annually. Pursuant to this review, the Board will adopt a resolution stating that it has
reviewed the Policy and record any changes made to the Policy or investment strategies
as a result of this review.
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GOVERNMENT CODE
CHAPTER 2256. PUBLIC FUNDS INVESTMENT
SUBCHAPTER A. AUTHORIZED INVESTMENTS FOR GOVERNMENTAL ENTITIES
Sec.A2256.001. SHORT TITLE
This chapter may be cited as the Public Funds Investment Act.
Sec.A2256.002. DEFINITIONS
In this chapter:
(1) "Bond proceeds" means the proceeds from the sale of bonds, notes, and other obligations issued by an
entity, and reserves and funds maintained by an entity for debt service purposes.
(2)AA"Book value" means the original acquisition cost of an investment plus or minus the accrued amortization
or accretion.
(3)AA"Funds" means public funds in the custody of a state agency or local government that:
(A)AAare not required by law to be deposited in the state treasury; and
(B)AAthe investing entity has authority to invest.
(4)AA"Institution of higher education" has the meaning assigned by Section 61.003, Education Code.
(5)AA"Investing entity" and "entity" mean an entity subject to this chapter and described by Section 2256.003.
(6)AA"Investment pool" means an entity created under this code to invest public funds jointly on behalf of the
entities that participate in the pool and whose investment objectives in order of priority are:
(A)AApreservation and safety of principal;
(B)AAliquidity; and
(C)AAyield.
(7)AA"Local government" means a municipality, a county, a school district, a district or authority created under
Section 52(b)(1) or (2), Article III, or Section 59, Article XVI, Texas Constitution, a fresh water supply district, a
hospital district, and any political subdivision, authority, public corporation, body politic, or instrumentality of the
State of Texas, and any nonprofit corporation acting on behalf of any of those entities.
(8)AA"Market value" means the current face or par value of an investment multiplied by the net selling price of
the security as quoted by a recognized market pricing source quoted on the valuation date.
(9)AA"Pooled fund group" means an internally created fund of an investing entity in which one or more
institutional accounts of the investing entity are invested.
(10)AA"Qualified representative" means a person who holds a position with a business organization, who is
authorized to act on behalf of the business organization, and who is one of the following:
(A)AAfor a business organization doing business that is regulated by or registered with a securities
commission, a person who is registered under the rules of the National Association of Securities
Dealers;
(B)AAfor a state or federal bank, a savings bank, or a state or federal credit union, a member of the
loan committee for the bank or branch of the bank or a person authorized by corporate resolution to
act on behalf of and bind the banking institution;
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(C)AAfor an investment pool, the person authorized by the elected official or board with authority to
administer the activities of the investment pool to sign the written instrument on behalf of the investment
pool; or
(D)AAfor an investment management firm registered under the Investment Advisers Act of 1940 (15
U.S.C. Section 80b-1 et seq.) or, if not subject to registration under that Act, registered with the State
Securities Board, a person who is an officer or principal of the investment management firm.
(11)AA"School district" means a public school district.
(12)AA"Separately invested asset" means an account or fund of a state agency or local government that is not
invested in a pooled fund group.
(13)AA"State agency" means an office, department, commission, board, or other agency that is part of any
branch of state government, an institution of higher education, and any
nonprofit corporation acting on behalf of any of those entities.
Sec.A2256.003.AAAUTHORITY TO INVEST FUNDS; ENTITIES SUBJECT TO THIS CHAPTER
(a)AAEach governing body of the following entities may purchase, sell, and invest its funds and funds under its
control in investments authorized under this subchapter in compliance with investment policies approved by the
governing body and according to the standard of care prescribed by Section 2256.006:
(1)AAa local government;
(2)AAa state agency;
(3)AAa nonprofit corporation acting on behalf of a local government or a state agency; or
(4)AAan investment pool acting on behalf of two or more local governments, state agencies, or a
combination of those entities.
(b)AAIn the exercise of its powers under Subsection (a), the governing body of an investing entity may contract
with an investment management firm registered under the Investment Advisers Act of 1940 (15 U.S.C. Section
80b-1 et seq.) or with the State Securities Board to provide for the investment and management of its public
funds or other funds under its control. A contract made under authority of this subsection may not be for a term
longer than two years. A renewal or extension of the contract must be made by the governing body of the
investing entity by order, ordinance, or resolution.
(c)AAThis chapter does not prohibit an investing entity or investment officer from using the entity ’s employees
or the services of a contractor of the entity to aid the investment officer in the execution of the officer ’s duties
under this chapter.
Sec.A2256.004.AAAPPLICABILITY
(a)AAThis subchapter does not apply to:
(1)AAa public retirement system as defined by Section 802.001;
(2)AAstate funds invested as authorized by Section 04.024;
(3)AAan institution of higher education having total endowments of at least $150 million in book value
onSeptember 1, 2017;
(4)AAfunds invested by the Veterans ’ Land Board as authorized by Chapter 161, 162, or 164, Natural
Resources Code;
(5)AAregistry funds deposited with the county or district clerk under Chapter 117, Local Government
Code; or
(6)AAa deferred compensation plan that qualifies under either Section 401(k) or 457 of the Internal
Revenue Code of 1986 (26 U.S.C. Section 1 et seq.), as amended.
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(b)AAThis subchapter does not apply to an investment donated to an investing entity for a particular purpose or
under terms of use specified by the donor.
Sec.A2256.005.AAINVESTMENT POLICIES; INVESTMENT STRATEGIES; INVESTMENT OFFICER
(a)AAThe governing body of an investing entity shall adopt by rule, order, ordinance, or resolution, as
appropriate, a written investment policy regarding the investment of its funds and funds under its control.
(b)AAThe investment policies must:
(1)AAbe written;
(2)AAprimarily emphasize safety of principal and liquidity;
(3)AAaddress investment diversification, yield, and maturity and the quality and capability of investment
management; and
(4)AAinclude:
(A)AAa list of the types of authorized investments in which the investing entity ’s funds may
be invested;
(B)AAthe maximum allowable stated maturity of any individual investment owned by the entity;
(C)AAfor pooled fund groups, the maximum dollar-weighted average maturity allowed based
on the stated maturity date for the portfolio;
(D)AAmethods to monitor the market price of investments acquired with public funds; and
(E)AAa requirement for settlement of all transactions, except investment pool funds and
mutual funds, on a delivery versus payment basis.
(F) procedures to monitor rating changes in investments acquired with public funds and the
liquidation of such investments consistent with the provisions of Section 2256.021.
(c)AAThe investment policies may provide that bids for certificates of deposit be solicited:
(1)AAorally;
(2)AAin writing;
(3)AAelectronically; or
(4)AAin any combination of those methods.
(d)AAAs an integral part of an investment policy, the governing body shall adopt a separate written investment
strategy for each of the funds or group of funds under its control. Each investment strategy must describe the
investment objectives for the particular fund using the following priorities in order of importance:
(1)AAunderstanding of the suitability of the investment to the financial requirements of the entity;
(2)AApreservation and safety of principal;
(3)AAliquidity;
(4)AAmarketability of the investment if the need arises to liquidate the investment before maturity;
(5)AAdiversification of the investment portfolio; and
(6)AAyield.
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(e)AAThe governing body of an investing entity shall review its investment policy and investment strategies not
less than annually. The governing body shall adopt a written instrument by rule, order, ordinance, or resolution
stating that it has reviewed the investment policy and investment strategies and that the written instrument so
adopted shall record any changes made to either the investment policy or investment strategies.
(f)AAEach investing entity shall designate, by rule, order, ordinance, or resolution, as appropriate, one or more
officers or employees of the state agency, local government, or investment pool as investment officer to be
responsible for the investment of its funds consistent with the investment policy adopted by the entity. If the
governing body of an investing entity has contracted with another investing entity to invest its funds, the
investment officer of the other investing entity is considered to be the investment officer of the first investing
entity for purposes of this chapter. Authority granted to a person to invest an entity’s funds is effective until
rescinded by the investing entity, until the expiration of the officer’s term or the termination of the person’s
employment by the investing entity, or if an investment management firm, until the expiration of the contract with
the investing entity. In the administration of the duties of an investment officer, the person designated as
investment officer shall exercise the judgment and care, under prevailing circumstances, that a prudent person
would exercise in the management of the person’s own affairs, but the governing body of the investing entity
retains ultimate responsibility as fiduciaries of the assets of the entity. Unless authorized by law, a person may
not deposit, withdraw, transfer, or manage in any other manner the funds of the investing entity.
(g)AASubsection (f) does not apply to a state agency, local government, or investment pool for which an officer
of the entity is assigned by law the function of investing its funds.
(h)AAAn officer or employee of a commission created under Chapter 391, Local Government Code, is ineligible
to be an investment officer for the commission under Subsection (f) if the officer or employee is an investment
officer designated under Subsection (f) for another local government. An officer or employee of a commission
created under Chapter 391, Local Government Code, is ineligible to be designated as an investment officer
under Subsection (f) for any investing entity other than for that commission.
(i)AAAn investment officer of an entity who has a personal business relationship with a business organization
offering to engage in an investment transaction with the entity shall file a statement disclosing that personal
business interest. An investment officer who is related within the second degree by affinity or consanguinity, as
determined under Chapter 573, to an individual seeking to sell an investment to the investment officer’s entity
shall file a statement disclosing that relationship. A statement required under this subsection must be filed with
the Texas Ethics Commission and the governing body of the entity. For purposes of this subsection, an
investment officer has a personal business relationship with a business organization if:
(1)AAthe investment officer owns 10 percent or more of the voting stock or shares of the business
organization or owns $5,000 or more of the fair market value of the business organization;
(2)AAfunds received by the investment officer from the business organization exceed 10 percent of the
investment officer’s gross income for the previous year; or
(3)AAthe investment officer has acquired from the business organization during the previous year
investments with a book value of $2,500 or more for the personal account of the investment officer.
(j)AAThe governing body of an investing entity may specify in its investment policy that any investment
authorized by this chapter is not suitable.
(k)AAA written copy of the investment policy shall be presented to any business organization offering to engage
in an investment transaction with an investing entity. For purposes of this subsection and Subsection (1),
“business organization” means an, investment pool or investment management firm under contract with an
investing entity to invest or manage the entity’s investment portfolio that has accepted authority granted by the
entity under the contract to exercise investment discretion in regard to the investing entity’s funds. Nothing in
this subsection relieves the investing entity of the responsibility for monitoring the investments made by the
investing entity to determine that they are in compliance with the investment policy. The qualified representative
of the business organization offering to engage in an investment transaction with an investing entity shall execute
a written instrument in a form acceptable to the investing entity and the business organization substantially to
the effect that the business organization has:
(1)AAreceived and reviewed the investment policy of the entity; and
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(2)AAacknowledged that the business organization has implemented reasonable procedures and
controls in an effort to preclude investment transactions conducted between the entity and the
organization that are not authorized by the entity’s investment policy, except to the extent that this
authorization:
(A) is dependent on an analysis of the makeup of the entity’s entire portfolio;
(B) requires an interpretation of subjective investment standards; or
(C) relates to investment transactions of the entity that are not made through accounts or
other contractual arrangements over which the business organization has accepted
discretionary investment authority.
(l)AAThe investment officer of an entity may not acquire or otherwise obtain any authorized investment described
in the investment policy of the investing entity from a business organization that has not delivered to the entity
the instrument required by Subsection (k).
(m)AAAn investing entity other than a state agency, in conjunction with its annual financial audit, shall perform
a compliance audit of management controls on investments and adherence to the entity’s established investment
policies.
(n)AAExcept as provided by Subsection (o), at least once every two years a state agency shall arrange for a
compliance audit of management controls on investments and adherence to the agency’s established
investment policies. The compliance audit shall be performed by the agency’s internal auditor or by a private
auditor employed in the manner provided by Section 321.020. Not later than January 1 of each even-numbered
year a state agency shall report the results of the most recent audit performed under this subsection to the state
auditor. Subject to a risk assessment and to the legislative audit committee’s approval of including a review by
the state auditor in the audit plan under Section 321.013, the state auditor may review information provided
under this section. If review by the state auditor is approved by the legislative audit committee, the state auditor
may, based on its review, require a state agency to also report to the state auditor other information the state
auditor determines necessary to assess compliance with laws and policies applicable to state agency
investments. A report under this subsection shall be prepared in a manner the state auditor prescribes.
(o)AAThe audit requirements of Subsection (n) do not apply to assets of a state agency that are invested by the
comptroller under Section 404.024.
Sec.A2256.006.AASTANDARD OF CARE
(a)AAInvestments shall be made with judgment and care, under prevailing circumstances, that a person of
prudence, discretion, and intelligence would exercise in the management of the person’s own affairs, not for
speculation, but for investment, considering the probable safety of capital and the probable income to be derived.
Investment of funds shall be governed by the following investment objectives, in order of priority:
(1)AApreservation and safety of principal;
(2)AAliquidity; and
(3)AAyield.
(b)AAIn determining whether an investment officer has exercised prudence with respect to an investment
decision, the determination shall be made taking into consideration:
(1)AAthe investment of all funds, or funds under the entity’s control, over which the officer had
responsibility rather than a consideration as to the prudence of a single investment; and
(2)AAwhether the investment decision was consistent with the written investment policy of the entity.
Sec.A2256.007.AAINVESTMENT TRAINING; STATE AGENCY BOARD MEMBERS AND OFFICERSA
(a)AAEach member of the governing board of a state agency and its investment officer shall attend at least one
training session relating to the person’s responsibilities under this chapter within six months after taking office
or assuming duties.
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(b)AAThe Texas Higher Education Coordinating Board shall provide the training under this section.
(c)AATraining under this section must include education in investment controls, security risks, strategy risks,
market risks, diversification of investment portfolio, and compliance with this chapter.
(d)AAAn investment officer shall attend a training session not less than once in each state fiscal biennium and
may receive training from any independent source approved by the governing body of the state agency. The
investment officer shall prepare a report on this subchapter and deliver the report to the governing body of the
state agency not later than the 180th day after the last day of each regular session of the legislature.
Sec.A2256.008.AAINVESTMENT TRAINING; LOCAL GOVERNMENTS
(a) Except as provided by Subsections (a-1), (b), and (e), the treasurer, the chief financial officer if the
treasurer is not the chief financial officer, and the investment officer of a local government shall:
(1) attend at least one training session from an independent source approved by the governing body
of the local government or a designated investment committee advising the investment officer as
provided for in the investment policy of the local government and containing at least 10 hours of
instruction relating to the treasurer's or officer's responsibilities under this subchapter within 12
months after taking office or assuming duties; and
(2) attend an investment training session not less than once in a two-year period that begins on the
first day of that local government's fiscal year and consists of the two consecutive fiscal years after
that date, and receive not less than 10 hours of instruction relating to investment responsibilities
under this subchapter from an independent source approved by the governing body of the local
government or a designated investment committee advising the investment officer as provided for in
the investment policy of the local government.
(a-1) In addition to the requirements of Subsection (a)(1), the treasurer, or the chief financial officer if the
treasurer is not the chief financial officer, and the investment officer of a school district or a municipality shall
attend an investment training session not less than once in a two-year period that begins on the first day of the
school district's or municipality's, in addition to the requirements of Subsection (a) (1), fiscal year and consists
of the two consecutive fiscal years after that date, and receive not less than eight hours of instruction relating
to investment responsibilities under this subchapter from an independent source approved by the governing
body of the school district or municipality, or by a designated investment committee advising the investment
officer as provided for in the investment policy of the school district or municipality.
(b) An investing entity created under authority of Section 52(b), Article III, or Section 59, Article XVI, Texas
Constitution, that has contracted with an investment management firm under Section 2256.003(b) and has
fewer than five full-time employees or an investing entity that has contracted with another investing entity to
invest the entity's funds may satisfy the training requirement provided by Subsection (a)(2) by having an officer
of the governing body attend four hours of appropriate instruction in a two-year period that begins on the first
day of that local government's fiscal year and consists of the two consecutive fiscal years after that date. The
treasurer or chief financial officer of an investing entity created under authority of Section 52(b), Article III, or
Section 59, Article XVI, Texas Constitution, and that has fewer than five full-time employees is not required to
attend training required by this section unless the person is also the investment officer of the entity.
(b-1) A housing authority created under Chapter 392, Local Government Code, may satisfy the training
requirement provided by Subsection (a) (2) by requiring the following person to attend, in each two-year period
that begins on the first day of that housing authority’s fiscal year and consists of the two consecutive fiscal
years after that date, at least five hours of appropriate instruction:
(1) the treasurer, or the chief financial officer if the treasurer is not the chief financial officer, or the
investment officer; or
(2) if the authority does not have an officer described by Subdivision (1), another officer of the
authority.
(c) Training under this section must include education in investment controls, security risks, strategy risks,
market risks, diversification of investment portfolio, and compliance with this chapter.
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(d) Not later than December 31 each year, each individual, association, business, organization, governmental
entity, or other person that provides training under this section shall report to the comptroller a list of the
governmental entities for which the person provided required training under this section during that calendar
year. An individual's reporting requirements under this subsection are satisfied by a report of the individual's
employer or the sponsoring or organizing entity of a training program or seminar.
(e) This section does not apply to a district governed by Chapter 36 or 49, Water Code.
(f) Subsection (a)(2) does not apply to an officer of a municipality if the municipality:
(1) does not invest municipal funds; or
(2) only deposits municipal funds in:
(A) interest-bearing deposit accounts; or
(B) certificates of deposit as authorized by Section 2256.010.
(g) Subsection (a-1) does not apply to the treasurer, chief financial officer, or investment officer of a school
district if:
(1) the district:
(A) does not invest district funds; or
(B) only deposit those funds in:
(i) interest-bearing deposit accounts; or
(ii) certificates of deposit as authorized by Section 2256.010.
(2) the treasurer, chief financial officer, or investment officer annually submits to the agency a
sworn affidavit identifying the applicable criteria under Subdivision (1) that apply to the district.

Sec. 2256.009. AUTHORIZED INVESTMENTS: OBLIGATIONS OF, OR GUARANTEED BY GOVERNMENTAL
ENTITIES
(a)

Except as provided by Subsection (b), the following are authorized investments under this subchapter:
(1) obligations, including letters of credit, of the United States or its agencies and instrumentalities;
including the Federal Home Loan Banks;
(2) direct obligations of this state or its agencies and instrumentalities;
(3)A collateralized mortgage obligations directly issued by a federal agency or instrumentality of the
United States, the underlying security for which is guaranteed by an agency or instrumentality of the
United States;
(4)A other obligations, the principal and interest of which are unconditionally guaranteed or insured by,
or backed by the full faith and credit of, this state or the United States or their respective agencies and
instrumentalities, including obligations that are fully guaranteed or insured by the Federal Deposit
Insurance Corporation or by the explicit full faith and credit of the United States;
(5)A obligations of states, agencies, counties, cities, and other political subdivisions of any state rated
as to investment quality by a nationally recognized investment rating firm not less than A or its
equivalent;
(6)A bonds issued, assumed, or guaranteed by the State of Israel.
(7) interest-bearing banking deposits that are guaranteed or insured by:
(A) the Federal Deposit Insurance Corporation or its successor, or
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(B) the National Credit Union Share Insurance Fund or its successor; and
(8) interest-bearing banking deposits other than those described by
Subdivision (7) if:
(A)

(B)

the funds invested in the banking deposits are invested through:
(i)

a broker with a main office or branch office in this state that the investing entity
selects from a list the governing body or designated investment committee of
the entity adopts as required by Section 2256.025; or

(ii)

a depository institution with a main office or branch office in this state that the
investing entity selects;

the broker or depository institution selected as described by Paragraph (A) arranges for
the deposit of the funds in the banking deposits in one or more federally insured
depository institutions regardless of where located, for the investing entity’s account;

(C) the full amount of the principal and accrued interest of the banking deposits is insured
by the United States or an instrumentality of the United States; and
(D) the investing entity appoints as the entity’s custodian of the banking deposits issued for
the entity’s account:
(i)
(ii)

the depository institution selected as described by paragraph (A);
an entity described by Section 2257.041(d); or

(iii)

a clearing broker dealer registered with the Securities and Exchange
Commission and operating under Securities and Exchange Commission Rule
15c3-3 (17 C.F.R. Section 240.15c3-3

(b)A The following are not authorized investments under this section:
(1)A obligations whose payment represents the coupon payments on the outstanding principal balance
of the underlying mortgage-backed security collateral and pays no principal;
(2)A obligations whose payment represents the principal stream of cash flow from the underlying
mortgage-backed security collateral and bears no interest;
(3)A collateralized mortgage obligations that have a stated final maturity date of greater than 10 years;
and
(4)A collateralized mortgage obligations the interest rate of which is determined by an index that adjusts
opposite to the changes in a market index.
Sec. 2256.010.AAAUTHORIZED INVESTMENTS:ACERTIFICATES OF DEPOSIT AND SHARE CERTIFICATES
(a) A certificate of deposit or share certificate is an authorized investment under this subchapter if the certificate
is issued by a depository institution that has its main office or a branch office in this state and is:
(1)A guaranteed or insured by the Federal Deposit Insurance Corporation or its successor or the
National Credit Union Share Insurance Fund or its successor;
(2)A secured by obligations that are described by Section 2256.009(a), including mortgage backed
securities directly issued by a federal agency or instrumentality that have a market value of not less
than the principal amount of the certificates, but excluding those mortgage backed securities of the
nature described by Section 2256.009(b); or
(3)A secured in accordance with Chapter 2257 or any other manner and amount provided by law for
deposits of the investing entity.
(b)A In addition to the authority to invest funds in certificates of deposit under Subsection (a), an investment in
certificates of deposit made in accordance with the following conditions is an authorized investment under this
subchapter:
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(1)A the funds are invested by an investing entity through:
(A) a broker that has its main office or a branch office in this state and is selected from a list
adopted by the investing entity as required by Section 2256.025; or
(B) a depository institution that has its main office or a branch office in this state and that is
selected by the investing entity;
(2) the broker of the depository institution selected by the investing entity under Subdivision (1)
arranges for the deposit of the funds in certificates of deposit in one or more federally insured depository
institutions, wherever located, for the account of the investing entity;
(3) the full amount of the principal and accrued interest of each of the certificates of deposit is insured
by the United States or an instrumentality of the United States;
(4) the investing entity appoints the depository institution selected by the investing entity under
Subdivision (1), an entity described by Section 2257.041(d), or a clearing broker-dealer registered with
the Securities and Exchange Commission and operating pursuant to Securities and Exchange
Commission Rule 15c3-3 (17 C.F.R. Section 240.15c3-3) as custodian for the investing entity with
respect to the certificates of deposit issued for the account of the investing entity.

Sec.A2256.011.AAAUTHORIZED INVESTMENTS: REPURCHASE AGREEMENTS
(a)AAA fully collateralized repurchase agreement is an authorized investment under this subchapter if the
repurchase agreement:
(1)A has a defined termination date;
(2) is secured by a combination of cash and obligations described by Section 2256.009(a)(1)
1or 2256.013 or, if applicable, Section 2256.0204;
(3) requires the securities being purchased by the entity or cash held by the entity to be pledged to
the entity, held in the entity’s name, and deposited at the time the investment is made with the entity or
with a third party selected and approved by the entity; and
(4) is placed through a primary government securities dealer, as defined by the Federal Reserve, or
a financial institution doing business in this state.
(b)A In this section, "repurchase agreement" means a simultaneous agreement to buy, hold for a specified time,
and sell back at a future date obligations described by Section 2256.009(a)(1) or 2256.013 or, if applicable,
Section 2256.0204, at a market value at the time the funds are disbursed of not less than the principal amount
of the funds disbursed. The term includes a direct security repurchase agreement and a reverse security
repurchase agreement.
(c)A Notwithstanding any other law, the term of any reverse security repurchase agreement may not exceed 90
days after the date the reverse security repurchase agreement is delivered.
(d)A Money received by an entity under the terms of a reverse security repurchase agreement shall be used to
acquire additional authorized investments, but the term of the authorized investments acquired must mature not
later than the expiration date stated in the reverse security repurchase agreement.
(e)

Section 1371.59 (c) applies to the execution of a repurchase agreement by an investing entity.

Sec.A2256.0115.AAAUTHORIZED INVESTMENTS: SECURITIES LENDING PROGRAM
(a)AAA securities lending program is an authorized investment under this subchapter if it meets the conditions
provided by this section.
(b)A To qualify as an authorized investment under this subchapter:
(1)A the value of securities loaned under the program must be not less than 100 percent collateralized,
including accrued income;
(2)AAa loan made under the program must allow for termination at any time;
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(3)AAa loan made under the program must be secured by:
(A)AApledged securities described by Section2256.009;
(B)AApledged irrevocable letters of credit issued by a bank that is:
(i)AAorganized and existing under the laws of the United States or any other state;
and
(ii)AAcontinuously rated by at least one nationally recognized investment rating firm
at not less than A or its equivalent; or
(C)AAcash invested in accordance with Section:
(i)AA2256.009;
(ii)AA2256.013;
(iii)AA2256.014; or
(iv)AA2256.016;
(4)AAthe terms of a loan made under the program must require that the securities being held as
collateral be:
(A)AApledged to the investing entity;
(B)AAheld in the investing entity’s name; and
(C)AAdeposited at the time the investment is made with the entity or with a third party selected
by or approved by the investing entity;
(5)AAa loan made under the program must be placed through:
(A)AAa primary government securities dealer, as defined by 5 C.F.R. Section 6801.102(f), as
that regulation existed on September 1, 2003; or
(B)AAa financial institution doing business in this state; and
(6)AAan agreement to lend securities that is executed under this section must have a term of one year
or less.
Sec.A2256.012.AAAUTHORIZED INVESTMENTS: BANKER ’S ACCEPTANCES
A bankers’ acceptance is an authorized investment under this subchapter if the bankers’ acceptance:
(1)AAhas a stated maturity of 270 days or fewer from the date of its issuance;
(2)AAwill be, in accordance with its terms, liquidated n full at maturity;
(3)AAis eligible for collateral for borrowing from a Federal Reserve Bank; and
(4)AAis accepted by a bank organized and existing under the laws of the United States or any state, if the shortterm obligations of the bank, or of a bank holding company of which the bank is the largest subsidiary, are rated
not less than A-1 or P-1 or an equivalent rating by at least one nationally recognized credit rating agency.
Sec.A2256.013.AAAUTHORIZED INVESTMENTS: COMMERCIAL PAPER
Commercial paper is an authorized investment under this subchapter if the commercial paper:
(1)

has a stated maturity of 365 days or fewer from the date of its issuance; and
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(2)AAis rated not less than A-1 or P-1 or an equivalent rating by at least:
(A)AAtwo nationally recognized credit rating agencies; or
(B)AAone nationally recognized credit rating agency and is fully secured by an irrevocable letter of
credit issued by a bank organized and existing under the laws of the United States or any state.
Sec.A2256.014.AAAUTHORIZED INVESTMENTS: MUTUAL FUNDS
(a)AAA no-load money market mutual fund is an authorized investment under this subchapter if the mutual fund:
(1)AAis registered with and regulated by the Securities and Exchange Commission;
(2)AAprovides the investing entity with a prospectus and other information required by the Securities
Exchange Act of 1934 (15 U.S.C. Section 78a et seq.) or the Investment Company Act of 1940 (15
U.S.C. Section 80a-1 et seq.); and
(3) complies with federal Securities and Exchange Commission Rule 2a-7 (17 C.F.R. Section 270.2a7), promulgated under the Investment Company Act of 1940 (15 U.S.C. Section 80a-1 et seq.)
(b)AAIn addition to a no-load money market mutual fund permitted as an authorized investment in Subsection
(a), a no-load mutual fund is an authorized investment under this subchapter if the mutual fund:
(1)AAis registered with the Securities and Exchange Commission;
(2)
(3)

has an average weighted maturity of less than two years; and
either:
(A) has a duration of one year or more and is invested exclusively in obligations approved by
this subchapter; or
(B) has a duration of less than one year and the investment portfolio is limited to investment
grade securities, excluding asset-backed securities

(c)AAAn entity is not authorized by this section to:
(1)AAinvest in the aggregate more than 15 percent of its monthly average fund balance, excluding bond
proceeds and reserves and other funds held for debt service, in mutual funds described in Subsection
(b);
(2)AAinvest any portion of bond proceeds, reserves and funds held for debt service, in mutual funds
described in Subsection (b); or
(3)AAinvest its funds or funds under its control, including bond proceeds and reserves and other funds
held for debt service, in any one mutual fund described in Subsection (a) or (b) in an amount that
exceeds 10 percent of the total assets of the mutual fund.
Sec.A2256.015.AAAUTHORIZED INVESTMENTS: GUARANTEED INVESTMENT CONTRACTS
(a)AAA guaranteed investment contract is an authorized investment for bond proceeds under this subchapter if
the guaranteed investment contract:
(1)AAhas a defined termination date;
(2)AAis secured by obligations described by Section 2256.009(a)(1), excluding those obligations
described by Section 2256.009(b), in an amount at least equal to the amount of bond proceeds invested
under the contract; and
(3)AAis pledged to the entity and deposited with the entity or with a third party selected and approved
by the entity.
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(b)AABond proceeds, other than bond proceeds representing reserves and funds maintained for debt service
purposes, may not be invested under this subchapter in a guaranteed investment contract with a term of longer
than five years from the date of issuance of the bonds.
(c)AATo be eligible as an authorized investment:
(1)AAthe governing body of the entity must specifically authorize guaranteed investment contracts as
an eligible investment in the order, ordinance, or resolution authorizing the issuance of bonds;
(2)AAthe entity must receive bids from at least three separate providers with no material financial
interest in the bonds from which proceeds were received;
(3)AAthe entity must purchase the highest yielding guaranteed investment contract for which a
qualifying bid is received;
(4)AAthe price of the guaranteed investment contract must take into account the reasonably expected
drawdown schedule for the bond proceeds to be invested; and

(d)

(5)AAthe provider must certify the administrative costs reasonably expected to be paid to third parties
in connection with the guaranteed investment contract.
Section 1371.059 (c) applies to the execution of a guaranteed investment contract by an investing entity.

Sec.A2256.016.AAAUTHORIZED INVESTMENTS: INVESTMENT POOLS
(a)AAAn entity may invest its funds and funds under its control through an eligible investment pool if the
governing body of the entity by rule, order, ordinance, or resolution, as appropriate, authorizes investment in the
particular pool. An investment pool shall invest the funds it receives from entities in authorized investments
permitted by this subchapter. An investment pool may invest its funds in money market mutual funds to the
extent permitted by and consistent with this subchapter and the investment policies and objectives adopted by
the investment pool.
(b)AATo be eligible to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must furnish to the investment officer or other authorized representative of the entity an offering
circular or other similar disclosure instrument that contains, at a minimum, the following information:
(1)AAthe types of investments in which money is allowed to be invested;
(2)AAthe maximum average dollar-weighted maturity allowed, based on the stated maturity date, of the
pool;
(3)AAthe maximum stated maturity date any investment security within the portfolio has;
(4)AAthe objectives of the pool;
(5)AAthe size of the pool;
(6)AAthe names of the members of the advisory board of the pool and the dates their terms expire;
(7)AAthe custodian bank that will safekeep the pool s assets;
(8)AAwhether the intent of the pool is to maintain a net asset value of one dollar and the risk of market
price fluctuation;
(9)AAwhether the only source of payment is the assets of the pool at market value or whether there is
a secondary source of payment, such as insurance or guarantees, and a description of the secondary
source of payment;
(10)AAthe name and address of the independent auditor of the pool;
(11)AAthe requirements to be satisfied for an entity to deposit funds in and withdraw funds from the
pool and any deadlines or other operating policies required for the entity to invest funds in and withdraw
funds from the pool;
(12)AAthe performance history of the pool, including yield, average dollar-weighted maturities, and
expense ratios; and
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(13)

the pool’s policy regarding holding deposits in cash.

(c)AATo maintain eligibility to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must furnish to the investment officer or other authorized representative of the entity:
(1)AAinvestment transaction confirmations; and
(2)AAa monthly report that contains, at a minimum, the following information:
(A)AAthe types and percentage breakdown of securities in which the pool is invested;
(B)AAthe current average dollar-weighted maturity, based on the stated maturity date, of the
pool;
(C)AAthe current percentage of the pool’s portfolio in investments that have stated maturities
of more than one year;
(D)AAthe book value versus the market value of the pool’s portfolio, using amortized cost
valuation;
(E)AAthe size of the pool;
(F)AAthe number of participants in the pool;
(G)AAthe custodian bank that is safekeeping the assets of the pool;
(H)AAa listing of daily transaction activity of the entity participating in the pool;
(I)AAthe yield and expense ratio of the pool, including a statement regarding how yield is
calculated;
(J)AAthe portfolio managers of the pool; and
(K)AAany changes or addenda to the offering circular.
(d)AAAn entity by contract may delegate to an investment pool the authority to hold legal title as custodian of
investments purchased with its local funds.
(e) In this section, for purposes of an investment pool for which a $1.00 net asset value is maintained, "yield"
shall be calculated in accordance with regulations governing the registration of open-end management
investment companies under the Investment Company Act of 1940, as promulgated from time to time by the
federal Securities and Exchange Commission.
(f)AATo be eligible to receive funds from and invest funds on behalf of an entity under this chapter:
(1) a public funds investment pool that uses amortized cost or fair value accounting must mark its
portfolio to market daily: and
(2) if the investment pool uses amortized cost:
(A) the investment pool must, to the extent reasonably possible, stabilize at a $1.00 net asset
value, when rounded and expressed to two decimal places;
(B) the governing body of the investment pool must, if the ratio of the market value of the
portfolio divided by the book value of the portfolio is less than 0.995 or greater than 1.005,
take action as the body determines necessary to eliminate or reduce to the extent
reasonably practicable any dilution or unfair result to existing participants, including a sale
of portfolio holdings to attempt to maintain the ratio between 0.995 and 1.005, and,
(C) the investment pool must, in addition to the requirements of its investment policy and any
other forms of reporting, report yield to its investors in accordance with regulations of the
Federal Securities and Exchange Commission applicable to reporting by money market
funds.
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(g)AATo be eligible to receive funds from and invest funds on behalf of an entity under this chapter, a public
funds investment pool must have an advisory board composed:
(1)AAequally of participants in the pool and other persons who do not have a business relationship with
the pool and are qualified to advise the pool, for a public funds investment pool created under Chapter
791 and managed by a state agency; or
(2)AAof participants in the pool and other persons who do not have a business relationship with the
pool and are qualified to advise the pool, for other investment pools.
(h)AATo maintain eligibility to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must be continuously rated no lower than AAA or AAA-m or at an equivalent rating by at least
one nationally recognized rating service.
(i) If the investment pool operates an Internet website, the information in a disclosure instrument or report
described in Subsections (b), (c)(2), and (f) must be posted on the website.
(j) To maintain eligibility to receive funds from and invest funds on behalf of an entity under this chapter, an
investment pool must make available to the entity an annual audited financial statement of the investment pool
in which the entity has funds invested.
(k)
If an investment pool offers fee breakpoints based on fund balances invested, the investment pool in
advertising investment rates must include either all levels of return based on the breakpoints provided or state
the lowest possible level of return based on the smallest level of funds invested.
A
Sec.A2256.017.AAEXISTING INVESTMENTS
Except as provided by Chapter 2270, an entity is not required to liquidate investments that were authorized
investments at the time of purchase.
Sec.A2256.019.AARATING OF CERTAIN INVESTMENT POOLS
A public funds investment pool must be continuously rated no lower than AAA or AAA-m or at an equivalent
rating by at least one nationally recognized rating service.
Sec.A2256.020.AAAUTHORIZED INVESTMENTS: INSTITUTIONS OF HIGHER EDUCATION
In addition to the authorized investments permitted by this subchapter, an institution of higher education may
purchase, sell, and invest its funds and funds under its control in the following:
(1)AAcash management and fixed income funds sponsored by organizations exempt from federal income
taxation under Section 501(f), Internal Revenue Code of 1986 (26 U.S.C. Section 501(f));
(2)AAnegotiable certificates of deposit issued by a bank that has a certificate of deposit rating of at least 1 or the
equivalent by a nationally recognized credit rating agency or that is associated with a holding company having
a commercial paper rating of at least A-1, P-1, or the equivalent by a nationally recognized credit rating agency;
and
(3)AAcorporate bonds, debentures, or similar debt obligations rated by a nationally recognized investment rating
firm in one of the two highest long-term rating categories, without regard to gradations within those categories.
Sec.A2256.0201.AAAUTHORIZED INVESTMENTS: MUNICIPAL UTILITY
(a)AAA municipality that owns a municipal electric utility that is engaged in the distribution and sale of electric
energy or natural gas to the public may enter into a hedging contract and related security and insurance
agreements in relation to fuel oil, natural gas, coal, nuclear fuel, and electric energy to protect against loss due
to price fluctuations. A hedging transaction must comply with the regulations of the Commodity Futures Trading
Commission and the Securities and Exchange Commission. If there is a conflict between the municipal charter
of the municipality and this chapter, this chapter prevails.
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(b)AAA payment by a municipally owned electric or gas utility under a hedging contract or related agreement in
relation to fuel supplies or fuel reserves is a fuel expense, and the utility may credit any amounts it receives
under the contract or agreement against fuel expenses.
(c)AAThe governing body of a municipally owned electric or gas utility or the body vested with power to manage
and operate the municipally owned electric or gas utility may set policy regarding hedging transactions.
(d)AAIn this section, "hedging" means the buying and selling of fuel oil, natural gas, coal, nuclear fuel, and
electric energy futures or options or similar contracts on those commodities and related transportation costs as
a protection against loss due to price fluctuation.

Sec. 2256.0202. AUTHORIZED INVESTMENTS: MUNICIPAL FUNDS FROM MANAGEMENT AND DEVELOPMENT
OF MINERAL RIGHTS.
(a) In addition to other investments authorized under this subchapter, a municipality may invest funds received
by the municipality from a lease or contract for the management and development of land owned by the
municipality and leased for oil, gas, or other mineral development in any investment authorized to be made by
a trustee under Subtitle B, Title 9, Property Code (Texas Trust Code).
(b) Funds invested by a municipality under this section shall be segregated and accounted for separately from
other funds of the municipality.

Sec. 2256.0203.

AUTHORIZED INVESTMENTS: PORTS AND NAVIGATION DISTRICTS

(a) In this section, “district” means a navigation district organized under Section 52, Article III, or Section 59,
Article XVI, Texas Constitution.
(b) In addition to the authorized investments permitted by this subchapter, a port or district may purchase, sell,
and invest its funds and funds under its control in negotiable certificates of deposit issued by a bank that has a
certificate of deposit rating of at least 1 or the equivalent by a nationally recognized credit rating agency or that
is associated with a holding company having a commercial paper rating of at least A-1, P-1, or the equivalent by
a nationally recognized credit rating agency.
Sec. 2256.0204.

AUTHORIZED INVESTMENTS: INDEPENDENT SCHOOL DISTRICTS

(a) In this section, “corporate bond” means a senior secured debt obligation issued by a domestic business
entity and rated not lower than “AA-“ or the equivalent by a nationally recognized investment rating firm. The
term does not include a debt obligation that:
(1) on conversion, would result in the holder becoming a stockholder or shareholder in the entity, or
any affiliate or subsidiary of the entity, that issued the debt obligation; or
(2)

is an unsecured debt obligation.

(b) This section applies only to an independent school district that qualifies as an issuer as defined by Section
1371.001.
(c) In addition to authorized investments permitted by this subchapter, an independent school district subject
to this section may purchase, sell, and invest its funds and funds under its control in corporate bonds that, at the
time of purchase, are rated by a nationally recognized investment rating firm "AA-" or the equivalent and have a
stated final maturity that is not later than the third anniversary of the date the corporate bonds were purchased.
(d)

An independent school district subject to this section is not authorized by this section to:
(1) invest in the aggregate more than 15 percent of its monthly average fund balance, excluding bond
proceeds, reserves, and other funds held for the payment of debt service, in corporate bonds; or
(2) invest more than 25 percent of the funds invested in corporate bonds in any one domestic business
entity, including subsidiaries and affiliates of the entity.
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(e)
An independent school district subject to this section may purchase, sell, and invest its funds and funds
under its control in corporate bonds if the governing body of the district:
(1)

amends its investment policy to authorize corporate bonds as an eligible investment;

(2)

adopts procedures to provide for:
(A) monitoring rating changes in corporate bonds acquired with public funds; and
(B) liquidating the investment in corporate bonds; and

(3)

identifies the funds eligible to be invested in corporate bonds.

(f) The investment officer of an independent school district, acting on behalf of the district, shall sell corporate
bonds in which the district has invested its funds not later than the seventh day after the date a nationally
recognized investment rating firm:
(1) issues a release that places the corporate bonds or the domestic business entity that issued the
corporate bonds on negative credit watch or the equivalent, if the corporate bonds are rated "AA-" or
the equivalent at the time the release is issued;
(3) changes the rating on the corporate bonds to a rating lower than "AA-" or the equivalent.
(g)

Repealed by Acts 2019, 86th Leg., R.S., Ch. 1133 (H.B. 2706), Sec. 5, eff. September 1, 2019.

Sec. 2256.0205.A AUTHORIZED INVESTMENTS; DECOMMISSIONING TRUST
(a)A In this section:
(1)AA"Decommissioning trust" means a trust created to provide the Nuclear Regulatory Commission
assurance that funds will be available for decommissioning purposes as required under 10 C.F.R. Part
50 or other similar regulation.
(2)AA"Funds" includes any money held in a decommissioning trust regardless of whether the money is
considered to be public funds under this subchapter.
(b)AAIn addition to other investments authorized under this subchapter, a municipality that owns a municipal
electric utility that is engaged in the distribution and sale of electric energy or natural gas to the public may invest
funds held in a decommissioning trust in any investment authorized by Subtitle B, Title 9, Property Code.
Sec. 2256.0206. AUTHORIZED INVESTMENTS: HEDGING TRANSACTIONS.
(a) In this section:
(1) "Eligible entity" means a political subdivision that has:
(A) a principal amount of at least $250 million in:
(i) outstanding long-term indebtedness;
(ii) long-term indebtedness proposed to be issued; or
(iii) a combination of outstanding long-term indebtedness and long-term
indebtedness proposed to be issued; and
(B) outstanding long-term indebtedness that is rated in one of the four highest rating
categories for long-term debt instruments by a nationally recognized rating agency for
municipal securities, without regard to the effect of any credit agreement or other form of credit
enhancement entered into in connection with the obligation.
(2) "Eligible project" has the meaning assigned by Section 1371.001.
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(3) "Hedging" means acting to protect against economic loss due to price fluctuation of a commodity
or related investment by entering into an offsetting position or using a financial agreement or producer price
agreement in a correlated security, index, or other commodity.
(b) This section prevails to the extent of any conflict between this section and:
(1) another law; or
(2) an eligible entity's municipal charter, if applicable.
(c) The governing body of an eligible entity shall establish the entity's policy regarding hedging transactions.
(d) An eligible entity may enter into hedging transactions, including hedging contracts, and related security,
credit, and insurance agreements in connection with commodities used by an eligible entity in the entity's general
operations, with the acquisition or construction of a capital project, or with an eligible project. A hedging
transaction must comply with the
regulations of the federal Commodity Futures Trading Commission and the federal Securities and Exchange
Commission.
(e) An eligible entity may pledge as security for and to the payment of a hedging contract or a security, credit, or
insurance agreement any general or special revenues or funds the entity is authorized by law to pledge to the
payment of any other obligation.
(f) Section 1371.059(c) applies to the execution by an eligible entity of a hedging contract and any related
security, credit, or insurance agreement.
(g) An eligible entity may credit any amount the entity receives under a hedging contract against expenses
associated with a commodity purchase.
(h) An eligible entity's cost of or payment under a hedging contract or agreement may be considered:
(1) an operation and maintenance expense of the eligible entity;
(2) an acquisition expense of the eligible entity;
(3) a project cost of an eligible project; or
(4) a construction expense of the eligible entity.
Sec.
2256.0207 AUTHORIZED INVESTMENTS: PUBLIC JUNIOR COLLEGE DISTRICT FUNDS FROM
MANAGEMENT AND DEVELOPMENT OF MINERAL RIGHTS.
(a) In addition to other investments authorized under this subchapter, the governing board of a public junior
college district may invest funds received by the district from a lease of contract for the management and
development of land owned by the district and leased for oil, gas, or other mineral development in any
investment authorized to be made by a trustee under Subtitle B, Title 9, Property Code (Texas Trust Code).
(b) Funds invested by the governing board of a public junior college district under this section shall be
segregated and accounted for separately from other funds of the district.
Added by Acts 2017, 85th Leg., R.S., Ch. 344 (H.B. 1472) Sec. 1, eff. September 1,2017.
Redesignated from Government Code, Section 2256.0206 by Acts 2019, 86th Leg., R.S., Ch. 467 (H.B. 4170), Sec.
21.001 (34), eff. September 1, 2019.
Sec. 2256.0208

LOCAL GOVERNMENT INVESTMENT OF BOND PROCEEDS AND PLEDGED REVENUE.

(a) In this section, “pledged revenue” means money pledged to the payment of or as security for:
(1) bonds or other indebtedness issued by a local government;
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(2) obligations under a lease, installment sale, or other agreement of a local government; or

(3) certificates of participation in a debt or obligation described by Subdivision (1) or (2).
(b) The investment officer of a local government may invest bond proceeds or pledged revenue only to the
extent permitted by this chapter, in accordance with:
(1)

Statutory provisions governing the debt issuance or the agreement, as applicable; and

(2) The local government’s investment policy regarding the debt issuance or the agreement, as applicable.
Sec.A2256.021.AAEFFECT OF LOSS OF REQUIRED RATING
An investment that requires a minimum rating under this subchapter does not qualify as an authorized
investment during the period the investment does not have the minimum rating. An entity shall take all prudent
measures that are consistent with its investment policy to liquidate an investment that does not have the
minimum rating.
Sec.A2256.022.AAEXPANSION OF INVESTMENT AUTHORITY
A
Expansion of investment authority granted by this chapter shall require a risk assessment by the state auditor
or performed at the direction of the state auditor, subject to the legislative audit committee’s approval of including
the review in the audit plan under Section 321.013.
Sec.A2256.023.AAINTERNAL MANAGEMENT REPORTS
(a)A Not less than quarterly, the investment officer shall prepare and submit to the governing body of the entity
a written report of investment transactions for all funds covered by this chapter for the
preceding reporting period.
(b)A The report must:
(1)AAdescribe in detail the investment position of the entity on the date of the report;
(2)AAbe prepared jointly by all investment officers of the entity;
(3)AAbe signed by each investment officer of the entity;
(4)AAcontain a summary statement of each pooled fund group that states the:
(A)AAbeginning market value for the reporting period;

(B)AAending market value for the period; and
(C)AAfully accrued interest for the reporting period;
(5)AAstate the book value and market value of each separately invested asset at the end of the
reporting period by the type of asset and fund type invested;
(6)AAstate the maturity date of each separately invested asset that has a maturity date;
(7)AAstate the account or fund or pooled group fund in the state agency or local government for which
each individual investment was acquired; and
(8)AAstate the compliance of the investment portfolio of the state agency or local government as it
relates to:
(A)AAthe investment strategy expressed in the agency’s or local government’s investment
policy; and
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(B)A relevant provisions of this chapter.
(c)A The report shall be presented not less than quarterly to the governing body and the chief executive officer
of the entity within a reasonable time after the end of the period.
(d)A If an entity invests in other than money market mutual funds, investment pools or accounts offered by its
depository bank in the form of certificates of deposit, or money market accounts or similar accounts, the reports
prepared by the investment officers under this section shall be formally reviewed at least annually by an
independent auditor, and the result of the review shall be reported to the governing body by that auditor.
Sec.A2256.024.AASUBCHAPTER CUMULATIVE
(a) The authority granted by this subchapter is in addition to that granted by other law. Except as provided by
Subsection (b), and Section 2256.017, this subchapter does not:
(1)A prohibit an investment specifically authorized by other law; or
(2)A authorize an investment specifically prohibited by other law.
(b)A Except with respect to those investing entities described in Subsection (c), a security described in Section
2256.009(b) is not an authorized investment for a state agency, a local government, or another investing entity,
notwithstanding any other provision of this chapter or other law to the contrary.
(c)A Mortgage pass-through certificates and individual mortgage loans that may constitute an investment
described in Section 2256.009(b) are authorized investments with respect to the housing bond programs
operated by:
(1)A the Texas Department of Housing and Community Affairs or a nonprofit corporation created to act
on its behalf;
(2)A an entity created under Chapter 392, Local Government Code; or
(3)A an entity created under Chapter 394, Local Government Code.
Sec.A2256.025.AASELECTION OF AUTHORIZED BROKERS
The governing body of an entity subject to this subchapter or the designated investment committee of the entity
shall, at least annually, review, revise, and adopt a list of qualified brokers that are authorized to engage in
investment transactions with the entity.
Sec.A2256.026.AASTATUTORY COMPLIANCE
All investments made by entities must comply with this subchapter and all federal, state, and local statutes,
rules, or regulations.

SUBCHAPTER B. MISCELLANEOUS PROVISIONS
Sec.A2256.051.AAELECTRONIC FUNDS TRANSFER
Any local government may use electronic means to transfer or invest all funds collected or controlled by the local
government.
Sec.A2256.052.AAPRIVATE AUDITOR
Notwithstanding any other law, a state agency shall employ a private auditor if authorized by the legislative audit
committee either on the committee’s initiative or on request of the governing body of the agency.
Sec.A2256.053.AAPAYMENT FOR SECURITIES PURCHASED BY STATE
A
The comptroller or the disbursing officer of an agency that has the power to invest assets directly may pay for
authorized securities purchased from or through a member in good standing of the National Association of
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Securities Dealers or from or through a national or state bank on receiving an invoice from the seller of the
securities showing that the securities have been purchased by the board or agency and that the amount to be
paid for the securities is just, due, and unpaid. A purchase of securities may not be made at a price that exceeds
the existing market value of the securities.
Sec.A2256.054.AADELIVERY OF SECURITIES PURCHASED BY STATE
A
A security purchased under this chapter may be delivered to the comptroller, a bank, or the board or agency
investing its funds. The delivery shall be made under normal and recognized practices in
the securities and banking industries, including the book entry procedure of the Federal Reserve Bank.
Sec.A2256.055.AADEPOSIT OF SECURITIES PURCHASED BY STATE
A
At the direction of the comptroller or the agency, a security purchased under this chapter may be deposited in
trust with a bank or federal reserve bank or branch designated by the comptroller, whether in or outside the
state. The deposit shall be held in the entity’s name as evidenced by a trust receipt of the bank with which the
securities are deposited.
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§ 50.74 Notification of change in operator or senior operator status.
Each licensee shall notify the appropriate Regional Administrator as listed in appendix D to part
20 of this chapter within 30 days of the following in regard to a licensed operator or senior
operator:
(a) Permanent reassignment from the position for which the licensee has certified the need for a
licensed operator or senior operator under § 55.31(a)(3) of this chapter;
(b) Termination of any operator or senior operator;
(c) Permanent disability or illness as described in § 55.25 of this chapter.
[52 FR 9469, Mar. 25, 1987, as amended at 60 FR 13616, Mar. 14, 1995; 68 FR 58809, Oct.
10, 2003]
§ 50.75 Reporting and recordkeeping for decommissioning planning.
(a) This section establishes requirements for indicating to NRC how a licensee will provide
reasonable assurance that funds will be available for the decommissioning process. For power
reactor licensees (except a holder of a manufacturing license under part 52 of this chapter),
reasonable assurance consists of a series of steps as provided in paragraphs (b), (c), (e), and
(f) of this section. Funding for the decommissioning of power reactors may also be subject to the
regulation of Federal or State Government agencies (e.g., Federal Energy Regulatory
Commission (FERC) and State Public Utility Commissions) that have jurisdiction over rate
regulation. The requirements of this section, in particular paragraph (c) of this section, are in
addition to, and not substitution for, other requirements, and are not intended to be used by
themselves or by other agencies to establish rates.
(b) Each power reactor applicant for or holder of an operating license, and each applicant for a
combined license under subpart C of 10 CFR part 52 for a production or utilization facility of the
type and power level specified in paragraph (c) of this section shall submit a decommissioning
report, as required by § 50.33(k).
(1) For an applicant for or holder of an operating license under part 50, the report must contain a
certification that financial assurance for decommissioning will be (for a license applicant), or has
been (for a license holder), provided in an amount which may be more, but not less, than the
amount stated in the table in paragraph (c)(1) of this section adjusted using a rate at least equal
to that stated in paragraph (c)(2) of this section. For an applicant for a combined license under
subpart C of 10 CFR part 52, the report must contain a certification that financial assurance for
decommissioning will be provided no later than 30 days after the Commission publishes notice
in the Federal Register under § 52.103(a) in an amount which may be more, but not less, than
the amount stated in the table in paragraph (c)(1) of this section, adjusted using a rate at least
equal to that stated in paragraph (c)(2) of this section.
(2) The amount to be provided must be adjusted annually using a rate at least equal to that
stated in paragraph (c)(2) of this section.

CPS Energy NDT Investment Policy
Effective January 31, 2021
Updated by: Cash and Liquidity Management

Appendix G – NRC 50.74 +
Page 1 of 12

(3) The amount must be covered by one or more of the methods described in paragraph (e) of
this section as acceptable to the NRC.
(4) The amount stated in the applicant's or licensee's certification may be based on a cost
estimate for decommissioning the facility. As part of the certification, a copy of the financial
instrument obtained to satisfy the requirements of paragraph (e) of this section must be
submitted to NRC; provided, however, that an applicant for or holder of a combined license
need not obtain such financial instrument or submit a copy to the Commission except as
provided in paragraph (e)(3) of this section.
(c) Table of minimum amounts (January 1986 dollars) required to demonstrate reasonable
assurance of funds for decommissioning by reactor type and power level, P (in MWt);
adjustment factor.1
Millions
(1)(i) For a
PWR:

greater than or equal to 3400 MWt

(ii) For a
BWR:

greater than or equal to 3400 MWt

$105

between 1200 Mwt and 3400 Mwt (For a PWR of less than 1200
Mwt, use P=1200 Mwt)
$(75+0.0088P)
$135

between 1200 Mwt and 3400 Mwt (For a BWR of less than 1200
Mwt, use P=1200 MWt)
$(104+0.009P)

(2) An adjustment factor at least equal to 0.65 L + 0.13 E + 0.22 B is to be used where L and E
are escalation factors for labor and energy, respectively, and are to be taken from regional data
of U.S. Department of Labor Bureau of Labor Statistics and B is an escalation factor for waste
burial and is to be taken from NRC report NUREG-1307, "Report on Waste Burial Charges."
(d)(1) Each non-power reactor applicant for or holder of an operating license for a production or
utilization facility shall submit a decommissioning report as required by § 50.33(k) of this part.
(2) The report must:
(i) Contain a cost estimate for decommissioning the facility;
(ii) Indicate which method or methods described in paragraph (e) of this section as acceptable
to the NRC will be used to provide funds for decommissioning; and
(iii) Provide a description of the means of adjusting the cost estimate and associated funding
level periodically over the life of the facility.
(e)(1) Financial assurance is to be provided by the following methods.
(i) Prepayment. Prepayment is the deposit made preceding the start of operation or the transfer
of a license under § 50.80 into an account segregated from licensee assets and outside the
administrative control of the licensee and its subsidiaries or affiliates of cash or liquid assets
such that the amount of funds would be sufficient to pay decommissioning costs at the time
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permanent termination of operations is expected. Prepayment may be in the form of a trust,
escrow account, or Government fund with payment by, certificate of deposit, deposit of
government or other securities or other method acceptable to the NRC. This trust, escrow
account, Government fund, or other type of agreement shall be established in writing and
maintained at all times in the United States with an entity that is an appropriate State or Federal
government agency, or an entity whose operations in which the prepayment deposit is managed
are regulated and examined by a Federal or State agency. A licensee that has prepaid funds
based on a site-specific estimate under § 50.75(b)(1) of this section may take credit for
projected earnings on the prepaid decommissioning trust funds, using up to a 2 percent annual
real rate of return from the time of future funds' collection through the projected
decommissioning period, provided that the site-specific estimate is based on a period of safe
storage that is specifically described in the estimate. This includes the periods of safe storage,
final dismantlement, and license termination. A licensee that has prepaid funds based on the
formulas in § 50.75(c) of this section may take credit for projected earnings on the prepaid
decommissioning funds using up to a 2 percent annual real rate of return up to the time of
permanent termination of operations. A licensee may use a credit of greater than 2 percent if the
licensee's rate-setting authority has specifically authorized a higher rate. However, licensees
certifying only to the formula amounts (i.e., not a site-specific estimate) can take a pro-rata
credit during the immediate dismantlement period (i.e., recognizing both cash expenditures and
earnings the first 7 years after shutdown). Actual earnings on existing funds may be used to
calculate future fund needs.
(ii) External sinking fund. An external sinking fund is a fund established and maintained by
setting funds aside periodically in an account segregated from licensee assets and outside the
administrative control of the licensee and its subsidiaries or affiliates in which the total amount of
funds would be sufficient to pay decommissioning costs at the time permanent termination of
operations is expected. An external sinking fund may be in the form of a trust, escrow account,
or Government fund, with payment by certificate of deposit, deposit of Government or other
securities, or other method acceptable to the NRC. This trust, escrow account, Government
fund, or other type of agreement shall be established in writing and maintained at all times in the
United States with an entity that is an appropriate State or Federal government agency, or an
entity whose operations in which the external linking fund is managed are regulated and
examined by a Federal or State agency. A licensee that has collected funds based on a sitespecific estimate under § 50.75(b)(1) of this section may take credit for projected earnings on
the external sinking funds using up to a 2 percent annual real rate of return from the time of
future funds' collection through the decommissioning period, provided that the site-specific
estimate is based on a period of safe storage that is specifically described in the estimate. This
includes the periods of safe storage, final dismantlement, and license termination. A licensee
that has collected funds based on the formulas in § 50.75(c) of this section may take credit for
collected earnings on the decommissioning funds using up to a 2 percent annual real rate of
return up to the time of permanent termination of operations. A licensee may use a credit of
greater than 2 percent if the licensee's rate-setting authority has specifically authorized a higher
rate. However, licensees certifying only to the formula amounts (i.e., not a site-specific estimate)
can take a pro-rata credit during the dismantlement period (i.e., recognizing both cash
expenditures and earnings the first 7 years after shutdown). Actual earnings on existing funds
may be used to calculate future fund needs. A licensee, whose rates for decommissioning costs
cover only a portion of these costs, may make use of this method only for the portion of these
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costs that are collected in one of the manners described in this paragraph, (e)(1)(ii). This
method may be used as the exclusive mechanism relied upon for providing financial assurance
for decommissioning in the following circumstances:
(A) By a licensee that recovers, either directly or indirectly, the estimated total cost of
decommissioning through rates established by "cost of service" or similar ratemaking regulation.
Public utility districts, municipalities, rural electric cooperatives, and State and Federal agencies,
including associations of any of the foregoing, that establish their own rates and are able to
recover their cost of service allocable to decommissioning, are assumed to meet this condition.
(B) By a licensee whose source of revenues for its external sinking fund is a "non-bypassable
charge," the total amount of which will provide funds estimated to be needed for
decommissioning pursuant to §§ 50.75(c), 50.75(f), or 50.82 of this part.
(iii) A surety method, insurance, or other guarantee method:
(A) These methods guarantee that decommissioning costs will be paid. A surety method may be
in the form of a surety bond, or letter of credit. Any surety method or insurance used to provide
financial assurance for decommissioning must contain the following conditions:
(1) The surety method or insurance must be open-ended, or, if written for a specified term, such
as 5 years, must be renewed automatically, unless 90 days or more prior to the renewal day the
issuer notifies the NRC, the beneficiary, and the licensee of its intention not to renew. The
surety or insurance must also provide that the full face amount be paid to the beneficiary
automatically prior to the expiration without proof of forfeiture if the licensee fails to provide a
replacement acceptable to the NRC within 30 days after receipt of notification of cancellation.
(2) The surety or insurance must be payable to a trust established for decommissioning costs.
The trustee and trust must be acceptable to the NRC. An acceptable trustee includes an
appropriate State or Federal government agency or an entity that has the authority to act as a
trustee and whose trust operations are regulated and examined by a Federal or State agency.
(B) A parent company guarantee of funds for decommissioning costs based on a financial test
may be used if the guarantee and test are as contained in appendix A to 10 CFR part 30.
(C) For commercial companies that issue bonds, a guarantee of funds by the applicant or
licensee for decommissioning costs based on a financial test may be used if the guarantee and
test are as contained in appendix C to 10 CFR part 30. For commercial companies that do not
issue bonds, a guarantee of funds by the applicant or licensee for decommissioning costs may
be used if the guarantee and test are as contained in appendix D to 10 CFR part 30. For nonprofit entities, such as colleges, universities, and non-profit hospitals, a guarantee of funds by
the applicant or licensee may be used if the guarantee and test are as contained in appendix E
to 10 CFR part 30. A guarantee by the applicant or licensee may not be used in any situation in
which the applicant or licensee has a parent company holding majority control of voting stock of
the company.
(iv) For a power reactor licensee that is a Federal licensee, or for a non-power reactor licensee
that is a Federal, State, or local government licensee, a statement of intent containing a cost
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estimate for decommissioning, and indicating that funds for decommissioning will be obtained
when necessary.
(v) Contractual obligation(s) on the part of a licensee's customer(s), the total amount of which
over the duration of the contract(s) will provide the licensee's total share of uncollected funds
estimated to be needed for decommissioning pursuant to Secs. 50.75(c), 50.75(f), or § 50.82.
To be acceptable to the NRC as a method of decommissioning funding assurance, the terms of
the contract(s) shall include provisions that the electricity buyer(s) will pay for the
decommissioning obligations specified in the contract(s), notwithstanding the operational status
either of the licensed power reactor to which the contract(s) pertains or force majeure
provisions. All proceeds from the contract(s) for decommissioning funding will be deposited to
the external sinking fund. The NRC reserves the right to evaluate the terms of any contract(s)
and the financial qualifications of the contracting entity or entities offered as assurance for
decommissioning funding.
(vi) Any other mechanism, or combination of mechanisms, that provides, as determined by the
NRC upon its evaluation of the specific circumstances of each licensee submittal, assurance of
decommissioning funding equivalent to that provided by the mechanisms specified in
paragraphs (e)(1)(i) through (v) of this section. Licensees who do not have sources of funding
described in paragraph (e)(1)(ii) of this section may use an external sinking fund in combination
with a guarantee mechanism, as specified in paragraph (e)(1)(iii) of this section, provided that
the total amount of funds estimated to be necessary for decommissioning is assured.
(2) The NRC reserves the right to take the following steps in order to ensure a licensee's
adequate accumulation of decommissioning funds: review, as needed, the rate of accumulation
of decommissioning funds; and, either independently or in cooperation with the FERC and the
licensee's State PUC, take additional actions as appropriate on a case- by-case basis, including
modification of a licensee's schedule for the accumulation of decommissioning funds.
(3) Each holder of a combined license under subpart C of 10 CFR part 52 shall, 2 years before
and 1 year before the scheduled date for initial loading of fuel, consistent with the schedule
required by § 52.99(a), submit a report to the NRC containing a certification updating the
information described under paragraph (b)(1) of this section, including a copy of the financial
instrument to be used. No later than 30 days after the Commission publishes notice in the
Federal Register under 10 CFR 52.103(a), the licensee shall submit a report containing a
certification that financial assurance for decommissioning is being provided in an amount
specified in the licensee's most recent updated certification, including a copy of the financial
instrument obtained to satisfy the requirements of paragraph (e) of this section.
(f)(1) Each power reactor licensee shall report, on a calendar-year basis, to the NRC by March
31, 1999, and at least once every 2 years thereafter on the status of its decommissioning
funding for each reactor or part of a reactor that it owns. However, each holder of a combined
license under part 52 of this chapter need not begin reporting until the date that the Commission
has made the finding under § 52.103(g) of this chapter. The information in this report must
include, at a minimum, the amount of decommissioning funds estimated to be required pursuant
to 10 CFR 50.75(b) and (c); the amount of decommissioning funds accumulated to the end of
the calendar year preceding the date of the report; a schedule of the annual amounts remaining
to be collected; the assumptions used regarding rates of escalation in decommissioning costs,
rates of earnings on decommissioning funds, and rates of other factors used in funding
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projections; any contracts upon which the licensee is relying pursuant to paragraph (e)(1)(v) of
this section; any modifications occurring to a licensee's current method of providing financial
assurance since the last submitted report; and any material changes to trust agreements. If any
of the preceding items is not applicable, the licensee should so state in its report. Any licensee
for a plant that is within 5 years of the projected end of its operation, or where conditions have
changed such that it will close within 5 years (before the end of its licensed life), or that has
already closed (before the end of its licensed life), or that is involved in a merger or an
acquisition shall submit this report annually.
(2) Each power reactor licensee shall report, on a calendar-year basis, to the NRC by March 31,
1999, and at least once every 2 years thereafter on the status of its decommissioning funding
for each reactor or part of a reactor that it owns. The information in this report must include, at a
minimum, the amount of decommissioning funds estimated to be required pursuant to 10 CFR
50.75(b) and (c); the amount of decommissioning funds accumulated to the end of the calendar
year preceding the date of the report; a schedule of the annual amounts remaining to be
collected; the assumptions used regarding rates of escalation in decommissioning costs, rates
of earnings on decommissioning funds, and rates of other factors used in funding projections;
any contracts upon which the licensee is relying pursuant to paragraph (e)(1)(v) of this section;
any modifications occurring to a licensee's current method of providing financial assurance
since the last submitted report; and any material changes to trust agreements. If any of the
preceding items is not applicable, the licensee should so state in its report. Any licensee for a
plant that is within 5 years of the projected end of its operation, or where conditions have
changed such that it will close within 5 years (before the end of its licensed life), or that has
already closed (before the end of its licensed life), or that is involved in a merger or an
acquisition shall submit this report annually.
(3) Each power reactor licensee shall at or about 5 years prior to the projected end of operations
submit a preliminary decommissioning cost estimate which includes an up-to-date assessment
of the major factors that could affect the cost to decommission.
(4) Each non-power reactor licensee shall at or about 2 years prior to the projected end of
operations submit a preliminary decommissioning plan containing a cost estimate for
decommissioning and an up-to-date assessment of the major factors that could affect planning
for decommissioning. Factors to be considered in submitting this preliminary plan information
include—
(i) The decommissioning alternative anticipated to be used. The requirements of § 50.82(b)(4)(i)
must be considered at this time;
(ii) Major technical actions necessary to carry out decommissioning safely;
(iii) The current situation with regard to disposal of high-level and low-level radioactive waste;
(iv) Residual radioactivity criteria;
(v) Other site specific factors which could affect decommissioning planning and cost.

CPS Energy NDT Investment Policy
Effective January 31, 2021
Updated by: Cash and Liquidity Management

Appendix G – NRC 50.74 +
Page 6 of 12

(5) If necessary, the cost estimate, for power and non-power reactors, shall also include plans
for adjusting levels of funds assured for decommissioning to demonstrate that a reasonable
level of assurance will be provided that funds will be available when needed to cover the cost of
decommissioning.
(g) Each licensee shall keep records of information important to the safe and effective
decommissioning of the facility in an identified location until the license is terminated by the
Commission. If records of relevant information are kept for other purposes, reference to these
records and their locations may be used. Information the Commission considers important to
decommissioning consists of—
(1) Records of spills or other unusual occurrences involving the spread of contamination in and
around the facility, equipment, or site. These records may be limited to instances when
significant contamination remains after any cleanup procedures or when there is reasonable
likelihood that contaminants may have spread to inaccessible areas as in the case of possible
seepage into porous materials such as concrete. These records must include any known
information on identification of involved nuclides, quantities, forms, and concentrations.
(2) As-built drawings and modifications of structures and equipment in restricted areas where
radioactive materials are used and/or stored and of locations of possible inaccessible
contamination such as buried pipes which may be subject to contamination. If required drawings
are referenced, each relevant document need not be indexed individually. If drawings are not
available, the licensee shall substitute appropriate records of available information concerning
these areas and locations.
(3) Records of the cost estimate performed for the decommissioning funding plan or of the
amount certified for decommissioning, and records of the funding method used for assuring
funds if either a funding plan or certification is used.
(4) Records of:
(i) The licensed site area, as originally licensed, which must include a site map and any
acquisition or use of property outside the originally licensed site area for the purpose of
receiving, possessing, or using licensed materials;
(ii) The licensed activities carried out on the acquired or used property; and
(iii) The release and final disposition of any property recorded in paragraph (g)(4)(i) of this
section, the historical site assessment performed for the release, radiation surveys performed to
support release of the property, submittals to the NRC made in accordance with § 50.83, and
the methods employed to ensure that the property met the radiological criteria of 10 CFR Part
20, Subpart E, at the time the property was released.
(h)(1) Licensees that are not "electric utilities" as defined in § 50.2 that use prepayment or an
external sinking fund to provide financial assurance shall provide in the terms of the
arrangements governing the trust, escrow account, or Government fund, used to segregate and
manage the funds that—
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(i) The trustee, manager, investment advisor, or other person directing investment of the funds:
(A) Is prohibited from investing the funds in securities or other obligations of the licensee or any
other owner or operator of any nuclear power reactor or their affiliates, subsidiaries, successors
or assigns, or in a mutual fund in which at least 50 percent of the fund is invested in the
securities of a licensee or parent company whose subsidiary is an owner or operator of a foreign
or domestic nuclear power plant. However, the funds may be invested in securities tied to
market indices or other non-nuclear sector collective, commingled, or mutual funds, provided
that this subsection shall not operate in such a way as to require the sale or transfer either in
whole or in part, or other disposition of any such prohibited investment that was made before
the publication date of this rule, and provided further that no more than 10 percent of trust
assets may be indirectly invested in securities of any entity owning or operating one or more
nuclear power plants.
(B) Is obligated at all times to adhere to a standard of care set forth in the trust, which either
shall be the standard of care, whether in investing or otherwise, required by State or Federal law
or one or more State or Federal regulatory agencies with jurisdiction over the trust funds, or, in
the absence of any such standard of care, whether in investing or otherwise, that a prudent
investor would use in the same circumstances. The term "prudent investor," shall have the
same meaning as set forth in the Federal Energy Regulatory Commission's "Regulations
Governing Nuclear Plant Decommissioning Trust Funds" at 18 CFR 35.32(a)(3), or any
successor regulation.
(ii) The licensee, its affiliates, and its subsidiaries are prohibited from being engaged as
investment manager for the funds or from giving day-to-day management direction of the funds'
investments or direction on individual investments by the funds, except in the case of passive
fund management of trust funds where management is limited to investments tracking market
indices.
(iii) The trust, escrow account, Government fund, or other account used to segregate and
manage the funds may not be amended in any material respect without written notification to the
Director, Office of Nuclear Reactor Regulation, or Director, Office of Nuclear Material Safety and
Safeguards, as applicable, at least 30 working days before the proposed effective date of the
amendment. The licensee shall provide the text of the proposed amendment and a statement of
the reason for the proposed amendment. The trust, escrow account, Government fund, or other
account may not be amended if the person responsible for managing the trust, escrow account,
Government fund, or other account receives written notice of objection from the Director, Office
of Nuclear Reactor Regulation, or Director, Office of Nuclear Material Safety and Safeguards, as
applicable, within the notice period; and
(iv) Except for withdrawals being made under § 50.82(a)(8) or for payments of ordinary
administrative costs (including taxes) and other incidental expenses of the fund (including legal,
accounting, actuarial, and trustee expenses) in connection with the operation of the fund, no
disbursement or payment may be made from the trust, escrow account, Government fund, or
other account used to segregate and manage the funds until written notice of the intention to
make a disbursement or payment has been given to the Director, Office of Nuclear Reactor
Regulation, or Director, Office of Nuclear Material Safety and Safeguards, as applicable, at least
30 working days before the date of the intended disbursement or payment. The disbursement or
payment from the trust, escrow account, Government fund or other account may be made
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following the 30-working day notice period if the person responsible for managing the trust,
escrow account, Government fund, or other account does not receive written notice of objection
from the Director, Office of Nuclear Reactor Regulation, or Director, Office of Nuclear Material
Safety and Safeguards, as applicable, within the notice period. Disbursements or payments
from the trust, escrow account, Government fund, or other account used to segregate and
manage the funds, other than for payment of ordinary administrative costs (including taxes) and
other incidental expenses of the fund (including legal, accounting, actuarial, and trustee
expenses) in connection with the operation of the fund, are restricted to decommissioning
expenses or transfer to another financial assurance method acceptable under paragraph (e) of
this section until final decommissioning has been completed. After decommissioning has begun
and withdrawals from the decommissioning fund are made under § 50.82(a)(8), no further
notification need be made to the NRC.
(2) Licensees that are "electric utilities" under § 50.2 that use prepayment or an external sinking
fund to provide financial assurance shall include a provision in the terms of the trust, escrow
account, Government fund, or other account used to segregate and manage funds that except
for withdrawals being made under § 50.82(a)(8) or for payments of ordinary administrative costs
(including taxes) and other incidental expenses of the fund (including legal, accounting,
actuarial, and trustee expenses) in connection with the operation of the fund, no disbursement
or payment may be made from the trust, escrow account, Government fund, or other account
used to segregate and manage the funds until written notice of the intention to make a
disbursement or payment has been given the Director, Office of Nuclear Reactor Regulation, or
Director, Office of Nuclear Material Safety and Safeguards, as applicable, at least 30 working
days before the date of the intended disbursement or payment. The disbursement or payment
from the trust, escrow account, Government fund or other account may be made following the
30-working day notice period if the person responsible for managing the trust, escrow account,
Government fund, or other account does not receive written notice of objection from the
Director, Office of Nuclear Reactor Regulation, or Director, Office of Nuclear Material Safety and
Safeguards, as applicable, within the notice period. Disbursements or payments from the trust,
escrow account, Government fund, or other account used to segregate and manage the funds,
other than for payment of ordinary administrative costs (including taxes) and other incidental
expenses of the fund (including legal, accounting, actuarial, and trustee expenses) in
connection with the operation of the fund, are restricted to decommissioning expenses or
transfer to another financial assurance method acceptable under paragraph (e) of this section
until final decommissioning has been completed. After decommissioning has begun and
withdrawals from the decommissioning fund are made under § 50.82(a)(8), no further
notification need be made to the NRC.
(3) A licensee that is not an "electric utility" under § 50.2 and using a surety method, insurance,
or other guarantee method to provide financial assurance shall provide that the trust established
for decommissioning costs to which the surety or insurance is payable contains in its terms the
requirements in paragraphs (h)(1)(i), (ii), (iii), and (iv) of this section.
(4) Unless otherwise determined by the Commission with regard to a specific application, the
Commission has determined that any amendment to the license of a utilization facility that does
no more than delete specific license conditions relating to the terms and conditions of
decommissioning trust agreements involves "no significant hazards consideration."
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(5) The provisions of paragraphs (h)(1) through (h)(3) of this section do not apply to any
licensee that as of December 24, 2003, has existing license conditions relating to
decommissioning trust agreements, so long as the licensee does not elect to amend those
license conditions. If a licensee with existing license conditions relating to decommissioning
trust agreements elects to amend those conditions, the license amendment shall be in
accordance with the provisions of paragraph (h) of this section.
1

Amounts are based on activities related to the definition of "Decommission" in § 50.2 of this
part and do not include the cost of removal and disposal of spent fuel or of nonradioactive
structures and materials beyond that necessary to terminate the license.
[53 FR 24049, June 27, 1988, as amended at 58 FR 68731, Dec. 29, 1993; 59 FR 1618, Jan.
12, 1994; 61 FR 39301, July 29, 1996; 63 FR 50480, Sept. 22, 1998; 63 FR 57236, Oct. 27,
1998; 67 FR 78350, Dec. 24, 2002; 68 FR 12571, Mar. 17, 2003; 68 FR 19727, Apr. 22, 2003;
68 FR 65388, Nov. 20, 2003; 72 FR 49502, Aug. 28, 2007; 73 FR 5722, Jan. 31, 2008; 76 FR
35571 Jun. 17, 2011; 83 FR 30288, Jun. 28, 2018; 84 FR 65644, Nov. 29, 2019]
§ 50.76. Licensee's change of status; financial qualifications.
An electric utility licensee holding an operating license (including a renewed license) for a
nuclear power reactor, no later than seventy-five (75) days prior to ceasing to be an electric
utility in any manner not involving a license transfer under § 50.80, shall provide the NRC with
the financial qualifications information that would be required for obtaining an initial operating
license as specified in § 50.33(f)(2). The financial qualifications information must address the
first full five years of operation after the date the licensee ceases to be an electric utility.
[69 FR 4448, Jan. 30, 2004]
US/IAEA Safeguards Agreement
§ 50.78 Facility information and verification.
(a) In response to a written request by the Commission, each applicant for a construction permit
or license and each recipient of a construction permit or a license shall submit facility
information, as described in § 75.10 of this chapter, on Form N–71, and associated forms and
site information on DOC/NRC Form AP–A and associated forms;
(b) As required by the Additional Protocol, shall submit location information described in § 75.11
of this chapter on DOC/NRC Form AP–1 and associated forms; and
(c) Shall permit verification thereof by the International Atomic Energy Agency (IAEA) and take
other action as necessary to implement the US/IAEA Safeguards Agreement, as described in
Part 75 of this chapter.
[49 FR 19627, May 9, 1984; 72 FR 49503, Aug. 28, 2007; 73 FR 78605, Dec. 23, 2008]
Transfers of Licenses--Creditors' Rights--Surrender of Licenses
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§ 50.80 Transfer of licenses.
(a) No license for a production or utilization facility (including, but not limited to, permits under
this part and part 52 of this chapter, and licenses under parts 50 and 52 of this chapter), or any
right thereunder, shall be transferred, assigned, or in any manner disposed of, either voluntarily
or involuntarily, directly or indirectly, through transfer of control of the license to any person,
unless the Commission gives its consent in writing.
(b)(1) An application for transfer of a license shall include:
(i) For a construction permit or operating license under this part, as much of the information
described in §§ 50.33 and 50.34 of this part with respect to the identity and technical and
financial qualifications of the proposed transferee as would be required by those sections if the
application were for an initial license. The Commission may require additional information such
as data respecting proposed safeguards against hazards from radioactive materials and the
applicant's qualifications to protect against such hazards.
(ii) For an early site permit under part 52 of this chapter, as much of the information described in
§§ 52.16 and 52.17 of this chapter with respect to the identity and technical qualifications of the
proposed transferee as would be required by those sections if the application were for an initial
license.
(iii) For a combined license under part 52 of this chapter, as much of the information described
in §§ 52.77 and 52.79 of this chapter with respect to the identity and technical and financial
qualifications of the proposed transferee as would be required by those sections if the
application were for an initial license. The Commission may require additional information such
as data respecting proposed safeguards against hazards from radioactive materials and the
applicant's qualifications to protect against such hazards.
(iv) For a manufacturing license under part 52 of this chapter, as much of the information
described in §§ 52.156 and 52.157 of this chapter with respect to the identity and technical
qualifications of the proposed transferee as would be required by those sections if the
application were for an initial license.
(2) The application shall include also a statement of the purposes for which the transfer of the
license is requested, the nature of the transaction necessitating or making desirable the transfer
of the license, and an agreement to limit access to Restricted Data pursuant to § 50.37. The
Commission may require any person who submits an application for license pursuant to the
provisions of this section to file a written consent from the existing licensee or a certified copy of
an order or judgment of a court of competent jurisdiction attesting to the person's right (subject
to the licensing requirements of the Act and these regulations) to possession of the facility or
site involved.
(c) After appropriate notice to interested persons, including the existing licensee, and
observance of such procedures as may be required by the Act or regulations or orders of the
Commission, the Commission will approve an application for the transfer of a license, if the
Commission determines:
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(1) That the proposed transferee is qualified to be the holder of the license; and
(2) That transfer of the license is otherwise consistent with applicable provisions of law,
regulations, and orders issued by the Commission pursuant thereto.
[26 FR 9546, Oct. 10, 1961, as amended at 35 FR 19661, Dec. 29, 1970; 38 FR 3956, Feb. 9,
1973; 65 FR 44660, July 19, 2000; 70 FR 61888, Oct. 27, 2005; 72 FR 49503, Aug. 28, 2007]
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CPS ENERGY FINANCIAL AUTHORIZATIONS AND APPROVALS POLICY
FOR BANKING, INVESTING AND HEDGING

BANKING AND INVESTING
Accounts:
The CPS Energy officers listed below (“Officers”), or any persons appointed to fill those positions in
an interim capacity, are authorized to act in the name of CPS Energy to establish, maintain and close
a) bank accounts, including those for the South Texas Project Decommissioning Trusts1 (“the
Trusts”) and b) investment relationships for the investment of CPS Energy or the Trusts’ funds:
President & Chief Executive Officer
Treasurer(s)
Assistant Treasurer(s)
Authority to open or close any bank account or investment relationship at a CPS Energy-designated
financial institution requires the signatures of at least two Officers. Signatures evidencing such
authorization will be provided to financial institutions, including banks, investment firms, etc. upon
establishment and termination of a relationship.
Facsimile Signatures:
Any two Officers may authorize the use of another Officer’s facsimile signature for signing checks
drawn on CPS Energy bank accounts, provided that proper controls and safeguards over facsimiles
are maintained.
Financial Transaction Authorization:
Any two Officers may authorize and approve banking and investment transactions as defined in this
policy. In addition, any two Officers may designate other authorized employees ("Authorized
Employees"). An Authorized Employee may authorize and approve banking and investment
transactions, when, and only when, joined by at least one Officer. The names and signatures of all
Officers and Authorized Employees will be provided to approved financial institutions, including
banks, investment firms, counterparties, and safekeeping institutions involved in the investment of
funds. Officers and Authorized Employees who authorize and approve a financial transaction are
prohibited from executing that transaction. The method of authorization and approval for financial

The South Texas Project Decommissioning Trusts includes (1) the “Restated Decommissioning Master
Trust Agreement for the South Texas Project”; and (2) the “City Public Service Decommissioning Master Trust
Agreement Related to the South Texas Project Interest Acquired from AEP Texas Central Company”.
1
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transactions stated in this paragraph is considered the standard authorization process (“Standard
Authorization”) for all financial transactions discussed in this document. Exceptions to this standard
are clarified below.
In addition to Officers and Authorized Employees, other CPS Energy employees may be designated
by the Standard Authorization to process approved electronic fund transfer (“EFT”) transactions
such as a) wire transfers and b) automatic clearinghouse (“ACH”) transactions via the electronic
banking system. This Standard Authorization must be provided to the CPS Energy bank security
administrators to authorize set up in the electronic banking system.
Banking Transactions - Wire Transfers:
There are generally two types of wire transfers: repetitive and free-form.
Repetitive wire transfers. Standard Authorization is required to establish a repetitive wire template
for payment of recurring transactions to a specific payee. With a repetitive wire template, the date
and dollar amount may change; however, the wiring instructions cannot be changed. Once
authorized and approved, bank instructions for each repetitive wire template are entered in the
institution’s electronic banking system by individuals authorized per the Financial Transaction
Authorization section. Once a repetitive wire template is in place, payments made by repetitive
wire template will be authorized and verified based on a) the accounts payable processing method
currently in place for disbursement of funds or b) by review of cash management staff.
Free-form wire transfers. A free-form wire is generally used for a one-time payment to a specific
payee. Standard Authorization is required for all free-form wires prior to entry into the electronic
banking system.
All wire transfers will be processed, via the electronic banking system, by at least two individuals
authorized per the Financial Transaction Authorization section (one to enter and one to release the
wire). Self-approval of wire transfers is not allowed.
Other. Wire transfers may also be made by a financial institution on CPS Energy’s behalf with receipt
of a letter of instruction from CPS Energy, executed using the Standard Authorization. Any other
methods of implementing wire transfers will follow the Standard Authorization requirement.
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Banking Transactions - ACH:
Payments made by ACH will be authorized and verified based on the accounts payable processing
method currently in place for disbursement of funds, and the Standard Authorization is not
required. ACH transactions are then transmitted to the financial institution, via the electronic
banking system, by individuals authorized per the Financial Transaction Authorization section. An
Officer or Authorized Employee will approve each file being transmitted by the designated
employee; self-approval of transmissions is not allowed.
ACH transactions may also be initiated through various portals by our customers and other business
parties and counterparties to withdraw funds from their financial institutions for deposit of such
funds into CPS Energy bank accounts for payment of products and services rendered. ACH files
aggregating these transactions and initiated for this purpose will be transmitted to the financial
institution, via the electronic banking system, by individuals authorized per the Financial
Transaction Authorization section. An Officer or an Authorized Employee will approve each
individual file being transmitted by the designated employee, self-approval of transmissions is not
allowed.
Investment Transactions:
Standard Authorization is required for all investment transactions. Investment transactions of
individual securities will be coordinated through authorized broker/dealers.
Any one Officer or Authorized Employee may a) execute approved investment transactions with a
designated bank or investment firm and b) give trade processing instructions to the safekeeping
institution in regard to executed investment transactions, either verbally, electronically, or in
writing. Officers and Authorized Employees who authorize and approve an investment transaction
are prohibited from executing that same transaction. Documentation of the Standard Authorization
of specific investment transactions will be provided to banks, investment firms, counterparties, or
safekeeping institutions on request.
Collateral:
Any two Officers, any Officer and another officer (Vice President or above) of CPS Energy, or any
Officer and an Authorized Employee are authorized to approve, release or substitute collateral a)
pledged to secure CPS Energy funds or investments or b) pledged by counterparties involved in
investment transactions that carry collateral provisions, all in accordance with the CPS Energy
Collateral Policy.
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CPS Energy Investment Committee:
The designated core members of the Investment Committee are the Treasurer(s) and Assistant
Treasurer(s), and include any persons appointed to fill those positions in an interim capacity.
These core members are also authorized to appoint additional individuals to the Investment
Committee, as they deem appropriate, to carry out the functions and responsibilities established in
the Investment Policies. The Treasurer(s) for CPS Energy will serve as the chairperson(s) of the
Investment Committee. In the absence of or as designated by the Treasurer(s), an Assistant
Treasurer(s) will serve as the chairperson(s) of the Investment Committee. The Treasurer(s) and
Assistant Treasurer(s) are designated as Investment Officers, as defined by the Public Funds
Investment Act (“PFIA”) and will sign the required quarterly reports to the CPS Energy Board of
Trustees (“Board”).
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FINANCIAL HEDGING
Financial Hedging Relationships:
The CPS Energy Financial Hedging Officers (“FH Officers”) listed below, or any persons appointed to
fill those positions in an interim capacity, are authorized to act in the name of CPS Energy to
establish, maintain and close counterparty relationships for the purpose of hedging CPS Energy’s
financial risks.
President & Chief Executive Officer
Treasurer(s)
Assistant Treasurer(s)
Any two FH Officers have the authority to establish relationships with banks or counterparties
involved in financial hedge transactions. Signatures and incumbency certificates evidencing such
authorization will be provided to banks and counterparties upon establishment.
Financial Hedging Transactions:
Any two FH Officers may approve financial hedging transactions with authorized counterparties
provided transactions are authorized within the restrictions of the CPS Energy Master Interest Rate
Management Policy.
Collateral:
Any two FH Officers or any FH Officer and another Authorized Employee (as defined in the “Banking
and Investing” section) of CPS Energy are authorized to accept, release or substitute collateral
pledged by counterparties involved in financial hedge transactions that carry collateral provisions,
in accordance with the CPS Energy Collateral Policy. Similarly, any two FH Officers or any FH Officer
and another officer (Vice President or above) of CPS Energy are authorized to pledge collateral to
counterparties in financial hedge transactions that carry collateral provisions.
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FUEL HEDGING
Accounts:
The following CPS Energy executives, any persons appointed to fill these positions in an interim
capacity, or any executive with materially similar responsibilities as in the case of a title change, are
authorized to act in the name of CPS Energy to establish, maintain and close brokerage accounts
and to execute or act under any other type of agreement, investment or document necessary or
desirable that would enable the purchase, sale or other transaction that involves permissible Hedge
Instruments specified by CPS Energy’s Energy Price Risk Management Policy (“EPRM Policy”):
Vice President / Senior Vice President of Energy Supply & Market Operations
Chief Operating Officer
Fuel Hedging Transactions:
Any two of the following Hedging Officers (“Hedging Officers”), or their documented designees per
the EPRM Policy, may designate in writing one or more representatives ("Authorized Hedging
Representatives") with specific authorization to give written, electronic, or verbal instructions to
buy and sell Hedge Instruments and to execute and/or take other actions concerning approved
Hedge Instrument transactions as set forth in such written designation:
Chief Financial Officer
Chief Operating Officer
The Hedging Officers, or any persons appointed to fill positions on an interim capacity, hold the
responsibility for management of hedging activities at CPS Energy.
Hedge Instrument transactions will be executed by an Authorized Hedging Representative in
accordance with the authorization and direction received from the Hedging Officers or their
designees.
Only the Treasurer(s) and Assistant Treasurer(s) will be considered Investment Officers, as defined
by the Texas PFIA, for purposes of the Hedging Instrument transactions and the EPRM Policy. One
of these Investment Officers will sign the quarterly reports to the CPS Energy Board as required by
the EPRM Policy.
Collateral:
Any two Hedging Officers, any Hedging Officer and another officer (Vice President or above) of
CPS Energy, or any Hedging Officer and an Authorized Hedging Representative are authorized to
approve, release or substitute collateral pledged by counterparties involved in the delivery of fuel
related transactions with CPS Energy.
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CPS ENERGY COLLATERAL POLICY
This CPS Energy Collateral Policy is the attachment referenced in the City Public Service of San
Antonio Collateral Policy Resolution, effective January 31, 2021

In accordance with section 2257.023 of the Texas Government Code, CPS Energy adopts this policy
concerning all collateral pledged to secure the time and demand deposits of CPS Energy funds in
any depository bank or other financial institution (“Depository”), as well as collateral owned by or
pledged to CPS Energy under certain investment transactions such as repurchase agreements and
guaranteed investment contracts (“GIC”) or under financial or fuel hedge transactions described in
the CPS Energy Financial Authorizations and Approvals Policy for Banking, Investing and Hedging.
Authorized Collateral
1.
All eligible securities, as defined in Chapter 2257 of the Texas Government Code, (i.e., the
Public Funds Collateral Act), are acceptable forms of collateral, including a Letter of Credit issued
by a Federal Home Loan Bank. When applicable, securities that are pledged or owned as collateral
to secure the deposit of CPS Energy funds will be held in book-entry form. Beneficial interests in
securities may not be pledged.
2.
All applicable securities pledged as collateral to secure the deposit of CPS Energy funds
must be direct obligations of the United States of America or its agencies and instrumentalities.
For applicable investments secured by collateral, collateral must be a type of security specifically
authorized to be held as a direct investment under the applicable investment policy.
3.
The market value of the collateral pledged must be equal to or exceed the amount of
CPS Energy funds deposited with the Depository or being collateralized, increased by the amount,
if any, of accrued interest, and reduced to the extent that the United States or an instrumentality
of the United States insures the deposits. The market value of the pledge shall be monitored and
maintained by the counterparty and the value determined by reasonable commercial means. The
counterparty shall certify to CPS Energy, on no less than a monthly basis, the market value of the
collateral. For this purpose, the amount of funds considered to be on deposit in demand deposit
accounts shall be the daily ledger balance of the accounts, and not the collected balance. All
collateral will be evidenced by original safekeeping receipts provided directly from a third-party
safekeeping institution.
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Collateral Pledged to CPS Energy
With appropriate restrictions, the Board has approved a CPS Energy Financial Authorizations and
Approvals Policy for Banking, Investing and Hedging (“Financial Authorizations and Approvals
Policy”), which designates the officers and other personnel authorized to:
1. Approve, release or substitute collateral pledged to secure CPS Energy funds or
investments;
2. Approve, release or substitute collateral pledged by counterparties involved in
investment transactions that carry collateral provisions;
3. Designate other employees as Authorized Employees and for other specific
purposes;
The Financial Authorizations and Approvals Policy is reviewed and approved periodically as
dictated by that policy.
Signatures evidencing such authorization will be provided to the Depository upon establishment
and updated as necessary. Once a Depository or counterparty has pledged securities as collateral,
the Depository or counterparty may make substitutions of collateral, so long as the substituted
securities comply with all of the provisions of this Policy and the terms of the agreement between
the pledging entity and CPS Energy.
For applicable securities, the collateral pledged by the Depository or counterparty must be held by
an independent third-party custodian in escrow in a safekeeping account. A Letter of Credit, and
other forms of acceptable collateral, as applicable, may not be required to be held by a third-party
custodian. Sub-custodians are not permitted and the custodian may not transfer or deposit the
securities in another institution. The following may act as custodians for this purpose: (1) the
Federal Home Loan Bank; (2) a branch of the Federal Reserve Bank, or (3) an independent state or
national bank, with no affiliation to the Depository or counterparty, and that meets the
requirements below for either funds held as demand or time deposits or for all collateral pledges.
For funds held as demand or time deposits, the following requirements must be met:
(a)
(b)
(c)
(d)

the bank must have its main office or a branch office in Texas;
the bank must be designated a state depository by the Texas Comptroller;
the bank must have capital stock and permanent surplus of not less than five million
dollars; and
the bank must be approved in writing by the CPS Energy Treasurer, an Assistant
Treasurer or any other officer of CPS Energy.

For all collateral pledges, the following requirements must be met:
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(a)
(b)

the bank must have capital stock and permanent surplus of not less than five million
dollars; and
the bank must be approved in writing by the CPS Energy Treasurer, an Assistant
Treasurer or any other officer of CPS Energy.

Any custodian holding collateral pledged to CPS Energy must adhere to all other requirements, as
applicable, of Chapter 2257 of the Texas Government Code.
Collateral Owned by CPS Energy
Authorized Investment Managers, Lending Agents or Trustees for purposes of loaned securities
may act on behalf of CPS Energy regarding approval of collateral pledges. Collateral owned by
CPS Energy under the terms of securities lending, a repurchase agreement or GIC, or other secured
investment or pledged position shall be handled only on a delivery versus payment basis and shall
represent 102% of the total book value of the transaction unless otherwise specified and agreed
to by CPS Energy.
The collateral shall be held by an independent third party safekeeping entity approved by
CPS Energy or by authorized Investment Managers, Lending Agents or Trustees, as applicable. The
counterparty in the transaction shall be liable for monitoring and maintaining the collateral and its
market value and margin on a daily basis. Reports to CPS Energy or its authorized Investment
Managers, Lending Agents or Trustees shall be made on no less than a monthly basis.
CPS Energy may impose additional requirements concerning the collateral pledged to secure the
deposit of CPS Energy funds in the depository or other agreements with the Depository or other
counterparty, so long as such additional requirements do not conflict with the provisions of this
policy.
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Master Interest Rate Management Policy
Policy

CPS Energy will actively manage its interest rate exposure to help protect and provide
balance within its debt portfolio. Interest rate management transactions will be used
primarily to hedge against the risk of rising interest rates.
While this Policy authorizes CPS Energy to enter into various interest rate hedging
products, each transaction / program must be approved by both the CPS Energy Board of
Trustees (Board) and the San Antonio City Council (City). Types of hedging products
include, but are not limited to the following:
•
•
•
•
•
•
•
•
•

Interest Rate Swap Options (Swaption)
Interest Rate Swap (Floating-to-Fixed or Fixed-to-Floating)
Forward Starting Interest Rate Swaps
Basis Swaps
Interest Rate Caps
Interest Rate Collars
Interest Rate Floors
Cancellation Options
Other derivative or synthetic transactions that are similar in nature, purpose, and
level of risk

This Policy does not authorize CPS Energy to enter into any speculative swap transactions
or leveraged derivatives, nor will CPS Energy be allowed to enter into any swap products
where the Board finds that there is insufficient price transparency or liquidity.
Timing/ Review

This Policy will require annual ratification or amendment by the Board.

Purpose

The purpose of this Policy is to establish parameters for transactions to manage CPS
Energy’s net interest expense on debt obligations.

Authority

Interest rate management instruments used on behalf of CPS Energy are authorized by
portions of Chapter 1371 of the Texas Government Code in anticipation of, related to, or in
connection with authorized debt obligations of CPS Energy. CPS Energy may enter into
such transactions as authorized by resolutions of the Board and ordinances of the City on a
case-by-case basis.

Responsibility

CPS Energy’s President & CEO and CFO, or any assigned delegates, are responsible for this
Policy and for ensuring that any proposed transaction is properly authorized.

Policy
Issue Dates

Originally Issued: 11-28-11
Effective as of: 01-31-21

Appendices

The following Appendices are incorporated as part of this Policy:
A. Plan
B. Risks and Controls
C. Definitions
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Plan
Master Interest Rate Management Policy
1.

Purpose - This Interest Rate Management Plan (“Plan”) is part of CPS Energy's asset / liability and debt
management strategy. Aspects of this Plan may be incorporated into CPS Energy’s financing strategy
when, consistent with CPS Energy’s debt management policy, an interest rate management transaction /
program allows CPS Energy to:
•
•
•
•
•
•
•
•
•
•
•
•

2.

Expeditiously take advantage of market opportunities;
Capture interest rate savings;
Better manage net debt service payments;
Create desired levels of net variable-rate exposure without undue liquidity risks;
Change variable interest rate payments or receipts to fixed, or vice versa;
Limit or hedge variable interest rate payments or receipts;
Decrease or balance financial risk(s);
Actively manage asset and liability interest rate risk(s) and other costs of debt;
Increase financial flexibility;
Synthetically refund bond issues;
Access new investor markets; and/or
Otherwise achieve debt management goals and objectives through synthetic fixed interest rate and
variable interest rate structures.

Required Information - Each interest rate management transaction / program brought to the Board and
the City for approval will be presented along with an interest rate management plan which will detail, at
a minimum, the authorized terms or range of terms for the following:
•
•
•
•
•
•
•
•
•
•
•

Explanation of the specific transaction / program to include notional amount, security, payments,
duration, and other major transaction / program-specific terms;
Compliance with this Plan;
Counterparty identification and evaluation;
Cash flows and benefits in quantified terms;
Risks and risk mitigation techniques;
Financial statement presentation;
Resulting net variable interest rate and short-term debt exposure ratios;
Resulting capital structure;
Anticipated ratings impact;
Legal advice regarding authority to enter into the transaction / program; and
Interest rate management advisor / financial advisor opinion(s) regarding fairness of the
transaction / program.

3. Resolutions - Each resolution of the Board and ordinance of the City adopted to authorize entry into an
interest rate management transaction / program will, where applicable, among other things, approve
the interest rate management plan and approve, substantially as to form, the operative agreements,
contracts, and other documents to be used.
Each resolution and ordinance will additionally specify the appropriate two CPS Energy officers, as defined
in the Financial Hedging section of the CPS Energy Financial Authorizations and Approvals Policy for
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Banking, Investing and Hedging (FAAP), authorized to approve the interest rate management transactions /
programs and will establish limits on the following terms of the transaction / program that will limit the
duration of the authorization, is authorized to approve:
•
•
•
•
•
•
•
•
•
•

Notional amount(s);
Term(s);
Interest rates;
Source of payment;
Security;
Counterparty(ies) or its (their) ratings;
Economic consequences;
Early termination provisions;
Type of transactions; and
Credit enhancement costs.

These officer(s) will be authorized to make modifications to or finalize the terms of the transaction /
programs contemplated, within parameters established by the resolution, at the market timing deemed
most favorable to accomplish the intended purpose. In the event of a conflict between the resolution or
other documentation effectuating an interest rate management transaction / program and this Policy, the
terms and conditions of the resolution, ordinance, or such documentation will control and constitute an
amendment to this Policy permitting the transactions / program authorized.
Each resolution will set forth a finding that it is prudent and advisable for CPS Energy to enter into the
related interest rate management transaction / program, if executed on terms authorized. The resolution
or the authorizing officers must find that entry into such transaction / program is consistent with this
Policy.
4. Evaluation and Award Guidelines - CPS Energy will utilize the following guidelines in the evaluation and
recommendation of interest rate management transactions / programs:
4.1 Legality
CPS Energy, utilizing advice of counsel, will determine that the proposed transactions / program fit within
the legal constraints imposed by applicable law, this Policy, City ordinances authorizing CPS Energy debt,
credit agreements, interest rate management transactions / programs, and CPS Energy resolutions and
other contracts.
4.2 Basis of Award
In general, CPS Energy will enter into interest rate management transactions / programs through either a
negotiated or competitive bid process. Competitively bid transactions / programs will be conducted in
conformity with the CPS Energy Procurement Policy. For negotiated transaction / programs, CPS Energy
and its interest rate management advisor will ensure that the structure and terms make a negotiated
transaction / program advisable.
CPS Energy may seek to reward firms that present innovative and financially beneficial transactions /
programs to CPS Energy, or with which CPS Energy has existing financial contracts, and may award all or a
percentage of a particular transaction / program to a counterparty based upon the nature of the initiative
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demonstrated or on time-to-market considerations.
CPS Energy may negotiate with counterparties for unsolicited interest rate management transactions /
programs that involve proprietary products. For situations in which CPS Energy desires to reward a
particular firm or firms for initiative or innovation, or wishes to further diversify its counterparty exposure,
in a competitive award, it may allow firms, other than the best bid, to be awarded a portion of the
transaction / program according to specified parameters set forth in the request for bid.
The Board and the City will authorize all interest rate management transactions / programs by resolution
and ordinance, respectively. In the resolutions, the Board and City (i) may delegate to the CFO, or other
designated staff members, in consultation with the interest rate management advisor and financial
advisors, authority to approve the terms of transaction(s) within limits established by the resolutions; and
(ii) will provide for the interest rate management advisor to deliver of a fair pricing opinion. The
counterparty will disclose to CPS Energy payments to third parties regarding the execution of the interest
rate management program(s).
All interest rate management transactions / programs executed by CPS Energy shall be the subject of an
independent review and analysis by an interest rate management advisor or financial advisor and will
include a finding by the advisor that its terms and conditions reflected fairness of the transactions /
program as of the date and time of its execution.
5. Financial Statement Impact - The expected impact the swap transaction / program will have on
CPS Energy’s financial statements will be incorporated into each interest rate management plan.
CPS Energy will employ appropriate staff with responsibility and knowledge suitable for monitoring swap
transactions / programs. All swap transactions / programs will be properly disclosed in the financial records
in accordance with accepted accounting practices.
6. Confirmations - Each transaction / program will require the following confirmations:
a. Advisor(s)
CPS Energy’s interest rate management and/or financial advisor(s) will provide an opinion
regarding the suitability of the transaction / program.
b. Legal Counsel / Office of the General Counsel
CPS Energy’s legal counsel will provide an opinion to the counterparty regarding CPS Energy’s
authority to enter into the transaction / program.
c. CPS Energy Officer
CPS Energy’s CFO or other designated Treasurer will determine that the transaction / program
conforms to this Policy after reviewing staff’s report that identifies the information specified in
Section 1371.056(k) (3), Texas Government Code.
d. Counterparty
The counterparty must make the statement, if any, and disclosure required by Section
1371.056(k) (2), Texas Government Code.
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1. Contract Standardization
Each interest rate management transaction / program shall contain standard terms and conditions as set
forth in an International Swap Dealers Association, Inc. (ISDA) Master Agreement and such other terms and
conditions included in any schedules, confirmations and credit support annexes, as approved in accordance
with the swap resolutions.
2. Transaction Risks
Certain risks will be created as CPS Energy enters into interest rate management transactions / programs
with counterparties. In order to manage the associated risks, guidelines and parameters for each risk
category are as follows:
2.a. Counterparty Risk
Counterparty risk is a measure of creditworthiness of the counterparty or its credit support provider,
and represents the risk that an interest rate management counterparty will not honor its obligations
under the transaction / program. A counterparty’s failure to perform in accordance with the terms of
the transaction / program, if material and not remedied, will constitute an event of default and other
events may give rise to an early termination right. An early termination event can be unintentional,
such as in a credit rating downgrade.
The following controls will be utilized by CPS Energy to mitigate counterparty risk. “Counterparty,” for
these purposes means the other party to the transaction / program or its credit support provider,
whichever is more creditworthy.
•

Credit Designation Diversification of counterparties will be accomplished by establishing maximum
uncollateralized and total exposure in all transactions with a given counterparty, based on credit
evaluation and other factors by CPS Energy’s Enterprise Risk Management & Solutions (ERMS)
division.
In order to diversify CPS Energy’s counterparty credit risk (i.e., to limit the credit exposure to any
one counterparty), limits will be established for each counterparty serving in that capacity directly or
as a credit support provider for another counterparty, based upon both the credit rating of the
counterparty, as well as the relative level of risk associated with each existing and proposed interest
rate management transaction / program. The guidelines in the following table provide general
termination exposure limits with respect to whether CPS Energy should enter into an additional
transaction / program with an existing counterparty.
Counterparty
Credit Rating

Max Uncollateralized
Net Termination Value

Max Net
Termination Exposure

AAA Category
AA Category
A Category
BBB+/Baa1
BBB or Below

$50 million
$35 million
$15 million
$0
None

$100 million
$70 million
$30 million
$10 million
None
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The aggregate maximum exposure thresholds for a counterparty shown in the table above depend
on the credit ratings of the counterparty and whether or not collateral has been posted. If the
counterparty has more than one rating, the lowest rating will govern for purposes of calculating the
level of exposure.
CPS Energy may make exceptions to the guidelines at any time to the extent that the execution of an
interest rate management transaction/program achieves one or more of the goals outlined herein
or provides other benefits to CPS Energy, while minimizing risk. The maximum Net Termination
Exposure (as defined below) to any single counterparty should be set so that it does not exceed a
prudent level as measured against the gross revenues, available assets or other financial resources
of CPS Energy.
Under this approach, CPS Energy will set limits on individual counterparty exposure based on
existing, as well as pending or proposed, transactions/programs. The sum of the current market
value and the projected exposure shall constitute the Net Termination Exposure. For outstanding
transactions/programs, current exposure will be based on the market value as of the last interest
rate management valuation report. Projected exposure shall be calculated quarterly based on the
transaction’s/program’s potential increase in market value, taking into account reasonably possible
adverse changes in interest rates as implied by historical or projected measures of potential rate
changes applied over the remaining term of the swap.
These guidelines are not intended to retroactively require additional collateral posting for existing
transactions/programs, or mandate or otherwise force automatic termination of existing
agreements. The guidelines will be used in making a determination as to whether a particular
proposed transaction/program should be executed given certain levels of existing and projected net
termination exposure to a specific counterparty.
If the exposure limit is exceeded by a counterparty, CPS Energy, in consultation with its legal counsel
and interest rate management advisor, shall explore remedial strategies to mitigate this exposure.
•

Qualification of Counterparty selected is an additional control. The following qualifications will
be required of counterparties (and their guarantors) with which CPS Energy transacts swaps:
Minimum net capitalization of $50 million;
o

Counterparties will be required to be rated at least AA- / Aa3 / AA- by at least two of the
three nationally recognized credit rating agencies (Fitch Ratings, Moody's, and Standard &
Poor's, respectively).

o

Collateralization
▪ As part of any swap, CPS Energy may require collateralization or other credit
enhancement to secure any or all payment obligations of the counterparty.
▪ Collateral, if required, shall consist of cash, United States Treasury securities and / or
United States Agency securities approved by CPS Energy.
▪

Collateral, if required, shall be deposited with a custodial financial institution acting for
and on behalf of CPS Energy.
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o

▪

Collateral, if required, shall be valued in the manner and at the times as shall be set
forth in the interest rate management transaction / program.

▪

CPS Energy may seek rights to transfer or assign its rights and obligations under an
interest rate management transaction / program, or may seek to obtain insurance or
other credit enhancement in lieu of posting collateral.

Counterparties must make their audited financial statements and rating reports available. If
applicable, they must make available the same information of any guarantor or credit
enhancer. The audited financial statements must be prepared in accordance with generally
accepted accounting practices, must identify the amount and type of derivative exposure,
and the net aggregate exposure to all parties (CPS Energy and others), along with relevant
credit reports at the time of entering into an interest rate management transaction /
program and annually thereafter, unless the counterparty is under credit or regulatory
review, and in that case immediately upon notice by the appropriate agencies to the entity.

•

No Terminating Swaps: CPS Energy will not enter into swaps with derivative product companies
("DPC's") that are classified as "terminating" by the rating agencies. All other types of
counterparties are permitted, if they satisfy the foregoing standards.

•

Additional Legal Counsel: CPS Energy will seek advice from legal counsel as to the bankruptcy
risks and issues associated with the type of counterparty and swap transaction / program
chosen and the method proposed for the posting of collateral.

2.b. Termination Risk
Termination risk is the risk that the swap could be terminated early by the counterparty due to any of
several events, which may include CPS Energy ratings downgrades, covenant violation, bankruptcy, swap
payment default, and covenant defaults.
•

Optional Termination
o CPS Energy will have the right to optionally terminate a swap transaction/program in whole or in
part at any time over the term of the swap transaction/program (elective termination right) at
the then-prevailing market value of the swap to the counterparty. In general, exercise of the
elective termination right should produce a benefit to CPS Energy, either through receipt of a
payment from a termination, or if a termination payment is made by CPS Energy, in conjunction
with a conversion to a more beneficial (desirable) financial arrangement for CPS Energy.
Termination value will be readily determinable by CPS Energy's interest rate management
advisor or one or more independent swap counterparties, who may assume the interest rate
management obligations of CPS Energy.
o

•

A counterparty will not have the elective right to terminate a swap transaction / program unless
a termination option has been priced into the terms of the transaction / program or the
termination is for cause.

The market value of each interest rate management transaction / program (including termination
costs) and net mark-to-market exposure will be calculated by the interest rate management advisor
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and provided at least monthly to the Finance Division of CPS Energy.
•

CPS Energy will identify the source of revenue for any potential termination payment and budget for
the same accordingly, to ensure adequate operating cash flow. CPS Energy shall seek to maintain
sufficient liquidity, including without limitation through balances in its commercial paper capacity,
other borrowing capacity and/or available working capital, to make any swap termination payments
that may become due, to the extent not paid or payable from other sources.

2.c. Basis (Index) Risk (including Tax Risk)
Basis risk refers to a mismatch between the interest rate received by CPS Energy from the interest rate
management contract and the interest actually owed on CPS Energy’s bonds. Tax risk is a form of event
risk and represents the basis risk stemming from changes in marginal income tax rates, due to the tax
code’s impact on the trading value of tax-exempt bonds.
•

•
•

An index chosen as part of an interest rate management transaction/program will be a recognized
market index, including, but not limited to, the SIFMA Municipal Swap Index (SIFMA) or London
Interbank Offering Rate (LIBOR). Banks will be no longer required to publish LIBOR starting on
December 31, 2021. In June 2017, the US Federal Reserve Bank’s Alternative Reference Rates
Committee (ARRC) selected the Secured Overnight Financing Rate (SOFR) as the preferred
alternative rate to LIBOR. SOFR should be used as the index on new floating rate obligations to
mitigate basis risk.
The tax risk and impact to CPS Energy of each interest rate management transaction / program will
be detailed through the analysis of CPS Energy’s interest rate management and financial advisors.
CPS Energy staff in conjunction with the interest rate management advisor will evaluate and
quantify basis and tax risk and ensure adequate cash flow is available under varied market
scenarios.

2.d. Rollover Risk/Liquidity
Rollover Risk is the risk that the interest rate management contract is not coterminous with the related
bonds, requiring CPS Energy to re-hedge its debt exposure at a later point in time. Liquidity risk is the
risk that CPS Energy may need to encumber or utilize available funds for potential posting of collateral
and / or early termination of an interest rate management transaction / program by a counterparty due
to covenant default.
•

Any index chosen as part of an interest rate management transaction / program will be a recognized
market index, including, but not limited to, the SIFMA Municipal Swap Index.

•

Quantification of risk and a strategy to mitigate rollover risk will be developed and incorporated into
the interest rate management plan for interest rate management transactions / programs having
terms unequal to the related bonds or position hedged, such as term extension options within the
agreement or other renegotiation potential.

•

Collateral requirements imposed on CPS Energy, if any, will not be accepted to the extent they
would impair CPS Energy's existing operational flow of funds. Otherwise, CPS Energy will pursue, in
contract negotiations, reasonable threshold limits for the initial deposit, and for increments of
collateral posting thereafter.
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•

CPS Energy may enter into liquidity or credit agreements with liquidity providers and/or credit
enhancers to protect against liquidity risk. Collateral pledges by CPS Energy may also be
incorporated into agreements to provide liquidity as necessary.

•

CPS Energy and its interest rate management and financial advisor will quantify potential risks of
each swap transaction / program, and develop contingency plans in varying market scenarios to
ensure that adequate available funds are at all times maintained. Major cash requirements for any
termination payment will be budgeted as part of CPS Energy’s current obligations. Required cash
flow forecasting and scenario testing will be standard as described in Section 3.3, below.

2.e. Amortization Risk (Term)
Amortization Risk represents the cost to the issuer of servicing debt or honoring interest rate
management transaction / program payments due to a mismatch between bond principal amortization
and the interest rate management transaction / program notional amount amortization.
•

Each interest rate management transaction / program will reflect as closely as possible the
amortization of the hedged debt or will be in place for no longer than the period that matching
assets are available to hedge the transaction / program. Such hedging will be accomplished by
matching the duration (price sensitivity) of the interest rate management transaction with the
duration of the bonds. For certain transactions / programs, CPS Energy may enter into interest rate
management transactions / programs to hedge future debt issuance; however, such transactions /
programs will have amortizations that match the anticipated hedged future debt amortization.

3. Reporting
Management reporting is an essential control in all financial transactions / programs. On an annual basis,
CPS Energy staff will be required to report in writing the status of all interest rate management transactions
/ programs to the Board. Any such report will include, but not be limited to, the following information:
•

The notional amount, the term and the remaining average life of each interest rate management
transaction / program;

•

A summary of each interest rate management transaction / program, including but not limited to
the type of transaction / program, the rates and dollar amounts paid and received by CPS Energy,
and other information of interest to the Board;

•

All changes to interest rate management transactions / programs or new transactions / programs
entered into by CPS Energy since the last report to the Board;

•

The mark-to-market value of each interest rate management transaction / program as provided by
CPS Energy’s interest rate management advisor or other independent third-party entity;

•

The net financial impact to CPS Energy of 50 and 100 basis point movements up or down the
appropriate swap index or curve. Additionally, CPS Energy and its interest rate management
advisor will estimate and provide the maximum potential termination value over the term of the
transaction, and available sources of funding for any potential termination payment;

•

The credit ratings of each counterparty, and those of any credit enhancer insuring or guaranteeing
its interest rate management payments;

•

The collateral posted by a counterparty and by CPS Energy, if any, for each interest rate
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management transaction / program;
•

The market movement or rating change required to trigger a collateral posting requirement or
termination right;

•

Any counterparty default or counterparty rating change and the financial impact to CPS Energy, if
any; and

•

A summary of any planned interest rate management transactions / programs and the impact of
such transactions on CPS Energy's asset / liability management.
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The following definitions were taken from internet sources such as Investopedia.com and may be appended to,
as necessary, to add additional explanation and clarity while reading the Master Interest Rate Management
Policy.
Basis Rate Swaps - A type of swap in which two parties swap variable interest rates based on different money
markets. This is usually done to limit interest-rate risk that a company faces as a result of having differing
lending and borrowing rates.
Derivative Product Companies (DPC) - A special-purpose entity created to be a counter-party to financial
derivate transaction/program. A derivative product company will often originate the derivative product to be
sold; as well, they may guarantee an existing derivative product or be an intermediary between two other
parties in a derivatives transaction/program.
Duration - A measure of a bond or other debt instrument’s price sensitivity to changes in interest rates. It is
often useful for small changes in interest rates. i.e. 1%. It’s an important tool to effectively hedge interest rate
risk.
FAAP – CPS Energy’s Policy “Financial Authorizations and Approvals Policy for Banking, Investing and Hedging.”
Hedge - Making an investment to reduce the risk of adverse price movements in an asset. Normally, a hedge
consists of taking an offsetting position in a related security, such as a futures contract.
Interest Rate - The amount charged, expressed as a percentage of principal, by a lender to a borrower for the
use of assets. Interest rates are typically noted on an annual basis, known as the annual percentage rate (APR).
Interest Rate Cap Structure - Limits to the interest rate on an adjustable-rate loan - frequently associated with a
mortgage. There are several different types of interest rate cap structures including an initial, periodic and
lifetime interest rate cap structure.
Initial Cap - The initial cap is a value that limits by what amount the interest can adjust at the mortgage’s
first interest rate adjustment date.
Period Cap - The period cap is a value that limits by what amount the interest rate can adjust at each
subsequent adjustment date.
Lifetime Cap - The lifetime cap limits the total amount by which the interest rate can adjust over the life
of the mortgage.
Interest Rate Ceiling - The maximum interest rate that a financial institution can charge a borrower for an
adjustable rate mortgage or loan according to the contractual terms of the mortgage or loan. This interest rate
is expressed as an absolute percentage.
Interest Rate Collars - An investment strategy that uses derivatives to hedge an investor's exposure to interest
rate fluctuations. The investor purchases an interest rate ceiling for a premium, which is offset by selling an
interest rate floor. This strategy protects the investor by capping the maximum interest rate paid at the collar's
ceiling, but sacrifices the profitability of interest rate drops.
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Interest Rate Floors - An over-the-counter investment instrument that protects the floor buyer from
losses resulting from a decrease in interest rates. The floor seller compensates the buyer with a payoff when the
reference interest rate falls below the floor's strike rate.
Interest Rate Management Advisor – A financial professional that specializes in helping borrowers and investors
understand their interest rate risks, as well as provide customized hedging solutions that protect against
unpredictable changes in market rates.
Interest Rate Options - An investment tool whose payoff depends on the future level of interest rates. Interest
rate options are both exchange traded and over-the-counter instruments.
Interest Rate Risk - The risk that an investment's value will change due to a change in the absolute level of
interest rates, in the spread between two rates, in the shape of the yield curve or in any other interest rate
relationship. Such changes usually affect securities inversely and can be reduced by diversifying (investing
in fixed-income securities with different durations) or hedging (e.g. through an interest rate swap).
Interest Rate Swap Options (Swaptions) - The option to enter into an interest rate swap. In exchange for an
option premium, the buyer gains the right but not the obligation to enter into a specified swap agreement with
the issuer on a specified future date.
Interest Rate Swaps (Floating-to-Fixed or Fixed-to-Floating) - An agreement between two parties (known as
counterparties) where one stream of future interest payments is exchanged for another based on a specified
principal amount. Interest rate swaps often exchange a fixed payment for a floating payment that is linked to an
interest rate (most often the LIBOR). A company will typically use interest rate swaps to limit or manage
exposure to fluctuations in interest rates, or to obtain a marginally lower interest rate than it would have been
able to get without the swap.
ISDA - International Swap Dealers Association, Inc. - An association created by the private negotiated
derivatives market that represents participating parties. This association helps to improve the private negotiated
derivatives market by identifying and reducing risks in the market.
London Interbank Offer Rate (LIBOR) - An interest rate at which banks can borrow funds, in marketable size,
from other banks in the London interbank market. The LIBOR is fixed on a daily basis by the British Bankers'
Association. The LIBOR is derived from a filtered average of the world's most creditworthy banks' interbank
deposit rates for larger loans with maturities between overnight and one full year. Banks are no longer required
to publish LIBOR after December 31, 2021. SOFR is the replacement index.
Over-The-Counter (OTC) - A security traded in some context other than on a formal exchange such as the NYSE,
TSX, AMEX, etc. The phrase "over-the-counter" can be used to refer to stocks that trade via a dealer network as
opposed to on a centralized exchange. It also refers to debt securities and other financial instruments such as
derivatives, which are traded through a dealer network.
Securities Industry and Financial Markets Association (SIFMA) - An association that represents firms of all sizes
in all financial markets in the U.S. and worldwide.
Secured Overnight Financing Rate (SOFR) – Recommended by the Federal Reserve Bank’s Alternative Reference
Rates Committee (ARRC), the overnight financing rate is based upon transactions in the US Treasury repurchase

Master Interest Rate Management Policy
Appendix C – Definitions (source: http://www.investopedia.com/terms/).

Page 2 of 3

Appendix C - Definitions
Master Interest Rate Management Policy
market, where investors offer banks overnight loans backed by their bond assets. This is a replacement index to
LIBOR, which is no longer required by banks to be published after December 31, 2021.
Swap - Traditionally, the exchange of one security for another to change the maturity (bonds), quality of issues
(stocks or bonds), or because investment objectives have changed. Recently, swaps have grown to include
currency swaps and interest rate swaps.
Swap Curve - The name given to the swap’s equivalent of a yield curve. The swap curve identifies the
relationship between swap rates at varying maturities
Terminating Derivative Product Company (DPC) - A Counterparty not deemed to be a continuing entity, but an
entity that could terminate its existence upon short notice to bond issuers with no penalty.
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I. Purpose of Energy Price Risk Management Policy
The purpose of this CPS Energy Energy Price Risk Management (EPRM)
Policy is to provide formal guidelines approved by the CPS Energy Board
of Trustees (Board) for the purchase and sale of certain financial
instruments and certain physical products, collectively defined as Hedge
Instruments, and to provide the investment policy for these investments
under the Texas Public Funds Investment Act (PFIA). Hedge Instrument
transactions will be allowed for the sole purpose of managing risks of
financial uncertainty or loss associated with adverse volatility in the pricing
of CPS Energy energy and fuel assets in an effort to optimize the value of
these assets for the benefit of CPS Energy customers. Adverse price
volatility is defined as the potential for increases in the price of natural gas
delivered to CPS Energy retail customers and fuel used for the generation
of electricity; the potential for increases in the cost of purchased power; or
the potential for decreases in the market price, or increases in the cost of
production, of energy sold into the wholesale markets.
CPS Energy has the authority to enter into hedging transactions both 1)
under the authority of the PFIA, Section 2256.0201 of the Texas
Government Code, in relation to fuel oil, natural gas, coal, nuclear fuel,
and electric energy and their related transportation; and 2) its powers as
an agency of a Texas home rule city, including its powers to enter into
contracts and to manage and control the assets of the city-owned gas and
electric systems. This EPRM Policy is adopted pursuant to this authority.
CPS Energy transactions that utilize Hedge Instruments will only be made
as part of a defined hedging strategy designed to mitigate the potential for
loss or to reduce the uncertainty in costs, pricing and revenue as a result
of unforeseen events or market changes, while also balancing cash flow
requirements and liquidity. Hedge Instruments will not be bought or sold
by CPS Energy for speculation or solely to earn a return based on the
anticipated favorable market movements of the Hedge Instrument.
Further, Hedge Instruments will not be bought or sold when the cost of
such transactions is expected to exceed the risk exposure to be reduced
by such instruments.
Adherence to the EPRM Policy will assure that hedging strategies are
executed, managed and reported in accordance with CPS Energy
corporate objectives and management requirements. However, nothing in
this EPRM Policy shall be interpreted to require CPS Energy to engage in
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hedging activities or to enter into specific Hedge Instruments or certain
types or categories of Hedge Instruments.
II.

General Hedging Policy Statement
For the purposes of this policy, hedging is the initiation of a position in a
financial energy commodities market that is intended to mitigate one or
more risks or exposures relating to an actual or potential sale or purchase
of the actual commodity. In conducting business operations and activities
required to achieve CPS Energy’s primary mission of providing low cost,
reliable electric energy and natural gas service to its customers,
CPS Energy is exposed to certain market and transactional risks that may
have adverse effects on CPS Energy’s costs and revenue, customer
energy pricing, and CPS Energy’s competitive position in the energy
markets. These risks to CPS Energy’s financial condition can generally be
classified as:
A. Market Risk
Market risk involves the potential change in value of a commodity
contract, asset, liability, or related cash flow caused by adverse
fluctuations in market conditions over a pre-defined holding period.
Types of market risk include:
1. Price Risk: The risk associated with adverse changes in the price
level of commodity costs.
2. Liquidity Risk (Bid – Ask Spread): The risk associated with the
insufficient market activity of a commodity required for market
efficiency.
3. Volume Risk: The risk applied to an adverse supply or demand
deviation from forecast.
4. Calendar Risk: The risk exposure due to time differential in
commodity value between actual physical delivery and financial
position expiration.
5. Basis Risk: Exposure to an adverse change in the price difference
relationship a) of a commodity whose value varies at delivery points
in different geographic locations; b) of two or more commodities; or
c) between the cash market price of a commodity and the
associated financial instrument. Basis risk is typically described as
a breakdown in the expected corollary pricing relationship of
transactions involving these associated commodities or assets.
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B. Operations Risk
Operations risk involves unanticipated disruptions in fuel procurement
and distribution as well as unscheduled outages of generation plants or
interruptions of power purchases from other parties.
C. Administrative Risk
Administrative risk involves human error or misconduct, or the risk that
the system of control and reporting will fail to adequately record,
monitor and account for transactions or positions.
D. Credit Risk
Credit risk is the risk that deterioration in the credit quality of either
party to a transaction (CPS Energy or a third party) causes an
unexpected increase in CPS Energy’s costs (i.e. decreased cash flow,
increased collection cost, or additional capital costs). Most commonly,
these costs are realized in the form of a default by a counterparty
whereby a third party to a transaction fails to meet its financial
obligation (see counterparty risk below). It can also take the form of
credit rating downgrades whereby collateral requirements can be
increased for either party. The downgrade of a third party can result in
an increase in collateral administration cost.
Conversely, the
downgrade of CPS Energy could result in increased capital cost and
added cash flow pressure. Credit risk associated with exchangetraded instruments is minimal because regulated exchanges guarantee
financial performance. Credit exposure does exist for over-the-counter
(OTC) transactions because the financial integrity of the trade is
dependent on the financial health of the contracted counterparty.
Additionally, with OTC transactions, CPS Energy is subject to valuation
disputes regarding collateral requirements, which may increase
significantly in times of market stress and illiquidity.
Relative to credit risk, counterparty risk is the risk to CPS Energy that a
counterparty will not oblige its contractual obligations. Examples
include, but are not limited to, not delivering, untimely settlement
payments, inadequate margin payments, inadequate reporting or
default. Additionally, CPS Energy is subject to the risk that our rights
against counterparties may not be enforceable in all circumstances.
E. Concentration Risk
Concentration risk is the risk associated with a lack of portfolio
diversification and potential for negative consequences of reliance on
fewer financial outcomes.
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In order to manage these risks and enable CPS Energy to maintain its
competitiveness in the energy marketplace, CPS Energy may purchase
and sell appropriate Hedge Instruments to offset or reduce selected risk
exposures. This EPRM Policy is established to provide a framework for
transactions involving Hedge Instruments.
The EPRM Policy is to be followed by all CPS Energy personnel and third
parties involved in hedging activities and transactions using Hedge
Instruments. Hedging transactions shall be made with judgment and due
professional care, under prevailing circumstances, that a person of
prudence, discretion and intelligence would exercise in the management
of the person’s own affairs.
The “prudent person” standard shall be applied in the context of managing
the overall portfolio of CPS Energy investments, fuel and energy supplies
and other assets. Under this standard, Hedging Officers, Investment
Officers and other designated employees involved in hedging activities,
acting in accordance with written procedures and the EPRM Policy, and
exercising due diligence, would not be accountable for an individual
instrument’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.
III.

Hedging Strategy
Hedging strategy as it pertains to the EPRM Policy refers to the plans and
methods for utilizing financial energy commodity Hedge Instruments to
offset exposure to negative financial revenue and pricing impacts resulting
from price volatility in commodity markets, or that result from events or
conditions outside the direct or indirect control of CPS Energy. The
essential goal of this EPRM Policy is to provide a framework for the
operation of a fuel and energy price hedging program to better manage
CPS Energy’s risk exposures in order to stabilize pricing and costs for the
benefit of CPS Energy and its customers.
Hedging strategy development is initiated with identification and
quantification of exposure to a business risk and a determination that the
prudent and judicious use of purchases and sales of selected Hedge
Instruments have the potential to mitigate some or all of the risk exposure.
The strategy should be assessed to ensure that a) new unacceptable risks
are not introduced as a result of the implementation of the strategy; b) the
entire hedging program portfolio is sufficiently diversified to avoid an
unacceptable concentration of loss exposure; c) the hedge transactions
are sufficiently marketable to allow liquidation of a hedged position when
specified by the initial strategy, or earlier if market conditions warrant such
action to limit loss exposure; and d) the economic value of the strategy is
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estimated with reasonable reliability to exceed the unhedged risk
economics including all transaction costs.
The hedging portfolio will be continually monitored to ensure that hedged
positions continue to meet the objectives of the original strategy. In the
event changes in market conditions or the business environment result in
the likelihood that the original strategy goals would not be met to the
degree required, or result in unanticipated additional unacceptable risk
exposure, the hedged positions would be closed or otherwise revised to
limit such exposure consistent with the strategy assessment parameters
listed above.
Hedging strategies developed pursuant to this EPRM Policy will be
structured and implemented to achieve one or more of the following
objectives:
1. Obtain protection against price increases in electric energy and fuel
procurement, and significant price decreases in off system power
sales.
2. Minimize the volatility from adverse price movements of natural gas
and electricity delivered to retail customers.
3. Minimize CPS Energy’s exposure to wholesale customer transactions.
4. Maximize the certainty of return on off-system electric sales.
5. Maximize the predictability of CPS Energy cash flow.
6. Optimize the risk to return profile of the commodity portfolio in order to
maximize the unit of return for each unit of risk.
7. Manage adverse impact on cash flow requirements and liquidity.
All hedging strategies will be developed and implemented in accordance
with procedures established by a Strategy and Operations Manual for
EPRM (Operations Manual).
IV.

Physical Energy Asset Transactions
All physical energy asset transactions will be in accordance with the
policies, procedures and business strategies of the CPS Energy business
unit responsible for management of the asset. The purchase and sale of
physical energy assets are subject to provisions of the EPRM Policy only
to the extent that such transactions may subject CPS Energy to significant
market risk exposures and potential for loss. The business unit managing
the energy asset is responsible for recognizing risks that may require the
implementation of a hedge strategy associated with a physical transaction.
The development and implementation of hedging strategies to mitigate
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risk associated with physical energy asset transactions will be in
accordance with the EPRM Policy. Counterparties to all physical asset
and hedging instrument transactions are subject to the credit risk
evaluation and monitoring procedures specified by the Operations Manual.
Physical fuel and energy purchases and sales are subject to the
requirements of CPS Energy fuel procurement and energy marketing
policies.
The volume of physical transactions is limited to the
requirements of CPS Energy retail and wholesale customers. For a given
time horizon CPS Energy may make commitments for energy commodity
purchases in excess of native load requirements a) as a result of
differences between forecast and actual customer demand; b) to fulfill
storage requirements; or c) to fully monetize the investment in capacity of
pipeline, generation or storage assets when the assets are not required to
meet CPS Energy requirements and an arbitrage exists. In no event,
however, will CPS Energy purchase fuel or energy solely to take
advantage of anticipated favorable changes in market prices to achieve a
financial gain through the resale of such assets to other utilities, energy
marketing companies or other third party entities.
V.

Oversight and Operating Committees
In order to effectively manage an energy price risk management program,
it is necessary to establish cross-functional management committees that
have responsibility for defining program strategies and direction,
approving operating policies and procedures, and monitoring program
performance and compliance with administrative procedures and
guidelines.
In cases where a designated position is left vacant
temporarily, the interim, or acting person appointed by management to
temporarily oversee the responsibilities related to the unfilled position shall
likewise assume all related duties specified here within and in the
corresponding Operations Manual.
A. Energy Portfolio Strategy Committee – An Energy Portfolio Strategy
Committee (EPSC) is established by this EPRM Policy. The Chief
Financial Officer (CFO) and Chief Operating Officer (COO) are
designated as standing members of the EPSC. In the event of either
one’s absence, their documented designee shall assume the standing
member and Chair or Vice-Chair responsibilities, as may be applicable.
The CPS Energy President & Chief Executive Officer (CEO) is not
designated as a standing member of the EPSC. The President & CEO
will however retain ultimate accountability and responsibility for the
execution of the EPRM Policy including all activities and resulting
outcomes of the CPS Energy hedge program.
The CFO will serve as the Chair and the COO will serve as the ViceChair of the EPSC. The Chair, or their documented designee, is
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responsible for approving the submission of required program status
reports to the Board. The standing members of the EPSC may appoint
additional individuals to the committee as deemed appropriate to fulfill
the duties and responsibilities of the committee. A quorum of at least
50 percent of committee membership must be present at each of the
meetings, with a simple majority of the quorum required for approval of
action items.
In lieu of a physical meeting, e-mail consent may be obtained by
committee membership on matters that require EPSC approval.
Approval sought via e-mail must be obtained with the consent of a
simple majority of the entire committee membership. Should any one
committee member express the need to organize a physical meeting to
discuss matters further, the e-mail consent will be nullified and an
appropriate meeting time will be scheduled. Matters resolved via
e-mail will not satisfy meeting frequency requirements as set forth in
this Policy.
The EPSC will meet as necessary, but at least annually, to a) establish
corporate level hedging strategies, objectives and hedging transaction
limits; b) review prior period hedging activity and results; c) submit for
approval by the Board, the EPRM Policy, and changes to the policy;
d) approve written administrative and operating procedures; e)
annually review minimum training requirements and activities of the
Hedging Operations Committee and each associated division, as it
relates to this Policy; f) appoint members of the Hedging Operations
Committee; g) approve brokerage firms and the counterparties to
hedge transactions; and h) address other issues or policies related to
the objectives, conduct and performance of CPS Energy hedging
operations.
B. Hedging Operations Committee – A Hedging Operations Committee
(HOC), appointed by the EPSC, is established by this EPRM Policy.
The Chair of the EPSC will appoint the Chair and Vice Chair of the
HOC. A quorum of 50 percent of committee membership must be
present at each meeting, with a simple majority of the quorum required
for approval of action items.
In lieu of a physical meeting, e-mail consent may be obtained by
committee membership on matters that require HOC approval.
Approval sought via e-mail must be obtained with the consent of a
simple majority of the entire committee membership. Should any one
committee member express the need to organize a physical meeting to
discuss matters further, the e-mail consent will be nullified and an
appropriate meeting time will be scheduled. Matters resolved via email will not satisfy meeting frequency requirements as set forth in this
Policy.
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The HOC will meet as necessary, but at least quarterly to a) review
and approve implementation of hedging strategies; b) review
compliance with this EPRM Policy; c) review prior period hedging
strategies and results of hedging strategy implementation; d) review
compliance with portfolio risk exposure limits and credit risk exposure;
e) develop/approve specific hedging strategies and portfolio and credit
risk exposure limits within constraints set forth by this policy and the
EPSC; f) review performance of and make recommendation to the
EPSC for modifications to brokerage firms and counterparties to hedge
transactions; g) retain consultants as needed to assist with hedging
activities; h) review the compliance of the hedge program with all
statutes, laws and rules governing the administration of the hedge
program, to include approval of a Qualified Independent
Representative necessary to meet Commodity Futures Trading
Commission Special Entity requirements; and i) develop and obtain
approval for revisions to written hedging administrative and operating
procedures as specified in the Operations Manual.
VI.

Internal Controls
Internal controls are essential in ensuring adherence to the EPRM Policy.
Internal controls include the authorization of the use of appropriate Hedge
Instruments and the establishment and monitoring of transaction limits and
credit standards. Additional checks and balances include segregation of
departmental duties, market position monitoring, and a management
reporting structure that will assure the integrity and accuracy of
CPS Energy hedging transactions and the results of hedging strategy
execution.
A. General Authorizations
The Board’s resolution approving the Financial Authorizations and
Approvals Policy for Banking, Investments and Hedging identifies
CPS Energy Hedging Officers (“Hedging Officers”) and defines their
corporate authorities as it relates to the EPRM Policy. The Hedging
Officers hold the responsibility for management of hedging activities at
CPS Energy. Any two Hedging Officers may designate in writing one
or more representatives ("Authorized Hedging Representatives") with
specific authorization to give written, electronic, or verbal instructions
to buy and sell Hedge Instruments and to execute and/or take other
actions concerning approved Hedge Instrument transactions as set
forth in such written designation. Hedge Instrument transactions shall
be executed by an Authorized Hedging Representative in accordance
with authorizations and directions received from the Hedging Officers
or their designees.
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B. Hedge Administration and Procedures Responsibility
Hedging activities and transactions are to be performed according to
written administrative procedures approved by the EPSC. These
procedures will be incorporated into the Operations Manual and must
be in compliance with the EPRM Policy and applicable Board
resolutions.
The Operations Manual will be developed and maintained by the HOC
and will define the organizational and individual responsibilities for
hedging transactions, the administrative processes and reporting
associated with hedging operations, and will govern, but not be limited
to, the following activities:
1. Establishment and approval
corresponding hedge positions.

of

hedging

strategies

and

2. Purchases and sales of Hedge Instruments.
3. Daily mark-to-market and associated performance monitoring of
fuel related hedged positions.
4. Hedge activity compliance monitoring within the guidelines set forth
in the Operations Manual.
5. Procedures and criteria for approval of brokers and hedge
transaction counterparties.
6. Establishment of counterparty credit criteria and monitoring of
counterparty credit status.
7. Assessment of experience, knowledge and performance of
personnel involved in hedging and trading activities and prescribing
required and recommended training programs.
8. Defining suggested consequences and remedies for violations of
the terms, conditions and limits established by the EPRM Policy
and Operations Manual.
VII.

Permissible Hedge Instruments
The implementation of a hedging strategy will require the execution of
transactions or establishment of contracts involving a variety of Hedge
Instruments.
Authorized Hedge Instruments related to physical
commodities must be contracts in which a) the underlying commodity is
physically related to a corresponding CPS Energy fuel or energy asset;
and b) the price or value of the contract is primarily derived and highly
correlated with the price or value of the hedged asset. Authorized
financial Hedge Instruments are limited to those permitted under Texas
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Government Code Chapter 1371. Transactions involving instruments that
would be classified as exotic contracts are not authorized. Permitted
Hedge Instruments used in the management of risk will include one or
more of the following:
•

Futures Contract – A standardized binding agreement to buy or
sell a specified quantity or grade of a commodity at a later date.
Futures contracts are freely transferable, are traded exclusively on
regulated exchanges and are settled daily based on their current
value in the marketplace.

•

Option Contract - A contract which gives the holder the right, but
not the obligation, to purchase or sell the underlying futures,
forward or swap contract at a specified price within a specified
period of time in exchange for a one-time premium payment. The
contract also obligates the writer, who receives the premium, to
meet these obligations.

•

Over-the-Counter Instrument (OTC) - Any financial or physical
instrument that is customized and created by a counterparty to
replicate the risk profile associated with a commodity or basis risk.
OTC instruments include financial forwards, swaps and related
contracts or agreements that exchange a floating price for a fixed
price of a commodity or asset over a specified period.

•

Insurance Contract – A contract that, in consideration for a
premium payment, obligates a counterparty to make specific
payments upon the occurrence of a defined event or series of
events.

•

Structured Contracts – A transaction which may incorporate
combinations or elements of any of the above listed instruments
covered by this EPRM Policy, and executed under master
agreements (ISDA, EEI, NAESB) with confirmations designating
the terms of each specific individual Transaction.

•

Credit Agreement – A loan agreement, revolving credit
agreement, agreement establishing a line of credit, letter of credit,
reimbursement agreement, insurance contract, commitment to
purchase an obligation, purchase or sale agreement, interest rate
swap agreement, or commitment or other agreement authorized by
the Board in connection with the authorization, issuance, sale,
resale, security, exchange, payment, purchase, remarketing, or
redemption of an obligation, e.g., a public security, interest on an
obligation, or both, or as otherwise authorized by Chapter 1371 of
the Texas Government Code.
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•

Physical Forward Contracts – Although most fuel and power
purchases and sales are not considered Hedge Instruments,
certain contracts for the future delivery of a negotiated quantity of a
fuel source or power supply at an agreed upon fixed price may also
be utilized as part of a hedging strategy. Purchases and sales of
physical forward contracts will be made in accordance with the
CPS Energy fuel procurement and energy marketing policies and
procedures established by the CPS Energy business unit
responsible for management of the fuel or power supply.

Hedging transactions of the type described in section 2256.0201 of the
Texas Government Code, as amended, must comply with applicable
regulations of the Commodity Futures Trading Commission, the Securities
and Exchange Commission, and the applicable provisions of the PFIA.
The EPSC is authorized to submit appropriate and necessary
registrations, reports, filings and other documents as may from time to
time be required by the Securities and Exchange Commission, the
Commodity Futures Trading Commission or other entities regulating
hedging transactions. All hedging transactions must comply with the
requirements of this EPRM Policy.
VIII.

Congestion Management Activities
Management of exposure to transmission congestion related to the
delivery of generated electricity involves participation in the ERCOT
Congestion Revenue Rights Auction. Congestion Revenue Rights (CRR)
are a financial instrument that, depending on the type, can entitle the CRR
owner to be charged or to receive compensation when the ERCOT
transmission grid experiences congestion across a related CRR
transmission path. One type, point-to-point obligations, will result in the
owner either being charged or receiving a payment; the other type, pointto-point options, can only result in the owner receiving a payment.

IX.

Hedging Transaction and Term Limits
The volume of any Hedge Instrument transaction shall not exceed 100%
of the volume of the underlying CPS Energy physical energy asset that is
being hedged. The maximum term of any Hedge Instrument shall be six
years.

X.

Broker and Counterparty Requirements
All brokerage account agreements for CPS Energy must be approved by
the Hedging Officers.
Firms brokering hedging transactions for
CPS Energy must execute dealer certification statements required by
section 2256.005(k) of the Texas Government Code (PFIA) in a form
acceptable to CPS Energy.

CPS Energy - Energy Price Risk Management Policy
Effective January 31, 2021
Updated By: Energy Portfolio Strategy Committee

Page 11

CPS Energy requires counterparties to all transactions governed by this
policy, or brokerage companies conducting such transactions on behalf of
CPS Energy, to execute an acceptable contract or agreement specifying
the terms and conditions under which such transactions will be executed.
Counterparties and brokers will also be required to maintain an acceptable
credit profile based on criteria established by the Enterprise Risk
Management & Solutions Division (ERMS) and the HOC.
XI.

Hedging Transaction Accounting
The Controller Division is responsible for the recording and ERMS is
responsible for the reporting of CPS Energy hedging transactions
executed under this EPRM Policy. Such accounting and reporting shall
include:
A. Maintenance of adequate detail and summary records regarding all
hedging transactions.
B. Preparation of accounting entries in accordance with Generally
Accepted Accounting Principles to record the purchase and sale of
hedging contracts, the gains and losses associated with hedging
transactions, and crediting the gains and losses to the costs of assets
that are being hedged. Hedge Instrument transaction gains or losses
will be used to offset related fuel and energy expenses as applicable.
C. Preparation of required financial and accounting disclosures in
published financial statements.

XII.

Hedging Transaction Monitoring and Reporting
CPS Energy fuel related positions and the value of the associated Hedge
Instruments shall be reviewed on a daily basis. The daily review will
include analysis of market value, risk exposure and the prevention of
conflict in hedge positions to include offsetting physical positions.
CPS Energy’s transmission congestion related positions will be reviewed
on a monthly basis by the HOC.
Risk management reports should be based on the principles of:
a) adequate compliance limit monitoring; b) accuracy of data sources; and
c) frequency and quality of information. All reports should communicate
the price risks assumed by CPS Energy. Information pertaining to
performance measurement and program evaluation will be included in
required reports and will be used as a basis for CPS Energy discussions
and strategy setting.
The EPSC is responsible for the submission of reports of CPS Energy
hedging transactions to the Board, while the preparation and generation of
these reports will be the responsibility of the HOC. These reports include:
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A. Exception Reporting
The Board will be immediately informed in the event of significant and
material violations of the provisions of the EPRM Policy, including
instances involving materially exceeding established trading limits or
portfolio risk exposure limits established by the EPSC.
B. Periodic Reporting
A report will be prepared quarterly and submitted to the Board. The
report will be signed by the EPSC Chair, or its designated
representatives, and will state compliance of the hedging portfolio as it
relates to the EPRM Policy and, as applicable, the PFIA. The quarterly
report shall include:
1. Marked-to-market open hedge positions with the offsetting physical
position at the end of the reporting period.
2. Summary of hedge positions that were closed during the reporting
period with associated gains or losses, and any corresponding
closed physical energy asset positions with associated gains or
losses.
3. An assessment of CPS Energy financial risk exposure of open
hedge positions.
4. Statement of compliance with the EPRM Policy and, as applicable,
the PFIA.
The quarterly reports will be reviewed at least annually by an
independent auditor and the results presented to the Board by the
auditor.
C. Other Reporting
Additional reports as required by hedging program administrative
procedures on the status and results of hedging activity will be
prepared and distributed. These reports will also be reviewed
annually by an independent auditor for compliance with the EPRM
Policy and adequacy of management controls as specified by the
Operations Manual.
XIII.

Requirements and
Personnel Training

Controls,

Ethics

Policy

Compliance

and

A. General – Each person responsible for the purchase, sale,
management and reporting of Hedge Instrument transactions is bound
by the requirements of the CPS Energy EPRM Policy, Board
resolutions, and applicable State and federal statutes and regulatory
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provisions. Proper controls will be maintained to ensure that hedging
transactions and associated physical transactions are made within the
guidelines of this EPRM Policy; that the transactions are conducted in
a prudent, responsible, and ethical manner; and that adequate
reporting is in place.
B. Ethics Policy Compliance – CPS Energy personnel involved or
responsible for the purchase, sale, management and reporting of
transactions governed by the EPRM Policy shall adhere to all
provisions of CPS Energy’s Ethics Policy and other written policies on
conflicts of interest and business ethics. Violations of these policies, or
personal or familial relationships of CPS Energy employees with
brokerage firms or other entities with which CPS Energy conducts
business pursuant to the EPRM Policy, will be disclosed in writing to
the Board and to the Texas Ethics Commission.
It is contrary to the values of the Board to allow retaliation against any
CPS Energy employee in good faith reporting potential violations of
this EPRM Policy, laws or regulations governing operations with
respect to hedging transactions. An employee who so retaliates shall
be considered to have violated CPS Energy’s Ethics Policy.
C. Professional Competency and Training – All CPS Energy staff
involved in the purchase, sale, management and reporting of
transactions governed by the EPRM Policy will be expected to attend
or participate in internal and external training opportunities, and to
devote time and effort through self-study to maintain technical
competence.
Additional direction on training and professional
competency is addressed further in the Operations Manual. The
EPSC Chair shall also seek to assure that at all relevant times,
CPS Energy has, or has access to, one or more representatives with
specific knowledge to evaluate an executory hedging transaction and
its risk.
XIV.

Review of EPRM Policy
Internal controls and compliance with the EPRM Policy will be reviewed
annually by independent certified public accountants. Their assessment
and recommendations will be provided to applicable CPS Energy
management and to the Board.
The Board shall review this EPRM Policy at least annually. Pursuant to
this review, the Board shall adopt a resolution stating that it has reviewed
the policy and, if any changes are made to the policy as a result of this
review, the resolution will include those changes.
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Attachment "A" to the December 14, 2020
Regular Board Meeting Minutes

CPS Energy Board of Trustees Meeting
December 14, 2020
APPROVAL of PROCUREMENT ITEMS
Table of Contents

I

1.

Item Description:
Purchase Category:
Supplier:
Supplier:
Supplier:
Supplier:
Supplier:

Engineering Services for Electric Distribution
Professional Services
HMI Technical Solutions, LLC
Black & Veatch Corporation
EN Engineering, LLC
HBK Engineering, LLC
Merrick & Company

2.

Item Description:
Purchase Category:
Supplier:
Supplier:
Supplier:
Supplier:

Geotechnical Engineering Services
Professional Services
Arias & Associates Inc.
Braun lntertec Corporation
Terracon Consultants Inc.
TTL, Inc.
Digitally signed by Almaraz,

Frankl.
Almaraz, Frank T. Date:
2020.12.08 17:14:S 1 •06'00'

Paula Gold·Wilhams, President & CEO
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CPS Energy Board of Trustees Meeting
December 14, 2020
PROCUREMENT FORM 1
Item Description
Purchase Order Value
Purchase Category
Department
Vice President
Chief Operating Officer

Engineering Services for Electric Distribution
$31,800,000
Professional Services
Distribution Engineering
Richard Medina
Cristopher Eugster

What we plan to do & why it is of value to our customers & company
These contracts are required to provide services for the engineering design of large, complex electric distribution system
projects, such as system growth projects, system upgrade projects, grid modernization and automation projects and other
reliability improvement projects. The contracts will enable CPS Energy to implement projects that will improve reliability
while accommodating system growth. The increased reliability of the system will provide value to CPS Energy and the City
of San Antonio in addition to supporting economic growth. This is a recurring procurement item. These contracts will have
a three‐year term and will expire in December 2023.
Subcontracting opportunities associated with the contracts
All five (5) companies have agreed to subcontract at least 15% of the work to local/diverse businesses.

Supplier Name

SBA
Classification

Recommended Supplier(s) & Spend
SBA
Classification
PO Term
PO Value
Details

PO #

NEW
HMI Technical
Solutions, LLC

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$

4,200,000

2193726

NEW
Black & Veatch
Corporation

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$

3,000,000

2193729

EN Engineering, LLC

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$ 13,000,000

2193725

HBK Engineering,
LLC

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$

6,500,000

2193727

Merrick & Company

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$

5,100,000

2193728

Total

Comments

$ 31,800,000
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CPS Energy Board of Trustees Meeting
December 14, 2020
PROCUREMENT FORM 1 (continued)
Annual Funds Budgeted
FY

Funding Method

Corporate
Annual Budget

Projected FY21
PO Spend

% Of Annual
Corp Budget

21

Capital

$684,100,000

$85,000

0.01%

Projected
FY22 PO
Spend
$7,650,000

21

Non‐Fuel O&M

$712,800,000

$15,000

0.00%

$1,350,000

Projected FY23 &
FY24 PO Spend
$19,295,000
$3,405,000

This procurement item is not competitively sensitive; therefore, there are no restrictions on disclosure to the public.
Procurement Item: Professional Services

$31,800,000 100%

Local / Diverse

Local / Non‐Diverse

Non‐Local / Diverse

Non‐Local / Non‐Diverse
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PROCUREMENT FORM 2
Item Description
Purchase Order Value
Purchase Category
Department
Vice President
Chief Operating Officer

Geotechnical Engineering Services
$1,810,000
Professional Services
Substation and Transmission Maintenance and Construction
Paul Barham
Cristopher Eugster

What we plan to do & why it is of value to our customers & company
These contracts are required to provide Geotechnical Engineering Services to support operations within CPS Energy's civil
engineering, civil construction and underground construction departments. This is a recurring service, required for the
design and construction of substations and transmission facilities. The scope of services for these contracts includes
exploratory soil boring, laboratory soil testing, construction density compaction testing services, and other geotechnical
services for multiple transmission line and substation construction projects. These contracts have a three year term and
will expire in January 2024.
Subcontracting opportunities associated with the contracts
There are no subcontracting opportunities associated with this contract.

Supplier Name

SBA
Classification

Recommended Supplier(s) & Spend
SBA
Classification
PO Term
PO Value
Details

PO #

Comments
Corporate
headquarters
located in San
Antonio

Local / Diverse

Male,Sml,No
Hub/Vet,
Hispanic
American

3 Years

$

452,500

2193721

NEW
Braun Intertec
Corporation

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$

452,500

2193724

NEW
Terracon
Consultants Inc.

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$

452,500

2193722

NEW
TTL, Inc.

Local / Non‐
Diverse

Male,Lrg,No
Hub/Vet,Non
Minority

3 Years

$

452,500

2193723

$

1,810,000

NEW
Arias & Associates
Inc.

Total

Page 4 of 5

Attachment "A" to the December 14, 2020
Regular Board Meeting Minutes

CPS Energy Board of Trustees Meeting
December 14, 2020
PROCUREMENT FORM 2 (continued)
Annual Funds Budgeted
FY

Funding Method

Corporate
Annual Budget

Projected FY21
PO Spend

% Of Annual
Corp Budget

21

Capital

$684,100,000

$0

0.00%

Projected
FY22 PO
Spend
$800,000

21

Non‐Fuel O&M

$712,800,000

$0

0.00%

$0

Projected FY23 &
FY24 PO Spend
$1,010,000
$0

This procurement item is not competitively sensitive; therefore, there are no restrictions on disclosure to the public.
Procurement Item: Professional Services
$452,500 25%

$1,357,500 75%

Local / Diverse

Local / Non‐Diverse

Non‐Local / Diverse

Non‐Local / Non‐Diverse
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OPERATIONS OVERSIGHT COMMITTEE (OOC) MEETING
EXECUTIVE SUMMARY AND CHAIR REPORT FROM THE NOVEMBER 2, 2020 MEETING
PREPARED FOR COMMITTEE CHAIR, DR. WILLIS MACKEY
FOR REPORT AT THE DECEMBER 14, 2020 BOARD OF TRUSTEES MEETING
The Operations Oversight Committee met on November 2, 2020. As part of the agenda, the
Committee:
A. Approved meeting minutes from the prior meeting held on August 18, 2020.
B. Received an Operations: Winter Readiness Update that included:
a. a status update on winter preparations Energy Delivery Services and Power
Generation;
b. an updated status on plant performance and key maintenance activities; and
c. an explanation of mitigation efforts to address Covid-19 challenges.
C. Received an update on the Electric Vehicle (EV) Update that included:
a. a status update on the impact of EVs on the grid;
b. an update on the EV forecast for Bexar County; and
c. an overview of customer & media outreach efforts in support of EVs.
D. Received an update on the Routing & Siting efforts that included:
a. an update on the approval process for Tezel Project;
b. an overview of public participation in the routing & siting process for the Tezel
Project; and
c. an update on the Scenic Loop Project and next steps.
E. Received an update on Gas Solutions: Winter Readiness, that included:
a. an overview of the current venture into renewable natural gas; and
b. an update on Gas’ winter readiness preparations.
F. Received an update on Gas Solutions: Locating Services Overview & Procurement
Preview, that included:
a. an overview of the upcoming Locating Services contract renewal; and
b. an explanation of the vital role locating services play in providing safe, reliable gas
to our customers.
G. Received an update on the FlexSTEP: Creating a Flexible Future for our Customers, that
included:
a. an explanation of the process for designing the FlexSTEP program; and
b. an update on the challenges the STEP Bridge program has faced due to Covid-19.
The next meeting of the Operations Oversight Committee meeting is Spring 2021.
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Attachment "C" to the December 14, 2020
Regular Board Meeting Minutes

OPERATIONS OVERSIGHT COMMITTEE (OOC)
ALIGNED RISK SUB-COMMITTEE MEETING
EXECUTIVE SUMMARY AND CHAIR REPORT FROM THE NOVEMBER 2, 2020 MEETING
PREPARED FOR COMMITTEE MEMBER, DR. WILLIS MACKEY
FOR REPORT AT THE DECEMBER 14, 2020 BOARD OF TRUSTEES MEETING
The OOC Aligned Risk Sub-Committee (Sub-Committee) met on November 2, 2020. As part of the agenda,
the Sub-Committee:
A. Approved meeting minutes from the previous Operations Oversight & Technology & Innovation
Aligned Risk Sub-Committee Meeting held on August 8, 2020.
B. Explained transfer of action item from previous meeting to the Technology & Innovation Aligned Risk
Sub-Committee.
C. Received presentations on risks & mitigations focused on the following topics:
1.

Highlights of Environment, Social & Governance Landscape

2.

Discuss how Flexible PathSM strategy addresses ESG risks

3.

Review our balanced approach and other considerations

The next meeting of the Sub-Committee is to be determined.
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Attachment "D" to the December 14, 2020
Regular Board Meeting Minutes

TECHNOLOGY & INNOVATION COMMITTEE (T&I) MEETING
EXECUTIVE SUMMARY AND CHAIR REPORT FROM THE NOVEMBER 12, 2020 MEETING
PREPARED FOR COMMITTEE MEMBER, TRUSTEEE JANIE GONZALEZ
FOR REPORT AT THE DECEMBER 14, 2020 BOARD OF TRUSTEES MEETING
The Technology & Innovation Committee met on November 12, 2020. As part of the Technology &
Innovation Committee Meeting agenda, the Committee:
A. Approved meeting minutes from the prior meeting, held on August 18, 2020.
B. Received a status update on the SmartSA Data Sharing Process & Principles, Fiber Network Strategy
Update, and Electric Vehicle Update: Programs & Marketing.
C. New action items were generated from this session.
a. Provide approach for auditing data once released to municipal partners for the Interlocal Data
Sharing Agreement
b. Provide Vendor performance update to see how they are performing
The next meeting of the Technology & Innovation Committee Meeting is to be determined.
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Attachment "E" to the December 14, 2020
Regular Board Meeting Minutes

TECHNOLOGY & INNOVATION (T&I)
ALIGNED RISK SUB-COMMITTEE MEETING
EXECUTIVE SUMMARY AND CHAIR REPORT FROM THE NOVEMBER 12, 2020 MEETING
PREPARED FOR COMMITTEE MEMBER, MS. JANIE GONZALEZ
FOR REPORT AT THE DECEMBER 14, 2020 BOARD OF TRUSTEES MEETING
The Technology & Innovation Aligned Risk Sub-Committee (Sub-Committee) met on November 12, 2020. As
part of the Sub-Committee agenda, the Sub-Committee:
A. Reviewed the action item from the previous meeting
B. Highlighted the Environmental, Social & Governance risk landscape
C. Received an update on the impact of electric vehicles on CPS Energy & related risks and mitigations.
The next meeting of the Sub-Committee is to be determined.
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