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SUMMARY:

The City of Louisville desires to maintain an appropriate level of financial resources to
guard its citizens against service disruption in the event of unexpected revenue
shortfalls or unanticipated one-time expenditures.

Reserves are accumulated and maintained to provide stability and flexibility to respond
to unexpected adversity and/or opportunities. Found under our City Financial Policies
under Section 2, our Reserve Policy establishes reserve amounts the City will strive to
maintain in its General Fund and its other major operating funds.

With the recent adoption and establishment of two new funds, Open Space Fund (210)
and Parks Fund (211), staff is proposing the modification of Financial Policy Section 2 —
Reserve Policies to strike reference to the former fund (Open Space and Parks - Fund
201) and create a new section for each fund.

While the primary purpose of this item is to update Financial Policy Section 2 — Reserve
Policies, it was noted during the March 215 Finance Committee Meeting a discrepancy
under Einancial Policy Section 6.7 — Performance Standards and Reporting, the
frequency of investment reports to Finance Committee was recommended to be
updated from Monthly to Quarterly, to align with existing practices.

Attached to this memo are red-lined version and clean versions of Financial Policy
Section 2 — Reserve Policies and Section 6 — Investment Policies.

This item was presented to Finance Committee of April 18", feedback from that meeting
has been included in today’s item. Of note, their recommendation to reduce the
designated amount of annual incremental sales and use tax revenue codified within
Municipal Section 3.20.200(A)(3) be encumbered for acquisition to 30%.

Proposed modifications are outlined below.

SUMMARY OF PROPOSED AMENDMENTS:
Staff recommends the following;

For the newly established Open Space and Park Funds;
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e Maintaining a minimum operational reserve of 15% for each newly created fund;
and
e Establishing an acquisition reserve to fund future Open Space Acquisitions within
the Open Space Fund; and
o Designating that 30% of the annual incremental Open Space Sales and
Use Tax revenue, codified within Municipal Section 3.20.200(A)(3) be
encumbered for Acquisition until a target amount is achieved; and
e Re-Codifying the annual General Fund Transfer for Park Operations

For Golf Course Fund Reserves;
¢ Removing reference that capital expenditures will be funded by the Capital Fund

For the Investment Policy;
¢ Modifying the frequency in which the Finance Director provides investment
reports to Finance Committee shall be updated from Monthly to Quarterly, to
align with existing practices.

SUMMARY OF ADJUSTMENTS SINCE THE APRIL 18, FINANCE COMMITTEE
MEETING:

This item was presented to Finance Committee of April 18", feedback from that meeting
has been included in today’s item. Of note, their recommendation to reduce the
designated amount of annual incremental sales and use tax revenue codified within
Municipal Section 3.20.200(A)(3) be encumbered for acquisition to 30%.

BACKGROUND:

Financial policies are central to a strategic, long-term approach to financial
management and are intended to serve as a blueprint to achieve the financial stability
required to accomplish the City’s goals and objectives. More specifically, the intent of
adopting a written set of financial policies is to institutionalize good financial
management, clarify strategic intent for financial management, define certain
boundaries and limits on actions that staff may take, support good bond ratings,
promote long-term and strategic thinking, manage risks to financial condition, and
comply with established best practices in public management.

The City’s Financial Policies have been written in relatively broad terms as guidelines
for financial management decisions. These policies should not be confused with
administrative statements of operating procedure, which cover the detailed steps
needed to accomplish business processes.

The City of Louisville’s initial Fiscal Policies were adopted in 1984 and were updated
intermittently until 1997. In December 15, 2015, the City Council formally approved the
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Financial Policies by Resolution 92, Series 2015. They were last amended on
December 21, 2021.

The current set of financial policies include an Introduction Section and the following
eight Policy Sections:

. General Policies

. Reserve Policies*

. Debt Policies

. Revenue Policies

. Operating Budget Policies

. Investment Policies*

. Capital Asset Management Policies

. Accounting, Auditing, and Financial Reporting Policies

O~NOOT A, WNE

* This item proposes adjustments to these Sections.

The primary purpose of this item is to amend Section 2 of the City Financial Policies,
Reserve Policies to align with the recently ordinance directed bifurcation of the Open
Space and Parks Fund into separate Open Space Fund and Parks Fund, thus requiring
an update.

Secondly, other minor edits are being proposed at this time. Specifically, to Section 2.7
of Financial Policy, Golf Course Fund Reserve and Section 6.7 Investment Policy,
modifying the frequency of Investment reporting from Monthly to Quarterly to align with
actual practice.

The Government Finance Officers Association (GFOA) describes a Reserve Policy as a
“cornerstone of financial flexibility” to buffer shocks and to manage risk. Reserve
policies are essential to a) Define the amount held in reserve and b) Describe its
purpose and uses.

Attachments:
1. Updated Financial Policy 2 — Reserve Policies — Redlined
2. Updated Financial Policy 2 — Reserve Policies — Clean
3. Updated Financial Policy 6 — Investment Policies — Redlined
4. Updated Financial Policy 6 — Investment Policies — Clean
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STRATEGIC PLAN IMPACT:

X Financial Stewardship & | O Reliable Core Services
Asset Management
O Vibrant Economic O ﬁ Quality Programs &
Climate W Amenities
L] Engaged Community O @ Healthy Workforce
L] Supportive Technology O] Collaborative Regional
Partner
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Policy Section: 2

Reserve Policies Adopted by: Council Action
Effective Date: December21-

2021May 7, 2024

Purpose and Scope

The City of Louisville desires to maintain an appropriate level of financial resources to guard its
citizens against service disruption in the event of unexpected revenue shortfalls or unanticipated
one-time expenditures. This policy is also intended to document the appropriate reserve levels
to protect the City’s credit worthiness and maintain its good standing with bond rating agencies.

Reserves are accumulated and maintained to provide stability and flexibility to respond to
unexpected adversity and/or opportunities. This policy establishes the reserve amounts the City
will strive to maintain in its General Fund and its other major operating funds. This policy also
stipulates the conditions under which those reserves may be used and how the reserves will be
replenished if they fall below established reserve amounts.

The City will measure its compliance with this policy as of December 31st of each year, as soon
as practical after final year-end information is audited and becomes available.

Policies

2.1 General Fund Reserves. The minimum unrestricted fund balance of the General Fund shall
be maintained at or above 15% of current operating expenditures. For purpose of this policy,
operating expenditures are defined as all expenditures less any one-time, non-recurring
transfers to other funds. Annual, recurring support transfers to other funds will be included in
the definition of current operating expenditures.

While the minimum unrestricted fund balance is set at 15% of current operating expenditures,
the targeted unrestricted fund balance will be at or above 25% of current operating
expenditures. This higher target is in recognition of:

o the General Fund’s reliance on revenue sources that are subject to fluctuations (sales and
use taxes);

o the General Fund’s exposure to unexpected and significant one-time expenditure outlays
(transfers to the Capital Projects Fund, mid-year changes to operations, disasters, etc.);
and

o the potential drain on General Fund resources from other funds (recurring support
transfers to the Open-Space-&Parks Fund, the Cemetery Fund, and the Recreation Fund).



2.2

The use of General Fund reserves will be limited to addressing unanticipated, non-recurring
needs. Reserves shall not normally be used for recurring annual operating expenditures.
However, reserves may be used to provide the City time to restructure operations (as might
be required in an economic downturn), but such use will only take place in the context of a
long-term financial plan.

The City Council will annually consider one-time transfers of excess reserves to other funds
for one-time uses. Examples include transfers to the Capital Projects Fund to help fund
specific capital projects or transfers to the Open Space Fund or& Parks Fund for property
acquisition reserves.

Use of reserves below the 25% target requires authorization from City Council.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly
as reasonably possible and will be presented as part of a long-term financial plan. Methods
of replenishing fund balance may include the use of non-recurring revenue, year-end
surpluses, and, if legally permissible, excess resources from other funds.

Open Space-&Parks Fund Reserves. The entire fund balance for the Open Space-and
Parks Fund is restricted by veters-ordinance as set forth in section 3.20.600 of the Louisville
Municipal Code, including for acquisition_of land in and around the city for open space buffer
zones, trails, wildlife habitats, wetlands preservation, and for the development, construction,
operation and maintenance of such open space zones, trails, wildlife habitats, wetlands and
mitigation of wildfires in open space areas.

The minimum fund balance of the Open Space and-Parks-Fund shall be maintained at or
above 15% of current operating expenditures. For purpose of this policy, operating
expenditures include only open space and-parks-operations and exclude all interfund transfers
and capital outlay. Use of reserves below the 15% minimum requires authorization from City
Council.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly
as reasonably possible and will be presented as part of a long-term financial plan.

Within the Open Space Fund, separate and apart from the minimum fund balance, an
acquisition reserve is established to fund future open space acquisitions. A minimum of 30%
of the annual budgeted sales and use tax revenue proceeds from the tax established in
Section 3.20.200(A)(3) of the Louisville Municipal Code shall be encumbered for acquisition
of open space land in and around the city, until a target reserve is achieved. Any remaining
unencumbered funds available in the Open Space Fund above the minimum fund balance
once the calendar vyear is closed, shall also be directed into the acquisition reserve until a
target reserve is achieved. The target acquisition reserve amount shall be set by City
Council from time to time through the budget process. Use of acquisition reserves for
purposes other than open space acquisition requires authorization from City Council.

In the event acquisition reserves are used for purposes other than open space acquisition,
a plan will be developed by the City Manager to replenish the reserves as quickly as
reasonably possible and will be presented as part of a long-term financial plan.




Transfers from the General Fund or Capital Projects Fund into the Open Space Fund
for property acquisition shall be deemed committed for that purpose.

2.3 Park Fund Reserves. The entire fund balance for the Parks Fund is restricted by

votersordinance for acquisition of land in and around the city for parks; and for the
development, construction, operation and maintenance of parks.

The minimum fund balance of the Parks Fund shall be maintained at or above 15% of
current operating expenditures. For purpose of this policy, operating expenditures include
only parks operations and exclude all interfund transfers and capital outlay. Use of reserves
below the 15% minimum requires authorization from City Council.

The Parks Fund requires a recurring annual transfer from the General Fund to fund its
operating deficit. This annual transfer will be calculated by taking the amount of funding
provided by the General Fund for Parks in 2007 ($626,900) and inflating that amount on an
annual basis by the regional Consumer Price Index for All Urban Consumers. The 2007
funding level for Parks is the starting point for the calculation. In 2024, the budgeted annual
transfer from the General Fund amount was $1,017,900.

Transfers from the General Fund or Capital Projects Fund for property acquisition shall be
deemed committed for that purpose.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly

2-32.4Cemetery Fund Reserves. The minimum unrestricted fund balance of the Cemetery Fund

shall be maintained at or above 15% of current operating expenditures. For purpose of this
policy, operating expenditures are defined as all expenditures, excluding interfund transfers
and capital outlay.

The Cemetery Fund requires a recurring annual transfer from the General Fund to fund its
operational deficit. This transfer will be adjusted on an annual basis to ensure that the
unrestricted fund balance of the Cemetery Fund is maintained at or above 15% of current
operating expenditures.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly
as reasonably possible and will be presented as part of a long-term financial plan. Methods
of replenishing fund balance may include the use of non-recurring revenue, year-end



surpluses, and, if legally permissible, excess resources from other funds.

242.5Combined Utility Fund Reserves. The Water, Wastewater, and Storm Water Utility
Funds are enterprise funds and, therefore, the measure of reserves is based on levels of
working capital rather than on levels of fund balance. It is important to maintain adequate
levels of working capital in these funds to mitigate risks and to ensure a stable fee structure
and service level.

The minimum working capital for the Water, Wastewater, and Storm Water Utility Funds shall
be maintained at or above 25% of current operating expenses, as measured on the City’'s
budgetary basis. For purpose of this policy, operating expenses are defined as all budgetary-
basis expenses, excluding interfund transfers and capital outlay.

In the event reserves are used resulting in a working capital balance below the 25% minimum,
a plan will be developed by the City Manager to replenish the reserves as quickly as
reasonably possible and will be presented as part of a long-term financial plan. Methods of
replenishing working capital may include the use of non-recurring revenue, year-end
surpluses, and, if legally permissible, excess resources from other funds.

252.6Recreation Fund Reserves. The minimum fund balance of the Recreation Fund shall be
maintained at or above 15% of current operating expenditures. For purpose of this policy,
operating expenditures are defined as all expenditures, excluding interfund transfers and
capital outlay.

In addition to maintaining an operating reserve, the Recreation Fund will also maintain a
capital asset renewal and replacement reserve. The purpose of this reserve is to accumulate
funds for the timely renewal and replacement of Recreation Center and Memory Square Pool
assets. The methodology for calculating this reserve will be approved by the Finance
Committee.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum and capital asset renewal and replacement reserves, a plan will be developed by
the City Manager to replenish the reserves as quickly as reasonably possible and will be
presented as part of a long-term financial plan. Methods of replenishing fund balance may
include the use of non-recurring revenue, year-end surpluses, and, if legally permissible,
excess resources from other funds.

The City Council recognizes that the dedicated sales tax and user fee revenues may not be
sufficient and the Recreation Fund may also need to rely on annual General Fund transfers.
The annual General Fund transfer will be calculated by taking the General Fund subsidy for
the Recreation Center/Memory Square Pool in 2017 ($986,300) and inflating that amount on
an annual basis by the regional Consumer Price Index for All Urban Consumers. The 2017
General Fund subsidy level is the starting point for the calculation, since that is the last year
that the Recreation Center and Memory Square Pool were funded within the General Fund.

In addition to the annual General Fund transfer towards the annual operating costs, minimum
fund balance requirements, and capital asset renewal and replacement reserves, this policy
also authorizes an annual transfer from the Capital Projects Fund to the Recreation Fund in
the amount of $125,000 for 2019 and each year thereafter inflated on an annual basis by the
regional Consumer Price Index for All Urban Consumers. This transfer is restricted for capital
outlay.

2-62.7Golf Course Fund Reserves. The minimum working capital balance of the Golf Course Fund
shall be maintained at or above 15% of current operating expenditures. For purpose of this
policy, operating expenditures are defined as all expenditures, excluding interfund transfers



and capital outlay.

In the event reserves are used resulting in working capital balance below the 15% minimum,
a plan will be developed by the City Manager to replenish the reserves as quickly as
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Policy Section: 2

Reserve Policies Adopted by: Council Action
Effective Date: May 7, 2024

Purpose and Scope

The City of Louisville desires to maintain an appropriate level of financial resources to guard its
citizens against service disruption in the event of unexpected revenue shortfalls or unanticipated
one-time expenditures. This policy is also intended to document the appropriate reserve levels
to protect the City’s credit worthiness and maintain its good standing with bond rating agencies.

Reserves are accumulated and maintained to provide stability and flexibility to respond to
unexpected adversity and/or opportunities. This policy establishes the reserve amounts the City
will strive to maintain in its General Fund and its other major operating funds. This policy also
stipulates the conditions under which those reserves may be used and how the reserves will be
replenished if they fall below established reserve amounts.

The City will measure its compliance with this policy as of December 315t of each year, as soon
as practical after final year-end information is audited and becomes available.

Policies

2.1 General Fund Reserves. The minimum unrestricted fund balance of the General Fund shall
be maintained at or above 15% of current operating expenditures. For purpose of this policy,
operating expenditures are defined as all expenditures less any one-time, non-recurring
transfers to other funds. Annual, recurring support transfers to other funds will be included in
the definition of current operating expenditures.

While the minimum unrestricted fund balance is set at 15% of current operating expenditures,

the targeted unrestricted fund balance will be at or above 25% of current operating

expenditures. This higher target is in recognition of:

¢ the General Fund’s reliance on revenue sources that are subject to fluctuations (sales and
use taxes);

¢ the General Fund’s exposure to unexpected and significant one-time expenditure outlays
(transfers to the Capital Projects Fund, mid-year changes to operations, disasters, etc.);
and

o the potential drain on General Fund resources from other funds (recurring support
transfers to the Parks Fund, the Cemetery Fund, and the Recreation Fund).



2.2

The use of General Fund reserves will be limited to addressing unanticipated, non-recurring
needs. Reserves shall not normally be used for recurring annual operating expenditures.
However, reserves may be used to provide the City time to restructure operations (as might
be required in an economic downturn), but such use will only take place in the context of a
long-term financial plan.

The City Council will annually consider one-time transfers of excess reserves to other funds
for one-time uses. Examples include transfers to the Capital Projects Fund to help fund
specific capital projects or transfers to the Open Space Fund or Parks Fund for property
acquisition reserves.

Use of reserves below the 25% target requires authorization from City Council.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly
as reasonably possible and will be presented as part of a long-term financial plan. Methods
of replenishing fund balance may include the use of non-recurring revenue, year-end
surpluses, and, if legally permissible, excess resources from other funds.

Open Space Fund Reserves. The entire fund balance for the Open Space Fund is
restricted by ordinance as set forth in section 3.20.600 of the Louisville Municipal Code,
including for acquisition of land in and around the city for open space buffer zones, trails,
wildlife habitats, wetlands preservation, and for the development, construction, operation
and maintenance of such open space zones, trails, wildlife habitats, wetlands and mitigation
of wildfires in open space areas.

The minimum fund balance of the Open Space Fund shall be maintained at or above 15%
of current operating expenditures. For purpose of this policy, operating expenditures include
only open space operations and exclude all interfund transfers and capital outlay. Use of
reserves below the 15% minimum requires authorization from City Council.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly
as reasonably possible and will be presented as part of a long-term financial plan.

Within the Open Space Fund, separate and apart from the minimum fund balance, an
acquisition reserve is established to fund future open space acquisitions. A minimum of 30%
of the annual budgeted sales and use tax revenue proceeds from the tax established in
Section 3.20.200(A)(3) of the Louisville Municipal Code shall be encumbered for acquisition
of open space land in and around the city, until a target reserve is achieved. Any remaining
unencumbered funds available in the Open Space Fund above the minimum fund balance
once the calendar year is closed, shall also be directed into the acquisition reserve until a
target reserve is achieved. The target acquisition reserve amount shall be set by City
Council from time to time through the budget process. Use of acquisition reserves for
purposes other than open space acquisition requires authorization from City Council.

In the event acquisition reserves are used for purposes other than open space acquisition,
a plan will be developed by the City Manager to replenish the reserves as quickly as
reasonably possible and will be presented as part of a long-term financial plan.

Transfers from the General Fund or Capital Projects Fund into the Open Space Fund
for property acquisition shall be deemed committed for that purpose.



2.3
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2.5

2.6

Park Fund Reserves. The entire fund balance for the Parks Fund is restricted by
ordinance for acquisition of land in and around the city for parks; and for the development,
construction, operation and maintenance of parks.

The minimum fund balance of the Parks Fund shall be maintained at or above 15% of
current operating expenditures. For purpose of this policy, operating expenditures include
only parks operations and exclude all interfund transfers and capital outlay. Use of reserves
below the 15% minimum requires authorization from City Council.

The Parks Fund requires a recurring annual transfer from the General Fund to fund its
operating deficit. This annual transfer will be calculated by taking the amount of funding
provided by the General Fund for Parks in 2007 ($626,900) and inflating that amount on an
annual basis by the regional Consumer Price Index for All Urban Consumers. The 2007
funding level for Parks is the starting point for the calculation. In 2024, the budgeted annual
transfer from the General Fund amount was $1,017,900.

Transfers from the General Fund or Capital Projects Fund for property acquisition shall be
deemed committed for that purpose.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly
as reasonably possible and will be presented as part of a long-term financial plan.
Cemetery Fund Reserves. The minimum unrestricted fund balance of the Cemetery Fund
shall be maintained at or above 15% of current operating expenditures. For purpose of this
policy, operating expenditures are defined as all expenditures, excluding interfund transfers
and capital outlay.

The Cemetery Fund requires a recurring annual transfer from the General Fund to fund its
operational deficit. This transfer will be adjusted on an annual basis to ensure that the
unrestricted fund balance of the Cemetery Fund is maintained at or above 15% of current
operating expenditures.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum, a plan will be developed by the City Manager to replenish the reserves as quickly
as reasonably possible and will be presented as part of a long-term financial plan. Methods
of replenishing fund balance may include the use of non-recurring revenue, year-end
surpluses, and, if legally permissible, excess resources from other funds.

Combined Utility Fund Reserves. The Water, Wastewater, and Storm Water Utility Funds
are enterprise funds and, therefore, the measure of reserves is based on levels of working
capital rather than on levels of fund balance. It is important to maintain adequate levels of
working capital in these funds to mitigate risks and to ensure a stable fee structure and service
level.

The minimum working capital for the Water, Wastewater, and Storm Water Utility Funds shall
be maintained at or above 25% of current operating expenses, as measured on the City’s
budgetary basis. For purpose of this policy, operating expenses are defined as all budgetary-
basis expenses, excluding interfund transfers and capital outlay.

In the event reserves are used resulting in a working capital balance below the 25% minimum,
a plan will be developed by the City Manager to replenish the reserves as quickly as
reasonably possible and will be presented as part of a long-term financial plan. Methods of
replenishing working capital may include the use of non-recurring revenue, year-end
surpluses, and, if legally permissible, excess resources from other funds.

Recreation Fund Reserves. The minimum fund balance of the Recreation Fund shall be
maintained at or above 15% of current operating expenditures. For purpose of this policy,



2.7

operating expenditures are defined as all expenditures, excluding interfund transfers and
capital outlay.

In addition to maintaining an operating reserve, the Recreation Fund will also maintain a
capital asset renewal and replacement reserve. The purpose of this reserve is to accumulate
funds for the timely renewal and replacement of Recreation Center and Memory Square Pool
assets. The methodology for calculating this reserve will be approved by the Finance
Committee.

In the event reserves are used resulting in an unrestricted fund balance below the 15%
minimum and capital asset renewal and replacement reserves, a plan will be developed by
the City Manager to replenish the reserves as quickly as reasonably possible and will be
presented as part of a long-term financial plan. Methods of replenishing fund balance may
include the use of non-recurring revenue, year-end surpluses, and, if legally permissible,
excess resources from other funds.

The City Council recognizes that the dedicated sales tax and user fee revenues may not be
sufficient and the Recreation Fund may also need to rely on annual General Fund transfers.
The annual General Fund transfer will be calculated by taking the General Fund subsidy for
the Recreation Center/Memory Square Pool in 2017 ($986,300) and inflating that amount on
an annual basis by the regional Consumer Price Index for All Urban Consumers. The 2017
General Fund subsidy level is the starting point for the calculation, since that is the last year
that the Recreation Center and Memory Square Pool were funded within the General Fund.

In addition to the annual General Fund transfer towards the annual operating costs, minimum
fund balance requirements, and capital asset renewal and replacement reserves, this policy
also authorizes an annual transfer from the Capital Projects Fund to the Recreation Fund in
the amount of $125,000 for 2019 and each year thereafter inflated on an annual basis by the
regional Consumer Price Index for All Urban Consumers. This transfer is restricted for capital
outlay.

Golf Course Fund Reserves. The minimum working capital balance of the Golf Course Fund
shall be maintained at or above 15% of current operating expenditures. For purpose of this
policy, operating expenditures are defined as all expenditures, excluding interfund transfers
and capital outlay.

In the event reserves are used resulting in working capital balance below the 15% minimum,
a plan will be developed by the City Manager to replenish the reserves as quickly as
reasonably possible and will be presented as part of a long-term financial plan.
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Policy Section: 6
Investment Policies Adopted by Resolution No. 92, Series 2015
Effective Date: December15,2015May 7, 2024

Purpose and Scope

It is the policy of the City of Louisville to invest public funds in a manner which will provide the
highest investment return with the maximum security while meeting the daily cash flow demands
and conforming to all Colorado Revised Statutes, the City of Louisville Charter, and the City of
Louisville Municipal Code.

The provisions of this investment policy shall apply to all funds held in the custody of the City
and all of its offices. Except for cash in certain restricted and special funds, the City shall
consolidate, or “pool”, cash and investment balances from all funds to maximize investment
earnings and to increase efficiencies with regards to investment pricing, safekeeping, and
administration. The investment income derived from the pooled cash and investment accounts
shall be allocated to the various funds based on their respective participation and in accordance
with generally accepted accounting principles.

Policies

6.1 Objectives. In order of priority, the primary objectives of investment activities shall be
safety, liquidity, and yield:

o Safety. Safety of principal is the foremost objective of the investment program.
Investments shall be undertaken in a manner that seeks to ensure the preservation of
capital in the overall portfolio through the mitigation of credit risk and interest rate risk.

e Liquidity. The investment portfolio shall remain sufficiently liquid to meet all operating
requirements that may be reasonably anticipated. This shall be accomplished by
structuring the portfolio so that securities mature concurrent with cash needs to meet
anticipated demands. Furthermore, since all possible cash demands cannot be
anticipated, the portfolio shall consist largely of securities with active secondary or resale
markets. In addition, a portion of the portfolio may be placed in local government
investment pools (LGIPs) which offer same-day, constant dollar liquidity for short-term
funds.

¢ Yield. The investment portfolio shall be designed with the objective of attaining a market
rate of return throughout budgetary and economic cycles, taking into account the
investment risk constraints and liquidity needs. Return on investment is of secondary



6.2

6.4

importance compared to the safety and liquidity objectives described above. Securities
generally shall be held to maturity with the following exceptions:

o A security with a declining credit may be sold early to minimize loss of principal.

o A security swap would improve the quality, yield, or target duration of the portfolio.

o Liquidity needs of the portfolio require the security to be sold.

Delegation of Authority. The Finance Director shall be the designated investment officer
of the City and shall be responsible for all investment decisions and activities, under the
direction of the City Manager. The Finance Director shall establish investment policy
procedures for the operation of the investment program consistent with this policy. Such
procedures shall include explicit delegation of authority to persons responsible for
investment transactions. No person may engage in an investment transaction except as
provided under the terms of this policy and the procedures established by the Finance
Director.

The Finance Director may delegate the authority to conduct investment transactions and
manage the operation of the investment portfolio to one or more subordinates and/or an
external registered investment advisor who shall act in accordance with established
procedures on internal controls and in compliance with this investment policy.

Legal Investments. All investments shall be made in accordance with Colorado Revised
Statutes (CRS) as follows: CRS 11-10.5-101, et seq., Public Deposit Protection Act; CRS
24-75-601, et seq., Funds - Legal Investments for Government Units; CRS 24-75-603, et
seq., Depositories; CRS 24-75-701 and 702, et seq., Local Governments - Local
Government Pooling and that the investment or deposit meets the standard established in
section CRS 15-1-304. Any revisions or extensions of these sections of the CRS will be
assumed to be part of this Investment Policy immediately upon enactment.

To the extent possible, the City shall attempt to match its investments with anticipated cash
flow requirements. Unless matched to a specific cash flow, the City will not directly invest in
securities maturing more than five (5) years from the settlement date or in accordance with
state and local statutes and ordinance. Pursuant to CRS Section 24-75-601.1(1), as
amended from time to time, and subject to the limitations set forth therein, the securities
listed herein shall be eligible for investment of public funds by the City. In the event of a
conflict between CRS 24-75-601.1(1) and this policy, other than this policy being more
restrictive that CRS 24-75-601(1), CRS 24-75-601.1(1) shall control. Nothing herein shall
preclude the City from adopting a policy to permit securities other than those listed in CRS
24-75-601.1(1) for investment of public funds.

CRS 24-75-601(1) and this policy authorize the following investments:

e Any security issued by, fully guaranteed by, or for which the full credit of the United
States Treasury is pledged for payment; allowing for inflation indexed securities. The
period from the date of settlement of this type of security to the maturity date shall be no
more than five years, unless the City Council authorizes investment for a period in
excess of five years.

e Any security issued by, fully guaranteed by, or for which the full credit of the following is
pledged for payment: The Federal Farm Credit Bank, A Federal Home Loan Bank, the
Federal Home Loan Mortgage Corporation, The Federal National Mortgage Association,
the Government National Mortgage Association, or an entity or organization that is not



listed in this paragraph but that is created by, or the creation of which is authorized by,
legislation enacted by the United States Congress and that is subject to control by the
federal government that is at least as extensive as that which governs an entity or
organization listed in this paragraph. The period from the date of settlement of this type
of security to its maturity date shall be no more than three years. Any entity or
organization listed in this paragraph may represent up to but not more than 35% of the
investment portfolio. The total of the above mentioned entities or organizations and
inclusive of corporate or bank securities cannot represent more than 95% of the
investment portfolio.

Any security that is a general or revenue obligation of any state of the United States, the
District of Columbia, or any territorial possession of the United States or of any political
subdivision, institution, department, agency, instrumentality, or authority of any of such
governmental entities. The period from the date of settlement of this type of security to
the maturity date shall be no more than three years.

Any interest in a local government investment pool pursuant to CRS 24-75-701, et seq.

Any guaranteed investment contract (GIC) if at the time the contract or agreement is
entered into, the long-term credit rating, financial obligations rating, claims paying ability
rating, or financial strength rating of the party, or of the guarantor of the party, with whom
the public entity enters the contract or agreement is, at the time of issuance, rated in one
of the two highest rating categories by two or more nationally recognized securities
rating agencies that regularly issue such ratings. Contracts or agreements purchased
under this paragraph shall not have a maturity period greater than three years.

Any dollar-denominated corporate or bank security issued by a corporation or bank that
has a maturity of less than three years from the date of settlement and, at the time of
purchase, must carry at least two credit ratings from any of the nationally recognized
credit rating agencies and must not be rated below “AA— or Aa3” by any credit rating
agency. The aggregate value of all securities referred to in this paragraph shall equal no
more than 25% of the total portfolio.

Money market instruments, such as commercial paper or bankers' acceptance, must
carry at least two credit ratings from any of the nationally recognized credit rating
agencies and must not be rated below "Al, P1, or F1" by any credit rating agency.

Any money market fund that is registered as an investment company under the federal
“Investment Company Act of 1940”, as amended, at the time the investing public entity
invests in such fund. The money market fund must: 1) have no commission fee on the
charged on purchases or sales of shares; 2) have a constant daily net asset value per
share of $1.00; 3) limit assets of the fund to U.S. Treasury Securities; 4) have a
maximum stated maturity and weighted average maturity in accordance with Federal
Securities Regulation 270-2A-7; and 5) have a rating at the time of purchase of at least
AAAm by Standard & Poor’s or Aaa/MRI+ Moody’s

The purchase of any repurchase agreement of marketable securities referred to in the
preceding paragraphs. A Master Repurchase Agreement must be executed with the
bank or dealer. The securities must be delivered to the City’s custodian or to a third-
party custodian or third-party trustee for safekeeping on behalf of the City. The title to or
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a perfected security interest in such securities along with any necessary transfer
documents must be transferred to the City or the City’s custodian. The collateral
securities of the repurchase agreement must be collateralized at no less than one
hundred two percent and marked to market no less frequently than weekly.
Collateralization is required per the Public Deposit Protection Act, CRS 11-10.5-101 et
seq. The securities subject to the repurchase agreement may have a maturity in excess
of five years. The repurchase agreement itself may not have a maturity of more than
five years from the date of settlement unless the City Council authorizes investment for a
period in excess of five years.

o Certificates of deposit in state or national banks or in state or federally chartered savings
banks, which are state-approved depositories per CRS Section 24-75-603, et seq. (as
evidenced by a certificate issued by the State Banking Board) and are insured by the
FDIC. Certificates of deposit, which exceed the FDIC insured amount, shall be
collateralized in accordance with the Colorado Public Deposit Protection Act. Certificates
of deposit must comply with CRS Section 30-10-708 (1). The aggregate value of all
certificates of deposit shall equal no more than 25% of the total portfolio.

Standards of Care and Performance. The “reasonable prudence” standard shall be used
by investment officials in the context of managing an overall portfolio. The “reasonable
prudence” standard provides that investments shall be made with the judgment and care,
under circumstances then prevailing, which persons of prudence, discretion, and intelligence
exercise in the management of their own affairs, not in regard to speculation, but in regard
to the permanent disposition of funds, considering the probable income as well as the
probable safety of the capital.

Investment officers acting in accordance with written procedures and the investment policy
and exercising due diligence shall be relieved of personal responsibility for an individual
security’s credit risk or market price changes, provided deviations from expectations are
reported in a timely fashion and appropriate action is taken to control adverse
developments.

In addition, officers and employees involved in the investment process shall refrain from
personal business activity that could conflict with the proper execution and management of
the investment program, or that could impair their ability to make impartial decisions.
Employees and investment officials shall disclose to the City Manager any material interests
in financial institutions with which they conduct business. They shall further disclose any
personal financial/investment positions that could be related to the performance of the
investment portfolio. Employees and officers shall refrain from undertaking personal
investment transactions with the same individual with whom business is conducted on
behalf of the City.

Authorized Financial Institutions, Depositories, and Broker-Dealers. Unless utilizing
the services of an external registered investment advisor, the Finance Department shall
maintain a list of financial institutions and depositories authorized to provide investment
services to the City. In addition, the Finance Department shall maintain a list of approved
security broker/dealers that may include “primary” dealers or regional dealers qualifying
under Securities and Exchange Commission Rule 15C3-1 (uniform net capital rule). To
qualify for consideration for investment transactions with the City, all financial institutions
and broker-dealers must supply the following, as appropriate:
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o Proof of state registration (except for those firms providing safekeeping and custodial
services only).

o Audited financial statements demonstrating compliance with state and federal capital
adequacy guidelines.

e Proof of Financial Industry Regulatory Authority (FINRA) certification.

¢ Evidence of adequate insurance coverage.

e Certification of having read and understood and agreeing to comply with the City’s
investment policy.

An annual review of the financial condition and registration of all qualified financial
institutions and broker/dealers will be conducted by the Finance Director.

Safekeeping and Custody. All trades of marketable securities will be executed “delivery
versus payment” (where applicable) to ensure that securities are deposited in an eligible
financial institution prior to the release of funds.

Securities will be held by an independent third-party custodian selected by the City and
evidenced by safekeeping receipts in the City’s name. The safekeeping institution shall
provide on an annual basis a copy of its most recent report on internal controls (Statement
of Standards 70).

Moreover, management is responsible for establishing and maintaining an internal control
structure designed to ensure that the assets of the City are protected from loss, theft, or
misuse. The internal control structure shall be designed to provide reasonable assurance
that these objectives are met. The concept of reasonable assurance recognizes that (1) the
cost of a control should not exceed the benefits likely to be derived, and (2) the valuation of
costs and benefits requires estimates and judgments by management. The internal controls
structure should address the following points:

Control of collusion.

Separation of transaction authority from accounting and recordkeeping.

Custodial safekeeping.

Avoidance of physical delivery securities.

Written confirmation of transactions for investments and wire transfers.

Dual authorization of wire transfers.

Compliance with these controls shall be reviewed and confirmed through the City’s annual
independent audit.

Performance Standards & Reporting

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

The City’s investment strategy is passive. Given this strategy, the basis used by the
Finance Director to determine whether market yields are being achieved shall be the
ColoTrust local government investment pool, the one-year US Treasury Bill, and the two-
year Agency Benchmark.



The Finance Director shall provide the Finance Committee menthly—quarterly investment reports
that provide the status and characteristics of the current investment portfolio. The investment
report should include schedules on:

e Portfolio diversification.

Maturity distribution.

A listing of all securities held by authorized investment category.

Par value, amortized book value, and market value for all securities held.

Monthly activity — purchases, sales, calls, and interest received.
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Policy Section: 6
Investment Policies Adopted by Resolution No. 92, Series 2015
Effective Date: May 7, 2024

Purpose and Scope

It is the policy of the City of Louisville to invest public funds in a manner which will provide the
highest investment return with the maximum security while meeting the daily cash flow demands
and conforming to all Colorado Revised Statutes, the City of Louisville Charter, and the City of
Louisville Municipal Code.

The provisions of this investment policy shall apply to all funds held in the custody of the City
and all of its offices. Except for cash in certain restricted and special funds, the City shall
consolidate, or “pool”, cash and investment balances from all funds to maximize investment
earnings and to increase efficiencies with regards to investment pricing, safekeeping, and
administration. The investment income derived from the pooled cash and investment accounts
shall be allocated to the various funds based on their respective participation and in accordance
with generally accepted accounting principles.

Policies

6.1 Objectives. In order of priority, the primary objectives of investment activities shall be
safety, liquidity, and yield:

o Safety. Safety of principal is the foremost objective of the investment program.
Investments shall be undertaken in a manner that seeks to ensure the preservation of
capital in the overall portfolio through the mitigation of credit risk and interest rate risk.

e Liquidity. The investment portfolio shall remain sufficiently liquid to meet all operating
requirements that may be reasonably anticipated. This shall be accomplished by
structuring the portfolio so that securities mature concurrent with cash needs to meet
anticipated demands. Furthermore, since all possible cash demands cannot be
anticipated, the portfolio shall consist largely of securities with active secondary or resale
markets. In addition, a portion of the portfolio may be placed in local government
investment pools (LGIPs) which offer same-day, constant dollar liquidity for short-term
funds.

¢ Yield. The investment portfolio shall be designed with the objective of attaining a market
rate of return throughout budgetary and economic cycles, taking into account the
investment risk constraints and liquidity needs. Return on investment is of secondary
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importance compared to the safety and liquidity objectives described above. Securities
generally shall be held to maturity with the following exceptions:

o A security with a declining credit may be sold early to minimize loss of principal.

o A security swap would improve the quality, yield, or target duration of the portfolio.

o Liquidity needs of the portfolio require the security to be sold.

Delegation of Authority. The Finance Director shall be the designated investment officer
of the City and shall be responsible for all investment decisions and activities, under the
direction of the City Manager. The Finance Director shall establish investment policy
procedures for the operation of the investment program consistent with this policy. Such
procedures shall include explicit delegation of authority to persons responsible for
investment transactions. No person may engage in an investment transaction except as
provided under the terms of this policy and the procedures established by the Finance
Director.

The Finance Director may delegate the authority to conduct investment transactions and
manage the operation of the investment portfolio to one or more subordinates and/or an
external registered investment advisor who shall act in accordance with established
procedures on internal controls and in compliance with this investment policy.

Legal Investments. All investments shall be made in accordance with Colorado Revised
Statutes (CRS) as follows: CRS 11-10.5-101, et seq., Public Deposit Protection Act; CRS
24-75-601, et seq., Funds - Legal Investments for Government Units; CRS 24-75-603, et
seq., Depositories; CRS 24-75-701 and 702, et seq., Local Governments - Local
Government Pooling and that the investment or deposit meets the standard established in
section CRS 15-1-304. Any revisions or extensions of these sections of the CRS will be
assumed to be part of this Investment Policy immediately upon enactment.

To the extent possible, the City shall attempt to match its investments with anticipated cash
flow requirements. Unless matched to a specific cash flow, the City will not directly invest in
securities maturing more than five (5) years from the settlement date or in accordance with
state and local statutes and ordinance. Pursuant to CRS Section 24-75-601.1(1), as
amended from time to time, and subject to the limitations set forth therein, the securities
listed herein shall be eligible for investment of public funds by the City. In the event of a
conflict between CRS 24-75-601.1(1) and this policy, other than this policy being more
restrictive that CRS 24-75-601(1), CRS 24-75-601.1(1) shall control. Nothing herein shall
preclude the City from adopting a policy to permit securities other than those listed in CRS
24-75-601.1(1) for investment of public funds.

CRS 24-75-601(1) and this policy authorize the following investments:

e Any security issued by, fully guaranteed by, or for which the full credit of the United
States Treasury is pledged for payment; allowing for inflation indexed securities. The
period from the date of settlement of this type of security to the maturity date shall be no
more than five years, unless the City Council authorizes investment for a period in
excess of five years.

e Any security issued by, fully guaranteed by, or for which the full credit of the following is
pledged for payment: The Federal Farm Credit Bank, A Federal Home Loan Bank, the
Federal Home Loan Mortgage Corporation, The Federal National Mortgage Association,
the Government National Mortgage Association, or an entity or organization that is not



listed in this paragraph but that is created by, or the creation of which is authorized by,
legislation enacted by the United States Congress and that is subject to control by the
federal government that is at least as extensive as that which governs an entity or
organization listed in this paragraph. The period from the date of settlement of this type
of security to its maturity date shall be no more than three years. Any entity or
organization listed in this paragraph may represent up to but not more than 35% of the
investment portfolio. The total of the above mentioned entities or organizations and
inclusive of corporate or bank securities cannot represent more than 95% of the
investment portfolio.

Any security that is a general or revenue obligation of any state of the United States, the
District of Columbia, or any territorial possession of the United States or of any political
subdivision, institution, department, agency, instrumentality, or authority of any of such
governmental entities. The period from the date of settlement of this type of security to
the maturity date shall be no more than three years.

Any interest in a local government investment pool pursuant to CRS 24-75-701, et seq.

Any guaranteed investment contract (GIC) if at the time the contract or agreement is
entered into, the long-term credit rating, financial obligations rating, claims paying ability
rating, or financial strength rating of the party, or of the guarantor of the party, with whom
the public entity enters the contract or agreement is, at the time of issuance, rated in one
of the two highest rating categories by two or more nationally recognized securities
rating agencies that regularly issue such ratings. Contracts or agreements purchased
under this paragraph shall not have a maturity period greater than three years.

Any dollar-denominated corporate or bank security issued by a corporation or bank that
has a maturity of less than three years from the date of settlement and, at the time of
purchase, must carry at least two credit ratings from any of the nationally recognized
credit rating agencies and must not be rated below “AA— or Aa3” by any credit rating
agency. The aggregate value of all securities referred to in this paragraph shall equal no
more than 25% of the total portfolio.

Money market instruments, such as commercial paper or bankers' acceptance, must
carry at least two credit ratings from any of the nationally recognized credit rating
agencies and must not be rated below "Al, P1, or F1" by any credit rating agency.

Any money market fund that is registered as an investment company under the federal
“Investment Company Act of 1940”, as amended, at the time the investing public entity
invests in such fund. The money market fund must: 1) have no commission fee on the
charged on purchases or sales of shares; 2) have a constant daily net asset value per
share of $1.00; 3) limit assets of the fund to U.S. Treasury Securities; 4) have a
maximum stated maturity and weighted average maturity in accordance with Federal
Securities Regulation 270-2A-7; and 5) have a rating at the time of purchase of at least
AAAm by Standard & Poor’s or Aaa/MRI+ Moody’s

The purchase of any repurchase agreement of marketable securities referred to in the
preceding paragraphs. A Master Repurchase Agreement must be executed with the
bank or dealer. The securities must be delivered to the City’s custodian or to a third-
party custodian or third-party trustee for safekeeping on behalf of the City. The title to or
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a perfected security interest in such securities along with any necessary transfer
documents must be transferred to the City or the City’s custodian. The collateral
securities of the repurchase agreement must be collateralized at no less than one
hundred two percent and marked to market no less frequently than weekly.
Collateralization is required per the Public Deposit Protection Act, CRS 11-10.5-101 et
seq. The securities subject to the repurchase agreement may have a maturity in excess
of five years. The repurchase agreement itself may not have a maturity of more than
five years from the date of settlement unless the City Council authorizes investment for a
period in excess of five years.

o Certificates of deposit in state or national banks or in state or federally chartered savings
banks, which are state-approved depositories per CRS Section 24-75-603, et seq. (as
evidenced by a certificate issued by the State Banking Board) and are insured by the
FDIC. Certificates of deposit, which exceed the FDIC insured amount, shall be
collateralized in accordance with the Colorado Public Deposit Protection Act. Certificates
of deposit must comply with CRS Section 30-10-708 (1). The aggregate value of all
certificates of deposit shall equal no more than 25% of the total portfolio.

Standards of Care and Performance. The “reasonable prudence” standard shall be used
by investment officials in the context of managing an overall portfolio. The “reasonable
prudence” standard provides that investments shall be made with the judgment and care,
under circumstances then prevailing, which persons of prudence, discretion, and intelligence
exercise in the management of their own affairs, not in regard to speculation, but in regard
to the permanent disposition of funds, considering the probable income as well as the
probable safety of the capital.

Investment officers acting in accordance with written procedures and the investment policy
and exercising due diligence shall be relieved of personal responsibility for an individual
security’s credit risk or market price changes, provided deviations from expectations are
reported in a timely fashion and appropriate action is taken to control adverse
developments.

In addition, officers and employees involved in the investment process shall refrain from
personal business activity that could conflict with the proper execution and management of
the investment program, or that could impair their ability to make impartial decisions.
Employees and investment officials shall disclose to the City Manager any material interests
in financial institutions with which they conduct business. They shall further disclose any
personal financial/investment positions that could be related to the performance of the
investment portfolio. Employees and officers shall refrain from undertaking personal
investment transactions with the same individual with whom business is conducted on
behalf of the City.

Authorized Financial Institutions, Depositories, and Broker-Dealers. Unless utilizing
the services of an external registered investment advisor, the Finance Department shall
maintain a list of financial institutions and depositories authorized to provide investment
services to the City. In addition, the Finance Department shall maintain a list of approved
security broker/dealers that may include “primary” dealers or regional dealers qualifying
under Securities and Exchange Commission Rule 15C3-1 (uniform net capital rule). To
qualify for consideration for investment transactions with the City, all financial institutions
and broker-dealers must supply the following, as appropriate:
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o Proof of state registration (except for those firms providing safekeeping and custodial
services only).

o Audited financial statements demonstrating compliance with state and federal capital
adequacy guidelines.

e Proof of Financial Industry Regulatory Authority (FINRA) certification.

¢ Evidence of adequate insurance coverage.

e Certification of having read and understood and agreeing to comply with the City’s
investment policy.

An annual review of the financial condition and registration of all qualified financial
institutions and broker/dealers will be conducted by the Finance Director.

Safekeeping and Custody. All trades of marketable securities will be executed “delivery
versus payment” (where applicable) to ensure that securities are deposited in an eligible
financial institution prior to the release of funds.

Securities will be held by an independent third-party custodian selected by the City and
evidenced by safekeeping receipts in the City’s name. The safekeeping institution shall
provide on an annual basis a copy of its most recent report on internal controls (Statement
of Standards 70).

Moreover, management is responsible for establishing and maintaining an internal control
structure designed to ensure that the assets of the City are protected from loss, theft, or
misuse. The internal control structure shall be designed to provide reasonable assurance
that these objectives are met. The concept of reasonable assurance recognizes that (1) the
cost of a control should not exceed the benefits likely to be derived, and (2) the valuation of
costs and benefits requires estimates and judgments by management. The internal controls
structure should address the following points:

Control of collusion.

Separation of transaction authority from accounting and recordkeeping.

Custodial safekeeping.

Avoidance of physical delivery securities.

Written confirmation of transactions for investments and wire transfers.

Dual authorization of wire transfers.

Compliance with these controls shall be reviewed and confirmed through the City’s annual
independent audit.

Performance Standards & Reporting

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

The City’s investment strategy is passive. Given this strategy, the basis used by the
Finance Director to determine whether market yields are being achieved shall be the
ColoTrust local government investment pool, the one-year US Treasury Bill, and the two-
year Agency Benchmark.



The Finance Director shall provide the Finance Committee quarterly investment reports that provide
the status and characteristics of the current investment portfolio. The investment report should
include schedules on:

e Portfolio diversification.

Maturity distribution.

A listing of all securities held by authorized investment category.

Par value, amortized book value, and market value for all securities held.

Monthly activity — purchases, sales, calls, and interest received



