SECURITIES LENDING INVESTMENT GUIDELINES

VIRGINIA DEPARTMENT OF THE TREASURY
A. FUND OBJECTIVE

This short term, fixed income fund (the “Fund”) is designed to maximize yield on securities lending cash collateral by investing in securities that satisfy these guidelines, as applied at the time of purchase.

B. PERMISSIBLE INVESTMENTS

1. Instruments
The fund is permitted to purchase both fixed income securities and other securities with debt-like characteristics on a fixed rate and floating rate basis, including:

Asset Backed Securities

Bank Notes

Bankers’ Acceptances

Certificates of Deposit (Domestic and Yankee only)

Commercial paper, including unregistered (so called 4(2)) Commercial Paper

Corporate Bonds

Corporate Notes

Deposit Notes

Master Notes (Maximum 30 day put)

Medium Term Notes

Promissory Notes

Repurchase Agreements, subject to the requirements of paragraph G

U.S. Government Securities, which shall include securities issued or guaranteed as to principal and interest by the United States Government, its agencies instrumentalities or establishments.

2. Certain Derivatives

The fund will not invest in any instrument whose coupon rate will move in the opposite direction of the index to which such instrument is tied.  In addition, in the event that the Fund invests in any instrument whose coupon rate moves when the index to which such rate is tied moves, the Fund shall invest only in those of such instruments whose movements in the coupon rate are equivalent to movements in the index.

3. Currency

Only U.S. Dollar denominated securities will be permissible under these guidelines. 

4. Limitation of Foreign Issuers
All corporate issuers must be incorporated in the United States.  The only exception will be debt obligations issued by sovereign governments and their instrumentalities, with a credit rating of Aaa by Moody’s Investor Services (“Moody’s) and AAA by Standard & Poor’s (“S&P”).

Bank obligations are subject to the following country restrictions:

Country
Maximum Exposure

United States
100%

France
50%

Great Britain
50%

Germany
50%

Japan
50%

Switzerland
50%

Chase intends to apply these country limitations to the country of issuer or counterparty (including home office for obligations of bank branches), except that the country of the guarantor will be used for investments that are guaranteed. 

C. PROHIBITED INVESTMENTS

1. Equity securities (except that equity securities, such as owner trust certificates, that have predominant debt characteristics shall not be prohibited).

2. Floating rate securities with an interest rate cap, with the exception of those capped at a rate in excess of 20% to comply with state usury laws.

D. LIMITATIONS ON AMOUNTS INVESTED/CASH RESERVE; PERMITTED BORROWING

1. The Fund will seek to be fully invested in permissible securities as of the close of business on each day.

2. On a temporary basis not to exceed seven days, solely for the purpose of liquidity, the fund may enter into reverse repurchase agreements with respect to U.S. Government Securities. While any such borrowing is outstanding, the Fund will not make additional investments.

E. CONCENTRATION GUIDELINES

The greater of 25 million or 5% of the Fund’s total assets, measured at the time of purchase, may be invested in the securities of a single issuer (other than U.S. Government Securities and repurchase agreements as to which there is no limitation).

F. MATURITY GUIDELINES
1. Fixed rate instruments must have a final maturity at the time of purchase that does not exceed 2 years.

2. Floating rate instruments, which are U.S. Government Securities, must have a final maturity that does not exceed 5 years and all other floating rate instruments must have a final maturity that does not exceed 2 years.

3. Final maturity for purposes of these guidelines means the earliest of (i) the date noted on the face of the instrument as the date on which the principal amount must be paid, (ii) in the case of an instrument with unconditional put or unconditional demand feature, the date on which the principal amount of the instrument can be recovered by demand, or (iii) in the case of a floating rate instrument, the next readjustment of the interest rate, provided that, if the maturity of a floating rate instrument is determined by reference to an unconditional put or unconditional demand feature, the period remaining between adjustments of the interest rate must not exceed the period specified in paragraph F.1.  A floating rate instrument shall be deemed to have a maturity equal to the period remaining until the next readjustment of the interest rate, for purposes of calculating days to maturity of the instrument and the portfolio’s weighted average maturity.

4. A repurchase agreement shall be deemed to have a maturity equal to the period remaining until the date on which the repurchase of the underlying securities is scheduled to occur, or, where no date is specified, but the agreement is subject to a demand, the notice period applicable to a demand for the repurchase of the securities.

5. Adjustable rate mortgages will have a maturity equal to the period remaining until the last principal payment is require by the terms of the underlying obligation to be paid.

6. The Fund’s maximum weighted average days to maturity may not exceed 120.

G. REPURCHASE AGREEMENTS (including term repurchase agreements, entered into using custodians deemed appropriate by the Lender’s agent.)

1. Permitted Collateral

Bills, bonds or notes issued by the U.S. Treasury, or other securities guaranteed as to principal and interest by the Government of the United States, its agencies, instrumentalities or establishments; mortgage-backed securities sponsored by agencies of the Government of the United States; corporate obligations of domestic and foreign issuers with a minimum rating of AA- by S&P and Aa3 by Moody’s; asset backed securities with a minimum rating of AAA by S&P and Aaa by Moody’s or money market instruments (including, but not limited to certificates of deposit, bank notes, deposit notes, banker’s acceptances and commercial paper issued by domestic issuers with a minimum rating of A-1 by S&P and P-1 by Moody’s).

2. Diversification
A repurchase agreement shall be deemed to be an acquisition of the underlying securities, provided that the obligation of the seller to repurchase the securities from the Fund is fully collateralized.

H. QUALITY GUIDELINES
1. Ratings
Except as otherwise provided with respect to repurchase agreement collateral in paragraph G:

Specified rating categories at initial time of purchase:

a. Short-Term – Corporate issues:  Any two of the following: A-1 by S&P, P-1 by Moody’s, F-1 by Fitch, D-1 by Duff.

b. Short Term – Bank Issuers:  A-1 by Moody’s and P-1 by S&P.

c. Long-Term:  At least A-by S&P and A-3 by Moody’s.

A security without its own rating will be considered to be rated if it has been issued by an issuer that is rated with respect to (i) a class of short-term debt obligations, in the case of short-term ratings or (ii) a class of long-term debt obligations, in the case of long-term ratings, or any security within the relevant class that is comparable in priority and security with the purchased security.  Long-term ratings will be used only if a security is not rated and no security of the same issuer that is comparable in priority with such security is rated.

2. Downgrades

The Fund may not purchase securities based on either an S&P, Moody’s, Fitch or Duff rating where the rating organization has announced publicly that it is examining the rating for a possible downgrade.  This limitation does not apply to securities rated A1+ by S&P.

In the event that a security held in the portfolio falls below the minimum guideline as detailed in this paragraph H as a result of being downgraded by either S&P, Moody’s, Fitch or Duff, Chase will notify the client and await instructions.  In no event, however, will Chase be liable for any consequences of the fallen rating, including retention of the security in the absence of instructions for the client.

***

Each client should analyze these guidelines continually to determine their continued appropriateness, recognizing that all investments bear risks and that the return of principal is not assured.
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