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Investment Policy 

Effective: January 12, 2022 

 

PURPOSE 

Pure Cycle Corporation (“Company”) has a fiduciary obligation to its shareholders for 
the funds it collects and invests.  Investment of surplus corporate funds will only be made 
within parameters approved by the policies outlined in this Investment Policy unless 
otherwise approved by the board of directors (“Board”) of the Company. 

The overriding objective of this Investment Policy is to achieve maximum yields on 
invested funds while protecting principal. In addition, surplus funds will be invested to ensure 
that cash flow requirements are met, including a contingency for unanticipated items. 

The Chief Financial Officer and President of the Company have been delegated, by 
the Board, with the authority and responsibility for the management of cash funds of the 
Company through investments that must be carried out within the following guidelines: 

POLICY STATEMENT 

Optimum utilization of Company cash assets consistent with the guidelines 
established in this Investment Policy is a primary objective of the Company’s financial 
management.  While the investment of surplus cash is not the principal activity of the 
Company, excess funds may be available during various periods.  The objective of this 
Investment Policy is to maximize the return on cash balances while operating within 
established limitations which will minimize the risk of financial (principal) loss. 

A matter of primary importance in determining the application of excess cash is 
ensuring that funds will be available to meet cash requirements as dictated by the ongoing 
operational needs of the business.  An additional consideration in the management of cash 
balances is the alternative uses of cash (i.e., early payment of accounts to utilize discounts, 
etc.).  It is the position of the Company that decisions regarding alternative uses of cash 
outside of use for normal ongoing operations, will be evaluated individually as to the 
economic benefit to the Company. 

GLOSSARY OF INVESTMENT ALTERNATIVES 

The following is an overview of the prominent investment alternatives currently 
available including a brief description of each type of instrument and the related risks, 
following this section is a discussion of the types of investments permitted by this Investment 
Policy: 
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U.S. Government and Federal Agency Securities 

Treasury bills, Treasury notes and Treasury bonds represent debt of the U.S. 
government.  Federal Agency securities (i.e., the Federal Home Loan Bank, Federal National 
Mortgage Association, etc.) represent debt guaranteed by the U.S. government.  These 
obligations are sold in denominations of $1,000 to $1,000,000 and are issued with maturities 
ranging from 30 days to 30 years.  There is an active secondary market for most of these 
instruments and investments can be made for any length of time required.  The most notable 
characteristic of government securities is the lack of credit risk to the investor, which is 
reflected in the interest rates, or yields, which are typically lower than those other marketable 
instruments.  It is also typical of direct U.S. government obligations to have lower yields than 
those of the Federal Agency securities 

Corporate Bonds and Notes /Asset Backed Securities 

Corporate bonds and notes and asset backed securities are promissory notes that are 
issued for a specific amount and mature on a specific date.  Large companies with good 
credit ratings use these securities as a means of raising funds for current operations.  
Corporate notes and asset backed securities are negotiable, however, there is not an active 
market for them, and the investor typically holds them to maturity.  Since corporate notes and 
asset backed securities are often unsecured, the investor has to rely on the liquidity and the 
earning power of the issuer for payment.  Corporate bonds are graded, and the most 
commonly used rating services are Moody’s Industrial Manual or Standard and Poor’s 
Register of Corporations.  The highest quality bonds are graded AAA or Aaa on down to C, 
D, and even non-rated issues. 

Commercial Paper 

Commercial paper is a short-term unsecured promissory note that is issued for a 
specific amount and matures on a specific date.  Large companies with good credit ratings 
issue these securities as a means of raising funds for current operations.  Although 
commercial paper is negotiable, there is not an active secondary market, and the investors 
typically hold them to maturity. 

Since commercial paper is unsecured, the investor has to rely on the liquidity and the 
earning power of the issuer for payment.  Most commercial paper issuers pay rating services 
to examine their financial position and rate their paper.  Ratings are based on an evaluation 
of the issuer’s financial statements.  The two most notable being Moody’s Industrial Manual or 
Standard & Poor’s Register of Corporations.  The Moody’s ratings are P-1, P-2, P-3 and “not 
rated” and the Standard & Poor’s ratings go from A-l+ to D. 

Repurchase Agreements 

A repurchase agreement, or “repo”, is a secured short-term borrowing which involves 
the sale of securities to an investor with a commitment by the seller to repurchase the 
securities at the sales price plus a specified amount of interest.  The borrowings are usually 
collateralized by the securities and are most often based on sales of government securities 
but can be done with other money market funds.  The type of security involved would have to 
be considered, as well as the financial strength of the dealer or bank, in determining the risk 
associated with the transaction. 
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Negotiable Certificates of Deposit (CD) 

Money in a CD is invested from a few days to six years or more depending on the 
terms of the specific CD.  Although most CD holders hold the investment to maturity due to 
early withdrawal penalties, there is an active secondary market for CDs.  CDs normally yield 
more than T Bills since they are less liquid and due to the credit risk of the issuing bank. 

Money Markets 

Money markets funds are designed to maintain a constant $1.00 per share value.  
These funds consist of investments in U.S. Government, U.S. Treasury and bank obligations as 
well as, commercial paper, repos, agency discount notes, CDs and bankers’ acceptances.  
Money market funds are highly liquid and should be used to accommodate short-term cash 
requirements. 

Insured Cash Sweep® (ICS®) and Certificate of Deposit Registry Service® (CDARS®) Programs 

ICS and CDARS are investment programs offered by financial institutions that are 
members of the ICS Network provided by Promontory International Network LLC.  The 
investments are fully FDIC insured.  In the case of the ICS program, funds are deposited in a 
demand deposit account or a money market deposit account (at the investor’s option) with a 
member institution, who then uses the ICS service to place the funds in demand deposit or 
money market accounts at other member institutions in increments below the standard FDIC 
insurance maximum (currently $250,000).  Similarly, in the case of the CDARS program, funds 
are deposited with a member institution, who then uses the CDARS service to purchase 
multiple CDs at other member institutions in increments below the standard FDIC insurance 
maximum. 

Exchange Traded Funds (“ETF") 

An ETF is a marketable security that tracks an index, a commodity, bonds, or a basket 
of assets like an index fund. Unlike mutual funds, an ETF trades like a common stock on a 
stock exchange. ETFs experience price changes throughout the day as they are bought and 
sold. ETFs typically have higher daily liquidity and lower fees than mutual fund shares, 
making them an attractive alternative for individual investors. 

Index Funds 

An index fund is a type of mutual fund with a portfolio constructed to match or track 
the components of a market index, such as the Standard and Poor’s 500 Index. An index 
mutual fund is said to provide broad market exposure, low operating expenses and low 
portfolio turnover.  

Mutual Funds 

Investments in mutual funds are made with investment companies that use the funds 
from investors to invest in other companies or investment alternatives.  They have the 
advantage of professional management, diversification, convenience, and special services 
such as check writing and telephone account service.  It is generally easy to sell mutual fund 
shares although the investor runs the risk of needing to sell and being forced to take the 
market price offered.  Mutual funds mainly come in two types:  load mutual funds and no-
load mutual funds.  A load mutual fund is one that has an up-front sales charge or 
commission attached.  The fee is a percentage of the initial investment.  A no-load mutual 
fund has no up-front sales charges or commissions.  Mutual funds are rated by analysts such 
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as Standard & Poor’s, Moody’s and Morningstar.  Investments in mutual funds are subject to 
potential volatility in the markets and the risk of loss of principal. 

Stocks 

Stocks represent direct ownership of corporations and have an active secondary 
market, the most common of which are the New York Stock Exchange and the NASDAQ.  
Investments in stocks are subject to potential volatility in the markets and the risk of loss of 
principal. 

INVESTMENT GUIDELINES AND COMPANY POLICY 

The guidelines set forth below establish the types of investments that are acceptable 
for the temporary investment of funds also the limitations on the amount of any one and/or 
aggregate of these investments that may be held at any point in time.  All checking accounts 
which are not interest bearing shall serve only as temporary means until transfers to interest 
bearing accounts can be made. 

A. GENERAL.  Unless otherwise approved by the Board, (i) all investments of the 
Company’s managed funds must fall within one of the following approved categories 
and (ii) no more than 10% of the total managed funds shall have a remaining maturity 
exceeding two years.  Any material deviation from these guidelines and policies must 
be approved by the Board.  

B. U.S. GOVERNMENT AND FEDERAL AGENCY SECURITIES.  Investments in U.S. 
government and federal agency securities are permitted and can comprise any amount 
of the managed funds. 

C. COMMERCIAL PAPER/CORPORATE BONDS AND NOTES/ASSET BACKED 
SECURITIES.  Investments in commercial paper, corporate debt securities and asset 
backed securities are permitted, provided they hold a rating of Al /P1/AAA or better, 
and may comprise any amount of the managed funds. 

D. REPURCHASE AGREEMENTS.  Bank repos are eligible investments provided the banks 
rating is AA or the equivalent and the repo is collateralized by U.S. Government 
obligations.  The repos holding period must be 60 days or less and the outstanding 
repos cannot constitute more than 25% of the managed funds without prior approval 
from the Board. 

E. NEGOTIABLE CERTIFICATES OF DEPOSIT.  Negotiable CDs are eligible investments 
provided the banks rating is AA or the equivalent, mature in two years or less and no 
more than $1,000,000 may be maintained with a single financial institution.  The 
investments in CDs cannot constitute more than 75% of the managed funds; provided, 
however that up to 100% of the managed funds may be invested in CDs if all such CDs 
are insured for the entire amount invested in such CDs. 

F. MONEY MARKET FUNDS.  Money market funds are eligible investments and can 
comprise any amount of the total managed funds. 
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G. INSURED CASH SWEEP® AND CERTIFICATE OF DEPOSIT REGISTRY SERVICE® 
PROGRAMS.  Investments through the ICS and CDARS programs by design are fully 
insured by the FDIC and are eligible investments that can comprise any amount of the 
total managed funds. 

H. EXCHANGE TRADED FUNDS.  ETFs or exchange traded funds are eligible investments, 
provided the ETFs only invest in one or more of the eligible investments described 
above.  Investments in ETFs are subject to the same limitations described for the 
underlying investments; provided, however, that the dollar limit for CDs maintained at 
a single financial institution does not apply to an ETF invested in CDs. 

I. INDEX FUNDS.  Index funds are not eligible investments due to the potential volatility 
and loss of principal.  Any donations of mutual funds from external parties will be 
liquidated at the best possible price within one year of the donation, with the funds 
generated being invested pursuant to this policy. 

J. MUTUAL FUNDS.  Mutual funds are eligible investments, provided the mutual funds 
invest only in U.S. governmental and federal agency securities.  Otherwise, mutual 
funds are not eligible investments due to the potential volatility and loss of principal.  
Any donations of mutual funds from external parties that do not qualify as eligible 
investments will be liquidated at the best possible price within one year of the donation, 
with the funds generated being invested pursuant to this policy. 

K. STOCKS.  Stocks are not eligible investments due to the potential volatility and loss of 
principal.  Any donations of stock from external parties will be liquidated at the best 
possible price within one year of the donation, with the funds generated being invested 
pursuant to this policy.  This does not apply to any joint ventures, partnerships, business 
mergers or acquisitions, or similar business structures the Company may pursue. 

L. OTHER CONSIDERATIONS.  Active trading of investments is not permitted.  However, 
should an opportunity allow for an enhancement in yield among similar securities and 
maturities, then such trade would be encouraged and can be authorized by the Board. 

Investment of funds with related parties, as defined by the Securities and Exchange 

Commission, are not permitted without the prior approval of the Audit Committee of 

the Board. 

M. INTERNAL CONTROLS OVER INVESTMENT ASSETS.  All Company owned negotiable 
instruments must be held at high credit-quality financial institutions (location ultimately 
to be decided by management).  No transactions (wire transfers, checks, etc.) to or from 
third parties will be permitted directly with accounts holding investments.  All transfer 
of funds in or out of investment account(s) must be transacted through the Company’s 
operating account and are subject to the Company’s internal controls over cash receipts 
and disbursements as described in the Company’s policies and procedures. 

The investment account(s) must be reconciled at least monthly in accordance with the 
Company’s internal control policies and procedures. 
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The Audit Committee of the Board will review this Investment Policy and discuss the 
Company’s investment strategies, returns, and policies at least annually. 

 

 
 
 
 
 
 


