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Harris County Texas
Quarterly Portfolio Compliance Check

Period Ending May 31, 2022 

 
 
Hilltop Securities Asset Management, in providing a policy compliance check of the Harris County
portfolio, has reviewed quarter end holdings for compliance with Texas state law, as well as 
adherence to the investment policy and intended fund strategy during the quarter ending May 
31, 2022. Data used in preparing this review was obtained from Harris County finance officials.  

Adherence to Policy: 

Article V.
Investment Objectives 
Section 5.01 General Objectives 

 (1) General objectives of safety, liquidity, marketability, diversification and yield are met.  

 The portfolio contains only U.S. Treasury issues, Federal agencies, municipal bonds, 
“Prime” commercial paper, AAA-rated money market funds and local government 
investment pools and secured bank deposits.  

 
 The portfolio appears to be sufficiently liquid with an average effective maturity of 

146 days during the quarter.               

 The percentage in full-faith-and-credit Treasuries is approximately 30%.  
 

 Commercial paper percentage is 18.7%; all issues A1 P1 or better.   
 

 
The May 31st average portfolio bond equivalent yield at cost of 0.79% reflects solid current 
market yield for a short maturity portfolio with high credit quality.

 (2) Safety of principal is the foremost objective. County Designees shall seek first to ensure that 
capital losses are avoided, whether they are from securities defaults or erosion of market value. 
 

 Safety of principal is reasonably assured through high quality investments and the 
short maturity structure of the portfolio. Treasury notes are backed by the full-faith-
and-credit of the United States and are rated AA+ by S&P and AAA by Moody’s. 
Federal agencies (“instrumentalities”) including the Federal Home Loan Bank, the 
Federal Farm Credit Bank, the Federal National Mortgage Association (“Fannie Mae”) 
and the Federal National Mortgage Corporation (“Freddie Mac”) are also rated AA+ 
by S&P and AAA by Moody’s.  

 
 All municipal obligations in the portfolio are rated AA or better.  Both money market 
funds are AAA-rated. Toyota Motor Credit Corp (TMCC) and Toyota Credit Canada, 
Inc. (TCCI) are all rated A1+/P1, the highest short-term rating categories of S&P and 
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Moody’s, while BNP Paribus (BNPPNY) is rated A1/P1/F1+, Natixis NY (NATX) is rated 
A1/P1/F1, and Mitsubishi UFJ Financial Group (MUFG) is rated A1/P1. 

 
 Note:    SP- A-1+ and A-1 are all short-term ratings. AAA and AA are long-term or 
senior debt ratings.   
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 (4)  Investment Portfolio shall be structured to be sufficiently liquid to enable the County to 
meet all operating requirements which might be reasonably anticipated 

 
 As of the May 31, 2022 reporting date, approximately 36% of the overall portfolio is 

held in either demand accounts, investment pools or money market funds, while 
laddered maturities ensure additional liquidity. The 149-day effective WAM at the 
end of the period also indicates a highly liquid portfolio.     

 (5) The investment portfolio shall be designed with the objective of attaining a fair market yield 
throughout budgetary and economic cycles, taking into account investment risk constraints and 
liquidity needs. A fair market yield rate shall equal or exceed the available yield at the time of 
purchase on a U.S. Treasury security having a comparable maturity date.  
 

  The portfolio’s weighted-average bond equivalent yield at cost March through May 
2022 was 0.61%, below the average daily three-month Treasury bill yield of 0.83% 
during the period. However, the Fed has aggressively raised rates to combat inflation 
meaning the benchmarks have accelerated beyond existing portfolios. A period of 
underperformance is likely for the remainder of the year. At just under five months, 
the County’s portfolio should turn over very quickly and the overall yield should 
move sharply higher between now and the next reporting period.                     

 (7) No investments shall be made for the purpose of speculation, such as anticipating an 
appreciation of capital through changes in market interest rates. 
 

o As of the May 31, 2022 reporting date, there is no indication that the County had 
entered into any speculative investments.   

 

Section 5.03 Authorized Investment Instruments  
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   All securities authorized in the investment policy are permitted under the Public Funds 
Investment Act.  
  

  All securities held in the County’s portfolio at quarter end are authorized under the 
Texas Public Funds Investment Act.  Confirmed. 

  All securities held in the portfolio are authorized in the investment policy.
  

  All securities held in the County’s portfolio at quarter end are authorized by County 
investment policy.   Confirmed. 

  Obligations of states, agencies, counties, cities, and other political subdivisions located in the 
United States and rated not less than A, or its equivalent, by a nationally recognized investment 
rating firm. 

 
 All municipal bonds in the portfolio were rated AA or better by either S&P or/and 

Moody’s as of May 31, 2022. Confirmed.      

 Commercial paper with a stated maturity of 270 days or less from the date of issuance, rated 
A1 or P-l or an equivalent rating by at least two nationally recognized rating agencies, and not 
under review for possible downgrade at time of purchase. 
 

 All CP is rated A1/P1, or better. Commercial paper, by definition, is limited to 270 days, 
although there are exceptions for some asset-backed paper. Confirmed.             

 
 Local government investment pools with a dollar weighted average maturity of 60 days 

or less, approved through resolution of Commissioners Court to provide services to the County, 
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continuously rated no lower than AAA or equivalent by at least one nationally recognized rating 
service. The County may not invest an amount that exceeds 10 percent of the total assets of any 
one local government investment pool. 

 
 As of the reporting date, the County does not own over 10% of LOGIC, Texas CLASS or 
Lone Star Government.  The County is reasonably well diversified by pool.  Confirmed 

  A Securities and Exchange Commission (SEC) registered, no load money market mutual fund 
which has a dollar weighted average stated maturity of 60 days or less. Furthermore, it must be 
rated not less than AAA or equivalent by at least one nationally recognized rating service and the 
County must be provided with a prospectus and other information required by the SEC Act of 
1934 or the Investment Company Act of 1940. The County may not invest an amount that 
exceeds 10 percent of the total assets of any one fund. 
 

 The Fidelity Government Fund and Invesco Government Fund are both AAA-rated, 
SEC-registered, 60-day WAM money market funds.  Confirmed   

Section 5.04 Investment Instruments

The County may not invest in any Collateralized Mortgage Obligation (CMO). In addition, the 
County may not invest in any Interest Only (IO) or Principal Only (PO) Mortgage-backed security 
or any obligation whose interest rate is determined by an index that adjusts opposite to the 
changes in a market index (inverse floater)       

 There are no mortgage-backed securities, collateralized mortgage obligations or 
inverse floaters in the portfolio as of quarter end. Confirmed 

Section 5.06 Maturity  

  The weighted average maturity of the overall portfolio shall not exceed three years. 

 The effective weighted average maturity of the portfolio at quarter end was less than 
six months.  Confirmed 
 

 Maximum maturity of any investment held in debt service funds, the general 
concentration pool and custodial & fiduciary funds may not exceed three (3) years. 

 Maximum maturities in all of these funds are under stated policy limits.    Confirmed    
  

  Maximum maturity of any investment held in construction/capital project funds, the special 
revenue fund and flood control fund may not exceed five (5) years. 

 Maximum maturities in all of these funds are under stated policy limits.   Confirmed 
 

 Maximum maturity of any investment held in the proprietary & enterprise fund and public 
improvement contingency fund may not exceed six (6) years. 
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  Maximum maturities in all of these funds are under stated policy limits.  Confirmed 
 
 

 Maximum maturity of any investment held in district clerk registry funds, county clerk registry 
funds and bond reserve funds may not exceed seven (7) years. 

 Maximum maturities in all of these funds are under stated policy limits.  Confirmed 
 

 Maximum maturity of any investment held in bond reserve funds may be invested to the final 
maturity of the bonds themselves.  

 
 Maturities in the bond reserve funds are appropriate.    

 
Section 5.07 Diversification 

 
 (1) Portfolio investment maturities shall be staggered in a way that avoids undue concentration 

of assets in a specific maturity sector. 
 

 The portfolio average maturity is still short from a historical perspective and there is 
more concentration on the short end than would normally be considered desirable. 
However, this strategy is highly advantageous in an environment when market yields 
are expected to rise, as there will be more spending capacity to employ in the future 
at higher yields.   

 
 (4) Diversification Limits: 

 
 Maturity. No more than 50% of the portfolio, excluding those investments held for 

construction/capital projects, special revenue, flood control, proprietary and 
enterprise, public improvement contingency, district clerk registry, county clerk 
registry, and bond reserves may be invested beyond three years, and the average 
maturity of the overall portfolio, with the previous exceptions, shall not exceed three 
years.   

  The overall portfolio maturity averaged a conservative 146 days during the quarter.  
 

 Risk Default.  No more than 25% of the overall portfolio is invested in time deposits 
of a single user. 

  There were no investments in time deposits at the end of the quarter.   
 

 Marketability. At least 15% of the portfolio, excluding those investments held for 
future major capital expenditures, debt service payments, bond fund reserve accounts, 
and capitalized interest funds, shall be invested in overnight instruments or in 
marketable securities which can be sold to raise cash within one day's notice. 
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 Approximately 36% of the portfolio is held in fully liquid money market funds, 
investment pools and bank demand accounts.         

Section 5.09 Risk Tolerance   

 (1) All investment transactions will be conducted with approved banks, 
broker/dealers, money market funds, and investment pools as listed in Exhibit B of 
this policy.  
 

 It appears as though all purchases made in the period were conducted with 
approved banks, dealers, funds, and pools.  

 
In conclusion, all investments contained in the May 31, 2022 portfolio adhere to stated policy.  
 
Scott McIntyre, CFA
Senior Portfolio Manager  
Hilltop Securities Asset Management, LLC.  
800-575-3792 
 
 
This information has been provided at your request for informational purposes only.  It has been obtained 
from sources believed to be reliable; however, neither Hilltop Securities Asset Management nor Hilltop 
Securities can guarantee the accuracy or completeness of this information. 


