
BOARD OF DIRECTORS 
SAN JACINTO RIVER AUTHORITY 
MINUTES OF REGULAR MEETING 

MARCH 24, 2016 

A regular meeting of the Board of Directors of the San Jacinto River Authority was held at 7:30 a.m., 
March 24, 2016, at the San Jacinto River Authority General and Administration Building, a notice of said 
meeting was posted as required by law. President Lloyd Tisdale, Vice President Fred Koetting, Secretary 
Mary Rummell, and Board Members John Eckstrum, Mike Bleier, and Jim Alexander were present. 
Treasurer Joseph Stunja was absent. General Manager Jace Houston, Director of Financial and 
Administrative Services Tom Michel, Director of Raw Water Enterprise David Parkhill, Woodlands 
Assistant Division Manager Chris Meeks, GRP Division Manager Mark Smith, Administrative Services 
Manager Cynthia Bowman, General Counsel Mitchell Page, and Financial Advisor Jan Bartholomew 
were in attendance. Deputy General Manager Ron Kelling was absent. 

1. CALL TO ORDER 

The meeting was called to order at 8:04 a.m. 

2. PLEDGE OF ALLEGIANCE 

The Pledges of Allegiance were led by Mr. Koetting. 

3. PUBLIC COMMENTS 

Dr. Michael Massey, Lake Conroe Communities Network (LCCN), P. 0. Box 1686, Conroe, Texas, 
spoke on behalf of the LCCN officers/board. He opined on topics related to technical representations 
and business positions taken by SJRA regarding groundwater and surface water management. 

4. DIVISION UPDATES 

a. G & A - General Manager 

Mr. Houston spoke in reference to the State's Draft 2017 Water Plan and related processes. 

b. G & A - Public Relations 

There was no update as it related to the Public Relations Department. 

c. G & A - Financial and Administrative Services 

Mr. Michel provided a summarized version of the financial statements as well as graphical 
representation of net income for each division. He stated that due to the warmer winter months, 
water demands increased more than anticipated, which should assist in making up for the recently 
experienced revenue shortfalls. 

d. Woodlands 

There was no update as it related to the Woodlands Division. 
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e. GRP 

Mr. Smith reported that the GRP Review Committee met on Monday, March 21, 2016, and 
recommended approval of all items on the Consent agenda. He briefly reviewed information 
related to the Groundwater Reduction Plan Monthly Operations Report for the month of 
February. He went on to report that he and his staff have given numerous tours of the GRP 
Surface Water Treatment Facility and have more scheduled throughout the coming months. 

f. Raw Water Enterprise 

There was no update as it related to Raw Water Enterprise. 

5. CONSENT AGENDA 

Mr. Eckstrum moved to approve the consent agenda. The motion was seconded by Ms. Rummell and 
carried unanimously. 

G&A 

a. Approval of Minutes - Regular Meeting of February 25, 2016. 

b. Unaudited Financials for the Month of February, 2016 

Consider approval of the unaudited financials for the month of February, 2016. 

c. Quarterly Investment Report for the Quarter Ended February 29, 2016 

Consider approval of the Quarterly Investment Report for the Quarter Ended February 29, 2016. 

d. Resolution Establishing Policy for Investment of San Jacinto River Authority Funds and 
Appointing an Investment Officer 

Consider adoption of a Resolution No. R-2016-03, attached hereto as Exhibit "A", establishing 
policy for investment of San Jacinto River Authority funds and appointing an investment officer. 

e. Resolution Adopting an Amended San Jacinto River Authority Cafeteria Plan and Related 
Summary Plan Description 

Consider adoption of a Resolution No. R-2016-04, attached hereto as Exhibit "B'', adopting an 
amended San Jacinto River Authority Cafeteria Plan and related Summary Plan Description. 

WOODLANDS 

f. Work Order No. 2 for Final Design and Procurement Phase Services for Lift Station No. 5 
and Sanitary Sewer Force Main No. 5 Rehabilitation/Replacement 

Consider authorizing the General Manager to execute Work Order No. 2 with ARKK Engineers, 
LLC, in an amount not to exceed $128,534.29, for Final Design and Procurement Phase Services 
for Lift Station No. 5 and Sanitary Sewer Force Main No. 5 Rehabilitation/Replacement in The 
Woodlands. 
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GRP 

g. Change Order No. 4 to the Construction Contract for Surface Water Transmission Line 
SegmentWlA 

Consider authorizing the General Manager to execute Change Order No. 4 with Huff & Mitchell, 
Inc., in the deductive amount of ($14,491.38) for the construction of Surface Water Transmission 
Line Segment WlA for the GRP Program. 

h. New GRP Participants 

Because there were no new participants, this item was not considered. 

RAW WATER ENTERPRISE 

i. Work Order No. 7 for Survey Services on the South Canal between Siphon No. 37 and 
Industrial Customer Intake 

Consider authorizing the General Manager to execute Work Order No. 7 with Halff Associates, 
Inc., in an amount not to exceed $46,560, for survey services on the South Canal between Siphon 
No. 37 and industrial customer intake in Highlands. 

6. REGULAR AGENDA 

a. G&A 

None 

b. WOODLANDS 

None 

c. RAW WATER ENTERPRISE 

1. Presentation Regarding Highlands Reservoir Rules and Regulations 

Mr. Parkhill provided an overview of the proposed amendments to the Highlands Reservoir 
and Canal System Rules and Regulations. He stated that the rules had not been updated since 
1980, and were very generic and vague. He went on to state that with the significant amount 
of growth in the area, and more opportunities for recreational activities, updating the rules 
and regulations for the reservoir and canal system was a necessity. 

It was announced that the agenda would be followed out of order with the Board of Directors 
addressing items 6d 1 and 6d2 following Executive Session. 

7. EXECUTIVE SESSION 

The meeting was called into executive session at 8:38 a.m., under the provisions of Section 551, 
Texas Local Government Code, to discuss topics under the authority of Section 551.071, consultation 
with attorney. 



4 

8. RECONVENE IN OPEN SESSION FOR ACTION FOLLOWING EXECUTIVE SESSION 

The meeting was called into open session at 9:05 a.m., and the Board of Directors then considered 
Regular Agenda items 6d 1 and 6d2. 

6dl. Presentation Regarding GRP Division Fiscal Year 2017-2021 Capital Improvement Program 

Mr. Smith presented an overview of the GRP Capital Improvement Program (CIP) for Fiscal Year 
2017-2021, which included projects such as Transmission Line Extensions/Flow Control Valve 
Replacements; Alternative Water Supply; Surface Water Treatment Plant Optimization Study; 
Surface Water Treatment Plant Security Improvements; Water Receiving Facilities - Orientation of 
Flow Control Valves; Pall Membrane XR System Installation; and Trinity River Inter-Basin Transfer 
Feasibility Study. He concluded with a CIP cost schedule in a total estimated amount of 
$11,459,600, over a five-year period (Fiscal Year 2017- 2021). 

6d2. Amendment No. 2 to Work Order No.12 and Amendment No. 1 to Work order No. 15 for the 
GRP Surface Water Facilities 

Mr. Smith provided insight related to this item, stating that the amendments allow tasks to be 
combined into one work order (Work Order No. 15) which will facilitate the closing of this project. 
He explained that Amendment No. 2 to Work Order No. 12 recognizes services that were completed 
below the original budget and removes unused fees. He went on to explain that Amendment No. 1 
to Work Order No. 15 recognizes services that were completed below the original budget or not 
needed, removes unused fees, and provides for professional services required to address items 
identified during startup of initial operations. Mr. Smith explained that the net effect of the 
amendments is $0.00, which would take the remaining amount of $50,000 from Work Order No. 12, 
and transfer that amount to Work Order No. 15. With no further discussion, Mr. Eckstrom made a 
motion to authorize the General Manger to execute Amendment No. 2 to Work Order No. 12 and 
Amendment No. 1 to Work Order No. 15 for the GRP Surface Water Facilities. The motion was 
seconded by Mr. Alexander and carried unanimously. 

9. ANNOUNCEMENTS I FUTURE AGENDA 

Mr. Tisdale announced that the next SJRA Board Meeting will take place on April 28, 2016. 

10. ADJOURN 

Without objection, the meeting was adjourned at 9:29 a.m. 
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RESOLUTION NO. 10ll, .. ~ .... ()' 

ADOPTION OF A RESOLUTION OF THE BOARD OF DIRECTORS OF THE SAN JACINTO 
RIVER AUTHORITY ESTABLISHING POLICY FOR INVESTMENT OF THE SAN JACINTO 
RIVER AUTHORITY FUNDS AND APPOINTING INVESTMENT OFFICER. 

WHEREAS, Chapter 2256, Texas Government Code (the "Investment Act"), and Section 49.199, 
Texas Water Code, require that the Board of Directors of the San Jacinto River Authority (the "Authority") 
adopt rules, regulations and policies governing the investment of Authority funds and designate one or more 
of its officers, employees or authorized representatives to be responsible for the investment of such funds; 
and 

WHEREAS, the Authority has heretofore adopted that certain "Resolution Establishing Policy for 
Investment of San Jacinto River Authority Funds and Appointing Investment Officer," dated May 23, 2013, 
establishing investment rules, regulations and policies, and designating an Investment Officer and 
Investment Representative for the Authority; and 

WHEREAS, the Board of Directors of the Authority has reviewed the provisions of the Investment 
Policy and has determined to revise and amend the investment policies and strategies of the Authority at 
this time. 

NOW THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE SAN 
JACINTO RIVER AUTHORITY THAT the Investment Policy attached hereto as Exhibit "A", is hereby 
adopted in its entirety. 

APPROVED AND ADOPTED by the Board of Directors of the San Jacinto River Authority, at a 
regular meeting on the 24th day of March, 2016. 

ATTEST: SAN JACINTO RIVER AUTHORITY 

Presid&l~~ 

417527.2 



EXHIBIT "A" 

SAN JACINTO RIVER AUTHORITY 
INVESTMENT POLICY 

Section 1. Puroose. The purpose of this written policy is to adopt rules and regulations which set 
forth the Authority's policies with regard to the investment and security of Authority funds or funds under 
the Authority's control ("Investment Policy"). It is further the purpose of this Investment Policy to ensure 
that purchases and sales of Authority investments are initiated by authorized individuals, conform to 
investment objectives and regulations, and are properly documented and approved, and to provide for the 
periodic review of Authority investments to evaluate investment performance and security, all as required 
by applicable law. 

417527.2 

Section 2. Appointment of Investment Officer; Standard of Care; Liability. 

A. The Director of Financial and Administrative Services of the Authority, and the 
successive holders of such position, shall be and is hereby designated the Investment Officer of the 
Authority, responsible for supervision of the investment of Authority funds pursuant to this 
Investment Policy; however, the Authority's Board of Directors shall retain ultimate responsibility 
as fiduciaries of the Authority's assets. The Authority's Controller, Pam J. Steiger, the Authority's 
Accounting Supervisor, Judy Walker, and the Authority's Accountant 2, Kandra Richardson (the 
"Investment Representatives") shall be authorized to assist the Investment Officer in carrying out 
the duties of such office. Following are the true, correct and genuine signatures of the Investment 
Officer and such Investment Representatives: 

Tom Michel, Director of Financial and 
Administrative Services 

~~ 
KfilldfaRiChafdSon, Accountant 2 

B. The standard of care to be applied by the Investment Officer and the Investment 
Representatives in the administration of their respective duties hereunder shall be the "prudent 
investor" rule: 

Investments shall be made with judgment and care, under circumstances then 
prevailing, which persons of prudence, discretion and intelligence exercise in the 
management of their own affairs, not for speculation, but for investment, 
considering the probable safety of their capital as well as the probable income to 
be derived. 

In determining whether an Investment Officer or Investment Representative has exercised prudence 
with respect to an investment decision, the determination shall be made taking into consideration: 

(1) the investment of all funds, or funds under the Authority's control, over 
which the officer or representative had responsibility rather than a 
consideration as to the prudence of a single investment; and 



(2) whether the investment decision was consistent with the written approved 
investment policy of the Authority. 

C. The Investment Officer and the Investment Representatives shall not be held 
personally liable for a specific investment's credit risk or market price changes as long as such 
person acted in accordance with written procedures and the standard of care set forth hereinabove, 
and provided that such person reports deviations immediately and appropriate action is taken in 
response to same. 

Section 3. Appointment of Investment Officer and Investment Representatives for Investment of 
Authority Funds. Pursuant to Section 49.157(b), Texas Water Code, the Board of Directors hereby 
designates the Authority's Investment Officer and Investment Representatives as the authorized 
representatives of the Authority to (a) invest and reinvest the funds of the Authority; (b) withdraw Authority 
funds from appropriate accounts of the Authority for the investment of same, but only in accordance with 
the terms, conditions and restrictions contained in this Investment Policy; and ( c) arrange for adequate 
security for uninsured deposits or funds of the Authority pursuant to and in compliance with a Public Funds 
Depositor Collateral Security Agreement, which shall be substantially in the form attached hereto as Exhibit 
"B", and to execute said Agreement(s) and any documentation required in connection therewith on behalf 
of the Authority. 

Section 4. Authority and Duties of Investment Officer and Investment Representatives. The 
following rules shall apply to the Authority's Investment Officer and Investment Representatives: 

A. The Board of Directors hereby instructs the Investment Officer and the Investment 
Representatives for the Authority to maintain the investments of the Authority in a manner 
consistent with the rules and regulations set forth in this Investment Policy and the Investment Act. 

B. No person, other than those designated in Section 3 above, may invest, transfer, 
withdraw or otherwise manage Authority funds without express written authority of the Authority's 
Board of Directors. 

C. The Investment Representatives for the Authority, under the supervision of the 
Authority's Investment Officer, shall invest and reinvest Authority funds only in those investments 
authorized under this Investment Policy or by the Board, and only in the name of and solely for the 
account of the Authority. The Investment Representatives for the Authority shall be authorized to 
wire transfer funds of the Authority or to utilize automated clearinghouse electronic transfer 
services through the Federal Reserve System for the transfer of funds of the Authority only (1) for 
the purchase of investments solely in the name of the Authority, (2) for the transfer of all or any 
portion of the principal of or interest earnings or profits or gains on any investment of the Authority 
to one or more previously authorized and established accounts of the Authority, (3) for the transfer 
of Authority funds to any paying agent or escrow agent of the Authority for the defeasance and/or 
payment of principal and interest payments on any outstanding bonds of the Authority and for the 
payment of paying agent and/or escrow agent fees relative to same, or (4) for other purposes, such 
as payment of Authority bills, pursuant to a resolution or other express written instructions of the 
Authority's Board of Directors. 

D. The Investment Officer and Investment Representatives of the Authority shall, not 
later than the first anniversary of the date the Investment Officer takes office or assumes such 
duties, attend a training session of at least six (6) hours of instruction relating to the Investment 
Officer's responsibilities under the Investment Act from an independent source approved by the 
Board of Directors of the Authority, and thereafter shall attend at least four (4) hours of additional 
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investment training within each two-year period that begins on the first day of the Authority's fiscal 
year and consists of the two consecutive fiscal years after that date. Such investment training must 
include education in investment controls, security risks, diversification of investment portfolio, 
strategy risks, market risks, and compliance with the provisions of applicable law, as amended. 

E. Not less frequently than each fiscal quarter, the Investment Representatives, under 
the supervision of the Authority's Investment Officer, shall prepare and submit to the Board of 
Directors of the Authority a written report of investment transactions for all invested funds of the 
Authority for the preceding reporting period. Such report must ( 1) describe in detail the investment 
position of the Authority on the date of the report; (2) be prepared jointly by the Investment 
Representatives, as applicable, and the Investment Officer of the Authority; (3) be signed by the 
Investment Officer of the Authority; (4) contain a summary statement of each pooled fund group, 
if any has been created by the Authority, that states the beginning market value for the reporting 
period, ending market value for the period, and fully accrued interest for the reporting period; (5) 
state the book value and market value of each separately invested asset of the Authority at the 
beginning and at the end of the reporting period by the type of asset and fund type invested; ( 6) 
state the maturity date of each separately invested asset that has a maturity date; (7) state the current 
rating assigned to each investment, investment vehicle, or investment security by a nationally 
recognized investment rating firm, nationally recognized credit rating agency or nationally 
recognized rating service, as appropriate; (8) state the account or fund or pooled group fund, if the 
Authority has any, for which each individual investment was acquired; and (9) state the compliance 
of the Authority's investment portfolio as it relates to the investment strategy for each account of 
the Authority as set forth in this Investment Policy and the provisions of applicable law. Such 
report must be presented to the Board of Directors of the Authority within a reasonable period of 
time after the end of each fiscal quarter. If the Authority invests in other than (i) money market 
mutual funds, (ii) investment pools or (iii) accounts offered by its depository bank in the form of 
certificates of deposit, money market accounts or similar accounts, all of the type authorized under 
Section 6 of this Investment Policy, the reports prepared under this Section 4.E. shall be formally 
reviewed at least annually by an independent auditor, and the result of such review shall be reported 
to the Authority's Board of Directors by that auditor. 

F. In the event an investment or investment vehicle in which the Authority has placed 
funds, or the security therefor, is required to maintain a minimum rating pursuant to the Investment 
Act fails to maintain the minimum required rating, the Investment Representatives, under the 
supervision of the Investment Officer, shall take all prudent measures consistent with this Order to 
liquidate the investment in a reasonable amount of time and reinvest such funds in a conforming 
investment, if appropriate. 

G. In the event Authority funds are invested or reinvested in Certificates of Deposit, 
the Investment Representatives shall solicit bids or ascertain prevailing rates from at least two (2) 
banking institutions, either orally, in writing, electronically or by any combination of these 
methods, for each such investment. 

H. All purchases of securities, except investments in investment pools or in mutual 
funds, shall be made on a delivery versus payment basis. 

I. Not less frequently than each fiscal quarter, and as close as practicable to the end 
of such reporting period, the Authority's Investment Representatives, under the supervision of the 
Authority's Investment Officer, shall determine the market value of each Authority investment. 
Such market values shall be included in the written reports submitted to the Authority's Board of 
Directors pursuant to Section 4.E hereinabove. The following methods shall be used: 
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( 1) Certificates of deposit shall be valued at their face value plus any accrued 
but unpaid interest. 

(2) Shares in money market mutual funds and investment pools, if any, shall 
be valued at par plus any accrued but unpaid interest. 

(3) Other investment securities may be valued in any of the following ways: 

(a) the lower of two bids for such security obtained from qualified 
securities brokers/dealers with whom the Authority may engage 
in investment transactions; 

(b) the average of the bid and asked prices for such security, as 
published in The Wall Street Journal or The New York Times; 

(c) the bid price for such security published by any nationally 
recognized security pricing service; or 

(d) the market value quoted by the seller of the security. 

J. A written copy of the Authority's Investment Policy must be presented to any 
person offering to engage in an investment transaction with the Authority and to any investment 
management firm under contract with the Authority for the investment and management of its 
funds. The "qualified representative" of the business organization offering to engage in an 
investment transaction with the Authority or an investment management firm shall execute a 
written instrument in a form acceptable to the Authority substantially to the effect that the business 
organization or firm has received and reviewed the Investment Policy of the Authority and 
acknowledges that such business organization or firm has implemented reasonable procedures and 
controls in an effort to preclude investment transactions conducted between the Authority and such 
organization or firm that are not authorized by the Authority's Investment Policy, except to the 
extent that such authorization is dependent on an analysis of the makeup of the Authority's entire 
investment portfolio or requires an interpretation of subjective investment standards. The 
Authority's Investment Officer and Investment Representatives may not acquire or otherwise obtain 
any authorized investment described in Section 6 hereof from a person who has not delivered to 
the Authority the written statement acknowledging receipt of this Investment Policy in a form 
substantially similar to that attached hereto as Exhibit "A" (the "Certificate of Compliance"). For 
purposes of this Section 4.1., the "qualified representative" of a business organization offering to 
engage in an investment transaction with the Authority means a person who holds a position with 
a business organization, who is authorized to act on behalf of the business organization, and who 
is one of the following: 

( 1) for a business organization doing business that is regulated by or registered 
with a securities commission, a person who is registered under the rules of 
the National Association of Securities Dealers; 

(2) for a state or federal bank, a savings bank, or a state or federal credit union, 
a member of the loan committee for the bank or branch of the bank or a 
person authorized by corporate resolution to act on behalf of and bind the 
banking institution; or 
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(3) for an investment pool, the person authorized to sign the written 
instrument on behalf of the investment pool by the elected official or board 
with authority to administer the activities of the investment pool. 

The "qualified representative" of an investment management firm under contract with the Authority 
for the investment and management of its public funds is a person who is an officer or principal of 
such firm. 

K. The Investment Officer and the Investment Representatives for the Authority shall 
disclose in writing to the Board of Directors any (i) "personal business relationship" that they may 
have with a business organization offering to engage in an investment transaction with the 
Authority, or (ii) any or relationship within the second degree by affinity or consanguinity, as 
determined by Chapter 573, Texas Government Code, as amended, to any individual seeking to 
sell an investment to the Authority. Any written disclosure statement filed with the Board of 
Directors by the Investment Officer or any Investment Representative pursuant to this section must 
also be filed with the Texas Ethics Commission. For purposes of this Section 4.J., the Investment 
Officer or Investment Representative has a "personal business relationship" with a business 
organization or investment management firm if: 

( 1) such person owns 10 percent or more of the voting stock or shares of the 
business organization, or owns $5,000 or more of the fair market value of 
the business organization; 

(2) funds received by the Investment Officer or Investment Representative 
from the business organization exceeded 10 percent of such person's gross 
income for the previous year; or 

(3) such person has acquired from the business organization during the 
previous year investments with a book value of $2,500 or more for their 
personal account. 

L. In conjunction with the Authority's annual financial audit, a compliance audit of 
management controls on investments and adherence to this Investment Policy must be performed. 
In connection with said compliance audit, the Board of Directors shall review on an annual basis 
this Investment Policy and investment strategies. In connection with such annual review, the 
Authority's Board of Directors shall adopt a written resolution stating that it has reviewed this 
Investment Policy and the investment strategies set forth herein and shall indicate in such resolution 
either the continuation of this Investment Policy without amendment, or any changes to be made 
to this Investment Policy and/or the investment strategies herein. 

Section 5. General Investment Principles. All investments of Authority funds or funds under the 
Authority's control shall be made in accordance with the following general rules, regulations and policies: 

A. Any moneys in any fund of the Authority or in any fund established by the Board 
of Directors in connection with the authorization of the Authority's bonds, including, but not limited 
to, proceeds from the sale of such bonds, which funds are not required for the payment of 
obligations due or to become due immediately, shall be invested and reinvested, from time to time, 
only in the authorized investments specified in Section 6 hereunder; provided, however, that all 
such investments shall be secured in the manner provided by applicable law, including the Public 
Funds Collateral Act, Chapter 225 7, Texas Government Code, as amended, or in such other manner 
as may be authorized by law from time to time and otherwise suitable for the Authority's needs. 
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B. The policy of the Authority is to invest Authority funds only in instruments which 
further the following investment objectives of the Authority stated in order of importance: (1) 
preservation and safety of principal; (2) understanding of the suitability of the investment to the 
financial requirements of the Authority and that particular fund; (3) liquidity; (4) marketability of 
the investment if the need arises to liquidate the investment before maturity; (5) diversity of the 
investment portfolio; and (6) yield. The type, conditions and maturity date of Authority 
investments shall be consistent with the cash flow needs and operating requirements of the 
Authority, as determined from time to time by the Board of Directors, and consistent with the 
investment strategy for each Authority account as set forth in Section 7 hereunder. 

C. If invested in certificates of deposits, the Authority's funds shall be secured, to the 
extent that such funds are not insured by the Federal Deposit Insurance Corporation or the National 
Credit Union Share Insurance Fund, by the pledge to the Authority of certain types of securities, as 
determined in the sole discretion of the Authority, which under the laws of the State of Texas may 
be used to secure the deposits of conservation and reclamation districts, pursuant to and in 
compliance with a Public Funds Depositor Collateral Security Agreement which shall be 
substantially in the form attached hereto as Exhibit "B", the terms and conditions of which are 
incorporated herein by reference (the "Public Funds Depositor Collateral Security Agreement"). 

D. Securities pledged to the Authority shall be pledged pursuant to and in compliance 
with a Public Funds Depositor Collateral Security Agreement to be entered into by and between 
the Authority and the institution(s) pledging such securities. Securities pledged to the Authority 
shall either be deposited and held in safekeeping at the trust or safekeeping department of a 
commercial banking institution located in the State of Texas and not affiliated with the pledging 
institution(s) or a federal home loan bank, or shall be held in a restricted securities account, joint 
safekeeping account or other similar account in a branch of the Federal Reserve Bank pursuant to 
any and all applicable regulations, operating circulars, bulletins and policies of the Federal Reserve 
Bank, including the terms and conditions of any applicable forms or agreements, as may exist now 
or hereafter be enacted, promulgated or issued by the Federal Reserve Bank. The Authority's 
Investment Officer and Investment Representatives shall, within the limits of business practicality 
and consistent with the Federal Deposit Insurance Corporation Statement of Policy dated March 
23, 1993, (or any subsequent applicable Statement of Policy issued by the FDIC) relative to the 
securing of public funds, ensure that the Authority's uninsured funds are at all times secured as 
required by the Public Funds Collateral Act (Chapter 2257, Texas Government Code, as amended) 
and in the manner set forth in the Public Funds Depositor Collateral Security Agreement. The 
Authority's Investment Officer and Investment Representatives are hereby authorized to execute 
Public Funds Depositor Collateral Security Agreements and any agreements, documents or forms 
required by the Federal Reserve Bank on behalf of the Authority, as and when required, and to 
approve the substitution of securities pledged to the Authority as collateral pursuant to and in the 
manner set forth in any Public Funds Depositor Collateral Security Agreement entered into by the 
Authority. 

E. The Board of Directors recognizes that, within the framework of the above rules, 
decisions must be made concerning the type and duration of each investment transaction and that 
such decisions are best made by the person responsible for implementing the transaction, based 
upon the facts and circumstances prevailing at the time. As a guide to making such decisions, it is 
hereby declared the policy of the Board of Directors that priority should be given to proper security 
of the Authority's funds over maximizing the yield on investments. Furthermore, in cases where 
the rate of return on an investment security offered by competing banking institutions are 
substantially equivalent, the Authority's Investment Officer and Investment Representatives shall 

- 6 -



give preference to those investments and investment institutions offering the greatest degree of 
administrative convenience and proximity, and the flexibility of investment arrangements. 

F. Except as herein expressly provided, and except for (i) insufficient funds debits for 
returned items, and (ii) payment of bank service charges (or deductions from interest income in lieu 
of such payment) established by written agreements with the Authority's depository bank or banks, 
nothing herein shall be deemed or construed to authorize the withdrawal, expenditure or 
appropriation of funds of the Authority except by check or draft signed by three (3) members of 
the Board of Directors, or as otherwise provided by applicable statutes or the resolutions, rules, 
regulations, policies, orders or proceedings of the Board of Directors. Furthermore, the Board of 
Directors shall retain sole responsibility for establishing and implementing, from time to time, this 
Investment Policy, and all investment transactions to be undertaken by the Authority's Investment 
Officer and the Authority's Investment Representatives pursuant to this Investment Policy shall be 
subject to the further or more specific directions, instructions, orders, resolutions or actions of the 
Board of Directors. 

Section 6. Authorized Investments. The following categories of investment are authorized for 
investment of Authority funds: 

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

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

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

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

E. (1) Certificates of deposit that are issued by a depository institution that has 
its main office or a branch office in the State of Texas that are: 

(a) guaranteed or insured by the Federal Deposit Insurance Corporation or its 
successor or the National Credit Union Share Insurance Fund or its 
successor; 

(b) secured by obligations of the type described in Section 2256.010(a)(2) of 
the Investment Act; or 

( c) secured in any other manner and amount provided by law for deposits of 
the Authority pursuant to an approved and fully executed Public Funds 
Depositor Collateral Security Agreement; 

(2) Certificates of deposit that are acquired in the manner described in Section 
2256.0lO(b), Texas Government Code, as amended; provided, however, that each investment of 
Authority funds in the foregoing shall require specific prior approval by the Board of Directors; 
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F. Banker's acceptances with a stated maturity of 270 days or fewer from the date of 
issuance which meet the requirements set forth in Section 2256.012 of the Investment Act; 

G. Commercial paper with a stated maturity of 270 days or fewer from the date of 
issuance which meets the requirements set forth in Section 2256.013 of the Investment Act; 

H. No-load money market mutual funds that: 

(1) are registered with and regulated by the Securities and Exchange 
Commission; 

(2) provide the Authority with a prospectus and other information required by 
the Securities Exchange Act of 1934 (15 U.S.C. Section 78a et seq.) or the 
Investment Company Act of 1940 (15 U.S.C. Section 80a-l et seq.); 

(3) have a dollar-weighted average stated maturity of 90 days or fewer; and 

( 4) include in their investment objectives the maintenance of a stable net asset 
value of $1.00 for each share; 

I. Investment pools which meet the requirements set forth in Section 2256.016 and 
Section 2256.019 of the Investment Act; 

J. No-load mutual funds that: 

( 1) are registered with the Securities and Exchange Commission; 

(2) have an average weighted maturity of less than two (2) years; 

(3) are invested exclusively in obligations approved by Subchapter A. of the 
Investment Act; 

( 4) are continuously rated as to investment quality by at least one nationally 
recognized investment rating firm of not less than AAA or its equivalent; 
and 

(5) meet all other requirements set forth in Section 2256.014 of the Investment 
Act, as amended; 

K. Fully collateralized repurchase agreements meeting the requirements set forth in 
Section 2256.011 of the Investment Act, provided that the maximum maturity of same shall not 
exceed seven (7) days; 

L. Collateralized mortgage obligations directly issued by a federal agency or 
instrumentality of the United States, the underlying security for which is guaranteed by an agency 
or instrumentality of the United States, provided that the obligation is not: 

(1) an obligation whose payment represents the coupon payments on the 
outstanding principal balance of the underlying mortgage-backed security 
collateral and pays no principal; 
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(2) an obligation whose payment represents the principal stream of cash flow 
from the underlying mortgage-backed security collateral and bears no 
interest; 

(3) a collateralized mortgage obligation that has a stated final maturity date of 
greater than ten ( 10) years; or 

(4) a collateralized mortgage obligation the interest rate of which is 
determined by an index that adjusts opposite to the changes in a market 
index. 

M. Bonds issued, assumed or guaranteed by the State of Israel; 

N. Guaranteed investment contracts meeting the requirements set forth in Section 
2256.015 of the Investment Act; and 

0. Securities lending programs meeting the requirements set forth m Section 
2256.0115 of the Investment Act. 

Section 7. Investment Strategies. Authority investments shall be made upon the evaluation of the 
specific investment objectives and strategies of each account of the Authority, with the primary objective 
for the selection of any Authority investment being the understanding of the suitability of such investment 
to the financial requirements of the Authority. The Authority's investment strategy for each of its accounts 
is as follows: 

A. General Funds: The Authority's several General Funds are used for all operations 
and maintenance needs of the Authority. The highest priorities for the accounts comprising the 
General Funds are the preservation and safety of the principal of investments in the operating 
account. Of next importance is the liquidity and marketability of an investment if the need arises 
to liquidate the investment before its maturity. The Authority may conduct cash flow analysis to 
determine the appropriate liquidity needs for any of the Authority's several General Funds or the 
accounts comprising such funds. Typically, the Authority will ladder or match investment maturity 
dates so that any such maturity coincides with a potential expenditure of the Authority. Secondly, 
should the Authority establish reserve accounts for the benefit of a General Fund, or have funds on 
hand in a General Fund that are not specifically budgeted towards a specific expenditure, the 
Authority may invest these funds in various maturing investments as deemed prudent. However, 
no investment of a General Fund, unless otherwise authorized by the Board, shall exceed (5) five 
years in final maturity. The Authority may utilize and investment pool to fund some or all of the 
short-term expenditures. 

B. Debt Service Funds: The Authority's several Debt Service Funds are used to pay 
debt service on outstanding bonds. The highest priority for the accounts comprising the Debt 
Service Funds is the preservation and safety of principal. Since the Authority knows the amount 
of its debt service requirements and when it becomes due, investments for such Debt Service Funds 
should be structured to coincide with the amount and timing of debt service requirements. When 
the preservation and safety of principal and liquidity considerations for debt service purposes are 
assured, including the marketability of investments in the event the need arises to liquidate an 
investment before its maturity, the yield on investments should be considered. Since the amount of 
Authority funds in the several Debt Service Funds can be significant, diversification of the 
investment portfolio for such funds may be necessary. The Authority may easily liquidate 
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investments in an investment pool and therefore such investments may be appropriate in 
combination with longer term investments in the Debt Service Funds. However, no investment of 
a Debt Service Fund, unless otherwise expressly authorized by the Board, shall exceed (5) five 
years in final maturity. The Authority may utilize and investment pool to fund some or all of the 
short-term expenditures. 

C. Debt Service Reserve Funds: The Authorities several Debt Service Reserve Funds 
are used to pay debt service in the event of a shortfall in an underlying Debt Service Fund. Since 
the Authority knows timing and amounts of future debt service payments, the Authority should 
ensure that any investment strategy provides for ample liquidity in the event of a shortfall in a Debt 
Service Fund. Therefore, the Authority should seek to mitigate interest rate risk arising from 
investments in a Debt Service Reserve Fund. While Debt Service Reserve Funds are not likely to 
be needed, unless otherwise expressly authorized by the Board, no investment shall have a final 
maturity in excess of (5) years in final maturity. Furthermore, any securities purchased for the 
account of a Debt Service Reserve Fund should be highly marketable securities in the event the 
Authority needs to raise liquidity. 

D. Construction Funds: The Authority's several Construction Funds are used to pay 
for capital improvements of the Authority. The highest priority for the accounts comprising the 
Construction Funds is the preservation and safety of principal. In the event that funds held in the 
several Construction Funds are for particular improvement projects that have been previously 
identified by the Authority's Board of Directors, the Investment Representatives should secure a 
schedule of the approximate time when disbursements will be required to be made from such 
accounts. Investments in the several Construction Funds should be structured so that they mature 
or can be liquidated on or about the dates that disbursements are expected to be made. Once the 
safety of principal and liquidity and marketability of investments which are to match certain 
disbursement dates are assured, the yield on such investments may be considered. Since Authority 
funds in the several Construction Funds may not be needed for a year or more, longer term 
instruments should be considered to increase yield. If funds available in any Construction Fund 
are deemed surplus or are not required for specific improvement projects, such funds should be 
considered for longer term investment. Investment diversification for large amounts of Authority 
funds that may be deposited into the several Construction Funds for a very short term may be 
achieved through the use of an investment pool. Since investment pools are short term in nature, 
they would normally be used for Authority funds in these accounts only if the Authority knows that 
it will be disbursing funds in a relatively short period of time. However, on some occasions the 
yield on investment pools is higher than on longer term investments, so their use may be optimal 
for other funds in the several Construction Funds. However, no investment in the Construction 
Funds, unless otherwise Authorized by the Board, shall exceed ( 5) five years in final maturity. The 
Authority may utilize and investment pool to fund some or all of the short-term expenditures. 

E. Other Funds: From time to time, the Authority may create new Fund types by 
resolution or order of the Board of Directors. Any investment strategy for such Funds shall take 
into account the underlying cash flow needs of such Fund. Investment strategy shall correspond to 
the needs of such Fund. In addition, upon the annual review of the Investment Policy, the Authority 
may adopt a specific formal investment strategy for any new Fund type. However, no investment 
in these other Funds, unless otherwise Authorized by the Board, shall exceed (5) five years in final 
maturity. The Authority may utilize and investment pool to fund some or all of the short-term 
expenditures. · 
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Section 8. Miscellaneous. 

A. In the event of any conflict or inconsistency between the terms of this Investment 
Policy and applicable requirements of law, such conflict or inconsistency will be resolved in favor 
of the more restrictive of this Investment Policy or the applicable requirements oflaw. In the event 
of any ambiguity or uncertainty as to the intent and application of any part, section, paragraph or 
provision hereof, a written request for clarification or approval of a proposed action describing such 
circumstances shall be submitted to the Board of Directors for a decision as to a proper course of 
action. 

B. The rules, regulations and policies set forth herein shall be and remain in full force 
and effect unless and until amended, revised, rescinded or repealed by action of the Board of 
Directors. The Authority's Board of Directors specifically reserves the right to change, alter or 
amend any provision of this Investment Policy at any time. 

C. The provisions of this Investment Policy are severable, and if any provision or part 
of this Investment Policy or the application thereof to any person or circumstances shall ever be 
held by any court of competent jurisdiction to be invalid or unconstitutional for any reason, the 
remainder of this Investment Policy and the application of such provision or part of this Investment 
Policy shall not be affected thereby. 

D. All rules, regulations and policies heretofore adopted on the subject matter hereof 
or in conflict herewith are hereby repealed, revoked and rescinded as of the effective date hereof. 
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EXHIBIT "A" 

CERTIFICATE OF COMPLIANCE FROM SELLERS OF INVESTMENTS AS REQUIRED BY THE 
PUBLIC FUNDS INVESTMENT ACT 

To: San Jacinto River Authority (the "Authority") 

From: 

of 

Date: 

[Name of the person offering 
or the "qualified representative" 
of the business organization 
offering to engage in an investment 
transaction with the Authority or of 
the Authority's Investment Manager] 

[Title of such person] 

------------ (the "Business Organization") 
[Name of financial institution, 
business organization or 
investment pool] 

-------,20_ 

In accordance with the provisions of the Public Funds Investment Act, Chapter 2256, Texas 
Government Code, as amended, I hereby certify that: 

1. I am an individual offering to enter into an investment transaction with the Authority or a 
"qualified representative" of the Business Organization offering to enter into an investment transaction with 
the Authority, as applicable, as such terms are used in the Public Funds Investment Act, Chapter 2256, 
Texas Government Code, as amended (the "Seller"), and that Seller meets all requirements under such Act 
to execute this Certificate. 

2. Seller anticipates selling to the Authority investments that are authorized by the Authority's 
Order Establishing Policy for Investment of Authority Funds and Appointing Investment Officer, dated [ 
], 20_ (the "Investment Policy") and the Public Funds Investment Act (collectively referred to herein as 
the "Investments"). 

3. I or a registered investment professional that services the Authority's account, as 
applicable, have received and reviewed the Authority's Investment Policy now in full force and effect. The 
Authority has further acknowledged that Seller may rely upon the Investment Policy until the Authority 
provides Seller with any amendments to or any newly adopted form of the Investment Policy. 

4. Seller has implemented reasonable procedures and controls in an effort to preclude 
investment transactions between the Authority and Seller that are not authorized by the Investment Policy, 
except to the extent that this authorization is dependent upon an analysis of the Authority's entire portfolio 
or requires an interpretation of subjective investment standards. 

5. Seller has reviewed or will review prior to sale, the terms, conditions and characteristics of 
the investments to be sold to the Authority and has determined or will determine, prior to sale, that (i) each 
of the Investments is an authorized investment for local governments under the Public Funds Investment 
Act and (ii) each of the Investments is an authorized investment under the Authority's Investment Policy. 
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6. Seller acknowledges that the Authority has disclosed and hereby discloses that certain 
funds within the custody of the Authority which may be deposited or invested with Seller are by law or 
under a bond indenture required to be set aside to discharge a debt owed to the holder(s) of the Authority's 
outstanding notes, bonds or other obligations. As such, these funds shall be deemed to be a deposit by a 
trustee of trust funds of which the holder(s) are pro rata beneficiaries in accordance with 12 C.F.R. 
§330.15(c). Such funds held in trust for the holder(s) of the Authority's notes, bonds or other obligations 
are deposited within the account(s) titled "Bond Fund", "Bond Account", "Debt Service Fund", "Debt 
Service Account", "Interest and Sinking Fund'', "Interest and Sinking Account", or other similar name 
sufficient to satisfy the requirements of 12 C.F.R. §330.S(b) indicating that such funds are pledged towards 
the payment of principal and interest on the Authority's notes, bonds or other obligations. Seller further 
acknowledges that the Authority may be acting in a fiduciary capacity on behalf of certain persons or 
entities who may, in turn, be acting in a fiduciary capacity for subsequent purchasers and/or holders of the 
Authority's outstanding notes, bonds or other obligations. 

7. Seller will continuously maintain an executed copy of this Certificate of Compliance in its 
"deposit account records" (as defined in 12 C.F.R. §330.l(e)) for so long as Seller holds any funds of or 
within the custody of the Authority. 

By:. _______ +--------

Name: 
------------~ 

Title: ____________ _ 
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EXHIBIT "B" 

PUBLIC FUNDS DEPOSITOR 
COLLATERAL SECURITY AGREEMENT 

This Public Funds Depositor Collateral Security Agreement (the "Agreement") is made and entered 
into as of the _ day of __ , 20 _ by and between SAN JACINTO RIVER AUTHORITY (the 
"Depositor") and ("Bank"), and any prior Agreement between Depositor and 
Bank relative to the subject matter hereof is hereby terminated as of the date first written above. 

RECITALS 

Depositor, through action of its Board of Directors, has designated Bank as a depository for 
Depositor's funds. Funds on deposit with Bank to the credit of Depositor in excess of federal deposit 
insurance are required to be secured by eligible security as provided for by the Public Funds Collateral Act, 
V.T.C.A. Government Code Section 2257.001 et seq. (the "Public Funds Law"). Depositor and Bank 
understand and acknowledge that the amount of Depositor's uninsured deposits in Bank may vary 
substantially from time to time; that under the circumstances permitted herein, the Bank may release, add 
to or substitute for the securities pledged by Bank from time to time to secure such uninsured deposits of 
Depositor; and that it is the intent of the parties that this Agreement be renewed and extended upon and at 
the time of each permitted release, addition or substitution of collateral securities and thereafter remain in 
force and effect for the full term thereof until terminated in the manner set forth herein. In order to perfect 
Depositor's security interest in eligible securities pledged by Bank from time to time to secure such 
uninsured deposits, the Board of Directors of the Bank (the "Bank Board") has authorized the undersigned 
Bank officer to enter into this Agreement on behalf of Bank under the terms of which Bank will either [(i) 
cause 
-----------------'a [state or national bank], which has its main office or a 
branch office in Texas and which has been designated by the State Comptroller as a Texas State Depository 
to hold the collateral assets in a custody account as bailee for the benefit of Depositor, or (ii)] cause the 
Federal Reserve Bank or a federal home loan bank ("FHLB") to hold the collateral assets in a restricted 
securities account, joint safekeeping account or other similar account as custodian/bailee for the benefit of 
Depositor (such [bank or] FHLB or the Federal Reserve Bank, as the case may be, hereinafter called the 
"Custodian"). 

AGREEMENT 

Now, therefore, in consideration of the mutual covenants in this Agreement, the parties agree as 
follows: 

1. Grant of Security Interest. To secure the uninsured deposits maintained by Depositor with 
Bank from time to time, Bank hereby pledges and grants to Depositor a security interest in its Eligible 
Securities (as defined in the Public Funds Law) which are held, now or hereafter, by Custodian for the 
benefit of Depositor in accordance with the terms of this Agreement (the "Collateral"). At all times during 
the term of this Agreement, the Collateral shall consist solely of the following: 
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direct obligations of the State of Texas or Texas State agencies and instrumentalities; 



collateralized mortgage obligations directly issued by a federal agency or instrumentality of the 
United States of America, the underlying security for which is guaranteed by an agency or 
instrumentality of the United States of America; 

other obligations, the principal and interest on which are unconditionally guaranteed or insured by, 
or backed by the full faith and credit of the State of Texas or the United States of America or their 
respective agencies and instrumentalities; 

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

fixed-rate collateralized mortgage obligations that have an expected weighted average life of 10 
years or less and which do not constitute a high-risk mortgage security as defined in the Public 
Funds Law; 

floating-rate collateralized mortgage obligations that do not constitute a high-risk mortgage security 
as defined in the Public Funds Law; and 

letters of credit issued by a federal home loan bank. 

Bank shall cause Custodian to accept and hold the Collateral as bailee and/or custodian for Depositor to 
secure Bank's obligation to repay the deposits. 

2. Receipts. The Collateral held by Custodian for the benefit of Depositor, as of the effective 
date of this Agreement, has been described on Trust Receipts (as defined in the Public Funds Law) issued 
by Custodian, copies of which Custodian has forwarded to Depositor, and such current Collateral is 
described on Exhibit "A" attached hereto and made a part hereof for all purposes. With respect to additional 
or substitute Collateral hereafter delivered by Bank to Custodian to hold for the benefit of Depositor, or any 
releases of securities previously held as Collateral ("Releases"), as contemplated by this Agreement, Bank 
shall cause Custodian to issue Trust Receipts or Releases describing such additional or substitute Collateral 
or released securities and promptly forward copies of same to Depositor. Such Trust Receipts and Releases 
which are furnished to Depositor by Custodian from time to time shall be deemed a part ohhis Agreement 
without further action on the part of any party hereto, and this Agreement shall apply to such released, 
additional or substitute Collateral to the same extent as if it were described on Exhibit "A" attached hereto. 
If the Custodian is the Federal Reserve Bank, such Trust Receipts or Releases will consist of a written 
confirmation (the "Advice"). Such Advice shall be subject to the terms and conditions of all applicable 
regulations, operating circulars, bulletins and policies of the Federal Reserve Bank, including the terms and 
conditions of any applicable forms or agreements, as may now exist or hereafter be enacted, promulgated 
or issued by the Federal Reserve Bank (collectively "Applicable Regulations"). Upon request of Depositor, 
Bank agrees to provide or cause Custodian to provide a then-current list of all Collateral pledged by Bank 
to secure Depositor's funds to update Exhibit "A" to this Agreement. 

3. Required Collateral Value. Bank agrees with Depositor that the total market value of the 
Collateral securing uninsured deposits maintained by Depositor with Bank will at all times during the term 
of the Agreement be not less than (i) one hundred ten percent (110%) of the amount of such uninsured 
deposits, if the determination of the market value of Collateral is calculated less frequently than weekly by 
Bank, or (ii) one hundred five percent (105%) of the amount of such uninsured deposits if the determination 
of the market value of Collateral is calculated at least weekly by Bank (the "Required Collateral Value"). 
To insure that the Required Collateral Value is maintained, Bank will redetermine, on a daily basis, the 
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amount of Depositor's uninsured deposits (taking into account that day's deposits, accrued interest, 
disbursements and withdrawals) held by Bank and (using the most recently determined market value of the 
Collateral) promptly add any additional Collateral which may be necessary to maintain the Required 
Collateral Value by either (i) depositing with Custodian for the purposes of this Agreement any additional 
Collateral or (ii) if the Custodian is the Federal Reserve Bank, transferring additional Collateral to a 
restricted securities account, joint safekeeping account or other similar account maintained by the Federal 
Reserve Bank. Determination of the market value of Collateral by Bank will be calculated 
periodically as indicated by Bank on the signature page hereof or more frequently on Depositor's 
request; provided, however, the foregoing shall not relieve Bank of its obligation to fully collateralize at 
all times the Depositor's uninsured deposits with Bank. If upon the periodic determination of the 
Collateral's market value as set forth herein, the Required Collateral Value is not then maintained, Bank 
will promptly deposit with Custodian for the purposes of this Agreement additional Collateral necessary to 
maintain the Required Collateral Value. 

4. Release of Collateral. Custodian shall not release any part of the Collateral without 
Depositor's written authorization. Depositor agrees to furnish such authorization promptly upon Bank's 
request under the circumstances described in Sections 5, 6, or 8 of this Agreement. Depositor's 
authorization to Custodian to release from the Collateral only designated Eligible Securities shall terminate 
the security interest granted by Bank in this Agreement only with respect to such designated Eligible 
Securities. If the Custodian is the Federal Reserve Bank, this section shall apply except to the extent it is 
in conflict with the provisions of the Applicable Regulations, in which event the provisions of the 
Applicable Regulations shall govern the release of Collateral. 

5. Substitution of Collateral. It is hereby agreed that upon obtaining the prior written consent 
of the Depositor, which consent shall not be unreasonably withheld, substitutions of the Collateral held 
hereunder may be made at any time so long as the fair market value of the Eligible Securities being 
substituted is at least equal to the fair market value of the Eligible Securities being removed. If the 
Custodian is the Federal Reserve Bank, this section shall apply except to the extent it is in conflict with the 
provisions of the Applicable Regulations, in which event the provisions of the Applicable Regulations shall 
govern the substitution of Collateral. 

6. Excess Collateral. At such times as the aggregate market value of the Collateral held by 
Custodian exceeds the Required Collateral Value, Depositor, upon request by Bank, shall authorize 
Custodian to permit Bank to release the excess portion of the Collateral. Custodian shall have no further 
liability to Depositor with respect to those Eligible Securities released upon Depositor's authorization. 

7. Additional Collateral. If at any time the aggregate market value of Collateral held by 
Custodian is less than the Required Collateral Value, Bank shall immediately upon learning of such 
circumstance, and without further action by Depositor, promptly either (i) deposit with Custodian sufficient 
additional Eligible Securities of the type specified in Section 1 as may be necessary to cause the aggregate 
market value of the Collateral to equal the Required Collateral Value, or (ii) transfer additional Eligible 
Securities of the type specified in Section 1 to the restricted securities account, joint safekeeping account 
or other similar account maintained by the Federal Reserve Bank as may be necessary to cause the aggregate 
market value of the Collateral to equal the Required Collateral Value and cause the Federal Reserve Bank 
to issue a corresponding Advice (and Bank will deposit with the Federal Reserve Bank additional Eligible 
Securities if and to the extent necessary to fulfill its obligations under this Agreement). 

8. Earnings and Payments on Collateral. Bank shall be entitled to the interest income and 
earnings paid on the Collateral and Custodian may dispose of such interest income and earnings as directed 
by Bank without approval of Depositor, so long as Depositor has not notified Custodian of Bank's default 
under this Agreement. Bank shall not be entitled to and Custodian shall not release to Bank any partial or 
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full call of the Collateral without Depositor's prior written authorization as described in Section 4 of this 
Agreement. If the Custodian is the Federal Reserve Bank, this section shall apply except to the extent it is 
in conflict with the provisions of the Applicable Regulations, in which event the provisions of the 
Applicable Regulations shall govern the disposition of interest earnings and principal payments on the 
Collateral. 

9. Default and Remedies. If Bank fails at any time to pay and satisfy, when due, any check, 
draft, or voucher lawfully drawn against any deposit or becomes insolvent or materially breaches its 
contract with Depositor, a default shall exist under this Agreement and Depositor shall give written notice 
of such default to Bank, and Bank shall have ten (10) days to cure same. In the event Bank fails to do so, 
it shall be the duty of Custodian, upon written demand of Depositor, to surrender or transfer the Collateral 
to Depositor or Depositor's nominee and Bank hereby irrevocably authorizes Custodian to surrender or 
transfer the Collateral upon the conditions herein specified. Depositor may sell all or any part of such 
Collateral in a commercially reasonable manner and out of the proceeds of the Collateral may pay Depositor 
all damages and losses sustained by it, together with all expenses of any and every kind incurred by it on 
account of such failure or insolvency sale. Depositor shall account to Bank for the remainder, if any, of 
said proceeds or Collateral remaining unsold. Such sale may be either at public or private sale; provided, 
however, Depositor shall give Bank ten (10) days' written notice of the time and place where such sale shall 
take place, and such sale shall be to the highest bidder for cash. Depositor and Bank shall have the right to 
bid at such sale. If the Custodian is the Federal Reserve Bank, this section shall apply except to the extent 
it is in conflict with the provisions of the Applicable Regulations, in which event the provisions of the 
Applicable Regulations shall govern the Depositor's exercise of remedies against the Collateral. 

10. Authorization and Records. The Bank Board has authorized the pledge of Bank assets to 
collateralize uninsured deposits maintained by Depositor pursuant to resolutions substantially in the form 
of Annex I attached to the form of Resolution Certificate and Certificate of Incumbency attached hereto as 
Exhibit "B" (the "Resolution Certificate"), and has authorized the undersigned Bank officer to enter into, 
execute and deliver to Depositor this Agreement on behalf of Bank and to take all action which may be 
necessary or appropriate to create and perfect the security interest in the Collateral contemplated hereunder. 
Bank shall deliver to Depositor a fully executed Resolution Certificate as a condition precedent to the 
effectiveness of this Agreement and shall advise Depositor immediately of any revocation, amendment or 
modification thereof. Bank shall maintain this Agreement, its copies of all Trust Receipts, Releases and 
Advices, and the Resolution Certificate among its official records continuously until such time as this 
Agreement is terminated and all uninsured deposits of Depositor have been properly and fully paid out. 
This Agreement may be executed in one or more counterparts, each of which shall be an original. 

11. Authorized Representatives: Depositor Agreements. The Depositor hereby confirms that 
it has previously authorized its Investment Officer and/or Investment Representatives to execute this 
Agreement and any documentation required in connection therewith, including specifically pursuant to the 
Applicable Regulations and documentation related thereto, and to represent it and act on its behalf in any 
and all matters of every kind arising under this Agreement. During the term of this Agreement, the 
Depositor may further designate an additional officer or officers to singly or jointly represent and act on 
behalf of Depositor in any and all matters of every kind arising under this Agreement and, in such event, 
shall provide written notice thereof to Bank. In the event of any conflict between the provisions of this 
Agreement and any other agreement between the Depositor and the Bank relating to the deposits, this 
Agreement will control, unless the conflict is with the Applicable Regulations, in which event the 
Applicable Regulations will control. Bank and Depositor specifically agree that Depositor's prior approval 
is required for any par-for-par Collateral substitutions. 

12. Custodian as Bailee. Custodian will promptly identify the pledge by Bank to Depositor of 
the Collateral on the Custodian's books and records and any additional or substitute Collateral and issue to 
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Bank and Depositor Trust Receipts covering the Collateral. Similarly, Custodian will promptly remove 
from its books and records any securities released from the pledge by Bank in compliance with the terms 
of this Agreement and issue to Bank and Depositor appropriate Releases identifying the released securities. 
Custodian acknowledges that it is the bailee of Depositor for purposes of Section 2257.044 of the Public 
Funds Law, and its custodial capacity is deemed to be set forth on any Trust Receipt delivered to Bank and 
Depositor, whether such capacity is expressly so noted or not. If the Custodian is the Federal Reserve Bank, 
this section shall not apply, but Bank acknowledges the provisions of the Applicable Regulations which 
provide that the Federal Reserve Bank is acting as custodian/bailee; that the Collateral identified on the 
Advice is subject to the custodial provisions of the Applicable Regulations; and that the disposition thereof 
is subject to Depositor's approval. 

13. Financial Condition. Bank will provide a statement of its financial position to the 
Depositor on at least a quarterly basis. Bank will provide to the Depositor an annual statement audited by 
its outside auditors including a statement by its outside auditors as to its "fair presentation." 

14. Amendment, Modification, Renewal. Each permitted release of previously pledged 
Collateral and each addition to or permitted substitution for Collateral shall be deemed and considered, 
without further action by Bank or Depositor, as an amendment to Exhibit "A" attached hereto and a 
contemporaneous renewal and extension of this Agreement for the term hereinafter stated upon the same 
terms and containing the same provisions as set forth herein, except as the Collateral subject to this 
Agreement may be modified or amended thereby; provided, however, that any such renewal and extension 
shall not affect any transaction entered into prior to such renewal and extension until Bank shall have 
properly and fully paid out all uninsured deposits (including any uninsured time deposits) and Depositor 
shall have authorized Custodian to redeliver to Bank's sole control all Collateral then in Custodian's 
possession. Otherwise, this Agreement may not be amended or modified except by mutual written 
agreement of the parties hereto. 

15. Term. Unless sooner terminated as hereinafter provided, the term of this Agreement, and 
any renewal or extension hereof resulting from any release, addition to or substitution of securities pledged 
as Collateral hereunder, shall commence on the date of this Agreement, or the date of such release, addition 
or substitution, and continue for a term of ten (10) years. 

16. Termination. Either Depositor, Bank or Custodian may terminate this Agreement prior to 
the expiration of the term hereof upon thirty (30) days' advance written notice to the other parties or by 
entering into a new Public Funds Depositor Collateral Security Agreement which is intended to supersede 
and replace this Agreement; provided, however, that the terms of this Agreement shall continue to apply to 
all transactions entered into prior to such termination and until Bank shall have properly and fully paid out 
all uninsured deposits (including any uninsured time deposits) and Depositor shall have authorized 
Custodian to redeliver to Bank's sole control all Collateral then in Custodian's possession. 

17. Custodian Fees. Any and all fees associated with the Custodian's holding of Collateral for 
the benefit of the Depositor will be paid by Bank and the Depositor will have no liability therefor. 

- 5 -



In witness whereof, the parties hereto have caused this Agreement to be executed by their duly 
authorized representatives as of the day first above written. 

DEPOSITOR: 

SAN JACINTO RIVER AUTHORITY 
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Bank hereby agrees that it will periodically determine the market value of Collateral and maintain 
the corresponding Required Collateral Value throughout the term of this Agreement as indicated below 
(provided, however, that in the event no indication is made below, the Required Collateral Value for all 
purposes of this Agreement shall be 110%): 

BANK: 

D 

D 

Less frequent than weekly 

Weekly 

By: ____________ _ 

Name: 
~~~~~~~~~~~~~~-

Title: 
~~~~~~~~~~~~~~~ 

No less than 110% 

No less than 105% 
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The Custodian, if other than the Federal Reserve Bank, joins in the execution of this Agreement 
for purposes of Sections 4, 8, 9, 12 and 16, and ifthe Custodian is the Federal Reserve Bank, suchjoinder 
is to be evidenced as set forth in the Applicable Regulations, the Advice and any documentation related 
thereto. 

CUSTODIAN: 

By: ____________ _ 

Name: _____________ _ 

Title: ---------------
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EXHIBIT "A" 

[Description of Eligible Securities Pledged] 



EXHIBIT "B" 

RESOLUTION CERTIFICATE 

AND CERTIFICATE OF INCUMBENCY 

OF (BANK) 

The undersigned hereby certifies as follows: 

1. I am the officer of the Bank holding the title designated on the signature line of this 

Certificate. 

2. Attached hereto as Annex I is a full, true and correct copy ofresolutions (the "Resolutions") 

duly adopted by the [Board of Directors] [Loan Committee] of the Bank in conformity with the Articles of 

Association and By-laws of the Bank and in accordance with the laws of the State of Texas. 

3. The Resolutions have not been amended, modified or rescinded, and are in full force and 

effect on the date hereof. 

4. The Bank is duly organized and existing under the laws of 

5. All franchise and other taxes required to maintain the Bank's existence have been paid and 

none of such taxes are delinquent. 

6. No proceedings are pending for the forfeiture of the Bank's authority to do business or for 

its dissolution, voluntarily or involuntarily. 

7. The Bank is qualified to do business in each state where the nature of its business requires 

such qualification. 

8. There is no provision in the Articles of Association, By-laws or any other agreement, 

indenture or contract to which the Bank or its property is subject which limits the Resolutions, and the 

Resolutions are in conformity with the provision of the Bank's Articles of Association and By-laws and 

with proceedings of the Board of Directors. 
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9. This resolution is made in order to comply with requirements of the Financial Institutions 

Reform, Recovery and Enforcement Act of 1989, as amended, and 12 U.S.C. 1823(e), and shall constitute 

a business record of the Bank and shall be continuously maintained in the official business records of Bank. 

10. The undersigned officers have been duly elected to the positions set opposite their 

respective names below and are qualified to act in the present capacities in which they sign for the Bank. 

11. The signatures appearing opposite each of the undersigned officers is his or her authentic 

signature and each of the undersigned holds the office designated for the same. 

Signature 

EXECUTED the ___ day of __________ , 20 _ 

Name: -----------------
Title: [Secretary] [Recording Officer] 
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ANNEX I 

RESOLUTIONS 

RESOLVED, that this Bank shall secure all deposits of the ____________ (the 

"Authority") in excess of amounts insured by the Federal Deposit Insurance Corporation ("Excess Funds") 

on deposit with the Bank at any time in whatever amount; and further 

RESOLVED, in regard to the above referenced deposits, that the Chairman of the Board of 

Directors, President, any Executive Vice President, any Vice President, any Assistant Vice President, or 

any other officer of the Bank is hereby authorized and directed to execute for and on behalf of the Bank the 

following documents, it being further agreed that the execution of any of the same prior to the adoption of 

these resolutions is hereby ratified, confirmed and adopted: 

1. A Public Funds Depositor Collateral Security Agreement (the "Collateral Security 

Agreement") in favor of the Authority, covering the Collateral described therein; 

2. Such other and further documents as may be deemed necessary or desirable by such officer 

or as required by the Authority in regard to the securing of the Excess Funds; and further 

RESOLVED, that the officers executing any of the above described documents are hereby 

authorized and empowered to do and perform any and all actions required by the terms and provisions of 

same to execute the same in the name and on behalf of the Bank, in such number of counterparts as the 

officer or officers executing the same shall deem necessary or desirable, with such terms, conditions, 

modifications, changes and provisions as the officer or officers executing the same may approve, the 

execution of such documents to evidence approval of the terms thereof conclusively; and further 

RESOLVED, that any and all instruments executed and delivered on behalf of the Bank in 

connection with these resolutions by any person purporting to be an officer of the Bank shall be deemed to 

be the act of the Bank and shall be in all respects binding against the Bank; and further 

RESOLVED, that all actions of all officers, agents or other representatives of the Bank taken or 

performed up to the date hereof in respect to the preparation, execution and delivery of the documents, 
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certificates or other instruments contemplated hereby, and the taking prior to the date hereof of any and all 

actions otherwise required by the terms and provisions of the above referenced documents, be, and they 

hereby are, in all respects approved, ratified and confirmed; and further 

RESOLVED, that this approval is intended to comply in all respects with the requirements of 

applicable statutory law relating to insurance of accounts including specifically, but without limitation, the 

requirements of 12 U.S.C.A. §§ 1821(d)(9)(A) and 1823(e); and further 

RESOLVED, that any deposit agreements between Bank and Authority and/or the Collateral 

Security Agreement are all intended to be, and shall be deemed to be, official records of the Bank; and 

further 

RESOLVED, that any deposit agreements between Bank and Authority, the Collateral Security 

Agreement and these Resolutions shall be continuously maintained in the business records of the Bank. 
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RESOLUTION NO. Zcilt' g .... oi} 
A RESOLUTION OF THE BOARD OF DIRECTORS OF THE SAN JACINTO RIVER 
AUTHORITY ADOPTING AN AMENDED SAN JACINTO RIVER AUTHORITY CAFETERIA 
PLAN AND SUMMARY PLAN DESCRIPTION. 

WHEREAS, the San Jac into River Authority ("Employer") heretofore adopted a Cafeteria Plan 
known as the San Jacinto River Authority Cafeteria Plan ("Plan") a long with a corresponding Summary 
Plan Description; and 

WHEREAS, the Authority desires to amend the Plan in certain respects; 

NOW THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE SAN 
JACINTO RIVER AUTHORITY THAT: 

The form of amended San Jacinto River Authority Cafeteria Plan including a Health Flexible 
Spendin g Account effective January 1, 2016, presented to this meeting and attached hereto as Exhibit A is 
hereby approved and adopted and the duly authorized agents of the Employer are hereby authorized and 
directed to execute and deliver to the Admin istrator of the Plan one or more counterparts of the Plan. 

The Admin istrator shall be instructed to take such actions that are deemed necessary and proper in 
order to implement the Plan, and to set up adequate accounting and administrative procedures to provide 
benefits under the Plan. 

The duly authorized agents of the Employer shall act as soon as possible to notify the employees 
of the Employer of the adoption of the amended Cafeteria Plan by delivering to each employee a copy of 
the summary description of the Plan in the form of the Summary Plan Description presented to this meeting, 
which form is attached hereto as Exhibit B and is hereby approved. 

The undersigned further certifies that attached hereto as Exhibits A and B, respectively, are true 
copies of the San Jac into River Authority Cafeteria Plan, as amended and restated, and the Summary Plan 
Description are hereby approved and adopted. 

APPROVED AND ADOPTED by the Board of Directors of the San Jacinto River Authority, at a regular 
meeting on the 241"day of March, 201 6. 

ATTEST: SAN JACINTO RIVER AUTHORITY 

__ ...... ,,, ----o RI v '',,, 
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SAN JACINTO RIVER AUTHORITY 
CAFETERIA PLAN 

INTRODUCTION 

The Employer has amended this Plan effective January 1, 2016, to recognize the contribution made to the Employer by its 
Employees. Its purpose is to reward them by providing benefits for those Employees who shall qualify hereunder and their 
Dependents and beneficiaries. The concept of this Plan is to allow Employees to choose among different types of benefits based on 
their own particular goals, desires and needs. This Plan is a restatement of a Plan which was originally effective on January 1, 2010. 
The Plan shall be known as San Jacinto River Authority Cafeteria Plan (the "Plan"). 

The intention of the Employer is that the Plan qualify as a "Cafeteria Plan" within the meaning of Section 125 of the Internal 
Revenue Code of 1986, as amended, and that the benefits which an Employee elects to receive under the Plan be excludable from 
the Employee's income under Section 125( a) and other applicable sections of the Internal Revenue Code of 1986, as amended. 

ARTICLE I 
DEFINITIONS 

1 .1 "Administrator" means the Employer unless another person or entity has been designated by the Employer 
pursuant to Section 8.1 to administer the Plan on behalf of the Employer. If the Employer is the Administrator, the Employer may 
appoint any person, including, but not limited to, the Employees of the Employer, to perform the duties of the Administrator. Any 
person so appointed shall signify acceptance by filing written acceptance with the Employer. Upon the resignation or removal of any 
individual performing the duties of the Administrator, the Employer may designate a successor. 

1.2 "Affiliated Employer" means the Employer and any corporation which is a member of a controlled group of 
corporations (as defined in Code Section 414(b)) which includes the Employer; any trade or business (whether or not incorporated) 
which is under common control (as defined in Code Section 414(c)) with the Employer; any organization (whether or not incorporated) 
which is a member of an affiliated service group (as defined in Code Section 414(m)) which includes the Employer; and any other 
entity required to be aggregated with the Employer pursuant to Treasury regulations under Code Section 414(0). 

1.3 "Benefit" or "Benefit Options" means any of the optional benefit choices available to a Participant as outlined in 
Section 4.1. 

1.4 "Cafeteria Plan Benefit Dollars" means the amount available to Participants to purchase Benefit Options as 
provided under Section 4.1. Each dollar contributed to this Plan shall be converted into one Cafeteria Plan Benefit Dollar. 

1.5 "Code" means the Internal Revenue Code of 1986, as amended or replaced from time to time. 

1.6 "Compensation" means the amounts received by the Participant from the Employer during a Plan Year. 

1. 7 "Dependent" means any individual who qualifies as a dependent under an Insurance Contract for purposes of 
coverage under that Contract only or under Code Section 152 (as modified by Code Section 105(b )). 

"Dependent" shall include any Child of a Participant who is covered under an Insurance Contract, as defined in 
the Contract, or under the Health Flexible Spending Account or as allowed by reason of the Affordable Care Act. 

For purposes of the Health Flexible Spending Account, a Participant's "Child" includes his/her natural child, 
stepchild, foster child, adopted child, or a child placed with the Participant for adoption. A Participant's Child will be an eligible 
Dependent until reaching the limiting age of 26, without regard to student status, marital status, financial dependency or residency 
status with the Employee or any other person. When the child reaches the applicable limiting age, coverage will end at the end of the 
calendar year. 

The phrase "placed for adoption" refers to a child whom the Participant intends to adopt, whether or not the 
adoption has become final, who has not attained the age of 18 as of the date of such placement for adoption. The term "placed" 
means the assumption and retention by such Employee of a legal obligation for total or partial support of the child in anticipation of 
adoption of the child. The child must be available for adoption and the legal process must have commenced. 

1 .8 "Effective Date" means January 1, 2010. 

1.9 "Election Period" means the period immediately preceding the beginning of each Plan Year established by the 
Administrator, such period to be applied on a uniform and nondiscriminatory basis for all Employees and Participants. However, an 
Employee's initial Election Period shall be determined pursuant to Section 5.1. 

1.10 "Eligible Employee" means any Employee who has satisfied the provisions of Section 2.1. 

An individual shall not be an "Eligible Employee" if such individual is not reported on the payroll records of the 
Employer as a common law employee. In particular, it is expressly intended that individuals not treated as common law employees by 
the Employer on its payroll records are not "Eligible Employees" and are excluded from Plan participation even if a court or 
administrative agency determines that such individuals are common law employees and not independent contractors. 



However, any Employee who is a "part-time" Employee shall not be eligible to participate in this Plan. A "part-time" 
Employee is any Employee who works, or is expected to work on a regular basis, less than 30 hours a week and is designated as a 
part-time Employee on the Employer's personnel records. 

1.11 "Employee" means any person who is employed by the Employer. The term Employee shall include leased 
employees within the meaning of Code Section 414(n)(2). 

1.12 "Employer" means San Jacinto River Authority and any successor which shall maintain this Plan; and any 
predecessor which has maintained this Plan. In addition, where appropriate, the term Employer shall include any Participating, 
Affiliated or Adopting Employer. 

1.13 "Employer Contribution" means the contributions made by the Employer pursuant to Section 3.1 to enable a 
Participant to purchase Benefits. These contributions shall be converted to Cafeteria Plan Benefit Dollars and allocated to the funds or 
accounts established under the Plan pursuant to the Participants' elections made under Article V and as set forth in Section 3.1. 

1.14 "Grace Period" means, with respect to any Plan Year, the time period ending on the fifteenth day of the third 
calendar month after the end of such Plan Year, during which Medical Expenses incurred by a Participant will be deemed to have been 
incurred during such Plan Year. 

1.15 "Insurance Contract" means any contract issued by an Insurer underwriting a Benefit. 

1.16 "Insurance Premium Payment Plan" means the plan of benefits contained in Section 4.1 of this Plan, which 
provides for the payment of Premium Expenses. 

1.17 "Insurer" means any insurance company that underwrites a Benefit under this Plan. 

1.18 "Key Employee" means an Employee described in Code Section 416(i)(1) and the Treasury regulations 
thereunder. 

1.19 "Participant" means any Eligible Employee who elects to become a Participant pursuant to Section 2.3 and has 
not for any reason become ineligible to participate further in the Plan. 

1.20 "Plan" means this instrument, including all amendments thereto. 

1.21 "Plan Year" means the 12-month period beginning January 1 and ending December 31. The Plan Year shall be 
the coverage period for the Benefits provided for under this Plan. In the event a Participant commences participation during a Plan 
Year, then the initial coverage period shall be that portion of the Plan Year commencing on such Participant's date of entry and ending 
on the last day of such Plan Year. 

1.22 "Premium Expenses" or "Premiums" mean the Participant's cost for the Benefits described in Section 4.1. 

1.23 "Premium Expense Reimbursement Account" means the account established for a Participant pursuant to this 
Plan to which part of his Cafeteria Plan Benefit Dollars may be allocated and from which Premiums of the Participant shall be paid or 
reimbursed. If more than one type of insured Benefit is elected, sub-accounts shall be established for each type of insured Benefit. 

1.24 "Salary Redirection" means the contributions made by the Employer on behalf of Participants pursuant to Section 
3.2. These contributions shall be converted to Cafeteria Plan Benefit Dollars and allocated to the funds or accounts established under 
the Plan pursuant to the Participants' elections made under Article V. 

1.25 "Salary Redirection Agreement" means an agreement between the Participant and the Employer under which 
the Participant agrees to reduce his Compensation or to forego all or part of the increases in such Compensation and to have such 
amounts contributed by the Employer to the Plan on the Participant's behalf. The Salary Redirection Agreement shall apply only to 
Compensation that has not been actually or constructively received by the Participant as of the date of the agreement (after taking this 
Plan and Code Section 125 into account) and, subsequently does not become currently available to the Participant. 

1.26 "Spouse" means "spouse" as defined in an Insurance Contract for purposes of coverage under that Contract only 
or the "spouse," as defined under Federal law, of a Participant, unless legally separated by court decree. 

2.1 ELIGIBILITY 

ARTICLE II 
PARTICIPATION 

Any Eligible Employee shall be eligible to participate hereunder 30 days after his initial date of employment with the 
Employer. However, any Eligible Employee who was a Participant in the Plan on the effective date of this amendment shall continue 
to be eligible to participate in the Plan. 

2.2 EFFECTIVE DATE OF PARTICIPATION 

An Eligible Employee shall become a Participant effective as of the first day of the month coinciding with or next following 
the date on which he met the eligibility requirements of Section 2.1. 

2 



2.3 APPLICATION TO PARTICIPATE 

An Employee who is eligible to participate in this Plan shall, during the applicable Election Period, complete an application to 
participate in a manner set forth by the Administrator. The election shall be irrevocable until the end of the applicable Plan Year unless 
the Participant is entitled to change his Benefit elections pursuant to Section 5.4 hereof. 

An Eligible Employee shall also be required to complete a Salary Redirection Agreement during the Election Period for the 
Plan Year during which he wishes to participate in this Plan. Any such Salary Redirection Agreement shall be effective for the first pay 
period beginning on or after the Employee's effective date of participation pursuant to Section 2.2. 

Notwithstanding the foregoing, an Employee who is eligible to participate in this Plan and who is covered by the Employer's 
insured Benefits under this Plan shall automatically become a Participant to the extent of the Premiums for such insurance unless the 
Employee elects, during the Election Period, not to participate in the Plan. 

2.4 TERMINATION OF PARTICIPATION 

A Participant shall no longer participate in this Plan upon the occurrence of any of the following events: 

(a) 
Section 2.6; 

Termination of employment. The Participant's termination of employment, subject to the provisions of 

(b) Change in employment status. The end of the Plan Year during which the Participant became a limited 
Participant because of a change in employment status pursuant to Section 2.5; 

(c) Death. The Participant's death, subject to the provisions of Section 2.7; or 

( d) Termination of the plan. The termination of this Plan, subject to the provisions of Section 9.2. 

2.5 CHANGE OF EMPLOYMENT STATUS 

If a Participant ceases to be eligible to participate because of a change in employment status or classification (other than 
through termination of employment), the Participant shall become a limited Participant in this Plan for the remainder of the Plan Year 
in which such change of employment status occurs. As a limited Participant, no further Salary Redirection may be made on behalf of 
the Participant, and, except as otherwise provided herein, all further Benefit elections shall cease, subject to the limited Participant's 
right to continue coverage under any Insurance Contracts. Subject to the provisions of Section 2.6, if the limited Participant later 
becomes an Eligible Employee, then the limited Participant may again become a full Participant in this Plan, provided he otherwise 
satisfies the participation requirements set forth in this Article II as if he were a new Employee and made an election in accordance 
with Section 5.1. 

2.6 TERMINATION OF EMPLOYMENT 

If a Participant's employment with the Employer is terminated for any reason other than death, his participation in the Benefit 
Options provided under Section 4.1 shall be governed in accordance with the following: 

(a) Insurance Benefit. With regard to Benefits which are insured, the Participant's participation in the Plan 
shall cease, subject to the Participant's right to continue coverage under any Insurance Contract for which premiums have 
already been paid. 

(b) COBRA applicability. With regard to the Health Flexible Spending Account, the Participant may submit 
claims for expenses that were incurred during the portion of the Plan Year before the end of the period for which payments 
to the Health Flexible Spending Account have already been made. Thereafter, the health benefits under this Plan including 
the Health Flexible Spending Account shall be applied and administered consistent with such further rights a Participant and 
his Dependents may be entitled to pursuant to Code Section 4980B and Section 10.14 of the Plan. 

2.7 DEATH 

If a Participant dies, his participation in the Plan shall cease. However, such Participant's spouse or Dependents may submit 
claims for expenses or benefits for the remainder of the Plan Year or until the Cafeteria Plan Benefit Dollars allocated to each specific 
benefit are exhausted. In no event may reimbursements be paid to someone who is not a spouse or Dependent. If the Plan is subject 
to the provisions of Code Section 4980B, then those provisions and related regulations shall apply for purposes of the Health Flexible 
Spending Account. 

3.1 EMPLOYER CONTRIBUTION 

ARTICLE Ill 
CONTRIBUTIONS TO THE PLAN 

The Employer shall make available to each Participant an Employer Contribution to be used for any Benefit under the Plan 
in an amount to be determined by the Employer prior to the beginning of each Plan Year. Each Participant's Employer Contribution 
shall be converted to Cafeteria Plan Benefit Dollars and be available to purchase Benefits hereunder. The Employer's Contribution 
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shall be made on a pro rata basis for each pay period of the Participant. If a Participant fails to make any election of Benefit Option, 
there shall be no Employer Contribution (i.e., the Employer Contribution shall not be available in cash). 

3.2 SALARY REDIRECTION 

If a Participant's Employer Contribution is not sufficient to cover the cost of Benefits or Premium Expenses he elects 
pursuant to Section 4.1, his Compensation will be reduced in an amount equal to the difference between the cost of Benefits he 
elected and the amount of Employer Contribution available to him. Such reduction shall be his Salary Redirection, which the Employer 
will use on his behalf, together with his Employer Contribution, to pay for the Benefits he elected. The amount of such Salary 
Redirection shall be specified in the Salary Redirection Agreement and shall be applicable for a Plan Year. Notwithstanding the 
above, for new Participants, the Salary Redirection Agreement shall only be applicable from the first day of the pay period following 
the Employee's entry date up to and including the last day of the Plan Year. These contributions shall be converted to Cafeteria Plan 
Benefit Dollars and allocated to the funds or accounts established under the Plan pursuant to the Participants' elections made under 
Article IV. 

Any Salary Redirection shall be determined prior to the beginning of a Plan Year (subject to initial elections pursuant to 
Section 5.1) and prior to the end of the Election Period and shall be irrevocable for such Plan Year. However, a Participant may 
revoke a Benefit election or a Salary Redirection Agreement after the Plan Year has commenced and make a new election with 
respect to the remainder of the Plan Year, if both the revocation and the new election are on account of and consistent with a change 
in status and such other permitted events as determined under Article V of the Plan and consistent with the rules and regulations of 
the Department of the Treasury. Salary Redirection amounts shall be contributed on a pro rata basis for each pay period during the 
Plan Year. All individual Salary Redirection Agreements are deemed to be part of this Plan and incorporated by reference hereunder. 

3.3 APPLICATION OF CONTRIBUTIONS 

As soon as reasonably practical after each payroll period, the Employer shall apply the Employer Contribution and Salary 
Redirection to provide the Benefits elected by the affected Participants. Any contribution made or withheld for the Health Flexible 
Spending Account shall be credited to such fund or account. Amounts designated for the Participant's Premium Expense 
Reimbursement Account shall likewise be credited to such account for the purpose of paying Premium Expenses. 

3.4 PERIODIC CONTRIBUTIONS 

Notwithstanding the requirement provided above and in other Articles of this Plan that Salary Redirections be contributed to 
the Plan by the Employer on behalf of an Employee on a level and pro rata basis for each payroll period, the Employer and 
Administrator may implement a procedure in which Salary Redirections are contributed throughout the Plan Year on a periodic basis 
that is not pro rata for each payroll period. However, with regard to the Health Flexible Spending Account, the payment schedule for 
the required contributions may not be based on the rate or amount of reimbursements during the Plan Year. 

4.1 BENEFIT OPTIONS 

ARTICLE IV 
BENEFITS 

Each Participant may elect any one or more of the following optional Benefits: 

(1) Health Flexible Spending Account 

In addition, each Participant shall have a sufficient portion of his Employer Contributions and Salary Redirections applied to 
the following Benefits unless the Participant elects not to receive such Benefits: 

(2) Health Insurance Benefit 

(3) Dental Insurance Benefit 

4.2 HEAL TH FLEXIBLE SPENDING ACCOUNT BENEFIT 

Each Participant may elect to participate in the Health Flexible Spending Account option, in which case Article VI shall apply. 

4.3 HEAL TH INSURANCE BENEFIT 

(a) Coverage for Participant and Dependents. Each Participant may elect to be covered under a health 
Insurance Contract for the Participant, his or her Spouse, and his or her Dependents. 

(b) Employer selects contracts. The Employer may select suitable health Insurance Contracts for use in 
providing this health insurance benefit, which policies will provide uniform benefits for all Participants electing this Benefit. 

(c) Contract incorporated by reference. The rights and conditions with respect to the benefits payable 
from such health Insurance Contract shall be determined therefrom, and such Insurance Contract shall be incorporated 
herein by reference. 
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4.4 DENTAL INSURANCE BENEFIT 

(a) Coverage for Participant and/or Dependents. Each Participant may elect to be covered under the 
Employer's dental Insurance Contract. In addition, the Participant may elect either individual or family coverage under such 
Insurance Contract. 

(b) Employer selects contracts. The Employer may select suitable dental Insurance Contracts for use in 
providing this dental insurance benefit, which policies will provide uniform benefits for all Participants electing this Benefit. 

(c) Contract incorporated by reference. The rights and conditions with respect to the benefits payable 
from such dental Insurance Contract shall be determined therefrom, and such dental Insurance Contract shall be 
incorporated herein by reference. 

4.5 NONDISCRIMINATION REQUIREMENTS 

(a) Intent to be nondiscriminatory. It is the intent of this Plan to provide benefits to a classification of 
employees which the Secretary of the Treasury finds not to be discriminatory in favor of the group in whose favor 
discrimination may not occur under Code Section 125. 

(b) 25% concentration test. It is the intent of this Plan not to provide qualified benefits as defined under 
Code Section 125 to Key Employees in amounts that exceed 25% of the aggregate of such Benefits provided for all Eligible 
Employees under the Plan. For purposes of the preceding sentence, qualified benefits shall not include benefits which 
(without regard to this paragraph) are includible in gross income. 

(c) Adjustment to avoid test failure. If the Administrator deems it necessary to avoid discrimination or 
possible taxation to Key Employees or a group of employees in whose favor discrimination may not occur in violation of 
Code Section 125, it may, but shall not be required to, reduce contributions or non-taxable Benefits in order to assure 
compliance with the Code and regulations. Any act taken by the Administrator shall be carried out in a uniform and 
nondiscriminatory manner. With respect to any affected Participant who has had Benefits reduced pursuant to this Section, 
the reduction shall be made proportionately among Health Flexible Spending Account Benefits, and once all these Benefits 
are expended, proportionately among insured Benefits. Contributions which are not utilized to provide Benefits to any 
Participant by virtue of any administrative act under this paragraph shall be forfeited and deposited into the benefit plan 
surplus. 

5.1 INITIAL ELECTIONS 

ARTICLEV 
PARTICIPANT ELECTIONS 

An Employee who meets the eligibility requirements of Section 2.1 on the first day of, or during, a Plan Year may elect to 
participate in this Plan for all or the remainder of such Plan Year, provided he elects to do so on or before his effective date of 
participation pursuant to Section 2.2. 

Notwithstanding the foregoing, an Employee who is eligible to participate in this Plan and who is covered by the Employer's 
insured benefits under this Plan shall automatically become a Participant to the extent of the Premiums for such insurance unless the 
Employee elects, during the Election Period, not to participate in the Plan. 

5.2 SUBSEQUENT ANNUAL ELECTIONS 

During the Election Period prior to each subsequent Plan Year, each Participant shall be given the opportunity to elect, on 
an election of benefits form to be provided by the Administrator, which spending account Benefit options he wishes to select. Any 
such election shall be effective for any Benefit expenses incurred during the Plan Year which follows the end of the Election Period. 
With regard to subsequent annual elections, the following options shall apply: 

(a) A Participant or Employee who failed to initially elect to participate may elect different or new Benefits 
under the Plan during the Election Period; 

(b) A Participant may terminate his participation in the Plan by notifying the Administrator in writing during 
the Election Period that he does not want to participate in the Plan for the next Plan Year; 

(c) An Employee who elects not to participate for the Plan Year following the Election Period will have to wait 
until the next Election Period before again electing to participate in the Plan, except as provided for in Section 5.4. 

5.3 FAILURE TO ELECT 

With regard to Benefits available under the Plan for which no Premium Expenses apply, any Participant who fails to 
complete a new benefit election form pursuant to Section 5.2 by the end of the applicable Election Period shall be deemed to have 
elected not to participate in the Plan for the upcoming Plan Year. No further Salary Redirections shall therefore be authorized or made 
for the subsequent Plan Year for such Benefits. 
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With regard to Benefits available under the Plan for which Premium Expenses apply, any Participant who fails to complete a 
new benefit election form pursuant to Section 5.2 by the end of the applicable Election Period shall be deemed to have made the 
same Benefit elections as are then in effect for the current Plan Year. The Participant shall also be deemed to have elected Salary 
Redirection in an amount necessary to purchase such Benefit options. 

5.4 CHANGE IN STATUS 

(a) Change In status defined. Any Participant may change a Benefit election after the Plan Year (to which 
such election relates) has commenced and make new elections with respect to the remainder of such Plan Year if, under the 
facts and circumstances, the changes are necessitated by and are consistent with a change in status which is acceptable under 
rules and regulations adopted by the Department of the Treasury, the provisions of which are incorporated by reference. 
Notwithstanding anything herein to the contrary, if the rules and regulations conflict, then such rules and regulations shall 
control. 

In general, a change in election is not consistent if the change in status is the Participant's divorce, annulment or legal 
separation from a Spouse, the death of a Spouse or Dependent, or a Dependent ceasing to satisfy the eligibility requirements 
for coverage, and the Participant's election under the Plan is to cancel accident or health insurance coverage for any individual 
other than the one involved in such event. In addition, if the Participant, Spouse or Dependent gains or loses eligibility for 
coverage, then a Participant's election under the Plan to cease or decrease coverage for that individual under the Plan 
corresponds with that change in status only if coverage for that individual becomes applicable or is increased under the family 
member plan. 

Regardless of the consistency requirement, if the individual, the individual's Spouse, or Dependent becomes eligible 
for continuation coverage under the Employer's group health plan as provided in Code Section 49808 or any similar state law, 
then the individual may elect to increase payments under this Plan in order to pay for the continuation coverage. However, this 
does not apply for COBRA eligibility due to divorce, annulment or legal separation. 

Any new election shall be effective at such time as the Administrator shall prescribe, but not earlier than the first pay 
period beginning after the election form is completed and returned to the Administrator. For the purposes of this subsection, a 
change in status shall only include the following events or other events permitted by Treasury regulations: 

(1) Legal Marital Status: events that change a Participant's legal marital status, including marriage, divorce, 
death of a Spouse, legal separation or annulment; 

(2) Number of Dependents: Events that change a Participant's number of Dependents, including birth, 
adoption, placement for adoption, or death of a Dependent; 

(3) Employment Status: Any of the following events that change the employment status of the Participant, 
Spouse, or Dependent: termination or commencement of employment, a strike or lockout, commencement or return 
from an unpaid leave of absence, or a change in worksite. In addition, if the eligibility conditions of this Plan or other 
employee benefit plan of the Employer of the Participant, Spouse, or Dependent depend on the employment status of 
that individual and there is a change in that individual's employment status with the consequence that the individual 
becomes (or ceases to be) eligible under the plan, then that change constitutes a change in employment under this 
subsection; 

(4) Dependent satisfies or ceases to satisfy the eligibility requirements: An event that causes the Participant's 
Dependent to satisfy or cease to satisfy the requirements for coverage due to attainment of age, student status, or 
any similar circumstance; and 

(5) Residency: A change in the place of residence of the Participant, Spouse or Dependent, that would lead to 
a change in status (such as a loss of HMO coverage). 

Notwithstanding anything in this Section to the contrary, the gain of eligibility or change in eligibility of a child, as 
allowed under Code Sections 105(b) and 106, and guidance thereunder, shall qualify as a change in status. 

(b) Special enrollment rights. Notwithstanding subsection (a), the Participants may change an election for 
accident or health coverage during a Plan Year and make a new election that corresponds with the special enrollment rights 
provided in Code Section 9801(1), including those authorized under the provisions of the Children's Health Insurance 
Program Reauthorization Act of 2009 (SCHIP); provided that such Participant meets the sixty (60) day notice requirement 
imposed by Code Section 9801(1) (or such longer period as may be permitted by the Plan and communicated to 
Participants). Such change shall take place on a prospective basis, unless otherwise required by Code Section 9801(f) to be 
retroactive. 

(c) Qualified Medical Support Order. Notwithstanding subsection (a), in the event of a judgment, decree, 
or order (including approval of a property settlement) ("order'') resulting from a divorce, legal separation, annulment, or 
change in legal custody which requires accident or health coverage for a Participant's child (including a foster child who is a 
Dependent of the Participant): 

( 1) The Plan may change an election to provide coverage for the child if the order requires coverage under the 
Participant's plan; or 
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(2) The Participant shall be permitted to change an election to cancel coverage for the child if the order 
requires the former Spouse to provide coverage for such child, under that individual's plan and such coverage is 
actually provided. 

(d) Medicare or Medicaid. Notwithstanding subsection (a), a Participant may change elections to cancel 
accident or health coverage for the Participant or the Participant's Spouse or Dependent if the Participant or the Participant's 
Spouse or Dependent is enrolled in the accident or health coverage of the Employer and becomes entitled to coverage (i.e., 
enrolled) under Part A or Part B of the Title XVIII of the Social Security Act (Medicare) or Title XIX of the Social Security Act 
(Medicaid), other than coverage consisting solely of benefits under Section 1928 of the Social Security Act (the program for 
distribution of pediatric vaccines). If the Participant or the Participant's Spouse or Dependent who has been entitled to Medicaid 
or Medicare coverage loses eligibility, that individual may prospectively elect coverage under the Plan if a benefit package 
option under the Plan provides similar coverage. 

(e) Cost increase or decrease. If the cost of a Benefit provided under the Plan increases or decreases 
during a Plan Year, then the Plan shall automatically increase or decrease, as the case may be, the Salary Redirections of 
all affected Participants for such Benefit. Alternatively, if the cost of a benefit package option increases significantly, the 
Administrator shall permit the affected Participants to either make corresponding changes in their payments or revoke their 
elections and, in lieu thereof, receive on a prospective basis coverage under another benefit package option with similar 
coverage, or drop coverage prospectively if there is no benefit package option with similar coverage. 

A cost increase or decrease refers to an increase or decrease in the amount of elective contributions under the 
Plan, whether resulting from an action taken by the Participants or an action taken by the Employer. 

(f) Loss of coverage. If the coverage under a Benefit is significantly curtailed or ceases during a Plan Year, 
affected Participants may revoke their elections of such Benefit and, in lieu thereof, elect to receive on a prospective basis 
coverage under another plan with similar coverage, or drop coverage prospectively if no similar coverage is offered. 

(g) Addition of a new benefit. If, during the period of coverage, a new benefit package option or other 
coverage option is added, an existing benefit package option is significantly improved, or an existing benefit package option 
or other coverage option is eliminated, then the affected Participants may elect the newly-added option, or elect another 
option if an option has been eliminated prospectively and make corresponding election changes with respect to other benefit 
package options providing similar coverage. In addition, those Eligible Employees who are not participating in the Plan may 
opt to become Participants and elect the new or newly improved benefit package option. 

(h) Loss of coverage under certain other plans. A Participant may make a prospective election change to 
add group health coverage for the Participant, the Participant's Spouse or Dependent if such individual loses group health 
coverage sponsored by a governmental or educational institution, including a state children's health insurance program 
under the Social Security Act, the Indian Health Service or a health program offered by an Indian tribal government, a state 
health benefits risk pool, or a foreign government group health plan. 

(i) Change of coverage due to change under certain other plans. A Participant may make a prospective 
election change that is on account of and corresponds with a change made under the plan of a Spouse's, former Spouse's 
or Dependent's employer if ( 1) the cafeteria plan or other benefits plan of the Spouse's, former Spouse's or Dependent's 
employer permits its participants to make a change; or (2) the cafeteria plan permits participants to make an election for a 
period of coverage that is different from the period of coverage under the cafeteria plan of a Spouse's, former Spouse's or 
Dependent's employer. 

(j) Health FSA cannot change due to Insurance change. A Participant shall not be permitted to change 
an election to the Health Flexible Spending Account as a result of a cost or coverage change under any health insurance 
benefits. 

ARTICLE VI 
HEAL TH FLEXIBLE SPENDING ACCOUNT 

6.1 ESTABLISHMENT OF PLAN 

This Health Flexible Spending Account is intended to qualify as a medical reimbursement plan under Code Section 105 and 
shall be interpreted in a manner consistent with such Code Section and the Treasury regulations thereunder. Participants who elect to 
participate in this Health Flexible Spending Account may submit claims for the reimbursement of Medical Expenses. All amounts 
reimbursed shall be periodically paid from amounts allocated to the Health Flexible Spending Account. Periodic payments reimbursing 
Participants from the Health Flexible Spending Account shall in no event occur less frequently than monthly. 

6.2 DEFINITIONS 

For the purposes of this Article and the Cafeteria Plan, the terms below have the following meaning: 

(a) "Health Flexible Spending Account" means the account established for Participants pursuant to this 
Plan to which part of their Cafeteria Plan Benefit Dollars may be allocated and from which all allowable Medical Expenses 
incurred by a Participant, his or her Spouse and his or her Dependents may be reimbursed. 
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(b) "Highly Compensated Participant" means, for the purposes of this Article and determining 
discrimination under Code Section 105(h), a participant who is: 

(1) one of the 5 highest paid officers; 

(2) a shareholder who owns (or is considered to own applying the rules of Code Section 318) more than 10 
percent in value of the stock of the Employer; or 

(3) among the highest paid 25 percent of all Employees (other than exclusions permitted by Code Section 
105(h)(3)(B) for those individuals who are not Participants). 

(c) "Medical Expenses" means any expense for medical care within the meaning of the term "medical care" 
as defined in Code Section 213(d) and the rulings and Treasury regulations thereunder, and not otherwise used by the 
Participant as a deduction in determining his tax liability under the Code. "Medical Expenses" can be incurred by the 
Participant, his or her Spouse and his or her Dependents. "Incurred" means, with regard to Medical Expenses, when the 
Participant is provided with the medical care that gives rise to the Medical Expense and not when the Participant is formally 
billed or charged for, or pays for, the medical care. 

A Participant may not be reimbursed for the cost of any medicine or drug that is not "prescribed" within the 
meaning of Code Section 106(f) or is not insulin. 

A Participant may not be reimbursed for the cost of other health coverage such as premiums paid under plans 
maintained by the employer of the Participant's Spouse or individual policies maintained by the Participant or his Spouse or 
Dependent. 

A Participant may not be reimbursed for "qualified long-term care services" as defined in Code Section 7702B(c). 

(d) The definitions of Article I are hereby incorporated by reference to the extent necessary to interpret and 
apply the provisions of this Health Flexible Spending Account. 

6.3 FORFEITURES 

The amount in the Health Flexible Spending Account as of the end of any Plan Year (and after the processing of all claims 
for such Plan Year pursuant to Section 6.7 hereof) shall be forfeited and credited to the benefit plan surplus. In such event, the 
Participant shall have no further claim to such amount for any reason, subject to Section 7.2. 

6.4 LIMITATION ON ALLOCATIONS 

(a) Notwithstanding any provision contained in this Health Flexible Spending Account to the contrary, the 
maximum amount of salary reductions that may be allocated to the Health Flexible Spending Account by a Participant in or 
on account of any Plan Year is $2,500, as adjusted for increases in the cost of living in accordance with Code Section 
125(iX2). The cost of living adjustment in effect for a calendar year applies to any Plan Year beginning with or within such 
calendar year. The dollar increase in effect on January 1 of any calendar year shall be effective for the Plan Year beginning 
with or within such calendar year. For any short Plan Year, the limit shall be an amount equal to the limit for the calendar 
year in which the Plan Year begins multiplied by the ratio obtained by dividing the number of full months in the short Plan 
Year by twelve (12). 

(b) Participation in Other Plans. All employers that are treated as a single employer under Code Sections 
414(b), (c), or (m), relating to controlled groups and affiliated service groups, are treated as a single employer for purposes 
of the statutory limit. If a Participant participates in multiple cafeteria plans offering health flexible spending accounts 
maintained by members of a controlled group or affiliated service group, the Participant's total Health Flexible Spending 
Account contributions under all of the cafeteria plans are limited to the statutory limit (as adjusted). However, a Participant 
employed by two or more employers that are not members of the same controlled group may elect up to the statutory limit 
(as adjusted} under each Employer's Health Flexible Spending Account. 

(c) Grace Period. Payment of expenses from a previous year in the first months of the next Plan Year, the 
limit above applies to the Plan Year including the Grace Period. Amounts carried into the next Plan Year as part of the 
Grace Period shall not affect the limit for that next Plan Year. 

6.5 NONDISCRIMINATION REQUIREMENTS 

(a) Intent to be nondiscriminatory. It is the intent of this Health Flexible Spending Account not to 
discriminate in violation of the Code and the Treasury regulations thereunder. 

(b) Adjustment to avoid test failure. If the Administrator deems it necessary to avoid discrimination under 
this Health Flexible Spending Account, it may, but shall not be required to, reject any elections or reduce contributions or 
Benefits in order to assure compliance with this Section. Any act taken by the Administrator under this Section shall be 
carried out in a uniform and nondiscriminatory manner. If the Administrator decides to reject any elections or reduce 
contributions or Benefits, it shall be done in the following manner. First, the Benefits designated for the Health Flexible 
Spending Account by the member of the group in whose favor discrimination may not occur pursuant to Code Section 105 
that elected to contribute the highest amount to the fund for the Plan Year shall be reduced until the nondiscrimination tests 
set forth in this Section or the Code are satisfied, or until the amount designated for the fund equals the amount designated 
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for the fund by the next member of the group in whose favor discrimination may not occur pursuant to Code Section 105 
who has elected the second highest contribution to the Health Flexible Spending Account for the Plan Year. This process 
shall continue until the nondiscrimination tests set forth in this Section or the Code are satisfied. Contributions which are not 
utilized to provide Benefits to any Participant by virtue of any administrative act under this paragraph shall be forfeited and 
credited to the benefit plan surplus. 

6.6 COORDINATION WITH CAFETERIA PLAN 

All Participants under the Cafeteria Plan are eligible to receive Benefits under this Health Flexible Spending Account. The 
enrollment under the Cafeteria Plan shall constitute enrollment under this Health Flexible Spending Account. In addition, other matters 
concerning contributions, elections and the like shall be governed by the general provisions of the Cafeteria Plan. 

6.7 HEALTH FLEXIBLE SPENDING ACCOUNT CLAIMS 

(a) Expenses must be incurred during Plan Year. All Medical Expenses incurred by a Participant, his or 
her Spouse and his or her Dependents during the Plan Year including the Grace Period shall be reimbursed during the Plan 
Year subject to Section 2.6, even though the submission of such a claim occurs after his participation hereunder ceases; but 
provided that the Medical Expenses were incurred during the applicable Plan Year. Medical Expenses are treated as having 
been incurred when the Participant is provided with the medical care that gives rise to the medical expenses, not when the 
Participant is formally billed or charged for, or pays for the medical care. 

(b) Reimbursement available throughout Plan Year. The Administrator shall direct the reimbursement to 
each eligible Participant for all allowable Medical Expenses, up to a maximum of the amount designated by the Participant 
for the Health Flexible Spending Account for the Plan Year. Reimbursements shall be made available to the Participant 
throughout the year without regard to the level of Cafeteria Plan Benefit Dollars which have been allocated to the fund at any 
given point in time. Furthermore, a Participant shall be entitled to reimbursements only for amounts in excess of any 
payments or other reimbursements under any health care plan covering the Participant and/or his Spouse or Dependents. 

(c) Payments. Reimbursement payments under this Plan shall be made directly to the Participant. However, 
in the Administrator's discretion, payments may be made directly to the service provider. The application for payment or 
reimbursement shall be made to the Administrator on an acceptable form within a reasonable time of incurring the debt or 
paying for the service. The application shall include a written statement from an independent third party stating that the 
Medical Expense has been incurred and the amount of such expense. Furthermore, the Participant shall provide a written 
statement that the Medical Expense has not been reimbursed or is not reimbursable under any other health plan coverage 
and, if reimbursed from the Health Fle~ible Spending Account, such amount will not be claimed as a tax deduction. The 
Administrator shall retain a file of all such applications. 

(d) Grace Period. Notwithstanding anything in this Section to the contrary, Medical Expenses incurred 
during the Grace Period, up to the remaining account balance, shall also be deemed to have been incurred during the Plan 
Year to which the Grace Period relates. 

(e) Claims for reimbursement. Claims for the reimbursement of Medical Expenses incurred in any Plan 
Year shall be paid as soon after a claim has been filed as is administratively practicable; provided however, that if a 
Participant fails to submit a claim within 90 days after the end of the Plan Year, those Medical Expense claims shall not be 
considered for reimbursement by the Administrator. However, if a Participant terminates employment during the Plan Year, 
claims for the reimbursement of Medical Expenses must be submitted within 90 days after termination of employment. 

6.8 DEBIT AND CREDIT CARDS 

Participants may, subject to a procedure established by the Administrator and applied in a uniform nondiscriminatory 
manner, use debit and/or credit (stored value) cards ("cards") provided by the Administrator and the Plan for payment of Medical 
Expenses, subject to the following terms: 

(a) Card only for medical expenses. Each Participant issued a card shall certify that such card shall only 
be used for Medical Expenses. The Participant shall also certify that any Medical Expense paid with the card has not already 
been reimbursed by any other plan covering health benefits and that the Participant will not seek reimbursement from any 
other plan covering health benefits. 

(b) Card issuance. Such card shall be issued upon the Participant's Effective Date of Participation and 
reissued for each Plan Year the Participant remains a Participant in the Health Flexible Spending Account. Such card shall 
be automatically cancelled upon the Participant's death or termination of employment, or if such Participant has a change in 
status that results in the Participant's withdrawal from the Health Flexible Spending Account. 

(c) Maximum dollar amount available. The dollar amount of coverage available on the card shall be the 
amount elected by the Participant for the Plan Year. The maximum dollar amount of coverage available shall be the 
maximum amount for the Plan Year as set forth in Section 6.4. 

(d) Only available for use with certain service providers. The cards shall only be accepted by such 
merchants and service providers as have been approved by the Administrator following IRS guidelines. 

(e) Card use. The cards shall only be used for Medical Expense purchases at these providers, including, but 
not limited to, the following: 
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( 1) Co-payments for doctor and other medical care; 

(2) Purchase of drugs prescribed by a health care provider, including, if permitted by the Administrator, over-
the-counter medications as allowed under IRS regulations; 

(3) Purchase of medical items such as eyeglasses, syringes, crutches, etc. 

(f) Substantiation. Such purchases by the cards shall be subject to substantiation by the Administrator, 
usually by submission of a receipt from a service provider describing the service, the date and the amount. The 
Administrator shall also follow the requirements set forth in Revenue Ruling 2003-43 and Notice 2006-69. All charges shall 
be conditional pending confirmation and substantiation. 

(g) Correction methods. If such purchase is later determined by the Administrator to not qualify as a 
Medical Expense, the Administrator, in its discretion, shall use one of the following correction methods to make the Plan 
whole. Until the amount is repaid, the Administrator shall take further action to ensure that further violations of the terms of 
the card do not occur, up to and including denial of access to the card. 

( 1) Repayment of the improper amount by the Participant; 

(2) Withholding the improper payment from the Participant's wages or other compensation to the extent 
consistent with applicable federal or state law; 

(3) Claims substitution or offset of future claims until the amount is repaid; and 

( 4) if subsections ( 1) through (3) fail to recover the amount, consistent with the Employer's business 
practices, the Employer may treat the amount as any other business indebtedness. 

7.1 CLAIM FOR BENEFITS 

ARTICLE VII 
BENEFITS AND RIGHTS 

(a) Insurance claims. Any claim for Benefits underwritten by Insurance Contract(s) shall be made to the 
Insurer. If the Insurer denies any claim, the Participant or beneficiary shall follow the Insurer's claims review procedure. 

(b) Health Flexible Spending Account claims. Any claim for Health Flexible Spending Account Benefits 
shall be made to the Administrator. For the Health Flexible Spending Account, if a Participant fails to submit a claim within 
90 days after the end of the Plan Year, those claims shall not be considered for reimbursement by the Administrator. 
However, if a Participant terminates employment during the Plan Year, claims for the reimbursement of Medical Expenses 
must be submitted within 90 days after termination of employment. If the Administrator denies a claim, the Administrator may 
provide notice to the Participant or beneficiary, in writing, within 90 days after the claim is filed unless special circumstances 
require an extension of time for processing the claim. The notice of a denial of a claim shall be written in a manner 
calculated to be understood by the claimant and shall set forth: 

(1) specific references to the pertinent Plan provisions on which the denial is based; 

(2) a description of any additional material or information necessary for the claimant to perfect the claim and 
an explanation as to why such information is necessary; and 

(3) an explanation of the Plan's claim procedure. 

(c) Appeal. Within 60 days after receipt of the above material, the claimant shall have a reasonable 
opportunity to appeal the claim denial to the Administrator for a full and fair review. The claimant or his duly authorized 
representative may: 

( 1) request a review upon written notice to the Administrator; 

(2) review pertinent documents; and 

(3) submit issues and comments in writing. 

(d) Review of appeal. A decision on the review by the Administrator will be made not later than 60 days 
after receipt of a request for review, unless special circumstances require an extension of time for processing (such as the 
need to hold a hearing), in which event a decision should be rendered as soon as possible, but in no event later than 120 
days after such receipt. The decision of the Administrator shall be written and shall include specific reasons for the decision, 
written in a manner calculated to be understood by the claimant, with specific references to the pertinent Plan provisions on 
which the decision is based. 

(e) Forfeitures. Any balance remaining in the Participant's Health Flexible Spending Account as of the end 
of the time for claims reimbursement for each Plan Year and Grace Period (if applicable) shall be forfeited and deposited in 
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the benefit plan surplus of the Employer pursuant to Section 6.3, unless the Participant had made a claim for such Plan 
Year, in writing, which has been denied or is pending; in which event the amount of the claim shall be held in his account 
until the claim appeal procedures set forth above have been satisfied or the claim is paid. If any such claim is denied on 
appeal, the amount held beyond the end of the Plan Year shall be forfeited and credited to the benefit plan surplus. 

7.2 APPLICATION OF BENEFIT PLAN SURPLUS 

Any forfeited amounts credited to the benefit plan surplus by virtue of the failure of a Participant to incur a qualified expense 
or seek reimbursement in a timely manner may, but need not be, separately accounted for after the close of the Plan Year (or after 
such further time specified herein for the filing of claims) in which such forfeitures arose. In no event shall such amounts be carried 
over to reimburse a Participant for expenses incurred during a subsequent Plan Year for the same or any other Benefit available 
under the Plan; nor shall amounts forfeited by a particular Participant be made available to such Participant in any other form or 
manner, except as permitted by Treasury regulations. Amounts in the benefit plan surplus shall be used to defray any administrative 
costs and experience losses or used to provide additional benefits under the Plan. 

ARTICLE VIII 
ADMINISTRATION 

8.1 PLAN ADMINISTRATION 

The Employer shall be the Administrator, unless the Employer elects otherwise. The Employer may appoint any person, 
including, but not limited to, the Employees of the Employer, to perform the duties of the Administrator. Any person so appointed shall 
signify acceptance by filing acceptance in writing (or such other form as acceptable to both parties) with the Employer. Upon the 
resignation or removal of any individual performing the duties of the Administrator, the Employer may designate a successor. 

If the Employer elects, the Employer shall appoint one or more Administrators. Any person, including, but not limited to, the 
Employees of the Employer, shall be eligible to serve as an Administrator. Any person so appointed shall signify acceptance by filing 
acceptance in writing (or such other form as acceptable to both parties) with the Employer. An Administrator may resign by delivering 
a resignation in writing (or such other form as acceptable to both parties) to the Employer or be removed by the Employer by delivery 
of notice of removal in writing (or such other form as acceptable to both parties), to take effect at a date specified therein, or upon 
delivery to the Administrator if no date is specified. The Employer shall be empowered to appoint and remove the Administrator from 
time to time as it deems necessary for the proper administration of the Plan to ensure that the Plan is being operated for the exclusive 
benefit of the Employees entitled to participate in the Plan in accordance with the terms of the Plan and the Code. 

The operation of the Plan shall be under the supervision of the Administrator. It shall be a principal duty of the Administrator 
to see that the Plan is carried out in accordance with its terms, and for the exclusive benefit of Employees entitled to participate in the 
Plan. The Administrator shall have full power and discretion to administer the Plan in all of its details and determine all questions 
arising in connection with the administration, interpretation, and application of the Plan. The Administrator may establish procedures, 
correct any defect, supply any information, or reconciles any inconsistency in such manner and to such extent as shall be deemed 
necessary or advisable to carry out the purpose of the Plan. The Administrator shall have all powers necessary or appropriate to 
accomplish the Administrator's duties under the Plan. The Administrator shall be charged with the duties of the general administration 
of the Plan as set forth under the Plan, including, but not limited to, in addition to all other powers provided by this Plan: 

(a) To make and enforce such procedures, rules and regulations as the Administrator deems necessary or 
proper for the efficient administration of the Plan; 

(b) To interpret the provisions of the Plan, the Administrator's interpretations thereof in good faith to be final 
and conclusive on all persons claiming benefits by operation of the Plan; 

(c) To decide all questions concerning the Plan and the eligibility of any person to participate in the Plan and 
to receive benefits provided by operation of the Plan; 

(d) To reject elections or to limit contributions or Benefits for certain highly compensated participants if it 
deems such to be desirable in order to avoid discrimination under the Plan in violation of applicable provisions of the Code; 

(e) To provide Employees with a reasonable notification of their benefits available by operation of the Plan 
and to assist any Participant regarding the Participant's rights, benefits or elections under the Plan; 

(f) To keep and maintain the Plan documents and all other records pertaining to and necessary for the 
administration of the Plan; 

(g) To review and settle all claims against the Plan, to approve reimbursement requests, and to authorize the 
payment of benefits if the Administrator determines such shall be paid if the Administrator decides in its discretion that the 
applicant is entitled to them. This authority specifically permits the Administrator to settle disputed claims for benefits and 
any other disputed claims made against the Plan; 

(h) To appoint such agents, counsel, accountants, consultants, and other persons or entities as may be 
required to assist in administering the Plan. 
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Any procedure, discretionary act, interpretation or construction taken by the Administrator shall be done in a 
nondiscriminatory manner based upon uniform principles consistently applied and shall be consistent with the intent that the Plan shall 
continue to comply with the terms of Code Section 125 and the Treasury regulations thereunder. 

8.2 EXAMINATION OF RECORDS 

The Administrator shall make available to each Participant, Eligible Employee and any other Employee of the Employer such 
records as pertain to their interest under the Plan for examination at reasonable times during normal business hours. 

8.3 PAYMENT OF EXPENSES 

Any reasonable administrative expenses shall be paid by the Employer unless the Employer determines that administrative 
costs shall be borne by the Participants under the Plan or by any Trust Fund which may be established hereunder. The Administrator 
may impose reasonable conditions for payments, provided that such conditions shall not discriminate in favor of highly compensated 
employees. 

8.4 INSURANCE CONTROL CLAUSE 

In the event of a conflict between the terms of this Plan and the terms of an Insurance Contract of an independent third party 
Insurer whose product is then being used in conjunction with this Plan, the terms of the Insurance Contract shall control as to those 
Participants receiving coverage under such Insurance Contract. For this purpose, the Insurance Contract shall control in defining the 
persons eligible for insurance, the dates of their eligibility, the conditions which must be satisfied to become insured, if any, the 
benefits Participants are entitled to and the circumstances under which insurance terminates. 

8.5 INDEMNIFICATION OF ADMINISTRATOR 

The Employer agrees to indemnify and to defend to the fullest extent permitted by law any Employee serving as the 
Administrator or as a member of a committee designated as Administrator (including any Employee or former Employee who 
previously served as Administrator or as a member of such committee) against all liabilities, damages, costs and expenses (including 
attorney's fees and amounts paid in settlement of any claims approved by the Employer) occasioned by any act or omission to act in 
connection with the Plan, if such act or omission is in good faith. 

ARTICLE IX 
AMENDMENT OR TERMINATION OF PLAN 

9.1 AMENDMENT 

The Employer, at any time or from time to time, may amend any or all of the provisions of the Plan without the consent of 
any Employee or Participant. No amendment shall have the effect of modifying any benefit election of any Participant in effect at the 
time of such amendment, unless such amendment is made to comply with Federal, state or local laws, statutes or regulations. 

9.2 TERMINATION 

The Employer reserves the right to terminate this Plan, in whole or in part, at any time. In the event the Plan is terminated, 
no further contributions shall be made. Benefits under any Insurance Contract shall be paid in accordance with the terms of the 
Insurance Contract. 

No further additions shall be made to the Health Flexible Spending Account, but all payments from such fund shall continue 
to be made according to the elections in effect until 90 days after the termination date of the Plan. Any amounts remaining in any such 
fund or account as of the end of such period shall be forfeited and deposited in the benefit plan surplus after the expiration of the filing 
period. 

10.1 PLAN INTERPRETATION 

ARTICLEX 
MISCELLANEOUS 

All provisions of this Plan shall be interpreted and applied in a uniform, nondiscriminatory manner. This Plan shall be read in 
its entirety and not severed except as provided in Section 10.12. 

10.2 GENDER AND NUMBER 

Wherever any words are used herein in the masculine, feminine or neuter gender, they shall be construed as though they 
were also used in another gender in all cases where they would so apply, and whenever any words are used herein in the singular or 
plural form, they shall be construed as though they were also used in the other form in all cases where they would so apply. 

10.3 WRITTEN DOCUMENT 

This Plan, in conjunction with any separate written document which may be required by law, is intended to satisfy the written 
Plan requirement of Code Section 125 and any Treasury regulations thereunder relating to cafeteria plans. 
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10.4 EXCLUSIVE BENEFIT 

This Plan shall be maintained for the exclusive benefit of the Employees who participate in the Plan. 

10.5 PARTICIPANT'S RIGHTS 

This Plan shall not be deemed to constitute an employment contract between the Employer and any Participant or to be a 
consideration or an inducement for the employment of any Participant or Employee. Nothing contained in this Plan shall be deemed to 
give any Participant or Employee the right to be retained in the service of the Employer or to interfere with the right of the Employer to 
discharge any Participant or Employee at any time regardless of the effect which such discharge shall have upon him as a Participant 
of this Plan. 

10.6 ACTION BY THE EMPLOYER 

Whenever the Employer under the terms of the Plan is permitted or required to do or perform any act or matter or thing, it 
shall be done and performed by a person duly authorized by its legally constituted authority. 

10.7 EMPLOYER'S PROTECTIVE CLAUSES 

(a) Insurance purchase. Upon the failure of either the Participant or the Employer to obtain the insurance 
contemplated by this Plan (whether as a result of negligence, gross neglect or otherwise), the Participant's Benefits shall be 
limited to the insurance premium(s), if any, that remained unpaid for the period in question and the actual insurance 
proceeds, if any, received by the Employer or the Participant as a result of the Participant's claim. 

(b) Validity of insurance contract. The Employer shall not be responsible for the validity of any Insurance 
Contract issued hereunder or for the failure on the part of the Insurer to make payments provided for under any Insurance 
Contract. Once insurance is applied for or obtained, the Employer shall not be liable for any loss which may result from the 
failure to pay Premiums to the extent Premium notices are not received by the Employer. 

10.8 NO GUARANTEE OF TAX CONSEQUENCES 

Neither the Administrator nor the Employer makes any commitment or guarantee that any amounts paid to or for the benefit 
of a Participant under the Plan will be excludable from the Participant's gross income for federal or state income tax purposes, or that 
any other federal or state tax treatment will apply to or be available to any Participant. It shall be the obligation of each Participant to 
determine whether each payment under the Plan is excludable from the Participant's gross income for federal and state income tax 
purposes, and to notify the Employer if the Participant has reason to believe that any such payment is not so excludable. 
Notwithstanding the foregoing, the rights of Participants under this Plan shall be legally enforceable. 

10.9 INDEMNIFICATION OF EMPLOYER BY PARTICIPANTS 

If any Participant receives one or more payments or reimbursements under the Plan that are not for a permitted Benefit, 
such Participant shall indemnify and reimburse the Employer for any liability it may incur for failure to withhold federal or state income 
tax or Social Security tax from such payments or reimbursements. However, such indemnification and reimbursement shall not 
exceed the amount of additional federal and state income tax (plus any penalties) that the Participant would have owed if the 
payments or reimbursements had been made to the Participant as regular cash compensation, plus the Participant's share of any 
Social Security tax that would have been paid on such compensation, less any such additional income and Social Security tax actually 
paid by the Participant. 

10.10 FUNDING 

Unless otherwise required by law, contributions to the Plan need not be placed in trust or dedicated to a specific Benefit, but 
may instead be considered general assets of the Employer. Furthermore, and unless otherwise required by law, nothing herein shall 
be construed to require the Employer or the Administrator to maintain any fund or segregate any amount for the benefit of any 
Participant, and no Participant or other person shall have any claim against, right to, or security or other interest in, any fund, account 
or asset of the Employer from which any payment under the Plan may be made. 

10.11 GOVERNING LAW 

This Plan is governed by the Code and the Treasury regulations issued thereunder (as they might be amended from time to 
time). In no event shall the Employer guarantee the favorable tax treatment sought by this Plan. To the extent not preempted by 
Federal law, the provisions of this Plan shall be construed, enforced and administered according to the laws of the State of Texas. 

10.12 SEVERABILITY 

If any provision of the Plan is held invalid or unenforceable, its invalidity or unenforceability shall not affect any other 
provisions of the Plan, and the Plan shall be construed and enforced as if such provision had not been included herein. 

10.13 CAPTIONS 

The captions contained herein are inserted only as a matter of convenience and for reference, and in no way define, limit, 
enlarge or describe the scope or intent of the Plan, nor in any way shall affect the Plan or the construction of any provision thereof. 
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10.14 CONTINUATION OF COVERAGE (COBRA) 

Notwithstanding anything in the Plan to the contrary, in the event any benefit under this Plan subject to the continuation 
coverage requirement of Code Section 49808 becomes unavailable, each Participant will be entitled to continuation coverage as 
prescribed in Code Section 49808, and related regulations. This Section shall only apply if the Employer employs at least twenty (20) 
employees on more than 50% of its typical business days in the previous calendar year. 

10.15 FAMILY AND MEDICAL LEAVE ACT (FMLA) 

Notwithstanding anything in the Plan to the contrary, in the event any benefit under this Plan becomes subject to the 
requirements of the Family and Medical Leave Act and regulations thereunder, this Plan shall be operated in accordance with 
Regulation 1.125-3. 

10.16 HEALTH INSURANCE PORTABILITY AND ACCOUNTABILITY ACT (HIPAA) 

Notwithstanding anything in this Plan to the contrary, this Plan shall be operated in accordance with HIPAA and regulations 
thereunder. 

10.17 UNIFORMED SERVICES EMPLOYMENT AND REEMPLOYMENT RIGHTS ACT (USERRA) 

Notwithstanding any provision of this Plan to the contrary, contributions, benefits and service credit with respect to qualified 
military service shall be provided in accordance with the Uniform Services Employment And Reemployment Rights Act (USERRA) and 
the regulations thereunder. 

10.18 COMPLIANCE WITH HIPAA PRIVACY STANDARDS 

(a) Application. If any benefits under this Cafeteria Plan are subject to the Standards for Privacy of 
Individually Identifiable Health Information (45 CFR Part 164, the "Privacy Standards"), then this Section shall apply. 

(b} Disclosure of PHI. The Plan shall not disclose Protected Health Information to any member of the 
Employer's workforce unless each of the conditions set out in this Section are met. "Protected Health Information" shall have 
the same definition as set forth in the Privacy Standards but generally shall mean individually identifiable information about 
the past, present or future physical or mental health or condition of an individual, including genetic information and 
information about treatment or payment for treatment. 

(c) PHI disclosed for administrative purposes. Protected Health Information disclosed to members of the 
Employer's workforce shall be used or disclosed by them only for purposes of Plan administrative functions. The Plan's 
administrative functions shall include all Plan payment functions and health care operations. The terms "payment" and 
"health care operations" shall have the same definitions as set out in the Privacy Standards, but the term "payment" 
generally shall mean activities taken to determine or fulfill Plan responsibilities with respect to eligibility, coverage, provision 
of benefits, or reimbursement for health care. Protected Health Information that consists of genetic information will not be 
used or disclosed for underwriting purposes. 

(d) PHI disclosed to certain workforce members. The Plan shall disclose Protected Health Information 
only to members of the Employer's workforce who are designated and authorized to receive such Protected Health 
Information, and only to the extent and in the minimum amount necessary for that person to perform his or her duties with 
respect to the Plan. "Members of the Employer's workforce" shall refer to all employees and other persons under the control 
of the Employer. The Employer shall keep an updated list of those authorized to receive Protected Health Information. 

( 1) An authorized member of the Employer's workforce who receives Protected Health Information shall use 
or disclose the Protected Health Information only to the extent necessary to perform his or her duties with respect 
to the Plan. 

(2) In the event that any member of the Employer's workforce uses or discloses Protected Health Information 
other than as permitted by this Section and the Privacy Standards, the incident shall be reported to the Plan's 
privacy official. The privacy official shall take appropriate action, including: 

(i) investigation of the incident to determine whether the breach occurred inadvertently, through 
negligence or deliberately; whether there is a pattern of breaches; and the degree of harm caused by the 
breach; 

(ii) appropriate sanctions against the persons causing the breach which, depending upon the nature 
of the breach, may include oral or written reprimand, additional training, or termination of employment; 

(iii) mitigation of any harm caused by the breach, to the extent practicable; and 

(iv) documentation of the incident and all actions taken to resolve the issue and mitigate any 
damages. 

(e) Certification. The Employer must provide certification to the Plan that it agrees to: 

14 



(1) Not use or further disclose the information other than as permitted or required by the Plan documents or 
as required by law; 

(2) Ensure that any agent or subcontractor, to whom it provides Protected Health Information received from 
the Plan, agrees to the same restrictions and conditions that apply to the Employer with respect to such 
information; 

(3) Not use or disclose Protected Health Information for employment-related actions and decisions or in 
connection with any other benefit or employee benefit plan of the Employer; 

( 4) Report to the Plan any use or disclosure of the Protected Health Information of which it becomes aware 
that is inconsistent with the uses or disclosures permitted by this Section, or required by law; 

(5) Make available Protected Health Information to individual Plan members in accordance with 
Section 164.524 of the Privacy Standards; 

(6) Make available Protected Health Information for amendment by individual Plan members and incorporate 
any amendments to Protected Health Information in accordance with Section 164.526 of the Privacy Standards; 

(7) Make available the Protected Health Information required to provide an accounting of disclosures to 
individual Plan members in accordance with Section 164.528 of the Privacy Standards; 

(8) Make its internal practices, books and records relating to the use and disclosure of Protected Health 
Information received from the Plan available to the Department of Health and Human Services for purposes of 
determining compliance by the Plan with the Privacy Standards; 

(9) If feasible, return or destroy all Protected Health Information received from the Plan that the Employer still 
maintains in any form, and retain no copies of such information when no longer needed for the purpose for which 
disclosure was made, except that, if such return or destruction is not feasible, limit further uses and disclosures to 
those purposes that make the return or destruction of the information infeasible; and 

( 10) Ensure the adequate separation between the Plan and members of the Employer's workforce, as 
required by Section 164.504(f)(2)(iii) of the Privacy Standards and set out in (d) above. 

10.19 COMPLIANCE WITH HIPAA ELECTRONIC SECURITY STANDARDS 

Under the Security Standards for the Protection of Electronic Protected Health Information (45 CFR Part 164.300 et. seq., 
the "Security Standards"): 

(a) Implementation. The Employer agrees to implement reasonable and appropriate administrative, 
physical and technical safeguards to protect the confidentiality, integrity and availability of Electronic Protected Health 
Information that the Employer creates, maintains or transmits on behalf of the Plan. "Electronic Protected Health 
Information" shall have the same definition as set out in the Security Standards, but generally shall mean Protected Health 
Information that is transmitted by or maintained in electronic media. 

(b) Agents or subcontractors shall meet security standards. The Employer shall ensure that any agent 
or subcontractor to whom it provides Electronic Protected Health Information shall agree, in writing, to implement reasonable 
and appropriate security measures to protect the Electronic Protected Health Information. 

(c) Employer shall ensure security standards. The Employer shall ensure that reasonable and 
appropriate security measures are implemented to comply with the conditions and requirements set forth in Section 10.18. 

10.20 MENTAL HEALTH PARITY AND ADDICTION EQUITY ACT 

Notwithstanding anything in the Plan to the contrary, the Plan will comply with the Mental Health Parity and Addiction Equity Act 
and ERISA Section 712. 

10.21 GENETIC INFORMATION NONDISCRIMINATION ACT (GINA) 

Notwithstanding anything in the Plan to the contrary, the Plan will comply with the Genetic Information Nondiscrimination Act. 

10.22 WOMEN'S HEALTH AND CANCER RIGHTS ACT 

Notwithstanding anything in the Plan to the contrary, the Plan will comply with the Women's Health and Cancer Rights Act of 
1998. 

10.23 NEWBORNS' AND MOTHERS' HEALTH PROTECTION ACT 

Notwithstanding anything in the Plan to the contrary, the Plan will comply with the Newborns' and Mothers' Health Protection 
Act. 
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IN WITNESS WHEREOF, this Plan document is hereby executed this 1.~ day of ~J 'k-0 l (o 

San Jacinto River Authority 
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SAN JACINTO RIVER AUTHORITY 
CAFETERIA PLAN 

INTRODUCTION 

We have amended the "Flexible Benefits Plan" that we previously established for you and other eligible employees. Under this 
Plan, you will be able to choose among certain benefits that we make available. The benefits that you may choose are outlined in this 
Summary Plan Description. We will also tell you about other important information concerning the amended Plan, such as the rules 
you must satisfy before you can join and the laws that protect your rights. 

One of the most important features of our Plan is that the benefits being offered are generally ones that you are already paying 
for, but normally with money that has first been subject to income and Social Security taxes. Under our Plan, these same expenses 
will be paid for with a portion of your pay before Federal income or Social Security taxes are withheld. This means that you will pay 
less tax and have more money to spend and save. 

Read this Summary Plan Description carefully so that you understand the provisions of our amended Plan and the benefits you 
will receive. This SPD describes the Plan's benefits and obligations as contained in the legal Plan document, which governs the 
operation of the Plan. The Plan document is written in much more technical and precise language. If the non-technical language in 
this SPD and the technical, legal language of the Plan document conflict, the Plan document always governs. Also, if there is a 
conflict between an insurance contract and either the Plan document or this Summary Plan Description, the insurance contract will 
control. If you wish to receive a copy of the legal Plan document, please contact the Administrator. 

This SPD describes the current provisions of the Plan which are designed to comply with applicable legal requirements. The Plan 
is subject to federal laws, such as the Internal Revenue Code and other federal and state laws which may affect your rights. The 
provisions of the Plan are subject to revision due to a change in laws or due to pronouncements by the Internal Revenue Service 
(IRS) or other federal agencies. We may also amend or terminate this Plan. If the provisions of the Plan that are described in this SPD 
change, we will notify you. 

We have attempted to answer most of the questions you may have regarding your benefits in the Plan. If this SPD does not 
answer all of your questions, please contact the Administrator (or other plan representative). The name and address of the 
Administrator can be found in the Article of this SPD entitled "General Information About the Plan." 

1. When can I become a participant in the Plan? 

I 
ELIGIBILITY 

Before you become a Plan member (referred to in this Summary Plan Description as a "Participant"), there are certain rules 
which you must satisfy. First, you must meet the eligibility requirements and be an active employee. After that, the next step is to 
actually join the Plan on the "entry date" that we have established for all employees. The "entry date" is defined in Question 3 below. 
You will also be required to complete certain application forms before you can enroll in the Health Flexible Spending Account. 

2. What are the eligibility requirements for our Plan? 

You will be eligible to join the Plan once you have completed 30 days of employment. Of course, if you were already a participant 
before this amendment, you will remain a participant. 

3. When is my entry date? 

Once you have met the eligibility requirements, your entry date will be the first day of the month coinciding with or following the 
date you met the eligibility requirements. 

4. Are there any employees who are not eligible? 

Yes, there are certain employees who are not eligible to join the Plan. They are: 

-- Employees who are part-time. A part-time employee is someone who works, or is expected to work, less than 30 hours a week. 

5. What must I do to enroll in the Plan? 

Before you can join the Plan, you must complete an application to participate in the Plan. The application includes your personal 
choices for each of the benefits which are being offered under the Plan. You must also authorize us to set some of your earnings 
aside in order to pay for a portion of the benefits you have elected. 

However, if you are already covered under any of the insured benefits, you will automatically participate in this Plan to the extent 
of your premiums unless you elect not to participate in this Plan. 
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1. How does this Plan operate? 

II 
OPERATION 

Before the start of each Plan Year, you will be able to elect to have some of your upcoming pay contributed to the Plan. These 
amounts will be used to pay for the benefits you have chosen. The portion of your pay that is paid to the Plan is not subject to Federal 
income or Social Security taxes. In other words, this allows you to use tax-free dollars to pay for certain kinds of benefits and 
expenses which you normally pay for with out-of-pocket, taxable dollars. Also, we will make additional Employer contributions to the 
Plan that you may use to increase the amounts used to pay benefits. However, if you receive a reimbursement for an expense under 
the Plan, you cannot claim a Federal income tax credit or deduction on your return. (See the Article entitled "General Information 
About Our Plan" for the definition of "Plan Year.") 

Ill 
CONTRIBUTIONS 

1. How much of my pay may the Employer redirect? 

Each year, we will automatically contribute on your behalf enough of your compensation to pay for the insurance coverage 
provided unless you elect not to receive any or all of such coverage. You may also elect to have us contribute on your behalf enough 
of your compensation to pay for any other benefits that you elect under the Plan. These amounts will be deducted from your pay over 
the course of the year. 

2. How much will the Employer contribute each year? 

We may contribute a discretionary amount which we will determine prior to the beginning of each Plan Year. This contribution 
can be used for any benefit in the Plan and will be made on a pro rata basis during the year. If you elect not to participate, the 
Employer will not contribute to the Plan on your behalf. 

3. What happens to contributions made to the Plan? 

Before each Plan Year begins, you will select the benefits you want and how much of the contributions should go toward each 
benefit. It is very important that you make these choices carefully based on what you expect to spend on each covered benefit or 
expense during the Plan Year. Later, they will be used to pay for the expenses as they arise during the Plan Year. 

4. When must I decide which accounts I want to use? 

You are required by Federal law to decide before the Plan Year begins, during the election period (defined below). You must 
decide two things. First, which benefits you want and, second, how much should go toward each benefit. 

If you are already covered by any of the insured benefits offered by this Plan, you will automatically become a Participant to the 
extent of the premiums for such insurance unless you elect, during the election period (defined below), not to participate in the Plan. 

5. When is the election period for our Plan? 

You will make your initial election on or before your entry date. (You should review Section I on Eligibility to better understand the 
eligibility requirements and entry date.) Then, for each following Plan Year, the election period is established by the Administrator and 
applied uniformly to all Participants. It will normally be a period of time prior to the beginning of each Plan Year. The Administrator will 
inform you each year about the election period. (See the Article entitled "General Information About Our Plan" for the definition of Plan 
Year.) 

6. May I change my elections during the Plan Year? 

Generally, you cannot change the elections you have made after the beginning of the Plan Year. However, there are certain 
limited situations when you can change your elections. You are permitted to change elections if you have a "change in status" and 
you make an election change that is consistent with the change in status. Currently, Federal law considers the following events to be 
a change in status: 

-- Marriage, divorce, death of a spouse, legal separation or annulment; 

-- Change in the number of dependents, including birth, adoption, placement for adoption, or death of a dependent; 

-- Any of the following events for you, your spouse or dependent: termination or commencement of employment, a strike or 
lockout, commencement or return from an unpaid leave of absence, a change in worksite, or any other change in employment 
status that affects eligibility for benefits; 

-- One of your dependents satisfies or ceases to satisfy the requirements for coverage due to change in age, student status, or 
any similar circumstance; and 

-- A change in the place of residence of you, your spouse or dependent that would lead to a change in status, such as moving out 
of a coverage area for insurance. 
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There are detailed rules on when a change in election is deemed to be consistent with a change in status. In addition, there are 
laws that give you rights to change health coverage for you, your spouse, or your dependents. If you change coverage due to rights 
you have under the law, then you can make a corresponding change in your elections under the Plan. If any of these conditions apply 
to you, you should contact the Administrator. 

If the cost of a benefit provided under the Plan increases or decreases during a Plan Year, then we will automatically increase or 
decrease, as the case may be, your salary redirection election. If the cost increases significantly, you will be permitted to either make 
corresponding changes in your payments or revoke your election and obtain coverage under another benefit package option with 
similar coverage, or revoke your election entirely. 

If the coverage under a Benefit is significantly curtailed or ceases during a Plan Year, then you may revoke your elections and 
elect to receive on a prospective basis coverage under another plan with similar coverage. In addition, if we add a new coverage 
option or eliminate an existing option, you may elect the newly-added option (or elect another option if an option has been eliminated) 
and make corresponding election changes to other options providing similar coverage. If you are not a Participant, you may elect to 
join the Plan. There are also certain situations when you may be able to change your elections on account of a change under the plan 
of your spouse's, former spouse's or dependent's employer. 

These rules on change due to cost or coverage do not apply to the Health Flexible Spending Account, and you may not change 
your election to the Health Flexible Spending Account if you make a change due to cost or coverage for insurance. 

7. May I make new elections in future Plan Years? 

Yes, you may. For each new Plan Year, you may change the elections that you previously made. You may also choose not to 
participate in the Plan for the upcoming Plan Year. If you do not make new elections during the election period before a new Plan 
Year begins, we will assume you want your elections for insured benefits only to remain the same and you will not be considered a 
Participant for the non-insured benefit options under the Plan for the upcoming Plan Year. 

1. Health Flexible Spending Account 

IV 
BENEFITS 

The Health Flexible Spending Account enables you to pay for expenses allowed under Sections 105 and 213(d) of the Internal 
Revenue Code which are not covered by our insured medical plan and save taxes at the same time. The Health Flexible Spending 
Account allows you to be reimbursed by the Employer for expenses incurred by you and your dependents. 

Drug costs, including insulin, may be reimbursed. 

You may be reimbursed for "over the counter" drugs only if those drugs are prescribed for you. You may not, however, be 
reimbursed for the cost of other health care coverage maintained outside of the Plan, or for long-term care expenses. A list of covered 
expenses is available from the Administrator. 

The most that you can contribute to your Health Flexible Spending Account each Plan Year is $2550. After 2015, the dollar limit 
may increase for cost of living adjustments. 

In order to be reimbursed for a health care expense, you must submit to the Administrator an itemized bill from the service 
provider. We will also provide you with a debit or credit card to use to pay for medical expenses. The Administrator will provide you 
with further details. Amounts reimbursed from the Plan may not be claimed as a deduction on your personal income tax return. 
Reimbursement from the fund shall be paid at least once a month. Expenses under this Plan are treated as being "incurred" when you 
are provided with the care that gives rise to the expenses, not when you are formally billed or charged, or you pay for the medical 
care. 

You may be reimbursed for expenses for any child until the end of the calendar year in which the child reaches age 26. A child is 
a natural child, stepchild, foster child, adopted child, or a child placed with you for adoption. If a child gains or regains eligibility due to 
these new rules, that qualifies as a change in status to change coverage. 

Newborns' and Mothers' Health Protection Act: Group health plans generally may not, under Federal law, restrict benefits for any 
hospital length of stay in connection with childbirth for the mother or newborn child to less than 48 hours following a vaginal delivery, 
or less than 96 hours following a cesarean section. However, Federal law generally does not prohibit the mother's or newborn's 
attending provider, after consulting with the mother, from discharging the mother or her newborn earlier than 48 hours (or 96 hours as 
applicable). In any case, plans and issuers may not, under Federal law, require that a provider obtain authorization from the plan or 
the issuer for prescribing a length of stay not in excess of 48 hours (or 96 hours). 

Women's Health and Cancer Rights Act: This plan, as required by the Women's Health and Cancer Rights Act of 1998, will 
reimburse up to plan limits for benefits for mastectomy-related services including reconstruction and surgery to achieve symmetry 
between the breasts, prostheses, and complications resulting from a mastectomy (including lymphedema). Contact your Plan 
Administrator for more information. 
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2. Premium Expense Account 

A Premium Expense Account allows you to use tax-free dollars to pay for certain premium expenses under various insurance 
programs that we offer you. These premium expenses include: 

-- Health care premiums under our insured group medical plan. 

-- Dental insurance premiums. 

Under our Plan, we will establish sub-accounts for you for each different type of insurance coverage that is available. Also, 
certain limits on the amount of coverage may apply. 

The Administrator may terminate or modify Plan benefits at any time, subject to the provisions of any insurance contracts 
providing benefits described above. We will not be liable to you if an insurance company fails to provide any of the benefits described 
above. Also, your insurance will end when you leave employment, are no longer eligible under the terms of any insurance policies, or 
when insurance terminates. 

Any benefits to be provided by insurance will be provided only after (1) you have provided the Administrator the necessary 
information to apply for insurance, and (2) the insurance is in effect for you. 

If you cover your children up to age 26 under your insurance, you can pay for that coverage through the Plan. 

v 
BENEFIT PAYMENTS 

1. When will I receive payments from my accounts? 

During the course of the Plan Year, you may submit requests for reimbursement of expenses you have incurred. Expenses are 
considered "incurred" when the service is performed, not necessarily when it is paid for. The Administrator will provide you with 
acceptable forms for submitting these requests for reimbursement. If the request qualifies as a benefit or expense that the Plan has 
agreed to pay, you will receive a reimbursement payment soon thereafter. Remember, these reimbursements which are made from 
the Plan are generally not subject to federal income tax or withholding. Nor are they subject to Social Security taxes. Requests for 
payment of insured benefits should be made directly to the insurer. 

2. What happens if I don't spend all Plan contributions during the Plan Year? 

If you have not spent all the amounts in your Health Flexible Spending Account by the end of the Plan Year, you may continue to 
incur claims for expenses during the "Grace Period." The "Grace Period" extends 2 1/2 months after the end of the Plan Year, during 
which time you can continue to incur claims and use up all amounts remaining in your Health Flexible Spending Account. 

Any monies left at the end of the Plan Year and the Grace Period will be forfeited. Obviously, qualifying expenses that you incur 
late in the Plan Year or during the Grace Period for which you seek reimbursement after the end of such Plan Year and Grace Period 
will be paid first before any amount is forfeited. For the Health Flexible Spending Account, you must submit claims no later than 90 
days after the end of the Plan Year. Because it is possible that you might forfeit amounts in the Plan if you do not fully use the 
contributions that have been made, it is important that you decide how much to place in each account carefully and conservatively. 
Remember, you must decide which benefits you want to contribute to and how much to place in each account before the Plan Year 
begins. You want to be as certain as you can that the amount you decide to place in each account will be used up entirely. 

3. Family and Medical Leave Act (FMLA) 

If you take leave under the Family and Medical Leave Act, you may revoke or change your existing elections for health insurance 
and the Health Flexible Spending Account. If your coverage in these benefits terminates, due to your revocation of the benefit while on 
leave or due to your non-payment of contributions, you will be permitted to reinstate coverage for the remaining part of the Plan Year 
upon your return. For the Health Flexible Spending Account, you may continue your coverage or you may revoke your coverage and 
resume it when you return. You can resume your coverage at its original level and make payments for the time that you are on leave. For 
example, if you elect $1,200 for the year and are out on leave for 3 months, then return and elect to resume your coverage at that level, 
your remaining payments will be increased to cover the difference - from $100 per month to $150 per month. Alternatively your maximum 
amount will be reduced proportionately for the time that you were gone. For example, if you elect $1,200 for the year and are out on leave 
for 3 months, your amount will be reduced to $900. The expenses you incur during the time you are not in the Health Flexible Spending 
Account are not reimbursable. 

If you continue your coverage during your unpaid leave, you may pre-pay for the coverage, you may pay for your coverage on an 
after-tax basis while you are on leave, or you and your Employer may arrange a schedule for you to "catch up" your payments when you 
return. 

4. Uniformed Services Employment and Reemployment Rights Act (USERRA) 

If you are going into or returning from military service, you may have special rights to health care coverage under your Health 
Flexible Spending Account under the Uniformed Services Employment and Reemployment Rights Act of 1994. These rights can include 
extended health care coverage. If you may be affected by this law, ask your Administrator for further details. 
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5. What happens if I terminate employment? 

If you terminate employment during the Plan Year, your right to benefits will be determined in the following manner: 

(a) You will remain covered by insurance, but only for the period for which premiums have been paid prior to your termination of 
employment. 

(b) For health benefit coverage and Health Flexible Spending Account coverage on termination of employment, please see the 
Article entitled "Continuation Coverage Rights Under COBRA." Upon your termination of employment, your participation in the 
Health Flexible Spending Account will cease, and no further salary redirection and Employer contributions will be contributed on 
your behalf. However, you will be able to submit claims for health care expenses that were incurred before the end of the period 
for which payments to the Health Flexible Spending Account have already been made. Your further participation will be governed 
by "Continuation Coverage Rights Under COBRA." 

6. Will my Social Security benefits be affected? 

Your Social Security benefits may be slightly reduced because when you receive tax-free benefits under our Plan, it reduces the 
amount of contributions that you make to the Federal Social Security system as well as our contribution to Social Security on your 
behalf. 

VI 
HIGHLY COMPENSATED AND KEY EMPLOYEES 

1. Do limitations apply to highly compensated employees? 

Under the Internal Revenue Code, highly compensated employees and key employees generally are Participants who are 
officers, shareholders or highly paid. You will be notified by the Administrator each Plan Year whether you are a highly compensated 
employee or a key employee. 

If you are within these categories, the amount of contributions and benefits for you may be limited so that the Plan as a whole 
does not unfairly favor those who are highly paid, their spouses or their dependents. Federal tax laws state that a plan will be 
considered to unfairly favor the key employees if they as a group receive more than 25% of all of the nontaxable benefits provided for 
under our Plan. 

Plan experience will dictate whether contribution limitations on highly compensated employees or key employees will apply. You 
will be notified of these limitations if you are affected. 

VII 
PLAN ACCOUNTING 

1. Periodic Statements 

The Administrator will provide you with a statement of your account periodically during the Plan Year that shows your account 
balance. It is important to read these statements carefully so you understand the balance remaining to pay for a benefit. Remember, 
you want to spend all the money you have designated for a particular benefit by the end of the Plan Year. 

VIII 
GENERAL INFORMATION ABOUT OUR PLAN 

This Section contains certain general information which you may need to know about the Plan. 

1. General Plan Information 

San Jacinto River Authority Cafeteria Plan is the name of the Plan. 

Your Employer has assigned Plan Number 501 to your Plan. 

The provisions of your amended Plan become effective on January 1, 2015. Your Plan was originally effective on January 1, 
2010. 

Your Plan's records are maintained on a twelve-month period of time. This is known as the Plan Year. The Plan Year begins on 
January 1 and ends on December 31. 

2. Employer Information 

Your Employer's name, address, and identification number are: 

San Jacinto River Authority 
1577 Dam Site Road 
Conroe, Texas 77304 
74-6000561 
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3. Plan Administrator Information 

The name, address and business telephone number of your Plan's Administrator are: 

San Jacinto River Authority 
1577 Dam Site Road 
Conroe, Texas 77304 
936-588-1111 

The Administrator keeps the records for the Plan and is responsible for the administration of the Plan. The Administrator will also 
answer any questions you may have about our Plan. You may contact the Administrator for any further information about the Plan. 

4. Service of Legal Process 

The name and address of the Plan's agent for service of legal process are: 

San Jacinto River Authority 
1577 Dam Site Road 
Conroe, Texas 77304 

5. Type of Administration 

The type of Administration is Employer Administration. 

6. Claims Submission 

Claims for expenses should be submitted to: 

Discovery Benefits, Inc. 
PO Box 2926 
Fargo, ND 58108-2926 

IX 
ADDITIONAL PLAN INFORMATION 

1. Claims Process 

You should submit all reimbursement claims during the Plan Year. For the Health Flexible Spending Account, you must submit 
claims no later than 90 days after the end of the Plan Year. However, if you terminate employment during the Plan Year, you must 
submit your Health Flexible Spending Account claims within 90 days after your termination of employment. Any claims submitted after 
that time will not be considered. 

Claims that are insured will be handled in accordance with procedures contained in the insurance policies. All other general 
requests should be directed to the Administrator of our Plan. If a medical expense claim under the Plan is denied in whole or in part, 
you or your beneficiary will receive written notification. The notification will include the reasons for the denial, with reference to the 
specific provisions of the Plan on which the denial was based, a description of any additional information needed to process the claim 
and an explanation of the claims review procedure. Within 60 days after denial, you or your beneficiary may submit a written request 
for reconsideration of the denial to the Administrator. 

Any such request should be accompanied by documents or records in support of your appeal. You or your beneficiary may 
review pertinent documents and submit issues and comments in writing. The Administrator will review the claim and provide, within 60 
days, a written response to the appeal. (This period may be extended an additional 60 days under certain circumstances.) In this 
response, the Administrator will explain the reason for the decision, with specific reference to the provisions of the Plan on which the 
decision is based. The Administrator has the exclusive right to interpret the appropriate plan provisions. Decisions of the Administrator 
are conclusive and binding. 

x 
CONTINUATION COVERAGE RIGHTS UNDER COBRA 

Under federal law, the Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA), certain employees and their families 
covered under health benefits under this Plan will be entitled to the opportunity to elect a temporary extension of health coverage 
(called "COBRA continuation coverage") where coverage under the Plan would otherwise end. This notice is intended to inform Plan 
Participants and beneficiaries, in summary fashion, of their rights and obligations under the continuation coverage provisions of 
COBRA, as amended and reflected in final and proposed regulations published by the Department of the Treasury. This notice is 
intended to reflect the law and does not grant or take away any rights under the law. 

The Plan Administrator or its designee is responsible for administering COBRA continuation coverage. Complete instructions on 
COBRA, as well as election forms and other information, will be provided by the Plan Administrator or its designee to Plan 
Participants who become Qualified Beneficiaries under COBRA. While the Plan itself is not a group health plan, it does provide health 
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benefits. Whenever "Plan" is used in this section, it means any of the health benefits under this Plan including the Health Flexible 
Spending Account. 

1. What is COBRA continuation coverage? 

COBRA continuation coverage is the temporary extension of group health plan coverage that must be offered to certain Plan 
Participants and their eligible family members (called "Qualified Beneficiaries") at group rates. The right to COBRA continuation 
coverage is triggered by the occurrence of a life event that results in the loss of coverage under the terms of the Plan (the "Qualifying 
Event"). The coverage must be identical to the coverage that the Qualified Beneficiary had immediately before the Qualifying Event, or 
if the coverage has been changed, the coverage must be identical to the coverage provided to similarly situated active employees 
who have not experienced a Qualifying Event (in other words, similarly situated non-COBRA beneficiaries). 

There may be other options available when you lose group health coverage. For example, you may be eligible to buy an 
individual plan through the Health Insurance Marketplace. By enrolling in coverage through the Marketplace, you may qualify for lower 
costs on your monthly premiums and lower out-of-pocket costs. Additionally, you may qualify for a 30-day special enrollment period 
for another group health plan for which you are eligible (such as a spouse's plan), even if that plan generally doesn't accept late 
enrollees. 

2. Who can become a Qualified Beneficiary? 

In general, a Qualified Beneficiary can be: 

(a) Any individual who, on the day before a Qualifying Event, is covered under a Plan by virtue of being on that day either a 
covered Employee, the Spouse of a covered Employee, or a Dependent child of a covered Employee. If, however, an individual 
who otherwise qualifies as a Qualified Beneficiary is denied or not offered coverage under the Plan under circumstances in which 
the denial or failure to offer constitutes a violation of applicable law, then the individual will be considered to have had the 
coverage and will be considered a Qualified Beneficiary if that individual experiences a Qualifying Event. 

(b) Any child who is born to or placed for adoption with a covered Employee during a period of COBRA continuation coverage, 
and any individual who is covered by the Plan as an alternate recipient under a qualified medical support order. If, however, an 
individual who otherwise qualifies as a Qualified Beneficiary is denied or not offered coverage under the Plan under 
circumstances in which the denial or failure to offer constitutes a violation of applicable law, then the individual will be considered 
to have had the coverage and will be considered a Qualified Beneficiary if that individual experiences a Qualifying Event. 

The term "covered Employee" includes any individual who is provided coverage under the Plan due to his or her performance of 
services for the employer sponsoring the Plan. However, this provision does not establish eligibility of these individuals. Eligibility for 
Plan coverage shall be determined in accordance with Plan Eligibility provisions. 

An individual is not a Qualified Beneficiary if the individual's status as a covered Employee is attributable to a period in which the 
individual was a nonresident alien who received from the individual's Employer no earned income that constituted income from 
sources within the United States. If, on account of the preceding reason, an individual is not a Qualified Beneficiary, then a Spouse or 
Dependent child of the individual will also not be considered a Qualified Beneficiary by virtue of the relationship to the individual. A 
domestic partner is not a Qualified Beneficiary. 

Each Qualified Beneficiary (including a child who is born to or placed for adoption with a covered Employee during a period of 
COBRA continuation coverage) must be offered the opportunity to make an independent election to receive COBRA continuation 
coverage. 

3. What is a Qualifying Event? 

A Qualifying Event is any of the following if the Plan provided that the Plan participant would lose coverage (i.e., cease to be 
covered under the same terms and conditions as in effect immediately before the Qualifying Event) in the absence of COBRA 
continuation coverage: 

(a) The death of a covered Employee. 

(b) The termination (other than by reason of the Employee's gross misconduct), or reduction of hours, of a covered Employee's 
employment. 

(c) The divorce or legal separation of a covered Employee from the Employee's Spouse. If the Employee reduces or eliminates 
the Employee's Spouse's Plan coverage in anticipation of a divorce or legal separation, and a divorce or legal separation later 
occurs, then the divorce or legal separation may be considered a Qualifying Event even though the Spouse's coverage was 
reduced or eliminated before the divorce or legal separation. 

(d) A covered Employee's enrollment in any part of the Medicare program. 

(e) A Dependent child's ceasing to satisfy the Plan's requirements for a Dependent child (for example, attainment of the 
maximum age for dependency under the Plan). 

If the Qualifying Event causes the covered Employee, or the covered Spouse or a Dependent child of the covered Employee, to 
cease to be covered under the Plan under the same terms and conditions as in effect immediately before the Qualifying Event, the 
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persons losing such coverage become Qualified Beneficiaries under COBRA if all the other conditions of COBRA are also met. For 
example, any increase in contribution that must be paid by a covered Employee, or the Spouse, or a Dependent child of the covered 
Employee, for coverage under the Plan that results from the occurrence of one of the events listed above is a loss of coverage. 

The taking of leave under the Family and Medical Leave Act of 1993, as amended ("FMLA") does not constitute a Qualifying 
Event. A Qualifying Event will occur, however, if an Employee does not return to employment at the end of the FMLA leave and all 
other COBRA continuation coverage conditions are present. If a Qualifying Event occurs, it occurs on the last day of FMLA leave and 
the applicable maximum coverage period is measured from this date (unless coverage is lost at a later date and the Plan provides for 
the extension of the required periods, in which case the maximum coverage date is measured from the date when the coverage is 
lost.) Note that the covered Employee and family members will be entitled to COBRA continuation coverage even if they failed to pay 
the employee portion of premiums for coverage under the Plan during the FMLA leave. 

4. What factors should be considered when determining to elect COBRA continuation coverage? 

When considering options for health coverage, Qualified Beneficiaries should consider: 

• Premiums: This plan can charge up to 102% of total plan premiums for COBRA coverage. Other options, like coverage on 
a spouse's plan or through the Marketplace, may be less expensive. Qualified Beneficiaries have special enrollment rights 
under federal law (HIPAA). They have the right to request special enrollment in another group health plan for which they are 
otherwise eligible (such as a plan sponsored by a spouse's employer) within 30 days after Plan coverage ends due to one of 
the Qualifying Events listed above. 

• Provider Networks: If a Qualified Beneficiary is currently getting care or treatment for a condition, a change in health 
coverage may affect access to a particular health care provider. You may want to check to see if your current health care 
providers participate in a network in considering options for health coverage. 

• Drug Formularies: For Qualified Beneficiaries taking medication, a change in health coverage may affect costs for 
medication - and in some cases, the medication may not be covered by another plan. Qualified beneficiaries should check 
to see if current medications are listed in drug formularies for other health coverage. 

• Severance payments: If COBRA rights arise because the Employee has lost his job and there is a severance package 
available from the employer, the former employer may have offered to pay some or all of the Employee's COBRA payments 
for a period of time. This can affect the timing of coverage available in the Marketplace. In this scenario, the Employee may 
want to contact the Department of Labor at 1-866-444-3272 to discuss options. 

• Service Areas: If benefits under the Plan are limited to specific service or coverage areas, benefits may not be available to 
a Qualified Beneficiary who moves out of the area. 

• Other Cost-Sharing: In addition to premiums or contributions for health coverage, the Plan requires participants to pay 
copayments, deductibles, coinsurance, or other amounts as benefits are used. Qualified beneficiaries should check to see 
what the cost-sharing requirements are for other health coverage options. For example, one option may have much lower 
monthly premiums, but a much higher deductible and higher copayments. 

5. What is the procedure for obtaining COBRA continuation coverage? 

The Plan has conditioned the availability of COBRA continuation coverage upon the timely election of such coverage. An election 
is timely if it is made during the election period. 

6. What is the election period and how long must it last? 

The election period is the time period within which the Qualified Beneficiary must elect COBRA continuation coverage under the 
Plan. The election period must begin no later than the date the Qualified Beneficiary would lose coverage on account of the Qualifying 
Event and ends 60 days after the later of the date the Qualified Beneficiary would lose coverage on account of the Qualifying Event or 
the date notice is provided to the Qualified Beneficiary of her or his right to elect COBRA continuation coverage. If coverage is not 
elected within the 60 day period, all rights to elect COBRA continuation coverage are forfeited. 

7. Is a covered Employee or Qualified Beneficiary responsible for informing the Plan Administrator of the occurrence of a 

Qualifying Event? 

The Plan will offer COBRA continuation coverage to Qualified Beneficiaries only after the Plan Administrator or its designee has 
been timely notified that a Qualifying Event has occurred. The Employer (if the Employer is not the Plan Administrator) will notify the 
Plan Administrator or its designee of the Qualifying Event within 30 days following the date coverage ends when the Qualifying Event 
is: 

(a) the end of employment or reduction of hours of employment, 

(b) death of the employee, 
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(c) commencement of a proceeding in bankruptcy with respect to the Employer, or 

( d) entitlement of the employee to any part of Medicare. 

IMPORTANT: 

For the other Qualifying Events (divorce or legal separation of the employee and spouse or a dependent child's losing 
eligibility for coverage as a dependent child), you or someone on your behalf must notify the Plan Administrator or its 

designee in writing within 60 days after the Qualifying Event occurs, using the procedures specified below. If these 
procedures are not followed or if the notice is not provided in writing to the Plan Administrator or its designee during the 
60-day notice period, any spouse or dependent child who loses coverage will not be offered the option to elect continuation 
coverage. You must send this notice to the Plan Administrator or its designee. 

NOTICE PROCEDURES: 

Any notice that you provide must be in writing. Oral notice, including notice by telephone, is not acceptable. You must mail, 
fax or hand-deliver your notice to the person, department or firm listed below, at the following address: 

San Jacinto River Authority 
1577 Dam Site Road 
Conroe, Texas 77304 

If mailed, your notice must be postmarked no later than the last day of the required notice period. Any notice you provide must 
state: 

• the name of the plan or plans under which you lost or are losing coverage, 
• the name and address of the employee covered under the plan, 
• the name(s) and address(es) of the Qualified Beneficiary(ies), and 
• the Qualifying Event and the date it happened. 

If the Qualifying Event is a divorce or legal separation, your notice must include a copy of the divorce decree or the legal 
separation agreement. 

Be aware that there are other notice requirements in other contexts, for example, in order to qualify for a disability extension. 

Once the Plan Administrator or its designee receives timelv notice that a Qualifying Event has occurred, COBRA continuation 
coverage will be offered to each of the qualified beneficiaries. Each Qualified Beneficiary will have an independent right to elect 
COBRA continuation coverage. Covered employees may elect COBRA continuation coverage for their spouses, and parents may 
elect COBRA continuation coverage on behalf of their children. For each Qualified Beneficiary who elects COBRA continuation 
coverage, COBRA continuation coverage will begin on the date that plan coverage would otherwise have been lost. If you or your 
spouse or dependent children do not elect continuation coverage within the 60-day election period described above, the right to elect 
continuation coverage will be lost. 

8. Is a waiver before the end of the election period effective to end a Qualified Beneficiary's election rights? 

If, during the election period, a Qualified Beneficiary waives COBRA continuation coverage, the waiver can be revoked at any 
time before the end of the election period. Revocation of the waiver is an election of COBRA continuation coverage. However, if a 
waiver is later revoked, coverage need not be provided retroactively (that is, from the date of the loss of coverage until the waiver is 
revoked). Waivers and revocations of waivers are considered made on the date they are sent to the Plan Administrator or its 
designee, as applicable. 

9. Is COBRA coverage available if a Qualified Beneficiary has other group health plan coverage or Medicare? 

Qualified Beneficiaries who are entitled to elect COBRA continuation coverage may do so even if they are covered under another 
group health plan or are entitled to Medicare benefits on or before the date on which COBRA is elected. However, a Qualified 
Beneficiary's COBRA coverage will terminate automatically if, after electing COBRA, he or she becomes entitled to Medicare or 
becomes covered under other group health plan coverage (but only after any applicable preexisting condition exclusions of that other 
plan have been exhausted or satisfied). 

10. When may a Qualified Beneficiary's COBRA continuation coverage be terminated? 

During the election period, a Qualified Beneficiary may waive COBRA continuation coverage. Except for an interruption of 
coverage in connection with a waiver, COBRA continuation coverage that has been elected for a Qualified Beneficiary must extend for 
at least the period beginning on the date of the Qualifying Event and ending not before the earliest of the following dates: 

(a) The last day of the applicable maximum coverage period. 

(b) The first day for which Timely Payment is not made to the Plan with respect to the Qualified Beneficiary. 
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(c) The date upon which the Employer ceases to provide any group health plan (including a successor plan) to any employee. 

(d) The date, after the date of the election, that the Qualified Beneficiary first becomes covered under any other Plan that does 
not contain any exclusion or limitation with respect to any pre-existing condition, other than such an exclusion or limitation that 
does not apply to, or is satisfied by, the Qualified Beneficiary. 

(e) The date, after the date of the election, that the Qualified Beneficiary first becomes entitled to Medicare (either part A or part 
B, whichever occurs earlier). 

(f) In the case of a Qualified Beneficiary entitled to a disability extension, the later of: 

( 1) (i) 29 months after the date of the Qualifying Event, or (ii) the first day of the month that is more than 30 days after the 
date of a final determination under Title II or XVI of the Social Security Act that the disabled Qualified Beneficiary whose 
disability resulted in the Qualified Beneficiary's entitlement to the disability extension is no longer disabled, whichever is 
earlier; or 

(2) the end of the maximum coverage period that applies to the Qualified Beneficiary without regard to the disability 
extension. 

The Plan can terminate for cause the coverage of a Qualified Beneficiary on the same basis that the Plan terminates for cause 
the coverage of similarly situated non-COBRA beneficiaries, for example, for the submission of a fraudulent claim. 

In the case of an individual who is not a Qualified Beneficiary and who is receiving coverage under the Plan solely because of the 
individual's relationship to a Qualified Beneficiary, if the Plan's obligation to make COBRA continuation coverage available to the 
Qualified Beneficiary ceases, the Plan is not obligated to make coverage available to the individual who is not a Qualified Beneficiary. 

11. What are the maximum coverage periods for COBRA continuation coverage? 

The maximum coverage periods are based on the type of the Qualifying Event and the status of the Qualified Beneficiary, as 
shown below. 

(a) In the case of a Qualifying Event that is a termination of employment or reduction of hours of employment, the maximum 
coverage period ends 18 months after the Qualifying Event if there is not a disability extension and 29 months after the Qualifying 
Event if there is a disability extension. 

(b) In the case of a covered Employee's enrollment in the Medicare program before experiencing a Qualifying Event that is a 
termination of employment or reduction of hours of employment, the maximum coverage period for Qualified Beneficiaries ends 
on the later of: 

(1) 36 months after the date the covered Employee becomes enrolled in the Medicare program. This extension does not 
apply to the covered Employee; or 

(2) 18 months (or 29 months, if there is a disability extension) after the date of the covered Employee's termination of 
employment or reduction of hours of employment. 

(c) In the case of a Qualified Beneficiary who is a child born to or placed for adoption with a covered Employee during a period 
of COBRA continuation coverage, the maximum coverage period is the maximum coverage period applicable to the Qualifying 
Event giving rise to the period of COBRA continuation coverage during which the child was born or placed for adoption. 

(d) In the case of any other Qualifying Event than that described above, the maximum coverage period ends 36 months after 
the Qualifying Event. 

12. Under what circumstances can the maximum coverage period be expanded? 

If a Qualifying Event that gives rise to an 18-month or 29-month maximum coverage period is followed, within that 18- or 
29-month period, by a second Qualifying Event that gives rise to a 36-months maximum coverage period, the original period is 
expanded to 36 months, but only for individuals who are Qualified Beneficiaries at the time of and with respect to both Qualifying 
Events. In no circumstance can the COBRA maximum coverage period be expanded to more than 36 months after the date of the first 
Qualifying Event. The Plan Administrator must be notified of the second qualifying event within 60 days of the second qualifying event. 
This notice must be sent to the Plan Administrator or its designee in accordance with the procedures above. 

13. How does a Qualified Beneficiary become entitled to a disability extension? 

A disability extension will be granted if an individual (whether or not the covered Employee) who is a Qualified Beneficiary in 
connection with the Qualifying Event that is a termination or reduction of hours of a covered Employee's employment, is determined 
under Title II or XVI of the Social Security Act to have been disabled at any time during the first 60 days of COBRA continuation 
coverage. To qualify for the disability extension, the Qualified Beneficiary must also provide the Plan Administrator with notice of the 
disability determination on a date that is both within 60 days after the date of the determination and before the end of the original 
18-month maximum coverage. This notice must be sent to the Plan Administrator or its designee in accordance with the procedures 
above. 

10 
SPD 



14. Does the Plan require payment for COBRA continuation coverage? 

For any period of COBRA continuation coverage under the Plan, Qualified Beneficiaries who elect COBRA continuation coverage 
may be required to pay up to 102% of the applicable premium and up to 150% of the applicable premium for any expanded period of 
COBRA continuation coverage covering a disabled Qualified Beneficiary due to a disability extension. Your Plan Administrator will 
inform you of the cost. The Plan will terminate a Qualified Beneficiary's COBRA continuation coverage as of the first day of any period 
for which timely payment is not made. 

15. Must the Plan allow payment for COBRA continuation coverage to be made in monthly installments? 

Yes. The Plan is also permitted to allow for payment at other intervals. 

16. What is Timely Payment for COBRA continuation coverage? 

Timely Payment means a payment made no later than 30 days after the first day of the coverage period. Payment that is made to 
the Plan by a later date is also considered Timely Payment if either under the terms of the Plan, covered Employees or Qualified 
Beneficiaries are allowed until that later date to pay for their coverage for the period or under the terms of an arrangement between 
the Employer and the entity that provides Plan benefits on the Employer's behalf, the Employer is allowed until that later date to pay 
for coverage of similarly situated non-COBRA beneficiaries for the period. 

Notwithstanding the above paragraph, the Plan does not require payment for any period of COBRA continuation coverage for a 
Qualified Beneficiary earlier than 45 days after the date on which the election of COBRA continuation coverage is made for that 
Qualified Beneficiary. Payment is considered made on the date on which it is postmarked to the Plan. 

If Timely Payment is made to the Plan in an amount that is not significantly less than the amount the Plan requires to be paid for 
a period of coverage, then the amount paid will be deemed to satisfy the Plan's requirement for the amount to be paid, unless the Plan 
notifies the Qualified Beneficiary of the amount of the deficiency and grants a reasonable period of time for payment of the deficiency 
to be made. A "reasonable period of time" is 30 days after the notice is provided. A shortfall in a Timely Payment is not significant if it 
is no greater than the lesser of $50 or 10% of the required amount. 

17. Must a Qualified Beneficiary be given the right to enroll in a conversion health plan at the end of the maximum coverage 
period for COBRA continuation coverage? 

If a Qualified Beneficiary's COBRA continuation coverage under a group health plan ends as a result of the expiration of the 
applicable maximum coverage period, the Plan will, during the 180-day period that ends on that expiration date, provide the Qualified 
Beneficiary with the option of enrolling under a conversion health plan if such an option is otherwise generally available to similarly 
situated non-COBRA beneficiaries under the Plan. If such a conversion option is not otherwise generally available, it need not be 
made available to Qualified Beneficiaries. 

18. How is my participation in the Health Flexible Spending Account affected? 

You can elect to continue your participation in the Health Flexible Spending Account for the remainder of the Plan Year, subject 
to the following conditions. You may only continue to participate in the Health Flexible Spending Account if you have elected to 
contribute more money than you have taken out in claims. For example, if you elected to contribute an annual amount of $500 and, at 
the time you terminate employment, you have contributed $300 but only claimed $150, you may elect to continue coverage under the 
Health Flexible Spending Account. If you elect to continue coverage, then you would be able to continue to receive your health 
reimbursements up to the $500. However, you must continue to pay for the coverage, just as the money has been taken out of your 
paycheck, but on an after-tax basis. The Plan can also charge you an extra amount (as explained above for other health benefits) to 
provide this benefit. 

IF YOU HAVE QUESTIONS 

If you have questions about your COBRA continuation coverage, you should contact the Plan Administrator or its designee. For 
more information about your rights under ERISA, including COBRA, the Health Insurance Portability and Accountability Act (HIPAA), 
and other laws affecting group health plans, contact the nearest Regional or District Office of the U.S. Department of Labor's 
Employee Benefits Security Administration (EBSA). Addresses and phone numbers of Regional and District EBSA Offices are 
available through EBSA's website at www.dol.gov/ebsa. 

KEEP YOUR PLAN ADMINISTRATOR INFORMED OF ADDRESS CHANGES 

In order to protect your family's rights, you should keep the Plan Administrator informed of any changes in the addresses of 
family members. You should also keep a copy, for your records, of any notices you send to the Plan Administrator or its designee. 
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XI 
SUMMARY 

The money you earn is important to you and your family. You need it to pay your bills, enjoy recreational activities and save for 
the future. Our flexible benefits plan will help you keep more of the money you earn by lowering the amount of taxes you pay. The 
Plan is the result of our continuing efforts to find ways to help you get the most for your earnings. 

If you have any questions, please contact the Administrator. 
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CAFETERIA PLAN 

PLAN SPONSOR CERTIFICATION 

The San Jacinto River Authority ("Employer") sponsors a Health Flexible Spending Account (the "Plan") as part of the San Jacinto 
River Authority Cafeteria Plan. Certain members of Employer's workforce perform service in connection with administration of the Plan. 
Employer acknowledges and agrees that the Standards for Privacy of Individually Identified Health Information ( 45 CFR Part 164, the 
"Privacy Standards"), prohibit the Plan or its business associates from disclosing Protected Health Information (as defined in 
Section 164.501 of the Privacy Standards) to members of the Employer's workforce unless the Employer agrees to the conditions and 
restrictions set out below. To induce the Plan to disclose Protected Health Information to members of Employer's workforce as necessary 
for them to perform administrative functions for the Plan, the Employer hereby accepts these conditions and restrictions and certifies that 
the Plan documents have been amended to reflect these conditions and restrictions. The Employer agrees to: 

(a) Not use or further disclose the information other than as permitted or required by the Plan documents or as required by law; 

(b) Ensure that any agent or subcontractor, to whom it provides Protected Health Information received from the Plan, agrees to the 
same restrictions and conditions that apply to the Employer with respect to such information; 

(c) Not use or disclose Protected Health Information for employment-related actions and decisions or in connection with any other 
benefit or employee benefit plan of the Employer; 

( d) Report to the Plan any use or disclosure of the Protected Health Information of which it becomes aware that is inconsistent with 
the uses or disclosures permitted by the Plan or required by law; 

(e) Make available Protected Health Information to individual Plan members in accordance with Section 164.524 of the Privacy 
Standards; 

(f) Make available Protected Health Information for amendment by individual Plan members and incorporate any amendments to 
Protected Health Information in accordance with Section 164.526 of the Privacy Standards; 

(g) Make available the Protected Health Information required to provide an accounting of disclosures to individual Plan members in 
accordance with Section 164.528 of the Privacy Standards; 

(h) Make its internal practices, books and records relating to the use and disclosure of Protected Health Information received from 
the Plan available to the Department of Health and Human Services for purposes of determining compliance by the Plan with the 
Privacy Standards; 

(i) Iffeasible, return or destroy all Protected Health Information received from the Plan that the Employer still maintains in any 
form, and retain no copies of such Information when no longer needed for the purpose for which disclosure was made, except 
that, if such return or destruction is not feasible, limit further uses and disclosures to those purposes that make the return or 
destruction of the information infeasible; and 

(j) Ensure the adequate separation between the Plan and members of the Employer's workforce, as required by 
Section 164.504(f)(2)(iii) of the Privacy Standards and Section COMPLIANCE WITH HIPAA PRIVACY STANDARDS of the 
San Jacinto River Authority Cafeteria Plan. 

Adopted this _~0-~ ........ ¥-________________ _ 


