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Recent economic and financial turmoil has
dras cally changed the investment landscape.
Investors face decisions about new securi es,
unfamiliar asset classes, diﬀerent financial
rela onships, and an altered regulatory
framework. This backdrop of change provides a
mely reminder to revisit and evaluate exis ng
investment policies, and perhaps adopt needed
modifica ons.
A though ully considered, and well‐dra ed
investment policy statement, forms the
founda on of a comprehensive investment
program. The very process of crea ng, or even
reviewing, an investment policy compels an
en ty to carefully consider its situa on,
including its objec ves, constraints, abili es,
and resources. Involving management and
staﬀ, at least for an ini al dra is a chance to
get a rounded perspec ve. The investment
policy can serve as a checklist that organizes
and structures an en ty’s investment program.
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Internal Changes. A good place to start is to
consider what changes have taken place
internally since the last review of your
investment policy; especially in light of the
major economic and financial turmoil, has your
en ty’s tolerance for risk changed? Has the size
of your por olio changed? How have your
revenues, expenses weathered the economy?
Has the predictability of your cash flows
changed? Have any of these caused your
objec ves to change? Are your staﬃng and
other resources for the investment process the
same? Have they changed in such a way to
alter what you can do with your investment
program? Take inventory of these internal
changes and evaluate how they aﬀect your
investment policy. Plan to make changes and
modifica ons accordingly.
Your Financial Rela onships. The period since
2008 has wreaked havoc on financial firms. The
way they are structured and regulated has

changed. Firms formerly considered
appropriate have either disappeared or been
acquired. Rethink your selec on criteria for
approved depositories. Regula on con nues in
a state of flux.
New Securi es and Asset Classes. Government
sponsored enterprise (GSE) securi es have
historically been popular among investors with
primary objec ves of safety, liquidity and yield
because of their perceived safety and strong
liquidity. The eﬀects of GSE troubles have been
two‐fold: on the one hand, the federal
government is rethinking the future of these
issuers. This has implica ons for safety,
liquidity and supply, if not for current
securi es, then for future ones. As well, many
investors have reconsidered the place of such
securi es in their por olios. Ul mately, other
securi es and/or asset classes will take their
place. Evaluate the role of these securi es,
new securi es, or poten al future securi es in
your por olio, and how you will handle such
changes in your investment policy over me.
For example, consider whether you would like
to expand or alter the role of certain municipal
securi es in your policy.
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Introductory Background Sec on. In addi on
to being an internal document, an investment
policy is an external document. That is, it can
provide valuable informa on to an en ty’s
partners—whether financial ins tu ons or
other interested stakeholders such as ra ngs
agencies, investors in the en ty’s own debt or
others. Accordingly, star ng with an
introductory overview of the en ty might
provide useful context.

Scope. The scope describes which funds the investment
policy covers. Some en es explicitly state funds that
are excluded from the policy. If an en ty pools its funds
to benefit from economies of scale or to simplify the
process, such pooling should be iden fied in the scope.
If changes in the en ty have changed the scope of
funds covered—either increased or decreased—these
should be noted here.
Investment Objec ves. An investment policy should
succinctly iden fy its objec ves: safety of principal,
liquidity for both an cipated and unexpected
obliga ons, and appropriate return. The return
objec ve can be further clarified by iden fying a
benchmark or a target that an investor deems
appropriate.

prudent. The sec on should require that any
investment adviser be registered with the SEC under
the Investment Advisers Act of 1940 and adhere to the
prudent expert standard.
A

Broker‐Dealers. In this sec on of the investment policy,
an en ty can state that authorized broker‐dealers are
selected through a diligence process that the en ty
describes in the Investment Procedures Manual that all
investors are encouraged to create.

of
change provides a
timely reminder to
revisit and evaluate
existing investment
policies.

This sec on o en includes a statement on ethical
conduct and prohibi ng conflicts of interest. Consider
whether your investment policy appropriately
promotes ethical conduct and discourages conflicts.
Delega on of Authority. In this sec on of the
investment policy, an en ty can include a provision that
the Finance Director or Treasurer establish wri en
procedures for the opera on of the cash management/
investment program, consistent with this investment
policy, and also a system of internal control to regulate
the ac vi es of subordinate employees.
Ending this sec on with a paragraph or a few sentences
about the use of external investment advisers provides
flexibility for the en ty. Whether or not an en ty
currently uses an investment adviser, having a sec on
that allows for the delega on of authority for the
management of an en ty’s investment por olio in a
manner consistent with the en ty’s investment policy is
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An en ty depends on rela onships with financial
ins tu ons to transact investments. Establishing and
maintaining rela onships with financially sound and
trust‐worthy partners is of paramount importance.
Having a list that defines with which ins tu ons an
en ty can transact investments or deposits and having
a due diligence process for their selec on are key to the
objec ve of safety.

Prudence, Indemnifica on and Ethical Standards. This
sec on should clearly state that investments will be
made with prudence and that staﬀ will follow a prudent
standard of conduct. Such a statement
of prudence communicates internally
and externally an en ty’s commitment
Recent backdrop
to following a high standard in inves ng.
A statement of indemnifica on relieves
an en ty’s oﬃcers or staﬀ from personal
responsibility so long as they act in
accordance with wri en procedures and
the investment policy and exercise due
diligence, as long as devia ons are
reported within a given period and
appropriate ac on is taken to control
adverse developments. As part of the investment
policy, consider whether indemnifica on language
adequately protects staﬀ.
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Depository Rela onships. This sec on
of the investment policy should iden fy
the process by which depository
rela onships are established.

Delivery and Safekeeping. One of the
most important protec ons and a
control against fraud is the separa on of
the safekeeping and custody func on
from the investment func on.
Investment policies should include a
sec on regarding independent third‐
party safekeeping or custody of
securi es. By arranging to have securi es held by a
third party, an en ty can eﬀec vely minimize
safekeeping or custodial risk in an investment
transac on.
Another topic that should be covered in this area is
delivery‐versus payment. This prac ce requires that no
funds be released un l securi es are delivered. Having
it in the investment policy formalizes this requirement
for the en ty and ensures that it is followed.
Authorized Investments. En es should use cau on in
dra ing and evalua ng this sec on. Make sure the
investments listed are appropriate for the en ty’s
specific situa on. When star ng with a template or
model investment policy, pay close a en on to this
sec on.
In light of the recent financial crisis, certain new
investments emerged such as the government backed
corporate notes. Investors’ interest has been
heightened in investments such as municipal bonds.
Other securi es such as commercial paper might have
lost some investors’ interest. Reviewing the list of

authorized investments makes sense given the
meaningful change that has taken place.
Por olio Risk Management. An investment policy can
include a sec on that addresses how an en ty manages
the risk in the por olio. Use this as an opportunity to
evaluate whether your risk control parameters are
suﬃcient.

investment policy should state that an investment
procedures manual is required. The procedures manual
should cover daily treasury opera ons, name the
en ty’s financial partners (e.g., advisers, brokers,
bankers and custodians), and describe internal controls
designed to protect an en ty’s assets from loss, the or
misuse. Having these in a separate document allows for
changes without governing board approval.

Prohibited Transac ons. In this sec on, an en ty can
specifically iden fy investments that are prohibited
or not allowed.

Repor ng, Disclosure and Program Evalua on. This
component of the investment policy is crucial in
maintaining transparency and accountability. Reports
are eﬀec ve means to track investment
ac vity, assess how investment ac vity
Conﬁrm your
conforms to adopted guidelines and
investment policy is policies and to evaluate how the por olio
is performing rela ve to its objec ves.
reﬂecting and
The sec on should address the format
and content of reports, frequency and
guiding your
who should prepare and who should
current investment receive and review the reports. Specified
frequency might be monthly, quarterly,
program.
and annually.

Mi ga ng Credit Risk. In this sec on,
an en ty can discuss techniques it uses
to protect against credit risk. This can
include diversifica on, placing absolute
limits on percentage of por olio that
can be invested in any one issuer
(except US treasuries), allowing for the
sale of a security prior to its maturity
and recording a capital gain or loss in
the interest of improving the quality,
liquidity or yield of the por olio in
response to market condi ons or the
en ty’s risk preferences; and having a policy for
dealing with downgraded securi es.

Mi ga ng Market Risk. An en ty can include a
subsec on in por olio risk management that
addresses market risk, the risk that the por olio value
will fluctuate due to changes in the general level of
interest rates. The investment policy can include
several techniques that address market risk, such as
providing adequate liquidity for short‐term cash
needs, and making longer‐term investments only with
funds that are not needed for current cash flow
purposes. Limits can be placed on callable securi es,
and final maturity of securi es can be constrained to
a specified maturity.
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It is prudent to review your investment policy
periodically. Ideally, such review would take place
annually. In normal circumstances, it is a good
opportunity to review your investment program, using
the investment policy as a checklist. Given the
unprecedented changes that have taken place in
inves ng, it is mely to take inventory of your program
and confirm your investment policy is reflec ng and
guiding your current investment program.

Performance Standards and Evalua on. A separate
sec on of the investment policy can address how your
investment por olio will be measured and evaluated.
Have you iden fied how you will select and use
benchmarks to measure and evaluate your
performance? Do you iden fy a benchmark? Is it s ll
appropriate? Do changes need to be made in this area?
Procedures and Internal Control. In this sec on, the

RISKS AND OTHER IMPORTANT CONSIDERATIONS
This report is provided for general information purposes only and should not be construed as specific legal, tax, or financial planning advice. All opinions and views constitute judgments or
relevant information as of the date of writing and such information may become outdated or superseded at any time without notice. This report is not intended to constitute an offer, solicitation, recommendation or advice regarding any securities or investment strategy. This information should not be regarded by recipients as a substitute for the exercise of their own judgment.
Fixed income investments are subject to interest, credit, and market risk. Interest rate risk: the value of fixed income investments will decline as interest rates rise. Credit risk: the possibility
that the borrower may not be able to repay interest and principal. Low rated bonds generally have to pay higher interest rates to attract investors willing to take on greater risk. Market risk:
the bond market in general could decline due to economic conditions, especially during periods of rising interest rates.

