Advanced Investment Policy

The following Advanced Policy is for those entities that invest directly in securities (US Treasuries, GSEs, etc) in addition to deposits and SD FIT. This comprehensive policy addresses credit, interest rate, concentration and custodial risks as required by GASB 40 as well as diversification, safekeeping, and custody. There are also Excel chart templates which can be downloaded from the website to assist with reporting. Just plug in your numbers and make a few minor adjustments to print charts for your governing board. 
The Basic Investment Policy is for those entities that only use deposits (interest bearing checking accounts, savings accounts, and CDs) and SD FIT.
Please review the sample even if you have a policy, you might find new information to add to an existing policy.

Is an investment policy necessary? Yes.
South Dakota Codified Law does require local governments to adopt an investment policy:
SDCL 4-5-8. Investment policies for local funds determined by governing board.

Investments of public funds as defined in § 4-5-5 shall be made only after the adoption of a proper resolution by the governing board of such county, municipality, township, or school district. Such resolution shall state the investment policies to be followed by the treasurer thereof.

In addition to being required by law, an investment policy is also an integral part of the audit process. By naming depositories, auditors know where to confirm bank balances. A policy also helps auditors run compliance tests, such as, interest earned being credited properly and that investments being purchased are authorized. 

Where to start

This sample provides a comprehensive policy that can be customized by the governing board. As with any policy, you should consider consulting with legal counsel before adopting the policy. Every entity has its own specific needs that should be reflected in the adopted policy. There are no rules or regulations that specify what is to be included in the policy, so add, delete and change the wording to make it work for your entity based on the governing board’s preferences. Or just use the sample as a guide for things to consider when drafting your policy. State statute regarding the custody and investment of political subdivision funds can be found in SDCL 4-5-5 thru 4-5-11.

You can find the policies in Word and the chart templates on the League website at www.sdmunicipalleague.org under Library then under Investment of Public Funds or call 800-658-3633 for a copy. 

Keep it current
Once the policy has been adopted, it is good practice to review it annually. 
· Verify the policy is being followed. If it is not being followed, ask why not and decide if changes are necessary.

· Do the authorized banks need updating? 
· Make necessary changes to reflect new laws or changes to existing laws.

Questions

Contact Carrie Harer at 800-658-3633 or carrie@sdmunicipalleague.org.

[Entity], SOUTH DAKOTA

INVESTMENT POLICY

1. SCOPE

This policy applies to the investment of all funds of the [Entity], South Dakota. Longer-term funds, including investments of employees’ retirement funds and proceeds from certain bond issues, are covered by a separate policy. Except for funds held in trust or special funds that are otherwise specifically provided for, the [Entity] will consolidate the balances from all funds to maximize investment earnings and meet the liquidity requirements of the [School/City/County] subject to the primary objective of providing security of principal. Investment income will be allocated to the various funds based on their respective participation of capital in the overall portfolio in accordance with generally accepted accounting principles.
2. POLICY

Pursuant to SDCL 4-5-8 it is the policy of the [Entity] to invest idle public funds in a manner to meet the daily cash flow demands of the [School/City/County] with the primary objectives, in priority order, being: a) Safety of Principal b) Liquidity and c) Return on Investments.

A) Safety of Principal
Safety of principal is the foremost objective of the investment program. Investments shall be undertaken in a manner that seeks to ensure the preservation of capital in the overall portfolio. The objective will be to mitigate the following risks.
1. Credit Risk 
The [School/City/County] will minimize credit risk, which is the risk of loss due to the failure of the investment issuer or backer, by limiting the portfolio to the types of investments listed in section 5. Authorized and Suitable Investments of this policy and diversifying the investment portfolio to diminish the impact of potential losses from any one type of investment or from any one individual issuer. 

Note to User: Use section 9. Diversification in your policy to address credit risk.
2. Interest Rate Risk

The [School/City/County] will minimize interest rate risk, which is the risk that the market value of securities in the portfolio will fall due to changes in market interest rates, by structuring the portfolio to meet the cash requirements of ongoing operations, thereby mitigating the need to liquidate securities at a loss prior to maturity.

3. Concentration Risk

The [School/City/County] will minimize Concentration of Credit Risk, which is the risk of loss due to having a significant portion of resources invested in a single issuer, by diversifying the investment portfolio as described in section 9. Diversification so that the impact of potential losses from any one type of security or issuer will be minimized. Investments issued or explicitly guaranteed by the U.S. government and investments in mutual funds, external investment pools, and other pooled investments are excluded from this requirement.

4. Custodial Credit Risk

The [School/City/County] will minimize Custodial Credit Risk for deposits, which is the risk that in the event of the failure of a depository financial institution the deposits or collateral securities that are in the possession of an outside party would not be able to be recovered, as addressed in section 6. Collateralization.

The [School/City/County] will minimize Custodial Credit Risk for investments, which is the risk that in the event of the failure of the counterparty to a transaction the value or collateral securities that are in the possession of an outside party would not be able to be recovered, as addressed in section 10. Safekeeping and Custody.
B) Liquidity
The investment portfolio shall remain sufficiently liquid to meet all operating requirements that may be reasonably anticipated.

C) Return
The investment portfolio shall be designed with the objective of attaining a market rate of return throughout budgetary and economic cycles, taking into account the investment risk constraints and liquidity needs. Return on investment is of secondary importance compared to the safety and liquidity objectives described above. The core investments are limited to relatively low risk securities in anticipation of earning a fair return relative to the risk being assumed.

3. DELEGATION OF AUTHORITY

Authority to manage the investment program is granted to the [Business Manager/Finance Officer/Treasurer], who shall refrain from personal business activity that could impair his/her ability to make impartial decisions. The [Business Manager/Finance Officer/Treasurer] acting in accordance with written procedures and this investment policy and exercising due diligence shall be relieved of personal responsibility for an individual security's credit risk or market price changes, provided deviations from expectations are reported in a timely fashion and the liquidity and the sale of securities are carried out in accordance with the terms of this policy. 
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 case of extended leave of absence, the Governing Board shall appoint a replacement Officer. 

4. AUTHORIZED FINANCIAL DEALER AND INSTITUTION

All financial institutions and broker/dealers who desire to become qualified for investment transactions must supply the following as appropriate:

· Audited financial statements demonstrating compliance with state and federal capital adequacy guidelines

· Certification of having read and understood and agreeing to comply with this investment policy.

The Governing Board authorizes the placement of cash resources in the following financial institutions:

· [Bank A]

· [Bank B]

· [Bank C]

· [Bank D]

Note to User: To add or remove financial institutions from this list, pass a resolution indicating the change to your investment policy. 
and

· South Dakota Public Funds Investment Trust (FIT) 

Note to User: To invest in FIT the governing board must pass the required resolution, which is available from FIT. 
Payment for professional investment advisers will be based on a negotiated annual fee, not on brokerage business or commissions. The advisers must be registered with the SEC as registered investment advisers or should be exempt from registration requirements (e.g., a bank). (Delete this statement before printing if not using advisers.)

5. AUTHORIZED AND SUITABLE INVESTMENTS

The [Entity] is empowered by statute to invest in the following types of securities:
· Interest bearing checking accounts

· Savings accounts
· United States Treasury bills, bonds and notes (SDCL 4-5-6) 
· United States Government Agencies (SDCL 4-5-6)


Securities issued by government-sponsored enterprises (GSEs) or federally related institutions that are guaranteed directly or indirectly by the US Government. Securities issued by the Government National Mortgage Association (GNMA or Ginnie Mae) are an example of securities directly guaranteed by the government. Securities issued by other GSEs may be allowable.

Note to User: If investing in GSEs, auditors will be asking for documentation showing that the securities issued are clearly backed by the US Government. This documentation should be from independent sources, not from the investment firm that sold the securities.

· Certificates of Deposit (CDs) (SDCL 9-22(municipalities), 13-16(schools), and 7-20(counties))*
· Certificates of Deposit (CDs) purchased through CDARS® (Certificate of Deposit Account Registry Service) (SDCL 4-5-6.1)*

· Money Market Mutual Funds - open-end, no-load (SDCL 4-5-6)

Mutual and money market funds that invest in US Treasury securities or securities issued by GSEs or federally related institutions that are guaranteed directly or indirectly by the US Government.
· Repurchase Agreements fully collateralized by allowable securities (SDCL 4-5-6)
· Investments in direct obligations of counties, municipalities and school districts or in bonds issued by state authorities pursuant to the conditions listed in SDCL 4-5-6.2
· Local Government Investment Pool (SD FIT)
*When investing in Certificates of Deposit (CDs) public funds will be invested at the highest rate of interest possible after attempting to secure three (3) quotes. 
The above listed authorized deposits will be kept in banks in South Dakota as required by SDCL 9-22-6 (cities), 13-16-15 (schools), 7-20-1 (counties). Be sure anyone quoting you rates, for CDs especially, is aware of this law.
Note to User: The longer the maturity of the investment the greater the interest rate risk.

Counties Only: The county treasurer shall deposit and at all times keep on deposit the money in his possession as county treasurer in state or national banks within the county. In the event that such deposits exceed the limit prescribed in § 7- 20-10 or if there is but one bank located within the county then such deposits may be made in other banks or branch banks within an adjacent county of this state having an approved and responsible financial standing. (SDCL 7-20-1)

Schools Only: Also review SDCL 13-16-18.

6. COLLATERALIZATION

In accordance with the SDCL 4-6A and 51A-10-9 Qualified Public Depositories will furnish collateral in the sum equal to one hundred percent (100%) of the public deposit accounts that exceed deposit insurance. The financial institution shall submit a copy of their collateralization report to the [Business Manager/Finance Officer/Treasurer].

SDCL 4-6A-3 requires that collateral be segregated by each depository in such manner as approved by the South Dakota Public Deposit Protection Commission. Collateral may not be held in any safety deposit vault owned or controlled either directly or indirectly by the pledging financial institution but must be deposited for safekeeping in a financial institution that is a member of the Federal Reserve. 

7. REPORTING

The [Business Manager/Finance Officer/Treasurer] shall prepare an investment report not less than quarterly, that provides a clear picture of the status of the current investment. The report will include the following: (Pie or Bar Chart) Templates (in excel), which allow you to plug in your specific numbers, are available from the same place you downloaded this sample policy.
· Percent invested in each security type (CD, US Treasury, money market funds, etc).

· Listing of investments by maturity date.

· Percent held by each financial institution.

8. INTEREST EARNED

The interest earned from investments shall be credited to the respective fund, except Agency funds. (SDCL 4-5-9)

OR

The interest earned from investments shall be credited to the respective fund, except Agency funds. At year end [all or state specific funds] investment income will be transferred to the General Fund. (SDCL 4-5-9)

Exceptions: Debt Service Fund SDCL 9-22-12 (cities) and SDCL 7-24-19 (counties) and Perpetual Care Fund SDCL 9-32-18 (cities). The interest earned from investments made with funds from these accounts shall be credited in accordance to the respective statutes.

9. DIVERSIFICATION

It is the policy of the [Entity] to reduce overall risks while attaining average market rates of return by diversifying its investments.
· No more than XX% of the investable funds shall be placed in any one financial institution.
· No more than XX% of the investable funds shall be placed in any one type of investment or issuer.
· Investment maturities will be staggered in such a manner that all investments will not come due at the same time. Unless matched with specific cash flow, the [City/County/School] will not directly invest in securities maturing more than X years from the date of purchase. 
· At least XX% of the investable funds shall be accessible for use by the [City/County/School] in one day’s notice.

10. SAFEKEEPING AND CUSTODY

Delivery vs. Payment
All trades of marketable securities will be executed by delivery vs. payment (DVP) to ensure that securities are deposited in an eligible financial institution prior to the release of funds.

Safekeeping
Securities will be held by a (centralized) independent third-party custodian selected by the [City/County/School] as evidenced by safekeeping receipts in the [City’s/County’s/School’s] name as per SDCL 4-5-9. The safekeeping institution shall annually provide a copy of their most recent report on internal controls (SAS 70).
Internal Controls
The [Business Manager/Finance Officer/Treasurer] shall establish a system of internal controls, which shall be documented in writing. The internal controls shall be reviewed by the governing board. The controls shall be designed to prevent the loss of public funds arising from fraud, employee error, misrepresentation by third parties, unanticipated changes in financial markets, or imprudent actions by employees and officers of the entity.
_______________________________________
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[Board President/Chairman/Mayor]
ATTEST:


_____________________________________
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[Business Manager/Finance Officer/Treasurer]






