
T H E M E :  B U D G E T  &  F I N A N C E BY ROBERT SEAMAN

All foundations, associations and
other non-profit institutions
with assets to invest should

have a written investment policy state-
ment (IPS). An IPS is a lot like a blue-
print for the management of a portfolio;
it spells out the various parties’ roles
and the process for managing and
monitoring the invested assets. A good
IPS helps foster communication
between advisor and client, and helps
everyone understand their duties and
responsibilities. 

In most states, the Uniform Prudent
Investor Act, or similar legislation,
obligates non-profit and charitable
organizations’ boards of directors to
invest their organizations’ funds in a
reasonably prudent manner or to dele-
gate those investment responsibilities to

a manager who will act in a like 
capacity. A properly crafted IPS can
help board members discharge their
investment obligations and thus protect
themselves from personal liability. In
addition, a well-written IPS can aid
fundraising efforts by providing a
means for easily communicating the
organization’s investment policies to
others. 

To properly fulfill the board’s
investment obligations, the investment
policy statement should:
1. Identify the organization’s goals,

needs, risk tolerance, and time 
horizon;

2. Establish portfolio composition,
asset allocation targets, and relative
performance objectives for the
invested assets;
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3. Provide guidance for monitoring and
evaluating investment manager and
portfolio performance; and

4. Assign responsibilities among 
all parties involved with the
investments.
A written IPS commonly begins with

a statement of purpose, which acknowl-
edges the board’s investment obligations
with respect to the portfolio as well as
the mission and objectives of the organi-
zation itself. The IPS next identifies the
parties, generally the board, investment
committee, consultant (if any) and
investment manager, their responsibili-
ties in the investment process, the desig-
nated contact persons, and other related
matters. A separate IPS for each portfo-
lio manager is ideal, describing the spe-
cific portfolio composition
requirements, asset allocation targets,
and performance measures applicable to
that manager and the assets under man-
agement.

Many organizations include a spend-
ing policy in their IPS. Liquidity needs
affect risk tolerance, asset allocation tar-
gets and performance, all of which
should be identified in the IPS. Keep in
mind, however, that asset allocation and
security selection drive returns only so
far. If the organization’s spending needs
exceed reasonable long-term net return
expectations, fundraising targets must be
increased to ensure perpetual existence.

Asset allocation targets should be
presented in a range, with the board or
investment committee empowered to
determine the exact allocation. This
enables the board or investment com-
mittee, in consultation with the invest-
ment manager, to alter the mix of
stocks, bonds and cash within the range
without amending the IPS. 

The IPS should address the invest-
ment strategy for each portfolio sepa-
rately, and include discussion of
diversification, risk/return expectations,
asset classes, rebalancing and prohibited
securities, if any. Establishing the bench-
marks and criteria for reviewing both

portfolio and manager performance is
also an important function of the IPS.
Benchmarks should be realistic and a
good fit for the investment portfolio or
for the different asset classes within the
portfolio. For example, the S&P 500
Index is not a meaningful measure of
performance of a diversified portfolio
invested in large, medium and small cap
domestic stocks, bonds and internation-
al securities, although the index may be
a good benchmark for the domestic
large cap stock portion of the portfolio. 

In addition to the broader concepts
discussed in this article, the IPS can also
address more specific issues, such as
handling cash balances, investing large
lump sums, socially-responsible invest-
ing, and selecting an investment manag-
er. To be most effective, the IPS should
allow as much flexibility as possible, yet
also require that the board of directors
or investment committee formally
approve all investment policy changes
before any changes are made to the
association’s investment portfolio.

If your organization does not have
an IPS or if you are uncertain whether
your organization’s IPS is sufficient, an
investment advisor experienced in pro-
viding investment counseling and port-
folio management services to non-profit
organizations can assist you.

Robert Seaman, a member of the
CalSAE Membership Committee, serves
as Business Development Manager for
Towneley Capital Management, Inc., a
registered investment advisor providing
investment counseling and asset man-
agement services to associations, foun-
dations and individual investors. He can
be reached at 800-545-4442 or rsea-
man@towneley.com.
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