Virginia CSB Investment Policy, Adopted June 30, 2003


	








	Purpose
	This Investment Policy (for deposits and investments) is a policy that has been formally adopted by the Virginia CSB, “CSB”, and limits the CSB’s allowable deposits and investments.  These policies communicate the CSB’s tolerance for risk and in effect set the boundaries where investments may be made. This policy has been adopted by the CSB’s Board of Directors and remains in effect unless or until modified.  



	Overview


	It is the policy of the Virginia CSB to invest public funds in a manner which will provide the maximum security with the highest investment return while meeting the cash flow demands of the CSB and conforming to all applicable laws governing the investment of public funds.  Investments shall be made with the care, skill, prudence and diligence under the circumstances then prevailing that a prudent person in a like capacity and familiar with such matters would use in the conduct of an enterprise of a like character and with like aims.  Further, it shall be the policy of the CSB that all investments and investment practices meet or exceed all statutes and guidelines governing the investment of public funds in Virginia. 

The CSB shall take all possible precautions to minimize the credit risk of its investments.  This includes the monitoring of the credit worthiness of the banks in which the CSB deposits its money.

The CSB shall not enter into transactions considered speculative in nature.  These transactions include investing long-term those monies available for short-term use and the borrowing of funds for investing.

The CSB shall obtain the best possible price on all transactions and deal only with reputable banks, brokers and/or dealers.  

This Investment Policy sets forth the responsibilities of the Virginia CSB relating to the implementation of its investment policy and asset strategy and evaluation and review of investment performance and progress toward attaining goals.


	Authority
	The Director of Finance of the CSB, “Director”, is an officer whose responsibility in part is receiving, collecting, safeguarding and disbursing CSB funds from all sources.  The Director, or his designee, is granted the authority to administer the financial affairs of the CSB including custody and deposit of all public funds belonging to or handled by the CSB in §2.2-4501, of the Code of Virginia, 1950 as amended.  Funds of the CSB shall be invested in accordance with the Code of Virginia, Investment of Public Funds Act, Chapter 45, Title 2.2, Sections 2.2-4500-4517 and the Virginia Security for Public Deposits Act, Chapter 44, Title 2.2, Sections 2.2-4400-4411. 

§ 2.2-4410 provides that when investments are made in accordance with the Investment of Public Funds Act, no treasurer or public depositor shall be liable for any loss there from in the absence of negligence, malfeasance, misfeasance, or nonfeasance on his part or on the part of his assistants or employees.


	Objectives
	The CSB’s primary objectives, in priority order, of the cash and investment activities are as follows: To assure the safety of principal; to provide liquidity as required to satisfy cash flow needs; and to maximize investment income or return on investment within the constraints of all laws of the Commonwealth of Virginia governing investment of public funds.

Safety

Safety of principal is the foremost objective of the investment program.  Investments shall be undertaken in a manner that seeks to ensure the maximum preservation of capital in the overall portfolio.  The objective will be to mitigate credit risk and interest rate risk.

Credit Risk 

Minimize credit risk  (the risk of loss due to the failure of the security issues or backer) by: 

· Limiting investments to the safest types of securities;

· Pre-qualifying the financial institutions, brokers/dealers, intermediaries and advisors with which the CSB does business; and

· Diversifying the investment portfolio so that potential losses on individual securities will be minimized.

Interest Rate Risk

Minimize the risk that the market value of securities in the portfolio will fall due to changes in general interest rates by:

· Structuring the investment portfolio so that securities mature to meet cash requirements for ongoing operations, thereby avoiding the need to sell securities on the open market prior to maturity; and

· Investing operating funds primarily in shorter-term securities, money market mutual funds, or similar investment pools.

Financial Statement Credit Risk

In order to limit financial statement credit risk, the CSB’s investments shall be maintained in a manner consistent with the Governmental Accounting Standards Board (GASB) Statement No. 3, “Accounting and Financial Reporting for Deposits with Financial Institutions, Investments, and Reverse Repurchase Agreements.”  This statement categorizes assumed credit risk at the following three levels or categories: 



	Category 1
	Category 2
	Category 3

	Includes investments that are insured or registered or for which the securities are held by the CSB or its safekeeping agent in the CSB’s name.


	Includes uninsured or unregistered investments for which the securities are held by the financial institution’s trust department or safekeeping agent in the CSB’s name.
	Includes uninsured or unregistered investments for which the securities are held by the broker or dealer or by its safekeeping agent.



	The highest level of safety.
	
	


Every effort is made to ensure that the CSB’s investments are categorized at    Category Level 1 as described above were possible.  This is accomplished through a trust agreement with a bank as agent to take custody of the collateral in the CSB’s name.  The Director will evaluate which category investments will be classified and taking into account the higher custodial costs associated with Category 1 investments compared to Category 2 and 3 Investments.

New GASB Statement (No 40):

The Governmental Accounting Standards Board issued Statement Number 40 on March 27, 2003, Deposits and Investment Risk Disclosures.  This new statement amends GASB statement 3 and is effective for FY 2005. This statement essentially updates the custodial risk disclosure requirements and establishes more comprehensive disclosure requirements addressing other common risks.  The CSB will change its current financial statement disclosures to conform to GASB 40 for FY 2005 or sooner.  

Liquidity

The investment portfolio shall remain sufficiently liquid to meet all operating requirements that may be reasonably anticipated.  This is accomplished by structuring the portfolio so that securities mature concurrent with cash needs to meet anticipated demands (static liquidity).  Furthermore, since all possible cash demands cannot be anticipated, the portfolio should consist largely of securities with active secondary or resale markets (dynamic liquidity).  A portion of the portfolio also may be placed in money market funds or local government investment pools, which offer same-day liquidity for short-term funds.

Return on Investment

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. Core investments should be limited to relatively low risk securities in anticipation of earning a fair return relative to the risk being assumed.  Securities shall not be sold prior to maturity with the following exception:

· A security with declining credit may be sold early to minimize loss of principal

· A security swap would improve the quality, yield, or target duration in the portfolio; and 

· Liquidity needs of the portfolio require that the security be sold

	Deposits
	Deposit of Public Funds Not an Investment 

Public funds on deposit are subject to the provisions of the Virginia Security for Public Deposits Act, Section 2.2-4400 et seq. and the Code of Virginia (1950), as amended, which includes demand and time deposits and certificates of deposit of national and state chartered banks.  Also included are savings and loan associations located in Virginia.  Under the Act, banks holding deposits in excess of the amounts insured by FDIC (Federal Deposit Insurance Corporation) must pledge collateral in the amount of 50% of excess deposits to a collateral pool in the name of the State Treasury Board.  If any member bank fails, the entire collateral pool becomes available to satisfy the claims of governmental entities with the ability to make additional assessments.  The multiple bank collateral pool functions similar to depository insurance.  Savings and loan associations are required to collateralize 100% of deposits in excess of FDIC limits.  The Commonwealth Treasury Board is responsible for monitoring compliance with the collateralization and reporting requirements of the Act.



	Authorized

Investments
	The CSB is authorized to invest in a variety of investments pursuant to Title 2.2, Chapter 45 of the Code of Virginia (1950), as amended.  The CSB, however, has decided to limit its investments to the following 5 (five) instruments: 

· Money market funds

· Repurchase agreements

· Local government investment pool

· U.S. Treasury and agency securities
· CDs (Non-Negotiable CDs-Certificates of Deposit) These are technically considered “deposits” as opposed to “investments” but are listed in this section.
The CSB will not invest in negotiable CDs.

The CSB will obtain contracts for the Safekeeping of Securities. Securities purchased will be delivered against payment to an agent of the CSB normally a non-issuing bank for safekeeping.



	Diversification
	Investments shall be diversified by: limiting investments to avoid over concentration in securities from a specific issuer or business sector (excluding U.S. Treasury securities), limiting investment in securities that have higher credit risks, investing in securities with varying maturities, and continuously investing a portion of the portfolio in readily available funds such as local government investment pools (LGIPs), money market funds or overnight repurchase agreements to ensure that appropriate liquidity is maintained in order to meet ongoing obligations.

Diversification by Instrument

Maximum %

U.S. Treasury Obligations (bills, notes, bonds)

100

U.S. Government Agency Securities and Instrumentalities

100

Repurchase Agreements

100

Money Market

100

Non-Negotiable Certificates of Deposit-Commercial Banks

40

Non-Negotiable Certificates of Deposit-Savings & Loan Associations

10

Local Government Investment Pool 

100

Diversification by Financial Institution

Maximum %

Repurchase Agreements

100

Non-Negotiable Certificates of Deposit-Commercial Banks

100

Non-Negotiable Certificates of Deposit-Savings & Loan Associations

100

Diversification by Funds to be Invested in any One Issue

Maximum %

FDIC Insured (unless fully collateralized)-per institution
$100,000

Collateralized Certificates of Deposit

No limit

U.S. Trs. and Agencies

No Limit



	Maximum Maturities
	To the extent possible, the CSB shall attempt to match its investments with anticipated cash flow requirements.  Unless matched to a specific cash flow, the CSB will not directly invest in any single security maturing more than three (3) years from the date of purchase.  The aggregate principal amount of securities with maturity dates in excess of one (1) year shall be limited to 30% of the average monthly portfolio balance for the previous fiscal period.  



	Reporting to the Board
	The Director of Finance will report to the Board, on a regular basis, such information, as the Board requires fulfilling its review function.  At its discretion, the Board may require additional information or clarification from the Director of Finance, either orally or in writing.

The reports to the Board shall contain: a summary of cash and investments by depository, a listing of short-term investments and a detailed report of the investments held in the custodial account, and any other information the Director of Finance deems appropriate.  A separate report shall be prepared for each calendar month, as of the last day of the month.

Sample Report:




Virginia CSB
Summary of Cash and Investments by Depository




Deposits as of June 30, 2003

	Institution
	Total

Amount
	Percent
	Savings
	Non-Neg.

CD

	Bank 1
	$   300,000
	50%
	$   30,000
	

	Bank 2
	      60,000
	10%
	0
	

	Bank 3
	      40,000
	7%
	0
	40,000

	LGIP
	200,000
	33%
	200,000
	

	Total Investments
	$600,000.00
	100%
	$230,000.00
	$100,000

	
	
	
	
	





Amount noted above represents checking account balances unless




other distribution noted (e.g., Savings or CD).



The following funds are not reflected in the CSB’s Investment totals:

	CSB Client/SSA Funds
	$  45,000

	 HUD Escrow
	$150,000




Certification of Investments by Director of Finance

The investments of the CSB as listed above, collectively and individually conform to the Code of Virginia and the Virginia CSB’s Investment Policy.



Signature:_________________________



Date:
      _________________________
