GROSSE ILE TOWNSHIP INVESTMENT POLICY

I. Policy


It is the policy of Grosse Ile Township (hereafter, Township) to prudently invest surplus funds in a manner which will provide the highest investment return with the maximum security, while meeting the daily cash flow demands of the Township.  Further, Grosse Ile Township will conform to the statutes of the State of Michigan regarding the investment of public funds.
II.  Scope

This investment policy applies to unrestricted; liquid assets for all funds accounted for in Grosse Ile Township’s Annual Financial Audit Report and include the following fund types:

· General Fund

· Special Revenue Funds 

· Debt Service Funds

· Capital Project Funds

· Internal Service Funds

· Enterprise Funds

· Trust and Agency Funds

· Component Units

· Any new fund created by the Township Board unless specifically exempted

The available liquid assets are those assets, which are not currently required for payment of any debt, accounts payable, payroll, invoices nor required to meet any bond covenants or any other legal restrictions.

III. Prudence


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


Officials executing investment transactions shall act according to the investment policies and written procedures of the Township.  Investment officials shall conduct the investment strategy according to the “prudent person” standard in managing the overall portfolio for the Township.  While exercising due diligence in investment management, investment officials 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 appropriate action is taken to control adverse developments. 

IV.  Objectives

The primary objectives of the Township’s investment activities shall be in the following order:

A. Safety:

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 township shall mitigate the two types of risks in the preservation of capital, credit risk and market risks.

a) Credit Risk:

This is the risk of loss due to failure of the issuer of the investment security.  The Township shall moderate this risk by limiting investments to the safest types of securities and diversifying the investment portfolio so that potential losses on individual securities will be minimized diversifying its portfolio so that no one issuer would harm the Township’s ability to satisfy its financial commitments.

b) Market Risk:

This is risk due to market value changes when interest rates fluctuate.  The Township shall mitigate these risks by structuring the investment portfolio so that securities mature to meet cash requirements for ongoing operations and investing operating funds primarily in shorter-term securities, money market mutual funds, or similar investment pools limiting the average portfolio length to three years or less and no individual security shall have a maturity of more than five years.

B. Diversification:

To attain this objective, the Township will diversity its investments by investing funds among a variety of securities offering independent returns and financial institutions. The Township shall seek to diversify its portfolio so that any potential losses on any individual security do not exceed the overall income from the remaining portfolio.

C. Liquidity:
The Township’s investment portfolio will remain sufficiently liquid to meet essential financial liabilities as well as providing funds for unanticipated situations. This is accomplished by structuring the portfolio so that securities mature concurrent with cash needs to meet anticipated demands. The Treasurer shall analyze the historical and current fiscal year cash flows in order to time investments to meet operating requirements. 

D. Return on Investments:
Return on investment is of secondary importance compared to the safety and liquidity objectives described above. The Township’s investment policy objective is to maximize the return on investment throughout the budgetary and economic cycles while avoiding unreasonable investment risk.  The return is commensurate with the Township’s risk constraints and the cash flow characteristics of the investment portfolio.  The core of investments are limited to relatively low risk securities in anticipation of earning a fair return relative to risk being assumed.
V.  Reporting and Performances

The Township Treasurer shall report, at least on a quarterly basis, the performance of the investment portfolio to the Township Board.  The reports will include the types of investments, characteristics of the securities, and the performance of the portfolio for the period.  In addition, the report will reflect the amounts/percentages placed with an individual financial institution and the Township’s portfolio performance with the benchmark used.  (See Section XIV)


Any material deviation shall be reported immediately to the Township Manager and Township Board.

VI. Delegation of Authority

Authority to manage the investment program for the Township is delegated to the Township Treasurer under Section 4. 10 of the Grosse Ile Township’s Administrative Policies and Procedures as adopted on March 27, 1993.  Further, in the absence of the Township Treasurer, investment activities shall be delegated to the Finance Assistant/Taxing Assistant/Deputy Treasurer of the Township.  All investment activities shall be conducted in a manner provided under this policy and any procedures established by the Treasurer and no one is authorized to conduct investment transactions except for those specially designated in this policy statement.


The Township Treasurer shall be responsible for all transactions undertaken and shall establish a system of internal controls and procedures to regulate the investment activities of any designated subordinates.  To the extent the Township Treasurer is responsible for the investment program under this policy, he/she shall not be liable for any losses.

VII. Ethical Standards


All officials and employees involved in the investment activities of the Township shall refrain from personal business activity that could either conflict with the proper execution and management of the Township’s investment process or impair their ability to make impartial decisions for the benefit of the Township.  Such conduct is outlined under Section 3. 12 Grosse Ile Township’s Administrative Policies and Procedures, as adopted on March 27, 1993.


In addition, any official or employee conducting investment activities for the Township shall disclose any material financial interests in the financial institutions conducting business within the Township and further disclose any large personal financial positions that would effect the performance of the Township portfolio, particularly at the time of purchase or sales of portfolio securities. 

VII. Authorized Financial Dealers and Institutions

The Township Treasurer will maintain a list of financial institutions authorized to provide investment services to the Township.  The Township Treasurer will yearly submit a list to the Township Board for approval to provide investment services and placements of Township funds.  The Township shall only do business with banks, saving and loans, savings banks, credit unions, and with broker dealers located in the state of Michigan.  The Township Treasurer shall determine the depository of Township funds as established by the state statues.  All financial institutions shall exhibit financial strength and stability and are sufficiently capitalized to make markets in the investments appropriate to the Township needs.  The Treasurer shall investigate all financial institutions for financial condition to make recommendations to the Township Board for approval. 

IX. Authorized and Suitable Investments
 The Township is empowered under Public Act 20 of 1943 and PA 217 of 1982 being section 129.91 of the Michigan Complied Laws to invest in the following types of securities:

a) U.S. Government Obligation

Bonds, securities, and other obligations of the United States or an agency instrumentality of the United States. Obligations of the United States Government U.S. Treasury Bills, Bonds and Notes, which are fully guaranteed by the United States and the obligations issued by U.S. Federal agencies.  There are no portfolio investment limitations in this category although a five-year maturity limitation is applicable.

b) Certificates of Deposits, Savings Accounts, Deposit Accounts or Depository Receipts of a financial institution

Negotiable Certificates of Deposit, savings accounts, deposit accounts or depository receipts of a financial institution issued by a state or nationally charted bank or state or federal savings and loan association, savings bank or credit union whose deposits are insured by an agency of the United States government having branches in the State of Michigan.  These investments can be as high as 100% if the investment portfolio but may not exceed a maturity of five years.

c) Commercial Paper 

Commercial Paper (C/P) is a short-term (maturity issued by major corporations). Commercial paper rated at the time of purchase within the 2 highest classifications established by not less than 2 standard rating services. These investments are limited to 25% of any one Township fund with maturity limited to 270 days. 

d) Bankers Acceptance 

Bankers Acceptance (BA) are short-term securities of 30 to 270 day duration.  The investment is backed by the credit of the issuing bank, the credit of the company purchasing goods, and the purchased inventory.  The Township would be limited to U.S. banks rated at the least A by Standard and Poor’s or Moody’s.  These investments are limited to the strongest banks in the world, domestic or regional U.S. banks.  The total Township investment in BA is limited to 25% of all investments and a maximum maturity of 270 days.

e) Repurchase Agreements

Repurchase agreements (REPO) may be negotiated with the banks and broker dealers.  The REPO’s shall only be comprised of U.S. Treasury of Federal Agency securities with maturities up to 90 days consisting of instruments listed in (a). In the event that the Township Treasurer chooses to invest in repurchase agreements, a Master Repurchase Agreement must be signed with the appropriate bank or dealer, which will minimally address the following:

(a) All REPO transactions must comply with Public Act 20 of the State of Michigan.

(b) The securities of the REPO shall be periodically valued at the market.

(c) The market value of the securities used as collateral for the REPO shall not fall below 102% of the market value.  Should the market value fall below the 102% collateral lead, the Township will have rights equal to additional cash or securities to match the appropriate 102% level of the REPO.  

(d) The Township shall have rights to liquidate the REPO in the event of default by the seller.

(e) An independent third party shall retain custody of the securities underlying the REPO agreement.

(f) Rights and/or specifications regarding substitution of securities shall be determined by the Township.  

(g) The Township shall have the right to remedial actions should violation of the REPO occur.

f) Obligations:

Obligations of this state or any of its political subdivisions that at the time of purchase are rated as investment grade by not less than 1 standard rating service.
g) Money Market Mutual Funds:
Mutual funds registered under the investment company act of 1940, title I of chapter 686, 54 Stat.789, 15 U.S.C. 80a-1 to 80a-3 and 80a-4 to 80a-64, with the authority to purchase only investment vehicles that are legal for direct investment by the Township.  Composed of the investment vehicles described above.  This authorization is limited to securities whose intention is to maintain a net asset value of $1.00 per share.

h) Obligations
Obligations described above in sections (a) through (g) if purchased through an interlocal agreement under the Urban Cooperation Act of 1967, 1967(Ex Sess) PA7, MCL 124.501 to 124.512).

 (10) Investment Pools

Investment pools organized under the surplus funds investment poll act, 1982 PA 367, MCL 129.111 to 129.118.

Investment pools organized under the local government pool act, 1985 PA 121, MCL 129.141 to 129.150.

A thorough investigation of the fund/pool (Sections (8) and (10)) shall be required prior to investing on a continual basis.  Such investments shall meet the requirements under the state statues.  The Township shall require a written statement before investing which answer the following questions:

(1) A description of eligible investment securities, a written statement of investment policy and objectives, and to assure compliance with the appropriate Michigan statues.

(2) A description of how interest calculations and how it is distributed, will be calculated and how gains and losses will be treated.

(3) A description of how securities are safeguarded, valued and how often the securities are priced and the program is audited.

(4) A description of who may invest in the program, how often, what size deposit and withdrawl are allowded.

(5) A schedule for receiving statements and portfolio listings.

(6) Are there reserves, retained earnings, etc. utilized by the fund/pool.

(7) Any fee schedule and how fees are assessed.

(8) Is the pool/fund eligible for bond proceeds and/or will it accept such proceeds?

XI.  Safekeeping and Custody


All security transactions, including collateral for repurchase agreements entered into by the Township shall be conducted on a Delivery-versus-Payment basis to ensure that securities are deposited in an eligible financial institution prior to the release of funds.  All securities purchased by the Township shall be properly designated as an asset of the Township.  Securities may be held by a third party custodian designated by the Township Treasurer and evidenced by safekeeping receipts.  The Treasurer shall initiate Custodian Agreements for the retention of investments by third parties.  Withdrawals shall be made by the Township Treasurer, Deputy Treasurer or Township Clerk. 

XII. Diversification and Maximum Maturities

The Township will diversify its investments by security type and institution. The investments shall be diversified by avoiding over concentration in securities from a specific issuer or business sector (excluding U.S. Treasury securities).  Investments shall have varying maturities.  Investment instrument selection shall avoid high credit risks and shall include use of readily available funds such as local government investment pools or mutual funds to maintain sufficient liquidity.  With the exception of U.S. Treasury securities, authorized pools, and other types of investments listed below, no more than 25% of the Township’s total investment portfolio will be invested in a single security type or with held by a single financial Institution.   To the extent possible, the Township will attempt to match investments with anticipated cash flow requirements.  For the variety of Township investments and depending on security type, The Township shall invest for a maturity range of 1 day to a maximum of five (5) years.

The following is a table of securities and the Township’s length maturity:

Investment Type 

Grade

%Total Investment
Length


(1) U S Treasury

  N/A


up to 100%

1 day to 5 years

(2) Certificate of Deposit

  A (Bank)

up to 100%

1 day to 5 years

      Savings Accounts 

  A (Bank)

up to 100%

No Restrictions

(3) Commercial Paper

  Top 3 Grades

up to 25%

1-270 Days

(4) Bankers Acceptance

  A (Bank)

up to 25%

30-270 Days

(5) Repurchase Agreements
  PA 20


up to 25%

1-90 Days

(6) Obligations


  N/A


up to 100%

1 day to 5 years

(7) Money Market Mutual Funds PA 20


up to 100%

No Restrictions

(8) Obligations


  PA 20


up to 100%

No Restrictions

(9) Investment Pools_________ PA 20_____________  up to 100%

No Restrictions 

XIII. Internal Control


Reporting and Performance of investments is covered under Part V. The Township Treasurer is responsible for establishing and maintaining an internal control structure designed to ensure that the assets of the Township are protected form loss, theft or misuse.  The Treasurer shall maintain a list of investments by fund and financial institution to monitor diversification.  The Township Board shall establish an annual process of independent review by the Township’s external auditor.  This review process should provide internal control by assuring compliance with Township policies and procedures.

XIV. Market Yield (Benchmark)


The Township’s investment strategy is active in that investment transactions are initiated by the Township.  Given this strategy, the basis used by the Treasurer to determine whether market yields are being achieved shall be the average Federal Funds rate that is comparable to the portfolio’s investment duration.

XV. Statutory Change Clause


  In the event any state or federal legislation or regulation should change instruments or institutions authorized by this policy, such changes shall be deemed to be immediately incorporated in this policy.

XVI. Investment Policy Adoption


The Township’s Investment Policy shall be adopted by the resolution of the Grosse Ile Township Board of Trustees.  This policy shall be reviewed on an annual basis.  Any changes or modifications made to this policy must be approved by the Township Treasurer and the Grosse Ile Township Board of Trustees.

Amended by the Grosse Ile Township Board of Trustees on 



.









Date

I hereby certify that the Grosse Ile Township Investment Policy was amended by the Grosse Ile Township Board of Trustees at their regular meeting of ____________, Date







          Ute O’Connor, Clerk

GLOSSARY

AGENCIES: Federal agency securities and/or Government-sponsored enterprises.

ANNUAL FINANCIAL AUDIT REPORT:  The official annual report of the Township.  It includes Management Discussion and Analysis, Basic Financial Statements, Notes to the Basic Financial Statements and Required Supplementary Information.

ASKED:  The price at which securities are offered.

BANKERS’ ACCEPTANCE (BA):  A draft or bill or exchange accepted by a bank or trust company.  The accepting institution guarantees payment of the bill, as well as the issuer.

BENCHMARK:  A comparative base for measuring the performance or risk tolerance of the investment portfolio.  A benchmark should represent a close correlation to the level of risk and the average duration of the portfolio’s investments.

BID:  The price offered by a buyer of securities. (When you are selling securities, you ask for a bid.) See Offer.

BROKER:  A broker brings buyers and sellers together for a commission.

CERTIFICATE OF DEPOSIT (CD):  A time deposit with a specific maturity evidenced by a Certificate.  Large-denomination CD’s are typically negotiable.

DELIVERY VERSUS PAYMENT:  There are two methods of delivery of securities: delivery versus payment and delivery versus receipt.  Delivery versus payment is delivery of securities with an exchange of money for the securities.  Delivery versus receipt is delivery of securities with an exchange of a signed receipt for the securities.

DIVERSIFICATION:  Dividing investments among a variety of securities offering independent returns.

FEDERAL DEPOSIT INSURANCE CORPORATION:  A federal agency that insures bank deposits, currently up to $100,000 per deposit.

FEDERAL FUNDS RATE:  The rate of interest at which Fed funds are traded.  This rate is currently pegged by the Federal Reserve through open-market operations.

FEDERAL RESERVE SYSTEM:  The central bank of the United States created by Congress and consisting of a seven member Board of Governors in Washington, D.C., 12 regional banks and about 5,700 commercial banks that are members of the system.

LIQUITY:  A liquid asset is one that can be converted easily and rapidly into cash without a substantial loss of value.  In the money market, a security is said to be liquid if the spread between bid and asked prices is narrow and reasonable size can be done at those quotes.  

MARKET VALUE:  The price at which a security is trading and could presumably be purchased or sold.

MASTER REPURCHASE AGREEEMENT:  A written contract covering all future transactions between the parties to repurchase – reverse repurchase agreements that establishes each party’s rights in the transactions.  A master agreement will often specify, among other things, the right of the buyer-lender to liquidate the underlying securities in the event of default by the seller borrower.

MATURITY:  The date upon which the principal or stated value of an investment becomes due and payable.

MONEY MARKET:  The market in which short-term debt instruments (bills, commercial paper, bankers’ acceptances, etc.) are issued and traded.

OFFER:  The price asked by a seller of securities.  (When you are buying securities, you ask for an offer.)  See Asked and Bid.

OPEN MARKET OPERATIONS:  Purchases and sales of government and certain other securities in the open market by the New York Federal Reserve Bank as directed by the Federal Open Market Committee in order to influence the volume of money and credit in the economy.  Purchases inject reserves into the bank system and stimulate growth of money and credit; sales have the opposite effect.  Open market operations are the Federal Reserve’s most important and most flexible monetary policy tool.

PORTFOLIO:  Collection of securities held by an investor.

PRUDENT PERSON RULE:  An investment standard.  In some states the law requires that a fiduciary, such as a trustee, may invest money only in a list of securities selected by the custody state – that so-called legal list.  In other states the trustee my invest in a security if it is one which would be bought by a prudent  person of discretion and intelligence who is seeking a reasonable income and preservation of capital.

RATE OF RETURN:  The yield obtainable on a security based on its purchase price or its current market price.  This may be the amortized yield to maturity on a bond the current income return.

REPURCHASE AGREEMENT (RP OR REPO):  A holder of securities sells these securities to an investor with an agreement to repurchase them at a fixed price on a fixed date.  The security “buyer” in effect lends the “seller” money for the period of the agreement, and the terms of the agreement are structured to compensate him for this.  Dealers use RP extensively to finance their positions.  Exceptions:  When the Fed is said to be doing RP, it is lending money that is, increasing bank reserves.

SAFEKEEPING:  A service to customers rendered by banks for a fee whereby securities and valuables of all types and descriptions are held in the bank’s vaults for protection.

SECURITIES & EXCHANGE COMMISSION:  
Agency created by Congress to protect investors in securities transactions by administering securities legislation.

TREASURY BILLS:  A non-interest bearing discount security issued by the U.S. Treasury to finance the national debt.  Most bills are issued to mature in three months, six months, or one year.

TREASURY BONDS:  Long-term coupon-bearing U.S. Treasury securities issued as direct obligations of the U.S. Government and having initial maturities from more than 10 years. 

TREASURY NOTES:  Medium-term coupon-bearing U.S. Treasury securities issued as direct obligations of the U.S. Government and having initial maturities from two to 10 years. 

YEILD:  The rate of annual income on an investment, expressed as a percentage. (a) INCOME YEILD is obtained by dividing the current dollar income by the current market price for the security. (b) NET YEILD or YEILD TO MATURITY is the current income yield minus any premium above par or plus any discount from par in purchase price, with the adjustment spread over the period from the date of purchase to the date of maturity of the bond.
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