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1.   
Scope   

This policy applies to the investment of all operating funds of the Sample Bank Ltd. It does not cover the Staff Pension Fund.

The Sample Bank Ltd, hereinafter referred to as the “Bank”, obtains its funding primarily through the acceptance of a variety of deposits, and to a lesser extent through subordinated debt. It targets loans up to a maximum of 75% of total funds. Article 33(4) of the Central Bank Agreement requires that the Bank should maintain a minimum cash reserve, comprising ECD notes and coins and balance with the ECCB, of six percent (6%) of total deposits (excluding inter-bank deposits). All remaining funds will be invested in a variety of ways to maximize investment earnings. 

The investment portfolio will be managed by the Chief Financial Officer, or other officer appointed by the Board to act as Investment Officer, who will strive to invest with the judgement and care that prudent individuals would exercise in the execution of their own affairs, to maintain the safety of principal, maintain liquidity to meet cash flow needs and to provide competitive investment returns for the Bank. 

From time to time investments will be managed through external programs, facilities and professionals. To constitute compliance these must be managed in a manner consistent with this policy.

2.   
Investment Objectives

2.1
Safety

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

2.1.1
Credit Risk


The Bank will minimize credit risk, the risk of loss due to the failure of the security issuer or backer, by: 

1. Pre qualifying the financial institutions, brokers/dealers, intermediaries, and advisors with which the Bank will do business.

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

2.1.2
Interest Rate Risk

The Bank will minimize the risk that the market value of securities in the portfolio will fall due to changes in general interest rates, by:

1. 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.

2. Investing operating funds primarily in shorter- term securities.

2.1.3
Currency Risk

The Bank will minimize the risk of loss resulting from changes in exchange rates by holding the majority of its investments in EC Dollars and US Dollars. 

2.1.4
Sovereign Risk

In financial theory, financial obligations of governments are often referred to as riskless securities. However, although these obligations constitute the best risk, they have a residual risk for the financial institution holding them. This risk is referred to as the sovereign risk of that country. It is the risk of loss experienced by a financial institution due to changing social, economic, or political factors specific to one country and can range from social or economic deterioration through legal and regulatory harassment, to deep recession, political breakup of the country, or the increase in financial institution income taxes. All such events could reduce the Bank’s earnings or capital.

The Bank will minimize the risk of loss resulting from sovereign risk by strategically diversifying its portfolio across countries. 

2.2
Liquidity

The investment portfolio shall remain sufficiently liquid to meet all operating requirements that may be reasonably anticipated. This will be accomplished by structuring the portfolio so that securities mature concurrent with cash needs to meet anticipated demands. Furthermore, since all possible cash demands cannot be anticipated, the portfolio shall consist largely of securities with active secondary or resale markets. Negotiable securities may be sold prior to their maturity to provide liquid funds as needed for cash flow purposed. 

2.3
Yield

The investment portfolio shall be managed with the objective of attaining a competitive rate of return given the constraints of the aforementioned safety and liquidity objectives. The Asset/Liability Committee will periodically establish benchmark yields for various categories of the Bank’s investments. To ensure long-term objectives are met, securities shall not be sold prior to maturity with the following exceptions:

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

2. Liquidity needs of the portfolio require that the security be sold.

3.   
Standards of Care

3.1
Prudence

Investments shall be made with judgement 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 capital as well as the probable income to be derived. The Bank recognizes that no investment is totally free from risk and that occasional measured losses are inevitable in a diversified portfolio and will be considered within the context of the overall portfolio's return, provided that adequate diversification has been implemented and that the sale of a security is in the best long-term interest of the Bank.

Investment Officials acting in accordance with written procedures and this investment policy and exercising due diligence shall be relieved of personal liability for an individual security's credit risk or market price changes, provided deviations from expectations are reported in a timely fashion to the Board of Directors and the liquidity and the sale of securities are carried out in accordance with the terms of this policy. 

3.2
Ethics & Conflicts of Interest

Officers and employees involved in the investment process shall refrain from personal business activity that could conflict with the proper execution and management of the investment program, or that could impair their ability to make impartial decisions. Employees and investment officials shall disclose any material interests in financial institutions in which they conduct business. They shall further disclose any personal financial/investment positions that could be related to the performance of the investment portfolio. Employees and officials shall refrain from undertaking personal investment transactions with the same individual or company with which business is conducted on behalf of the Bank.

3.3
Delegation of Authority

Authority to manage the investment program is granted to the Chief Financial Officer, who shall act in accordance with the established written procedures and internal controls for the operation of the investment program consistent with this investment policy. No person may engage in an investment transaction except as provided under the terms of this policy and the procedures established by the Chief Financial Officer. The Chief Financial Officer shall be responsible for all transactions undertaken and shall establish a system of controls to regulate the activities of subordinate officials.

3.4
Checks & Balances

The following guidelines have been established to enhance the integrity and transparency of the Bank's internal procedures for investing the Bank's funds and accounting for those investments. 

The Chief Financial Officer, the Direct Accounts Officer and other persons designated in writing to act as Investment Officers will be authorized to transact investment business on behalf of the Bank. All trade confirmations will be sent directly to the Accountant where transaction details will be compared and verified against internal records. The Accountant shall review all investment transactions subsequent to execution by the Chief Financial Officer or other person designated as investment officer. All journal entries will be signed by a senior officer not conducting the transaction and entered into the general ledger by one of the Bank’s posting officers. The Chief Financial Officer and other officers authorised to transact investment business on behalf of the Bank are expressly prohibited from posting transactions regarding investments into the Bank's general ledger. 
4.   
Investment Transactions

4.1
Internal Controls

The Chief Financial Officer is responsible for establishing and maintaining an internal control structure that will be reviewed annually with the Bank’s internal auditor. The internal control structure shall be designed to ensure that the assets of the Bank are protected from loss, theft or misuse and to provide reasonable assurance that these objectives are met. The concept of reasonable assurance recognizes that the cost of control should not exceed the benefits likely to be derived.

The internal controls shall address the following points:

1. Control of collusion.

2. Separation of transaction authority from accounting and record keeping.

3. Custodial safekeeping.

4. Clear delegation of authority to subordinate staff members.

5. Written confirmation of transactions for investments and wire transfers.

4.2
Authorized Financial Dealers and Institutions

A list will be maintained of financial institutions authorized to provide investment transactions. Also, a list will be maintained of approved security brokers/ dealers selected by creditworthiness as determined by the Chief Financial Officer and approved by the Board. All financial institutions and broker/dealers who desire to become qualified for investment transactions must supply the following as appropriate:

· Audited financial statements.

· Certification/Licence from the appropriate Securities Regulatory Commission/body to operate as a broker/dealer.

An annual review of the financial condition and registration of qualified financial institutions and broker/dealers will be conducted by the Chief Financial Officer.

From time to time, the Chief Financial Officer may choose to invest in instruments offered by emerging or minority firms and community financial institutions. In such situations, a waiver of the conditions under Paragraph 1 may be granted by the Board. All terms and relationships will be fully disclosed prior to purchase and will be reported to the Board on a consistent basis. The Board should approve these types of investment purchases in advance of the transaction.

4.3
Eligible Investment

The following list represents the current range of investments that the Bank will consider and which shall be authorized for the investment of funds. 

Call Accounts and Certificates of Deposit (CDs).  The Bank may invest funds held with correspondent banks to meet short-term liquidity needs in call accounts and CDs. The maturity of these CDs will vary to coincide with expected cash demands. Except with Board approval, holding in any one bank/entity shall not exceed 10% of investment portfolio. 
Repurchase Agreements (Repos). The Bank may invest in contractual agreements with other commercial banks participating in the ECCB Clearing House Agreement or with other authorised dealers to purchase securities while simultaneously agreeing to resell the securities at predetermined dates and prices. Except with Board approval, no security held in any government or corporation under a repurchase agreement shall, if rated, be rated less that “BB” by S&P or other equivalent rating agency. Holding in any government issue or the total holding in any corporation shall not exceed 5% of the investment portfolio. 
Commercial Paper. The Bank may invest in commercial paper issued by corporations with an original maturity of 180 days or less, which at the time of purchase, have received the highest rating issued by Standard and Poor's Corporation (S&P) or other equivalent rating agency. The minimum acceptable rating shall be “BB”. Eligible paper is further limited to issuing corporations that have total assets in excess of five hundred million dollars (US$500,000,000). Eligible regional commercial paper shall not exceed 5% of the investment portfolio.

Treasury Bills (T-Bills).  The Bank may invest in T-Bills issued by the local government and by governments in other CARICOM countries and approved foreign countries. T-Bills issued by the governments in the ECCU are usually tax-free. They may be purchased on the ECSE or directly from the government treasuries. Foreign T-Bills may be purchased through our correspondent banks or through authorised broker/dealers. Except with Board approval, treasury bills holding in any government issue shall not exceed 5% of the investment portfolio. Where T-bills are rated, the minimum acceptable rating shall be “BB” by S&P or other equivalent rating agency.   

Bonds (Sovereign and Corporate).  The Bank may invest in Bonds issued by the local government and by governments in other CARICOM countries and approved foreign countries, as well as in corporate bonds. Bonds issued by the governments in the ECCU are usually tax-free. They may be purchased on the ECSE or directly from the government treasuries. Corporate Bonds and Foreign government Bonds may be purchased through authorised broker/dealers and merchant banks. Except with Board approval, bond holding in any government issue shall not exceed 5% of the investment portfolio, and the total bond holding in any corporation shall not exceed 5% of the investment portfolio. Where bonds have been rated, investment will be made only in bonds rated “BB” and above by S&P or other equivalent rating agency.     
Shares (Stocks).   The Bank may invest in public and private equity securities, including shares of entities registered in local territory, in other CARICOM countries and in approved foreign entities. Except with Board approval, equity holding in a single entity or a group of related entities shall not exceed 5% of the investment portfolio. Further, in accordance with the provisions of section 16(1)(f)(i) of the Banking Act, equity holding in a single entity shall not exceed 10% of the Bank’s primary capital.  
4.4
Investment Restrictions and Prohibited Transactions

To provide for the safety and liquidity of the Bank’s funds, the investment portfolio will be subject to the following restriction:

· Borrowing for investment purposes ("Leverage") is prohibited.

· Investment in any instrument, which is commonly considered a "derivative" investment (e.g. options, futures, swaps, caps, floors, and collars), is prohibited.

· Contracting to sell securities not yet acquired in order to purchase other securities for purposes of speculating on developments or trends in the market is prohibited.

· No more than 5% of the total market value of the portfolio may be invested in commercial paper of any one issuer.
5.   
Investment Parameters

5.1
Portfolio Diversification

The investments portfolio shall be diversified to minimize the risk of loss resulting from over concentration of assets in specific class, currency, Country, or economic sector. Diversification strategies shall be periodically reviewed. The current policy guidelines are as follows:

Asset Allocation

The Bank shall adopt a flexible weightings approach (strategic asset allocation) involving the periodic adjustments of the weights for each category based either on the market analysis or on technical analysis (i.e., market timing). A new allocation therefore may be constructed to capture greater returns in a changing market. The initial allocation is as follows: 

	Class
	Initial Allocation (Max)
	New Allocation (Max)

	Short-term investments (Money Market)
	55%
	

	Fixed-Income (Bonds)
	45%
	

	Equities
	15%
	


Investments by Currency

	Currency
	Maximum % of Portfolio

	EC Dollars
	60%

	US Dollars
	60%

	Other
	20%


Investments by Country

	Country
	Maximum % of Portfolio

	St. Vincent
	15%

	Grenada
	5%

	St. Lucia
	10%

	Bominica
	5%

	Antigua
	5%

	Barbados
	10%

	St. Kitts
	10%

	Trinidad $ Tobago
	15%

	Jamaica
	10%

	Belize
	10%

	Dominican Republic
	2%

	USA
	15%

	United Kingdom
	15%

	Canada
	10%

	Switzerland
	1%

	Bermuda
	5%

	Belgium
	1%


Investments by Economic Sector

	Sector
	Maximum % of Portfolio

	Public Sector
	65%

	Other
	55%


5.2
Maturity Limitations

Because of inherent difficulties in accurately forecasting cash flow requirements, a portion of the portfolio should be continuously invested in readily available funds such as in bank deposits or overnight repurchase agreements to ensure that appropriate liquidity is maintained to meet ongoing obligations.

To the extent possible, the Bank shall attempt to match its investments with anticipated cash flow requirements. Investments in commercial paper shall mature and become payable not more than one hundred and eighty days (180) from the date of purchase. With the exception of those securities that have no specific maturity, all other investments shall mature and become payable in not more than ten (10) years from the date of purchase. 

In the case of callable securities, the first call date will be used as the maturity date for investment purposes in this section if, in the opinion of the Chief Financial Officer, there is little doubt that the security will be called prior to maturity. For accounting purposes the final maturity date of the callable securities will be used as the maturity of the security in order to disclose the maximum maturity liability in the Bank's financial reports. 
5.3
Portfolio Management

Following the primary objective of preservation of capital, investments shall be actively managed to take advantage of market opportunities. In so doing, negotiable securities may be sold prior to their maturity to provide liquid funds as needed for cash flow purposes, to enhance portfolio returns, or to restructure maturities to increase yield and/or reduce risk. Assets may be sold at a loss only if it is felt that the sale of the security is in the best long-term interest of the Bank. 
6.   
Performance Review and Reporting

The Asset/Liability Committee will periodically establish a benchmark yield for the Bank’s investments, and will set targets for portfolio growth and diversification. The current growth targets and benchmark yields for the next year are as follows:

Portfolio Diversification 
	Class
	Maximum Allocation
	Current Allocation
	Target Allocation Next Year
	Benchmark Yield

	Short-term investments (Money Market)
	55%
	76%
	65%
	5.5%

	Fixed-Income (Bonds)
	45%
	20%
	35%
	7.5%

	Equities
	15%
	4%
	10%
	5%


The Chief Financial Officer shall prepare a monthly investment report that will provide an analysis of the status of the current investment portfolio and transactions made over the reporting period. It will be prepared in a manner to allow the Board to draw a comparison between the portfolio's total return and the established investment objectives and goals, and to ascertain whether investment activities during the reporting period have confirmed to the investment policy and appropriate risk levels. The report will include the following:

· Listing of individual investments held at the end of the reporting period.

· Listing of investment by maturity date.

· Average weighted yield to maturity on investments as compared to applicable benchmarks.

· Percentage of the total portfolio that each type of investment represents.

· Listing of equity securities with values in excess of 10% of primary capital.

· Summary of investments by class, currency, country and economic sector. 

· Realized and un-realized gains or losses resulting from appreciation or depreciation by calculating the market value of securities in accordance with International Accounting Standards (IAS) 39.

7.   
Record keeping and Safekeeping
The accountant shall be responsible for recording all investment transactions and for securing all documents relative to such transactions. Securities purchased on the Eastern Caribbean Securities Exchange (ECSE) will be kept at the Eastern Caribbean Securities Registry or at the Eastern Caribbean Securities Depository and a confirmation of ownership will be mailed to the Bank. The Accountant will ensure this is received in reasonable time and filed. The Accountant will further ensure that all certificates for other investments are received in reasonable time, are accurately recorded and securely filed away. Also, the monthly interest accruals and quarterly market value adjustments will be the Accountant’s responsibility.

8.   
Policy Considerations

8.1
Exception

Any investment currently held that does not meet the guidelines of this policy shall be exempt from the requirements of this policy. At maturity or liquidation, such monies shall be reinvested only as provided by this policy.
8.2
Revision

The Chief Financial Officer shall review the policy annually and shall recommend all necessary changes to the Board for consideration and adoption. The data contained in the Annexes to this document may be updated by the Chief Financial Officer as necessary, provided that the changes in no way affect the substance of the policy.

8.3
Adoption

This policy and any changes made during the annual reviews shall be adopted by resolution of the Board of Directors. 

9.   
List of Attachments

The following documents are attached to this policy:

· Listing of approved countries (Annex I)

· Listing of authorized depository institutions, broker and dealers (Annex II)

· Bond ratings (Annex III)

Adopted:

By the Board of Directors

Sample Bank Ltd
_________________________________

Chairman

_________________________________

Secretary
Annex I

Listing of Approved Countries

	
	
	

	CARICOM Countries
	
	Other Countries

	Antigua & Barbuda
	
	Australia

	Anguilla
	
	Austria

	Bahamas
	
	Belgium

	Barbados
	
	Canada

	Belize
	
	Denmark

	Dominica
	
	Finland

	Grenada
	
	France

	Guyana
	
	Germany

	Jamaica
	
	Greece

	Montserrat
	
	Iceland

	St. Lucia
	
	Ireland

	St. Kitts & Nevis
	
	Italy

	St. Vincent & the Grenadines
	
	Japan

	Trinidad & Tobago
	
	Luxembourg

	
	
	Netherlands

	
	
	New Zealand

	
	
	Norway

	
	
	Portugal

	
	
	Spain

	
	
	Sweden

	
	
	Switzerland

	
	
	United Kingdom

	
	
	United States

	
	
	


Annex II

Listing of Authorized Depository Institutions, Broker and Dealers

Commercial Banks participating in the ECCB Clearing House Agreement

Other banks in the ECCU

Correspondent Banks in other CARICOM Countries

Correspondent banks in approved foreign countries

Local and Regional Governments

Eastern Caribbean Securities Exchange (ECSE)

Eastern Caribbean Home Mortgage Bank

British American Insurance Co

Colonial Life Insurance Company (CLICO)

RBTT Merchant Bank

CITI Merchant Bank

FINCUR

Caribbean Money Market Brokers

Man IP

Solomon Smith Barney

Prudential Securities

Bank of America Securities


























  Annex III

Bond Ratings

	S&P
	Moody’s
	Definition

	AAA
	Aaa
	High-graded investment bonds. The highest rating assigned, denoting extremely strong capacity to pay principal and interest. Often called “gilt edged” securities.

	AA
	Aa
	High-grade investment bonds. High quality by all standards but rated lower primarily because the margins of protection are not quite as strong.

	A
	A
	Medium-grade investment bonds. Many favourable investment attributes, but elements maybe present that suggest susceptibility to adverse economic changes. 

	BBB
	Baa
	Medium-grade investment bonds. Adequate capacity to pay principal and interest but possibly lacking certain protective elements against adverse economic conditions.

	BB
	Ba
	Speculative issues. Only moderate protection of principal and interest in varied economic times. (This is one of the ratings carried by junk bonds.)

	B
	B
	Speculative issues. Generally lacking desirable characteristics of investment bonds. Assurance of principal and interest may be small; this is another junk bond rating.

	CCC
	Caa
	Default. Poor-quality issues that may be in default or in danger of default.

	CC
	Ca
	Default. Highly speculative issues, often in default or possessing other market shortcomings. 

	
	C
	Default. These issues may be regarded as extremely poor in investment quality.

	C
	
	Default. Ratings given to income bonds on which no interest is paid.

	D
	
	Default. Issues actually in default, with principal or interest in default.

	Source: Moody’s Bond Record and Standard & Poor’s Bond Guide


2
Copyright © Documentsplace.com

This document was written by Keith Inniss, and is the property of Keith Inniss. It is free for personal use only, and is not to be published on websites or otherwise, or sold without the expressed permission of Keith Inniss.

