INVESTMENTS

PURPOSE

To ensure the Town’s public funds achieve the highest possible rates of return that are reasonably
available while following prudent standards associated with safety, liquidity and yield, this policy
establishes investment guidelines and responsibilities. In addition, the policy has been designed to
comply with the Governmental Accounting Standards Board’s requirement that every community
define and disclose its investment risk management strategy.

APPLICABILITY AND SCOPE

Appliesto: | = The Treasurer in the statutory duty to invest Town funds
=  Any investment advisor(s) with whom the Treasurer contracts

Scope: = Goals, objectives, and allowable practices related to all of the Town’s short-term
operating funds and its long-term reserve, investment, and trust funds

= Excluded are Town funds invested by the Dukes County Retirement Board and the
Dukes County Pooled Other Postemployment Benefits (OPEB) Trust Board

POLICY

The Treasurer will invest funds in a manner that meets the Town’s daily operating cash flow
requirements and conforms to state statutes governing public funds while also adhering to prudent
investment standards. The Treasurer will manage all investments so as to achieve a fair market
average rate of return within the context of all relevant statutory, safety, and liquidity constraints.

A. Investment Objectives

In priority order, the Treasurer’s investment objectives shall be:

Safety: Safety of principal is foremost, and the Treasurer will adhere to this policy’s risk
mitigation strategies for the purpose of preserving capital in the overall portfolio.

Liquidity: The investment portfolio must remain sufficiently liquid to enable it to meet all
reasonably anticipated operating requirements.

Yield: The investment portfolio will be designed with the objective of attaining a fair market
average rate of return throughout budgetary and economic cycles, in accordance with the
Town’s investment risk constraints and the portfolio’s cash flow characteristics.

The Treasurer will ensure that all short-term operating funds, such as general funds, special
revenue funds, bond proceeds, and capital project funds remain sufficiently liquid to pay all
reasonably anticipated operating requirements and debt service.

For trusts and other long-term funds (e.g., stabilization funds, cemetery perpetual care, and any
similar funds set aside for long-term use), liquidity is less important than growth. The Treasurer will
pool any individual funds that are invested in the same institution while also maintaining each fund
in its own account so as to allow for the proper proportioning of interest and any realized and
unrealized gains or losses. All trust funds are under the Treasurer’s control unless otherwise
directed by their particular donor(s).




B. Conflict of Interest

The Treasurer is prohibited from making a deposit in any bank, trust company, or banking company
for which he or she is or has been an officer or employee at any time in the last three years. The
Treasurer will refrain from any personal activity that may conflict with the proper execution of the
investment program or that could impair or appear to impair the ability to make impartial
investment decisions. The Treasurer will disclose to the Board of Selectmen any large personal
financial investment positions or loans that could be related to the performance of the Town's
investments. Further, when contracting for any investment services, the Treasurer will adhere to
requirements under M.G.L. c. 30B and the Town’s Procurement Conflict of Interest policy.

C. Investment Instruments

To ensure compliance with state statutes, the table below defines allowable investment

instruments and guidelines.

Short-term Funds

Instrument Type
Depository accounts in
Massachusetts state-chartered
banks, including savings, checking
and NOW accounts, and money
market deposit accounts

No limitations

Long-term Funds
No limitations

Certificates of deposit (CDs) in
Massachusetts state-chartered
banks only

Unlimited amounts and maturity
up to three years

No limits on amounts or maturity
dates

The Massachusetts Municipal
Depository Trust (MMDT), the
State Treasurer’s investment pool
for public entities.

No limitations and the pool is
liquid

No limitations

U.S. Treasury or other U.S.
government agency obligations

Unlimited amounts and up to one
year from date of maturity

No limitations

Bank-issued repurchase
agreements (“repos”) secured by
U.S. Treasury or other U.S.
government agency

Maximum maturity of 90 days

Repos are by their nature short-
term and therefore not
appropriate for the growth
objective of long-term funds.

Money market mutual funds

=  Must be registered with the
Securities and Exchange
Commission (SEC)

=  Must have the highest
possible rating from at least
one rating organization

=  These are liquid investments,
so maturity term is not
applicable.

=  Must be registered with the
SEC

=  Must have the highest
possible rating from at least
one rating organization



https://malegislature.gov/Laws/GeneralLaws/PartI/TitleIII/Chapter30B
http://www.mymmdt.com/MMDT/home.do
http://www.mymmdt.com/MMDT/home.do

Instrument Type ‘
Common and preferred stock,
investment funds, and any other
type of investment instrument
specified in the List of Legal
Investments

Not allowed

Short-term Funds

Long-term Funds

= The Town’s aggregate amount
of long-term funds must
exceed $250,000 to invest in
these.

= |nvestment in mortgages,
collateral loans, and
international obligations is
prohibited.

=  Cannot invest more than 1.5%
of a particular fund in the
stock of any single bank or
insurance company

= Cannot invest more than 15%
of total aggregated funds in
banking or insurance company
stocks

Note: This policy confines the allowed depository accounts only to those offered by Massachusetts
state-charted banks, a provision that is more restrictive than state statutes and the Massachusetts
Collectors & Treasurers Association’s sample investment policy statement. The reason is that the
MA-chartered banks’ depository accounts are fully insured through a combination of the Federal
Deposit Insurance Corporation and the state’s Depositors Insurance Fund. However, funds placed in
these banks’ mutual funds or annuity products are not covered by either insurance, and the
Treasurer must manage those and any other type of investments in accordance with other

applicable provisions of this policy.

D. Risk Tolerance Guidelines

The Treasurer will employ the following strategies to mitigate the range of investment risks:

Type of Risk
Credit risk is the risk that an issuer or other
counterparty to an investment will not fulfill its
obligations.

Mitigation Strategy

= Investments in any of the following are safe
from credit risk: state-chartered banks’
depository accounts (including CDs), obligations
backed by the U.S. Treasury or other U.S.
government agency, and the MMDT.

=  For any other investments, the Treasurer will
only purchase investment grade securities
highly concentrated in those rated A or better.

Concentration of credit risk is the risk arising from
all funds being invested in a single issuer.

The Treasurer will diversify the portfolio among
multiple issuers/institutions (see Section E).

Custodial risk for deposits is the risk that, in the
event of the failure of a depository financial
institution, the Town would not be able to recover
deposits or to recover collateral securities in the
possession of an outside party.

The Treasurer will negate this risk by only making
deposits at MA-chartered banks.




Type of Risk
Custodial risk for investments is the risk that, in the
event of a failure of the counterparty to a
transaction, the Town would not be able to recover
the value of an investment or to recover collateral
securities in the possession of an outside party.

Mitigation Strategy
= The Treasurer will review the financial
institution’s  financial statements and its
advisor’s background to ensure it has proven
financial strength, capital adequacy, and an
overall positive reputation in the municipal
investment industry (see Section F).
= |f a security is to be held by a third-party
custodian, the Treasurer must approve that
party and verify that the security is held in the
Town’s name and tax ID number, as evidenced
by its CUSIP (Committee on Uniform Security
Identification Procedures) code.

Interest rate risk is the risk that interest rate
changes will adversely affect an investment’s fair
market value.

The Treasurer will negotiate for competitive
interest rates that are locked in for long terms.

Foreign currency risk is the risk that an investment
will lose value as the result of an unfavorable

The Treasurer will negate this risk by not investing
in any instruments with foreign currency exposures.

exchange rate.

E. Diversification

The Treasurer will invest in a diverse portfolio to prevent overconcentration in any institution,
issuer, or maturity type. Apart from money placed in the MMDT or obligations backed by U.S.
government agencies, the Treasurer will invest no more than 25 percent of the Town's long-term
funds with a single financial institution. In addition, the Treasurer will ensure compliance with the
various allowable percentage thresholds for specific investment instruments and issuers set forth in
the List of Legal Investments.

F. Selection of and Relationship with Financial Institutions

When selecting from among MA-chartered banks to hold short-term funds, the Treasurer will
consider their fee structures, service efficiencies, and account management control features. For
investing long-term funds, the Treasurer will also assess the soundness, stability and reputation of
prospective financial institutions and dealers/brokers. Brokers must be recognized, reputable
dealers and members of the Financial Industry Regulatory Authority. The Treasurer will require any
brokerage houses and brokers/dealers wishing to do business with the Town to provide the
following:

= Audited financial statements

=  Form ADV Part 2 showing the broker/dealer to be actively registered with both the SEC and
Massachusetts Secretary of State’s Office and providing information on the types of services
offered, fee schedule, disciplinary information, conflicts of interest, and the educational and
business background of management and key advisory personnel

=  Statement that the broker/dealer has read and will comply with this policy

The Treasurer will also consult the Veribanc rating service to select and monitor financial
institutions. The Treasurer may invest in institutions rated green by Veribanc and will continue to
review their ratings quarterly. If a bank’s rating turns yellow, the Treasurer will request the bank
provide a written explanation with an expected timetable for changing back to green. If the rating
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https://www.veribanc.com/

remains yellow for a second quarter, the Treasurer will consider liquidating all funds that are
uninsured or uncollateralized. If any rating becomes red, the Treasurer will remove the money from
the banking institution.

The Treasurer will review all banking and financial services at least annually to ensure their quality
and the competitiveness of their fee structure and interest rates. On an annual basis, the Treasurer
will also send letters to banks in the local region requesting them to report all usage of the Town's
tax identification number as a means to ensure the number is used only by the Treasurer and no
outside entities.

G. Standards of Care

The Treasurer must review, understand and comply with the state’s Prudent Investor Act (M.G.L. c.
203C). The Treasurer shall be relieved of personal responsibility for any individual security's credit
risk or market price changes, provided that its purchase and sale have been carried out in
accordance with the Act and the provisions of this policy.

H. Reporting Requirements

The Treasurer will assess investment activity and keep the Board of Selectmen apprised of any
major changes by providing a report of investment activity annually or more often as needed. The
investment activity report shall incorporate all of the Town’s investment funds and include the
following information at minimum:

= List of all the individual accounts and securities held at the end of the period

= List of short-term investment portfolios by security type and maturity to ensure compliance
with the diversification and maturity guidelines

=  Summary of income earned on monthly and year-to-date bases

= Disclosure of the fees associated with managing each fund

= Brief statement of general market and economic conditions and other factors that may
affect the Town's cash position

= Statements on the degree of compliance with the provisions of this policy

REFERENCES
M.G.L. c. 30B M.G.L. c. 29, § 38A M.G.L. c. 44, §§ 54, 55, 55A, 55B
M.G.L. c. 110A, § 201 M.G.L. c. 167, § 15A M.G.L. c. 203C

Edgartown policies on Antifraud and Procurement Conflict of Interest

Massachusetts Collectors & Treasurers Association: Treasurer’s Manual

Governmental Accounting Standards Board Statement 40: Deposit and Investment Risk Disclosures

MA Division of Banks List of Legal Investments and database of MA-chartered banks and MA
Secretary of State webpage Registration Inspections, Compliance and Examinations Section

Depositors Insurance Fund FAQs SEC webpage Form ADV Information

EFFECTIVE DATE

This policy was adopted on [12/19/22].
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