To:

Governance Committee

From: Nancy Fischbach, Chair
Date: June 5, 2018
We will meet on
Tuesday, June 12, 2018
8:00 AM
Community Foundation of Middlesex County
49 Main Street, Middletown
Our tentative agenda will include the following:
1. Minutes of August 8, 2017 meeting – (Document A)
2. Investment & Distribution Policy – (Document B/Current; Document
C/Proposed)
3. Honorary Recognition Program – (To Be Distributed)
4. Committee Term Limits
5. New Business
6. Next Meeting Date – Tuesday, August 7, 2018

Please contact Cynthia at 860-347-0025 or Cynthia@MiddlesexCountyCF.org
regarding your attendance.

A
Community Foundation of Middlesex County
Governance Committee
49 Main Street – Middletown, CT
August 8, 2017 8:00AM
Minutes
Presiding: Nancy Fischbach, Chair
Present: Tim Geelan, Cynthia Clegg, John Boccalatte, David Director and Wally Jones
Unable to attend: John Biddiscombe, Rich Tomc
Ms. Fischbach called the meeting to order at 8:00 AM
1. Minutes of the June 6, 2017 meeting were unanimously approved on a motion by Mr. Jones and
seconded by Mr. Director.
2.

Discussion Items:
A. Report of Nominating Subcommittee
Review of the committees indicate that past directors serve on many subcommittees.
Nominating feels that past directors should not outnumber current directors and volunteers.
Ideas to manage this is may be to discuss having a suggested retirement age or length of service
guideline. The guidelines currently state that the length of service guideline is 10 years.
Engagement in the community may also be considered, but this is subjective. There are critical
committees which should not have more past directors than current directors. Finance and
Investment is currently being reviewed. Three choices to consider to meet the criteria is to
grow the Board of Directors by 3 or 4 individuals, another consideration is to abandon our wish
to have a succession plan that is deep and lastly to change the requirement which has the
committee chair also be on the Board of Directors. Mr. Jones feels that the committee chairs
need to be on the Board of Directors. He does agree that adding 3-4 board members would be
beneficial. Succession planning can pigeon hole people into certain groups. It may be beneficial
to have people on committees which they have no previous experience. It was suggested that
every Board member serve one year on the Finance and Investment committee. Size of the
committee will need to be considered. Mr. Geelan discussed getting new people acclimated
while having a natural progression of past directors.
The Governance Committee unanimously VOTED to go into Executive Session at 8:30am.
Executive Session ended at 8:47am.
The Governance Committee will prepare a recommendation to the Board of Directors for the
August meeting regarding rotating of past directors to develop a procession for planning for
committees as well as the Board of Directors.
Upon a motion made by Mr. Jones and seconded by Mr. Director, the Governance Committee
unanimously VOTED to approve the nomination of Sue Martin, CFO Middlesex Hospital, and to
bring this nomination to the next Board of Directors meeting for approval.

A

B. Participation Guidelines/Terms
Fund guidelines for the Killingworth Community Fund were discussed. This will be taken to the
Board for approval. This will be the template for all other grant funds.
C. Board/Committee Composition and Membership
Upon a motion made by Mr. Jones and seconded by Mr. Director the Governance Committee
unanimously VOTED to recommend to increase the Board of Director members by 3 people. This
will be presented to the Board of Directors at the next meeting for their approval.
D. Officers’ Term Length
Nominating discussed the officers. Ms. Moore will give input in the Secretary and the Vice Chair
positions and their responsibilities. Discussion was held regarding having two year terms. Ms.
Clegg requested that Mr. Williams be moved to the Grants Committee. Development will need
to find an additional person. Both Development and Marketing need depth. Please contact Ms.
Clegg with possible candidates. Ms. Clegg will contact Sue Murphy for additional names.
3. Old Business
None
4. New Business
Ms. Fischbach will discuss with Committee chairs four strategic questions for committees to ask so
that feedback is received. Mr. Director will work with Ms. Fischbach to develop the questions which
will be used.
5. Next Meeting – Tuesday, September 26, 2017
Adjournment
The Governance Committee agreed to adjourn at 9:12am.
Respectfully submitted,

Kelley Frazier, Clerk
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Investment & Distribution Policy Statement – proposed revisions to reflect National Standards

I. PURPOSE:
The purpose of this statement is to identify a set of general investment guidelines appropriate for the
Community Foundation of Middlesex County (“CFMC”) and to provide general guidance to their
advisors and fiduciaries.
In carrying out all responsibilities, fiduciaries will act:
•
•

Solely in the interests of CFMC and their donors;
With the care, skill and caution under the circumstances then prevailing which a prudent
person, acting in a like capacity and familiar with those matters, would use in the conduct of
like character and purpose.

This Statement shall be reviewed and approved at least annually by the Board of Directors of
CFMC.
II. AUTHORITIES & RESPONSIBILITIES
A.

Responsibility of the Board of Directors
1.
2.
3.
4.
5.

B.

Determine the Community Foundation’s risk tolerance.
Establish reasonable and consistent investment goals, policies and guidelines.
Select qualified Investment Advisor(s).
Evaluate the performance of the Investment Advisor(s).
Review and approve an investment policy at least annually.

Responsibility of the Finance & Investment Committee (“Committee or FIC”)
1. Advise the Board of Directors with respect to (A) above.
2. Implement the Investment & Distribution Policy Statement.
3. Direct and monitor the management of investments.

C.

Responsibility of the Investment Advisor(s)

The investment advisor(s) will have full discretion to make all investment decisions for the assets
placed under its jurisdiction, while observing and operating within all policies, guidelines and
constraints as outlined in this Statement. Specific responsibilities of the Investment Advisor(s)
include:
1. Discretion to buy, sell and hold individual securities.
2. Report all transactions on a timely basis and provide investment performance results at
least quarterly.
3. Communicate significant changes to economic outlook, investment strategy or any other
factors that may affect the investment process.
4. Inform the Finance and Investment Committee regarding any changes in its investment
management organization such as changes in portfolio management personnel,
ownership structure and investment philosophy.
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5. Provide monthly statements to the Finance and Investment Committee.
D.

Responsibility of Community Foundation Senior Management

Management will observe and operate within all policies, guidelines and constraints as outlined in
this Statement. Specific responsibilities of CFMC management include:
1. Manage cash accounts at local banking institutions at or below the FDIC coverage limits
to minimize the risk of credit loss.
2. Maintain strong internal controls over cash and investment securities to minimize the
risk of fraud loss.
3. Report all transactions on a timely basis.
4. Communicate significant changes in liquidity needs, changes initiated by the Investment
Advisor relative to investment strategy or other factors that may affect the investment
process.
5. In conjunction with Finance and Investment Committee, update and distribute the
investment policy statement, as necessary.
6. Transfer funds to the Investment Advisor as directed by the Finance and Investment
Committee.
III. INVESTMENT OBJECTIVES:
A.

Investment Diversification:

In order to sustain reasonable growth over time, CFMC’s investments will be diversified to
minimize the risk of a large loss. The portfolio will be constructed and maintained to provide
prudent diversification among the asset classes in accordance with the asset allocation objectives.
Within each asset class, there will be prudent diversification with regard to investment styles and
concentration of holdings.
B.

Safety of Principal & Risk Limits:

Fixed Income: The preservation of principal is the primary objective and shall be pursued through
investments undertaken in a manner that seeks to control financial risk (default or compromise of
the financial integrity of the issuer of a security) through adequate diversification of instruments,
issuers and maturities.
Equities: The Committee will interpret equity risk as that extent to which the portfolio would be
subjected to substantial realized or unrealized losses. Equity investments will be diversified with
the intent to minimize the risk of large losses in the fund. The CFMC recognizes that there are risks
inherent in any investment and that security prices fluctuate. The CFMC also recognizes that
limiting downside equity market risk by diversifying the portfolio into other asset classes also has
the potential for creating opportunity risk, in that the portfolio would not participate fully in equity
appreciation when the equity market is outperforming other asset classes. Generally, the Committee
shall prefer consistency to volatility and CFMC recognizes there is opportunity risk present in such
a philosophy.
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C.

Long-Term Return Expectations on the Overall Portfolio:

Capital Values fluctuate over time and the CFMC recognizes that the possibility of principal losses
exists, especially in the short-term. Long-term return expectations are inherently less volatile,
thereby mitigating the likelihood of capital losses over the portfolio’s time horizon.
Given the dynamics of the capital markets and the crucial role inflation plays in the determination of
nominal rate expectations, as of the effective date of this Statement, the Committee expects overall
portfolio long-term returns to:
1. Achieve a rate of return that exceeds the sum of:
a. Inflation (CPI).
b. An allocation for grants (3.5%).
c. An allocation for Administrative Expense (2.0%).
2. Achieve returns consistent with or in excess of a portfolio benchmark measure for return
established based on a time-weighted calculation of the portfolio’s strategic asset allocation
and the index benchmarks for each asset class utilized in the portfolio.
D.

Maintain Portfolio in Highly Marketable Assets:
1. To provide for unforeseen cash requirements.
2. To allow basic restructuring of the portfolio.

E.

Asset Class Allocation:

The asset allocation shall be determined based on:
1. Capital market theory.
2. Financial and fiduciary requirements.
3. Liquidity needs of CFMC.
Each asset class has a unique set of risk/return and correlation characteristics. It is the combination
of these profiles which, when measured against the fund’s objectives, provides the rationale for how
the assets are allocated by asset class. Appendix A contains the long-term strategic asset allocation
targets recommended by the Finance and Investment Committee and their corresponding market
indices as of the effective date of this Statement.
The asset allocation targets established are strategic and long term in nature and represent a careful
assessment of the long term potential for asset appreciation against the risk of capital losses.
Because CFMC does not believe market-timing strategies are effective, changes in long term asset
allocation targets are expected to occur infrequently. CFMC recognizes that short-term market
fluctuations may cause the asset mix to fall outside of the prescribed targets.
To ensure that these short-term deviations do not alter the long-term risk/reward characteristics of
the portfolio, rebalancing of the accounts may be necessary. Rebalancing to the Plan’s long-term
policy is authorized by these guidelines. The Committee may authorize and direct rebalancing by
the Plan’s Investment Advisor(s) at its discretion.
Page 3
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IV. INVESTMENT GUIDELINES AND RESTRICTIONS:
1.

Investment Securities and Diversification

Investments will be diversified among asset classes with the intent to minimize the risk of large
losses to the portfolio over the time horizon. In selecting asset classes for inclusion, it is recognized
that each asset class and security type exhibits unique risk and return characteristics. In the context
of portfolio construction, a more important measure of risk (than individual security risk) is risk as
measured in relation to the entire portfolio. The addition of a risky asset to a portfolio will increase,
decrease, or be neutral towards that portfolio’s overall risk. When viewed in this context, no
particular security type is inherently unsuitable based upon its standalone risk. The more relevant
determinant for inclusion is the impact the security has on the overall portfolio’s risk and return
characteristics.
It is generally accepted that non-systematic risk can be virtually eliminated by fully diversifying the
portfolio, leaving primarily systematic risk, which cannot be eliminated when investing in risky
assets. Therefore one of the primary goals in the selection of assets is the reduction of nonsystematic risk through diversification. It is also recognized that active management of assets can
add value by taking advantage of inefficiencies in the financial markets. Therefore a secondary goal
is to include assets that are expected to provide additional return in excess of the additional risk
introduced to the portfolio by their inclusion. Given the contradictory nature of these two goals,
CFMC’s willingness to assume portfolio risk ultimately determines the proper balance between the
two, and this may change over time depending on the portfolio’s structure and on prevailing market
expectations.
2.

Guidelines for Portfolio Holdings

The Investment Advisors will review the specific investment guidelines for each investment for
portfolio suitability and diversification. The portfolio may contain any security deemed appropriate
when considered in relation to all other securities contained within the portfolio subject to the
restrictions outlined in Appendix A.

V.

STANDARDS FOR INVESTMENT MANAGERS

The Foundation will enter into a written investment agreement with any investment manager it
retains, including investment managers recommended by donors. The agreement must provide that:
1. The Foundation is the sole owner of assets held in the fund;
2. All such assets are and must remain under the Foundation’s sole control;
3. The manager’s actions and performance will be overseen by the Investment Committee;
4. The manager will adhere to the Foundation’s asset allocations , risk tolerance, and
rebalancing requirements;
5. The manager will not purchase securities on margin or sell securities short without the
advance approval of the Investment Committee or its designee;
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6. The manager will rebalance as necessary to fall within the described target ranges for the
investment pool or fund under management. The manager will review the need for
rebalancing at least quarterly.
7. The manager agrees to fees that are reasonable and consistent with what the Foundation
pays other money managers for similar services;
8. The agreement may be terminated with 30 days notice and assets will be transferred to the
Foundation immediately upon termination.
Funds will be invested in accordance with state law regarding prudent investing, following CT State
Statues as they pertain to the Uniform Prudent Management of Institutional Funds Act (UPMIFA).
VI. PERFORMANCE STANDARDS:
Investment performance will be reviewed quarterly at the portfolio level and individual investment
fund level to determine the continued feasibility of achieving the portfolio’s investment objectives.
Performance will be reviewed in accordance with the following:
A.

Relative to the Investment Policy Statement:

The investment performance of any of the retained investment funds shall be judged in relation to
the primary guidelines, goals, and objectives of the Investment Policy Statement. For performance
evaluation purposes, return objectives will be measured on a total return time weighted basis, net of
applicable fees and expenses.
B.

Market Cycles:

In reviewing investment results the Committee will emphasize results over full market cycles, which
is to be between three and five years as of the effective date of this Statement.
C.

Relative Performance:

Comparison of the individual investment funds will be made across multiple time periods and
relative to an appropriate market index or benchmark as well as against an appropriate peer
universe. Certain funds may also be measured against a customized style benchmark to assess the
adequacy of their performance.
The Committee will generally expect fund performance to meet or exceed (net of fees) the
appropriate benchmark or rank in the top half of the respective advisor universe on a rolling 3- and
5-year basis. While the Committee expects the benchmark to be the primary performance measure,
the Committee understands that there are likely to be short term periods during which the
performance deviates from the market indices. During such times greater emphasis may be placed
on the peer universe comparisons.
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D.

Other Factors:

The Committee will expect the risk associated with a fund to be similar or lower than the
benchmark. The risk (as measured by the variability of monthly returns or standard deviation)
should not exceed that of the benchmark index over a consistent time period without a
corresponding increase in performance above the benchmark.
Other statistical measures may also be reviewed by the Committee to evidence expected and
appropriate risk adjusted performance and investment value added for each investment fund.
E.

Timely Basis:

The performance measurement reports shall be delivered by the Investment Advisor(s) on a
quarterly basis within 30 working days of each calendar quarter end.
VII.

MONITORING AND CONTROL PROCEDURES:
The on-going monitoring of investments must be a disciplined process that should occur on a
regular basis (e.g., quarterly) and utilize the same criteria that formed the basis of the investment
selection decision. While frequent change is neither expected nor desirable, the process of
monitoring investment performance and rebalancing relative to specified guidelines is an ongoing
process.

Periodically it may be necessary to place an Investment on a Watch list. An investment will be
placed on the Watch List when it consistently under-performs its market or style index and performs
below the median (50th percentile) of its peer universe over a 3- and 5-year basis.
The Investment Advisor(s) or the Committee may add or delete an investment from the Watch List.
An investment may also be placed on the Watch List for other rationale, which may include any
event that might hinder the fund’s ability to perform as expected. This includes, but is not limited to,
change of manager, change of control, disclosure of SEC or other regulatory investigations.
Placement on the Watch List does not necessarily imply non-suitability of an investment. It does,
however, signify a prospective evaluation of the situation.
An investment may be replaced or removed when it is determined that the investment no longer fits
into the overall investment strategy on a portfolio level basis.
An investment advisor should be terminated when the Committee has lost confidence in the
advisor’s ability to:
1.
2.
3.
4.

achieve performance and risk objectives,
comply with stated investment objectives and guidelines,
comply with reporting requirements, or
maintain a stable organization and retain key relevant investment professionals.
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In addition to those above, other factors may include professional or client turnover, or a material
change to investment processes.
There are no prescribed rules for advisor termination. However, if the Investment Advisor has
consistently failed to adhere to one or more of the above conditions, it is reasonable to presume a
lack of adherence going forward. Failure to remedy the circumstances of unsatisfactory
performance by the Investment Advisor, within a reasonable time, shall be grounds for termination.
Any recommendation to terminate an Investment Advisor will be treated on an individual basis.

VIII. DISTRIBUTION POLICY
The Committee, in consultation with the Grants Committee, shall annually recommend to the Board
of Directors the amount of funds available for distribution from the endowment in the upcoming
fiscal (calendar) year. In doing so they will consider historic and anticipated returns for the
endowment and any other factors appropriate to maximizing distribution, consistent with balancing
current and future needs and maintaining relative stability of distribution year-to-year.
The annual distribution available from the endowment for grant-making will be based upon the
average market value of the endowment calculated over a period not to exceed 20 quarters, and
ending on the June 30th prior to the upcoming fiscal year. The calculated distribution will be
between 0% and 5% of this average market value; however, no distribution may exceed the amount
necessary to maintain the historic dollar value of any fund. All new endowment contributions
received by the June 30th prior to the upcoming fiscal year will be eligible to participate in
distributions for the upcoming fiscal year.
In order to allow maximum flexibility for donor advised funds, unspent annual distributions from
such funds will remain available for distribution from year-to-year. Donors may also request that
unspent balances be returned to the endowment at fiscal year end. Unspent distributions for
unrestricted and field of interest funds will be returned to the endowment at fiscal year end;
however, the Board may chose to retain the funds for future year distribution upon recommendation
of the Grants Committee.
IX. FEES
Administrative fees of up to 0.4875% of the market value at the end of each quarter shall be
assessed to all endowed funds to support the Community Foundation’s administration.
Administrative fees for unendowed funds shall be assessed as stipulated in relevant donor fund
agreements.
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Definitions
•

Investment Advisor: The firm(s) making investment recommendations in return for a
percentage of assets managed. Both Essex Financial Services and Thomas Partners are
CFMC’s Investment Advisors. Thomas Partners will actively trade equities and fixed
income for CFMC. Essex Financial Services will select mutual funds for CFMC and will
“manage the manager”.

•

Manager: For mutual fund companies, the individual who has the day-to-day
responsibility of investing and monitoring the cash and securities within the fund’s
portfolio in order to achieve the fund’s objectives.

Approved:

08-24-2016
Finance & Investment Committee

Approved:

08.30.2016
Board of Directors

Effective:

August 30, 2016
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Appendix A
Fiscal Year End:
Investment Advisors:
Designated Oversight Committee:
Officers with Authority:

December 31
Essex Financial Services, Inc. and ThomasPartners, Inc.
Financial and Investment Committee
President and Committee Chair

Strategic Asset Allocation
Asset Class
Fixed Income

Target Allocation
40%

Cash*
Fixed Income
Domestic & International** &
preferred stocks
Equity
Equity
Domestic & International***
Real Estate
Publicly-traded master limited
partnerships (MLP’s)

Target range

30 – 50%
60%

50 – 70%

*Exclusive of such operating cash that the Finance and Investment Committee deems necessary.
** Not more than 10% of the total portfolio can be allocated to International Fixed Income
*** Not more than 15% of the total portfolio can be allocated to International Equity
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APPENDIX B – CERTIFICATION OF ACCEPTANCE BY INVESTMENT
PROFESSIONALS
I have received, read, and understand the Community Foundation of Middlesex County’s
Investment Policy dated ____________. I will abide by the Policy with respect to the assets for
which I am the investment manager, investment consultant, custodian or other investment
professional.
I will notify the Foundation’s Finance and Investment Committee, or its designee, in advance of
any proposed investment that is inconsistent with this Policy and I will not make such
investment without the advance written approval of same.

__________________
Date

______________________________
Signature
______________________________
Print Name
______________________________
Print Title
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I. PURPOSE:
The purpose of this statement is to identify a set of general investment guidelines appropriate for the
Community Foundation of Middlesex County (“CFMC”) and to provide general guidance to its
advisors and fiduciaries.

Deleted: their

In carrying out all responsibilities, fiduciaries will act:
•
•

Solely in the interests of CFMC and its donors;
With the care, skill and caution under the circumstances then prevailing which a prudent
person, acting in a like capacity and familiar with those matters, would use in the conduct of
like character and purpose.

Deleted: their

This Statement shall be reviewed and approved at least annually by the Board of Directors of
CFMC.
II. AUTHORITIES & RESPONSIBILITIES
A.

Responsibility of the Board of Directors
1.
2.
3.
4.

Determine the Community Foundation’s risk tolerance.
Establish reasonable and consistent investment goals, policies and guidelines.
Select qualified Investment Advisor(s).
Evaluate the performance of the Investment Advisor(s) based on reports from the Finance
and Investment Committee.
5. Review and approve an investment policy at least annually.

B.

Deleted: .

Responsibility of the Finance & Investment Committee (“Committee or FIC”)
1. Advise the Board of Directors with respect to (A) above.
2. Implement the Investment & Distribution Policy Statement.
3. Direct and monitor the management of investments.

C.

Responsibility of the Investment Advisor(s)

The investment advisor(s) will have full discretion to make all investment decisions for the assets
placed under its jurisdiction, while observing and operating within all policies, guidelines and
constraints as outlined in this Statement. Specific responsibilities of the Investment Advisor(s)
include:
1. Discretion to buy, sell and hold individual securities. Discretion to buy, sell and hold
mutual funds, exchange traded funds and individual equities and fixed income securities.
2. Report all transactions on a timely basis and provide investment performance results at
least quarterly.
3. Communicate significant changes to economic outlook, investment strategy or any other
factors that may affect the investment process.
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4. Inform the Finance and Investment Committee regarding any changes in its investment
management organization such as changes in portfolio management personnel,
ownership structure and investment philosophy.
5. Provide monthly statements to the Finance and Investment Committee.
D.

Responsibility of Community Foundation Senior Management

Management will observe and operate within all policies, guidelines and constraints as outlined in
this Statement. Specific responsibilities of CFMC management include:
1. Manage cash accounts at local banking institutions at or below the FDIC coverage limits
to minimize the risk of credit loss.
2. Maintain strong internal controls over cash and investment securities to minimize the
risk of fraud loss.
3. Report all transactions on a timely basis. (Report to whom?)
4. Communicate significant changes in liquidity needs, changes initiated by the Investment
Advisor relative to investment strategy or other factors that may affect the investment
process.
5. In conjunction with Finance and Investment Committee, update and distribute the
investment policy statement, as necessary.
6. Transfer funds to the Investment Advisor as directed by the Finance and Investment
Committee.
7. Alert FIC of anticipated significant incoming cash.
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III. INVESTMENT OBJECTIVES:
A.

Investment Diversification:

In order to sustain reasonable growth over time, CFMC’s investments shall be diversified to
minimize the risk of a large loss. The portfolio will be constructed and maintained to provide
prudent diversification among the asset classes in accordance with the asset allocation objectives.
Within each asset class, there shall be prudent diversification with regard to investment styles and
concentration of holdings.
B.

Safety of Principal & Risk Limits:

Fixed Income: The preservation of principal is the primary objective and shall be pursued through
investments undertaken in a manner that seeks to control financial risk (default or compromise of
the financial integrity of the issuer of a security) through adequate diversification of instruments,
issuers and maturities.
Equities: The Committee will interpret equity risk as that extent to which the portfolio would be
subjected to substantial realized or unrealized losses. Equity investments will be diversified with
the intent to minimize the risk of large losses in the fund. The CFMC recognizes that there are risks
inherent in any investment and that security prices fluctuate. The CFMC also recognizes that
limiting downside equity market risk by diversifying the portfolio into other asset classes also has
the potential for creating opportunity risk, in that the portfolio would not participate fully in equity
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appreciation when the equity market is outperforming other asset classes. Generally, the Committee
shall prefer consistency to volatility, and CFMC recognizes there is opportunity risk present in such
a philosophy.
C.

Long-Term Return Expectations on the Overall Portfolio:

Capital Values fluctuate over time and the CFMC recognizes that the possibility of principal losses
exists, especially in the short-term. Long-term return expectations are inherently less volatile,
thereby mitigating the likelihood of capital losses over the portfolio’s time horizon.
Given the dynamics of the capital markets and the crucial role inflation plays in the determination of
nominal rate expectations, as of the effective date of this Statement, the Committee expects overall
portfolio long-term returns to:
1. Achieve a rate of return that exceeds the sum of:
a. Inflation (CPI).
b. An allocation for grants (3.5%).
c. An allocation for Administrative Expense (2.0%).
2. Achieve returns consistent with or in excess of a portfolio benchmark measure for return
established based on a time-weighted calculation of the portfolio’s strategic asset allocation
and the index benchmarks for each asset class utilized in the portfolio.
D.

Maintain Portfolio in Highly Marketable Assets:
1. To provide for unforeseen cash requirements.
2. To allow basic restructuring of the portfolio.

E.

Asset Class Allocation:

The asset allocation shall be determined based on:
1. Capital market theory.
2. Financial and fiduciary requirements.
3. Liquidity needs of CFMC.
Each asset class has a unique set of risk/return and correlation characteristics. It is the combination
of these profiles which, when measured against the fund’s objectives, provides the rationale for how
the assets are allocated by asset class. Appendix A contains the long-term strategic asset allocation
targets recommended by the Finance and Investment Committee and their corresponding market
indices as of the effective date of this Statement.
The asset allocation targets established are strategic and long term in nature and represent a careful
assessment of the long term potential for asset appreciation against the risk of capital losses.
Because CFMC does not believe market-timing strategies are effective, changes in long term asset
allocation targets are expected to occur infrequently. CFMC recognizes that short-term market
fluctuations may cause the asset mix to fall outside of the prescribed targets.
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To ensure that these short-term deviations do not alter the long-term risk/reward characteristics of
the portfolio, rebalancing of the accounts may be necessary. Rebalancing to the Plan’s long-term
policy is authorized by these guidelines. The Committee may authorize and direct rebalancing by
the Plan’s Investment Advisor(s) at its discretion.

IV. INVESTMENT GUIDELINES AND RESTRICTIONS:
1.

Investment Securities and Diversification

Investments will be diversified among asset classes with the intent to minimize the risk of large
losses to the portfolio over the time horizon. In selecting asset classes for inclusion, it is recognized
that each asset class and security type exhibits unique risk and return characteristics. In the context
of portfolio construction, a more important measure of risk (other than individual security risk) is
risk as measured in relation to the entire portfolio. The addition of a risky asset to a portfolio could
increase, decrease, or be neutral towards that portfolio’s overall risk. When viewed in this context,
no particular security type is inherently unsuitable based upon its standalone risk. The more
relevant determinant for inclusion is the impact the security has on the overall portfolio’s risk and
return characteristics.
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It is generally accepted that non-systematic risk can be virtually eliminated by fully diversifying the
portfolio, leaving primarily systematic risk, which cannot be eliminated when investing in risky
assets. Therefore one of the primary goals in the selection of assets is the reduction of nonsystematic risk through diversification. It is also recognized that active management of assets can
add value by taking advantage of inefficiencies in the financial markets. Therefore a secondary goal
is to include assets that are expected to provide additional return in excess of the additional risk
introduced to the portfolio by their inclusion. Given the contradictory nature of these two goals,
CFMC’s willingness to assume portfolio risk ultimately determines the proper balance between the
two, and this may change over time depending on the portfolio’s structure and on prevailing market
expectations.
2.

Guidelines for Portfolio Holdings

CFMC’s Investment Advisors shall review the specific investment guidelines for each investment
for portfolio suitability and diversification. The portfolio may contain any security deemed
appropriate when considered in relation to all other securities contained within the portfolio subject
to the restrictions outlined in Appendix A.
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Securities Guidelines

Moved (insertion) [2]

The Portfolio’s investments may include separately managed accounts and/or mutual funds/comingled funds, including limited partnership structures. The Finance & Investment Committee
understands that managers have full responsibility for security selection, diversification, turnover
and allocation of holdings among selected securities and industry groups, as particularly detailed in
the Investment Policy Statement of each of the Portfolio’s separately managed accounts or in the
prospectus/offering memorandum for each mutual fund/co-mingled fund in the portfolio.
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Selection Criteria for Investment Managers
Investment managers retained in the portfolio will be selected by the Investment Advisor using the
following criteria:
•
•
•
•
•

Past performance, considered relative to other investments having similar investment
objectives. Consideration shall be given to both consistency of performance and the level of
risk taken to achieve results;
The investment style and discipline of the investment manager, specifically a clearly defined
investment philosophy and consistent investment process;
How well the manager’s investment style or approach complements other assets in the
Portfolio;
Level of experience, personnel turnover, financial resources, and staffing levels of the
investment management firm or fund;
An assessment of the likelihood of future investment success, relative to other opportunities.

The Foundation, through its Investment Advisor(s), may utilize a multi-manager structure of
complementary investment styles and asset classes to invest the Foundation’s assets. Active or
passive investment strategies, or a combination of both, may be utilized in construction of the
Portfolio.

Deleted: foundation

The Investment Advisor will consider the following to insure proper diversification and function for
each of the investment managers:

Moved up [2]: Securities Guidelines¶
¶
The Portfolio’s investments may include separately managed
accounts and/or mutual funds/co-mingled funds, including limited
partnership structures. The Finance & Investment Committee
understands that managers have full responsibility for security
selection, diversification, turnover and allocation of holdings among
selected securities and industry groups, as particularly detailed in the
Investment Policy Statement of each of the Portfolio’s separately
managed accounts or in the prospectus/offering memorandum for
each mutual fund/co-mingled fund in the portfolio.¶

•
•
•

Will generally have at least a full three-year track record, or its equivalent, and the
individual fund/pool must have at least $25 million under management (or, as an
organization, $100 million in the same strategy) at the time of selection.
Will be regularly evaluated for proper diversity and each will provide material information
on a timely basis.
With respect to fund-of-funds, in addition to meeting the selection criteria and guidelines
detailed above, each fund/strategy will include an appropriate number of underlying substrategies and investment managers to be considered well diversified.
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V. STANDARDS FOR INVESTMENT MANAGERS (IS THIS FOR “MANAGER” OR
ADVISOR?” IT LOOKS LIKE ADVISOR?)
The Foundation will enter into a written investment agreement with any investment manager it
retains, including investment managers recommended by donors. The agreement must provide that:
1. The Foundation is the sole owner of assets held in the fund;
2. All such assets are and must remain under the Foundation’s sole control;
3. The manager’s actions and performance will be overseen by the Investment Committee;
4. The manager will adhere to the Foundation’s asset allocations , risk tolerance, and
rebalancing requirements;
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5. The manager will not purchase securities on margin or sell securities short without the
advance approval of the Investment Committee or its designee;
6. The manager will rebalance as necessary to fall within the described target ranges for the
investment pool or fund under management. The manager will review the need for
rebalancing at least quarterly.
7. The manager agrees to fees that are reasonable and consistent with what the Foundation
pays other money managers for similar services;
8. The agreement may be terminated with 30 days notice and assets will be transferred to the
Foundation immediately upon termination.
Funds will be invested in accordance with state law regarding prudent investing, following CT State
Statutes as they pertain to the Uniform Prudent Management of Institutional Funds Act (UPMIFA).

Deleted: Statues

VI. PERFORMANCE STANDARDS:
Investment performance will be reviewed quarterly at the portfolio level and individual investment
fund level to determine the continued feasibility of achieving the portfolio’s investment objectives.
Performance will be reviewed in accordance with the following:
A.

Relative to the Investment Policy Statement:

The investment performance of any of the retained investment funds shall be judged in relation to
the primary guidelines, goals, and objectives of the Investment Policy Statement. For performance
evaluation purposes, return objectives will be measured on a total return time weighted basis, net of
applicable fees and expenses.
B.

Market Cycles:

In reviewing investment results the Committee will emphasize results over full market cycles, which
is to be between three and five years as of the effective date of this Statement.
C.

Relative Performance:

Comparison of the individual investment funds will be made across multiple time periods and
relative to an appropriate market index or benchmark as well as against an appropriate peer
universe. Certain funds may also be measured against a customized style benchmark to assess the
adequacy of their performance.
The Committee will generally expect fund performance net of fees to meet or exceed the appropriate
benchmark or rank in the top half of the respective advisor universe on a rolling 3- and 5-year basis.
While the Committee expects the benchmark to be the primary performance measure, the
Committee understands that there are likely to be short term periods during which the performance
deviates from the market indices. During such times greater emphasis may be placed on the peer
universe comparisons.
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D.

Other Factors:

The Committee will expect the risk associated with a fund to be similar or lower than the
benchmark. The risk (as measured by the variability of monthly returns or standard deviation)
should not exceed that of the benchmark index over a consistent time period without a
corresponding increase in performance above the benchmark.
Other statistical measures may also be reviewed by the Committee to evidence expected and
appropriate risk adjusted performance and investment value added for each investment fund.
E.

Timely Basis:

The performance measurement reports shall be delivered by the Investment Advisor(s) on a
quarterly basis within 30 working days of each calendar quarter end.
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VII.

MONITORING AND CONTROL PROCEDURES:
The on-going monitoring of investments must be a disciplined process that should occur on a
regular basis (e.g., quarterly) and utilize the same criteria that formed the basis of the investment
selection decision as outlined in Section IV-2. It is expected that the Investment Advisor keep the
portfolio’s asset class exposures in line with the parameters in Appendix A. Should the portfolio
fall out of alignment with these parameters, the Committee must be notified with 48 hours and a
remediation plan must be provided.
The Investment Advisor will periodically review performance of the individual investment
mandates being used in the Portfolio and the Portfolio as a whole. Performance monitoring is the
mechanism for revisiting the investment selection process and confirming that the criteria originally
satisfied remain intact and that an investment continues to be appropriate for the Portfolio. While
frequent change is neither expected nor desirable, the process of monitoring investment performance
and rebalancing relative to specified guidelines is an ongoing process.
When the performance monitoring mechanism alerts the Investment Advisor to a potential problem,
it is expected that the Investment Advisor will notify the Committee in a timely fashion (e.g., at the
next update meeting). The Investment Advisor will provide the Committee with background
information (e.g., what triggered the alert) and a forward-looking plan (e.g., how the Investment
Advisor will handle the alert). Information flow from the Investment Advisor to the Committee
might be more frequent than normal when an issue arises from the performance monitoring process.
Frequent performance monitoring alerts should be viewed as a sign that a Manager and/or
investment strategy or Investment Advisor requires additional attention from the Committee.
An investment advisor should be terminated when the Committee has lost confidence in the
advisor’s ability to: (WHY ELIMINATE GUIDELINES RE: TERMINATION?)
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on a Watch list. An investment will be placed on the Watch List
when it consistently under-performs its market or style index and
performs below the median (50th percentile) of its peer universe
over a 3- and 5-year basis.¶
¶
The Investment Advisor(s) or the Committee may add or delete an
investment from the Watch List. ¶
¶
An investment may also be placed on the Watch List for other
rationale, which may include any event that might hinder the fund’s
ability to perform as expected. This includes, but is not limited to,
change of manager, change of control, disclosure of SEC or other
regulatory investigations.¶
¶
Placement on the Watch List does not necessarily imply nonsuitability of an investment. It does, however, signify a prospective
evaluation of the situation.¶
¶
An investment may be replaced or removed when it is determined
that the investment no longer fits into the overall investment strategy
on a portfolio level basis.¶
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1.
2.
3.
4.

achieve performance and risk objectives,
comply with stated investment objectives and guidelines,
comply with reporting requirements, or
maintain a stable organization and retain key relevant investment professionals.

In addition to those above, other factors may include professional or client turnover, or a material
change to investment processes.
There are no prescribed rules for advisor termination. However, if the Investment Advisor has
consistently failed to adhere to one or more of the above conditions, it is reasonable to presume a
lack of adherence going forward. Failure to remedy the circumstances of unsatisfactory
performance by the Investment Advisor, within a reasonable time, shall be grounds for termination.
Any recommendation to terminate an Investment Advisor will be treated on an individual basis.

VIII. DISTRIBUTION POLICY
The Committee, in consultation with the Grants Committee, shall annually recommend to the Board
of Directors the amount of funds available for distribution from the endowment in the upcoming
fiscal (calendar) year. In doing so they will consider historic and anticipated returns for the
endowment and any other factors appropriate to maximizing distribution, consistent with balancing
current and future needs and maintaining relative stability of distribution year-to-year.
The annual distribution available from the endowment for grant-making will be based upon the
average market value of the endowment calculated over a period not to exceed 20 quarters, and
ending on the June 30th prior to the upcoming fiscal year. The calculated distribution shall be
between 0% and 5% of this average market value; however, no distribution may exceed the amount
necessary to maintain the historic dollar value of any fund. All new endowment contributions
received by the June 30th prior to the upcoming fiscal year will be eligible to participate in
distributions for the upcoming fiscal year.
In order to allow maximum flexibility for donor advised funds, unspent annual distributions from
such funds will remain available for distribution from year-to-year. Donors may also request that
unspent balances be returned to the endowment at fiscal year end. Unspent distributions for
unrestricted and field of interest funds will be returned to the endowment at fiscal year end;
however, the Board may chose to retain the funds for future year distribution upon recommendation
of the Grants Committee.
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The Investment Advisor will periodically review performance of the
individual investment mandates being used in the Portfolio and the
Portfolio as a whole. Performance monitoring is the mechanism for
revisiting the investment selection process and confirming that the
criteria originally satisfied remain intact and that an investment
continues to be appropriate for the Portfolio. While frequent change
is neither expected nor desirable, the process of monitoring
investment performance relative to specified guidelines is an ongoing and continuous one.¶
¶
Monitoring will occur on a periodic basis. The monitoring process
will utilize the same criteria that formed the basis of the investment
selection decision. In addition, a set of “watch list criteria” may be
employed to track important quantitative and qualitative elements,
assist in the evaluation process, and focus the Investment Advisor on
potential areas of concern.¶
Moved up [1]: The Investment Advisor will periodically review
individual investment mandates being used in the Portfolio and the
Portfolio as a whole. Performance monitoring is the mechanism for
revisiting the investment selection process and confirming that the
criteria originally satisfied remain intact and that an investment
continues to be appropriate for the Portfolio.
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IX. FEES
Administrative fees of up to 0.4875% of the market value at the end of each quarter shall be assessed
to all endowed funds to support the Community Foundation’s administration. (DO WE NEED TO
SPECIFY AN ACCEPTABLE RANGE, NOT JUST A CAP OR RANGE OR JUST SAY
“ADMINISTRATIVE FEES WILL BE ASSESSED…”
Administrative fees for unendowed funds shall be assessed as stipulated in relevant donor fund
agreements.
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Definitions
•

Investment Advisor: Any firm(s) making investment recommendations in return for a
percentage of assets managed. Both Essex Financial Services and Thomas Partners are
CFMC’s Investment Advisors. Fiduciary Investment Advisors is CFMC’s current
Investment Advisor. Thomas Partners will actively trade equities and fixed income for
CFMC. Essex Financial Services will select mutual funds for CFMC and will “manage
the manager”.

•

Manager: For mutual fund companies, the individual who has the day-to-day
responsibility of investing and monitoring the cash and securities within the fund’s
portfolio in order to achieve the fund’s objectives.

Approved:

08-24-2016
Finance & Investment Committee

Approved:

08.30.2016
Board of Directors

Effective:

August 30, 2016
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Appendix A
Fiscal Year End:
Investment Advisors:
Inc. and ThomasPartners, Inc.
Designated Oversight Committee:
Officers with Authority:

December 31
Fiduciary Investment Advisors Essex Financial Services,
Financial and Investment Committee
President and Committee Chair

Strategic Asset Allocation
Asset Class
Fixed Income

Target Allocation
40%

Cash*
Fixed Income
Domestic & International** &
preferred stocks
Equity
Equity
Domestic & International***
Real Estate
Publicly-traded master limited
partnerships (MLP’s)

Target range

30 – 50%
60%

50 – 70%

*Exclusive of such operating cash that the Finance and Investment Committee deems necessary.
** Not more than 10% of the total portfolio can be allocated to International Fixed Income
*** Not more than 15% of the total portfolio can be allocated to International Equity
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Appendix A

Target Asset Allocation Table
Asset Class
Short Term/Cash

Min
Weight
0.0%

Target
Weight
0.0%

Max
Weight
10.0%

Primary Benchmark
Index
90 Day US T-Bill

Fixed Income

15.0%

25.0%

35.0%

BC Aggregate Bond Index

Domestic Equities

20.0%

33.5%

45.0%

Russell 3000 Index

Foreign Equities

20.0%

33.5%

45.0%

MSCI All Country World ex US

Other

0.0%

8.0%

15.0%

Various

The Investment Advisor generally intends to deploy a broad array of investment strategies and managers to
execute the investment strategy for the Portfolio. Investment across the capital market opportunity set should
be anticipated, an approach which may entail allocations to: equities across the capitalization, style, and
country spectrums; fixed income across the duration, quality, and country spectrums (including tax-exempt
securities where appropriate); other strategies including, but not necessarily limited to, real estate,
commodities, inflation-protection mandates, hedge funds, market neutral, and other alternative strategies; and
cash and/or cash equivalents. The Investment Advisor will not purchase any of the investments outlined in
paragraph without prior discussion and approval from the Finance and Investment Committee. (BUT THIS
CONTRADICTS THE FULL DISCRETION GIVEN THE ADVISOR RIGHT UP FRONT OF THE
DOCUMENT (II. C. 1)
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APPENDIX B – CERTIFICATION OF ACCEPTANCE BY INVESTMENT
PROFESSIONALS
I have received, read, and understand the Community Foundation of Middlesex County’s
Investment Policy dated ____________. I will abide by the Policy with respect to the assets for
which I am the investment manager, investment consultant, custodian or other investment
professional.
I will notify the Foundation’s Finance and Investment Committee, or its designee, in advance of
any proposed investment that is inconsistent with this Policy and I will not make such
investment without the advance written approval of same.

__________________
Date

______________________________
Signature
______________________________
Print Name
______________________________
Print Title
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