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Restricted Funds Investment Policy and Guidelines



PURPOSE

The purpose of this document is to establish the guidelines and investment policies of the Massachusetts Development Finance Agency (to be known as the "Agency") and to clearly define the:

· Investment goals and objectives
· Investment responsibility
· Investment securities/instruments and types of investments, monetary limits, and denominations of investments
· Control and reporting of investments


GOALS & OBJECTIVES

· The primary objective of the Agency's investment policy is to ensure preservation of capital and to grow the funds available to meet the expanding needs of lending capital in the Commonwealth.

· Ensure liquidity of investments to meet current and estimated cash flow needs by investment in instruments with structured maturities that are readily marketable and to provide maximum yield while maintaining safety and liquidity.

· Active portfolio management through regular monitoring of pricing, the markets, instrument values, and asset allocation adjustments within the limits of the Agency's policy.

· The fund is to be managed utilizing the full range of high quality short-term money market instruments as well as limiteddurationlimited duration investment grade securities.

· The funds are to be managed in compliance with Mass. Gen. Laws c.23G and any specialized rules and regulations related to a particular fund as established from time to time.


INVESTMENT RESPONSIBILITY

The Board of Directors has ultimate responsibility to set policy and guidelines for investments. The Administration Committee, responsible to the Board, shall provide investment oversight. The Chief Financial Officer, and President and Chief Executive Officer are responsible for determining cash flow needs and are authorized to invest excess cash following the guidelines set forth in the policy. Day-to-day responsibility may be designated to a qualified individual.


APPLICABILITY OF INVESTMENT GUIDELINES

The Investment Securities/Instruments section detailed below pertains only to the Agency's investment assets in the Discretionary/Restricted accounts.


INVESTMENT SECURITIES/INSTRUMENTS 

1.	Eligible Securities:

Eligible Investments include but are not limited to:

· In accordance with directions from the Investment Manager, to subscribe for, to invest and reinvest funds in, and to hold for investment, securities, instruments and other property, including without limitation the following: bonds, notes and similar debt instruments issued by corporations, trusts, partnerships, limited liability companies and other entities organized or domiciled in the United States or any foreign country; commercial paper; obligations of the United States government and any agency, instrumentality, or sponsored entity thereof; instruments of United States and foreign banks (including without limitation the Trustees and their Affiliates) including without limitation time deposits, certificates of deposit and banker's acceptances; fixed, variable and indexed rate notes where rates are based on Fed Funds, one month Libor or three month Libor; repurchase agreements and reverse repurchase agreements (including without limitation agreements with the Trustees and their Affiliates); securities issued by companies, trusts and other entities registered under the 1940 Act or exempt from the 1940 Act under Section 3(c) thereof (including without limitation companies, trusts and entities maintained, sponsored, advised and/or managed by the Trustees and their Affiliates), which invest primarily in money market instruments; and other short-term fixed income investments (including without limitation investments maintained, sponsored, advised or managed by the Trustee and/or their Affiliates); and any or all of the foregoing investments, securities, instruments and other property may be issued by, purchased from, or sold to, one or more Affiliates of the Trustees

· In addition, in the case of a security that is subject to a Demand Feature or Guarantee:

a)	The Guarantee has received a rating from an NRSRO or the Guarantee is issued by a guarantor that has received a rating from an NRSRO with respect to a class of debt obligations (or any debt obligation within that class) that is comparable in priority and security to the Guarantee, unless:

i. The Guarantee is issued by a person that, directly or indirectly, controls, is controlled by or is under common control with the issuer of the security subject to the Guarantee (other than a sponsor of a Special Purpose Entity with respect to an Asset Backed Security.)

ii. The security subject to the Guarantee is a repurchase agreement that is Collateralized fully or;

iii. The Guarantee is itself a Government Security; and

b)	The issuer of the Demand Feature or Guarantee, or another institution, has undertaken promptly to notify the holder of the security in the event the Demand Feature or Guarantee is substituted with another Demand Feature or Guarantee.

2.	Maturity:

Recognizing that large withdrawals from time to time may cause fluctuation in asset size, the fund will be managed within the following targets:

· The maximum allowable dollar-weighted average maturity of the fund is 90 days. Reset dates will be used to calculate the weighted average maturity of the portfolio

· The maximum maturity of any investment will be 397 calendar days.

· In addition, 10% of the portfolio will always be available in 1 day.

· The maturity of any instrument may exceed the maturity guidelines only if there is a resetting of the interest rate or a put within the maturity guidelines that maintains the par value of the investment. Any additions, deletions or modifications to this list must be approved in writing by the CFO.

· The remaining maturity of the securities in the fund shall not exceed 397 calendar days. The remaining maturity of a portfolio security shall be deemed to be the period remaining (calculated from the trade date or such other date on which the fund's interest in the security is subject to market action) until the date on which, in accordance with the terms of the security, the principle amount must unconditionally be paid, or in the case of a security called for redemption, the date on which the redemption payment must be made, except as provided. (Adjustable Rate Government Securities, Short-Term Variable Rate Securities, Long-term variable rate securities, Long-term Floating rate securities, Repurchase Agreements, Securities Lending Agreements).

(i)	Adjustable Rate Government Securities. A Government Security which is a Variable Rate Security where the variable rate of interest is readjusted no less frequently than every 762 calendar days shall be deemed to have a maturity equal to the period remaining until the next readjustment of the interest rate. A Government Security which is a Floating Rate Security shall be deemed to have a remaining maturity of one day.

(ii) Short-Term Variable Rate Securities. A Variable Rate Security, the principal amount of which, in accordance with the terms of the security, must unconditionally be paid in 397 calendar days or less shall be deemed to have a maturity equal to the earlier of the period remaining until the next readjustment of the interest rate or the period remaining until the principal amount can be recovered through demand.

(iii) Long-Term Variable Rate Securities. A Variable Rate Security, the principal amount of which is scheduled to be paid in more than 397 calendar days, that is subject to a Demand Feature shall be deemed to have a maturity equal to the longer of the period remaining until the next readjustment of the interest rate or the period remaining until the principal amount can be recovered through demand.

(iv) Short-Term Floating Rate Securities. A Floating Rate Security, the principal amount of which, in accordance with the terms of the security, must unconditionally be paid in 397 calendar days or less shall be deemed to have a maturity of one day.

(v) Long-Term Floating Rate Securities. A Floating Rate Security, the principal amount of which is scheduled to be paid in more than 397 calendar days, that is subject to a Demand Feature, shall be deemed to have a maturity equal to the period remaining until the principal amount can be recovered through demand.

(vi) Repurchase Agreements. A repurchase agreement shall be deemed to have a maturity equal to the period remaining until the date on which the repurchase of the underlying securities is scheduled to occur, or, where the agreement is subject to demand, the notice period applicable to a demand for the repurchase of the securities.

(vii) Portfolio Lending Agreements. A portfolio lending agreement shall be treated as having a maturity equal to the period remaining until the date on which the loaned securities are scheduled to be returned, or where the agreement is subject to demand, the notice period applicable to a demand for the return of the loaned securities.

(viii) Money Market Fund Securities. An investment in a money market fund shall be treated as having a maturity equal to the period of time within which the acquired money market fund is required to make payment upon redemption, unless the acquired money market fund has agreed in writing to provide redemption proceeds to the Fund within a shorter time period, in which case the maturity of such investment shall be deemed to be the shorter period.

3.	Diversification:

Other than with respect to U.S. government securities or securities back by the full faith and credit of the U.S. government; the Fund shall not invest

a) More than 10 percent of its total assets in repurchase agreements with any single counterparty or its affiliates (as defined in securities Exchange Act Rule 12b-2) at the time of purchase, with allowable collateral of US Treasury, Agency or Agency mortgage securities.
b) More than 5 percent of its total assets in securities issued by any single counterparty or its affiliates (as defined in Securities Exchange Act Rule 12b-2) at the time of purchase.
c) More than 25 percent of its total assets in the same industry.

The limitations of Section 4a and 4b shall operate independently of one another (i.e., the maximum permissible amount of assets invested in repurchase agreements with any single counter-party or its affiliates under section 4a shall not be further limited by any investments in securities of that counter-party or its affiliates under Section 4b; and the maximum permissible amount of assets invested in securities of any single counter-party or its affiliates under section 4b shall not be further limited by any investments in repurchase agreements with that counter-party or its affiliates under section 4a.

The following investments are specifically prohibited:

i. Derivative securities;
ii. Real estate, direct mortgages or real estate investment trusts;
iii. Commodities;
iv. Short sales and margin purchases;
v. Oil, gas, mineral, or other types of leases;
vi. Common stock;
vii. Structured notes.
viii. Structured Investment Vehicles (SIV)

All obligations shall be payable as to principal and interest in U.S. currency.

4.	Credit Ratings:

Instruments issued by domestic or foreign corporations including corporate notes rated A or better at time of purchase by Moody's Investor Service and Standard & Poor's. Commercial paper of domestic or international corporations must be rated A1, P-1 or F-1 by two of three rating agencies, or have a letter of credit drawn on an issuer meeting the above-mentioned credit rating. All permissible commercial paper must trade in an active secondary market.)

	Rating Agency
	Short Term
	Long Term

	2 of 3 required
	(13 mos. Or less)
	

	Standard and
	A-1
	A/AA/AAA

	Poor's
	
	

	Moody
	P-1
	A/Aa/Aaa

	Fitch
	Fl
	A/AA/AAA




PERFORMANCE BENCHMARK

Performance of the fund will be judged against the following: 

· 90 Day T-Bill


CONTROL & REPORTING OF INVESTMENTS 

The Chief Financial Officer, and President and Chief Executive Officer will maintain control and reporting responsibility for all investments. The Chief Financial Officer shall provide status and performance reports to the Investment Administration and Finance Committee at least quarterly.


COMMUNICATIONS/NOTIFICATION

The institution which holds the agency's investments will provide the CFO's office with reports on account investment activity as well as collateralization levels, if collateral is required. The institution will periodically report to the CFO's office to ensure that investments meet the Investment Guidelines. In the event of a security being put on negative watch or if there is a ratings downgrade below the minimum acceptable quality level stated herein, the institution from which the Agency has purchased the investment shall contact the CEO, CFO, and/or VP Finance/Controller immediately.


[bookmark: _GoBack]REGULATORY COMPLIANCE

The investments of the Agency will be managed in compliance with investment statutes for the State of Massachusetts and any rules or regulations thereof The burden for understanding laws, rules, or regulations falls upon the institution managing the Agency's investment portfolio. Resources used to monitor pre- and post tradepost-trade compliance include Bloomberg, and internally generated reports.
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