A comprehensive investment policy — the foundation of successful investment
management programs

Today, many non-profit organisations are grappling with questions about
how they respond to the performance of their investment portfolios. A
tough year in the market has resulted in capital value reductions of most
investment portfolios. With a deteriorating global economy increasing
the demand on services from the non-profit sector, unexpected
investment outcomes could not come at a worse time.

The possible slowdown in funding for non-profit organisations, from the
business sector and households, only increases reliance on internally
generated income streams. Emerging anecdotal evidence suggests that
non-profit investment outcomes are having a significant impact on their
ability to deliver their mission and programs.

In these challenging times, it is critical for boards, trustees or other
investment fiduciaries of non-profit organisations, to ensure they
follow a disciplined and systematic approach when overseeing their
investment management programs. Failing to do so through difficult
times can lead to reactive decision-making, which could potentially
have a significant long-term effect on returns, assets and the
organisation’s ability to achieve growth in their desired social impact.
The risks of getting too aggressive in the good times, and perhaps also
too illiquid or too conservative in difficult times and missing a major
rebound, can be reduced through the discipline provided through an
investment policy.

So, what is a disciplined and systematic approach? The foundation of
most successful investment management programs is a comprehensive
investment policy. A well-formulated investment policy for a non-

profit organisation can act as both a blueprint and a scorecard for
managing its investment strategy. An investment policy is a key tool
for all investors and even more critical for boards, trustees or other
investment fiduciaries who are entrusted to oversee the investment of
non-profit organisations. The investment policy forces these entities to
put their investment strategy in writing and commit to a disciplined and
systematic approach. It is designed to take the emation out of investing
and keep strategies on track, regardless of how the markets or the
economy behaves.

Developing an investment policy demands careful consideration of those
factors that make non-profit organisations unique. These factors include the
timing of revenues and expenditures, tax status, financial and non-financial
risks, liquidity constraints and desired levels of authority to be delegated

to investment managers. Although template policies are often used for the
development of an investment policy, boards, trustees or other investment
fiduciaries of non-profit organisations should avoid the temptation to take
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short-cuts in the development process. Instead, they should invest their time
to ensure their investment policy accurately reflects the mission and goals
of their organisation. Figure 1 provides a number of important components
which should be considered for inclusion in an investment policy. It should
be tailored for them and their particular situation and they should help
develop it and then own it.

Figure 1: Components of an investment policy

* Preamble on the organisation including definition of investment
goals and objectives

¢ Fund-flow guidelines

¢ Risk statement

e Socially responsible or ethical investment considerations
e Return objectives

¢ Allowed asset classes

e Asset allocations decision including control bands

* Investment management structure

* Performance reporting

® Investment review

The starting point is a well thought out statement of a non-profit
organisation’s investment goals or simply defining why the organisation
is investing its funds. There are many questions to be answered such
as, are the funds earmarked for a specific goal and what is the time
frame? Or, are the funds being invested to ensure purchasing power is
maintained while providing income to supplement ongoing operational
expenditure? Understanding the investment goals is fundamental

to determining a suitable investment strategy and ensuring the
fundamentals of risks and return are appropriately calibrated.

Once the investment goals are determined, stepping through the
subsequent components of an investment policy provides a plan for
formulating the investment mix required to achieve these goals. When
completed in consultation with appropriate stakeholders, the investment
policy should be circulated to the key stakeholders of the organisation.
Securing their support legitimises the investment policy as the authoritative
guide for an organisation’s investment management program.

An investment policy should be reviewed periodically. As investment goals
evolve, the investment policy should be reassessed. Even if investment
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goals remain unchanged, boards, trustees or other investment fiduciaries
should review their investment policies, at least quarterly, to ensure that
their portfolios are in line with their policies and that their goals are being

met. The review process is useful for new investment fiduciaries to become

familiar with the investment policy.

The establishment of an investment policy is fundamental to the prudent
management of a non-profit organisation’s funds. The extent to which an
investment policy is successful in acheiving its goals largely depends on

Boards, trustees or other investment fiduciaries should be willing to
actively operate in accordance with the investment managers and ensure
investment mangers clearly understand the rationale and requirement to
act within the policy guidelines.

The JBWere Philanthropic Services team can support non-profit
organisations in the development of a tailored investment policy. For
more details, please contact your JBWere adviser or the Philanthropic
Services team.

the importance assigned to it by the key stakeholders of an organisation.

The JBWere Philanthropic Services team is committed to contributing to the ongoing development of the philanthropic and the non-profit sectors in Australia and
New Zealand. Our team has been an integral component of JBWere's wealth management offering since 2001.

We work with individuals, families and businesses to help them develop and implement strategic philanthropy goals that meet their particular family, legacy, tax or
financial situation.
We also work with non-profit clients on governance, on how to maximise investment outcomes and on how to appeal to donors. In further support of our clients,

we conduct and compile research on best practice in the non-profit space and share these findings with our clients. Additionally, our team provides capacity-building
seminars and events that provide educational opportunities for non-profit staff and board members.

To find out more about how our JBWere Philanthropic Services team can help you, please contact:

David Knowles (02) 9321 8545 david.knowles@jbwere.com

Chris Wilson (03) 9679 1362 chris.wilson@jbwere.com

Important notice

This document comprises general advice only. In preparing it, JBWere Pty Ltd (JBWere) did not take into account the investment objectives, financial situation or particular needs (‘financial
circumstances’) of any particular person. Accordingly, before acting on any advice contained in this document, you should assess whether the advice is appropriate in light of your own financial
circumstances or contact your adviser.

This document has been prepared by the Philanthropic Services team at JBWere. It is not a product of the JBWere Investment Strategy Group. The views and opinions expressed here may differ
from the views and opinions expressed by the JBWere Investment Strategy Group.

The information contained in this document is based on our general understanding of taxation and other laws. Actual tax liabilities may differ from any estimates provided in this document. You
should consult with your professional taxation adviser before acting on the information or data contained in this document or contact your adviser if you require further assistance.

JBWere and its respective related entities distributing this document and each of their respective directors, officers and agents (JBWere Group') believe that the information contained in this
document is correct and that any estimates, opinions, conclusions or recommendations contained in this document are reasonably held or made as at the time of compilation. However, no warranty
is made as to the accuracy or reliability of any estimates, opinions, conclusions, recommendations (which may change without notice) or other information contained in this document and, to the
maximum extent permitted by law, the JBWere Group disclaims all liability and responsibility for any direct or indirect loss or damage which may be suffered by any recipient through relying on
anything contained in or omitted from this document.

© 2011 JBWere Pty Ltd ABN 68 137 978 360, AFSL 341162. All rights reserved. No part of this document may be reproduced without the permission of JBWere Pty Ltd.

JBWere Pty Ltd is 80.1% owned by National Australia Bank Limited.

Notice to recipient: This communication is being furnished to you solely for your information and may not be copied or redistributed to any other person. It is provided on the condition that you keep it
confidential and do not copy or circulate it in whole or in part. In particular, the information may not be redistributed outside of Australia and New Zealand via e-mail or otherwise.
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