Episcopal Diocese of Washington

Diocesan Investment Fund

Statement of Investment Policy

I. Investment Objectives
The investment objective of the Diocesan Investment Fund (Fund) is to maximize the long-term total return (income plus appreciation) consistent with prudent risk parameters and employing a balanced portfolio approach. The Fund has minimum goals of exceeding the risk-free rate of return as measured by U.S. Treasury bills by two percentage points and the inflation rate as measured by the Consumer Price Index (CPI) by five percentage points over three-year rolling time periods. The total fund performance will be compared to an appropriate blended index of equities and fixed income securities with a goal of exceeding the performance of such a benchmark index. The performance of the equity and bond components will be compared separately to appropriate equity or bond benchmark indices.

II. Asset Allocation

No more than 70% and no less than 45% of the fund’s assets may be invested in equity securities (including convertible preferred and convertible debt securities) based upon market value. The balance of funds not invested in equities should be invested in individual bonds rated A or better or qualified bond funds and short-term cash reserves. The Investment Committee will periodically establish a more specific ratio guideline between stocks and bonds falling within these parameters in conjunction with the investment manager or managers.

The following asset classes may be selected:

· Domestic Large Cap Equities

· Domestic Mid-Cap Equities

· Domestic Small Cap Equities

· Domestic Bonds

· International Equity

· Real Estate Investment Trusts

· Cash Equivalents

The Investment Committee (Committee) may periodically establish more specific guidelines between stocks and bonds falling within these parameters in conjunction with the investment manager or managers.

III. Investment Guidelines

Separately Managed Investments

· Equity securities may be chosen among those traded on the New York Stock Exchange, the American Stock Exchange, or the NASDAQ market.  No investment should be made in securities that are not readily marketable.

· The portfolio should be reasonably diversified by economic sector and individual issue in order to minimize investment risk. No equity security should exceed 5% of the portfolio’s total market value at the time of purchase. While it is recognized that subsequent market appreciation may cause an individual equity position to increase in relative size proportionate to the total portfolio, no single equity position should exceed 10% of the portfolio’s total market value.

· Bond Investments may include U.S. Government Obligations, Government Agency securities, mortgage backed securities, municipal bonds, or corporate debt securities rated A or better by both Moody’s and Standard & Poor’s credit rating agencies. As is the case with equity securities, the bond portfolio should be prudently diversified so that no more than 5% should be invested in the securities of any one issuer with the exception of U.S. Government or U.S. Government Agency securities.

· Specific restrictions on separate investments:

· No private placements or unmarketable securities

· No short sales

· No derivatives or options or futures contracts except for covered call options

· No commodities

· No borrowing or use of margin

· No securities of tobacco companies

Mutual Fund Investments

The Diocesan Investment Fund may also invest in high quality mutual funds. Mutual funds selected for investment must have at least a Four-Star ranking by Morningstar and have a Morningstar Risk Rating of Average or better. Mutual Funds selected for investment in the Diocesan Investment Fund must also have assets of at least $500 million for equity mutual funds and at least $3 billion for bond mutual funds and must have been in existence for at least 3 years. In addition, mutual funds must meet the following minimum criteria:

· Funds must correspond to the asset classes outlined in this Policy.

· The fund’s manager must have been in place for three years or more. Exceptions to this requirement based upon special circumstances will be subject to the review and approval of the Committee.

· The fund must have been following the same investment strategy for at least three years.

· The fund must have sufficient assets under management so that no single client represents more than 10% of the fund.

IV. Duties and Responsibilities of the Money Managers - Reporting/Investment Performance
The investment manager or managers shall provide quarterly statements of holdings and quarterly and annual investment performance reports on a time-weighted basis with comparisons to relevant benchmark indices and in accordance with current AIMR standards. The S&P 500 and/or equity indices that closely approximate the manager’s style, as agreed upon in advance by the investment manager and the Diocesan Investment Committee, will be used for comparison purposes for the equity portion of the portfolio. The bond portion of the portfolio will be similarly compared to an appropriate bond index or indices such as the Lehman Aggregate Bond Index as agreed upon in advance by the investment manager and the Committee. A blended composite benchmark will be used as a comparison to the total portfolio.

The Diocesan Investment Committee on a quarterly basis will review the investment manager or managers’ performance and the Committee shall meet at least annually with the investment manager or managers.

In addition, the duties and responsibilities of each money manager retained by the Committee include the following:

· Managing the Fund assets under its care, custody and/or control in accordance with the objectives and guidelines set forth herein, and also expressed in separate written agreements when deviation from this investment policy statement is deemed prudent and desirable by the Committee.

· Promptly informing the Committee in writing regarding all significant and/or material matters and changes pertaining to the investment of Fund assets, including, but not limited to:

· Investment strategy

· Portfolio structure

· Tactical approaches

· Ownership

· Organizational structure

· Financial condition

· Professional staff

· Recommendations for guideline changes

· All legal material, SEC and other regulatory agency proceedings affecting the firm.

· Promptly voting all proxies and related actions in a manner consistent with the long-term interests and objectives of the Fund set forth herein. Each manager shall keep detailed records of said voting of proxies and related actions and shall comply with all regulatory obligations related thereto (applies to separate account managers).

· The money managers shall communicate immediately to the Diocesan Investment Committee all rating downgrades of bonds resulting in a Moody’s or Standard & Poor’s rating of less than “A” should the managers wish to continue holding the security. Rating downgrades will be reviewed in depth by the money managers with the Investment Committee to determine the best solution. The Investment Committee will expect frequent communication from the money managers during the period investments are held after the downgrade. Downgraded investments may be held for a period of three months after the downgrading, if the money managers and the Investment Committee agree that retention is prudent. At the end of the three-month period, the money managers will assess the situation and review it with the Diocesan Investment Committee to determine how to proceed (applicable to separate account managers).

