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Revised Investment Policy for City Funds 
 
 

Presenter: Bill Hannah, Director of Finance 

Meeting: Government Operations Committee                    Date:  April 18, 2022 

Proposed Cost:  N/A Budgeted Amount:  N/A Not Budgeted:     ☐  
Executive Summary (if not budgeted please explain):   
 
Since 1999, State statutes, specifically the Public Funds Investment Act, require that the City approve a 
written Investment Policy. This requirement provides parameters for designated staff to invest City funds 
on hand and funds that are received throughout the year, taking into account cash flow considerations. 
Given the recent changes in the forward-looking interest rate environment, staff has made some “clean-
up” changes to the Policy for Council consideration, in conjunction with the City beginning to take a 
more active approach for the investment of City funds. The changes to the Policy can be summarized 
below: 
 

1. Added statements clarifying that the purpose of the Policy and Investment program is to provide 
a competitive market rate of return, while prioritizing safety and risk avoidance. 

2. Added allowable investment option of corporate obligations with a maximum duration of three 
years 

3. Updated language regarding safekeeping of investments to include the broker/dealer’s 
safekeeping agent held in the Village’s name or a third-party trust account. 

4. Removed outdated definitions section. 
5. Eliminated CMO’s as allowable investment option. 
6. Added a clarifying statement that the City’s investment strategy is generally passive, meaning 

securities are held until maturity. 
 
Additional changes to the Policy may be brought for consideration in the future, however, staff wanted 
to bring the Policy to the Committee for discussion now given the timing of the current interest rate 
environment, and to have the broader discussion on cash and investment management. The current total 
portfolio of the City including all cash and investments is approximately $100,000,000, with about $70 
million available for ongoing investment activities (based on specific cash flow needs at certain times 
of the year). 
 
Attachments (please list):  
City Investment Policy 

Recommendation/Suggested Action (briefly explain): 
Discussion and consideration of adopting the revised Investment Policy 
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 City of St. Charles  

Corporate Funds Investment Policy 
 
 
City Council Approved on __________________ 
 
 
Applicability and Scope 
 
  This policy applies to the investment activities of the City of St. Charles (“the City”) and those 
involved in making investment decisions and managing the cash flow of funds.  This policy applies to 
all funds established by the City of St. Charles except the Police Pension Fund and Firefighters’ Pension 
Fund.  The City will consolidate cash balances from all funds to maximize investment earnings 
whenever possible.  Investment income will be allocated to the various funds based on their 
respective participation and in accordance with generally accepted accounting principles. It is the 
policy of the City to comply with the Public Funds Investment Act (30 ILCS 235/) which also requires 
the adoption of a written Investment Policy by the City Council. 
 
Purpose 
 
 The purpose of this policy is to establish guidelines for City officials who are responsible for 
the stewardship of the City’s financial assets and to reasonably assure the safeguard of those assets.    
 
I. Objectives 

 
A. The primary objectives of investment activities, in order of priority, shall be legal 

compliance, safety, liquidity, yield, and diversification. 
1. Legal Compliance – Investments shall be undertaken in compliance with the 

applicable provisions of Illinois Compiled Statutes and in accordance with the 
provisions of this policy.   

2. Safety and Risk Avoidance – After ensuring the legality of an investment, the 
primary objective shall be to preserve investment principal.  Investments shall 
be undertaken in a manner that seeks to ensure the preservation of capital in 
the portfolio.  The objective will be to mitigate credit risk and interest rate risk. 

3. Liquidity - The City's investment portfolio will remain sufficiently liquid to enable 
the City to meet cash operating requirements. In order to provide additional 
liquidity, a portion of the portfolio should consist of securities with active 
secondary markets and/or the use of local government investment pools which 
provide same-day liquidity. 

4. Yield - The overall investment portfolio shall be designed to attain a competitive 
market rate of return commensurate with the City’s investment risk constraints, 
cash flow characteristics and prudent investment principles. 
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5. Diversification - The City shall diversify its investments to avoid incurring 
unreasonable risks regarding specific security types and/or individual financial 
institutions.  

  
  III.     Standards of Care 
   

A. At all times, the individual maintaining the investments shall follow the "prudent 
person rule."  This rule obligates the individual making investments to exercise the 
degree of judgement and care, under circumstances then prevailing, which persons 
of prudence, discretion and intelligence exercise in the management of their own 
affairs, not for speculation but for investment, considering the probable safety of their 
capital as well as the probable income to be derived.  Investment officers acting in 
accordance with written procedures and this investment policy and exercising due 
diligence shall be relieved of personal responsibility for an individual security’s credit 
risk or market price changes, provided deviations from expectations are reported in a 
timely fashion and the liquidity and the sale of securities are carried out in accordance 
with the terms of this policy. 

 
B. In addition to the prohibitions contained in the Public Funds Investment Act, officers 

and employees involved in the investment process shall refrain from personal 
business activity that could conflict with the proper execution and management of 
the investment program, or that could impair their ability to make impartial decisions.  
Employees and investment officials shall disclose any material interests in financial 
institutions with which they conduct business. They shall further disclose any personal 
financial/investment positions that could be related to the performance of the 
investment portfolio.  Employees and officers shall refrain from undertaking personal 
investment transactions with the same individual with whom business is conducted 
on behalf of the City of St. Charles. 

 
C. Authority to manage the investment program is granted to the Director of Finance.  

Responsibility for the operation of the investment program is hereby delegated to the 
Director of Finance, who shall act in accordance with established written procedures 
and internal controls for the operation of the investment program established within 
this policy. No person may engage in an investment transaction except as provided 
under the terms of this policy and under the direction of the Director of Finance.  The 
Director of Finance shall be responsible for all transactions undertaken and shall 
establish a system of controls to regulate the activities of subordinates. 

 
   IV.   Safekeeping and Collateral  
 

A. It shall be the policy of the City to require that funds on bank deposits in excess of 
FDIC limits, or investments not guaranteed by the United States of America or any 
agency of the United States of America be secured by some form of collateral.  The 
City will accept any of the following assets as collateral: 
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1. Negotiable obligations of the United States Government. 
2. Negotiable obligations including FHLB letters of credit of any agency or     

instrumentality of the United States Government guaranteed by the full faith 
and credit of the United States Government. 

3. Negotiable obligations of the State of Illinois, or of any county, city, town or 
municipal corporation of this State or any other political subdivision of this 
State which are rated A or better by Moody's or Standard and Poors rating 
thereof. 

4. Negotiable obligations of any State of the United States, or any municipal or     
other political subdivision thereof which are rated A or better by Moody's or 
Standard and Poors rating thereof. 

 
The amount of collateral provided will not be less than 105% of the fair market value 
of the net amount of public funds secured.  Pledged collateral will be held in third 
party safekeeping as evidenced by a safekeeping agreement. The City shall require 
monthly reports that include the market value of securities pledged in the City’s 
name.   
 

B. Institutions and brokers/dealers shall be required to provide a safekeeping and/or 
confirmation receipt to evidence all Certificates of Deposit and investment 
transactions of the City. Certificates of deposit may be held at the issuing institution 
provided the Certificates of Deposit is identified to the City and is insured and/or 
properly secured, or may be held by the City. Investment securities may be held by a 
broker/dealer’s safekeeping agent provided the securities are identified to a specific 
City account and held in the City’s name. Investment securities may be held in a third 
party custodian trust account, which shall be in the name of and for the benefit of the 
City.  

 
  Broker/dealers may be a “primary” or regional dealer that qualifies under the 

Securities and Exchange Rule 15C3-1. Any broker/dealer desiring to become a 
qualified broker/dealer shall supply the City with the most recent audited financial 
statements, proof of Financial Industry Regulatory Authority (FINRA) certification, and 
proof of State registration. 

 
    V.     Suitable and Authorized Investments 
 

A. The City of St. Charles can invest in any type of security allowed by law as set out in 
the Illinois Compiled Statutes and the Public Funds Investment Act.  However, the City 
chooses to impose some additional restrictions on derivative types of securities.  The 
City does allow investment in derivatives but not those that are considered "high risk".  
These high-risk securities include, but are not limited to, floating rate securities, 
interest only strips, principal only strips, forwards, futures, currency and interest rate 
swaps, options, collateralized mortgage obligations and reverse repurchase 
agreements.   
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B. The following investments are permitted: 

1. U.S. Government Securities including bonds, notes, bills, strips, and 
debentures backed by the full faith and credit of the US Government or its 
Agencies, which have a liquid market with a readily determinable value. 

2. Interest bearing time deposits that are fully insured or collateralized. 
3. Bonds of states, municipalities, and their political subdivisions rated within 

the four highest general classifications of a nationally recognized rating 
agency 

4. Illinois Funds Investment Pool, IMET, the Illinois Trust Pool and other local 
government investment pools. 

5. Short term obligations of U.S. corporations (commercial paper) with assets 
exceeding $500,000,000 if (a) such obligations are rated at the time of 
purchase within the three highest classifications (such as A1P1, A2D2, A3P3) 
established by at least two standard rating services and which mature not 
later than  270 days from the date of purchase and (b) such purchases do not 
exceed 10% of the corporation's outstanding obligations. 

6. Money market mutual funds regulated by the Securities and Exchange 
Commission and as authorized under Illinois Compiled Statutes. 

7. Obligations of corporations organized in the United States with assets 
exceeding $500 million and rated at the time of purchase at one of the three 
(3) highest qualifications by at least two of the standard rating agencies which 
mature not later than three (3) years from the date of purchase 

   
   VI.     Diversification and Duration 
   

A. The investment portfolio shall be diversified in order to limit its exposure to market 
and credit risk.  The following parameters shall be followed. 
1. U.S. Government Securities including bonds, notes, bills, strips, and 

debentures backed by the full faith and credit of the US Government or its 
Agencies, which have a liquid market with a readily determinable value shall 
be permitted in any amount.  However, care should be taken to vary the 
investments in other ways such as differing securities, agency types, 
maturities etc., provided the diversification otherwise fits into the parameters 
of this policy.   

2. Commercial paper shall not exceed 25% of the of the investment portfolio. 
3. Investments will have varied maturities. 
4. When investing in state or municipal securities, the City shall limit its 

investments so that no more than 10% of its investment portfolio shall be 
invested in one issuer.   

5. Investments in local governmental investment pools shall be permitted in any 
amount, provided that the local governmental investment pool in question 
adheres to the same guidelines as the City’s general investment policy.   

6. Investments in customized managed accounts offered by financial institutions 
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and entities offering Local Governmental Investment Pools, provided such 
customized managed accounts are in accordance with the provisions of this 
policy and Illinois Compiled Statutes. 

 
B. To the extent possible, the City shall attempt to match investments with anticipated 

cash flow requirements.  Unless matched to a specific cash flow, the City will not 
directly invest in securities maturing more than five (5) years from the date of purchase 
or in accordance with State statutes. Reserve funds and other funds with longer-term 
horizons may be invested in securities exceeding five (5) years if the maturity of such 
investments is made to coincide as nearly practicable with the expected use of funds. 

 
C. A list of financial dealers and institutions authorized to provide investment services will 

be maintained.   
  

 VII.     Reporting 
 

A. The Director of Finance or a designee shall prepare an investment report at least 
quarterly. This summary will be prepared in a manner that will allow the entity to 
ascertain whether investment activities during the reporting period have conformed 
to the investment policy.  The report will be transmitted to the City Council and will 
include the following: 
1. A listing of individual securities held at the end of the reporting period by 

maturity date. 
2. Realized and unrealized gains or losses resulting from appreciation or 

depreciation by listing the cost and market value of securities over one-year 
duration that are not intended to be held to maturity (in accordance with 
GASB requirements). 

3. Income earned during the period 
4. Average weighted yield to maturity of the portfolio as compared to applicable 

benchmarks. 
5. Percentage of the portfolio by investment type. 
6. Market value of the portfolio at the reporting period. 

 
B. The investment portfolio will be managed in accordance with the parameters 

specified within this policy.  The portfolio should obtain a market average rate of 
return during a market/economic environment of stable interest rates.  Given that 
the City’s investment strategy is generally passive, which means securities are 
generally intended to be held until maturity, the City shall compare its return to the 
average return on the six-month U.S. Treasury bill. 

 
 C. The market value of the portfolio shall be calculated on an annual basis and a 

statement of the market value of the portfolio shall be issued.  This will ensure the 
review of the investment portfolio in terms of value and price volatility.  It will 
generally be the City’s policy to hold an investment until maturity unless a sale is 
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required to meet unanticipated expenses or would be beneficial to the City for the 
purpose of capital gain. 

 
VIII. Policy Considerations 
 

A. Any investment purchased before the date of the implementation of this policy that 
is not within the parameters of this policy shall be exempted from the requirements 
of this policy and will be held to maturity or to the time that it is deemed appropriate 
to sell the investment.  At that time such monies will be reinvested only as provided 
by this policy. 

 
B. This policy shall be reviewed on an annual basis.  The Director of Finance must 

approve any changes and if deemed significant, then approval will be made by the 
City Council. 

 
C. In the event of any conflict between this policy and the Public Funds Investment Act 

or case law, then the statues and case law shall control.  
 
IX. Internal Control  

 
A. The Director of Finance is responsible for establishing and maintaining an internal 

control structure designed to ensure that the assets of the City are protected from loss, 
theft or misuse.  The internal control structure shall be designed to provide reasonable 
assurance that these objectives are met.  The concept of reasonable assurance 
recognizes that (1) the cost of the control should not exceed the benefits derived and 
(2) the valuation of costs and benefits require estimates and judgements by 
management. To assure compliance with such policies and procedures, the internal 
control structure shall be reviewed annually by an external auditor in conjunction with 
the annual examination of the financial statement of the City. 
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