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INVESTMENT OF FUNDS:

PURPOSE

The Mid-Dakota Rural Water System, Inc., Board of Directors has established this policy to set guidelines, goals and strategies for the investment of corporate funds.
TERMS OF POLICY
A.
GENERAL INVESTMENT PRINCIPALS:

1. General Compliance: Mid-Dakota will comply with any restrictions placed upon the funds by applicable law, the Grantor or Mid-Dakota Bylaws, rules or policies. 
2. Compliance with Grant or Loan Funds: Mid-Dakota will comply with any provisions contained within applicable Grant or Loan Agreements and applicable Federal and State Laws.  To the extent permissible, Mid-Dakota will endeavor to maximize funds received from governmental entities by depositing said funds in interest-bearing accounts.  Said accounts for the deposit of governmental funds must be readily accessible and of negligible risk.  
3. Preservation of capital: Protecting the principal investment is Mid-Dakota’s primary goal and concern; secondary goals and concerns are liquidity and yield.   The Mid-Dakota Board recognizes that the funds for which they have been granted fiduciary responsibility are ultimately funds that belong to our member customers and that proper strategy for management of these funds must first-and-foremost include the protection and preservation of the invested funds.

4. Capital Growth:  Mid-Dakota will identify an appropriate amount of funds to be allocated towards long-term growth.  Said investments shall take into account the need to preserve the principal of the fund, but growth of the principal shall be the primary investment objective.
5. Returns greater than inflation:  The subtext to any investment is to realize a return on your principal.  Failure to outpace inflation will ultimately lead to a negative return on investment.  Therefore, Mid-Dakota will endeavor to at a minimum surpass normal and expected inflationary indices, regardless if the investment is for the “Preservation of capital” or for “Capital growth”.
6. Percentages regarding portfolio composition: All percentages pertaining to the portfolio composition as provided below under “Investment Strategies” shall be computed on the invested dollars at the time an investment is made.  Investment growth shall not be considered when determining percentages.  Gains or losses on investments shall not immediately be applied to the percentages of the portfolio.  Reasonable and adequate time shall be provided to the investment manager(s) to adjust the portfolio and bring it into compliance with the investment percentages provided, and managing said funds in a manner that will maximize the earning potential of invested funds.

B.
 INVESTMENT STRATEGIES:

1. Short-term investments: Typically, a large share of Mid-Dakota’s funds that are eligible for investment should be targeted for a short-term (less than or equal to three-years) investment and managed in a manner that will maximize the earning potential of the funds and keep them liquid and at minimum risk.  Mid-Dakota will deposit and invest funds in a manner so that not less than 70% of the total amount of funds available for investment is targeted for investment in such short-term, low-risk instruments.  Mid-Dakota will attempt to avoid any investment instrument that includes substantial early withdrawal penalties. Examples of short-term, low risk investment instruments are:

a.    Certificates of Deposits (CDs)
b.    Fixed Rate Annuities (or fixed sub-accounts within Variable Annuities).

c.     United States Government Bonds.
d.    Investment grade corporate bonds with a Standard & Poors or Moody rating of not less than “A”.  Not more than 10% of funds identified for “short-term investments” may be placed in this category.
e.     Money market funds or other such funds invested only in US Government      

        securities, repurchase agreements, certificates of deposit, bankers’     

        acceptances, or investment quality commercial paper.

2. Long-term investments: Funds deemed eligible for application of long-term investment strategies will typically be those funds that are not earmarked for a specific project, or capital that the Board does not reasonably expect to use within the next three years.  Notwithstanding the aforementioned limitations, Mid-Dakota will invest its funds in a manner so that not more than 30% of the total amount of funds available for investment are held in securities, bonds, money markets, or equities. Not more than 70% of the funds invested under this subsection may be invested in instruments containing equities.  The Board of directors must approve all investments to be made under this subsection. The Board may in its discretion delegate this approval power to a committee of the board.  Examples of long-term, growth orientated investment vehicles are:

a.    Publicly traded common stocks of US companies.  Equity mutual funds or 
       unit trusts that hold such equities are acceptable.
b.    Common stocks of foreign corporations, but only if they are traded on U.S. 
       exchanges or are held in mutual funds or unit trusts.  This portion shall not      

       exceed 25% of the equity portion of long-term investments.

c.    Publicly traded fixed income investments.  This portion shall not exceed 60% of long term investments.  
d.   Private equity investments (including Real Estate Investment Trust (REIT)     

      funds) or loans, provided that not more than 25% of the funds invested under 
      this subsection may be invested via private placement.  The board of directors 
      in its sole and exclusive discretion may chose to make a loan upon terms to 
      be decided by the board in lieu of or in conjunction with stock ownership. 
e.
Fixed-income investments.  All assets invested in short-term investments, investment grade corporate bonds or preferred stock and not more than 15% of the fixed income portion of the long-term investment will be invested in corporate high yield bonds which must be held in mutual funds or closed end funds.

f.
Managed futures, so long as they are bundled in a professionally managed portfolio structured as a mutual fund, limited partnership, or hedge fund.  Not to exceed more than 10% of this portfolio based on initial purchase.

C.
OTHER INVESTMENT AND FUND PRACTICES:
1. The allocation of investment assets for Mid-Dakota will be studied and recommended by the Budget Committee, the Corporation’s Secretary/Treasurer (if not already a member of the Budget Committee) and the General Manager.  The full board of directors will be responsible for approval of the allocation of investments. The investments will follow the asset allocation mode as provided in the “Investment Strategies” section of this policy.  The investments shall at a minimum be reviewed and rebalanced annually.

2.
Mid-Dakota will attempt to maintain an account consisting of otherwise un-obligated funds in an amount not to exceed 25% of the current year annual budget, which account or accounts will be used to manage cash flow and for the day-to-day operations of Mid-Dakota.  It is the goal of Mid-Dakota to invest any un-obligated funds in excess of said amount consistent with the “Investment Strategies” outlined above.
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