A Checklist of Internal Controls for the Investment Function

1. The government should have a written investment policy that has been approved by the governing body. The policy should be reviewed and revised periodically and approved by the governing body.

2. The investment policy should specify permissible investments by type and provide guidelines describing diversification and credit quality requirements for each type of permissible investment.

3. For each type of permissible investment, there should be an approved list of financial institutions and broker/dealers.

4. The investment policy should describe the process of selecting financial institutions, broker/dealers, custodians, etc., and require written contracts and agreements with these entities. The selection process should be carried out in conformance with the policy.

5. Investment transactions and strategies should be documented. The process of initiating, reviewing, and approving investment purchases and sales should be recorded in written documents and the documents should be retained for audit purposes.

6. Selected investments should be reviewed for: type, authorized trading partner, custodial arrangements, written authorizations, accounting and disposition of interest earnings.

7. The government should have a written wire transfer agreement with the bank outlining various controls and security provisions for making and receiving wire transfers. Written confirmations of telephone transactions for investments and wire transfers should be required.

8. Duties should be segregated so no one person has responsibility for investment transactions from beginning to end.

9. The credentials and references for all investment position candidates should be carefully reviewed and verified. The finalists for investment positions with bona fide security requirements should be screened for past records of indiscretion or criminal activity. Care should be taken so that all such candidates are treated equally in the selection process. Such screening should conform with applicable federal and state laws.

10. Investment procedures should be clearly documented. The documentation should include descriptions of employee responsibilities, the process for conducting and recording transactions, and clear delineation of authority to approve the transactions.

11. The government should have a training plan to ensure that each employee understands the tasks they are required to perform. The training plan should include updates and refresher training for investment staff who are responsible for making judgments about investment selection.

12. Confirmations of investment transactions should be obtained from the custodial bank.

13. The custodial bank should provide monthly verifications of both principal and market values of all investments and collateral. This information should be compared against internal records. Staff should immediately follow-up any discrepancies.

14. Investment reports should be produced on a periodic basis. The reports should include descriptions of investment amounts, transaction dates, interest rates, maturities, bond ratings, market prices and other related income. Investment yields should be monitored by an investment committee and compared against expectations.

15. Periodic internal control audits should be performed to verify that controls are functioning properly and in compliance with investment policy.
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