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The Investment & Fund Strategy for the Monmouthshire Farm Endowment Trust 2018/19
Background

The Trustees shall each year consider for approval an annual Investment Strategy. The Trustees may also request submission of a
longer term investment strategy for approval. Any proposed in-year modification to the Investment Strategy must be approved by the
Trustees.

This investment strategy has been prepared with the assistance of Arlingclose, the current treasury advisor to both the Monmouthshire
Farm Endowment Trust and also Monmouthshire County Council.

The Trustees have agreed to a continued relationship with a Treasury advisor to provide expert advice on the continued suitability of a
variety of investment vehicles for inclusion in its portfolio. This will carry a small charge.

Interest Rate Forecast

Arlingclose’s forecast is for the UK Bank Rate to remain flat at .05% with a chance of increasing further by 0.25% in late 2018. Risks
remain slightly weighted to the upside.

The economic and interest rate forecast at Appendix 6 is provided by Monmouthshire County Council’s current treasury management
advisor. The Authority, in its position as trustee, will reappraise its strategies from time to time in response to evolving economic, political
and financial events.

With short term interest rates still low, an investment strategy historically would have typically resulted in a lengthening of investment
periods, where cash flow permits, in order to lock in higher rates of acceptable risk adjusted returns. The problem in the current
environment is finding an investment counterparty providing acceptable levels of counterparty risk for investments of that duration and
also an acceptable return.

The Monmouthshire Farm Endowment Trust, by means of this Investment strategy is permitted to utilise suitable Collective Investment
Schemes/Pooled Funds, which enable the Authority to diversify the assets and thereby reduce the underlying risk in the investment
portfolio and at the same time providing the potential for enhanced returns.
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Annual Investment and Fund Strategy

The Trustees shall invest Monmouthshire Farm Endowment Trust monies in accordance with Section 15 of the Scheme made by the
County Council of Monmouthshire.

Day to day activities required to implement this shall be delegated to the S151 Officer and the Treasury team of Monmouthshire County
Council. This can include a change to investment vehicle providing it still lies within the scope of this Investment strategy and is
approved by the current Treasury Management advisors.

In accordance with best practice, the Monmouthshire Farm Endowment Trust must consider the three objectives of security, liquidity and
yield in relation to the investment of its funds when making any investment. Maintaining a high level of security of investment ensures the
long term income generating capacity of the fund. The liquidity or accessibility of a portion of the investments ensures in the short term
expenses of the fund can be met.

The Overall Fund Strategy of the Monmouthshire Farm Endowment Trust Fund is to generate investment returns which after meeting the
expenses of managing the Fund, can be distributed to selected beneficiaries. The investment strategy is therefore to maximise returns
commensurate with appropriate levels of security and liquidity. Investments in Collective Investment Funds are likely to result in
fluctuations in principal. It is acceptable to allow this, if having taken appropriate advice; they are expected to be temporary in nature, in
order to improve total returns over a 3-5 year business cycle.

At 31st March 2017, the Monmouthshire Farm Endowment Trust had £617,796 of investments and £87,969 of cash.

Investments can be taken out by the Fund without specific reference to the Treasury Advisors at the time providing they are sterling
denominated investments with a maximum maturity of one year and also meet the “high credit quality” criteria determined by the
Trustees and set out in paragraph 3.9 and are not deemed capital expenditure investments under Statute.

Investments which do not meet the strict definition below of high credit quality and which have a longer term Investment horizon can be
made but only after consulting with the Monmouthshire Farm Endowment Trust Fund treasury advisors and the Head of Finance (S151
Officer) at Monmouthshire County Council, who represents the Trustees, to ensure the level of risk is in line with the Monmouthshire
Farm Endowment Trust Fund’s other current investment options.

The types of investments that are permitted to be used by the Monmouthshire Farm Endowment Trust are as follows:
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Table 2: Investments

Investment

Term deposits or Cash Deposits with banks and building societies

Gilts, Treasury-bills or the UK Debt Management Office

Collective Investment Schemes

Pooled funds with Monmouthshire County Council

NIIENIIENIEN

The Trustees and its advisors select countries and financial institutions after analysis and ongoing monitoring of:

Published credit ratings for financial institutions (counterparties):

o Investments are classed as having high credit quality if the lowest credit rating they have with Fitch, Moody’s and Standard &
Poors’ is A-, A3 and A- or higher.

o And a country rating of AA+ or equivalent for non-UK sovereigns

Credit Default Swaps (where quoted)

Sovereign Support mechanisms

Economic fundamentals (for example Net Debt as a percentage of GDP) and Economic trends
Sovereign support mechanisms

Share Prices

Corporate developments, news, articles, markets sentiment and momentum

Historical performance and expected future trends of Collective Investment Funds

Subjective overlay — or, put more simply, common sense.

Any institution can be suspended or removed should any of the factors identified above give rise to concern. The Monmouthshire Farm
Endowment Trust fund will not enter into any investment if it is outside the advice given by its Treasury advisors which is updated
monthly, weekly and daily according to the movements in the worldwide backdrop. This includes guidance on the maximum maturity of
investments with approved counterparties.
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New Investments made directly by the Monmouthshire Farm Endowment Trust Fund will be restricted in the following ways to ensure
diversification and hence reduction of both credit risk and interest rate risk.

e A minimum of £40,000 (at the time of investment) needs to be held in investments which are sufficiently liquid such as cash or other
investments less than one year so that grants can still be made if investment returns are low or to allow for the lead time for realising
certain investments. The full remaining balance can be invested in Collective Investment funds to maximise returns if this is in line
with the requirements of this strategy.

e The maximum amount which can be invested directly by the Monmouthshire Farms Endowment Trust Fund [MFETF] in any one
Collective Investment Fund (at the time of investment) is 45% of the total MFETF investment balance.

The amount invested should be spread across different asset classes such as Property, Bonds and Equity to diversify and reduce
overall risk. This spread should be viewed collectively with the funds invested by the Roger Edwards Educational Trust [REET] and
from which the MFETF benefits (£650,000 purchase price). As the REET Investments are weighted towards Equity it is not possible
to achieve an equal split across asset classes but a level of between 20% and 45% for at least three asset classes should be aimed
for. Appendix A includes the model portfolio which was used as a basis for the investments which have been undertaken.

e Up to 100% of the total investment balance can be held with Monmouthshire County Council or Instruments issued by the UK
Government, if required

e Up to 100% of the total investment balance can be invested as term deposits, CDs or call accounts with banks and building
societies. The maximum amount which can be invested with any one financial institution is £100,000 if of high credit quality
(approx15% of the total MFETF investment balance) or £50,000 if approved by the Treasury advisors although not considered high
credit quality.

e The maximum duration of term deposits and CDs with banks and building societies shall be in line with the ongoing advice given by
the Trust’s treasury advisors which varies with world economic factors.

At the end of each financial year the Trustees shall consider the actual return on investments & the extent to which the investment
objectives have been achieved.

The Trustees shall observe the following constraints in pursuing the investment objectives:
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e The restrictions on investments contained within Section 15 of the scheme made by Monmouthshire County Council.

e A proportion of the funds held may be pooled with Monmouthshire County Council’s overall investment portfolio, which is invested in
line with the Authority’s Treasury Management Strategy. Interest earned by the Authority and any investment losses incurred by the
Authority will be apportioned proportionally between the Local Authority and Monmouthshire Farm Endowment Trust in line with the
total investments held by each party.

NB: Any investments which move outside of the above criteria with time will be reinvested within the above criteria on maturity.

There are currently no ethical constraints on investment of funds and this matter will be reviewed if there are any changes in charity law
or other requirements.

There is now more than 12 months’ history to Monmouthshire Farms Trust’'s pooled fund holding. In capital terms, it should be
remembered that the emphasis of the investment in the selected funds is based on a long-term strategy of a five-year rolling basis

The values and performance of the investments reported in the latest available Arlingclose report are as follows;
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Please note the data above reflects the performance of the funds since inception as the funds were purchased on 26" January 2015.
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5.1

Training

The Head of Finance (S151 Officer) will ensure all staff are suitable trained to assist with this process and will organise awareness
training to Trustees, Cabinet and Audit Committee where appropriate.

Investment Consultants/ Treasury Advisors

The Monmouthshire Farm Endowment Trustees use Arlingclose as their Treasury Management Consultants to provide information,
advice and training relating to investments. Information relating to investments is provided from publicly available data and is
summarised in order to assist with decision making within the Authority. The information and advice covers the level of risk of investment
and the variety of options available.



Monmouthshire Farm Endowment Trust — Risk Assessment Policy 2018/19

The financial assistance provided by the Monmouthshire Farm Endowment Trust is to support the advancement of education in agriculture and
related subjects at college. Annually, monies are distributed and the key risk faced by the Monmouthshire Farm Endowment Trust is loss or
reduction in the amount of monies available.
An assessment of the risks faced by the Monmouthshire Farm Endowment Trust has been undertaken and steps taken to:

- avoid risks through alternative strategies

- limit and reduce risks by improving controls

- insure against specified risks
On an annual basis the risk assessment will be reviewed and updated to include any new risks identified.

The risks identified have been encompassed within 4 categories:

governance & management
operational risks

financial risks

- compliance risk

Monmouthshire County Council as custodian and administrator of the Monmouthshire Farm Endowment Trust manage the fund on the
Trustees behalf through the Cabinet and make all risk and investment decisions in a unified risk policy as advised by the Authority’s investment
and risk advisors.

The following paragraphs list the risks identified & the steps taken to mitigate or eliminate the risk.

1. Governance & Management

(@) The fund lacks direction?

The activities of the Fund are governed by the guidance in Section 4 of the Charity Act 2000.

The Cabinet has a clear purpose to maximise the return on its investments and this is contained within the investment policy.

(b) There are conflicts of interest?



Cabinet members are elected in accordance with the electoral cycle and are required to conduct themselves in-line with the Authority’s Code of
Conduct.

Members are required to declare any interests related to the activities of the Trust and may not vote on these decisions. These matters are
recorded in the official minutes.

Members allowance and expense payments are not charged to the Monmouthshire Farm Endowment Fund.
(c) Funds are used inappropriately?

The purpose for which funds can be used is contained within the objectives of the trust.

(d) Key staff, leave the Council’s employment?

The actions of Officers of the Council are determined by Delegated Powers.
A number of senior Council staff support and advise the Trustees on legal & financial matters.

(e) Inadequate information is provided to the Trustees?

Annually, the Trustees consider the level of reserves and anticipated investment income before determining the level of grants to be made
available.

Variances between the anticipated & actual investment income will be reflected in the following year’s grants.

2. Operational Risks

(a) Unsuitable staff support and advise Cabinet?

Monmouthshire County Council has a comprehensive recruitment process which is supported by a wide range of personnel policies.
The training & development needs of officers are identified through the Employee Review process.

A number of senior Council staff support and advise Cabinet on financial and legal matters.



(b) Systems & procedures are not secure?

Systems & procedures are documented & document retention policies are in place. IT systems have data back-up arrangements & disaster
recovery plans. Periodic audits identify internal control improvement requirements. Insurance provides a means to recover from specified
losses.

(c) Stakeholders are not satisfied with the operation of the Fund?

The Scheme made by the Trustees provides for the advancement of education in agriculture and related subjects at college.

The Trustees consider annual reports on the financial performance of the Trust.

The Trustees consider annually the level of funding available for grants.

(d) The assets of the Fund are at risk?

In accordance with the investment policy a number of constraints are placed upon the way in which monies are used.

A risk minimization strategy has been adopted which limits the investment of funds to individual institutions meeting specified criteria.

(e) Unsatisfactory returns on investment are achieved?

The reserves policy requires monies be invested in financial instruments which produce interest payments and there is no appreciation in the
capital value of the investment.

The overall aim is to obtain a satisfactory rate of return enabling Trustees to distribute an amount based on the forecast return on investments
during the current year, after meeting the expenses incurred in managing the fund.

Annually, the Trustees consider the actual return on investments and the extent to which the investment objectives have been achieved.

3. Financial Risks

(a) Budgetary control is inadequate?

Annually, the Trustees consider the level of reserves and anticipated investment income before determining the level of grants to be made.

Variance between the anticipated and actual investment income will be reflected in the following year’s grants.



(b) Financial administration is unsatisfactory?

Monmouthshire County Council personnel policies and procedures ensure Officers are appropriately qualified for the roles undertaken.
Internal control arrangements ensure there is division of duties amongst Officers. Periodic audits review the internal control arrangements.
(c) Financial losses arise due to speculative investment?

The investment policy prescribes a risk minimisation approach which can limit the investment of funds to institutions meeting specified criteria.
(d) Financial losses arise from fraud or error?

The internal control arrangements are based upon segregation of duties. Periodic audits review the internal control arrangements. Insurance
provides a means to recover from specified losses.

4. Compliance Risk
(a) Failure to comply with legislation / regulations?
The activities of the Fund are specified within objects of the Trust. The nature and format of financial reporting is specified by the Charity

Commission and an external audit of the accounts is mandatory. A number of senior Council staff support and advise Cabinet on legal and
financial matters.



