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What were those
trustees thinking?

CLARE USHER-WILSON EXPLAINS THE BENEFITS
OF USING AN INVESTMENT POLICY STATEMENT

A CORNERSTONE OF effective trusteeship
is clear, upfront communication. This article
considers issues of communication surrounding
investments, and the role of an ‘investment policy
statement’ (IPS) specifically. An IPS carries the
same risk as any document termed ‘policy’ and/or
‘statement’ in that it is in grave danger of being
consigned to a dusty file after being read once. It
is the author’s hope that sufficient reasoning will
be offered as to why such a document might have
enduring practical utility for trustees as they
navigate the often difficult investment terrain.

A recurring theme of STEP’s Diploma in
International Trust Management is that trustees
are under a duty to invest trust funds, a duty that
is imposed by the rules of common law and equity
(and supplemented by modern trust legislation).
It is emphasised that ‘a rational investor must
assess how much risk he is prepared to accept and
invest accordingly’.’ The view put forward in this
article is that an IPS makes for a useful discussion
paper that records how such important decisions
were reached and communicates this clearly.

A well-drafted IPS will be the product of
attentive listening to the investment views of
both beneficiaries and colleagues, as, while
ultimate financial performance is important to
beneficiaries, so too is their peace of mind. This
is unlikely to be achieved if they are not clear as
to the trustees’ investment strategy; if their risk
appetite (or lack thereof) is not fully taken into
account or if general uncertainty swirls in their
minds. The value of trustees and beneficiaries
having a relationship that fosters frank, upfront
conversations, so as to avoid unhappy surprises,
cannot be overstated.

The IPS is also useful in communicating
investment aims to managers. Working under
the assumption that trust practitioners reading
this publication will have engaged in a rigorous
approach to investment manager selection, the
value of the IPS, providing, as it does, a clear
proposal brief for prospective managers, will be
apparent. When signing a mandate, a new investor
will usually be asked a number of multiple-choice
questions, the purpose ofwhich is to allow the
manager to assess and assign an appropriate risk
profile. A well-thought-through IPS will helpfully
supplement the usual ‘tick box’ approach in
clarifying the alms, risk profile and parameters of
the mandate. If this reveals investor expectations
that a manager cannot reasonably fulfil,
highlighting such incompatibilities should
prompt an equally useful dialogue.

‘The IPS serves
as an enduring
record of the
carefully
distilled thought
process that
went into the
investment
mandate’
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Once the mandate is in place, the IPS assists
the trustee when undertaking, for example,
quarterly investment portfolio reviews. It acts
as a useful aide-memoire in ensuring that the
parameters of the mandate are being respected.
The investment landscape, specifically with
regard to where risk might lurk, does evolve over
time, and the trustee and beneficiaries should
review the IPS together from time to time to
ensure that it remains relevant.

There is no definitive guide as to what should
be included in an IPS, as every case is different.
STEP’s UK Practice Committee developed a
sample IPS and accompanying guidance to assist
practitioners in complying with the requirements
under the TrusteeAct2000, applicable in
England and Wales, and other legislation, such
as the Trustee Act (Northern Ireland) 2001,
under which similar obligations are required.
While this has been developed with UK
practitioners in mind, it may provide a useful
example to practitioners in all jurisdictions of
the sort of content that can usefully be covered
in such a document.2

As with most trustee decisions, there is no
textbook guidance, as every decision will be
shaped by the prevailing circumstances. These
will centre on the individual beneficiaries’ wider
interests — particularly their views and global
economic situation (e.g. how dependent are they
on trust funds?). These considerations need to
be reconciled with the prevailing investment
climate, in which the trustee must pick from a
plethora of investment manager strategies and
styles where any combination of investments
may be selected.

Trustees will need to keep investment
performance under regular review. With all
these moving parts, it is little wonder that there
is no textbook. However, writing up a bespoke
IPS in consultation with beneficiaries will not
only provide a prompt sheet for discussion in
making key investment decisions, but also ensure
that the managers fully understand the aims of
the investor. Ultimately, the IPS serves as an
enduring record of the carefully distilled thought
process that went into the investment mandate.
Should investments not turn out as hoped, and
should the inevitable question ‘What were those
trustees thinking?’ be posed, the IPS should
provide that answer.
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