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How Pool Governing Bodies Can 
Fulfill Their Investment Duties

Perhaps more than any other operational 
function, a pool’s governing body is 
often directly involved in financial 

oversight. In most cases, the governing body 
establishes and oversees a pool’s investment 
strategy, process and portfolio. 

Fulfilling this governance duty is a critical charge. 
The portfolio’s maintenance and growth — and 
resulting member equity — help ensure pool 
members receive a consistent (or even improving) 
level of coverage and services. How the investment 
process is implemented and monitored can 
strengthen or hinder the pool’s ability to meet its 
member needs. 

In this issue of Intelligence, we’ll focus on how 
governing bodies of all experience levels can 
best fulfill three key investment responsibilities. 
We’ll also look at the process elements of sound 
investment decision-making and how to evaluate  
the appropriateness of third-party advice.

By Strategic Asset Alliance
(VP-level QEI Patron)

THREE CORE  
RESPONSIBILITIES
Here are three core responsibilities pool 
governing bodies carry as part of their 
investment responsibilities: 

1.  To act with reasonable skill and care

2.  To seek advice where appropriate

3.  To keep investments under  
continuous review

Within each of these duties are several 
things that can impact the entire 
investment process. 
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Common Elements of the Investment Process
Pools require a sound investment process to achieve desired 
results. While the scope and structure will vary from pool 
to pool (and may in some cases be restricted or regulated 
under state or provincial law), the investment process 
typically consists of the following foundational elements:

1.  Asset Allocation. Essentially, this is your pool’s 
investment strategy (i.e., the types and quantity of 
investments your pool selects). When choosing the types 
of allowable assets to invest in, consider desired return, 
tolerable risk of loss and organizational goals. 

2.  Investment Policy and Guidelines. Through a written 
investment policy and associated guidelines, pools 
document their investment objectives, the roles and restrictions of parties involved, and desired 
targets and limits for investing in specific asset types. Documentation is key to provide stability 
upon any change in staffing or contracted roles, as well as at the governing body level.

3.  Connection to Net Position. Investment experts talk about “risk tolerance,” which is an important 
consideration for all pools. When it comes to your pool’s tolerance for risk, think in terms of 
how your investment policies and strategies connect to your net position goals (net position is 
sometimes referred to as member equity). 

For instance, your goal to maintain or grow member equity may influence your investment strategy 
and policies. And your current net position relative to your net position targets may also inform 
how much investment volatility your pool can reasonably accept.

4.  Portfolio Monitoring. Monitoring the portfolio means looking at overall performance relative 
to pool and industry targets, and ensuring the portfolio is compliant with implemented policies, 
tolerance for risk, etc. 

5.  Performance Measurement and Analysis. Level of return and overall compliance to policy are 
important aspects of performance measurement. It’s also important to examine the reasons why 
your portfolio is performing the way it is, so your pool can feel secure in the level of risk it has 
taken on.

6.  Investment Manager Evaluation and Selection. Some pools have staff handle the portfolio (i.e., 
buying and selling securities), but most outsource portfolio management to a third party. Any 
third parties managing your pool’s portfolio should be evaluated for more than just performance 
and fees (although these are key). Pools should also seek to be aligned with third-party service 
providers from a philosophical and personnel perspective.

7.  Peer Group Analysis. By comparing your pool’s investment practices to those of other similar 
investors, you may be able to identify areas of improvement or additional methods of performance 
measurement. You can use a variety of methods to evaluate peer group investment performance, 
including through AGRiP’s Financial Benchmarking Initiative. 

https://www.agrip.org/home
https://www.agrip.org/intelligence/financial-benchmarking
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1. Act With Reasonable Skill and Care
Acting with reasonable skill and care does not require members of the 
governing body to be investment experts. It does require you to build and 
maintain investment knowledge that is appropriate for the needs of your pool. 

Here are some questions you can ask within your pool. How you answer these 
questions (for yourself or your pool) will help you assess whether additional 
investment information or training could be valuable.

•  Does the governing body clearly understand the totality of its 
investment responsibilities? The governing body may delegate certain 
investment duties, but that does not absolve it from accountability. 
Strive for complete clarity about areas of the investment process where 
the governing body engages and gauge the governing body’s comfort in 
assuming its investment responsibilities. 

•  Does the governing body consider all elements of the investment 
process in its deliberations? Every component of investment decision-
making is critical. If there are parts of the process being overlooked or 
given too much weight, determine what they are and how to better balance 
perspectives.

•  Is the governing body aware of all fees? On the surface, your pool may 
be experiencing strong investment performance. However, once fees are 
accounted for, investment returns might be lower than expected. Be sure to 
look at investment returns “net of fees” and remember that fee schedules 
can change over time (so reexamine them on a regular basis). 

•  Is the governing body aware of “opportunity costs?” Investment 
oversight isn’t just about making choices that help your pool — it’s also 
about ensuring your pool isn’t missing any avenues to improve outcomes. 
These “opportunity cost” considerations can be easily overlooked as they 
aren’t obvious in financial statements or quarterly reports. 

For example, a regulatory change in investment restrictions may expand 
eligible asset classes. Greater diversification could result in higher 
investment returns, particularly when adjusted for the amount of risk being 
assumed. (Even without a change in the external environment, maybe your 
portfolio could be more diversified.)

•  How comfortable is the governing body with the overall level of risk 
currently in the pool’s portfolio? To ensure your pool is getting the most out 
of its portfolio, reflect frequently on the pool’s tolerance for risk. For example, 
dramatic changes in your pool’s ultimate incurred losses and a resulting 
change in net position might cause you to rethink how your pool assets are 
currently allocated and how portfolio alternatives may perform. Ask questions 
about risk tolerance at least once per year, including what external influences 
might be cause for further discussion about investment risks.

The governing body 
may delegate 
certain investment 
duties, but that 
does not absolve it 
from accountability. 

HIDDEN COSTS
Here are some common but hidden 
costs that are important to be on the 
lookout for:

•   Fixed income bonds have no trading 
commissions, but stocks do.

•   The cost of trading bonds is higher than 
trading stocks. Bond trading incurs 
bid/ask differences and is subject to 
a generally inefficient market (less so 
with U.S. Treasury securities). Some 
brokers or dealers will buy a bond for 
their inventory and then sell the same 
bond to your pool, potentially benefiting 
on the trade twice.

https://www.agrip.org/home
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As important as it is to exercise reasonable skill and care, knowledge can be 
counterproductive if inappropriately applied. For example, those who are well 
versed in personal wealth or pension fund investments may not necessarily 
appreciate factors like time constraints, liabilities and tax implications (all 
of which impact pool investments). Be mindful about how unique pool 
investment purposes and practices are, and seek to use your other experience 
as the baseline for questions rather than assumptions. 

AGRiP’s Advisory Standards for Recognition include several 
pointers as to what constitutes “reasonable skill and care” when it 
comes to investment oversight. Notably, all the standards relative to 
this oversight fall under the category of governance best practices — 
highlighting again the important role of the pool governing body.
The Advisory Standards state:
The governing body annually reviews the pool’s investment policies, 
practices and performance. The pool’s investment policy includes, at a 
minimum: 
•  Goals and intended use of investment income 
•   Allowed allocation of invested assets, including regulatory 

constraints 
•  Portfolio diversification, liquidity and duration expectations 
•  Explicit delegation of authority regarding investment decisions 
•   Provisions for controls regarding invested assets, including those 

that address separation of duties, safekeeping and custodial 
procedures 

•   How and when the governing body will be made aware of investment 
allocations, results and related activities 

•   How and when the governing body will interact directly with 
investment managers, advisors and/or consultant

Read the full Advisory Standards for Recognition

2. Seek Advice When Appropriate
Your most valuable experts are your pool’s leadership team. Pool and finance 
executives will understand and provide important context about your pool’s 
investment strategy and related policies, shifting pool needs and emerging 
considerations that might influence investment outcomes. 

While you want to ask for these inputs, the pool governing body must execute 
independent thought demonstrated by asking questions and reviewing key 
data, and not merely “rubber stamp” recommendations from its leadership 
team. This is not about the governing body criticizing or challenging the 
knowledge and integrity of pool leadership — it’s about fulfilling your 
fiduciary obligation to the pool.

Be mindful about 
how unique 
pool investment 
purposes and 
practices are, and 
seek to use your 
other experience
as the baseline for 
questions rather 
than assumptions.

https://www.agrip.org/home
https://www.agrip.org/intelligence/financial-benchmarking
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Fulfilling this duty means even governing bodies with a collective investment 
fluency and the highest performing leadership will want to obtain occasional 
(or even relatively frequent) advice from outside resources. There are a 
number of finance-related service providers a governing body might consider 
(e.g., financial planners, accountants, etc.). Specifically, for investments, it’s a 
good idea to seek advice from fiduciaries. 

Fiduciaries most commonly come in two forms: investment managers and 
advisors.

•  Investment managers (or asset managers) are responsible for investing 
the assets that make up a pool’s portfolio, buying and selling securities to 
match the asset allocation structure determined by the pool. In addition 
to handling trades, investment managers may recommend investment 
strategies and portfolio solutions. Most investment managers will also 
offer research and analysis on their expectations for asset classes, overall 
portfolio performance and the markets in general.

•  Investment advisors (or consultants) will not typically be involved in 
actively managing the portfolio but will instead provide recommendations 
and independent perspective over some or all of the overall investment 
process. This includes assisting with the asset allocation process, 
evaluating or selecting an investment manager, reviewing performance for 
the total portfolio and providing market commentary.

Depending on your pool’s structure and jurisdictional requirements, as well as 
its own preferences and practices, you may solicit outside advisors informally 
or through a Request for Proposal (RFP) process. Regardless, any third-
party service provider should be carefully vetted by the pool. This includes 
comparing the scope of services proposed, fees, the respondent’s familiarity 
with the public sector, insurance and/or pooling, availability and accessibility, 
organizational structure and culture, and communication style.

No matter how long-standing and comfortable your third-party investment 
advisor or manager relationships may be, it’s important for the pool to hold its 
service providers accountable through a written agreement. Written standards 
for all service providers (not just those providing investment advice) are 
another best practice outlined in AGRiP’s Advisory Standards for Recognition. 

Learn more on this topic  
in AGRiP’s on-demand 
webinar titled (Re) 
Educating Governing Body 
Member to Understand 
Their Role in Investments

Watch now

https://www.agrip.org/home
https://www.agrip.org/best-practices/advisory-standards
https://www.youtube.com/watch?v=5JIfQ20ol4g&t=104s
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3. Keep Investments Under Continuous Review
The governing body’s review of pool investments will never be “done.” 
Investment review is a continuous process and ideally occurs through two 
lenses: suitability and diversification.

SUITABILITY
A pool’s investment portfolio ultimately serves to help the pool meet member 
needs, which can change over time (think about recent changes in cyber 
or sexual abuse and molestation coverage). Because of this, you’ll want to 
continuously review your pool’s portfolio to ensure its structure remains 
appropriate for overarching goals and objectives. 

1. Regulatory Constraints on Allowable Asset Classes
Regulations vary by jurisdiction and can limit pools from investing in certain 
asset classes. Common restraints or limits include the inability to invest 
in risk assets (investments outside of investment-grade fixed income) or 
a requirement to invest only in treasuries and agencies. Monitor these 
regulations carefully, because they can change. 

2. Current Asset Allocation and Potential Alternatives
Pools typically allocate most of their portfolio towards investment-grade 
fixed income to account for member (policyholder) obligations, reserves 
and sufficient risk capital. Even if your pool is heavily restricted in terms of 
allowable investments, it’s still good to regularly consider how alternative 
investment mixes might perform. 

For example, you might consider asset allocation models that focus just on the 
asset side of the balance sheet or that include the impact of reserves. Many 
pools model asset allocations by considering possible impact on reserves and 
net position. It may also be beneficial to test how the portfolio would perform 
by simply changing the amount allocated within certain asset classes, even if 
it’s limited to a certain number of fixed income types.

Even if your pool is 
heavily restricted in 
terms of allowable 
investments, it’s 
still good to 
regularly consider 
how alternative 
investment mixes 
might perform. 

https://www.agrip.org/home
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3. Book Yield, Duration and Credit Quality 
Two very important metrics for a pool’s fixed income portfolio are book yield 
and duration. Book yield indicates the raw earnings power of the portfolio, 
which is especially important to a pool’s financial statements and for pools 
that use mark-to-market accounting. Book yield is really a product of your 
investment selections (and allowable asset classes).

Duration measures the sensitivity of a bond’s price relative to interest rate 
changes. Recent results indicate that the longer the duration of a pool’s fixed 
income portfolio, the higher yields tend to be. Of course, a pool’s portfolio 
duration may be tied to the duration of its liabilities and reserves. Be familiar 
with your portfolio’s current duration, and make it a practice to consider 
whether there’s value in changing it.

Another metric to be familiar with is credit quality: the likelihood the bond’s 
issuer could default. Traditionally, bonds offer higher potential yields as 
they move further down in credit quality. Based on your comfort level, and 
especially for pools that find themselves limited in allowable asset classes, it 
could be worth reducing credit quality for higher potential yields. 

DIVERSIFICATION
Diversification is a strategy meant to mitigate investment risks by utilizing 
multiple asset classes within a portfolio (sometimes subject to regulatory 
constraints). The goal of using multiple asset classes is to achieve higher 
long-term returns on average while reducing the risk of exposure to any single 
holding or security.

Given what is typically a primary allocation to fixed income assets, most 
diversification by pools (that have flexibility to do so) is conducted through 
risk assets. This includes high-yield bonds, equities and certain long-term 
Schedule BA investments such as bank loans.

A strong net position may allow your pool to take on additional risk, and 
increasing the amount of risk assets relative to net position should correspond 
with an increase in expected return. However, leveraging too much risk 
relative to your net position or risks that are not properly balanced can be 
detrimental to your investment portfolio and your net position. Increasing or 
decreasing diversification may be another way to address your pool’s overall 
tolerance for risk. 

Many pools will survey the governing body and executive staff to determine 
risk tolerance as a baseline for setting diversification goals. The degree of 
diversification, including suggested asset types and allocation levels, will be 
influenced by responses to meet the pool’s collective needs.

A scenario-based impact analysis may be more effective in identifying and 
adopting an appropriate framework for diversification. This type of analysis 
models different portfolio structures and gauges how various scenarios would 
impact each model portfolio and the pool. For example, if the pool were to allocate 
20 percent of its net position towards risk assets, how much net position would be 
lost if the market sees levels similar to the 2008 financial crisis? 

LOW YIELDS
Pools will likely experience lower 
investment yields on bond portfolios 
for the foreseeable future. Because 
of this, governing bodies might also:

•   Review duration of reserves 
(liabilities) vs. duration of fixed 
income portfolio. What is the risk/
reward of increasing the bond 
portfolio’s duration while maintaining 
the current duration of liabilities? Is 
the potential for more yield worth the 
exposure to greater interest rate risk?

•   Determine “downside risk” of a given 
risk asset allocation. Examine the 
worst-case scenario of losses for 
individual risk asset classes — do 
any allocations fall outside of the 
pool’s overall risk tolerance? Is 
there a different allocation mix worth 
considering?

•   Evaluate current investment 
benchmarks. This is especially 
important for fixed income 
benchmarks and the tacit incentives 
that might be signaled to investment 
managers. Be sure the benchmarks 
your pool is using accurately evaluate 
how your portfolio is performing. 

https://www.agrip.org/home


Once scenarios have helped identify a pool’s overall risk tolerance, steps can 
then be taken to rethink diversification within the boundaries of acceptable risk. 

CONCLUSION
Investment oversight is a vital governance duty within any pool. Regardless 
of your current level of investment knowledge and expertise, you can greatly 
contribute to every investment conversation by keeping these core investment 
concepts in mind. 

Ask questions to learn more about your own pool’s investment strategies 
and decision-making, and don’t be afraid to ask about changing your pool’s 
historical practices. Of course, change isn’t always necessary. What is most 
important is that the governing body exercises independent thought and 
considers how and when the pool can best use investments to meet its goals 
for members.

Investment fluency is not a short-term undertaking. It takes time to be 
comfortable with the terminology and how concepts interrelate. Much like 
how your investment portfolio should be viewed through a long-term lens,  
so too should your education about investment oversight. 

The information in this article comes from reliable sources but the accuracy of information cannot be 
guaranteed. This article is not intended as legal or investment advice. Contact your pool’s professional 
advisors before making any decisions.
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AGRiP’s Financial 
Benchmarking 
Initiative
AGRiP produces a one-of-a-kind pooling 
resource, known as the Financial 
Benchmarking Initiative (FBI). The FBI 
allows your pool to measure its financial 
performance against the average 
financial performance of all other pools 
in AGRiP’s membership. 

The FBI won’t tell you why your pool’s 
financial results occurred, but it can 
give you an important indication about 
questions you should ask, including 
why your pool’s performance might be 
different than the industry averages.

The FBI includes 14 financial ratios and 
comparisons useful for every pool to 
know. For instance, in 2020 the average 
portfolio yield of a public entity pool was 
7.2 percent. If your own pool’s portfolio 
yield for 2020 was notably higher or 
lower, it might be worth asking what is 
different about your investment results 
as compared to other pools’.

Access to the FBI is controlled through 
password login and restricted to one user 
per pool (usually the top pool executive 
or director of finance). If your pool would 
like access, contact info@agrip.org.

https://www.agrip.org/home
https://www.agrip.org/intelligence/financial-benchmarking
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