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The past two decades saw three recessions and major market downturns, out of
which arose a more complex institutional investment and regulatory landscape.
Amid this increasingly challenging market environment, foundations, endowments
and other nonprofit clients continue to demand higher standards from their
fiduciaries. A comprehensive and coherent Investment Policy Statement (IPS) is key
to meeting those demands and solidifying the relationship between clients and their
advisors. In this piece, we provide an overview of an IPS, explaining the goals and
importance of each of its components. We also illustrate the criticality of designing
a living document that defines the wants and needs of a nonprofit client while
providing job descriptions of its fiduciaries. 
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Key Takeaways
The Investment Policy Statement defines the relationship
between the client and its various fiduciaries. These include
the client’s Board of Directors or Investment Committee, as
well as third parties such as the Outsourced Chief
Investment Office (OCIO), investment managers, the
custodian and the trust services provider.
The IPS is the primary point of reference for the client and
its OCIO. It captures knowledge gained and decisions
informed by each stage of the investment process,
including client discovery, asset allocation, portfolio
construction, risk management and governance.
The primary goal of the IPS is to establish guidelines within
which the client can obtain its investment objectives. These
guidelines should limit excessive risk taking while
necessitating that the client assume sufficient risk to
generate the targeted return.
The guidelines should provide sufficient flexibility to invest
throughout a market cycle. But while the IPS is a living
document that evolves with the client’s circumstances, it
should not be altered frequently simply to respond to
short-term market fluctuations. 

What Is an IPS and Why Is It
Important?
At its core, an IPS defines and describes the client and its
financial goals, while documenting the roles and
responsibilities of all parties managing the investment
portfolios that are aligned with the client’s investment
objectives. These parties include but are not limited to the
client’s OCIO, its Board, its Investment Committee, its
investment managers and the custodian.

The IPS ultimately serves as the cornerstone of a client’s
relationship with its OCIO. It is written by the OCIO in
conjunction with the client to identify and establish goals and
objectives, benchmarks, asset allocation guidelines, and any
restrictions or idiosyncratic stipulations.

An IPS should provide a framework for the management of
client assets, putting rails in place that enhance a client’s
ability to achieve its financial targets and to describe the
fundamental intentions that are true to the spirit of the
nonprofit. The process of developing an IPS should also be an
opportunity for the OCIO to set and manage expectations
around market outlook and the impact of that outlook on the
client’s short-term and long-term investment requirements.

Once formed, an IPS acts as a blueprint—providing context
for the goals of the investment portfolios and helping to
contextualize the client’s spending outlook. The document

enables OCIOs to provide a full suite of investment
management, fiduciary oversight and operations/
administrative services, allowing clients to focus on bigger-
picture items.

Developing a Comprehensive IPS
The IPS is the central point of reference between the client
and the OCIO through each stage of the ongoing investment
lifecycle. While certain portions like the setup and structure
are static and evergreen, the primary components of the IPS
should be dynamic. (See Exhibit 1)

Exhibit 1: Our IPS Construction Process

Four pillars—client discovery, asset allocation, portfolio
construction, and governance—support an ongoing process
that is wrapped in risk management and should remain
iterative.

This means that when establishing an IPS, both the client and
the OCIO should do so with the understanding that certain
aspects will evolve over time, given changing market
environments and expectations as well as shifting client
needs and constraints. These shifts may include changes in
client cash flows and spending policies.

For example, a client may come to the OCIO with what it
thinks are achievable goals. But the OCIO may find, and help
the client realize, that to attain those goals, certain criteria—
such as investment objectives, asset allocation guidelines,
benchmarking and manager selection guidelines—may require
adjustments at the onset of the IPS and throughout the
length of the relationship.

In essence, an IPS is part art and part science, a document
evolving along with the client’s objectives, needs, and
constraints. It helps preserve the relationship between
institutions when there is turnover among the individuals
involved. Consider a client’s Board of Directors whose
membership changes every few years. While the interests of
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all parties are naturally aligned as fiduciaries, the IPS provides
a North Star to guide each stakeholder toward the client’s
ultimate objectives.

While the components of each IPS pillar may vary, depending
on client type, an IPS should address the following:

An IPS in Action
To illustrate some key components of an IPS and to
demonstrate their values, we offer the following example.

Client Discovery Process

A $50 million community foundation hires Morgan Stanley’s
Custom Solutions OCIO as a fiduciary with discretionary
authority over its investment portfolio. During the client
discovery process, it becomes clear that the foundation had
suffered from liquidity challenges and insufficient returns.

While the foundation has three asset pools—each used to
fund distinct short- and long-term initiatives with different
time horizons and liquidity needs—under its previous IPS, the
three pools shared one asset-allocation framework.  (See
Exhibit 3)

Exhibit 3: Previous IPS

With comingled objectives, there was no way to ensure that
each pool was invested with the appropriate risk tolerance
and return profile to meet its specific spending goals.

This scenario potentially puts the foundation at risk of failing
to meet its overall objectives. For instance, if the asset pool
earmarked for operational spending over the next one to
three years is invested with the same aggressive-growth
objective as the pool designated for long-term grant making,
the client’s spending needs could become significantly
underfunded if the market experiences heightened volatility
in the near term. (See Exhibit 4)

Exhibit 4: Previous Asset Allocation Framework

The new OCIO decides to take a more rigorous approach,
developing a distinct plan for each pool of assets.
Additionally, the OCIO team notices during the discovery
process that the foundation has a preference for sustainable
investments—a preference not previously documented in the
client’s previous IPS. With a better understanding and IPS
documentation of the foundation’s views toward
environmental, sustainability and governance (ESG) issues,
the OCIO is able to memorialize this preference within the
client’s investment philosophy and provide a level of
accountability to ensure those views are adequately reflected
in the portfolios.
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Asset Allocation and Portfolio Construction

The foundation’s previous IPS called for investing the short-
term operational asset pool as aggressively as the long-term
grant-making pool. Had these assets been invested this way
during the Great Financial Crisis ('08-'09), heightened levels
of volatility and significant drawdowns would have made it
nearly impossible to meet operational spending obligations.
The risk and return characteristics provide further evidence of
how different the investment objectives are for each asset
pool. 

By creating an IPS that addresses each unique pool with
differentiated benchmarks, the OCIO ultimately is able to

tailor asset allocation guidelines for each initiative—
guidelines governing which asset classes to invest in and how
much to invest in each. The asset-allocation guidelines
highlight the recognizable differences in the pools’ risk/return
profiles. To further ground the concept of investing
thoughtfully with needs and objectives in mind, the OCIO
also determines a rebalancing schedule to ensure that
investments do not stray beyond those stated in the IPS. 

This process, which places rails around the way the OCIO can
invest money earmarked for specific needs, can provide clear
guidelines for the foundation. (See Exhibit 5)

Exhibit 5: New Asset Allocation Framework

Benchmarks: Custom Solutions OCIO 2020 
Expected Average Annual Return and Volatility Assumptions from the Global Investment Committee
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To offer the foundation a better understanding of the makeup
of its portfolios, the new IPS also includes information about
how the underlying investments are identified and evaluated.
This process includes the OCIO’s identifying criteria regarding
manager selection and retention of investments within a
portfolio. This, in turn, involves a consideration of the
proposed investment manager’s investment style and
discipline and of the way in which each proposed investment
complements the portfolio’s other assets.

Lastly, because the foundation has specific ESG themes it
wants reflected in its holdings, the OCIO makes note of any
restrictions—in this case, prohibiting exposure to specific
businesses— oil and gas companies, for example.

Governance

Partnering with this client, the new OCIO clearly outlines the
roles and responsibilities of the client’s Investment
Committee, the OCIO team as the discretionary fiduciary, the
Investment Managers that will be used in the portfolio, and
the custodian. Having an IPS that clearly defines roles and
responsibilities ensures that all parties are on the same page
and adds another layer of accountability.

In contrast to the client’s previous IPS, the new IPS created by
the OCIO and the client develops performance benchmarks
specific to each asset pool and clearly outlines the oversight
standards that the OCIO and the foundation agree are
appropriate to evaluate and monitor progress toward stated
goals and objectives.

Memorializing a meeting cadence for the foundation and the
OCIO to review and evaluate the IPS enables the OCIO to set
expectations and helps to mitigate the emotional response
arising in periods of heightened volatility. Additionally,
documenting expectations around ongoing communications,
including day-to-day connectivity and regular review of
portfolio performance, keeps the foundation apprised of any
material changes to the OCIO’s investment outlook and
tactics.

Conclusion
An IPS provides the foundation for the relationship between a
nonprofit and its OCIO and other fiduciaries, a foundation
that is increasingly critical for a strong base and ongoing
peace of mind for clients in an environment marked by
heightened market complexity.

This is even more essential today than in previous
environments, given the anticipated lower investment returns
over the next two decades. Stocks, as measured by the S&P
500 Index, compounded annually at 12.7% between March
2009 and February 2020. But over the next 20 years, U.S.
equities are anticipated to return an average of 7.9% a year,
according to Morgan Stanley Wealth Management’s Global
Investment Committee (GIC). (Source notes: March 31, 2021
Capital Markets Assumptions.)

Consider, too, the heightened volatility experienced since
March 2020 and the GIC’s expectations for “choppy” periods
in the coming year. These highlight further the benefits of
laying out the various responsibilities of each entity with
fiduciary responsibilities, while establishing guidelines for a
client’s risk-taking comfort zone and ensuring that a client’s
objectives are realistic.

While the IPS is a living document, investment policies and
guidelines should not change frequently. It is important to
keep in mind that goals and objectives will be reviewed over
varying periods of time and that short-term changes in the
markets should not require an adjustment to their IPS.

Next Steps
For more information about Morgan Stanley Wealth
Management’s dedicated OCIO service, please contact your
Morgan Stanley Financial Advisor. 
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Disclosure Section
Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States.

The sole purpose of this material is to inform, and it in no way is intended to be an offer or solicitation to purchase or sell any security, other
investment or service, or to attract any funds or deposits. Investments mentioned may not be appropriate for all clients. Any product discussed
herein may be purchased only after a client has carefully reviewed the offering memorandum and executed the subscription documents.

Please consider the investment objectives, risks, charges and expenses of the fund(s) carefully before investing. The prospectus contains this
and other information about the fund(s). To obtain a prospectus, contact your financial advisor. Please read the prospectus carefully before
investing.  

Past performance is not necessarily a guide to future performance.    Rebalancing does not protect against a loss in declining financial markets.
There may be a potential tax implication with a rebalancing strategy. Diversification does not assure a profit or protect against loss in declining
financial markets.

Morgan Stanley Wealth Management has not considered the actual or desired investment objectives, goals, strategies, guidelines, or factual
circumstances of any investor in any fund(s). Before making any investment, each investor should carefully consider the risks associated with
the investment, as discussed in the applicable offering memorandum, and make a determination based upon their own particular circumstances,
that the investment is consistent with their investment objectives and risk tolerance.

Morgan Stanley Smith Barney LLC offers investment program services through a variety of investment programs, which are opened pursuant
to written client agreements. Each program offers investment managers, funds and features that are not available in other programs;
conversely, some investment managers, funds or investment strategies may be available in more than one program.

Morgan Stanley’s investment advisory programs may require a minimum asset level and, depending on a client’s specific investment objectives
and financial position, may not be appropriate for the client. Please see the applicable program disclosure document for more information,
available at www.morganstanley.com/ADV or from your Financial Advisor.

The investment management services of Morgan Stanley Smith Barney LLC and investment vehicles managed by Morgan Stanley Smith Barney
LLC or its affiliates are not guaranteed and could result in the loss of value to your account. You should note that investing in financial
instruments carries with it the possibility of losses and that a focus on above-market returns exposes the portfolio to above- average risk.
Performance aspirations are not guaranteed and are subject to market conditions. High volatility investments may be subject to sudden and
large falls in value, and there could be a large loss on realization which could be equal to the amount invested.

The Custom Solutions program available through Morgan Stanley. Custom Solutions is Morgan Stanley Wealth Management’s outsourced
Chief Investment Officer (OCIO) program, which provides a discretionary investment management solution for accounts generally in excess of
$10 million in assets. The program’s robust investment process includes investment policy statement (IPS) development and review, customized
asset allocation, investment product selection, risk management, disciplined rebalancing and ongoing portfolio monitoring.

To learn more about the Custom Solutions program, read the applicable Morgan Stanley Smith Barney LLC ADV brochure and/or brochure
supplement, available at www.morganstanley.com/ADV. All investment advisory services related to the advisory programs identified in this
material are delivered to clients in the United States only by Morgan Stanley Smith Barney LLC

This material is not a solicitation of any offer to buy or sell any security or other financial instrument or to participate in any trading strategy.
Transitioning from a brokerage to an advisory relationship may not be appropriate for some clients.

The Global Investment Committee is a group of seasoned investment professionals who meet regularly to discuss the global economy and
markets. The committee determines the investment outlook that guides our advice to clients. They continually monitor developing economic
and market conditions, review tactical outlooks and recommend model portfolio weightings, as well as produce a suite of strategy, analysis,
commentary, portfolio positioning suggestions and other reports and broadcasts.

Investing in the markets entails the risks of market volatility. The value of all types of investments may increase or decrease over varying time
periods. Asset allocation and diversification do not guarantee a profit or protect against loss. Past performance is not a guarantee of future
performance.

Equity securities’ prices may fluctuate in response to specific situations for each company, industry, market conditions and general economic
environment. Companies paying dividends can reduce or cut payouts at any time.

To the extent the investments depicted herein represent international securities, you should be aware that there may be additional risks
associated with international investing, including foreign economic, political, monetary and/or legal factors, changing currency exchange rates,
foreign taxes and differences in financial and accounting standards. These risks may be magnified in emerging markets. International investing
may not be for everyone.

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies.

All expressions of opinion are subject to change without notice and are not intended to be a forecast of future events or results. Further,
opinions expressed herein may differ from the opinions expressed by Morgan Stanley Wealth Management and/or other businesses/ affiliates of
Morgan Stanley Wealth Management.

Past performance is no guarantee of future results. Actual results may vary. Diversification does not assure a profit or protect against loss in a
declining market.
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This material is not to be reproduced or distributed to any other persons (other than professional advisors of the investors or prospective
investors, as applicable, receiving this material) and is intended solely for the use of the persons to whom it has been delivered. This material is
not for distribution to the general public.

The sole purpose of this material is to inform, and it in no way is intended to be an offer or solicitation to purchase or sell any security, other
investment or service, or to attract any funds or deposits. Investments mentioned may not be appropriate for all clients. Any product discussed
herein may be purchased only after a client has carefully reviewed the offering memorandum and executed the subscription documents.
Morgan Stanley Wealth Management has not considered the actual or desired investment objectives, goals, strategies, guidelines, or factual
circumstances of any investor in any fund(s). Before making any investment, each investor should carefully consider the risks associated with
the investment, as discussed in the applicable offering memorandum, and make a determination based upon their own particular circumstances,
that the investment is consistent with their investment objectives and risk tolerance.

Alternative investments often are speculative and include a high degree of risk. Investors could lose all or a substantial amount of their
investment. Alternative investments are appropriate only for eligible, long-term investors who are willing to forgo liquidity and put capital at
risk for an indefinite period of time. They may be highly illiquid and can engage in leverage and other speculative practices that may increase
the volatility and risk of loss. Alternative Investments typically have higher fees than traditional investments. Investors should carefully review
and consider potential risks before investing. Certain of these risks may include but are not limited to:

Loss of all or a substantial portion of the investment due to leveraging, short-selling, or other speculative practices;
Lack of liquidity in that there may be no secondary market for a fund;
Volatility of returns;
Restrictions on transferring interests in a fund;
Potential lack of diversification and resulting higher risk due to concentration of trading authority  when a single advisor is utilized;
Absence of information regarding valuations and pricing;
Complex tax structures and delays in tax reporting;
Less regulation and higher fees than mutual funds;
Risks associated with the operations, personnel, and processes of the manager; and
Risks associated with cybersecurity.

As a diversified global financial services firm, Morgan Stanley engages in a broad spectrum of activities including financial advisory services,
investment management activities, sponsoring and managing private investment funds, engaging in broker-dealer transactions and principal
securities, commodities and foreign exchange transactions, research publication, and other activities. In the ordinary course of its business,
Morgan Stanley therefore engages in activities where Morgan Stanley’s interests may conflict with the interests of its clients, including the
private investment funds it manages. Morgan Stanley can give no assurance that conflicts of interest will be resolved in favor of its clients or
any such fund.

All expressions of opinion are subject to change without notice and are not intended to be a forecast of future events or results. Further,
opinions expressed herein may differ from the opinions expressed by Morgan Stanley Wealth Management and/or other businesses/ affiliates of
Morgan Stanley Wealth Management.

This is not a "research report" as defined by FINRA Rule 2241 or a "debt research report" as defined by FINRA Rule 2242 and was not prepared
by the Research Departments of Morgan Stanley Smith Barney LLC or Morgan Stanley & Co. LLC or its affiliates.

Certain information contained herein may constitute forward-looking statements. Due to various risks and uncertainties, actual events, results
or the performance of a fund may differ materially from those reflected or contemplated in such forward-looking statements.

Clients should carefully consider the investment objectives, risks, charges, and expenses of a fund before investing.

Indices are unmanaged and investors cannot directly invest in them. They are not subject to expenses or fees and are often comprised of
securities and other investment instruments the liquidity of which is not restricted. A particular investment product may consist of securities
significantly different than those in any index referred to herein. Composite index results are shown for illustrative purposes only, generally do
not represent the performance of a specific investment, may not, for a variety of reasons, be an appropriate comparison or benchmark for a
particular investment and may not necessarily reflect the actual investment strategy or objective of a particular investment. Consequently,
comparing an investment to a particular index may be of limited use.

Alternative investments involve complex tax structures, tax inefficient investing, and delays in distributing important tax information. Individual
funds have specific risks related to their investment programs that will vary from fund to fund. Clients should consult their own tax and legal
advisors as Morgan Stanley Wealth Management does not provide tax or legal advice.

Interests in alternative investment products are only made available pursuant to the terms of the applicable offering memorandum, are
distributed by Morgan Stanley Wealth Management and certain of its affiliates, and (1) are not FDIC-insured, (2) are not deposits or other
obligations of Morgan Stanley Wealth Management or any of its affiliates, (3) are not guaranteed by Morgan Stanley Wealth Management and
its affiliates, and (4) involve investment risks, including possible loss of principal. Morgan Stanley Wealth Management is a registered broker-
dealer, not a bank.

Sources of Data. Information in this material in this report has been obtained from sources that we believe to be reliable, but we do not
guarantee its accuracy, completeness or timeliness. Third-party data providers make no warranties or representations relating to the accuracy,
completeness or timeliness of the data they provide and are not liable for any damages relating to this data.

All opinions included in this material constitute the Firm’s judgment as of the date of this material and are subject to change without notice.
This material was not prepared by the research departments of Morgan Stanley & Co. LLC or Morgan Stanley Smith Barney LLC. Some
historical figures may be revised due to newly identified programs, firm restatements, etc.
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Tax laws are complex and subject to change. Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial
Advisors and Private Wealth Advisors do not provide tax or legal advice and are not “fiduciaries” (under ERISA, the Internal Revenue Code or
otherwise) with respect to the services or activities described herein except as otherwise provided in writing by Morgan Stanley and/or as
described at www.morganstanley.com/disclosures/dol. Individuals are encouraged to consult their tax and legal advisors (a) before establishing
a retirement plan or account, and (b) regarding any potential tax, ERISA and related consequences of any investments made under such plan or
account.

Investing in the markets entails the risks of market volatility. The value of all types of investments may increase or decrease over varying time
periods. Asset allocation and diversification do not guarantee a profit or protect against loss. Past performance is not a guarantee of future
performance.

Rebalancing does not protect against a loss in declining financial markets. There may be a potential tax implication with a rebalancing strategy.
Diversification does not assure a profit or protect against loss in declining financial markets.

In the Custom Solutions program, accounts are subject to an annual asset-based fee which is payable quarterly in advance (some account types
may be billed differently), (the “Fee”). In general, the Fee covers all fees or charges of MSSB (including investment advisory services, brokerage
commissions, compensation to MSSB Financial Advisors and MSSB custodial charges) except certain costs or charges associated with the
account such as any applicable Sub-Manager fees or certain securities transactions, including dealer mark-ups or mark-downs, auction fees,
certain odd-lot differentials, exchange fees, transfer taxes, electronic fund and wire transfer fees; charges imposed by custodians other than
MSSB. The Morgan Stanley Smith Barney LLC Custom Solutions program is described in the applicable Morgan Stanley Smith Barney LLC ADV
Brochure, available at www.morganstanley.com/ADV.

Overlay Managers or Executing Sub-Managers (“managers”) in some of Morgan Stanley’s Separately Managed Account (“SMA”) programs may
affect transactions through broker-dealers other than Morgan Stanley or our affiliates. If your manager trades with another firm, you may be
assessed costs by the other firm in addition to Morgan Stanley’s fees. Those costs will be included in the net price of the security, not
separately reported on trade confirmations or account statements. Certain managers have historically directed most, if not all, of their trades to
outside firms. Information provided by managers concerning trade execution away from Morgan Stanley is summarized at:
www.morganstanley.com/wealth/investmentsolutions/pdfs/adv/sotresponse.pdf. For more information on trading and costs, please refer to the
ADV Brochure for your program(s), available at www.morganstanley.com/ ADV, or contact your Financial Advisor/Private Wealth Advisor.

Certain strategies managed or sub-advised by us or our affiliates, including but not limited to MSIM and Eaton Vance Management (“EVM”) and
its investment affiliates, may be included in your account.

This material is not a financial plan and does not create an investment advisory relationship between you and your Morgan Stanley Financial
Advisor. We are not your fiduciary either under the Employee Retirement Income Security Act of 1974 (ERISA) or the Internal Revenue Code of
1986, and any information in this report is not intended to form the primary basis for any investment decision by you, or an investment advice
or recommendation for either ERISA or Internal Revenue Code purposes. Morgan Stanley Private Wealth Management will only prepare a
financial plan at your specific request using Private Wealth Management approved financial planning signature.

We may act in the capacity of a broker or that of an advisor. As your broker, we are not your fiduciary and our interests may not always be
identical to yours. Please consult with your Financial Adviser/Private Wealth Advisor to discuss our obligations to disclose to you any conflicts
we may from time to time have and our duty to act in your best interest. We may be paid both by you and by others who compensate us based
on what you buy. Our compensation, including that of your Financial Advisor/Private Wealth Advisor, may vary by product and over time.

For index, indicator and survey definitions referenced in this report please visit the following: https://www.morganstanley.com/wealth-
investmentsolutions/wmir-definitions

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice. Each client should
always consult his/her personal tax and/or legal advisor for implications that may result from acting on a particular recommendation.

Investment, insurance and annuity products offered through Morgan Stanley Smith Barney LLC are: NOT FDIC INSURED | MAY LOSE VALUE |
NOT BANK GUARANTEED | NOT A BANK DEPOSIT | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY

Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank. Where appropriate, Morgan Stanley Smith
Barney LLC has entered into arrangements with banks and other third parties to assist in offering certain banking related products and services.

2021 Morgan Stanley Smith Barney LLC, member SIPC                 

RSI1629396429958 08/2021

THE IMPORTANCE OF AN INVESTMENT POLICY STATEMENT: PUTTING PRACTICE TO PAPER

Morgan Stanley Wealth Management  8

© 

http://www.morganstanley.com/ADV

