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INTRODUCTION 
 
This Investment Policy Statement (“IPS”) is designed to be used in conjunction with the FIDUCIARY 
INVESTMENT REPORTING MANAGER (FiRM) to assist plan sponsors in developing an IPS for their 
plans. Information contained in this IPS is derived from the selections made by the plan sponsor or 
fiduciaries as reflected in FiRM.  
 
This IPS is provided as a tool to assist fiduciaries of 403(b) plans with their fiduciary duty under ERISA 
to prudently select and monitor the investment options offered by the plan they serve. As with any sample 
or model, it may not be appropriate for a particular plan or group of participants. Accordingly, plan 
sponsors and fiduciaries should consult with their legal and investment advisors in tailoring this sample 
IPS to the needs of their plan and participants. 
 
The Center for Fiduciary Management provides FiRM as a tool to assist plan fiduciaries with their 
selection and monitoring responsibilities under ERISA. However, neither organization is a fiduciary of 
any plan by virtue of the use of this sample IPS, or any of the tools or information provided herein. In 
addition, these organizations have not and do not examine the appropriateness of a particular fund or 
group of funds for any plan sponsor that uses this IPS. Thus, neither this sample IPS, nor any other 
information or communication received through FiRM or the Center for Fiduciary Management should be 
viewed as investment advice regarding your plan. 

 

 



Part I. THE PLAN 
 
Open Sky (the “Sponsor”) sponsors The Open Sky 403(b) Plan (the Plan) for the benefit of its employees. 
The Plan is intended to provide eligible employees with the long-term accumulation of retirement savings 
through a combination of employee and employer contributions to the individual participant accounts 
within the Plan and to the earnings thereon. 
 
The Plan is intended to comply with the Internal Revenue Code of 1986, as amended, and the Employee 
Retirement Income Security Act of 1974 (“ERISA”), as amended. 
 
The Plan’s Participants are expected to have different investment objectives, time horizons, and risk 
tolerances. To meet those varying investment needs, the Plan allows Participants to direct the investment 
of their account balances among a broad range of investment options in order to construct diversified 
portfolios that reasonably span the risk/return spectrum.] 
 
The Plan is intended to comply with ERISA section 404(c) and thereby to relieve the fiduciaries of the 
Plan of liability for any losses which are the direct and necessary result of investment instructions given 
by participants and beneficiaries (collectively, the “Participants”). Accordingly, the Plan’s Fiduciaries 
will make a good faith effort to satisfy the conditions in the Department of Labor’s (DOL’s) regulations 
under section 404(c). 
 
 
Part II. THE PURPOSE OF THE INVESTMENT POLICY STATEMENT 
 
This Investment Policy Statement (“IPS”) is intended to assist the Plan’s Fiduciaries in making 
investment-related decisions in a prudent manner. It is designed to be used in conjunction with the 
Fiduciary investment Reporting Manager (“FiRM”). Thus, the purpose of this IPS is to assist the 
Fiduciaries in engaging in the prudent process required by the fiduciary standards of ERISA. To achieve 
that objective, the IPS outlines the processes used for the selection, monitoring and evaluation of the 
investments in the Plan, as well as the monitoring of investment-related services. While this IPS describes 
specific acts and criteria, they are for purposes of guidance only. The Fiduciaries are not bound by the 
literal terms of this IPS, but will instead use considered judgment in making their decisions. Nonetheless, 
the guidance in this IPS is intended to be helpful to the Fiduciaries to assist them in fulfilling their 
responsibilities under ERISA. 
 
Specifically, this Investment Policy Statement: 
 
Defines the Plan’s investment objectives.  
Defines the roles of those responsible for the Plan’s investments and related services.  
Establishes investment selection procedures and criteria, and monitoring procedures.  
Describes procedures for handling investment options that fail to satisfy established objectives.  
Provides for appropriate diversification within and among investment vehicles.  
Provides for services to assist the participants in making investment decisions  and monitoring of those 
investments and services.] 



 
 

The Fiduciaries will review this Investment Policy Statement periodically, and may amend it from time-
to-time to reflect changes they have made. 
 
 
Part III. INVESTMENT OBJECTIVES 
 
The Plan’s investment options will be selected with the goal of: 
 
Providing reasonable returns (compared to appropriate peer groups and indices) at prudent levels of risk.  
Providing broad range of investments in appropriate asset classes.  
Providing diversified investment vehicles to reduce the risk of large losses. 
Prudently managing administrative and investment management costs. 
 
 
Part IV. ROLES AND RESPONSIBILITIES 
 
The Sponsor is responsible for the roles and fiduciary responsibilities in this IPS. However, if permitted 
by the Plan, it may appoint an Investment Committee (the “Committee”), in which case the Committee 
will perform the roles and responsibilities described below. This IPS refers to the Sponsor and 
Committee, as the case may be, as the “Fiduciaries” or the “Investment Fiduciaries.” 
 
Those responsible for the management of the Plan’s investments include, but are not limited to the 
following: 
 
The Sponsor is responsible for: 
 
Selecting the trustees; and 
Appointing and monitoring the members of the Investment Committee as the Investment Fiduciaries, if 
applicable.  
 
The Investment Fiduciaries are responsible for: 
 
Establishing and maintaining the Investment Policy Statement;  
Selecting the investment options; 
Periodically monitoring the performance of the investment options offered by the plan and making 
investment changes; 
Hiring the recordkeeper and/or investment advisory consultants; and  
Hiring and monitoring investment consultants, if appropriate; and 
Overseeing participant investment education, communication, and other investment-related services. 
 
 



Part V. SELECTION OF INVESTMENTS  
 
The selection of the Plan’s investment options among the Fiduciaries’ most important responsibilities. 
This Part discusses the considerations and guidelines for fulfilling that fiduciary duty. 
 
Selection of Fund Categories 
 
The Plan intends to provide an appropriate range of asset classes (or “Fund Categories”) that will 
reasonably span the risk-and-return spectrum, that satisfy the “broad range” criteria of DOL Regulation 
section 2550.404c and that are consistent with the investment needs and abilities of the Participants. 
These Fund Categories, and the options chosen to fill the categories, should allow Participants to 
construct portfolios consistent with their individual circumstances, for example, their goals, time horizons 
and tolerances for risk. To accomplish that goal, the Fiduciaries will select from among the Fund 
Categories described in “Appendix A” to this IPS. (However, where appropriate, the Fiduciaries may 
include additional categories.) 
 
Selection of Investment Options 
 
After determining the investment categories to be used, the Fiduciaries will choose specific investment 
options for each of those categories from among the investment options offered by the Plan’s investment 
provider. 
 
As the Fiduciaries engage in the process selecting the investment options, they may consider the 
investment services and materials provided by their investment provider. 
 
Part VI. INVESTMENT MONITORING AND REPORTING 
 
The ongoing monitoring of investments involves regular and disciplined process. It is the mechanism for 
confirming that the selection process and its criteria continue to be satisfied and that an investment option 
continues to be suitable and appropriate for the Participants in this Plan. 
 
While frequent change is neither expected nor desirable, the process of monitoring investment 
performance relative to specified guidelines is an ongoing process. 
 
Monitoring should occur on a regular basis and utilize the same criteria that were the basis of the 
investment selection decision. The investment options will be monitored on a regular basis. It is 
contemplated, but not mandated, that a formal review will be done at least quarterly. Further, the 
Investment Fiduciaries should consider any unusual, notable or extraordinary events on a current basis. 
Examples of such events may include portfolio manager departure, violation of investment prospectus or 
guidelines, material litigation against the investment management firm, violation of securities laws, or 
material changes in firm ownership structure. 
 
 



The guidelines in this IPS, and in this Part VI, are designed to assist, but not bind, the Fiduciaries in 
fulfilling their investment monitoring duties. Thus, the Fiduciaries should exercise discretion and 
considered judgment in the monitoring process described in this Part VI and termination and replacement 
process described in Part VII. 
 
In fulfilling the Fiduciaries’ duty to monitor, certain indicators have been selected to assist the Fiduciaries 
in determining whether a particular investment remains a suitable investment for the Plan. 
 
The indicators selected for review by the Investment Fiduciaries are contained in Appendix A.   The 
following descriptions provide additional detail on the possible indicators selected: 
 
Performance: Fund performance is analyzed for 1, 3, 5 and/or 10 years. Each of these return timeframes 
are compared against the average peer returns and a benchmark fund. The criteria can be various values 
equal to or greater-than the peer average or benchmark returns for the same timeframes. The return values 
are net of fund management expenses. 
 
Risk Adjusted Performance: The risk-adjust performance of is evaluation using the 1, 3 and/or 5 year 
Sharpe ratio and comparing it to the peer average and benchmark values for the same timeframes. The 
Sharpe ratio is calculated by taking the difference of a fund’s annualized performance and the annualized 
performance of a 90 day T-Bill. The difference is divided by the fund’s standard deviation to determine 
the return per unit of risk. 
 
Fund Expenses:  a fund’s current expenses is compared to the peer average expenses. All other 
comparisons being equal, a fund with a lower expense ratio should outperform one with a higher expense 
ratio over the long term. 
 
Fund Management:  the years that a fund manager has been managing the fund (greater than 3 or greater 
than 5 years). This factor allows the plan sponsor and advisor to compare changes in fund performance 
with changes in fund management. 
 
Volatility: Morningstar’s Beta formula is utilized to measure a fund’s excess volatility. Beta, a component 
of Modern Portfolio Theory statistics, is a measure of a fund’s sensitivity to market movements. It 
measures the relationship between a fund’s excess return over T-bills and the excess return of the 
benchmark index. 
 
Morningstar Rating: Morningstar’s 3 year overall rating is available as an additional evaluation criteria. 
To determine a fund’s star rating, the fund’s Morningstar Risk score is subtracted from its Morningstar 
Return score. The resulting number is plotted along a bell curve to determine the fund’s rating for each 
time period: If the fund scores in the top 10% of its broad investment class (domestic stock, international 
stock, taxable bond, or municipal bond), it receives 5 stars (Highest); if it falls in the next 22.5%, it 
receives 4 stars (Above Average), a place in the middle 35% earns it 3 stars (Average); those in the next 
22.5% receive 2 stars (Below Average); and the bottom 10% get 1 star (Lowest). 
 
Overall Indicator Utilization 



The Investment Fiduciaries should define the number of indicators that must be met out of the ten 
possible to achieve an overall “meets criteria” rating. If the acceptable number is 7, then if the number of 
criteria met for a fund is 8 (or more) out of ten, then the fund “meets criteria”. If the score is 7 or less, 
then the fund “Does not meet criteria” and is typically put on a quarterly watch list by the plan sponsor or 
advisor. The plan sponsor’s IPS typically defines the number of times within a 4 quarter period that a 
fund must “meet criteria” or it is a candidate for replacement. 
 
Extended Performance Data 
Some open ended Mutual Funds such as “R” share funds are based on an existing “parent” fund, but have 
different (often lower) management expenses than the parent fund. FiRM reports provide “extended” data 
for these funds based on the past history of the parent fund, but adjusted for the expenses of the new fund. 
Currently, only the performance and Morningstar rating based FiRM criteria reflect extended data. Other 
FiRM reporting criteria, including Sharpe ratio, beta, expense ratio and manager tenure, are based on the 
data from the new fund’s own inception date and performance, not on adjusted data from the parent fund. 
 
If, upon evaluation using the indicators above, an investment option satisfies the Meets Criteria Rating, 
no further action is required. If, however, the evaluation of an investment option is below the Meets 
Criteria Rating, the Investment Fiduciaries must take steps to further study and/or remedy the deficiency. 
If over a reasonable period the investment provider is unable to resolve the issue, termination may result 
(see Part VII, below). 
 
 
Part VII. INVESTMENT OPTION TERMINATION 
 
The Investment Fiduciaries will give consideration to terminating an investment option if: 
 
The option significantly underperforms without a justifiable rationale; 
The option fails to achieve performance and risk objectives; 
The option fails to achieve risk objectives; 
The option fails to maintain a consistent investment style; or 
The option otherwise fails to satisfy the Meets Criteria Rating.  

The options fails to meet 7 out of the 12 investment criteria set forth in the FIRM report for 6 consecutive 
quarters 

There are no hard and fast rules for investment option termination. However, if the investment has 
consistently failed to adhere to one or more of the above conditions, it is reasonable to presume a lack of 
adherence going forward. Failure to remedy the circumstances of unsatisfactory performance, within a 
reasonable time, is a basis for termination. 
 
In addition to those above, other factors may include investment option manager turnover, or material 
change to investment processes. Of course, the Fiduciaries may also remove any investment option at any 
time and for whatever reason they deem appropriate, including a determination that the investment is no 
longer suitable for the Participants. 
 



An investment option to be terminated may be removed using one of the following approaches: 
 
Remove and replace (map assets) to an alternative investment option.  
Continue the investment option, but add a competing investment option.  
Remove the investment option and do not provide a replacement investment option.  
 
Replacement of a terminated option would follow the criteria outlined in Part V, Selection of Investments. 
 
 
Part VIII. PARTICIPANT EDUCATION AND COMMUNICATION 
 
The Plan will communicate to employees that they control their own investments; permit investment 
changes at least quarterly; and provide educational materials allowing employees to make informed 
decisions. 
 

To assist Participants who lack investment knowledge or who prefer to use professionally allocated 
investments, the Plan may offer investment options that allocate accounts among various investment 
categories and that balance risk, reward, age, retirement horizon and other factors. The purposes and 
benefits of these vehicles will be communicated to the Participants.] 
 
 
Part IX. COORDINATION WITH THE PLAN DOCUMENT 
 
If any term or condition of this investment policy conflicts with the Plan, the terms and conditions of the 
Plan shall control. 
 
Part X. FURTHER GUIDELINES 
 
As with any designation of a service provider to the Plan, the designation of a company or individual to 
provide investment advice to plan participants and beneficiaries is a fiduciary act. Therefore, the 
Investment Fiduciaries will act prudently and solely in the interest of the Participants both in making such 
designation(s) and in continuing such designations(s). 
 
At a minimum, the investment advice by the selected provider should be unbiased and be based on sound 
asset allocation theory and in-depth investment analysis. Monitoring will ordinarily occur on an annual 
basis and will generally utilize the same criteria that were the basis for the selection of the investment 
advisor, and will also include a review of the performance of the advice and the service to the 
Participants. 
 
 



APPENDIX A 
 

   Asset Classes 
 

Large Value 
Large Growth 
Mid-Cap Blend 
Small Value 
Small Growth 
Foreign Large Value 
Foreign Large Growth 
Specialty - Real Estate 
Target-Date 2000-2014 
Target-Date 2030+ 

Large Blend 
Mid-Cap Value 
Mid-Cap Growth 
Small Blend 
Moderate Allocation 
Foreign Large Blend 
World Stock 
Intermediate-Term Bond 
Target-Date 2015-2029 

 
   Investment Criteria 
 

Manager Tenure >= 3 years 
Total Net Assets  >= 100 Million 
1 year performance > 50% of peers 
3 year Sharpe ratio > 50% of peers  
Gross Expense Ratio < 50% of peers 

Track Record >= 3 years 
5 year performance > 50% of peers 
3 year performance > 50% of peers 
3 year Beta (Best Fit) <= 1 
Overall Star Rating >= 3 

 


