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INVESTMENT POLICY STATEMENT 

FOR THE 

CITY AND COUNTY OF SAN FRANCISCO 
HEALTH SERVICE SYSTEM TRUST FUND  

Effective January 2017 

1.0 Background and Purposes 

The City and County of San Francisco Health Service System ("HSS") was established through a 
City Charter amendment in 1937.  City and County of San Francisco Charter ("City Charter") 
Section A8.420.  The City Charter Section 12.203 (see also City Charter Sections A8.423 and 
A8.428) established the Health Service System Fund ("Fund").  It provides: 

The Health Service System fund shall be a trust fund administered by the Health 
Service Board in accordance with the provisions of this Charter solely for the 
benefit of the active and retired members of the Health Service System and their 
covered dependents.  The City and County, School District and Community 
College District shall each contribute to the Health Service System Fund amounts 
sufficient to efficiently administer the Health Service System. 

The Fund was established to facilitate the contributions and disbursements of the System, while 
also providing a funding source to ensure payments could be made if disbursements exceeded 
contributions for a period of time.  See also City Charter A8.429, which provides as follows: 

The health service board shall determine and certify to the controller the amount to 
be paid monthly by the members of the system to the health service system fund 
for the purposes of the system hereby created.  The controller shall deduct said sums 
from the compensation of the members and shall deposit the same with the treasurer 
of the City and County to the credit of the health service system fund. 

Such deductions shall not be deemed to be a reduction of compensation under any 
provision of this Charter.   

The health service board shall have control of the administration and investment of 
the health service system fund, provided that all investments shall be of the 
character legal for insurance companies in California.  Disbursements from the fund 
shall be made only upon audit by the controller and the controller shall have and 
exercise the accounting and auditing powers over the health service system fund 
which are vested in him by this Charter with respect to all other municipal boards, 
officers, and commissions 

The purpose of this Investment Policy Statement is to set forth the objectives and constraints on 
the Fund, and to establish appropriate guidelines and options for investing Fund assets.   
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This statement is intended to incorporate sufficient flexibility to accommodate current and future 
economic and market conditions, as well as any changes in applicable statutory and regulatory 
requirements. 

2.0 Definitions 

• Recordkeeper:  The term "Recordkeeper" shall mean the individual, entity, or 
organization responsible for maintaining and updating the information regarding the Fund 
balance, reserves, and other duties necessary to maintain the proper accounting of the Fund.   

• Custodian:  The term "Custodian" shall mean the custodian bank which holds the assets 
of the Fund. 

• Investment Advisor:  The term "Investment Advisor" shall mean a registered investment 
advisor who the Board may, but is not required to, retain to provide advice or other 
assistance to the Board with respect to the Fund investments and administration.  

3.0 Statement of Investment Goals and Objectives 

The purchase and administration of health and other benefits necessitates significant cash inflows 
and outflows in the Fund. Therefore, the primary objective of the Fund is to act as a temporary 
repository of assets before such assets are disbursed. The Fund's investment objectives include the 
following: 

• Safety:  To maintain safety of the principal and ensure that investment of the Fund assets 
are undertaken in a manner that seeks to preserve capital, while complying with relevant 
statutory requirements; 

• Liquidity: To maintain sufficient liquidity to enable the HSS to meet all obligations when 
due; 

• Cost Control:  To control costs of administering the Fund and managing Fund Assets 
while assuring sufficient flexibility to meet future needs; and 

• Return on Investment:  To enable the Fund to maximize return within reasonable and 
prudent levels of risk consistent with investment objectives with low risk assets. 

4.0 Fiduciary Standards  

The San Francisco Health Service Board ("Board") is the fiduciary for the Fund and is charged 
with governing the Fund.  As Trustees of the Fund, Board members are fiduciaries.  As fiduciaries, 
the Board members must comply with applicable fiduciary standards including, but not limited to, 
the prudent person standard set forth in: California Constitution Article 16, Section 17(c); the 
California Uniform Prudent Investor Act ("UPIA"); and California Government Code Section 
53600.3.   
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In addition, the HSS Board Governance Manual requires that the Board shall be responsible for 
approval and subsequent review of a written policy statement, ensuring responsible management 
thereof, compliance with the policy, and ongoing review of investment performance.  

5.0 Use of Investment Advisor and Other Professionals  

The Board may retain a registered investment advisor ("Investment Advisor") to provide advice 
and other assistance to the Board to help it fulfill its obligations with respect to the Fund 
investments and administration. The Investment Advisor's services and the fees charged for those 
services must be set out in a written agreement with the Board under which the Investment Advisor 
acknowledges that it is a co-fiduciary with respect to the Fund. 

6.0 Allocation of Responsibilities  

6.1. Board's Responsibilities  

As set forth in Charter Section A8.429, the Board "shall have control of the administration and 
investment of the health service system fund, provided that all investments shall be of the character 
legal for insurance companies in California." Charter Section A8.429; see also California 
Insurance Code sections 1170-1202 and Government Code sections 53600 et seq.  In performing 
this function, the Board shall: 

• Prepare and maintain a written investment policy statement (e.g., this Statement), review 
the statement periodically, and make changes to such statement, as appropriate from time 
to time; 

• Designate certain investments that may be made under the Fund;  

• Establish and implement a disciplined process for selecting, monitoring, and retaining or 
terminating investments; and 

• Take appropriate action if investment objectives are not met or investment policies or 
guidelines are not followed.  

The Board shall also: 

• Select and monitor the performance and fees of the Investment Advisor, if retained, a 
Recordkeeper, and other providers for the Fund as it deems appropriate; and  

• Review all agreements between the Fund and service providers to ensure adherence to 
statutory requirements. 
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6.2. Controller Responsibilities 

The Controller shall have the responsibilities set out by law, which shall include: 

• Deducting the requisite amounts, as determined by the Board, from the members' 
compensation; 

• Depositing such amounts with the Treasurer; and 

• Exercising accounting and auditing powers over the Fund. 

6.3. Custodian's Responsibilities 

The Custodian is responsible for safekeeping the Fund's assets. The duties and responsibilities of 
the Custodian include: 

• Maintaining possession of the Fund assets (directly or through a sub-custodian); 

• Collecting all income and dividends owed to the Fund; 

• Settling all transactions (buy-sell orders); 

• Valuing the Fund's holdings; and 

• Providing monthly reports that detail transactions, cash flows, securities held, their current 
value, and other portfolio statistics in accordance with the California Government Code. 

6.4. Investment Advisor's Responsibilities 

The Investment Advisor, if retained, shall provide investment advice to the Board concerning the 
investment of Fund assets consistent with the investment objectives, policies, and constraints 
included in this Investment Policy Statement, as amended from time to time. The Investment 
Advisor's responsibilities include: 

• Assisting in the creation, review, and revision of a written investment policy statement (e.g. 
this Statement); 

• Assisting in the establishment and implementation of a disciplined process for selecting, 
monitoring, and retaining or terminating investments;  

• Providing independent and unbiased information; 

• Assisting in investment option mapping where deemed appropriate; 

• Assisting in the control of investment expenses, including helping to negotiate investment, 
Recordkeeper, and other service provider fees; 
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• Reporting annual investment performance results to enable the Board to evaluate 
investment performance in light of existing goals and objectives; and 

• Performing such other services for the Fund as agreed to by the Board and the Investment 
Advisor from time to time. 

6.5. Treasurer's Responsibilities  
The Treasurer shall be responsible for those funds required for daily cash flow and for all additional 
funds delegated to the Treasurer for investment which exceed the amounts necessary for daily cash 
flows and reserves. 

7.0 Investment Options  

The Board, with the assistance of the Investment Advisor, if retained, shall consider several factors 
when determining the most prudent course of investing the Fund's assets in excess of the amount 
needed for daily cash flow and reserves, including:  

• The goals and constraints of the Fund (see Section 3.0 Statement of Objectives above);  
• The investment's track record;  
• The performance as compared to an appropriate benchmark; 
• The investment risk; 
• The investment strategy, any changes in investment strategy, and adherence to stated 

strategy over time; 
• The fees and expenses associated with the investment;  
• Qualitative characteristics, including, but not limited to, management strategy, strategy of 

assets under management, turnover, and recent portfolio activity in view of the current 
market conditions; and  

• Such other information as the Board and Investment Advisor deem appropriate.  
 
In selecting investment options for the Fund, the Board shall comply with California Government 
Code, Section 53600, and may not invest in any investments not specifically authorized by 
California Government Code, Section 53600.  In general, Section 53600 limits local agency 
investment funds to high quality, fixed income securities with maturities of less than five years. 
Securities with a maturity of greater than five years require approval by the Board of Supervisors.  
For example, permitted securities include: 
 

• Obligations of the United States Government ("Treasuries"), federal agencies, 
municipalities, and negotiable Certificates of Deposits ("CD") are allowed with a 
maximum maturity of five years.  

• Medium-term corporate bonds ("A" or better) and asset-backed securities with a maximum 
maturity of five years; 

• Repurchase agreements with a maximum maturity of one year; 
• Commercial paper with a maximum maturity of 270 days; and 
• Bankers' acceptances notes with a maximum maturity of 180 days.  
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Prohibited securities include, but are not limited to, Commercial Mortgage Backed Securities, high 
yield bonds, convertibles, non-United States denominated investment grade bonds, emerging 
market debt, equities, commodities, real estate, hedge funds, and private equity. Additional 
guidelines on permissible and prohibited investments are set forth in Government Code sections 
536001 to 53610 attached hereto. 
 
The following options currently satisfy the above factors:  

1. Investing assets in the City and County of San Francisco's Treasury Pool2 (which complies 
with California Government Code 53600). Investment in the City and County of San 
Francisco's Treasury Pool also meets Section 16 of the Health Service Board's Governance 
Manual (referenced above). If adopted, the Board shall receive quarterly written updates 
on the performance of the Treasury Pool and an annual update from Treasurer and Tax 
Collector staff; 

2. Investing assets with external investment managers to run a portfolio that will comply with 
the California Government Code; or  

3. Making direct purchases of investment assets.  

Investment options #2 and #3 above are limited to investing the fund balance less: (i) obligations 
(funds required for daily cash flow); and (ii) reserves. 
8.0 Monitoring of Investments  

The Board shall decide the most appropriate options for investment of the Fund, pursuant to 
Section 7.0 above, and shall monitor the investment options on an ongoing quarterly basis.  No 
less than every three (3) years the Board shall review the Fund's performance in detail. Material 
changes in market conditions or changes to the investment team managing the Fund assets or the 
team's strategy would require a more timely review.  

9.0 Investment Policy Review 

The Board shall review this Investment Policy Statement periodically, but not less than every three 
(3) years, to determine whether the investment objectives are still relevant. It is not expected that 
this Statement will change frequently. In particular, short-term changes in the financial markets 
should not require adjustments to this Investment Policy Statement. 

                                                      
1 This Investment Policy Statement acknowledges that Section 53600 of the Government Code is 
more restrictive than the California Insurance Code, however, both must be considered when 
investing Fund assets. 
 
2 The City and County of San Francisco's Treasury Pool's investment priorities of safety, liquidity, 
and return should align with the objectives of the HSS Fund. The Treasury Pool's Investment 
Policy is reviewed and monitored by the Treasury Oversight Committee pursuant to City and 
County Administrative Code Section 10.80-1. 
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10.0 Effective Date 

The policy is effective immediately upon Board approval. This Investment Policy Statement shall 
guide the Board and the Investment Advisor, if retained, and shall remain in effect until amended 
by the Board. Nothing contained in this Statement shall provide to any participant or beneficiary 
the right to challenge the terms of this Investment Policy Statement.  Subject to relevant statutory 
requirements, the Board shall have full discretion as to how it selects and monitors the investments 
and the application of this Investment Policy Statement to any specific situation. 

 
 
Attachment: Gov't Sections 53600 to 53610. 




















	1.0 Background and Purposes
	2.0 Definitions
	 Recordkeeper:  The term "Recordkeeper" shall mean the individual, entity, or organization responsible for maintaining and updating the information regarding the Fund balance, reserves, and other duties necessary to maintain the proper accounting of ...
	 Custodian:  The term "Custodian" shall mean the custodian bank which holds the assets of the Fund.
	 Investment Advisor:  The term "Investment Advisor" shall mean a registered investment advisor who the Board may, but is not required to, retain to provide advice or other assistance to the Board with respect to the Fund investments and administration.
	3.0 Statement of Investment Goals and Objectives
	 Safety:  To maintain safety of the principal and ensure that investment of the Fund assets are undertaken in a manner that seeks to preserve capital, while complying with relevant statutory requirements;
	 Liquidity: To maintain sufficient liquidity to enable the HSS to meet all obligations when due;
	 Cost Control:  To control costs of administering the Fund and managing Fund Assets while assuring sufficient flexibility to meet future needs; and
	 Return on Investment:  To enable the Fund to maximize return within reasonable and prudent levels of risk consistent with investment objectives with low risk assets.
	4.0 Fiduciary Standards
	5.0 Use of Investment Advisor and Other Professionals
	6.0 Allocation of Responsibilities
	6.1. Board's Responsibilities

	 Prepare and maintain a written investment policy statement (e.g., this Statement), review the statement periodically, and make changes to such statement, as appropriate from time to time;
	 Designate certain investments that may be made under the Fund;
	 Establish and implement a disciplined process for selecting, monitoring, and retaining or terminating investments; and
	 Take appropriate action if investment objectives are not met or investment policies or guidelines are not followed.
	 Select and monitor the performance and fees of the Investment Advisor, if retained, a Recordkeeper, and other providers for the Fund as it deems appropriate; and
	 Review all agreements between the Fund and service providers to ensure adherence to statutory requirements.
	6.2. Controller Responsibilities

	 Deducting the requisite amounts, as determined by the Board, from the members' compensation;
	 Depositing such amounts with the Treasurer; and
	 Exercising accounting and auditing powers over the Fund.
	6.3. Custodian's Responsibilities

	 Maintaining possession of the Fund assets (directly or through a sub-custodian);
	 Collecting all income and dividends owed to the Fund;
	 Settling all transactions (buy-sell orders);
	 Valuing the Fund's holdings; and
	 Providing monthly reports that detail transactions, cash flows, securities held, their current value, and other portfolio statistics in accordance with the California Government Code.
	6.4. Investment Advisor's Responsibilities

	 Assisting in the creation, review, and revision of a written investment policy statement (e.g. this Statement);
	 Assisting in the establishment and implementation of a disciplined process for selecting, monitoring, and retaining or terminating investments;
	 Providing independent and unbiased information;
	 Assisting in investment option mapping where deemed appropriate;
	 Assisting in the control of investment expenses, including helping to negotiate investment, Recordkeeper, and other service provider fees;
	 Reporting annual investment performance results to enable the Board to evaluate investment performance in light of existing goals and objectives; and
	 Performing such other services for the Fund as agreed to by the Board and the Investment Advisor from time to time.
	7.0 Investment Options
	 The goals and constraints of the Fund (see Section 3.0 Statement of Objectives above);
	 The investment's track record;
	 The performance as compared to an appropriate benchmark;
	 The investment risk;
	 The investment strategy, any changes in investment strategy, and adherence to stated strategy over time;
	 The fees and expenses associated with the investment;
	 Qualitative characteristics, including, but not limited to, management strategy, strategy of assets under management, turnover, and recent portfolio activity in view of the current market conditions; and
	 Such other information as the Board and Investment Advisor deem appropriate.
	 Obligations of the United States Government ("Treasuries"), federal agencies, municipalities, and negotiable Certificates of Deposits ("CD") are allowed with a maximum maturity of five years.
	 Medium-term corporate bonds ("A" or better) and asset-backed securities with a maximum maturity of five years;
	 Repurchase agreements with a maximum maturity of one year;
	 Commercial paper with a maximum maturity of 270 days; and
	 Bankers' acceptances notes with a maximum maturity of 180 days.
	1. Investing assets in the City and County of San Francisco's Treasury Pool1F  (which complies with California Government Code 53600). Investment in the City and County of San Francisco's Treasury Pool also meets Section 16 of the Health Service Board...
	2. Investing assets with external investment managers to run a portfolio that will comply with the California Government Code; or
	3. Making direct purchases of investment assets.

	8.0 Monitoring of Investments
	9.0 Investment Policy Review
	10.0 Effective Date



