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Using Principia to Create an
Investment Policy Statement

This manual will show you how to create an Investment Policy Statement for use with
clients.

The Investment Policy Statement (IPS) is a document that provides the general investment
goals and objectives of a client, and describes the strategy to achieve these goals.

Having an IPS on record with a client allows an advisor to do the following:

* Establish objectives for structuring an investment proposal suitable to the long term needs
and risk tolerance of the client.

* Formulate policies for selecting appropriate and suitable investments within the framework
of that structure.

* Establish prudent procedures for monitoring and evaluating the performance of investments
within the proposal and for addressing changes in the palicy.

Overview

What is the purpose
of an IPS?
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Creating Investment Policy Statements

Overview

Creating Investment Policy Statements

This section will show you how to create an IPS for a client.

To create an Investment Policy Statement do the following:

Overview

Creating an Investment

1. From the Advisor Palette in the Portfolio Mode of Principia, right-click once on a client's
name to select it.
2. From the menu, click New. . .Investment Policy Statement. The Morningstar Investment
Policy Statement window appears.
© Morningstar Principia - [Aggregate Retirement]
File Edit Yiew window Defined Contribution Reports Help
O = W @ HE @
oo m || 52 |[shapsnot view _v|[compasiion -
Practice: 2 clientls] Composition % Portmio  Emare  Wstar Statistics Pormin
B T e g I
3 s Sl fhwuen” 5 3 3
B ag MewPlan.. @ Bunds 3680 000 Ponfolio 28 (92%)
& \F\gt Other 092 000 Mgd Prod 2.8 [92%)
= Ris  Edit Risk Assessment Fund Statistics y Sock 0O ()
Coi L o Other Risl/Return Stats  Fortmio  Emark
Awa. Gross Exp Ratio 068 Standard Deviation 1465 1897
Avg et Exp ;au; 068 Mean 406 82 RIght-ClICk ona
?bte Best\Vorst Time Periods e D oz s client's name. then
Best 3 Months. 04-09/06-09 2229 MIFY Statitics - Se|eCt New '
Worst 3honths  10-08/12-08 -24.84 Apha 1.33
Clent Rules Z8up. Bets 07 Investment Policy
Aggregate Client's Portfolios R-squared k) Statement

Export Cliert's Porkfalios. ..

Sort portfolios by name in ascending order
Sort portflios by name in descending order

‘ 3

For Help, press F1

The table below provides information about the fields available on the General
Information step.

Field Name Description

This is the client file name you selected in Principia before
Client Name opening the IPS wizard. This should be entered
automatically for you.

Type a name for the proposal here. This will appear on the

Proposal Name cover page of the report.

Enter the main purpose of the plan. For example: To

Proposal Pur . . .
oposal Furpose establish a retirement plan for Jill Green.

Policy Statement
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Creating Investment Policy Statements Entering Financial goals

3. Onthe General Information tab of the Morningstar Investment Policy Statement wizard, type
a Proposal Name.

GeneralInfuimation Proposal Information
Financial Goals
Assaciated Parties ,7
Risk Tolerance e JiGreen
Fnancial Gonstraints Piopusal Name Jil Green 1PS
Propased Portfolio
Portfolis Secuities Proposal Purpose To establieh a fetiiement plan for Jil Green Enter IPS
Potfolio Woritoiing
Repoit Seliings Proposal Name
here
Mext >

4. QOptionally, enter information in the Proposal Purpose field.
5. Click Next. You should now be on the Financial Goals step.

In this section, you will enter financial goals for the client. Do the following:

Entering Financial goals
1.

In the Description field, enter a description of financial goals for the client.

1PS Wizard X
Fle Resources Help

& 7

G neral Infom ation bl

bssociated Parties
Risk Tolerance
Financial Constraints
Proposed Portfolio

Name Description
Fortfolin Securiies Goal 1
Partfoli Konitoring Goal2
Repott Settings Goal3
Goal 4
Goal 5

Use these buttons

to Add or Remove goals
I ! ! o
Add More Goals Remove Goals
< Previous Hext >

2. Click Next when done. You should now be on the Associated Parties step.

Version 1.0
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Creating Investment Policy Statements Entering information for Associated Parties

In this section, you will enter the information for all parties associated with this plan. To Entering information for

enter information for Associated Parties, do the following: Associated Parties
1. From the form area at the bottom of the step, make a selection from the Classification
field.
x|
B 7
General Infurmation Assaciated Parties
Financial Goals
Risk Tolerance X 2
Financial Constiaints Middie |
Proposed Portfolio Name Classification First Hame Initial Last Name Address
Portfolio Securities Patty 1
Fortfolis Konitoring Paty 2
Fepon Settings Faty 3
Party 4
Paty &
o o[
Name [Rmyt T mides 7
Glassiication | eneiares =y
First Wame: State:
Middle Initiat: Zp: ‘
Last e Select a Classification
for the Associated Party.
Add Fany Delete Farty Feset
< Previous Mext >
2. Enter name and demographic information in the rest of the form area.
1x]|
B 7
General Infoimation Associated Parties
Financial Goals
Risk Tolerance =
Financial Gonstiaints Middle |
Fropoased Portfolio Name Classification First Hame Initial Last Name Address
Portfolio Secuiities Paity 1 Beneficiaries John Y] Green 100 A¢0m St —_—
Pantfolio Manitoring Paily 2
Report Settings Pany 3
s —-:I This section displays
information for
Associated Parties
o o[
Nane Pt s [wmms
Classification Beneficiaries - Gity: Chicago
First Wame: John Srate: L
Middle Initiak M Zip: GOG04
Last Name: Green
Add Party Delete Party Reset
< Previous Mext >

3. To save the data and have it appear in the grid at the top of the step, click on the row for
Party 2.

4. Repeat steps 1-3 for all additional parties.
%~ To add a sixth party (or more), click the Add Party button. To delete a party, select the party’s

row, then click the Delete Party button. To erase information in the form area, click the Reset
button.

5. Click Next. You should now be on the Risk Tolerance step.
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Creating Investment Policy Statements

Entering a client’s Risk Tolerance

In this section, you will enter details relating to the client's risk tolerance. Do the
following:

4. Click Next. You should now be on the Financial Constraints step.

Version 1.0

1.

Select a Risk Level from the drop-down field.

2. Select the Assessment Method from the drop-down field.
3. Enter any additional Notes describing why you selected this risk level.

IPS Wizand
Ele Resources Help

H 7

General Information
Financial Goals
Assaciated Patties

Financial Constiaints
Proposed Portfolo
Ponfolis Securties
Portfolis onitoring
FReport Settings

Client Risk Tolerance

Rick Level

Azsessment Method

Hotes

Risk Tolerance Questionnaire A

Jill Green's Risk Tolerance has changed fm Maderate to Canservative due to age and retiement time
harizan. & Risk Taletance questionnaite was admnistered

=)

< Previous Mext >

You can enter notes
regarding the client's
risk tolerance here.

Entering a client’s Risk
Tolerance
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Creating Investment Policy Statements Entering a client’s Financial Constraints

In this section, you will enter details relating to the client’s financial constraints. Do the Entering a client’s

following: Financial Constraints
1. Inthe Value of assets included in Plan $ field, enter a dollar amount.
2. Enter any Liquidity Constraints.
3. Enter any Tax Constraints.
4. Enter the Marginal Federal Rate %.
5. Enter the State Rate %.
6. Enter the Local Rate %.
7. Enter Other Constraints.
1x]|
H 7
General Infuimation Constraints
Financial Goals
associated Paties Value of assets [#woo0o0
Risk Tolerance ineded in Plan §
Propozed Portfolio Liquidity Gonstraints Mo immediate Liguidity Constraints for Jil Green's Retirernent Portfolio. Liquidity for this account will be
Portfolis Securties fevisited in 35 years s chent approaches retiement.
Portfolio Konitoring
Fepon Settings
Tax Constiaints
Liquidity, Tax, and
Other Constraints
can be added to the
Vawnalfotera et B appropriate sections
State Rate % 350 Of thls WlndOW
Local Rate % 0.00
Other Constraints
< Previous Mext >

8. Click Next. You should now be on the Proposed Portfolio step.
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Creating Investment Policy Statements Creating a Proposed Portfolio

In this step you can enter a proposed portfolio’s target asset allocation. Creating a Proposed
To enter the Proposed Asset Allocation, do the following: Portfolio
1. Inthe Target % column, enter the target allocation for each asset class.

&~ The Total value at the bottom of this column must equal exactly 100% before you can
proceed.

2. Inthe Allowed Range Bottom % field, type the minimum allowed percentage for each
asset class.

3. Inthe Top % field, type the maximum allowed percentage for each asset class.

I
H 7
ool iomatan " Proposed Asset Allocation
Fiancal Goals I
ssocited P . .
e yanes Taiget % Alowed Range Bottom % Top % The pie chart dlsplays the
T OBy [ [2 [eo Proposed Asset Allocation
cuities @ Non-US Stacks |10 [o [10
Partfoio anitoring
Repot Setlings ® Bonds E] [+ E
Cash [10 [10 [0
® Other [o [a [a
Total 100
< previous | mew >

4. Click Next. You should now be on the Portfolio Securities step.
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Creating Investment Policy Statements Selecting securities for a portfolio

In this step, you can decide which asset classes to include or exclude from a client’s Selecting securities for
portfolio. To include or exclude portfolio securities, do the following: a portfolio

1. Toinclude an asset class, choose the option under the Include column.
2. To exclude an asset class, choose the option under the Exclude column.
3. To exclude an asset class by client request, choose the option under Exclude at Client

=14
General Information Portfelio Securities
Financial Goals .
aasuciaed Faries e — Use the Portfolio
Risk Tolerance Incude Exclude FRequest 41, 1
Fnancl Constaints ' Securities section
Pro Domestic Laie Grawth Stocks « c c
posed Portfolio t d t h h
I Domestic Large Value Stocks & fal ‘» 0 1aen Ify wnic
Portfolio Konitoring
Repon Settngs AT B © r ~ asset classes are
Domestic Smalk-Can Stocks & o ~ included or excluded
Mon-Domestic Developed Stocks - (8l - from the |PS.
Developing Market Stocks ol “ el
Domestic Investment-Grade Bonds “ (ol -
Domestic High-ield Bonds “ o -
Domestic Inflation-Pratected Bonds “ (ol -
MNon-Domestic Bonds » o -
Cash - (a8 -
Commodities c c «
REITs « o !
< Previous Mext >

4. Click Next. You should now be on the Portfolio Monitoring step.
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Creating Investment Policy Statements

Establishing portfolio monitoring for an IPS

In this step, you can define the frequency with which the asset allocation and portfolio Establishing portfolio
implementation will be reevaluated. You can also use this step to determine the criteria monitoring for an IPS
for reevaluation. To determine the frequency and criteria for reevaluating the asset

allocation, do the following:

1. From the Asset Allocation section, check the Scheduled box next to Revisit Asset

Allocation.

2. From the drop-down field, select the frequency for reevaluation.

3. To establish criteria for reevaluation, check the By Criteria box and one or more of the

selections.

GeneralInformation
Financial Goals
bissociated Parties
Risk Tolerance
Financial Constraints
Proposed Portfolio
Poitfolia Secuiities

Faitfolo Konitoring
Repoit Settings

[ Scheduled | Quartery ~

£

Quaiterly
¥ When a
o Wanthly

F# When client objectives or cicumstances change

Annually
I By Criteria | semiannually

¥ Wihen significant assets are addedjremoved fiom the plan

I~ Stheduled
I By Griteria
r

r
-
r

Select the frequency with which
to revisit the asset allocation

Version 1.0
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Creating Investment Policy Statements Establishing the portfolio implementation settings for an IPS

To determine the frequency and criteria for reevaluating the portfolio implementation, Establishing the
do the following: portfolioimplementation

1. From the Portfolio Implementation section, check the Scheduled box next to Security settings for an IPS

Evaluation.
2. From the drop-down field, select the frequency for reevaluation.
3. To establish criteria check one or more of the By Criteria boxes.

1PS Wizard X
Eie Resources Help

H 7

General Infuimation Asset Allocation
Financial Goals

Assaciated Paties Revisil Asset Alocation IV Scheduled | Quartery hd

Risic Tolerance Check al that apply

Financial Constiaints [ By Critera

Proposed Portfolo

portolio Secuities v Wihen allacation falis out of defined range

Partfolia Moniloring

Fepott Settngs ¥ Vihen client abjectives of cicumstances change

v Wihen significant assets are addedjremoved fiom the plan

Fortfolio Implementation

gy S T — ]
© By tieis Select the frequency with which
% When a secufty undermeiioims its cateqory benchmark fa fouf consecutive quarters to revisit Portfolio |mp|ementati0n

[ When a secutty underperforms its primary benchmark for four consecutive quarters
¥ When a security's Mormingstar star rating is lowered

¥ When a security's style or category is changed

< Previous Mext >

4. Click Next. You should now be on the Report Settings step.
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Creating Investment Policy Statements

Selecting and entering the report settings

In this step, you will edit the cover page, generate the report, and save the IPS Report. Selecting and entering
Note that you can add a logo both for your client, and yourself. the report settings

To edit the cover page, do the following:

LN~ -

From the Report Setting tab, click the Edit Cover Page button.
Enter the Prepared For and Prepared By information.

To include a logo, check the Include Logo box.

Click the Browse button. The Open dialog box appears.

ard over Page - IPS Wizard
Prepared For
H 7
Name: [Jingreen
GeneralInformation

Financial Goals Gompany: [
Associated Farties
Fisk Tolerance

Financial Gonstraints Aduress 1 [117 e st
Praposed Portfolo

Fortfolio Securities Addiess 2 ‘

Pol nit ol

City: [ chicago

Report Date:

State: 1L | zip: [608E0

¥ Incluge Logo |

Biowse .

Prepared By
Name: [0e agisor
Company: [ Lakesive nvestmens:
Address 1 [ 22w wasnington st
Addiess 2 [

City: \ Chicago

sae[l <] @ | Click the Browse
button and navigate

Phone Mumber. | 312-696-6000

to your saved company

E-mait ‘JHE@\JKESME com

logo.

.
v Include Logo [ CADocuments and Settings|me ckate| My DocumentaiMy Fitureslal  grouise

< previous
o Gancel Hep

5. Using the Look in drop-down, navigate to and select the logo.

Click the Look in

drop-down to

saeL | zp: [ooes0 navigate to your
saved company logo

k7 Frepared For
Name [JinGreen
General Information
Financial Goals Company: ‘
Associated Farties
Fisk Tolerance
Financial Constraints Addiess 1 [117 el st
Propased Portfolio
Fortfolo Securties Address 2 [
Portfolio Wonitorng
Fepott Settings ciy [Ghicago
Rleport Dg 1+
Look j: | {2} My Pitures
o incud| 2 [ELD

~TEE o e J

Mame:

[ Investment style current, brmp
Prepared By. 88 lakeside. 8P
[*4 Live Meeting Login.bmp

Size| Type ]
1,B65KB  Bitmap Imags

46KB  Bitmap mage
1,698KB  Bitmap Imiage = =

Narme:

(54 mstarz.bmp 432KE  Bitmap Image

[ mstar image. brp 432KB  Bitmap Image —
Companid | (33 et b 43 KR Rifman Tmane L

& ) ~ ) .
Addiess 1

File name: lakeside BMP Open

e P | Cancel

iy [Chicago

State: [IL KREZ

Phone Number, | 312 836-6000

E-mail: [ine@akesite com

¥ Include Logo | G\Documents and Sattingsimeckstely Documentivly Pictuiesial — Brovse .

& e b < Previous

6. Click Open.

~

Click OK to return to the Report Settings page.

8. Click Generate Report. The report appears in a new window as a Microsoft Word

document.

9. Click OK when the Finished generating report dialog box appears.

Version 1.0
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Creating Investment Policy Statements Saving an IPS report in Microsoft Word

To save the IPS Report as a Microsoft Word document, do the following: Saving an IPS report in

1. From the Report Setting tab, click the Generate Report button. The report generates as Microsoft Word

a Microsoft Word document.
2. From the menu bar, click File...Save As.
3. Inthe File Name field, enter the name of the file.

= NE= N AR e N R R - |

&
ill Green IPS

B Save in (L) My Dacuments v| @ @ X Cu & Toos~
L;b Hame Size Type A
[£10_2Q 2009 Training Dates File Folde: : H
MyRecent || 257007 Training Dates File Folde | 1 ClICk the save n
Documents .
\)Z008 Training Dates File Folde drop_down and nav'gate
- (044D Aud File Folde: X
. r@ @ e Pl Fke to the location where you
: cktap 48D Reports File Folde: “
: Ciftuctooth Fie Folds want to save the IPS file
& [CICE Project File Falde:
-,) [EICE Srpshet Rpts File Folde:
- My Documents | | (=5 Training File Folde:
cEY2 File Folde
3' (Dycheck Requests Fil Falde
- [E)Computer Training File Folde:
My Computer || i concur Repts File Folde ¥ v
- & | ] +
+
‘g Fie name: (Gl Green PS v Save °
My Network =
B EIELES Places | Save astypei | word Document (* doch v Cancel 12
Cpraw e | Autoshapes — W W 1 OO o] <l fr 8] | 00 - 2 A - Tg'ﬂi!

Page 1 Sec 1 A Inil ol 1 REC [TRK EXT OWR Engish(Us | (GF

4. Click Save.
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Saving and Editing an Investment Policy Statement Overview

Saving and Editing an Investment Policy Statement

In this section, you will learn how to save an IPS, as well as how to open or edit a saved Overview
IPS.

You can save an IPS at any point while you are using the tool. To save an IPS, click Saving an Investment
File... Save at the top of the page. Policy Statement
To open or edit an IPS, do the following: Opening and editing an
1. From the Advisor Palette in the Portfolio Mode of Principia, right-click once a client's Investment Policy
Statement

name to select it.

2. From the menu, click Edit Investment Policy Statement. The IPS Wizard window
appears.

3. Make any modifications you want, then click the Save icon.

4. From the menu bar, select File...Exit when all changes have been made.

Version 1.0 MORMNESTAR E



Overview Adding Your Own Selections in the IPS Window

Adding Your Own Selections in the IPS Window

This section will show you how to add selections to a number of different drop-down Overview
fields available on most of the tabs in the Investment Policy Statement wizard. If the

existing options do not meet your needs, this is your chance to create values that

match your practice.

You can add new selections for the following tabs and items:

* Associated Parties/Classification

* Financial Constraints/Assessment Method

* Financial Constraints/Risk Level

* Portfolio Monitoring/Allocation by Criteria

* Portfolio Monitoring/Evaluation by Criteria

* Portfolio Monitoring/Revisit Schedule

* Portfolio Monitoring/Security Evaluation Schedule
* Proposed Portfolio/Portfolio Securities.

To create additional items for the Classification drop-down field in the Associated Adding selections for
Parties tab, do the following: Classification
1. From the menu bar, select Resources...Edit. The Manage Selections dialog box
appears.
2. From the Tab/Item drop-down field, be sure Associated Parties/Classification is
selected.
3. Type a Name for the selection.
4. Click Add.
5. Click Save.
x|
General Infoimation Proposal Information
e i ]
:‘::ngﬁgsizuaw; Tabfltem
.':L".f&iﬁ“s':i'uf;?";"s | associated PaiestCiassiication <]
bonon saings b
[Gandpaents A Make sure Associated
ourent vaes Parties/Classification is
e s Dekte selected here
Attomeys
mg’:;ﬁ\ms
Save Close
Newt >
6. Click Close.
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Adding Your Own Selections in the IPS Window

Adding selections for Assessment Method

To create additional items for the Assessment Method and Risk Level drop-downs in

the Financial Constraints tab, do the following:

Adding selections for
Assessment Method

1. From the menu bar, select Resources...Edit. The Manage Selections dialog box

appears.

2. From the Tab/ltem drop-down field, select one of the following:
* Financial Constraints/Assessment Method

¢ Financial Constraints/Risk Level

3. Enter a Name for the selection.

4. Click Add.
5. Click Save.
feneral Information Proposal information
Financial Goals
Associated Parties
Risk Tolerance
Financial Constraints Tabfltem
Prapased Portfolio
portolio Secuities | Financia Gonsiaints/assessment Methad ~|
Portfolio Monitoring
Fepon Settings Marme I
[Fotiwup Bisecament | dd Enter a name
Suren Valuss for the Financial
e S o | Constraints/
R — Assessment Method
drop-down
Save Close
Mewt >
6. Click Close.
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Adding Securities for Portfolio Monitoring Adding Your Own Selections in the IPS Window

To create additional options for the Portfolio Monitoring tab, do the following: Adding Securities for
1. From the menu bar, select Resources...Edit. The Manage Selections dialog box Portfolio Monitoring
appears.
2. From the Tab/ltem drop-down field, select one of the following:

b

* Portfolio Monitoring/Allecation by Criteria

* Portfolio Monitoring/Evaluation by Criteria

* Portfolio Monitoring/Revisit Schedule

* Portfolio Monitoring/Security Evaluation Schedule.
Enter a Name for the selection.

H 7

General Infoimation Proposal luformation

Fnancial Goals

assntiated Panies

Risic Tolerance

Financial Constiaints Tabfltem

Proposed Portfol

ool Secuttiss [Fnancia Gonstraints{Fisk Level -

Ponfolis Konitoring Financial G s/ Risk Level

FRepon Settings Fortfolo MonntonngfAliocation by Ci
Portfoli MonitorngfEvakuation by Crteria o
Porfollo MonitoringfRevist Schedule Se|ect on Of these
Pioposed PortfoiijPortiolia Secuiies ~ four options from
When allocation falls out of defined rznge Delete
When ciint abjectives of circumstances change

the drop-down list

When significant assets are added/removed om the plan

save Close

Mewt >

6. Click Close.
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Adding Your Own Selections in the IPS Window Adding selections for Portfolio Securities

To create additional portfolio securities for the Proposed Portfolio tab, do the following: Adding selections for

1. From the menu bar, select Resources...Edit. The Manage Selections dialog box Portfolio Securities

appears.

2. In the Tab/ltem drop-down field, select Portfolio Monitoring/Portfolio Securities.
3. Enter a Name for the selection.

4. Click Add.

5. Click Save.

General Infoimation Proposal Information
Fnancial Goals
assntiated Panies

Fisk Tolerance

Financial Constiaints Tabfltem

Fropased Portfoly

Portfolle Securiies [Praposed PantoliarParttoio Securties -

Potolio Wonitoring

Feport Settings Mame
‘lenustla\x A —
Cuttent Values H

Click Add after

Domesti Large Growth Stacks Delste .
Domestic Large Value Stacks typmg aname
Domestic Mid-Cap Stocks
Domestic Smalk Gap Stocks for the new
Non-Domestic Dieveloped Stocks . X
Developing Matket Stocks Portfolio Secunty
Domestic Investment-Grade Bonds

Domestic High-Yield Bands
Domestic Inflation-Protected Bonds
Hon-Domestic Bonds

Commodities
REITs

save Close

Hewt >

6. Click Close.
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