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HERE I5'NO single approach,to ergamzing tor nvesting
T.md n the ostablshment of investment pohicies

the existing practices. and the hachzround und
personaliiies ot yoer trustees will all have an mflu.nee on
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“These policies are an evpression of the fiduciary oL - __e_:J.\A LR
responsibility of ghe trustees being carried out.” <1 eEe o F

INVESTMENT POLICIES AND CONCEPTS: FOR POOLS ‘Q
By Robert L Elhs, . \
. \ o

decade. that constraint being the pressure for current in-
come Under TRC the mvestment manager invosts o
achieve the mpumum averlige roturn (hoth uppruud(mn
and vieldy over the long term Such a plan ruhu\u the |
ponvestment manager of press e 1o soloct \q.\,urmu offer-

Two stems will haré o ereat mﬁdmwnn the ~ophistica- ¥ ing a current hugh-vicddld - Under an adel Jyvstem he can,

tion b4 Our OTANZAtION aud my,stment puh..xu select securtties that pay hitle or-no dividends, Howcever, |
T . 1 order to provide current income tor the college’s oper-
Size and 1"'1"’"’”"" of tlie Endowment atioms, the trustees authorize the treasurer o use a prudent

. in some colleges the come from endow ment 1s 4 Sig- percentage of the average market value of the endow ments
It 15 here that the problem arises, because many Lmur\

s v Difigant. resource 4n balancing the budect, In othor colleges
stll take the posttion that a true Lndxmmgm Is i trust fund

= It is ot " A Jarge college or uniteraity with a $5 milion _
endowm.nt and # 350 million operaung budget reghzes and, under trust Iaw. tharket appreciations baluns’\ to prin-
updl and cannot be-used as incomer T,

that the differencgsot 2 one 16 two pereent return on the
For a thorough~discussion of TRC | ,ru.ommu]d lhc

Lndo“munt amounts to only S\U ()()U to $100.0u0. and
that this will not_hasg any major mmpact on its budget wo Ford Foundauon Repoty Mandgmg F.du-
CRdlow ments, and The Law and*the 1 ore of L

Similarly. the small college with one nulbion dotlars ot
endowment cannot significantly alter its financial PMurL divament Funds Both reports wer pubthished im 1969 and
arcidue to'be repninted soon 1t you are considentng TRC, .

lhr(uwh a4 greater optmization ol iy Invostment income.
* Treceommend that copies of buth reports bt made available

to the membgrs of your investment contmitiee. -

*
-

/
At a college Tike Smuth. where our endowment now ea-

ceedy §90 mullion. the endowed funds constitute a sig- . . .
~ant ro N WCrVBY o v attents .. . (. P oo
;mumt resource which dLS‘»r\Lbld good deal ot d[[t.;][l()n {dministration of Pooled Funds . S
ccause it provides approximarely twenty pereent of our e 1 ‘.
P pp N y p I'he Ford Foundation Report paints, out that #t 15 most
operating funds. A 1969 Phiflips Excier spectal report on ‘
|mp()r[dnt that the board of trustecs acedpt mdnlumcnt
Investment and Endowment Poliy pomted out that his-
of the endowment*as one of its responsibilities - ﬂu Re-
torically their endowment had contributed torty to forty- * R
. . - g port furlhcr recommends the gstablishment of an inde--
fise pereent of therr annual income, an amount about cqual ‘
_ . pendent muslmgnt.mmnmtu. separate from the finances -
to the income realized from annual, comprehensive student -
commutteg.

fees . :
! The two prime funciwms of the Investment Commuttee +

are to determine who wili ke the mn\!nun[ decisions,

Total Return Concept Sl
and to define preasely J!L chive 161 the endowment

Whether, or not you, your investment committee, and obtam the board™s agreens |, thereto Ty -
trustees. and your college atterndy believe 1 the invest- - Histonically there have boen + possible methods of .

4
ment phllosophy hest described as the Total Return®Con-
eept (TRC ), will greatly mﬂumu your 4nvestment orga- -
nizatton and policics  For purposes of dmuw,pn here

Ve

Robert 1. Fllis wated  Treaswier af’,
Smitth Collese yne [905 o, Ty nEr complefion
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TRC includes the use of a fodest portion of realized X of tecnnetgurveary of acne spnace sin the
gains to supplement interest and disidends for operating VAT, U5 Navs Supph Cotperennira with the rank
KJ purposcs. « , . ’ R of (upM/n"b I, ar offcr 1 the /upnzx(u (lul-
o 0o ‘ . . [} fthe Naoy Mr LIl Lad wili eXperiene
r The philosophy of the TRC 14 to avord the constraimt . ool e e b el eAperionce
\J ’ ~, - o finanecialtand mate ried® manavenient, and
‘ that has hzlllpurcd endowment mapagers during the Jast ‘5 manascment planrme’ ¢
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portfﬁho-mana'gemcnt: Afourth possibifity now exists with
the establishment of The Common Fund which 1s dis-
cussed below. The traditional three methods are.

* Appoint a Trustee who is also a professional invest-

' ment manager. This is not, in my"opinion,.a good
alternative excepting in the case of a.very modest

fund and a situation where the trustec.can devote
sufficient time to its management. While it is true

that there are many trustees at colleges and universi-

ties who are highly competent in investment matters. |

the assignment of investment decision responsibili-
ties to one such individual could present many prob-
lems. For example. as the.term of the trustee expires.
a decision must be reached as to whether or not to
’ continue having the trustee exercise such a responsi-
bulity." If the answer is yes, then the relationship be-
tween the individual and the board could pecome
awkward. On the other hand, should it be a require-
ment that the investment decisions be made by a
trustee. then it wduld be necessary to assign the
responsibilities to another trustee. This raises the
qucstion as to whethér or not the composition of the
+ board is such that agother trustee equally as com-
petent in investment matters, is available for the
assignment. . ’ -

* Hire your own full-time manager and typically two
oF threc assistants if you have a sufficiently large en-
dowment, perhaps a minimum of $50 million

* Retain a paid, outside investment managemcnt arga-
npization to run the portfolio. Here the role of the
invesimeni committec 1s to choose the advisor, de-
fine policies and procedures. and judge the resilts.
This is the most commonly used sysiem and the ‘one
uscdtby Smith College. .

Thc Ford Foundation Roport further rccommends that
deciSion- -making authority be delegated to the chosen in-
vestment advisor.

represent a compromise of several opiniops.
, . A

Investment Policies -,

“Once the portfolio management method has been deter-
mined and the investment advisor selected, the Invcstmem

Committee should meet with him to_explore and define the -

best possible policies and procedres. It should be clear

that there is a distinct difference n setting policy and in

.

selecting dndividual securities for. the portfolio.

Robert Barker, in his prefage to the second edition of the-

Ford Foundation. Repaort, gmphasizes the importance of
focusing caréfully beforchand upon how a portfollo may
behave dunng severe market fluctuations and the aceept-
abflity of such behavior to the Trustees. He states that the

i

w?
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Otherwise thete will be delays in mak-
. ing Buy-Sell decisions and the decisions when made often

. maqtionalstrains of living.with greater than’average vola- | -

&
-

»

tility arc scvere. The trustees may find it preferable to facc
the facts and accept a modestly lower rate of return than
would otherwise be attainable, 1n order to lessen the risk
of subsequent erratic shifts. He concludes that full ad-
vance understanding will strengthen the ability of all con-
cerned to make the best possible selection and to stay with
that sclection during periods of doubt. -

I checked a half-dozen private college treasurers to ob-
tain copies of their written investment pohcxcs but found
that none had committed their policies to writing. While
they promised to research their investment cOmmittee
minutes to ferret out policies which had been enunciated
at their meetings, to date I have not heard from a single
one of them. I can only*conclude that not many colleges
have written investment policies.

At Smith College the following policies are presently in
effect:

* The investment objective is.to obtain the maximum
average rate of return over the'long térm.

* The Trcasur«.r is authorized to use 42 % of the
three vear average market value of the pooled invest-
ment fund as endowment income. Any excess re-
quired beyond the yield earned 1s taken from market
appreciation cither realized or unr«.ahzcd In short,
Smith uses the TRC ) L

* The Investment Advisor. Morgan Guaraht};‘Trust
Co {MGT) has discretionary -authority to buy or

sell subject to tc’lephonc confirmation with thc Chair-

man of the Investment Comnittee if he is avalable.
If he is not available. MGT can take immediate
action. This largely liminates divided rnsponSbehty
_for the ponfoho performance.

* The College will support the Common Fund through
investment of $5 million as a CharterMember.,

* For the present the College is committed to a belief

in the futury of cquitics with a higher level of risk

and performance. The Trustees have been notified
that this policy iguolves a more volatile situation
whith could show up in a strong market downswing.

. * Equity investments have tendéd to” be limited to
about forty holdings on the theory that the position
in each equity should be Jarge crough to sccurc a
substantial reward when a judgment on a holdmg
proves accurate. .

¢

* * Equities will be held only as lon‘g as the future of the
general industry and tthp"rrtlcular company r(}rc
favorable, : s

* The portfolio will not be operated on a “go-go™
basis. Investments are made based upun long turm
confidence. This does not mean thiat certuin holdjngs
will not be liquidated temporarily if « sharp bear

 market is in tthfﬁng.
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* Social Responsibility Dimension of Investing.
(1) Whie maximum economic return should
* be the primary nvestment comsideration, the
Trustees may exclude from consideration certain
corporations or industries on the basis of moral
or lega} considerations.

{2) Once a secunity 1s purchased, the Trustees
accept the role of intercsted investors and will
express opintons 1n either written or verbal com-
municatians to the management or by voting of
the proxy.

(3) Chairman of Imvestment Commuttee is
chargcd with rowtige voting of proxies. In con-
troversial arcas he wjll seck guidance from other
members of the Investment Commuttee and the
College Commuttee on Planning and Resources.
Final decision will be made in these cases by the
. full Board of Trustees or the E\Lcut‘n*c Commuttee.

I hasten ‘to say that not all of these polises have been
written. :

Phillips Exeter
; The 196D investment gusdelines and policies of Philiips
Exeter weré published as follows:
* The portfolio nced not produce more than SL1.S
million of dividends and interest (2.3 pdrcent yield).
# Seventy-five percent of the portfolio should be in
equities (includes convertibles).
*'&"p e len percent c¢an be invested in special situ-
atlons.

+ return xs established.
4 . * Stundarducd performance data is to be provided -

The August. 1972 issue of the [usttutional Investor
reports that the New York State Insurance Department has

* Overall godl of a twelve percent average compound-

i -
its investment in The Common Fund. 4 non-profit merii-

¥ .
come up with a list of investment guidelines that Trustees +

of jointly t;ustfd welfare and pension funds must estab-

lish, and within'which their investment advisors must work.

. Along with the standard prohibitions against buying stpck

optlons puly; calls, arbitrage and short sales. the guidehines
require trustéd to: ',

#:8et maximum pereentages of fixed- dolldr amounts

of their {funds that Lan be put 1nto debt. securities,

/. industry groups. stocks of arty onc’company. or cash.,

* Specify that the fund can-only invest 1a companies

' with a eertain record of carnings "md dividends over

a spu.nﬁud fime.

* Meet regalarly with advisors to discuss holdings and

BN

o invcst‘gymnt activity.
" The Common, Fund  ~ -
v The college with a small endowment can possibly re-

solve its pqrt{ol'io management problem by placing all of

ERIC 3. o
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current yield and capital appreciation,

buership corporaiior]. which,began opcrations on July I,
1971. Muany colleges with larger endowments. including
Smith, have invested a part in The Common Fund.

The Common Fund is an outgrowth of the Ford Foun-
daton Report, Managing Educanonal Endowments. Iis
purposc is to provide non-profit member colleges, univér-
sities, and independent schools with professional manage-
ment of their endowment funds and other funds held for
long-term invistment. The Ford Foundation has made a

comntitment of up to $2.3 million in grants to cover orga-

nizational costs. investment management cxpenses, Cus-
todial fees, and all other costs of operation through 1973.
In addition, the Foundation "has provided a SS0.000
grant to underwrite a program of rescarch and publication
in matters relating to the fiscal management of cducational
institutions.  Thus, 1t 15 essentially free of cost to its mem-
bers during the high-cost. start-up period. ,The Fund is not

appropriate for short-term funds and cannot accept funds

which are subjecs to life incame agreements.
The Common Fund allows for the pooling of many small

cndowment funds of different insfitutions and the employs

. ment of cxpert management for the investment of thesc

funds. The objective is to allow all educational institutions
10 achieve investment results comparabl? to those attained

funds. The investment objective is to obtain an above
average, long term total rate of return. consisting of both
, The portfolc is
invested primarily 1n common stochs and other markctable
secyritics with equity characteristics, '

Payment Options . .

The mimmum mitial imvestment 15 $100.000 with a high
overall limit of $10 million. The institution may withdraw

- all or part of its investment at the end of any month. on

sixty days notice Members may clect amy one of the fol-
lowing payment options:

(a) Ouartcm payments of 1'4 percent of average unit
value.

(b) Quarterly payments of decrued }icld only.

(¢) Qhartcrly payments of a fixed dollar amount.

(d) Nou yuarterly payments: all carnings reinvested in
Fund.

On June 30. 1972, at the end of the first year of oper-
ation, The Common Fund Unit .Value had- risen from

C 51,000 to $1.097 63, 4 gan of 9 & pereent versus an in-
.grease of 75 percent for the S & P ndex @ In addition, a

unit held for the entire year would have carned $28 688, or
2 8 percent per unit. On July 1. 1971 there were 72
charter members;,on July 171972 the membership totaled
228 institutions with pm)le(l funds of $176.918.431 at
market value.

Complete information on The Common Fund may be

, / .
. -
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obtained by writing to: The Common Fund, 635 Madison fore. these yolicies in effect are an expression of the
Avenue, New York. New York 10022 fiduciary responsibility of the trustees being carried out. -
The developnient of investment policies is important in The second important aspect in.volvcs continuity among
two respects. It serves as a vehicle to transfer guidance " changing board members. While persons of varying
from the board of trustees to an external fund manager, philosophies are appointed to and retire from boards of
whether it be an investment company or % bank. There- trzstces, the written policigs continue on. )
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