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Foreword

n 1982 the Academy for Educational Development (AED), along with the
[ Association of Governing Boards of Universitics and Colleges (AGB), the

American Council on Education (ACE), The Common Fund, and the
National Association of College and University Business Officers (NACUBO),
received funding to study endowment practices at 23 sample institutions. The
purpose of the <tudy was to provide rccommendations for colleges and umver-
sities on the best way to manage endowments.

Endowment management is a critical area of responsibility for everyone
in higher education involved in both administration and policy making. Yet
it often reccives less attention than it should, especially constdering that the
impact of endowment management goes well beyond the amount of the
endowment jtself Strong endowments and solid endowment management
procedures have a positive impact on an institution'’s marketing, its enrollment,
and even its ability to receive major research contracts.

The 23 institutions chosen for the study, listed in the Introduction, are
a cross section of the various types and sizes of all endowed colleges and
universities in the Unitcd States. However, the study team was able to draw
conclusions about endowment management that apply generally t0 the special
needs of higher education The study team has prepared sample questions and
paradigms that can guide an individual institution toward an endowment
management plan tailored to its individual situation.

The organizations conducting this study represent the key constituents
responsible for setting policy and administrative controls over endowment
funds AGB and the other associations involved in this project believe that we
all have an obligation to bring this report on endowment management to the
attention of the key players facing this important and challenging prr blern.

The Richard King Mellon Foundation, the International Business
Machines Corporation, and the BankAmerica Foundation supplied funds for
preparing and printing this report and for disseminating it to key constituents;
they recognize the important role successful endowment management plays
for individual institutions and in higher education as a whole. We are grateful
to George H Taber, vice president and director of the Richard King Mellon
Foundation, Charles R Bowen, director of plans and program admunistration,
university relations, of the International Business Machines Corporation; and
Edward Truschke, president of BankAmerica Foundation, and his colleague
Czroline Boitano, program officer of the foundation, for their understanding
of the importance of this issue. We appreciate their support of the study and
their dedication to higher education.

ROBERT L. GALE

President

Association of Governing Boards
of Universities and Colleges
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Preface

his study of the endow ment management practices at 23 colleges and

unn ersities Jearly indicates that those mstitutions employ ing indepen-

dent consultants, multiple investment managers, and a systematic ap-
prodach to policies and endow ment management pracuces perform signifi-
cantly better than instatutions that take other approaches tv endowment
management.

The data and information collected during the study strongly suggest that
important factors in improying performdance dre appropridte trustee interest
and imolvement, institutions” retaining external professional managers of en
dowment investments, and using independent consultants to evaluate
managers and performance.

Trustees have 4 umque and critical ole in assuring that the endowment
funds of a college or university are properly managed in support of the ob-
jectives of the institution. The evidence 1s compelling that dihigent attention
to managing the endow ment can produce significant bencfits. Appendia A
te this report presents a set of questions trustees might want to ask as they
sceh to ensure that the instatutions for w hich they have fiduaary responsibility
are managing their endowment funds appropriately.

Obviously, the needs of each institution will vary as will the eapertise
andnterest of trustees 1 managing the endow ment, Most institutivons would
be well served, however, by retaming independent consultants to review thar
endowment policies and performance and to advise the appropriate trustee
commuttee on the actions that might be required The cost of the review would
beinmigificant w hen compared with the long-term costs associated with poor
endowment management decisions.

Another alternatiy e av dilable to edacation institutions 1s to participate in
The Common Fund, & pooled endow ment investment program that cmploys
multiple ivestment managers and utilizes 4 number of independent con-
sultants to an eatent that 1s beyond the capabilities of all but the largest
i
|

endowments

In sclecting independent consultants, every mstitution should make sure
that the person or firm chosen 1s famialiar wath the very speaial requrements
of lugher education, and should require 4 wrnitten statement providing
assurance that the independent consultants will not recenve fees orcompen
satton from any source other than the institution served vr at its specific diree
tion Requiring such o statement will avoid potential conflicts of interest

Lndowment funds are vital to independent and public institutions. Dur
ing the 15 years sinee the 1969 Ford Foundation study, “"Managing Educational
Endowments,” the management of endow ments has improy ed considerably
Today, much more mformation is available to trustees on w hat constitutes good
endowment practice and performance.

)
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Appendix B to this report provides a sample statement for colleges and
universities rega- Jing investment puliy, ubjectives, and guidelines for endow-
ment funds A, pendix C provides a4 sanple spending guideline statement and

a spending plan illustration.
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Introduction

his study came about as 4 result of concerns expressed about the

management of their endowment funds by a number of college

presidents imvolved 1n 4 Kellogg Foundation-sponsored analysis of
institutional planning.

The presidents’ con.ments concentrated primarily on their being unsure
of what was expected with regard to the rate of return on thear ipstitutions’
endow ment funds, the respective responsibility for operating the endow ment
funds by the administration, the trustees, and the external managers or ad-
visers, acd the most effective process for ensuring that the management of
the endow ment would mect the expectations of donoss as well as the objec-
tives of each institution.

With these concerns in mind, the Academy fur Educational Desclopnient
undertooh astudy of the endow ment management practices for the five years
between July 1, 1978, and June 30, 1983, and the results of these practices
at 23 colleges and universities. The study was conducted in assocdiation with
the American Councail un Education, the National Association of College and
University Business Officers, Investment Managemeni Control Systems, a divi-
<10n of Janney Montgomery Scott Inc., and The Common Fund. The goal of
the study was tu arrive at conclusions and recommendations about endow -
ment fund management thai could be used by all education institutions with
substantial investment funds

The 23 institutions studied were.

Berea College Randolph-Macon College
Bowdoin College Rochester Institute of Technology
Carnegie-Mcllon University St Louis University

Colby College Smith College

Davidson College Southern Methodist University
DePauw University Trinity College (Connecticut)
Dallard University University of Cincinnati
Lehigh Universaty Umversity of Michigan

Loyola University (Chicago) Umiversity of Richmond

Mills College Vassar College

Occaidental College Wesleyan Umivensity

Pomona Collepe

Fur analysis purpusces the institutions studied were divided into two
groups. Greup A consisted of 12 colleges and univ ersaaes, cach of ahich had
completed a major review of endow ment management before the study was
undertaken In cach instance the instirution had employed independent con
sultants to belp evaluate imvesument management policy and performance.
Most had resiructured endovs ment management in an cffort to umprov e results
and had uscd independent consultants to assist in screening and selecting
managers

ERIC )
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Although the study team did ot know in advance of compiling the data
exactly how the investment results of Group A institutions would measure up,
there was no doubt that tae endowment funds of these institutions were
among the best managed in the country. All but une of the Group A institu-
tions used multiple inyvestment managers in ordec to diversify the handling
of various portions of the endowment portfolio.

Group B consisted of 11 institutions that at the beginning of <he study
had not gune through an intense, formal review of endow ment management
and had not used independent consultants. Here also, the comparative per-
formance of the institutions in this group was not know nin advance of com-
piling the data. The study team felt that institutions in Group B were represent-
ative of the endow ment funds that have not made a concerted or special ef-
fort toamprove inyestment management. Most Group B institutions had used
4 single manager, usually a local bank or an investment management firm
chusen by the institution’s board of trustees, and “1ad not used professional
consultants.

OnJune 30, 1985 (the ending puint of the study ), enduow ment investments
uf Group A institutiuns amounted to §1 2 billion, the total for Group B institu-
tions was $840 million.

The combined endow ment investment total fur both groups, just over §2
billien, was equal to approaimately ™ pereent of the 8§30 billion total value of
the endowment funds held by all colleges and universities in the country.
Although this 1s a smizil percentage, and the 23 institutions were oo se distically
representatiy ¢ of all collsges and uninversities in the country with endow ment,
the study team felt the sample was Large enough to warrant making general ‘zed
cuaclusions about the management ¢ cndow ment funds held by educaticn
institutions

Most of the partiapating institutions are privately supported. Two state-
suppuorted univensities were included, however, because of (&) the grow ing im-
purtance uf fund ras:ing and endow ment management in public institutions
and (b) their interest in being invclved in the studv.

During the course of the study, members of the study team visited the
wimpus of each mstitution, sumetimes more than vnce. They met with ad-
munstration officials concerned with endow ment management, collected
financial information, v sited wath nvestme.a managers w here appropriate,
and prepared eatensiy e analyses. Some of the information collected was quan-
titatny ¢ and concerned vperating performance and allucating the assets in en-
dowment funds Other information concerned the endow ment management
prucess at the institution, the role of investment managers and external ad-
viscers, the use of endow ment resvurces, and the level and form of trustee par-
ticipation in endow erent management. There was cdear evidence that many
trustees were aware of the ssues 1in endowment management but wer: not
sensitiy e cither to the compleaaties of the sssues or the suurces and uses of data.

211
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Major Findings
and Conclusions

A systematic approach lo investir . «t managemest and sharply focused
trustze involvement in the imi>stment process result in improved
Derformance.

Those institutions using a systematic approach to improving the manage-
ment o{ their endow men: resources (Group A) significantly vutperfurmed the
institutioris that use a morc traditional and less intensive approach to endow-
ment management (Group B). The results were ach.eved not only for the en-
tire five years covered by t'.e study but also were especially dramatic during
fiscal year 1983, a strong year in both the bond and stock markets.

Table I compares the five year annualized total ra.e of return for the two
groups in the <tudy The table alsv includes the annualized return informa-
tion for the 22C funds reporting to the National Association of College and
University Busii.ess Officers (NACUBO).

TABLE 1
Comparalive Rate of Retusn on Endowment Investments
Fiscal Years 1978-79 t¢ 1982-83

Frie Year

Annualized Rate of Return
ltem Rate of Return Fiscal Year 1983
Group A Institutions® I5 6% 48 1%
Group B Institutions* 13 8% 375%
Difference between
Group A and Group B 1 8% 10 6%
NACUBO Funds 1 8% 41.3%

*The annualized returns for Croup A and B institabions were aboulated 4 dullar weighted average of the
totat anpuai returns for the institutions m cach group

The differences in the rates of return reflect botk the decistons on the
allocation of assets among diffcrent ty pes of inv estmeats and the performance
of the investment managers.

Table I shows the five-ycar annuali ed rate of return for each of the 23
insti*utions, arrayed in descending order.
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TABLE II
Comparison of Return on Endowment at 23 Colleges and Universities
Fiscal Years 1979 tn 1983

(Dollar figures are 1n thousands)

Actual
Average 4-Year Ending
Endowment Annuahzed Value of
\alue-Frscal Kate of Fadowment

Insitution 1979-1983 Return 6/30/8%
#1 $132.402 14 9% $173.434
#2 128.408 17 1% 162,774
#3 127.316 16 1% 178,483
R 116,126 12 3% 153,115
#5 113.679 12 1% 126,614
=6 108.679 17.1% 148.647
#7 107,155 13 8% 148.765
#8 4,029 14 6% 111.433
#9 72.710 18 4% 126.781
#10 71.827 14 =% 100,638
#11 70.193 17 9% 110,143
#12 61.774 125% 81.030
#13 55.547 125% 80,463
#14 52.908 15 6% 71.000
#15 11.625 12 5% 51,253
#16 39.700 12 2% 52,000
#1° 31,951 17 9% 47.332
#18 25.685 13 7% 29,092
#19 25.355 15 9% 41,743
#20 22.790 1* 6% 31,575
#21 22.342 129% 32,195
#22 8.612 14 9% 11,237
#23 5.352 15 7% 6.785

NUTE The Market fndex return was obtaned by calculating the reqan thai cach colege would have hadaf
the amount ® huchichad aocated cach year o stochs had carned thie return on thic Standard & Pour 8 Stuck
Index. the amouncinvested 1 bonds carned the retuni o the Saluinon luog ierm corporate bond index. and
thie cash equin alents had carned the return oin Ereasury Bils The Comnion Fund raurn w as simidait, Cslculated
by applyinig to cach college s actual asset allucations cacdiyear the v estme it iesuls of The Conunon Fund s
Equity Bond and Short Term tnivestment funds

W hile the 1.8 percent difference in the five-year annualized return be-
tween the 15.6 percent earned by Group A institutions and the 13.8 percent
carned by Group Banstituttons might not appear to be dramatie, the study team
ne.tes that during the five years of the studv the aggregate value of the en-
dowments tn Group B would have grown by an additional $81 million had
the return been at the Croup A higher rate.

Four comparative purposes the study team notes that the performance of
the sceurities markets varied considerably year by year during the five years
covered by <hie study. Some representative indicators are in Table III.




TABLE 11 (Continued)

5Year 3 Year Excess of
Annualized Excess of Annualized Common Fund
VMarket Index Index Return Common Fund Return x
Rate of X S-Year Rate of 5Year Average
Retern Average Value Return \alue
15.1% $1,329 18 8% $27,912
16 1% — 18.7% 10,607
15 4% — 18 2% 13,942
17 3% 32,084 19 6% 49,043
15 5% 20.685 16.9% 30,031
14 0% — 17 2% 544
12.5% — 15 0% 6,585
14 6% -— 17 9% 13,048
16 "% - 21 2% 10,766
15 8% 4.038 19 6% 19,409
15 1% — 18 4% 1,772
14 9% =TT 18 6% 21,284
14 8% 6.689 17.5% 15,347
15 9% ~98 19 4% 10,846
125% — 15 % 7,574
13 9% 3.491 17 3% 11,210
14 9% — 20.6% 4,553
13 9% 258 16 0% 3,093
16.3% 511 19 2% 4,409
15 7% 1.281 19 3% 5,883
13 3% 450 16.0% 3,684
13 7% — 16 8% 850
16 0% 81 200 2% 1,318
TABLE 11
Movement of Securities Markets
Fiscal Years Ending June 30, 1979 to June 30, 1983
5-Year
Annuahzed
Item 1979 1980 1981 1982 1983 Rate
Standard & Poor’s
500 Scock Index +1306% +173% +2006% -115% +611% +18 1%
salomon Brothers
Bond Index +7 2% -24% -130% +87% +424% +7 1%
Rate on 91-Day
Treasury Bills +93% +122% +144% +144% +91% +11.9%
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Another way of view ing the importance of incremental return is to view
it in a context of a2 widely accepred geperal statement concerning the max-
imum spending rate 2 college or university could use without invading the
principal of the endowment. The statement is:

The maximum spending rate should not exceed the expected long term an-
nuahzed total rate of return minus the expected long term inflation rate

This formula emphasizes the importance of the 1.8 percent difference
uited above in the weighted annualized rate of return for Group A and B in-
stitutions. During the five-year period covered by the study, the annualized
rate of inflation as measured by the Consumer Price Index was 8.8 percent.
Subtracting inflation from the 15.6 percent earned by Group A institutions
would provide a maximum spending lev ¢l of 6.8 percent (not necessarily the
recommended spending rate). Deducting inflation from the 13.8 percent
return earned by Group B institutions would provide only a 5 percent max-
imum spending rate.

Performance could barve been improved by both Group A and B
institutions.

Although uver the five years studied the performance of Group A institu-
tic.s 1n endow ment management w as substantially better than that of institu-
tions in Group B, room fur improyement existed in both groups. The study
team found this by employing an index that reflected the actual endow ment
asset allocation deusivns of the institutions for each of the years, then it used
the results of the Standard & Poor’s 500 Stock Index and th:e Salomon Brothers
Bond Index for comparison with actual results.

Only six of the twelve institutions in Group A outperformed this index
over the five-year peniod, as show nin the top part of Chart 1, although three
others came reasonably close to the index. However, not all Group A institu-
tions had therr restructured program in effect for the full five years. Those in-
stitutions that completed 2 management review and restructuring part of the
wdy through the study period showed markedly improved performance after
the restructuring was completed.

Only four of the eleven institutions in Group B outperformed this index
over the period, as shown in the bottom part of Chart 1.

If uver the period the Group A institutions had performed as well as the
standard & Poor’s 500 Stock Index and the Salomon Brothers Bond Index,

they would have had an additional $20 million in endowment resources.
If Group B institutions had performed as well as these indexes, the in-

stitutions would have added almust $59 million to their endowments
Inasmuch as the foregoing analysis was adjusted for asset allocation deci-
sions, the data reflect the results of 1.1anagement and exclude changes due to
fluctuations in the stock and bond markets.
The study team noted that the index return comparisons are approxima-
tons because the czleulations were based un endow ment values at the begin-
ning of the year without regard to cash flows that occurred during the year*

*A stmidar method was tolluwed i making the calculations for The Commoi Fund s described in the next
section
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CHART 1
Return on Endowment Investments
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A few institutions did not have at hand data on actual performance in the fiscal
year 1979. The charts and tables in the report assumed that for that year the
institutions v olved earned returns equal to the market index returns. The
study did not attempt to adjust returns on anvestment for the different levels
of risk assumed by each individual (nstitution 1n **~ location of endow ment
assets to stocks, bonds, and cash-equivalent investments.

Common Fund demonstrates potential for improvement.

As a point of reference and as an example only, the study team noted the
structure and investment performance of The Common Fund, a nonprofit cor-
puration vrganized to provide inyvestment management seryices exclusively
for education institutions. The Common Fund is a pouled endowment fund
supervised by a buard of trustees respunsible only for investment matters. The
focus 15 on ivestments, with separate subcommittees established to manage
cquities, bonds, shurt-term securities, and international investments.

Since its inception in 1971 The Common Fund has taken the view that
the pruper role of trustees 15 tu manage managers, not imvestments, and has
emplouyed a multiple manager approach to investing. Over the years, The Com-
mon Fund’s trustees have utilized the services of several leading investment
consulting firms and have chosen separate managers with special expertise
and proven records of accomplishment in each separate aspect of investment,
such as equities, bonds, short-term, and international.

The Common Funds’ board of trustees, elected by participants distributed
deross the country, includes the treasurers of several major university en-
dowments and a2 number of uther persons chosen for therr financial exper-
tise Ur as representatives of national education vrganizations. The board takes
great care to avoid conflicts of interest in choovsing investment managers and
custodial banks.

The potential for improvement that could have occurred over the five
yedrs had The Common Fund been used 12 highlighted by a comparison of
the actual rates of return at the institutaons in Groups A and B with the returns
that would have resulted from participation in The Common Fund. The com-
parisun shows that after adjusting the figures for asset allocation decisions,
none of the institutions in Group A ur Group B performed as well as The Com-
mon Fund. Had the Group A institutions maintained the same asset alluca-
tion and had they used The Common Fund, they would hayc augmented their
total endow ment funds in 1983 by more than $145 million, Group B institu-
tions would hay ¢ added an additional $128 million to ti.zar 1983 total endow-
ment funds. Comparative data are shown in Chart 2
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CHART 2
227 Return on Endowment Investments
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The study team noted that the investment results for The Common Fund’s
equity investments during the five-y ear period covered by the study enjoyed
awider margin of superionty over the market than has ty pically been the case
The five-year annualized return on The Common Fund’s equity investments
during the period was 22.8 percent per year compared with 18.1 percent for
the Standard & Poor’s 500 stock index. The Common Fund outperformed the
index in each of the five years encompassed by the study Over the longer term,
The Common Fund has outperformed the market about 70 percent of the time
The annualized return for the past ten years, for example, has been 17 1 per-
cent compared with 14.8 percent for securities in the S&P 500 index

Nevertheless, the highly structured and focused approach to endowment
managemernt taken by the trustecs of The Common Fund provides an exam-
ple that could be followed by many colleges and universities. The results
achieved allustrate the basic conclusion of this report, that is, the way aboard
of trustees approaches investment management can be expected to have a
substantial impact on the long-term results achieved.

Strategic allocation of assets can increas. endowment earnings.

Over the years, investments in corrme 0 stocks have produced higher returns
than investmer.ts n cither bonds or money market securities. In order to
reduce the effect on the vajue of the endow ment of stock price fluctuations,
many institutions have adopted for the endow ment portfolio a strategy that
dnversifics investments 1nto 2 number of different kinds of stocks (for exam-
ple, sume grow thissucs, sume cyclical, some high yield, ctc.) and by combin-
ing stocks with both bond and money market ifivestments.

In both 1979 and 1983 the Group A colleges and universities using con-
sulting assistance 1n cstablishing asset allocation guidelines and employing
multiple 1nvestment managers with diverse strategies held 4 significantly
highcr proportion of stucks than the Group B institutions. A comparison is
in Table IV.

TABLE IV
Allocation of Endowment Portfolios
by Two Groups of Institutions
by Type of Investment

1979 and 1983
Year and Group A Group B
Tvpe of Investment lnmutmns 7I7n§t|tu{|ons
1979
Stocks 61 9% 42.7%
Bonds 31 3% 36 2%
Cash or Equivalent 08% 211%
Total 100.0% 100.0%
1983
Stocks 68 0% 56 0%
Bonds 20 7% 34.0%
Cash or Equivalent 53% _ _10.0%
Total 100.0% 100.0%
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Many institutions do not view asset allocation decisions as a key trustee
responsibility despite the evidence that their decisions may mean at least as
much as the quality of the managers in determimng the overall results. The
evidence supporting this conclusion 1s supported by the fact that 13 of the
21 institutions report examining asset allocation issues no more than once
a year or even less frequently.

During the period involyed, the Group A institutions allocated their assets
in order tou take advantage of the upw ard sw ings n the stock market to a greater
degree than did Group B institutions. Had the Group B institutions allocated
their investments in stocks, bonds, and cash 1n the same proportions as the
institutions in Group A, they would have increased their annualized rate of
return during the five-year period by 1.5 percent per year. The five-year
cumalative impact of this increased return on the total endowments of the
Group B institutions would have added $50 million to the total enduwment
value.

The study team noted that Group B institutions increased the percentage
imvested in stocks over the five years by reducing their cash or equivalent
holdings, the percentage in bunds remained virtually constant. Group A in-
stitutions reduced both the percentage of investments held in bonds and in
cash or equivalents in order to increase the commitment to stocks.

“Market reaction’’ asset shifls tend to be counterproductive.

Sume institutions tend to react to negative market developments and, as
aresult, change their asset allocations in a counterproductiye way. For exam-
ple during the first half of 1981 after four years of decliming bond prices, une
of the Group A institutions with a relatively large endowment and with a
relatively goud annualized rate of return reduced its bond allucation from 30
percent to 5 percent. In September 1981, however, the bund market began
what turned out to be the most dramatic rally in 50 years.

In early 1982 one of the Group B institutions, attempting to increase its
endowment income, chose to reduce the endow ment fund allocation in stocks
frum 42 percent to 28 percent. Shortly thereafter, in August 1982, the greatest
12-month rally in stock prices in the last five decades began.

In mid-1981, just before the bond market rally, Group A institutions in
the aggregate had their lowest allocation in bonds. Conversely, in mid-1982,
just before the major stock market rally, the lowest percentage allocation was
in stocks.

The study team observed that the tendency to allocate assets in a w ay that
had an adverse impact on performance has also been common among cor-
purate pension funds. This tendency argues for new approaches to asset alloca-
tion among large im estment funds—approaches that focus on relative value
and lung-term return expectations, rather than vn 2 concentration on recent
market performance.

Three trends that bave led to a better endouwment fund performance.

The study team found three important trends among the Group A and
B institutions which have led to better endow ment fund performance. First,
increasingly trustees have seen their role to be "'managing the professional
managers’ rather than “"managing the funds themselves.” Second, institutions
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have chosen multiple investment managers in order to gain greater diversifica-
tion, more spccialization, added value, and reduced volatility. For example,
all of the institutions in Group A used more than one manager, with two us-
ing as many as eight managers. In contrast, seven of the Group B institutions
each used only asingle manager Third, insututions have selected investment
managers on the basis of specialized shalls and performance results rather than
on geographic location.

Increasingly, portions of endowment portfolios are being invested in
alternative kinds of assets.

In recent years managers of college and university endow ment funds have
begun to invest in alternative kinds of asscts (such as real estate, options, ven-
ture capital. and international activities) 45 a part in tiac overall investment
strategy.

The study team noted that during the fise-year period studied, 11 of the
12 Group A institutions and 1 of the 11 Group B institutions invested in alter-
native assc.s during all or part of the period covered by the study.

The use of independent investment consultants is increasing.

The study team found that colleges and universitics tre turning to n-
dependent consultants to assist in ¢valuating endow ment management struc-
ture, practices, and performance, to help in evaluating nianagers and in select-
ing new managers w hen required, and to provide objectivity when sensitiy ities
are involved.

Study participants who had used independent consultants to assist in
managing cndow ments stressed the value of the service provided. They sug-
gosted also that outside consultants were the sengle most important reason
for improved performance of endowment funds and for increased understand-
1ing among trustces of the problems inyoly ¢d in endow ment management. As
mentioned carlier, all of the institutions 1n Group A had used independent
consultants as part of the overall review of therr endow ment management
practices During the course of the scudy, three Group B institutions initiated
formal reviews of the structure and performance of their endow ment funds.
Additionally, on July 1, 1983, onc Group B institution made 4 substantial
change in the structure, asset allocation, and management of its endow ment
fund

Custodian services provided by banks were found wanting.

Most of the institutions studicd felt the relationship with banks providing
custodian services could be improved substantially. Although many institu-
tions were dissatisifed, few were eapliat with respect to w hat they would like,
The greatest genceral complaint was that banks provided  warmed over™ trust
accounting and custodial packages aad were sluv to credit income and
reinvest interest, Only o few said that therr banks were providing effective
service.

The mudin specific complaints were that some :mnstitutions were unable
to verify the fact that their funds were fully invested on 2 daily basis and assure
themselves that the custudian bank was providing adequate, accurate, and
timely information.
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During the period of stud?, sume major changes did take place in the pro-
vision of custodian services including improvements in cash management (in-
vesting, coliecting, and forecasting), securitics scttlements (sales and pur-
thases), and invertment accounting and reporting. The study teamn noted that
while many custodian banks have upgraded therr services, a considerable dif-
ference exists in the types of senvices offered and the prices charged by various
banks.

Development gifices . 2ed to betier u..derstand endowment investment
Dolicies.

Administrators in all of the Group A institutions and in five of the Group
B institutions felt that their development office staff needed to be better in-
formed about the endow ment management practices, the institution’s spend-
ing policy, and the rativaale for that policy. They noted that before making
a gift, dunors want to know how well an institution is managing its endow-
ment resources. Donors frequently have a preconceived expectation as to the
cffect their endow ment contribution will have un the annual operating budget.
Their expectation usually is higher than 4 prudent spending plan allows fyr.
A similar higher expectation exists also among academic departments and
faculty The nature and characteristics of a gift can be influenced sigaificantly
during discussions between a prospective denor and the institution. Required,
therefore, is a broad institutional understanding of a potential donor’s
priorities and objectives.

The institutions with better performance records are more disciplined
in their spending plans.

The study team found that at thosc institutions that have developed a
structured approach to endow ment management including heavy trustee in-
volvement, spending out of endow ment earnings mcreasingly has been limited
to a reasonable percentage of the three or five-year moving average market
value of the endowment fund.

For example, at ten of the twelve Group A institutions the policy has been
to spend 6.5 percent or less of the three-year moving average value of the en-
dow ment fund. On the other hand, at four of the eleven Group B institutions,
the policy has been to spend all of the income generated cach year. At four
other Group B institutions, speuding has been at 4 level well above endow-
ment fund performance when adjusted for the impact of inflat.on vver the
period.

A sample statement for colleges and universitics regarding investment
policy, objectives, and guidelines for endow ment funds s in Appendix B, A
sample spending policy guideline statement and a spending plan illustration
is in Appendix C.

Factors other than performance still influence the selection of managers
of endowment funds.

The study team felt there was no doubt that sume dedisions on appoint-
ing managens of an endow ment fund arc made on the basis of criteria other
than carefully analy zed performance figures. Several organizations were used
t0 manage endowment funds despite marginal or poor performance. A
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management firm or bank with which a trustee was associated was used
because the institution was not “charged” for the service, or was charged at
a lower than the customary rate. A firm with which an alumnus or a ms;or
donor was associated was used without regard to performance.

The study team felt that when trustees are seriously concerned about the
need to maintain goud relations with a local bank, the custodian function and
the management function for the endowment should be divided tu make it
possible to improve the fund’s performance.

Final note.

The study team observed that trustees and admunistrators are not mak-
ing full use of the many analytical tuols and services available in the financial
markets to help review and analy zc endow ment management perfurmance
and to improve practices.

The team observzd alsu that sume confusion exists about w ho 15 respon-
sible for endow ment management, what questions a trustee may legitimately
ask, what role the administration plays in endowment management, and what
kind of analytical comparisuns will be most helpful in assessing enduwment
perfurmance. The study team feels that all colleges and universities should
establish clcarly the relativnship between the trustee commuttees concerne-?
with endowment management and thouse concerned with the operating
budget and overall planning.
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Appendix A

Checklist of Questions About Endoument Management for College and
University Trustees

Organization for Endowment Management

i. Is the responsibality for directing and supervising endow ment management
practices assigned tu an investment committee of the board of trustees?

Investment supersy 1ston carricd by a finance ur executive committee instead
of aninvestment commttee might not get sufficient attention because of the
urgent demand for tume to be spent un budget and other pressing financial
matters.

2. Does the investment commuttee include individuals with professional ex
perience in nyestment Mmanagement Of 10 Vverseeing inyvestment management?

Investment Management 1s 4 speaialized actiy 1ty requiring enough expertise
1o assure the buard uf trustees that selection of imvestment managers and
evaluation of their work is done properly.

3. Is the endow ment imyestment or vverseeing function staffed as a separate
responsibility within the office of the chief finandial officer, or as a separate
responsibility reporting to the board of trustees?

The appomntment of a separate vestment officer 15 not the normal practice
unless the endowment is quite large, say, in excess of $100 million.

4. What relevant experience does the indiv idual with staff responsibility for
endow ment management (whether full-time or part-time) have?

5. Is the mvestment of the endowment asscts managed internally or
externally?

The experience 1s that it 15 not good practice generally to have endow ment
im estments managed by a trustee committee, or by assigning investment
management as a part-time responstbility of the treasurer or financial vice
president. Sume large endow ments are managed by a full ime professional
staff, under the supervision of a trustee investment committee,

6. Docs the mstitution have a single endow ment fund or several funds with
different objectives?

Funds with different ubjectives may approprately have different proportions

of stocks, bonds, cash, etc

7. Do separate units of the institution (such as colleges or divisions) have
separate endowment funds?

ERIC
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If so, a clear understanding with the deans in charge of the subunits 1s im-
purtant in urder to avuid the possibility of spending requirements dictaiing
investment policy

8. Is there a separate function with an endowment fund?

Many publicly supported institutions hold enduow ment funds 1n separately
incorporated foundations with a separatc, sumetimes vverlapping, board of
trustees

9 Does the institution have a4 conflict of interest statement for trustees? For
members of the administration? Does anyone (if so, w ho?) conduct a survey
periodically to review the conflict of interest situation? Has the situation been

reviewed recently by legal counsel?

Sample conflict of interest questionnaires and guidelines for their use are
available from The Common Fund

10 What are the institution’s policies with respect to voung the stock held
by endowment funds?
The usual practice is for the investment manager to vote stock proxies.

However, when social responsibility issues arise, the mstitution's board of
trustees often takes over the responsibility for voting the stock

11 Does the institution have a policy statement on the manner in w hich social
responsibility issues are to be treated?

The statement may prohibit investments in certain ty pes of businesses, ur may
include policy and procedures for voting un svual responsibility 1ssues.

Endowment Management Policy
1 Who atthe institution is involved in developing and approving the policy
statement on endow ment management? The administration? The board com-
mitee(s)? The full board?

Good practice is for the trustee iny cstment commuttee to develup the policy

statement with assistanc ¢ frem staff and/or an independent consultant. Then
the statement should be reviewed and adopted by the full board.

2 Are theinstitutional and finandial premises on w hich the policy statement
is based stated explicitly and reviewed periodically?

3 Doallboard members hav ¢ a copy uf the policy statement on endow ment
management?

i How long has the current cndow ment management policy statement been
in effect? ,

Periodic review 1s needed at each institution, obviously, to stay abreast of
changing financial circumstances

5 What changes in conditions, if any, would lcad to changes in investment
goals?

O
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Tke Plan for Spending Endowment Income

1. What is the current endowment spending plan in terms of dullars? In
percentage of market value?

A paper un spending po'«y for endow nient funds, available from The Com-
mon Fund, conclude «nat generally a reasonable spending rate 1s 7 to 5.5 per-
cent of a multi-yc o moving average market volue, If a greater spending rate
occurs, it should be reviewed by an institution's trustees

2. How 1s the return of the endow ment calculated for the purposes of im-
ptementing the spending plan?
The appropriate method 15 to caleulate total return at least quarterly, based

on accrued income, plus or minus the change in market value. NACUBO has
published a handbook on unit value accounting and calculating rates of return.

3. On what premises is the spending plan based?

W hat 15 the assumed or targeted total return? What 1s the assumed rate of
inflation?
4. Does the spending plan use different criteria for the distribution of income

from quasi-endow ment funds as compared to income from pure endow ment
funds? Do the cnteria differ for restricted and unrestricted endow ment?

The spending rate for scholarship fund. might, for example, be higher than
the rate for unrestricted endowment. This may affect allocation policy.

5. Is the endowment spending plan developed as part of the annual budget
process or is it independent of that process?
Using endow ment income to try to balance the budget can easily lead to an
excessive spending rate. The board should first determine what 1s a reasonable
spending rate.
6. W hat pereentage of the current cducational and general budget comes from
income on the cndowment? What has been the five-year trend in this
percentage?
Fur the 23 instututions 1n thys study. the average contribution to budget was

1n the range of 5 pereent, bat varnied from as hittle as 2 percent to as much
as 20 percent

Asset Allocation
1. Who 1s responsible for recommending and establishing asset allocation
guidelines?
The ultimate responsibility belongs to the institution’s board of trustees, This
15 not to suggest that professional advice or assistance should not be svught.
However, asset allocation should not be left to an i estment manager without
clear guidelines from trustees.
2. W hat are the current assct allocation gurdelimes? How recently were these
guidelines reviewed?

O
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3. What is the range (normal, high, and low ) 1n percentages for the invest-
ment of the asset in the endowment?

¢ Stocks * Bonds

¢ Foreign securities ¢ Options

® Futures ¢ Venture capital funds
® Real estate ¢ Cash equivalents

The 1983 NACUBO Endowment Survey indicated stocks, 58 percent, bonds,
29 percent, cash equivalents, 9 percent, real estate, 2 percent, venture capital,
opuons and futures, and others, 2 percent

4. What criteria are used in deciding on the range of alternative endow ment
investments?

5. After a review of performance of the various types of endowment in-
westments, how are asset allocations rebalunced?

After guidelines have been established, there should be a periodic rebalane-
ing with atleast an anpual review. Major changes (over 10 percent)in the price
level of either bonds or stocks should also trigger a review.

6. Has outside counsel been used i examining asset allocation alternatives?

Independent consultants often can be helpful in provading perspective for
the trustees by supplying factual data on capital market returns.

Investment Guidelines for Endowment Funds
I Arcinvestment guidelines specific regarding particular holdings or pereent-
ages in certain types of holdings?
Appendix B of thus report provides suggestions on how specific the
guidelines might be

2 How are the managers of ecndow ment funds informed about the gmdelines
or changes in the guidelines?

Wrictten guidelines should be given to the manager and reviewed briefly at
cach investment management review meeting.
3 Duoes the buard or any board committee ever become involved in select-
ing or rejecting specific holdings? If so, on what basis?

Normally, according to several studies this 1s not goud practice However,
trustee involy ement may be appropriate when a4 specific 1ssue arises, as, for
example, social responsibility

Selecting Investment Managers

1. How are managers selected? Are outside advisers used?
The experience of the institutions in this study suggests that the use of an
independent consultant can be helpful

2 What kind of information about potential managers 1s obtained for review
during the scicction process?

If an institution does not use a consultant, advice and speuific criteria can
be obtained from The Common Fund.
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3. Do local area investment managers receive preference?

The experience reported during this and other studies suggests local
mnanagers should be subject to the same critena and performaance standards
as other managers.

4 Are multiple managers used? If so, how are the funds allocated to the dif-
ferent managers? How do their guidelines vary?

Multiple management can enhance the return of the endowment, and pro-

vide improved specialization. diversification, and added value
5 Will new funds be allocated to the managers in the same proportion as they
are now?

A good idea generally is to allocate cash flows proportionally to managers

or directly to the worst performing manager. It is dangerous to add funds
to the manager who has had an exceptionally good recent performance.

6 How often does each investment manager make a presentation to the board
of trustees or the investment committee of the board?

Review sessions should be held at least twice a vear, usually not more often
than quarterly

7 Do any of the investment managers have “special” relationships with the
institution?

Conflicts of interest usually do not provide any net real long-term benefit

for the institution

8 How is the performance of an investment manager evaluated?

300d practice is to obtain performance data and comparatnye benchmarks
atleast quarterly, and to evaluate performance over a three-year to five-year
period

9 Under what conditions would the institution change investment managers?

If @ manager underperforms the appropriate market benchmarks for a pernod
of several years, the mstitution is ready for a change

Evaluating Endowment Performance
I How is the return on cach portion of the endowment calculated?

Separate data on the rate of return on stocks and bonds, as weli as on other
major classes of assets, are more useful in ey ajuating managers’ skills than
are composite figures on fund performance

2 How is endowment performance evaluated? How often? By whom? Us-
ing what criteria?
Here. also. ndependent consultants can be helpful Although a reasonably

long time period, usually three to five years, 1s destrable for ¢y dluating per-
formance. regular performance reports should be compiled at least quarterly

3 What external indices of market performance are used for compartson pur-
poses? The Dow Jones Indices, Standard & Poor's 500 Stocks, Salomon
Brothers Bond Index? The Common Fund? Shearson/Lehman Corporate and

Government Composite Bond Index?

O
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Custodial Services
1. Is a custodian bank used? How was that bank selected?

The quahity and timeliness of reporting, the ability to process sceurity trans-
actions and to collect dividends and interest — all at a reasonable cost —
are the appropnate criteria. Geographic proximity should not be the domi-
nant factor. Sume areas to be explored are. volume of custodial business, cash
muanagement, fails on security transactions, short term investment of funds,
accounting and reporting, central depusitory, computing equipment systems,
and audit/control.

2 How long has the custodian relationship existed? Is the institution satisfied
with the current reports, the full investment, and the overall custodial
performance?

3. How are custodian fees determined?

W hile traditionally fees have been based on a percentage of assets, 2 more
approprate fee structure would be one based on number 0f managers (ac-
counts). transactions, and the frequency of activity.

4. What kinds of repuats are prepared? How often? Who reviews the infor-
mation? What kinds of questions are raised?

A reasonable standard would be quarterly valuations and distributions of
income Auditors should review the reports at least annually

Building the Endowment

1. Inthe past what were the major svurces of the funds that built the endow-
ment? Can these same sources be expected to be the key to endow ment growth
in the future?

2. What percentage of the unrestricted annual voluntary support for the in
stitution s v ested 1n the endowment 4s compared to the percentage used
for current operating expenses? How has this changed over the last five years?

Annual giving s usually carmarhed for the current operating budget
However, larger gifts should be targeted for longer term imvolvement

3. Overthe last five years has the amount of endow ment per student, in real
dollars, decreased, stayed constant, or increased?

4. Over the Last five years has the amount of endowment per faculty member,
in real dollars, decreased, stayed constant, or increased?

5 Over the last five years how has the market value of the endow ment
changed in relationship to the institution's operatinug budget? Remained ¢Hn-
stant? Declined? By what percent? Increased? By what percent?

Ihe experience of most endow ments indicates that if endow ment growth
heeps pace with the rate of inflaton, the institution 15 dosng reasonably well
Between the fiscal year 1979 and the fiscal year 1983, the average endow-
ment grow th shown by the NACUBO survey was 8 perceat Inflation was
8.8 percent

O
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Appendix B

Sample Statement for Colleges and Universities Regarding Investment
Policy, Objectives, and Guidelines for Endownient Funds

NOTE. This sample stutement 1s intended stmply as a framework for address-
ing in unvurderly ua) the 1ssues intolted in endvwment management. The
statement should not be t icwed as an ideal ur recommended policy for all
institutions.

Philesophy

The responsibility of the trustees 15 to establish broad guidelines for the
cndow ment, select investment managers, and determine or approve asset
allocation. The investment managers are responsible for optimizing the return
on the assets within the guidelines that have been established. Unless
spedifically desired or approved, extreme pousitions or variations in an in-
dividual manager’s style are not consistent with these objectives.

The endow ment fund is 2 permanent fund with disciplined investment
ubjectives and consistent management strategies that can accommodate any
relevant, reasonable, or probable events.

The careful managemen. of endov ment asscts is designed to ensure a total
return (yield plus capital appreciation) necessary at least to preserve and, it
1> hoped, enhance (in real dollar terms) the prinapal of the endow ment fund,
and at the same time provide a dependable source of income for current
operations.

The purpose of equity im estments is to provide current income, growth
of income, and appreciation of principal. The purpose of fixed income 1n-
vestments 15 to provide a predictabic and dependable source of income and
to reduce portfolio volatility. The fixed incume and equity portions of the in-
vestment portfolio are to be diversified in order to provide reasonable
assurance thatinvestment in either a single securnity or a class of securities can
not have an excessive impact on the total portfolio.

Other than indicated in this statement, imv estment managers are to have
complete inmvestment discretion with the expectation that funds will be in-
vested with care, skill, prudence, and diligence.

General Investment Objectives and Guidelines

The return ubjective is to earn an average annual total real rate of return
(adjusted for inflation) of five to six percent, as measured over a three-year
to five-year market period, and at the same time to outperform selected
weighted market indices.
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The asset mix of the endowment fund is to range approximately within
the following limits:

Fixed income securities® 20% to 35%

Common stocks (including

convertibles)* 65% to 80%
Equity Investment

Investments in a particular industry or company are to be based upun a
demonstrable analysis of prospects for aboye-av erage return over a three-year
to five-year period. Emphasis is to be placed on capital appreciation and
growth of earnings.

Imestments are to be made primanly in well established, quality com-
panies whose securities enjoy marketability adequate for the portfolio. Quality
15 not sy nunymous w ith size or recognition. For example, equity investments
in high-quality, well-established, smaller companies (capitalized, ior instance,
atbetween $50 million and $250 mullivn) can be superior vehicles for preser-
vation and enhancement of capital.

At the ume ¢f investment no manager is to invest more than five percent
of the net assets of the fund 1n securities of organizations with less than a three-
vedr vperating record. A manager 1s to concentrate no more than 20 percent
of the market value of the fund 1n any single industry and no more than five
pereentan any single company without prior approval of the Investment Com-
mittee or its designee(s) at the time of investment.

Investments in equity (or debt issues) of smaller or small emerging com-
panmics may be made within the overall guidelines expressed in this statement.
Thesc imvestments {as distinguished from gifts made to the institution) may
not bc made 1n letter stock or unregistered or privately placed securities
without priof approval of the Investment Committee or its designee(s)

The use of options, futures, and other hedging strategices is permissible
subject to prior review and approval by the Imvestment Committee.

Real estate imvestments may be made up to 15 percent of the aggregrate
purtfolio market value, with emphasis placed on investments producing high
current return combined wath residual cquity values. Individual investments
or investment program strategies are subject to prior approval of the Invest-
ment Committee or its designee(s)

Imv estments 1n foreign seouritics are appropriate as a form of divernsifica-
tion and may be made up to 10 percent of the aggregate portfolio market v alue.

Venture capital investments may be made up to 10 percent of the aggregate
purtfolio market value, with individual investments or investment program
strategies subject to priow approval of the Investment Committee or its
designee(s).

Fixed Income Securities

The structure of the bond portfolio and the sclection of individual
securitics are matters of mmvestment management discretion, developed
prnimarily 1n response to changing market redationships, interest rate forecasts,

*Includes cash and <ash cquivalents




and economic circumstances.

The portfolio is to be comprised of high quality issues carrying Moody's
ratings of A and above or the equivalent unless approved by the Imvestment
Committee or its designee(s).

Call prutection is to be emphasized to assure stable and current income.

General

Lending secunities (Securities Lending Program) is permissible as part of
the imvestment program, subject to presentation to the Investment Commit-
tee before implementaion.

As a general guidetine that applies to all assets managed, transactions are
tu be entered into ot the basis of “best execution,” which normally means
best realized price. Commussiuns may be paid for investment seryices rendered
to the mstitution upon the approval of the Investment Committee’s designee(s).

Investor Responsibility

The board recognizes its role as a “responsible” investor. While the
primary purpose of managing the endow ment is to maximize return on the
assets within an appropnate ley el of risk, companies in the portfolio that might
cause concern to the institution are to be reviewed regularly by the Commit-
tee on Imvestor Responsibility. In exercising its responsibility, the Committee
may:

* Vote properly drafted proxies, or instruct the manager to vote proxies

that relate to social responsibility issues,

¢ Communicate directly with management,

* Recommend other actions to the board.

The Committee on Investor Responsibility 1s to report regularly to the
board.

Investment Managers

The Iny estment Commuttee allucates funds to individual managers and
from ume to time may withdraw funds from or reallocate funds between
managers. Each manager's performance is to be compared regularly with the
performance of equity and fixed income marhet indices, with mutual funds
hav ing similar object es, with other funds managed by “peer group™ managers
(for example, with simular sty les and objectives), and with other endowment
funds.

Over a three to five-year period equity managers are to be expected to
aclueve an average total rate of return that exceeds the Standard & Poor’s 500
ratc uf return by 11. to 2 percent compounded annually, net of fees. Fixed in-
come managers are to be expected to achieve an average total rate of return
1 to 1} percent compounded annually higher than the rate of return on the
Shearson/Lehman Corporate and Government Composite Index

Custodial responsibility for all securities is to be deterrained by the In-
vestment Committee or its designee(s).

Im estment managers are responsible for frequent and open communica-
} tion with the college or unnversity on all significant matters pertaining to the

assets managed. Objectiv ¢ evaluations of investment managers are to be made
periodically.
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The Investment Committee is to meet as often as necessary with the in-
vestment managers. The frequendcy of meetings is to be determined in paxt by |
the performance evaluation results cumpared tu predetermined objectives and 1
manager characteristics. The committee is to meer with each manager at least |
once a year.

Investment Management Responsibility

Chart 3 provides an example of program discipline related to policy
review, debt/equity parameters, asset allocation, and performance measure-
ment. The diagram shows the comprehensive investment management respon-
sibility process of an Investment Committee of the Board of Trustees of a col-
lege or university.

ERIC
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CHART 3

Diagram Showing the Comprebensive
Investment Management Responsibiiity Process

of An Investment Committee

POLICY STATEMENT | __

DEBT EQUITY
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-

MANAGER SELECTION

4 ~————(NO
y

ASSIGNMENT OF ASSETS
TO MANAGERS

7=

OBJECTIVES h

(YES)

PERIODIC
REVIEW
TIME?

ON-GOING MANAGER
EVALUATION

PERFORMANCE ™

ADEQUATE
?

CASH FLOW

ASSET ALLOCATION

i

PERIODIC DEBT/EQUITY
RATIO CHECK

A

l

‘»

(NO)

{

RE-BALANCE
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Appendix C

Sample Spending Policy Guideline Statement and Spending Plan
Hlustreation

NOTE. It should be emphbuasized that spending policies and practices vary
widely among educativnal institutions. These sample policy guidelines are
simpiy intended as a frameu vrk for addressing the issues involved in an
vrderly and comprebensive way. They should not be viewed as an ideal or
recommended policy for all institutions. NACUBO s Int estment Committee
bas an vnguing interest in this tupic and is wurking tvu ard develvping vther
mudels. The reader 1s encouraged to contact NACUBO for further informa-
tion on this subject.

Introduction

The objectiv es of the Investment Commuttee are. (2) to ensure a total return
necessary to at least preserve and, it is huped, enhance in real dollar terms
the principal of the endow ment fund, (b) to provide a dependable source of
funds for current operations, and (<) to provide for finaicial equilibrium (in-
creasing funds available for current purposes at a raic equal to other major
institutional revenue sources).

These objectives provide both a comprehensive concept of financial
responsibility and a delicate sensitivity to preserving educational quality by
appropriately balanuing present mnstitution resource needs w ith those of the
future.

Endow ment spending policy reflects the blending of these objectives and
the balancing of the present and the future. The policy is based on an
understanding and development of defined needs of an institution and reflects
appropriate financal responsibility in the best interest of the institution.

The sample spending policy guideline includes several important con
cepts, It relates endow ment income spending o the long term investment
return vbjectives of maximizing total return on the endow meat. It also utilizes
market value considerations unly for the purpose of determing prudent spend
ing limats, The guideline ensures, to the degree possible, that the amount taken
from the endow ment will increase 1n 2 modest and controlled way each year.
Finally, it relates spending to total return and to inflation as expressed by the
following formula:

Endowment Spending 1s equal to or less than Total Return minus Inflation
or expressed another way

Total Return (TROR) 1s equal to ur greater than Endow ment Spending plus
Inflation.
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Spending and Spending Limitations

The amount of endowment return available for curreat spending
(distrbution) during a fiscal year 1s to be determined on the basis of the number
of units (or shares) as of the preceding December 31 The distribution per unit
of the current year will be increased by the average projected percentage in-
crease in the ipstitutional budget (inflation index) for the succeeding year.

However, the anticipated distribution per unit is not to exceed 5.5 per-
cent of the average market value per unit for the last 12 quarters unless re-
viewed and approved by both the Investment and Finance Committees.

On the other hand, if the proposed distribution per unit falls below 4.5
pereent of the average market value for tue latest 12 quarters, the Investment
and the Finance Commuttees also should review the situation and agree on
a decision.

Additional Allowances

Additional distributions may be made for new shares duri.g the fiscal year.
New fund. purchasing units prior to the mid-point of the fiscal vear will be
entitled to receive one-half the annual distribution per unit. Funds purchas-
ing units after the mid-point of the fiscal year will not be entitled to receive
a distribution during the current fiscal year.

Example

The example presented below shuws how these guidelines operate using
the actual total annual rate of return compounded for Group A institutions
in the study (that is, 15.6 percent). The inflation rate of 8.8 percent used in
the example is the annual compounded inflation rate for the period covered
by the study. Additional assumptions are:

¢ Initial endowment fund of $10 million.

¢ Initial spending amount is 5 percent of initial market value.

¢ Spending guideline of the previous year's amount plus inflation not to

exceed 5.5 percent of the three-year (12-quarter) mov ing market value

average
Spending Plan Hlustration
‘ Average
i Offset End 3Year
Beginning TROR Endow ment for of Marhet Spending
Year of Year Amount 2 Spending +  Inflation Year \alue Lamt
‘- - + - -
i $10 OM i $156M $500K S880K | $11 06M $10 OM $550K
2 1106M | 173M 544K 970K | 1225M 10 35M 570K
3 12 25M ] 191M 592K 1 08M 135°M 11 10M 610K
i 1357M 2 12M 044K 1 19M 1505M 12 29M 680K
5 $15 05M { $2 35M $T00K $132M (S1670M $13 62M $750K
2 equal to or greater than
M muthons of doltars
K thousands of doliars

TROR  total return




