OAKLAND UNIVERSITY

BOARD OF TRUSTEES

WORKING SESSION AGENDUM ITEM

September 10, 2003

ADDITION OF A QUARTERLY REBALANCING PRACTICE TO THE 

ENDOWMENT INVESTMENT POLICY

Division/Department:  Finance and Administration

Board Sponsor/Advocate:  Finance, Audit and Investment Committee

Summary:  The Board of Trustees policy on endowment investment currently does not include a specific requirement to rebalance the endowment portfolio and the University currently does not rebalance the portfolio on a regular basis.  It is being recommended that rebalancing the endowment investment portfolio quarterly should become Board policy and University practice.  The endowment investment program would then be expected to produce its maximum rate of return over the long run given the asset allocation strategy contained in the endowment investment policy.

Action to be Requested at Next Formal Board Meeting:  The Board will be asked to approve the following statement to be added to its endowment investment policy:

“At the end of each calendar quarter the administration shall review the allocation of the assets representing the endowment of the University to measure the strategic asset allocation on that date.  If the strategic asset allocation is not within +(-) 3% of the target asset allocation, the administration shall take appropriate steps to bring the strategic asset allocation to within +(-) 1% of the targeted allocation.”

Previous Board Action:  The Board of Trustees current Investment Policy For Endowment is dated April 6, 1995.  The Board modified this policy on December 4, 2002 to decrease the spending rate from 5% to 4.5%.

Educational Implications:  Enhanced endowment performance.

Budgetary Implications:  Long-term endowment performance is expected to improve over time.

Attachments:  1.  Redlined Version-Oakland University Investment Policy For  

  

        Endowment
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ATTACHMENT 1

INVESTMENT POLICY FOR ENDOWMENT


Approved by the Board of Trustees on April 6, 1995
Amended by the Board of Trustees on December 4, 2002

Proposed Amendment by the Board of Trustees on October 1, 2003

RESOLVED, that the Board of Trustees adopt the Investment Policy for Endowment dated April 6, 1995, a copy of which is enclosed with this agendum.

GENERAL INVESTMENT PHILOSOPHY
In recognition of its fiduciary responsibility, Oakland University has adopted the


following investment management policies for its endowment, which is defined to include three principal categories:  permanent endowment funds (sometimes referred to as true endowment), term endowment funds, and funds functioning as endowment (sometimes referred to as quasi-endowment funds).

Investments will be made only in those organizations and instruments which follow policies consistent with those of Oakland University and which meet the standards of a prudent trustee investor.

I.
INVESTMENT OBJECTIVE

The investment objectives for the management of the endowment assets are to preserve the assets, to manage contributions in a manner that will maximize the benefit intended by the donor, to produce current income based on total rate of return, to support the objectives of the University and donor objectives, and to achieve growth of both principal value and income over time sufficient to preserve or increase the purchasing power of the assets, thus protecting the assets against inflation.

II.
ASSET ALLOCATION
The general policy shall be to diversify investments within both equity and fixed-income securities so as to provide a balance that will enhance total return while avoiding undue risk concentration in any single asset class or investment category.

The long-term policy for asset allocation of the university endowment is:

Long-Term Objective
Range
Equity Investments


65%



50% - 85%

Fixed-income Investments

30%



15% - 40%

Other investments


5%


 
0% -  7%
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“At the end of each calendar quarter the administration shall review the allocation of the assets representing the endowment of the University to measure the strategic asset allocation on that date.  If the strategic asset allocation is not within +(-) 3% of the target asset allocation, the administration shall take appropriate steps to bring the strategic asset allocation to within +(-) 1% of the targeted allocation.”

A.
Equity Investments

The principal category of equity investments will be common stocks in all market capitalization segments.  Primary emphasis will be on high quality stocks in companies that are financially sound and that have favorable prospects for earnings growth and capital appreciation.  Diversification will be sought by investing in domestic, international and emerging market securities.

Allocation Percentages and Ranges for Common Stocks are:

Long-term Objective
    Range    
Domestic


45%


 40% - 60%

International


17%


 10% - 20%

Emerging Markets

 3%


  0% -  5%

B.
Fixed-Income Investments

1.
General Policy

Fixed income investments shall be invested in portfolios of high quality (primarily A to AAA rated) corporate bonds, U.S. Treasury and agency securities, or issues of supranational organizations and foreign sovereigns.  No more than 20 percent of the fixed income portfolio may be invested in securities rated less than A or in illiquid investments.

2.
Derivative Investments

No more than 25 percent of the fixed income portfolio may be in derivative-type investments.

The university administration and/or the investment manager(s) shall report at least annually to the Investment Advisory Committee on the role of derivative investments in the overall fixed income portfolio and describe the risks and rewards associated with such investments.  Investment managers employed by the university shall have a written policy on the use of derivative investments.  A copy of such written policy shall be provided to the university and any subsequent revisions to the written policy shall be immediately communicated to the university administration and to the Investment Advisory Committee.

Revised October 1, 2003
8.29.2

C.
Other Investments
1.
Real Estate

Equity investment may also include equity real estate investments in professionally managed, income-producing commercial property.  Such investments, however, shall not exceed 7 percent of total endowment assets.

Such investments may be made only through professionally managed pooled real estate funds offered by leading real estate managers with proven records of superior performance over time.

Gifts of income-producing real estate may be included in the equity portfolio provided they are consistent with these management policies.  To the extent such gifts of real estate would require more than 7 percent of endowment assets to be committed to this asset class, or would constitute a negative cash-flow, or would be deemed by professional management counsel to constitute undue market risk, such gifts will be sold and the proceeds directed to the general endowment pool for the benefit of programs consistent with the donor's interest, except as provided in III below.

2.
Private Equity and Venture Capital

Private equity and venture capital investments are currently not permitted except as a component of a highly diversified liquid equity pool.

3.
Exclusions

Investments are not permitted in oil, gas or mineral royalties, other interests, or physical commodities therein; real estate or interests therein (although investment in equity securities issued by real estate investment trusts is permissible); or options, futures or forward contracts, the value of which is derived from any of the foregoing assets.

Allocation guidelines for Other Investments are:

Long-term Objective
    Range    
Real Estate


5%


   0% - 7%
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Upon approval of this policy, if the endowment does not meet the minimum percentage allocation, the Investment Manager(s) shall endeavor within a reasonable period to allocate new endowment and reallocate existing endowment to meet the minimum allocation percentages, consistent with existing market conditions.

III.
RESTRICTED INVESTMENTS

Certain funds are obtained by the University through donations wherein the donor has placed restrictions on the form of investment to which these amounts may be applied, either directly by specifying qualifying investment vehicles or indirectly by stipulating a higher-than-normal spending rate.  Such funds will be invested according to the donor's requirement and will be excluded from the total pool of available funds subject to the asset allocation policy.

IV.
SPENDING POLICY

In order to provide for stability in income growth together with preservation of purchasing power, endowment funds, term endowments and funds functioning as endowment shall have funds made available for spending according to the following rule except as the terms of a specific gift instrument or a specific Board action shall otherwise require:

1.
Endowment fund distributions shall be at an annual rate of four and one-half percent (4.5%) based upon the twelve quarter moving average market value of the fund's value at the beginning of each quarter, with a one-quarter lag.  However, if the market value of any individual endowment is at or below its historic dollar value, distributions with respect to that endowment shall be limited to current yield (such as interest, dividends, and rent).  All earnings in excess of distributions shall be reinvested in the corpus of the fund. 

2.
The Investment Advisory Committee shall periodically review the spending policy against actual returns and may propose changes in the spending policy to the Board as appropriate to preserve the purchasing power of the endowment.

 V.
INVESTMENT MANAGER SELECTION

1.
Professional Management
Generally, Oakland University shall utilize professional management services for the investment of the endowment pool.  This does not preclude direct investment and ownership of securities by the University.
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2.
Diversified Management
No more than 50% of university stock and bond investments respectively  shall be assigned to a single specialized manager.

VI.
INVESTMENT MANAGER PERFORMANCE EVALUATION
Investment managers and their performance will be measured over periods of the most recent 12, 24, and 60 months, and will be compared to appropriate market indices and the performance of other endowments as published annually by the National Association of College and University Business Officers or other national reporting agencies.  Market indices shall include the S&P 500 Index for equities, the Lehman Brothers Aggregate Bond Index for fixed income investments and other indices as may be appropriate for specific portfolios.  A manager whose performance falls below the first quartile over a five-year period, or below the Median over the period of one year, shall be a candidate for replacement, absent a satisfactory explanation for the level of performance.

All investment managers must report their performance in writing each calendar quarter, and their portfolio holdings at least annually.

The Investment Advisory Committee may utilize an independent Performance Evaluation service to ensure that all investment managers engaged by the University are competitive in the market and that their performance meets the needs and expectations of the University.

VII.
ROLE OF BOARD OF TRUSTEES
The Board of Trustees:

1.
Shall exercise its endowment investment responsibilities with the assistance of its Investment Advisory Committee.

2.
Shall, upon the recommendation of its Investment Advisory Committee, establish investment policies relating to the administration of its investment portfolio.

3.
Shall, upon the recommendation of its Investment Advisory Committee, establish investment objectives.

4.
Shall, upon the recommendation of its Investment Advisory Committee, appoint an investment consultant, an investment manager(s) and an investment custodian(s) for the endowment, and specify any investment restrictions deemed appropriate.
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5.
Shall, upon the recommendation of its Investment Advisory Committee, establish the conditions and parameters under which the University may directly invest in and own securities independent of investment managers and may authorize such investment.

6.
Shall receive periodic reports on investment results through its Investment Advisory Committee.

VIII.
ROLE OF INVESTMENT ADVISORY COMMITTEE

The Investment Advisory Committee:

1.
Shall be responsible for the review of policies relating to the administration of the University's investment portfolio and, when appropriate, shall make recommendations to the Board of Trustees.

2.
Shall, in consultation with the investment consultant, the investment manager(s) and the University administration, annually review the investment objectives of the portfolio of the endowment.

3.
Shall, in consultation with the University administration, recommend to the Board of Trustees an investment manager(s) and, if appropriate, an investment custodian(s) for the endowment.

4.
May, in consultation with the University administration, recommend to the Board of Trustees an investment consultant to advise and assist the Investment Advisory Committee.

5.
Shall receive periodic reports on the investment status of the portfolio(s) and shall transmit relevant information to the Board of Trustees.

6.
Shall meet with the investment consultant and investment manager(s) at least annually and shall periodically evaluate the performance of the investment manager(s), in consultation with the University administration.

7.
Shall consider other investment related matters.

IX.
ROLE OF INVESTMENT CONSULTANT
The investment consultant:

1.
Shall annually develop and communicate to the administration and the Investment Advisory Committee an appropriate strategy to meet the long-term objectives.
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2.
Shall advise the administration and Investment Advisory Committee regarding searches for an investment manager(s) and an investment custodian(s).

3.
Shall provide a monitoring and measurement program which will permit evaluation of the performance of the investment manager(s) in comparison with the investment markets and with other managers.

4.
Shall provide such other information pertaining to the investment program as may reasonably be required.

X.
ROLE OF THE INVESTMENT MANAGER(S)

The investment manager(s):

    
1.
Shall report their performance in writing each calendar quarter and their portfolio holdings at least annually to the administration and the Investment Advisory Committee.

2.
Is authorized to execute investment transactions within established policy, subject to any restrictions established by the Board of Trustees.

3.
Shall report immediately to the administration and the Investment Advisory Committee any major change in the manager's confidence regarding the securities markets or any decline in portfolio value in excess of 10 percent since the last reporting date.

4.
Shall be reasonably expected to provide other necessary information for the development of interim reports and shall meet, as necessary, with the Investment Advisory Committee and the Vice President for Finance and Administration.

XI.
ROLE OF THE INVESTMENT CUSTODIAN(S)

Ordinarily, the investment manager(s) will utilize the services of an investment custodian and the University may not have a direct contractual relationship with such custodian(s).  In the event the University requires the services of an investment custodian; e.g., direct investment and ownership of securities by the University, the following procedures shall apply:

The investment custodian(s):

1.
Shall hold all securities under management by the investment manager(s) in an agreed-upon nominee name and form.
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2.
Shall execute all transactions as directed by the investment manager(s).

3.
Shall collect all income pertaining to the securities held, and shall temporarily invest such income in cash equivalents.

4.
Shall periodically remit accumulated income to Oakland University pursuant to instructions received from the University administration.

5.
Shall provide a full monthly accounting of all transactions, together with a listing of all holdings at cost and market.

6.
Shall vote all proxies in accordance with instructions received from the University administration.

7.
Shall provide such other information pertaining to the portfolio as may reasonably be required.

XII.
ROLE OF THE UNIVERSITY ADMINISTRATION, THROUGH THE VICE

PRESIDENT FOR FINANCE AND ADMINISTRATION

The University administration, through the Vice President for Finance and Administration:

1.
Is responsible for the continuous monitoring and review of:  the investment consultant's reports, the actions of the investment manager(s), and the status of the University's investment portfolio.

2.
Shall maintain communications, as appropriate, between the Board of Trustees, the Investment Advisory Committee, the investment consultant, the investment custodian and the investment manager(s).

 
3.
Shall make recommendations to the Investment Advisory Committee concerning investment policies, structure, objectives and selection of investment manager(s).

4.
Shall periodically invest available additional funds with the core equity and fixed income managers in consultation with the investment consultant, if any, and within the allocation parameters established by this policy.

5.
Shall direct changes in existing allocations in consultation with the investment manager(s) as necessary to remain with the asset allocation parameters.
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6.
May, in consultation with the investment manager(s) and the investment consultant, if any, and within the allocation parameters established by this policy, direct the reallocation of endowment assets between the investment options and funds managed by the investment manager(s).

7.
Shall receive and account for remitted accumulated income.
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