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I. 
GENERAL INFORMATION

The Greater Houston Community Foundation (the “Foundation”)

II. SCOPE OF THIS INVESTMENT POLICY

This Investment Policy IPS (the “IPS”) reflects the investment policy, objectives, and constraints of the Foundation’s Custodial Investment Pool which is defined as those assets under management by contracted Managers and custodied at a brokerage/bank organization.

III. PURPOSE OF THIS INVESTMENT POLICY IPS

This Investment Policy IPS is set forth by the Investment Committee (the “Committee”) of the Foundation in order to:

1.	Establish a clear understanding for all involved parties of the investment goals and objectives for the Foundation’s assets.

2. Outline the investment related responsibilities of the Foundation’s Staff (the “Staff”), Governing Board (the “Board”), Committee, and the providers of investment services retained to assist with the management of the Foundation.

3.	Offer guidance and limitations to all Investment Managers (the “Manager[s]”) regarding the investment of the Foundation’s assets.

4.	Establish a basis for monitoring and evaluating both investment results and investment risks.

5.	Establish formal yet flexible policies, incorporating prudent risk parameters, appropriate asset guidelines and realistic return goals.

6. Create standards of investment performance which are historically achievable and by which the Managers agree to be measured over a reasonable period.

7. Provide a framework for regular constructive communication between the Board, Committee, Staff, and the Foundation’s providers of investment services.

In general, the purpose of this IPS is to outline a philosophy and expectation that will guide the investment management of the assets toward the desired results.  It is intended to be sufficiently specific to be meaningful, yet flexible enough to be practical.

It is expected that this IPS will be reviewed annually by the Committee to ensure the relevance of the IPS’s contents to current capital market conditions and the needs of the Foundation.



IV. INVESTMENT OBJECTIVE

The Foundation’s investment objective is to seek to achieve long-term growth of capital and emphasize total return, i.e., the aggregate returns from capital appreciation and dividend and interest income. In support of this investment objective:

· Long-term growth of capital shall be defined as achieving returns in excess of 5% of the rate of inflation and the combined administrative/investment fees in order to grow the Foundation’s assets, as measured over a rolling five-year time horizon. This 5% net real return target is derived from historical asset class returns and the asset class allocation adopted by the Committee. The Foundation also seeks to exceed a weighted benchmark return based upon policy asset allocation targets and standard index returns over rolling five-year periods. The Foundation recognizes that, because of overall market conditions, there may be certain periods of time that it may not achieve this performance goal. Risk management is an important element in the investment of Foundation assets. Short-term volatility will be tolerated inasmuch as it is consistent with the volatility of a comparable market index. 


V. ASSIGNMENT OF RESPONSIBILITY

In seeking to attain the investment objectives set forth, the Governing Board, Investment Committee, Staff, Custodian, Investment Consultant and Investment Managers shall exercise loyalty, prudence and appropriate care in accordance with the Uniform Prudent Management of Institutional Funds Act (UPMIFA).  The UPMIFA standard is each person responsible for managing and investing an institutional fund shall manage and invest the fund in good faith and with the care an ordinarily prudent person in a like position would exercise under similar circumstances, and shall consider, if relevant all of the following factors:

1. General economic conditions.
1. The possible effect of inflation or deflation.
1. The expected tax consequences, if any, of investment decisions or strategies.
1. The role that each investment or course of action plays within the overall investment portfolio of the Foundation.
1. The expected total return from income and the appreciation of investments.
1. The needs of the Foundation and the fund to make distributions and to preserve capital.
1. An asset's special relationship or special value, if any, to the charitable purposes of the Foundation.
1. Other resources of the Foundation.



Spending Policy

The Spending Policy for endowed assets shall be a target percentage of the previous twelve-quarter moving average of the endowed assets’ market value. The formula shall be applied to the previous twelve-quarters ending each calendar year.  The distribution rate is based upon a total return approach, which utilizes both income and capital appreciation to be withdrawn for spending.   The Committee will annually review the spending policy and recommend a spending rate to the Board.  The Committee will monitor the spending rate in light of performance and make recommended adjustments necessary to preserve the purchasing power of endowed assets.


Investment Committee 

The Board has the ultimate responsibility for the management of the assets of the Foundation. The specific responsibilities of the Committee relating to the investment management of the Foundation’s assets include:

1. Establishing and communicating reasonable and consistent investment objectives, policies and asset class guidelines, including any restrictions on investments, to the Board, which will provide guidance in the investment of the Foundation’s assets.

2. Determining the Foundation's risk tolerance and investment horizon and communicating these to the Managers. 

3. Establishing asset allocation targets, allowable ranges around the target weights, and investment guidelines consistent with the investment objectives.  Obtaining  Board approval for these guidelines and any revisions to them.  Communicating these to the Managers.

4. Establishing sub-allocation targets in relation to the current composite asset class allocation and proposing same to the Board.

5. Setting performance objectives and benchmarks for the total fund and its component parts, as deemed appropriate.

6. Selecting and monitoring performance of the Foundation’s investment consultant (the “Consultant”):
a. Selecting a Consultant after completion of due diligence based on reasonable selection criteria;
b. Defining the role and expectations of the Consultant and information required from the Consultant for the Committee’s use;
c. Monitoring performance of the Consultant and communicating any irregularities with the Consultant;
d. Initiating change of Consultant when appropriate.

7. Selecting and monitoring performance of the Foundation’s Managers:
a. Selecting Managers based on approved selection criteria and completion of due diligence (See Section X);
b. Comparing the Manager’s performance with established benchmarks and peer universes (see Section XI);
c. Determining level and length of tolerance of unacceptable performance;
d. Monitoring and assessing adherence to the IPS guidelines;
e. Initiating change of Managers when appropriate.

8. Selecting and monitoring performance of the Foundation’s custodian relationship
a. Selecting Custodians based upon reasonable selection criteria and completion of due diligence;
b. Reviewing the securities ending program no less than annually;
c. Initiating change of custodian when appropriate.

9. Reporting to the Board the investment performance of the individual Managers and the cumulative investment performance results quarterly.

10. Evaluating and recommending to the Board strategic investment opportunities within the scope of this IPS.

11. Developing and monitoring compliance with this IPS and periodically reviewing investment policy and results with the Board.

Investment Consultant(s)

The Investment Consultant must assume the following responsibilities as they pertain to:

1.	Investment Policy Statement  (IPS) 

a. Prepare a draft IPS for consideration by the Committee.  The Statement should describe the responsibilities of all key parties, specify the investment objectives, provide investment policy guidelines, and set appropriate performance standards for all components of the asset structure.

b. Incorporate amendments through subsequent revisions until a final draft is approved by the Committee.

c. Make recommendations, when deemed advisable, as to changes in the objectives, guidelines, or standards, based upon material and sustained changes in the capital markets or financial condition of the Foundation.

2.	Asset Allocation

	Make recommendations, with supporting materials, as to the appropriate target portfolio weightings among the various major asset classes (e.g., stocks, bonds, cash etc) and Managers or vehicles within these asset classes.  The recommendation will include a plan for periodic rebalancing or the establishment of appropriate target ranges and Manager weightings as capital market movements cause the actual weightings to diverge significantly from the target weightings.

3.	Selection of Managers

	Assist the Committee through the selection process by identifying and screening candidates for appropriate portfolio and organizational characteristics.  Perform due diligence checks.  Help quantify the trade-offs between expected returns and risks among various alternatives.  Gather and submit information at the direction of staff or the Committee.  Provide full fiduciary documentation of selection process.  The asset allocation targets and ranges will be reviewed annually.  Attend any formal presentations of finalists.

4.	Compensation Negotiations

	Assist in any compensation negotiations with Managers, custodians and other service providers.

5. Committee Education

a. Provide orientation to new members of the Committee of the Foundation’s investment history, historical capital markets performance and the contents of this investment policy IPS.

b. Provide assessment of capital market conditions and strategic investment opportunities.

6. Monitor Investment Performance

A performance evaluation report of the Portfolio and its component parts will be conducted quarterly.  The written report will cover four basic areas:

a. Returns - Total time-weighted returns over various periods.
b. Comparisons - Returns will be compared to appropriate benchmark indices and a statistical universe of similar funds.
c. Diagnostics - Measurement of risk-adjusted performance, analyses of risks, style characteristics, and return attribution.
d. Compliance - Portfolios will be checked for compliance with objectives, targets, and policy guidelines specified in this IPS.

The Consultant will also provide regular qualitative analysis dealing with each Manager’s organization, philosophy, account and personnel growth and turnover, and so forth.

Custodian

The Custodian must assume the following responsibilities as they pertain to:

1. Safekeeping of Securities

Hold all Foundation assets in the appropriate accounts, and provide highly secure safekeeping and records, such that there is no risk of loss due to theft, fire, accident, or systems error.  Electronic transfer records at the Depository Trust Company (“DTC”) are preferred.

2. Settlement of Trades

Arrange for timely and business-like settlement of all purchases and sales of individual securities.  Transactions shall be on a delivery versus payment basis unless provided for in writing by Staff or the Committee.  Receive and document confirmation of mutual and pooled fund transactions.

3. Collection of Income

Provide for receipt and prompt crediting of all dividend, interest and principal payments received as a result of the portfolio holdings.  Monitor income receipts to ensure that income is received when due and institute investigative process to track and correct late or insufficient payments, including reimbursement for any interest lost due to tardiness or shortfall.

4. Cash Sweep

Sweep cash daily into an interest bearing account featuring a high degree of safety of principal and liquidity.

5. Reporting

Provide monthly reports showing individual asset holdings with sufficient descriptive detail to include units, unit price, cost, market value, CUSIP number (where available), and any other information requested by Staff or the Committee.  Principal transactions, including dividend, interest, and principal payments received, deposits and withdrawals, securities purchased, sold, and matured, and fee payments will also be listed.  Reconcile security purchase, sales, appreciation, interest, and dividends with beginning and ending cost and market values.  Keep adequate records for the Foundation’s interest to be well represented in class action shareholder suits.  Prepare for signature all responses to class action lawsuits. 

6. Transfer

At the direction of the individuals specifically appointed by the Committee, expeditiously transfer funds into and out of specified accounts.

7. Proxy Materials

The Custodian shall promptly forward all proxy materials received to the appropriate Manager.

8. Securities Lending

At the direction of the Committee, enter into securities lending agreements whereby the Foundation will receive at least 65% of all income from the securities lending program.  The Custodian will be required to provide a review, not less than quarterly, of the amount of securities on loan (in U.S. dollars and percentage of portfolio terms), the income generated from such loans, and the net income accrued to the Foundation by account as a whole.

Investment Manager(s)

The Manager(s) must assume the following responsibilities as they pertain to:

1. Investment Program

a. For all separately managed accounts acknowledge in writing acceptance of the objectives, guidelines, and standards of performance as defined in this IPS, and invest the assets of the Foundation in accordance with those objectives, guidelines and standards.

b. Exercise full discretionary authority as to all buy, hold, and sell decisions for each security under management, subject to the guidelines defined in this IPS.

c. Make recommendations as to changes in this IPS based upon material and sustained changes in the capital markets.

2. Reporting

For actively managed, separate accounts, produce a IPS at the end of each month describing the portfolio asset class weightings, individual security positions showing both cost and market value, and all principal cash transactions, including all buys and sells in sufficient descriptive detail.  For commingled assets, this IPS should show unit position, unit value and relevant portfolio characteristics.

3. Review Meetings

At the request of the Committee, each Manager will participate in a review meeting, the agenda to include:

a. A review and appraisal of the investment program.

b. A commentary on investment results in light of the appropriate standards of performance.

c. A synopsis of the key investment decisions made by the Manager, with his or her underlying rationale.

d. A discussion of the Manager’s outlook and what specific investment decisions this outlook may trigger.

e. An update on the Manager’s organization, including staffing developments, ownership changes, systems enhancements, asset and account growth, and new product introduction.

4. Communication

Each Manager is responsible to maintain frequent and open communication with a designee of the Committee on all material matters pertaining to investment policies and the management of the Foundation’s assets.  In particular, each Manager will:

a. Provide notice of any material changes in investment outlook, strategy, and portfolio structure.

b. Provide notice of material changes in firm ownership, organizational structure, financial condition, senior staffing and management, or substantial involvement in any litigation or regulatory investigation.

c. Communicate with the Consultant any major changes in economic outlook, investment strategy, or any other factors that affect implementation of the investment process or the investment objective of the Foundation’s investment management.

d. Provide pertinent details of the firm’s S.E.C. Form 13(g) filings.

e. Provide annually a copy of the firm’s S.E.C. Form ADV.

5. Brokerage

Selection of brokers is at the sole discretion of the Manager.  Each Manager will use its best efforts to obtain brokerage services based upon consideration of the twin objectives of best execution of trades and the lowest net cost to the Foundation.  The Foundation reserves the right to direct brokerage services for any or all Managers when this is deemed to be in the best interests of the Foundation.

At the request of the Foundation or at least annually, the Managers of any separately managed account will provide detailed soft dollar budgets, as well as summaries of all transactions, showing executing broker/dealer and commissions paid.

6. Voting of Proxies

It shall be the policy of the Manager to use their best efforts to vote proxies for the exclusive benefit of the Foundation in accordance with the procedures set forth below.
If any mutual or pooled funds used by the Foundation have their own proxy voting policies, the Foundation recognizes that it cannot dictate policy of these funds, and those policies shall take precedence over the rules in this Section.
The procedures outlined below are designed to guide the Managers in the voting of proxies.  The Custodian will forward all proxy materials to the appropriate Manager.  Proxy issues received by the Manager will be designated as “Routine” or “Non‑Routine”.
Routine Items are not expected to have a material adverse effect on the price of the security and will not substantially affect the rights or privileges of the security.
The Manager will vote all Routine proxies received according to the management recommendation contained in the IPS.
Non‑Routine Issues can include such things as:

1. Acquisitions, mergers and divestitures.
2. Significant changes in the company's articles of incorporation or by‑laws, such as anti‑takeover provisions, “poison pills” or rights issues.
3. Increases in the number of authorized common or preferred shares.
4. Compensation, benefits, or stock options to company management.

Should the Managers have any questions on voting of Routine or Non‑Routine issues, they will confer with the designee of the Committee.

The Managers shall research all Non‑Routine issues and vote the Foundation’s shares according to each Manager's fiduciary charge.

Staff

The Staff must assume the following responsibilities:

1. Act as liaison between the chair of the Committee, Committee members, Custodian, Managers, Consultant and the Board.

2. Schedule and organize Committee meetings including preparation of agendas and minutes.

3. Provide information to the Committee from the Foundation’s donors as it pertains to the investments.

4. Process contributions to the Custodian’s holding account.

5. Make computations of the investments in each asset class and make applicable transfers among asset classes to comply with the target asset allocation (See Section VIII).

VI. RISK MANAGEMENT PROCEDURES

Understanding that risk is present in all types of securities and investment styles, the Committee recognizes that some risk is necessary to produce long-term investment results that are sufficient to meet the Foundation’s objectives. However, the Managers are to make reasonable efforts to control risk and that level of risk will be evaluated regularly to ensure that the risk assumed is commensurate with the given investment style and objectives.
The policies and procedures of the Foundation’s investment program are designed to maximize the probability that the investment goals will be fulfilled, with an acceptable level of risk.  The goals of these risk management procedures are to identify the most significant sources of investment risk and to provide a protocol by which risks can be monitored on an ongoing basis.  
The Consultant will provide the Committee with analysis and control data at the total fund level and for each component part. The most significant sources of investment risks - financial risk, portfolio risk, and fiduciary risk - will be monitored and will be controlled through the following:
Financial Risk - Defined as risk of loss or underperformance of the total fund objectives.  The Committee has adopted long-term percentage allocations and acceptable ranges for all asset classes.  This process is to be reviewed annually or as financial market conditions dictate. The Committee will also review the general market conditions in the United States and globally, including general global and domestic economic indicators and and/or events that may have an impact on the portfolio and individual Managers. 
Portfolio Risk - Defined as compliance with the benchmark objectives.  The Consultant will provide analysis on a quarterly basis to the Committee to determine the dimension that the total fund portfolio and each Manager/fund differ from its respective benchmark(s).  This analysis will reveal what type and in what magnitude these variations from the benchmark(s) translate into sources of portfolio risk.  The equity analysis will include but not be limited to analysis of the portfolio sector allocation, market capitalization characteristics, price/earnings and price/book ratios, dividend yields and beta relative to the established benchmark of the Manager/fund. The fixed income analysis will include, but not be limited to sector allocation, quality allocation, maturity structure, yield to maturity, current yield, time to maturity, and duration relative to the established benchmark of each Manager/fund.  The alternative asset analysis will include, but not be limited to sector or strategy allocations, Manager diversification (for Fund of Funds), asset growth, leveraged exposure, and organizational changes.  Peer comparisons and other quantitative and qualitative factors will be reviewed for each Manager/fund.
At the total fund level, the Consultant will provide the Committee on a quarterly basis a review that includes but is not limited to the total fund’s Sharpe Ratio, Alpha, Information Ratios and other key data and ratios relative to its weighted benchmark.  Individual Manager/fund’s key metrics, including but not limited to Alpha, Information Ratio, Sharpe Ratio and other key data and ratios, will be part of that quarterly review. Volatility and return, graphically represented by annualized standard deviation percentage and return percentage, will be monitored by the Consultant for each Manager/fund’s contribution of risk and return with respect to the Manager/fund’s relative benchmark and with respect to the Manager/fund’s contribution to the overall risk of the portfolio and also be a part of the quarterly review.
Fiduciary Risk - Defined as managing the Foundation’s assets with the care, skill, prudence, and diligence under the circumstances then prevailing of a prudent person acting in a like character and with like aims.  Committee, Staff and the Consultant will manage on a continuous basis through specific Manager Guidelines, an Investment Policy and through the monthly/quarterly financial reports provided by the Custodian, individual Managers/funds, and Consultant. Managers/funds should be diversified sufficiently to avoid or mitigate risk, but not so much as to unduly hamper incremental investment returns.

VII. ASSET CLASS GUIDELINES 

Allowable assets for separately-managed account Manager based on investment objective:

1. Cash Equivalents
· Treasury bills
· Money market funds (appropriately diversified co-mingled and/or mutual fund instruments)
· Bankers  acceptance notes
· Commercial paper 
· Certificates of Deposit 
· Eurodollars
· Repurchase agreements and reverse-repurchase agreements




2. Fixed Income Securities (see page 15) 
· U.S. government and agency securities
· Non-agency and commercial mortgage backed bonds, including collateralized mortgage obligations and whole loans
· Municipal securities
· Corporate notes and bonds			
· Mortgage backed bonds
· Asset backed bonds
· Agency and corporate variable rate notes
· 144A securities (up to 10% of the individual Manager’s portfolio) and 144A securities with registration rights
· Certificates of deposit (“CDs”) and other money market instruments from banks also issuing bankers acceptances and with current commercial paper rating of at least A-1 (by Standard & Poor’s) or P-1 (by Moody’s Investors Service)
· Foreign denominated dollar based bonds
· Non-dollar denominated debt securities (up to 20% of the individual Manager’s portfolio) issued by governments or supranational agencies such as the World Bank, provided that they meet the stated credit quality guidelines (see page 15)  
· Emerging market debt (up to 20% of the individual Manager’s portfolio)
· Appropriately diversified co-mingled and/or mutual fund instruments
· The use of forwards and options for interest rate and currency hedging both back to the U.S. dollar and within currency blocs is permitted for defensive purposes.  Speculation, cross-hedging between currency blocs and establishing leveraged positions are prohibited.  Hedging with futures contracts and options on futures contracts is permitted to offset price risks (which include interest rates, currency fluctuations and the general price level of certain financial markets) incidental to the Portfolio’s principal mandate. Transactions in futures contracts and options on futures contracts are restricted to those contracts that are substitutes for assets that the Portfolio could own, and that are economically appropriate to the reduction of risks in the conduct/ management of the Portfolio. In no way will futures or options on futures be used to leverage the portfolio.
		
3. Equity Securities (see page 16)
· Common stocks
· Convertible notes and bonds
· Convertible preferred stocks
· American depository receipts (ADRs) of non-U.S. companies 
· Stocks of non-U.S. companies (Ordinary Shares)
· Emerging Markets stocks (up to 20% of individual Manager’s portfolio)
· Appropriately diversified co-mingled and/or mutual fund instruments
· Exchange Traded Funds (ETF)
· Index Funds

4. Alternative Investments (see page 16) 
· Absolute Return Strategies*
· Real Assets*
· Private Equity*
· Hedge or non-correlated investments to be decided by the Committee on a case-by-case basis*

* Can be direct investments in a fund, a Fund of Funds or a direct multi-strategy fund of funds through the use of onshore and/or offshore limited partnerships and/or limited liability corporations. 

Notwithstanding the limitations and prohibitions listed above, from time to time, the Committee may elect to use an appropriately diversified co-mingled and/or mutual fund as an investment vehicle to achieve its investment objectives for any of the above asset classes.

Prohibited Assets 

1. Commodities and futures contracts (allowed for Alternative Asset Managers and as stated in Fixed and Equity guidelines)
2. Options (allowed for Alternative Asset Managers and as stated in Fixed and Equity guidelines)
3. Interest-only (IO), principal-only (PO), and residual tranche CMO's
4. Assets not specifically detailed under section VII will not be allowed without written consent from the Committee and/or Committee’s delegate.  

Prohibited Transactions 

1.	Short selling (allowed for Alternative Asset Managers)
2.	Margin transactions (allowed for Alternative Asset Managers)

Guidelines for Cash and Cash Equivalents
The cash portion of the Foundation shall be invested in a Short Term Investment Fund (“STIF”) administered by the Custodian and emphasizing safety of principal, a Certificate of Deposit program, a Money Market Mutual Fund or Manager as evaluated and selected by the Custodian/Manager, or an external Manager as evaluated and recommended by the Consultant/Committee, or in individual securities adhering to the guidelines stipulated below.  Money held in the cash reserve shall be viewed as essentially riskless.
1. Maturity

No security will have more than one year to maturity at the time of purchase.
2. Quality 
Any securities issued or guaranteed by the U.S. government are permissible. Commercial paper shall be rated at least “A‑2” (by Standard & Poor’s) or “P‑2” (by Moody's Investors Service).  Bankers acceptances issued by banks with outstanding commercial paper with a rating of A1/P1 are permissible.  

Guidelines for Fixed Income Investments and Enhanced Cash Investments

1. Foundation assets may be invested in no more than 20% of fixed income assets rated below “BAA/BBB.”

2.	Foundation assets may be invested only in commercial paper rated A1/P1 (or equivalent) or higher.*

3.	Fixed income maturity restrictions are as follows:
· Weighted average portfolio duration may not exceed 7 years.
· Duration will be calculated excluding convertible securities. 

4.	At the Manager’s discretion, the Manager has 90 days in which to prudently liquidate positions that are in violation of these guidelines, unless given written instructions otherwise from the Committee.

5. No individual fixed income security shall exceed 10% of the total fixed income allocation, with the exception of U.S. Treasury securities.  No more than 50% in total of the Manager’s bond portfolio at cost shall be invested in any one or combination of securities issued by the Federal National Mortgage Association (“FNMA”), Federal Home Loan Mortgage Corporation (“FHLMC”), Federal Farm Credit Agency and other securities not fully guaranteed by the U.S. Government, but issued by U.S. Government sponsored entities.

6. Portfolio holdings consisting of asset-backed securities or collateralized mortgage obligations will be tested against the Federal Financial Institution Examinations Council (FFIEC) guidelines defining "High Risk" securities, as well as the National Association of Insurance Commissioners (NAIC) Flow Uncertainty Index or FLUX ratings.  The Manager will hold no securities that fail the FFIEC guidelines or carry a FLUX rating greater than ten.

7. Notwithstanding the above guidelines, from time to time the Committee may elect to use an appropriately diversified co-mingled or mutual fund as an investment vehicle to achieve the investment objective of the Fixed Income component of the portfolio then the above guidelines may not apply. 

Guidelines for Convertible Securities

1. Convertible securities, managed by a single specific convertible Manager, may be held in a portfolio with an average credit rating of no less than BBB- and with no more than 20% in B or BB rated securities. There will no bonds rated below B in the portfolio. Ratings may be provided by Moody’s or S&P*. Securities may be non-rated, but must have an implied rating within the policy guidelines.

* The guidelines shall be governed by the lower of the two ratings.

Guidelines for Equity Investments

1. Each individual Manager shall maintain transactional cash only.  A maximum of 10% of the individual portfolio value is allowed.

2. Each individual portfolio Manager shall adhere to their respective styles as measured by such fundamental characteristics including (but not limited to) market capitalization, Price/Earnings ratios, R-squared to respective benchmark, etc.

3. Diversification

a. No more than 5% of a Manager’s equity portfolio at cost and 8% at market value shall be invested in the securities of any one company without prior, written approval by the Committee.
b. No more than 30% of a Manager’s total equity portfolio at market value shall be invested in the securities of any one market industry.

4. Liquidity

The Manager will not hold in the portfolio any issue if that issue is part of a position where the Manager holds in aggregate more than 8% of the issuing company’s free float, without prior permission from the Committee.

5. Portfolio Turnover

There shall be no specific guidelines with regard to portfolio activity.  By not restricting turnover, the Manager is given the flexibility to adjust its asset mix and security selection to changing market conditions.  Portfolio turnover should however, remain consistent with each Manager’s mandate and style allocation.  

6. Not withstanding the above guidelines, from time to time the Committee may elect to use an appropriately diversified co-mingled or mutual fund as an investment vehicle to achieve the investment objective of the equity component of the portfolio.

Guidelines for Alternative Asset Investments

1. Definition:  “Alternative Asset Strategies” (“AAS”) will refer to any investment or investment strategy that at its core is not a long-only portfolio of traditional, publicly-traded equity or fixed income instruments.  AAS covers an enormous variety of non-traditional investments and investment strategies, spanning various levels of risk, return, and liquidity.  The Foundation’s overall AAS program will generally be on the conservative end of the AAS risk spectrum, and should offer significant diversification benefits to the Foundation’s investment program.  The Foundation will categorize AAS into three broad categories of Absolute Return Strategies and Real Assets,
2. Objective:  The Committee may consider investments in AAS within the context of an overall investment plan.  The objective of such strategies will be to diversify the portfolio, complementing traditional equity and fixed-income investments and improve the overall performance consistency of the portfolio net of all fees and related expenses.
Absolute Return Strategies

1. Definition:  Absolute return strategies provide exposure to asset management opportunities that exhibit little or no correlation to traditional stock and bond investments.  Commonly known as “Hedge funds” or Alternative Investment Strategies, these controlled market risk strategies seek to exploit inefficiencies in capital markets.  Absolute return strategies attempt to generate attractive risk-adjusted returns.  Hedge funds are private investments, generally structured as limited partnership or investment companies.  Hedge Fund Managers are allowed to operate with greater flexibility than most traditional Managers and their compensation usually includes performance incentives.
2. Funds of Hedge Funds or Direct Multi-or Single Strategy Funds:  The Committee may recommend to the Board an investment in a Fund of Hedge Funds.  A Fund of Hedge Funds is managed by a Manager, who subsequently invests in the individual Hedge funds of multiple underlying Managers.  The Fund of Hedge Funds structure provides an additional layer of diversification relative to relying on a single-Manager or single-strategy approach, much as a mutual fund provides diversification relative to a single stock approach of investing.  The direct multi-strategy Manager will utilize several hedge fund strategies that will provide low volatility, non-correlated diversification, and general risk and return characteristics associated with fund of funds.  The portfolio Managers of the underlying strategies work only for the direct multi-strategy Manager.  These funds can provide excellent diversification to individual funds. The Committee may also invest with single strategy managers as that style of investment enhances the portfolio from the standpoint of return, diversification and the lowering of the overall risk profile of the Foundation’s portfolio; i.e. demonstrated low or non-correlation to existing investments.
3. Diversification:  The fund of hedge funds shall be invested in a broad array of absolute return investment strategies including, but not limited to:  statistical arbitrage, equity market neutral, convertible arbitrage, distressed securities, merger arbitrage, fixed income arbitrage, equity long/short (both equity and fixed income), global macro, or short selling.  The Foundation will seek to be broadly diversified by investment strategies as well as diversified by fund Manager.  The Committee recognizes it cannot direct the policies of any specific fund investment, but preference will be given to Managers where no individual hedge fund Manager comprises more than 15% of the total Fund of Funds portfolio and no single hedge fund strategy comprises more than 35% of the total Fund of Funs portfolio.
4. Transparency and Liquidity:  The Committee understands that Hedge fund investments are less transparent than traditional investments, but will expect reasonable levels of transparency in order to monitor the investments appropriately. In addition, the Committee understands that liquidity in such investments may be limited. Liquidity constraints, including lock-up provisions will be taken into consideration when making allocations to such investments.
5. Leverage:  The Committee recognizes that it cannot direct the policies of any specific fund investment, but strategies that would cause total leverage at the fund level to exceed 3:1 shall be avoided.  Hedge Fund of Fund Managers employing leverage at the fund of funds level (not strategy) also shall be avoided.  At no time will the Foundation invest in a fund where the amount of dollars at-risk exceeds the initial investment amount. 
6. Appropriate Benchmark:  Over the investment time horizon established in the investment policy IPS, it is the goal of the Funds of Hedge Funds to meet or exceed:  A target return as measured by the 90-day T-Bills plus 6% over a market cycle of 3-5 years but measured and evaluated quarterly.  While the Foundation recognizes that there will be periods of both underperformance and outperformance, over a market cycle, this return should be achievable.  Relative performance to the above mentioned target return will be evaluated quarterly for progress toward longer-term goals.  Over shorter time periods, it is expected that the Funds of Hedge Funds will outperform the Hedge Fund Research (HRF) Conservative Fund of Funds Index.  In the event that a single manager style does not have a universally recognized index/benchmark, the Consultant will build such an index/indices with the approval of the Committee.  In recognition of the broad latitude of absolute return strategies, the Committee will seek in the selection process to utilize the Fund of Funds or direct single or multi-strategy Managers whose fund return and risk factors are ex ante indicative of producing stable portfolios capable of achieving the objective of low volatility absolute return.  Strategies utilizing excessive leverage and/or strategies with risk levels indicating volatility levels materially greater than fixed income shall be avoided.

Real Asset Investments
1. Definition:  Real Assets can include investments in non-financial assets such as real estate, land, timber, infrastructure, or commodity investments, whose value is intended to be correlated with inflation, and provide a diversification benefit when combined with traditional asset classes.  Other investments that will qualify as real assets include real estate investment trusts (REITS), Treasury Inflation Protected Securities (TIPS), commodity investments as part of a Manager’s portfolio, oil and gas development funds, publicly traded stocks of companies whose core business related to real asset development or production, or any other investment with values significantly derived from real assets as described.
2. Diversification:  It is the intent to have the real asset allocation diversified by underlying type of real asset, as well as by Manager.  Due to the disparate nature of the investments, the Committee will seek first to select Managers with a demonstrable expertise in managing real asset strategies, and second, to diversify the portfolio by type of real asset.  Specific liquidity parameters of the underlying real asset strategies will also be considered in determining acceptable diversification.
3. Liquidity:  Real asset strategies may be implemented through the use of mutual funds, limited partnerships, limited liability companies, commingled funds, or offshore corporations.  These vehicles may have significant liquidity constraints, or gate provisions for withdrawal of assets.  Preference will be given to Managers/funds with better liquidity terms.
4. Appropriate Benchmark:  As it is the intent of this allocation to provide the portfolio with a hedge against inflation, the broad real asset composite will be measured versus the CPI+5% annually.  Specific strategies such as real estate or commodities may be measured versus style specific benchmarks such as the NAREIT Equity index, the NCREIF National Property Index, or the Dow Jones AIG Commodity index.  Broadly diversified funds will be measured versus the programs overall benchmark of CPI+5% annually.
Guidelines for Commingled or Mutual Funds
As the Foundation cannot direct the particular investment policies of any commingled or mutual funds used in the Foundation’s investment structure, the broad guidelines outlined below will govern the selection of appropriate vehicles.  Funds that include investments in violation of any of the Foundation’s policy guidelines will typically be avoided.  Exceptions may be granted by the Committee.
1. Aggregate Assets
a. Minimum
The Consultant will determine for each fund provider a threshold level of aggregate assets (including both the assets in the pool or fund and any separate account assets managed similarly) sufficient to ensure broad diversification, efficient trading, and economies of scale in administrative expenses and transaction costs.
b. Maximum
The Consultant will determine for each fund provider whether the aggregate assets (including both the assets in the pool or fund and any separate account assets managed similarly) have reached a size where they are causing the asset Manager to deviate from the portfolio construction methods upon which the performance record was built.

2. Personnel
The Consultant will monitor the organizations providing investment management services to the funds, to ensure stability of personnel, thereby encouraging consistency of investment method.

3. Expenses
The Consultant will monitor management fees, administrative expenses, and trading costs to ensure that expenses are within normal and customary tolerances.
4. Portfolio Characteristics
The Consultant will establish general expectations of each fund or pool’s aggregate portfolio characteristics.  Deviations from expectations will occasion a review of the fund’s continued appropriateness in the Foundation’s investment structure.


Guidelines for Other Asset Classes

Guidelines for investments in other asset classes may be established in the future by the Committee.


VIII. COMPOSITE ASSET CLASS ALLOCATION GUIDELINES

Investment management of the Custodial Investment Pool (the “Pool”) of the Foundation shall be in accordance with the following composite asset class allocation guidelines (at market values):

	Asset Class
	Minimum
	Maximum
	Target

	U.S. Large Cap Equity
	20%
	50%
	30%

	U.S. Small/Mid Cap Equity
	5%
	25%
	15%

	Non-U.S. Equity
	10%
	25%
	15%

	Fixed Income
	5%
	50%
	10%

	Alternative Assets
	0%
	25%
	20%

	Real Assets
	0%
	10%
	5%

	Cash and Equivalents
	2%
	10%
	5%



*Convertible Bonds are treated as equities in compliance with CFA Institute performance standards.


Rebalancing Guidelines

The Composite Asset Class Allocation (the “Default”) target is 60% Equity, 10% Fixed Income, 20% Absolute Return Strategies, 5% Real Assets, and 5% Cash/Equivalents that will be rebalanced per approved sub-allocation policy established by the Committee when any Asset Class target is out of balance by +/- 5 percentage points.  It is noteworthy in rebalancing from certain Alternative Assets that distributions are restricted by contract.  Therefore rebalancing distributions may not take place in a timely manner.  All proposed rebalancing, occurring from market fluctuation or grant making or contributions by donors, back to targets shall be communicated by the Staff to the Custodian.  The intent of the ranges is to provide some latitude with respect to rebalancing, if deemed appropriate.

Guidelines for Asset Allocation

The Default target is used by the Foundation for its funds which has a grant making time horizon of more than ten years.  Donors whose time horizon is shorter than ten years may want an asset allocation with a lower equity exposure in their funds.  For example, if the donor anticipates making grants of most of their fund within the next five years, they may want an increased cash allocation in their fund.  For Donors who feel that the Default target in equities carries too much risk, may want to designate a lower percentage in equities for their fund in line with their personal risk tolerance.  Donors are given the opportunity to asset allocate their funds on a semi-annual basis in order to address their individual risk tolerances and their grantmaking time horizons.

IX. DELEGATION OF AUTHORITY

1.	Committee - The Committee will prudently and diligently select all service providers (managers, custodians and consultant), regularly monitor the performance of the Managers, insure compliance with stated guidelines and make recommendations of any changes of the asset allocation targets to the Board for their approval.

2.	Consultant - The Consultant will assist the Committee in: establishing investment policy, objectives, and guidelines; asset allocation, recommending Managers and Custodians; reviewing the Managers over time; measuring and evaluating investment performance; and other tasks as deemed appropriate by the Committee.

3.	Manager - The Manager(s) has discretion to purchase, sell, or hold the specific securities that will be used to meet the Foundation's investment objectives, seek best execution of trades and to vote proxies on behalf of the Foundation.

4.	Custodian - The Custodian will physically maintain possession of securities owned by the Foundation, collect dividend and interest payments, redeem maturing securities, and effect receipt and delivery following purchases and sales.  The Custodian will also perform regular accounting of all assets owned, purchased, or sold, as well as movement of assets into and out of the Foundation accounts.  The Custodian shall provide the Foundation with evidence of account insurance. 

5. 	Staff - The Staff will act as liaison among the Custodian, Consultant, Managers, Committee  and the Board. The Staff will schedule and organize Committee meetings, monitor asset class allocations for re-balancing needs, process contributions to the Custodian’s holding account and coordinate the activities among the various entities mentioned above.

X. SELECTION OF MANAGERS

The Committee’s selection of Manager(s) for both “traditional” and “alternative” investments must be based on prudent due diligence procedures.  The Consultant will insure that due diligence procedures will be followed. A qualifying traditional Manager must be a registered investment advisor under the Investment Advisers Act of 1940, or a bank or insurance company.  

The following selection criteria will be used to evaluate Manager(s):

1. Firm-Wide Characteristics
a. 
b. History
c. Ownership
d. Domicile of Incorporation
e. Client Support/Marketing
f. Legal Counsel
g. Contingency Planning
h. Registrations


2. Personnel
a. 
b. Personnel Backgrounds
c. “Key-Man” Experience
d. Co-Investment of Fund(s)
e. Conflicts of Interest
f. Staffing Levels
g. “Key Man” Provisions
h. Background Checks


3. Investment Philosophy
a. 
b. Classification/Verification
c. Capacity


4. Investment Strategy & Execution
a. 
b. Idea sourcing Methodology
c. Research Robustness
d. Decision-making process/Levels of accountability
e. Transaction execution/trading
f. Allocation parameters
g. Availability of positions
h. Risk reports/monitoring systems
i. Monitoring protocols
j. Levels of flexibility


5. Investment Operations
a. 
b. Leverage
c. Transaction allocation to brokers
d. Prime brokerage
e. Information systems
f. Trading systems
g. Accounting systems - FAS 133 issues
h. Back office
i. Valuation protocols
j. Reporting systems, schedules, formats
k. Auditor
l. Administrator(s)


6. Investment Results
a. 
b. Standard deviation
c. Alpha
d. Sharpe Ratio
e. Beta
f. Index relative return
g. Peer results


7. Investment Terms
a. 
b. Management fee
c. Incentive allocation fee
d. Withdrawals


8. Conflicts of Interest
a. 
b. Personnel
c. Firm


XI. MANAGER PERFORMANCE REVIEW AND EVALUATION

Performance Standards

A. Time Horizon
Progress of the investment program, its components and the Managers will generally be measured over a full Market Cycle.
The length of that period depends upon the performance of the market.  We are defining a market cycle as any period of at least two quarters in which the market is up or down followed by another period of at least two quarters when the market goes in the opposite direction.  Therefore, a market cycle must be at least one year in length, though generally we expect a market cycle to last three to five years or longer.
B. Benchmark Indices
Each component asset class of the investment program is expected to outperform its appropriate benchmark: 
	Asset Class
	Broad Benchmark Index
	Style Index

	U.S. Large Capitalization Stocks
	S&P 500 Index 
	Russell 1000 (Value/Growth) Index

	U.S. Small/Mid Capitalization
Stocks
	Russell 2500 Index
	Russell 2500 (Value/Growth) Index

	U.S. Mid Capitalization Stocks
	Russell 2000 Index
	Russell 2500 (Value/Growth) Index

	U.S. Small Capitalization Stocks
	Russell 2000 Index 
	Russell 2000 (Value/Growth) Index

	Non-U.S. Stocks
	MSCI EAFE Index 
	MSCI EAFE (Value/Growth) Index

	Fixed Income
	Lehman Brothers
Aggregate Bond Index 
	Lehman Brothers Universal Bond
Index

	Alternative Asset Strategies
	U.S. Treasury Bills + 6%
	HFR Conservative Fund of Funds
Index; Index constructed by Consultant and approved by Committee.

	Private Equity
	U.S. Treasury Bills + 10%
	U.S. Treasury Bills + 10%

	Real Assets - Diversified Fund
	CPI + 5%
	

	Real Assets/Public Real Estate
	NAREIT Equity Index
	

	Real Assets/Private Real Estate
	NCREIF National Property Index
	


Style benchmarks will also be used to provide perspective on the performance of each equity component relative to the appropriate broad benchmark.  Over the long-term, the returns of each component, regardless of style, are expected to exceed those of the appropriate broad benchmark.
Additionally, the Total Fund will be measured against two customized indexes.
Long-term Growth Target: 5% net of all fees and the CPI.
Allocation Index:  The Allocation Index is comprised of the sum of each asset class’ broad benchmark return weighted by the actual allocation to each asset class at the beginning of the quarter.

C. Statistical Universe of Similar Funds
The total returns of each component and the total portfolio will be compared to the distribution of returns represented by an appropriate and statistically valid Universe of institutional funds that are not subject to capital gains or income taxes.  Over a Market Cycle, each component in the investment program is expected to rank in the top 50% of the appropriate Universe.

D.	Risk-Adjusted Performance
The Sharpe Ratio divides the excess return (portfolio return less risk‑free return) by the standard deviation of quarterly total returns, and will be the measure of risk‑adjusted performance.  Over a Market Cycle, the Sharpe Ratio for the total portfolio and each component of the Foundation is expected to exceed that of its respective benchmark index.

Performance Reviews

Performance reports generated by the Consultant shall be compiled at least quarterly and communicated to the Committee for review. Investment performance of the total portfolio, as well as each Manager, will be measured against commonly accepted performance benchmarks.  Consideration shall be given to the extent to which the investment results are consistent with the investment objectives, goals, and guidelines as set forth in this IPS. While performance comparisons over the short term are valuable, the Committee intends to evaluate the individual Manager’s performance over at least a three-year period, but reserves the right to terminate a Manager for any reason including the following:

1.	Investment performance which is significantly less than anticipated given the discipline employed and the risk parameters established, or unacceptable justification of poor results.

2.	Failure to adhere to any aspect of this IPS of investment policy, including communication and reporting requirements.

3.	Significant qualitative changes to the investment management organization; for example loss of a key person or persons or the sale of the organization to another entity.

4.	Failure to be consistent with its investment style as measured by the appropriate benchmark as defined by the Consultant.

Managers shall be reviewed continuously regarding performance, personnel, strategy, research capabilities, organizational and business matters, and other qualitative factors that may impact their ability to achieve the desired investment results.

Certain circumstances, or events, as outlined below, will trigger automatic formal reviews and, where appropriate, reconsideration by the Committee of the appropriateness of continuing to use the affected Manager in the investment structure.  The circumstances or events listed below shall serve as a cause indicating the need to review a Manager.

The Foundation, however, reserves the right to make changes in investment providers as determined appropriate.
1. Disappointing Relative Performance
a) Three-year cumulative return trails benchmark index by a “material amount”
b) Percentile ranking of portfolio’s three-year cumulative return against peer group is materially below median
c) Percentile ranking of portfolio’s one-year return against peer group is at or below 75
d) Percentile ranking of portfolio’s one-quarter return against peer group is at or below 90
2. Disappointing Risk-Adjusted Performance
a) Three-year Sharpe Ratio (excess return divided by standard deviation of returns) is materially below benchmark and peer group median
b) Five-year Sharpe Ratio is materially below benchmark
3. Fund Management Organization Changes
a) Turnover of portfolio Manager or other personnel significant to the portfolio management process
b) Ownership change
c) Involvement in relevant regulatory investigation or litigation
4. Deviation from Investment Methods Basic to Historical Records
a) Aggregate assets in product are insufficient to ensure broad diversification, efficient trading, and economies of scale
b) Assets in product grow too large to be managed in manner similar to methods that built historical record
c) Portfolio characteristics do not match stylistic expectations
d) Significant increase in fees
5. Relative Performance in Excess of Expectations (a “red flag” which could indicate unacceptable risk or deviation form mandate)
a) Percentile ranking of portfolio’s three-year cumulative return is in the upper quintile (above the 20th percentile)
b) Percentile ranking of portfolio’s quarterly return versus peer portfolios is in the upper decile (above the 10th percentile)

