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ARTICLE I 
 

INTRODUCTION 
 
 
This document establishes the Investment Policy for the management of the assets of the 
Irving S. Gilmore Foundation (the “Foundation”). 
 
This Investment Policy has been approved by the Trustees.  The Trustees have arrived at 
this Investment Policy through careful study of the returns and risks associated with 
various investment strategies.  This policy has been chosen as the most appropriate policy 
for achieving the financial objectives of the Foundation which are described in the 
Objectives section of this document. 
 
The Trustees have adopted a long-term investment horizon such that the chances and 
duration of investment losses are carefully weighed against the long-term potential for 
appreciation of assets. 
 
The assets of the Irving S. Gilmore Foundation will be invested in a manner that provides 
the safeguards and diversity to which a prudent investor would adhere to.  All 
transactions will be undertaken to fulfill the objectives of the Foundation. 
 
 



Irving S. Gilmore Foundation  Investment Policy Statement 

Page 5 

ARTICLE II 
 

DUTIES AND RESPONSIBILITIES 
 

 
The Trustees have formed an Investment Committee that is responsible for developing 
policy recommendations and overseeing the investment activities of the Foundation 
assets.  Recommended changes to the Investment Policy must be approved by the 
Trustees before they can be implemented.  The Trustees name Richard M. Hughey, Jr., 
and Carol E. Duck as designees for the Foundation.    
 
The Investment Committee’s responsibilities include recommending revisions to this 
Investment Policy as necessary such as, but not limited to, recommendations regarding 
(a) acceptable asset classes; (b) asset allocation ranges; and (c) definitions of acceptable 
securities within each asset class.   
 
The Investment Committee subject to approval by the Trustees (a) recommends 
the selection, retention and replacement of investment managers, consultants and 
custodians; (b) controls the asset allocation; (c) establishes investment performance 
expectations for each portfolio; and (d) ensures that all managers comply with this Policy. 
 
The Trustees, Investment Committee Chairperson,or their designees will communicate 
the policy and performance expectations to the investment managers.  The Investment 
Committee will also review investment performance regularly to assure that the policy is 
being followed and that progress is being made toward achieving the objectives. 
 
The investment managers shall be responsible for determining investment strategy and 
implementing security selection and the timing of purchases and sales within the policy 
guidelines set forth in this statement and as otherwise provided by the Trustees. 
 
The Investment manager has a duty to the Foundation to exercise reasonable care to 
comply with the scope and terms of their investment mandate.  By accepting this 
delegation of management or investment function from the Foundation, each investment 
manager submits to the jurisdiction of the courts of the state of Michigan in all proceeds 
arising from or related to the mandate of performance of the investment function. 
 
The Investment Consultant has a duty to the Foundation to exercise reasonable care to 
comply with the scope and terms of their investment policy for the Foundation.  The 
Investment Consultant will be responsible for monitoring portfolios on a quarterly basis 
to ensure they are in compliance with the policy.  This includes but is not limited to 
position sizes and, volatility and return statistics. 
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ARTICLE III 
 

STATEMENT OF OBJECTIVES 
 
 
The assets of the Irving S. Gilmore Foundation shall be invested in accordance with the 
objectives summarized below: 
 
 (a) To achieve long-term corpus growth in excess of inflation; 
 
 (b) To maximize return within reasonable and prudent levels of risk; 
 
 (c) To maintain sufficient liquidity to ensure that grant awards are  
  disbursed on a timely basis; and 
 
 (d) To meet the minimum annual payout requirements set by the Federal  
  Government (currently 5% of average market value).   
 

(e)       To incur only costs that are appropriate and reasonable in the relation to  
 the assets, the purposes of the institution, and the skills available to the  
 institution. 

 
 
The Investment Policy has been established in conjunction with a review of dollar 
disbursement forecasts by the Irving S. Gilmore Foundation and the investment returns 
by asset class. 
 
 
Relative performance benchmarks for the Foundation’s investment managers are set forth 
in the Control Procedures section of this document. 
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ARTICLE IV 
 

STATEMENT OF INVESTMENT POLICY 
 
 
Section 1. Asset Allocation Targets and Ranges 
 
It shall be the policy of the Irving S. Gilmore Foundation to invest in each of the 
following asset classes ranging between a minimum and a maximum of total Foundation 
assets as shown below.  
 
   Asset Class as a Percent of Total Assets 
 

 Asset Class Minimum Target Maximum 

 U. S. Equity    44%  60% 76% 
 International Equity   10% 15% 30% 
 Fixed Income   20% 25% 36% 
 Private Equity1 0% 5% 7.5% 

 
1Private Equity allocation will reside in Fixed Income until a suitable product is proposed, agreed upon by the Committee and 
funded. If a suitable opportunity is not identified, this segment may not be funded. 
 
Section 2. Adherence to Policy Targets and Ranges 
 
The asset allocation of the Foundation will be maintained within the minimum-maximum 
ranges.  Cash withdrawals shall be removed from portfolios in order to comply with these 
allocation standards. 
 
Rapid unanticipated market shifts or changes in economic conditions may cause the asset 
mix to fall outside of the policy ranges.  These divergences should be of a short-term 
nature.  The Trustees or its designees will be responsible for ensuring that the managers 
keep divergences from policy as brief as possible.  This may require rebalancing of assets 
when necessary. 
 
Section 3. Rebalancing Procedures 
 
If the asset allocation cannot be maintained within the above policy limits through cash 
withdrawals (whereby the Trustees or designees automatically withdraw funds from those 
managers that are over-allocated, place those funds in the cash account and use this 
money to pay operational expenses), the Trustees or its designees shall direct the shifting 
of assets between investment management portfolios in accordance with the guidelines 
below.  Such reallocations are anticipated to occur infrequently. 
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Where multiple investment portfolios per asset classes are employed, target allocations 
for each portfolio will be set as a percent of the category assets.  Rebalances among 
portfolios within asset classes will be made at the discretion of the Trustees or its 
designees but must be made whenever portfolio market values diverge beyond the 
minimum or maximum percent of the asset category. 
 
In order to help keep asset classes within target ranges, cash withdrawals from the corpus 
for operational costs will first be taken from asset classes and individual managers that 
are above their respective target commitments.  These transactions are not to be confused 
with those meant strictly to rebalance the portfolios back to targets.   
 
If after using the cash withdrawals for operational purposes, any portfolio is out of 
compliance, it will be rebalanced back to the target value.   
 
When a rebalance is required, withdrawals of funds from portfolios above their target 
allocations will be invested in the portfolios that are the most underweighted with respect 
to their target allocations.  To rebalance portfolios that are underweighted with respect to 
their percent of asset limits, withdrawals will be made first from the portfolios that are the 
most overweighted. 
 
The Trustees’ designees will monitor daily the actual asset allocation compared to the 
target allocations.  
 
It is anticipated that rebalancing among asset classes and individual investment portfolios 
will be required less frequently than once per year except during extremely volatile 
market periods. 
 
Section 4. Cash Holdings 
 
It shall be the policy of the Irving S. Gilmore Foundation to be fully invested.  
 
It is understood that the Foundation’s managers at any point in time may not be fully 
invested.  While the Foundation assets may be partially invested in cash equivalents, for 
asset allocation purposes, these funds shall be considered invested in the asset classes of 
the respective managers.  In turn, each manager’s performance will be evaluated on the 
total amount of assets under its direct management which would include any cash 
allocation in their portfolios. 
 
Uninvested cash balances should be kept to a minimum through the prompt investment of 
available funds.  Exceptions are allowed when building liquidity in anticipation of grants 
or expenses as directed by the Trustees.  
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Cash equivalent holdings are allowed in the fixed income portfolio to maintain the 
portfolio duration within policy limits. Cash equivalent reserves shall consist of cash 
instruments having quality ratings by at least one rating agency of A-1, P-1 or higher, 
maturing in 360 days or less.   
 
It will be the policy of the Foundation to limit cash holdings to 10% of both the entire 
portfolio as well as individual portfolios.  Should any investment manager wish to exceed 
the guideline limits, special prior approval by the Trustees will be needed.  For these 
situations, the Trustees can grant special exemptions from the guidelines in writing to the 
manager.  In no case can a manager intentionally exceed guideline limits without formal 
prior approval by the Trustees. 
 
It will be the policy of the Foundation to hold sufficient cash reserves in the payout 
account to fund three to nine months of expected expenditures. 
 
Section 5. Diversification 
 
Investments shall be diversified with the intent to minimize the risk of large losses.  
Consequently, the total portfolio will be constructed and maintained to provide 
reasonable and prudent diversification with regard to the concentration of holdings in 
individual issues, corporations, or industries. 
 
Not more than 8% of the total stock portfolio valued at market may be invested in the 
common stock of any one corporation.  Not more than 10% of the outstanding shares of 
any one company may be held.   
 
With the exception of securities issued by the U.S. Government and its agencies, no 
single fixed income issue will represent more than 5% of the total  fixed income portfolio 
as measured by market value at time of purchase.  Holdings of any individual issue must 
be 5% or less of the value of the total issue. 
 
Section 6. Volatility 
 
Consistent with the desire for adequate diversification, the Investment Policy is based on 
the assumption that the volatility of the combined portfolios will be similar to that of the 
market opportunity available to institutional investors with similar return objectives. 
 
The volatility of each investment manager's portfolio will be compared to the volatility of 
appropriate market indices and peer groups.  Beta should not exceed 1.25 relative to the 
manager's annual index. 
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Section 7. Liquidity 
 
When the amount and timing of withdrawals are determined, the Trustees or their 
designee will notify the investment managers as far in advance as possible of any 
withdrawal orders to allow them sufficient time to build up necessary liquid reserves. 
 
Section 8. Voting of Proxies 
 
It is expected that the investment managers will review each proxy ballot and vote them 
in a manner that preserves and enhances shareholder value. 
 
Each investment manager shall keep accurate written records of all proxy votes and, at 
least annually, provide a detailed report to the Trustees documenting all votes.   
 
Section 9. Execution of Security Trades 
 
The Trustees expect the purchase and sale of securities to be made through responsible 
brokers in a manner designed to receive the best combination of realized prices and 
commission rates. 

 
Section 10. Spending 
 
“Spending” is defined as the funds made available from the portfolio for Grants and 
qualified Foundation operational expenses. The level of charitable payout for the 
Foundation is governed by the Trustees’ grant-making decisions along with the minimum 
requirements of the Internal Revenue Code [IRC].  It will be the goal of the Trustees to 
base their decisions on the following: 
 

• Preservation of purchasing power at a minimum in perpetuity. 
• Stability, including providing a relatively predictable, constant and stable 

(in real terms) stream of earnings for current use and longer-term 
forecasting. 

• Growth, recognizing the importance over the long-term of continuing to 
grow the assets for future generations. 
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ARTICLE V 
 

GUIDELINES FOR SECURITY HOLDINGS 
 
 
Section 1. Non Individual Security Holdings 
 
The Trustees may approve mutual funds and pooled investment vehicles.  Such 
investment vehicles must have investment policies that reasonably fit with this 
Investment Policy.  The Trustees will have no control over the actual content of such 
vehicles, but will periodically review the continued suitability of such vehicles for the 
Plan. 
 
Section 2. U.S. Equity Security Holdings 
 
Equity holdings shall be restricted to readily marketable securities of corporations that are 
actively traded on major exchanges including NASDAQ in the U.S.   Equity holdings 
may include American Depositary Receipts traded on U.S. exchanges.  Preferred and 
convertible preferred stocks may be held.  Publicly traded Real Estate Investment Trust 
(REITs) shares may be held and are considered part of the allocation to stocks. 
 
For the purposes of this policy, small/mid (smid) cap stocks are defined as having market 
capitalizations of $10.2 billion or less.  No manager charged with the management of 
smid cap equities shall purchase stocks that would cause the weighted average market 
cap of their respective portfolio to rise above this $10.2 billion threshold. If the weighted 
average market cap breaches this threshold, the manager must be given written consent 
from the Trustees in order to retain the holdings, or sell off larger capitalization equities 
such that the weighted average market cap once again falls below 10.2 billion. 
 
For the purposes of this policy, small cap stocks are defined as having weighted average 
market capitalizations less than the Russell 2000 Index average times three.  No manager 
charged with the management of small cap equities shall purchase stocks that would 
cause the weighted average market cap of their respective portfolio to rise above this 
threshold. If the weighted average market cap breaches this threshold, the manager must 
be given written consent from the Trustees in order to retain the holdings, or sell off 
larger capitalization equities such that the weighted average market cap once again falls 
below the Russell 2000 Index times three. 
 
There is no minimum market capitalization for holdings of individual issues.  However, 
each holding shall be of a sufficiently low percentage of average daily trading volume to 
ensure sale on favorable terms at the appropriate time. 
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Futures and options can be used as a substitute for equity securities provided that they are 
100% collateralized by highly liquid, low volatility fixed income securities and therefore 
do not represent leveraging of the assets. 
 
Section 3. Non U.S. Equity Security Holdings 
 
At least 80% of all Non U.S. equity holdings shall be highly liquid securities issued by 
corporations headquartered in countries included in the Morgan Stanley Capital 
International All Country World ex US Index.  Issues may be purchased and sold on 
exchanges in other countries that offer a ready market for individual issues and have no 
restrictions on the transfer of funds to and from the U.S. 
 
Managers holding non U.S. dollar denominated securities are permitted to employ 
currency hedging strategies. 
 
Section 4. Fixed Income Security Holdings 
 
Fixed income investments shall be marketable securities which may include, but not 
necessarily be limited to U. S. Treasury, Federal Agencies and U.S. Government 
guaranteed obligations, and corporate issues including convertibles.  Mortgage pass-
throughs, collateralized debt obligations and non dollar denominated bonds may be held. 
 
The fixed income portfolio must have an average rating of A or better in the aggregate as 
measured by at least one credit rating service.  In cases where the yield spread adequately 
compensates for additional risk, up to 15% of the value of each fixed income portfolio 
may be invested in BBB rated securities provided that they are easily tradable and overall 
fixed income quality is maintained. 
 
Investment grade quality is defined as BBB rated or higher at time of purchase.  In cases 
where credit rating agencies assign different quality ratings to a security, the lower rating 
will be used.  Should the rating of a fixed income security fall below minimum 
investment grade, the manager may continue to hold the security if they believe the 
security will be upgraded in the future, there is low risk of default, and buyers will 
continue to be available throughout the anticipated holding period.  The manager has the 
responsibility of notifying the Trustees whenever an issue falls below investment grade.  
The notification should include the manager’s assessment of the issue’s credit rating and 
its ongoing role in the portfolio. 
 
Up to 15% of a manager’s fixed income holdings at time of purchase may be held in non 
U.S. dollar debt securities issued by sovereign governments, their agencies and 
instrumentalities, by both domestic and non-domestic corporations, and by 
supernationals.  Non U.S. dollar fixed income holdings are restricted to issuers in 
countries represented in the Morgan Stanley Capital International Europe Australia Far 
East Index (EAFE) or Canada as well as those issuers in countries represented in the 
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Morgan Stanley Emerging Market Index or defined by the World Bank.  Non U.S. dollar 
securities must be highly liquid, actively traded, and rated single A or higher at time of 
purchase.  See below for further instruction on “core plus” sectors. 
 
This Policy allows for “core plus” fixed income managers, whose portfolios may invest 
in sectors that are outside of the Barclays Capital US Aggregate Bond Index,.  It is at the 
manager’s discretion to use this “core plus” weighting in either high yield, international, 
emerging market debt or all three, but not to exceed 30% of the assets under management 
for the applicable portfolio, at market value. 
 
The international commitments shall be in G-24 (developed)  as well as emerging market 
countries and be primarily invested in governments and government agencies of those 
countries.  
 
The high yield commitment will be in securities with credit ratings of no lower than “B”. 
Mortgage securities held should exhibit price, volatility, and liquidity similar to 
components of the Barclays Mortgage Backed Securities Index.  The intent is to invest 
only in the most conservative mortgage instruments.  These may include collateralized 
mortgage obligations such as pass throughs, sequential CMO tranches, or planned 
amortization classes.  Asset backed securities including categories other than mortgages 
may be held provided they are unleveraged, low risk and their values do not change due 
to the performance of any other security, index or commodity (i.e., structured notes).  
Asset backed securities should be limited to 2X the weighting in the Barclays Aggregate 
Index.  In determining the acceptability of a derivative, duration must be easily calculated 
and where duration cannot be calculated, the investment is not permissible.   
 
Privately placed fixed income issues, including 144a issues, may be held provided that 
the credit risk is carefully evaluated and judged to conform to this Policy, and that there 
is a secondary market for potential sale before maturity or call date. 
 
Futures and options can be used as a substitute for fixed income provided that they are 
100% collateralized by highly liquid, low volatility fixed income securities and therefore 
do not represent leveraging of the assets. 
 
If any questions exist by an investment manager as to the authorization granted to 
purchase and/or hold a security because of its issuer, type, effective duration, or effective 
credit quality, the manager must consult with the Trustees prior to purchase of the 
security.  In addition, no investment will be made in any newly developed instrument 
without the explicit consent of the Trustees. 
 
The average effective duration of all fixed income holdings, reflecting all instruments 
including CMO and Asset-Backed Securities, must not exceed the Barclays Aggregate 
Bond Index by more than one year. 
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Section 5.        Commingled Fund Holdings 
 
The Plan may invest in commingled vehicles such as mutual funds or common (group) 
trust funds which are institutional in nature (e.g., without loads, 12b-1 fees, open only to 
institutional investors) invested in a similar manner and similar investments as are 
permitted by this Investment Policy and the associated portfolio guidelines.  However, 
when utilizing such a commingled vehicle, the Plan’s portfolio will be managed 
according to the fund’s prospectus, private placement memorandum or trust document 
and said prospectus, private placement memorandum or trust document shall be 
considered a part of the Plan’s Investment Policy and plan documents.  In the event of 
any conflict between such a prospectus, private placement memorandum or trust 
document and this Investment Policy and/or its associated portfolio guidelines, the 
prospectus, private placement memorandum or trust document will control and the areas 
of conflict will be outlined in detail by the investment manager to the Committee.  In 
addition, the Plan’s investment consultant shall advise the Committee whether or not 
such differences are reasonable.  The investment manager shall immediately notify the 
Committee of any change or amendment to the prospectus, private placement 
memorandum or trust document or the investment guidelines thereto.   
 
Section 6.        Private Equity Investments 
 
The primary investment objective of the Private Equity program is to provide 
performance enhancement and diversification benefits to the overall investment portfolio. 
The secondary objective is to achieve superior returns relative to public equity markets 
while recognizing that private equity investments involve higher levels of illiquidity and 
risk.  
 
Private equity investments may include, but are not limited to, the following types: 
venture capital, buyouts, growth equity, distressed or special situations and co-
investments. Investments are expected to be diversified across industry sectors, stages of 
development and geographic regions to reduce risk and enhance return potential. 
 
Investments in highly speculative or non-strategic sectors (e.g., commodities and 
cryptocurrencies) are excluded.  Investments that involve excessive levels of debt or high 
leverage will be avoided 
 
Private equity investments are designed for long-term growth, with an expected holding 
period of 7-12 years. The portfolio will be managed with the expectation of realizing 
returns over an extended time frame, with periodic evaluations to assess progress towards 
stated objectives.   
 
The Private Equity portfolio will be benchmarked against appropriate private equity 
indices (e.g., Cambridge Associates Private Equity Index) to assess performance relative 
to peers.  
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The Private Equity portfolio will be subject to regular reporting, including quarterly and 
annual updates on performance, key developments, and valuations of underlying 
investments. Transparency will be provided on management fees, carried interest, and 
other costs associated with the private equity assets. 
 
 
Section 7. Prohibited Transactions 
 
The following securities and transactions are not authorized: 
 
  (a) Letter stock and other unregistered equity securities; 
 
  (b) Commodities or commodity contracts (except for unleveraged stock or 
   bond index futures and currency futures and options); 
 
  (c) Ownership of real estate in any form other than publicly traded securities  
   (Real Estate Investment Trusts); 
 
  (d) Short sales or margin transactions; or any leveraged investments;  
 
  (e) Natural resource properties such as oil, gas or timber; and 
 
 
 
The Trustees have evaluated the prospects for other alternative asset classes such as 
Absolute Return Strategies, Private Real Estate, REITs, and have consciously decided not 
to invest in these asset classes.  However, the Trustees will continuously monitor these 
investment opportunities should they feel they might be more appropriate in the future. 
 
Any financial options and futures employed must be solely for defensive and hedge 
strategies undertaken to preserve principal. 
 
No investments shall be made for the purpose of engaging in speculative trading. 
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Section 8. Individual Manager Guidelines 
 
This Policy Statement serves as the primary set of guidelines to be followed by each 
investment manager.  Where appropriate, selected managers will be provided written 
individual investment guidelines providing additional detail, clarification of permissible 
securities and investment strategies, and performance evaluation criteria. 
 
Should a manager wish to change a guideline, they must formally request this of the 
investment committee.  The investment committee or its designee will evaluate any 
proposed changes to the policy to make sure they are consistent with the objectives of the 
policy.  All changes will be conveyed to the entire investment committee.  If any 
committee member objects, the committee will debate and formally approve of the 
changes that are under protest. 
 
Section 9. Amendments to This Policy 
 
It is recognized that new or unique investment opportunities may become available from 
time to time which are not specifically addressed in this Policy Statement.  As such, the 
Trustees may approve amendments to this Policy, provided that the Trustees  believe any 
and all amendments will enhance long-term return expectations and not increase the 
Foundation’s exposure to investment losses. 
 
The Trustees will evaluate any proposed changes to the policy to make sure they are 
consistent with the objectives of the policy.  The changes will then be incorporated into 
the policy and subject to the approval by the Trustees at a regularly scheduled meeting or 
a specially scheduled meeting. 
 
All policy amendments approved should be reported to all of  the Trustees at the next 
scheduled review of the Foundation’s policy and performance. 
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ARTICLE VI 
 

CONTROL PROCEDURES 
 
Section 1. Review of Future Cash Flows 
 
On an annual basis, the Trustees will review grants made, dollar disbursement forecasts 
and the corpus net growth relative to inflation thereby giving a projection of annual cash 
needs. 
 
Section 2. Review of Investment Objectives 
 
Investment objectives will be reviewed annually to determine the continued feasibility of 
achieving the investment objectives and the appropriateness of the Investment Policy for 
achieving these objectives in light of the review of cash flow and corpus growth. 
 
It is not expected that the Investment Policy will change frequently. 
 
Section 3. Review of Investment Managers 
 
The Trustees will review the total Foundation’s and each individual manager 
performance quarterly.  At least biennially, the Trustees will meet with each investment 
manager in Kalamazoo to review the goals, objectives, guidelines and performance, 
including total rate of return of their portfolio(s).  In special circumstances (e.g., poor 
performance, material change in personnel, etc.), more frequent meetings may be 
scheduled.  Any recommendations by the investment manager as to changes in the 
investment guidelines should be submitted to the Trustees in writing. 
 
Performance reviews will focus on: 

 
(a)  Comparison of managers' results to funds using similar policies (in terms 
  of diversification, volatility, style, etc.); 

 
(b) The opportunities available in both equity and debt markets including the 

Standard & Poor's 500 Stock Index for large cap equities, Russell 2500 
Index for smid cap equities, Russell 2000 Index for small caps, ACWI ex 
US Index for international equities, and the Barclays Aggregate Bond 
Index for fixed income securities; and/or other comparable indices 
appropriate for monitoring individual portfolio investment strategies; 

 
 (c) Total Foundation and investment manager adherence to the Policy  

  guidelines; and 
 

 (d) Material changes in the manager organizations, such as in investment 
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  philosophy, personnel, acquisitions or losses of major accounts, etc. 
 
The Trustees encourage the investment managers to have open communication with them 
on all significant matters pertaining to investment policies and the management of the 
Foundation’s assets entrusted to them. 
 
The investment managers are responsible for keeping the Trustees, or its designee, 
advised of any material changes in personnel, investment strategy, or other pertinent 
information potentially affecting performance of their portfolios. 
 
Section 4. Review of Portfolio 
 
The Trustees will review the Foundation’s total portfolio performance quarterly.  The 
Trustees will also evaluate the investment structure at least once annually.  This analysis 
should include the following: 

1) Consideration of each asset’s role in the portfolio as a whole, including the role 
that each investment or course of action plays within the overall investment 
portfolio of the fund; 

2) An understanding that management and investment decisions about an individual 
asset must not be made in isolation, but rather in the context of the institutional 
fund’s portfolio of investments as a whole and as part of an overall investment 
strategy having risk and return objectives reasonably suited to the fund and to the 
institution; 

3) An understanding that the portfolio should be diversified sufficiently among asset 
classes; and 

4) Consideration of the possible effect of inflation and understanding that the 
expected return of the portfolio should counteract any inflationary expectations. 

 
Section 5. Performance Expectations 
 
The most important performance expectation is the achievement of long-term investment 
results that are consistent with the Foundation’s objectives.   
 
The Trustees recognize that this real return objective may not be meaningful during some 
time periods.  In order to ensure that investment opportunities available over specific time 
periods are fairly evaluated, the Trustees will use comparative performance statistics to 
evaluate investment results. The total Foundation and each investment manager will be 
expected to achieve minimum performance standards as follow: 
 

 (a) Rank in the top 50% of an appropriate peer group; and 
 
 (b) Exceed an appropriate benchmark index, net of management fees. 
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While these performance standards should be achieved over a complete market cycle, the 
Trustees will also monitor performance over rolling three and five year time periods. 
 
 

 
Section 6. Specific Performance Measurement Standards 
 

     Annual       Long-Term 

 
 

 
 

Asset Class/Manager Peer Universe Benchmark Index Benchmark Index 
    
OBJECTIVE: Exceed 50th Percentile  Outperform Net of 

Investment Fees 
 

Large Cap US Equities:    
Core 
 
Value 
 
Growth 

Large Cap Core Equity  
 
Large Cap Value Equity 
 
Large Cap Growth Equity 
 

S&P 500  
 
Russell 1000 Value 
 
Russell 1000 Growth  

S&P 500 
 
S&P 500 
 
S&P 500 

    
Small Cap US Equities:    
Value 
 
Growth 

Small Cap Value Equity  
 
Small Cap Growth Equity 

Russell 2000 Value 
 
Russell 2000 Growth 

Russell 2000 
 
Russell 2000 

International Equities:    
Value 
 
Growth 

International Value Equity  
 
International Growth Equity 

MSCI ACWI ex US Value  
 
MSCI ACWI ex US Growth  

MSCI ACWI ex US 
 
MSCI ACWI ex US 

 
Fixed Income: 
 

 
US Broad Market   
 

 
Barclays Aggregate 
 

 
Barclays Aggregate 
 

Total Foundation:  Custom Index 
 

Custom Index 
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ARTICLE VII 
 

DEFINITIONS 
 

144a Rule - A Securities & Exchange Commission rule modifying a two-year holding 
period requirement on privately placed securities to permit qualified institutional buyers 
to trade these positions among themselves. This has substantially increased the liquidity 
of the securities affected because institutions can trade these securities amongst 
themselves, side-stepping limitations that are imposed to protect the public. 
 
Alpha- A measure of  performance on a risk-adjusted basis. Alpha takes the volatility 
(price risk) of a mutual fund and compares its risk-adjusted performance to a benchmark 
index. The excess return of the fund relative to the return of the benchmark index is a 
fund's alpha. 
 
American Depository Receipt (ADR) - A negotiable certificate issued by a U.S. bank 
representing a specified number of shares (or one share) in a foreign stock that is traded 
on a U.S. exchange. ADRs are denominated in U.S. dollars, with the underlying security 
held by a U.S. financial institution overseas. ADRs help to reduce administration and 
duty costs that would otherwise be levied on each transaction. 
 
Asset-Backed Security (ABS) – A financial security backed by a loan, lease or receivables 
against assets other than real estate and mortgage-backed securities. For investors, asset-
backed securities are an alternative to investing in corporate debt. 
 
Benchmark - A standard against which the performance of a security, mutual fund or 
investment manager can be measured. Generally, broad market and market-segment stock 
and bond indexes are used for this purpose. 
 
Beta - A measure of the sensitivity of a portfolio to the movements in the market. It is a 
measure of a portfolio’s non-diversifiable or systematic risk. Beta can be thought of as 
the tendency of a portfolio’s  returns to respond to swings in the market. A beta of 1 
indicates that the security's price will move with the market. A beta of less than 1 means 
that the security will be less volatile than the market. A beta of greater than 1 indicates 
that the security's price will be more volatile than the market. 
 
Buyout Funds –The purchase of a company's shares in which the acquiring fund gains 
controlling interest of the targeted firm. Incorporating a buyout strategy is a common 
technique used to gain access to new markets and is one of the most common methods for 
inorganically growing a business. 
 
Cash Equivalents - One of the three main asset classes, along with stocks and bonds. 
They are short-term, have high credit quality and are highly liquid. These securities have 
a low-risk, low-return profile. Cash equivalents include U.S. government Treasury bills, 
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bank certificates of deposit, bankers' acceptances, corporate commercial paper and other 
money market instruments. 
 
Collateralized Debt Obligation (CDO) - An investment-grade security backed by a pool 
of bonds, loans and other assets. CDOs do not specialize in one type of debt but are often 
non-mortgage loans or bonds.   
 
Collateralized Mortgage Obligation (CMO) - A type of mortgage-backed security that 
creates separate pools of pass-through rates for different classes of bondholders with 
varying maturities, called tranches. The repayments from the pool of pass-through 
securities are used to retire the bonds in the order specified by the bonds' prospectus. 
 
Convertible Bond - A bond that can be converted into a predetermined amount of the 
company's equity at certain times during its life, usually at the discretion of the 
bondholder. 
 
Commodity - A basic good used in commerce that is interchangeable with other 
commodities of the same type. Commodities are most often used as inputs in the 
production of other goods or services. The quality of a given commodity may differ 
slightly, but it is essentially uniform across producers. When they are traded on an 
exchange, commodities must also meet specified minimum standards, also known as a 
basis grade. 
 
Convertible Preferred Stock - Preferred stock that includes an option for the holder to 
convert the preferred shares into a fixed number of common shares, usually anytime after 
a predetermined date.  
 
Core Plus Securities - A fixed-income investment management style that permits 
managers to add instruments with greater risk and greater potential return - high-yield, 
global and emerging market debt, for example - to core portfolios of investment-grade 
bonds. 
 
Credit Quality - One of the principal criteria for judging the investment quality of a bond 
or bond mutual fund. As the term implies, credit quality informs investors of a bond or 
bond portfolio's credit worthiness, or risk of default.. Also known as a "bond rating." 
 
Derivative - a security whose price is dependent upon or derived from one or more 
underlying assets. The derivative itself is merely a contract between two or more parties. 
Its value is determined by fluctuations in the underlying asset. The most common 
underlying assets include stocks, bonds, commodities, currencies, interest rates and 
market indexes. Most derivatives are characterized by high leverage.  
 
Diversification - A risk management technique that mixes a wide variety of investments 
within a portfolio. The rationale behind this technique contends that a portfolio 
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of different kinds of investments will, on average, yield higher returns and pose a lower 
risk than any individual investment found within the portfolio. 
 
Duration - A measure of the sensitivity of the price (the value of principal) of a fixed-
income investment to a change in interest rates. Duration is expressed as a number of 
years. Rising interest rates mean falling bond prices, while declining interest rates mean 
rising bond prices. The bigger the duration number, the greater the interest-rate risk or 
reward for bond prices. 
 
Emerging Markets Debt - Fixed income securities that invest the majority of its assets in 
the financial markets of a single developing country or a grouping of developing 
countries. For the most part, these countries are in Eastern Europe, Africa, the Middle 
East, Latin America, the Far East and Asia. 
 
Futures - A financial contract obligating the buyer to purchase an asset (or the seller to 
sell an asset), such as a physical commodity or a financial instrument, at a 
predetermined future date and price. Futures contracts detail the quality and quantity of 
the underlying asset; they are standardized to facilitate trading on a futures exchange. 
Some futures contracts may call for physical delivery of the asset, while others are settled 
in cash. The futures markets are characterized by the ability to use very high leverage 
relative to stock markets. 
 
Growth Equities - Shares in a company whose earnings are expected to grow at an above-
average rate relative to the market. 
 
Hedge Fund - An aggressively managed portfolio of investments that uses advanced 
investment strategies such as leverage, long, short and derivative positions in both 
domestic and international markets with the goal of generating high returns (either in an 
absolute sense or over a specified market benchmark). Investments in hedge funds 
are illiquid as they often require investors keep their money in the fund for at least one 
year. In the U.S., laws require that the majority of investors in the fund be accredited. 
That is, they must earn a minimum amount of money annually and have a net worth 
of more than $1 million, along with a significant amount of investment knowledge.  
 
Hedging - Making an investment to reduce the risk of adverse price movements in an 
asset. Normally, a hedge consists of taking an offsetting position in a related security, 
such as a futures contract. An example of a hedge would be if you owned a stock, then 
sold a futures contract stating that you will sell your stock at a set price, therefore 
avoiding market fluctuations. 
 
High-Yield Bond - A high paying bond with a lower credit rating than investment-grade 
corporate bonds, Treasury bonds and municipal bonds. Because of the higher risk of 
default, these bonds pay a higher yield than investment grade bonds. 
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Inflation - The rate at which the general level of prices for goods and services is rising, 
and, subsequently, purchasing power is falling. 
 
Letter Stock – A security that is not registered with the SEC, and so cannot be sold 
publicly in the marketplace.  
 
Leveraging - The use of various financial instruments or borrowed capital, such as 
margin, to increase the potential return of an investment. 
 
Liquidity - The degree to which an asset or security can be bought or sold in the market 
without affecting the asset's price. Liquidity is characterized by a high level of trading 
activity. 
 
Margin Transaction – Any transaction that includes borrowed money that is used to 
purchase securities. This practice is referred to as "buying on margin".   
 
Market Capitalization - The total dollar market value of all of a company's outstanding 
shares. Market capitalization is calculated by multiplying a company's shares outstanding 
by the current market price of one share. The investment community uses this figure 
to determining a company's size, as opposed to sales or total asset figures. 
 
Maturity – The length of time until the principal amount of a bond must be repaid. 
 
Mutual Fund - An investment vehicle that is made up of a pool of funds collected from 
many investors for the purpose of investing in securities such as stocks, bonds, money 
market instruments and similar assets. Mutual funds are operated by money mangers, 
who invest the fund's capital and attempt to produce capital gains and income for the 
fund's investors. A mutual fund's portfolio is structured and maintained to match the 
investment objectives stated in its prospectus. 
 
Options - A financial derivative that represents a contract sold by one party (option 
writer) to another party (option holder). The contract offers the buyer the right, but not 
the obligation, to buy (call) or sell (put) a security or other financial asset at an agreed-
upon price (the strike price) during a certain period of time or on a specific date (exercise 
date).  
 
Pass-through Security - A pool of fixed-income securities backed by a package of assets. 
A servicing intermediary collects the monthly payments from issuers, and, after 
deducting a fee, remits or passes them through to the holders of the pass-through security. 
The most common type of pass-through is a mortgage-backed certificate, where 
homeowners' payments pass from the original bank through a government agency or 
investment bank to investors. 
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Planned Amortization Class (PAC) - A class of tranche in a planned amortization class 
(PAC) bond that receives a primary payment schedule. As long as the actual prepayment 
rate is between a designated range of prepayment speeds, the life of the PAC 
tranche will remain relatively stable. This tranche of the PAC bond receives some 
measure of protection against prepayment risk. 
 
Pooled Investment Vehicle - Funds from many individual investors that are aggregated 
for the purposes of investment, as in the case of a mutual or commingled fund. Investors 
in pooled fund investments benefit from economies of scale, which allow for lower 
trading costs per dollar of investment, diversification and professional money 
management. 
 
Preferred Stock - A class of ownership in a corporation that has a higher claim on the 
assets and earnings than common stock. Preferred stock generally has a dividend that 
must be paid out before dividends to common stockholders and the shares usually do 
not have voting rights. 
 
Private Equity - Equity capital that is made available to companies or investors, but not 
quoted on a stock market. The funds raised through private equity can be used to develop 
new products and technologies, to expand working capital, to make acquisitions, or to 
strengthen a company's balance sheet. 
 
Proxy - An agent legally authorized to act on behalf of another party. Shareholders not 
attending a company's annual meeting may choose to vote their shares by proxy by 
allowing someone else to cast votes on their behalf. 
 
Real Estate Investment Trust (REIT) - A security that sells like a stock on the major 
exchanges and invests in real estate directly, either through properties or mortgages.  
REITs receive special tax considerations and typically offer investors high yields, as well 
as a highly liquid method of investing in real estate. 
 
Return - The gain or loss of a security in a particular period. The return consists of 
the income and the capital gains relative on an investment. It is usually quoted as a 
percentage. 
 
Risk - The chance that an investment's actual return will be different than expected. This 
includes the possibility of losing some or all of the original investment. Risk is usually 
measured by calculating the standard deviation of the historical returns or average 
returns of a specific investment. 
 
Short Sale - A market transaction in which an investor sells borrowed securities in 
anticipation of a price decline and is required to return an equal number of shares at some 
point in the future. 
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Sovereign Bond - A debt security issued by a national government within a given country 
and denominated in a foreign currency. The foreign currency used will most likely be a 
hard currency, and may represent significantly more risk to the bondholder. 
 
Speculative Trading - The process of selecting investments with higher risk in order to 
profit from an anticipated price movement. Speculation cannot be categorized as a 
traditional investment because the acquired risk is higher than average. 
 
Standard Deviation - In finance, standard deviation is applied to the annual rate of return 
of an investment to measure the investment's volatility. Standard deviation is also known 
as historical volatility and is used by investors as a gauge for the amount of expected 
volatility. 
 
Tranches - A piece, portion or slice of a deal or structured financing. This portion is one 
of several related securities that are offered at the same time but have different risks, 
rewards and/or maturities. "Tranche" is the French word for "slice". 
 
Value Equities - A stock that tends to trade at a lower price relative to it's fundamentals 
(i.e. dividends, earnings, sales, etc.) and thus considered undervalued by a value investor. 
Common characteristics of such stocks include a high dividend yield, low price-to-book 
ratio and/or low price-to-earnings ratio. 
 
Venture Capital - Financing for new businesses. In other words, money provided by 
investors to startup firms and small businesses with perceived, long-term growth 
potential. This is a very important source of funding for startups that do not have access 
to capital markets. It typically entails high risk for the investor, but it has the potential for 
above-average returns. 
 
Volatility - A statistical measure of the dispersion of returns for a given security or 
market index. Volatility can either be measured by using the standard deviation or 
variance between returns from that same security or market index. Commonly, the higher 
the volatility, the riskier the security. 
 
Yield Spread - The difference between yields on differing debt instruments, calculated 
by deducting the yield of one instrument from another. The higher the yield spread, the 
greater the difference between the yields offered by each instrument. The spread can be 
measured between debt instruments of differing maturities, credit ratings and risk. 

 


