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Non-Profit Organizations – a Quick Overview

Non-governmental entity that is established as a non-profit corporation or a

charitable trust

Principal purpose is making grants to unrelated organizations, institutions or

individuals for scientific, educational, cultural, religious, or other charitable purposes

Several Types:

Public Charities and Supporting Organizations

1www.sageadvisory.com

Public Charities and Supporting Organizations

Private Foundations

Donative or Non-Operating – solely provide grants

Operating – provide charitable services

Diverse group of organizations that have varying regulatory obligations, funding

processes, and spending needs
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Institutional Funds - Purposes and Restrictions

Must consider operational needs of foundation or charitable organization when

developing specific investment goals for funds

Some Fund Types:

Investment – expendable currently and institution should identify investment

criteria to accomplish charitable goals

Endowment – the most well known, essentially the assets in the fund are not

wholly expendable on a current basis (7% Rule in UPMIFA)

2www.sageadvisory.com

Program-Related Purpose – must be spent for a specific charitable purpose

Institutional Requirements

Private Donative Foundations, to maintain tax status, must distribute 5% of

assets (based on 12-month average)

Private Operating Foundations, to maintain tax status, must expend

substantially all of the lesser of its net investment income or the minimum

5% for its own charitable purposes (inside the charity)
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UMIFA and UPMIFA – Increased Standards and Guidelines
UPMIFA UMIFA

Investment
Conduct

• Express cost management obligation 
• Whole portfolio management 
standard of performance 
• Express diversification requirement 
• Portfolio rebalancing required 
• Special skills standard of 
performance 

• General obligation to invest prudently 
using ordinary business care 

Delegation of 
Investment 
Management

• Prudent delegation in good faith, care 
standard of prudent person
• Agent has duty of reasonable care 
• Agent subject to court jurisdiction 

• Delegation allowed without express 
standards

3www.sageadvisory.com
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Management g j j
• Delegation to committees, officers or 
employees as authorized by other law 

Expenditures • Express prudent total return standard, 
7 factors: 
- Fund duration 
- Fund/institution purposes 
- General economic conditions 
- Inflation/deflation effects
- Expected total return 
- Other resources 
- Institutional investment policy 
• Optional, over 7% of total return 
presumed imprudent for Endowments 

• Net appreciation may be spent for 
purposes of endowment 
• Historic dollar value limitation on 
spending

UPMIFA Enactment

4www.sageadvisory.com
Proprietary and Confidential

Use, reproduction, or disclosure limited to Sage Advisory Services, Ltd. Co. and its clients

Source: Uniform Law Commission, http://www.upmifa.org/DesktopDefault.aspx?tabindex=5&tabid=68



4/7/2010

3

The Current Landscape – Foundations
Before 2007, the average Foundation, whether family, corporate, or community,

had witnessed often positive annualized returns for relatively long periods of time

Large allocations to equities, international, and alternative strategies

Private and Independent Foundations led the charge, with Public Foundations

remaining slightly more conservative

During this decade, public interest in the tax free accumulation of funds put

pressure on Foundations to increase spending 1
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Flash forward to 2008 and the world has dramatically changed – Foundations

experienced a 28% decline in the value of their assets over 2008

Portfolio allocation modification

Consultant and manager turnover 2

Increased pressure on ability to meet spending goals

Additionally, Foundation giving is expected to have declined in 2009 3

1. Time is of the Essence: Foundations and the Policies of Limited Life and Endowment Spend-Down, Thelin and Trollinger, the Aspen Institute, 2009
2. Results of a Survey by the Council of Foundations, Second Edition, March 6, 2009
3.The Foundation Center, Foundation Yearbook, 2009
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The Current Landscape – Educational Institutions

Traditionally, the least restricted non-profit organizations, Educational Institutions

expanded their exposure to alternative strategies during the past decade

Usually endowment funds – maintain the corpus first and foremost

Yale Model – pioneered the move recognizing that liquidity came at a price

and that the long-lived endowment of Yale did not need to pay for much liquidity

Resulted in double-digit returns for many years

For the 2009 fiscal year, the 842 colleges and universities surveyed in the

6www.sageadvisory.com

NACUBO-Commonfund Study of Endowments experienced:

Average annual return of -18.7% (net of fees)

Average annualized 10 year return of 4.0% (net of fees)

Average spending rate of 4.4%

Average gift decrease of 45.7%

Educational Institutions are now beginning to rethink their asset allocation process

and spending policy to better combat future financial “hiccups”
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The Current Landscape – Nonprofit Hospitals

“[Moody’s] expect hospitals that plan to use cash to fund capital will

pursue a more conservative investment strategy that focuses on very limited

downside risk in values and a very high degree of liquidity”1

During this decade, however, Hospitals and other healthcare providers

sought to produce more investment revenue to reduce balance sheet

operating liability by emulating the investment strategies of colleges
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operating liability by emulating the investment strategies of colleges,

universities and foundations

U.S. nonprofit health-care groups saw their combined average annual

investment returns plunge 21.2 percent in fiscal 2008 – based on the

Commonfund Institute’s analysis of 143 nonprofit hospitals

1. Not-For-Profit Hospitals Vulnerable To Investment Market Volatility , Moody’s, November 2007 
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Industry Perspective

2009 Pyramis E&F Pulse Poll (conducted October, 2009)

Top two concerns are risk management and funding operating budgets

Endowments ranked a low-return investment environment as top concern

Foundations ranked operating budget as top concern

Moving towards a factor-based asset allocation model (inflation, volatility,

liquidity and interest rates)

8www.sageadvisory.com

Fundfire Opinion – “An Old-School Approach to Lift Endowments” February 25th,

2010 by Lou Morrell, Managing Director at Wake Forest University

“Endowments exist, first and foremost, to provide both stability and a reliable

income source to supplement receipts from tuition and fundraising.”

Need to be responsible fiduciaries

Must be considered in light of the overall financial position of the institution –

develop the line between risk management and risk avoidance
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The Road Ahead

Foundations and other Charitable Organizations are now beginning to rethink their

asset allocation process and spending policy to better combat future financial “hiccups”

Risk Management or Budget

Spending Policy Management

Tactical/Strategic Investment Decisions

Mission Driven Investing is a holistic approach to the investment process that

9www.sageadvisory.com

many non-profit organizations are beginning to investigate

Essentially, once an organization understands the true cost of their

mission, they can, with the aid of investment professionals, structure an

appropriate, unique portfolio response specifically tailored to that mission

In order to capture the mission, you must understand the institution
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Saver Foundation

• Risk Averse

• Short-Term Oriented

• Yield Focus

Investor Foundation

• Risk Tolerant

• Long-Term Oriented

• Total Return Focus

Operating Nature Influences the Investment Process

• Ignore the effects of inflation

• Do-it-Yourself Approach to Investment 
Process

• Asset Allocation Heavily Biased Towards 
Fixed Income/Low Beta Equities

• Concentrate on “Real Return”

• Sophisticated Approach to Investment 
Process

• Asset Allocation Biased Towards Higher 
Beta Equities and Similar Risk Profile 
Investments

10www.sageadvisory.com
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Many foundations and other charitable organizations spent the last decade
mirroring the investment model of the Yale Endowment, without truly evaluating
the appropriateness of the Yale model. In general, the Yale Model is not
appropriate when:

•Your fund is not an endowment fund

•You have a limited life or projected “spend-down”

Y  d   i i  f h  i  f if

You Know You’re Not Yale When….

•You do not anticipate further receipt of gifts

•Your assets < $10 million

•You are required to spend 5% (due to tax considerations)

•You have specific spending obligations due to operational needs

11www.sageadvisory.com
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Need to identify an appropriate balance between:

Objective:

Spending
Policy

Portfolio 
Value

Developing a Sensible Spending Policy – Understanding the Mission

“Pricing the 
Mission”

Objective:

Maintain a policy which sustains the grant making goals (i.e. capital utility) of the institution 

while promoting net real growth of the investment portfolio 

Many Options to Consider: Spending Levels, Contribution Levels, Inflation, Administrative Expenses

Governing Priorities:

Current spending and operating needs

Future spending objectives

a.k.a. “Capital Utility”

12www.sageadvisory.com
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Establish “Policy Portfolio” based on long-term financial targets and return variability tolerance

Assets are managed against an asset index, not the organization’s specific disbursements:

Assets are allocated to match an “expected rate of return” or some “industry-wide standard” (e.g., 
the 60/40 portfolio)

Portfolios are built around asset index characteristics

This approach is misleading and inefficient:

Not responsive to specific disbursement cash flows

Not responsive to particular client needs as a business or organization

Traditional Investment Approach

Not responsive to disbursement “return” or growth rates

Client Asset Portfolio Market Asset Portfolio Client Asset Portfolio Client Disbursementsvs. vs.

W
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N
G

O
P
P
O
N
E
N
T

R
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G
H
T

O
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P
O
N
E
N
T
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Mission Driven Investing
Step One:                  

Distribution & Cost Analysis

Understand the 
distributions/costs and 
construct a mission driven 
benchmark(s).

Step Two:     

Risk Budget

Step Three:         

Asset Strategy
Define objectives and risk 
tolerance, and set risk budget 
against this benchmark, taking 
into account policy constraints 
and funding strategy.  Identify 
risk budget versus mission 
benchmark portfolio.

Create a portfolio that includes 
matching and return-seeking 
assets.  Optimize based on 
return expectations, assumed 
correlations and scenario 
analysis.  Identify optimum 
asset policy within risk budget

Step Four:    

Implementation & Monitoring

As MDI is a dynamic strategy, 
proper implementation and 
monitoring procedures must be 

14www.sageadvisory.com

Develop management strategies that incorporate a combination of approaches:

Cash flow based

Interest rate (Duration) based 

Time/Horizon based

Long-term requirements set alongside short- and medium-term objectives

asset policy within risk budget. monitoring procedures must be 
created to ensure that the plan 
portfolio continues to meet its 
benchmark, risk budget and 
return expectations. 
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MDI Advantages

Translate complex asset/disbursement issues into balance sheet dynamics and “CFO-

friendly” terms

Assess current structure of assets and disbursements and develop a systematic means 

of meeting disbursements on an on-going basis:

Term structure analysis and dynamic cash flow modeling

Interest and inflation rate sensitivities

Risk/return analysis

15www.sageadvisory.com

Deterministic and stochastic modeling of investment returns, spending projections, 

contributions, etc.

Develop scenario analysis: market environments, cost of underperformance, spending 

policies

Assumption sensitivity testing

Implement desired investment strategy (optional)
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Mission Driven Investing Summary

Recognize the unique individual nature and mission of each institution

Perform an Asset/Disbursement Study – a dynamic “mission centric” method of analysis

Identify desired operating expenditure objectives, projected liquidity needs, current and projected 

endowment support, as well as, management risk tolerances.

Establish a comprehensive strategic financial management plan.

Implement a Mission Driven Investment Strategy

16www.sageadvisory.com

Implement a Mission Driven Investment Strategy

Identify the distinct purpose or objective of each component of the mission invested assets

Implement MDI to reflect the various purposes and objectives of each component of the mission

Monitor and revise after every Asset/Disbursement Study

Develop a tool to evaluate and revise asset allocation and disbursement strategies
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Appendix A – A Foundation Case Study

Foundation: provides assistance to those who are unable to afford corrective optometric medical

procedures

Contributions:

$500, 000, $1 million, and $1 million in the remainder of 2009, 2010, and 2011

Beyond 2011, expected to grow at 2% per year

Disbursements:

$12 million, $18 million, and $12 million in the remainder of 2009, 2010, and 2011

Beyond 2011, expected to be 5% of the average fund balance at the beginning of the year

A-1www.sageadvisory.com

Beyond 2011, expected to be 5% of the average fund balance at the beginning of the year

for the previous three years

Administrative Expenses: Assume none

Discount Rate: I.R.C. § 430(h)(2) Corporate Yield Curve, as of June 30, 2009

Period: 40 years

Goals:

Create a 5 year cushion of certain funding

Assess the viability of the current spending projections based on the expected contributions

and capital market assumptions
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Appendix A – Total Fund Characteristics
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Discount

Gross Disbursements Rate

Present Value, Discounted At:

(1) Corporate Bond Curve 6.51%

(2) US Agency Strip Curve 5.13%

(3) Historical EROA 6.91%

(4) Alternative EROA 8.00%

G  Di b t

Total Fund Characteristics Over 40-Year Horizon

Assuming Assuming

6.91% Return 8.00% Return

113,626

134,551

108,607

97,085

126,172

151,749

120,340

106,255

Present Value of Gross Disbursements
Historical vs. Alternative EROA Assumptions

100,000

150,000

200,000

Does the market value of assets meet or exceed the present 

value of projected disbursements under various discount rates?

If Historical EROA assumed? Projected EROA assumed?
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Gross Disbursements

Future Value

Assets

Market Value

The future value of gross disbursements assuming the historical EROA of
6.91% is $324 million. Increasing the return assumption to the alternative
EROA of 8.00% raises the future value of gross disbursements to $396
million, an increase of approximately 22%.

Future disbursements over the next 40 years are computed using the assets,
disbursements, and contribution assumptions shown on the previous page
and using either the historical or the alternative expected return on assets
(EROA). Then, disbursements are discounted back to June 30, 2009 using the
discount rates shown.

Discounting future values enables us to compare the disbursement streams
in current dollar terms. Each discount mechanism embeds a different degree
of risk; common discount rates in decreasing order of risk are the alternative
expected return on assets, the historical expected return on assets, yields on
corporate bonds, and yields on agency (government-only) bonds.

324,475

112,140

396,037

The present value of gross disbursements varies between $97 million and
$135 million, assuming the historical EROA of 6.91%; the present values
are 9%-13% higher, if we assume alternative EROA of 8.00%. The market
value of assets is $112 million.

0

50,000

10.00%
Best

8.00%
Alt. 

6.91%
Hist. 

6.51%
Corp

5.13%
Agency

4.00%
Worst

Assets
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Appendix A – Asset and Disbursement Tranche Structure
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Present % of

Value Total Duration YTM

Short (07/2009 - 06/2012)

Disbursements 42,365 37% 1.5 3.33%

Assets 9,348 8% 1.9 1.50%

Contributions 2,820 16% N/A N/A

Intermediate (07/2012 - 06/2019)

Disbursements 22,792 20% 6.6 5.95%

Assets 17,356 15% 3.5 2.81%

Tranche Characteristics

0 40,000 80,000 120,000 160,000

Disbursements
(Corporate)

Disbursements
(Agency)

Disbursements (EROA)

Assets

Tranche Decomposition

Short Intermediate Long Contributions

Decompose assets and disbursements into tranches 

(short, intermediate, long OR short and long)

Calculate key statistics for each trancheClearly identify underfunding by tranche

A-3www.sageadvisory.com

Contributions 5,144 100% N/A N/A

Long (07/2019 - 12/2048)

Disbursements 48,469 43% 22.1 6.71%

Assets 85,436 76% N/A N/A

Contributions 9,608 55% N/A N/A

Total

Disbursements 113,626 100% 11.3 5.30%

Assets 112,140 100% N/A N/A

Contributions 17,571 N/A N/A N/A

Tranches are designed to capture different time horizons: short, for cash
flows in the next 3 years; intermediate, for budgeting in the following 7
years, and long, for long-term asset stability or growth.

Asset and disbursement tranche distributions are mismatched in the short
and long tranches, with assets highly concentrated in the long tranche.

Single Equivalent Discount Rate = 6.5%

In particular, the $42 million in disbursements in 2009-2011 comprise
37% of the present value of disbursements and current assets, and, with
less than $3 million in expected contributions, are likely to present a cash
flow strain on the portfolio. In addition, the intermediate tranche, while
well-matched in terms of funding, exhibits a duration mismatch of
approximately 3 years.

0

25,000

50,000

75,000

100,000

Short Intermediate Long

Tranche Size

Disbursements Assets Contributions
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Appendix A – Asset and Disbursement Cash Flows
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Term Structure of Disbursements, Contributions and Asset Cashflows (Future Value)

5,000

10,000

15,000

20,000

25,000

Develop visual representation of projected disbursements, 

asset cash flows and contributions

Continue to identify potential areas of underfunding
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The term structure exhibits significant annual deficits in the first two years
due to extensive disbursement requirements. Funding levels improve
significantly in the next 4-6 years, and expected equity drawdown begin in
2018, resulting in large surpluses. A shift of assets to shorter-term time
frames would help alleviate some of the earlier deficits. Expected
contributions do not play a significant role in funding disbursements.

Asset cashflows are determined as follows: (1) fixed income cashflows are
actual cashflows (principal and interest) for the fixed income portfolio, and
(2) equity and alternative asset cashflows are cashflows for fixed income
proxies corresponding to each equity or alternative asset benchmark. This
methodology is meant to reflect the likely timing that the equity assets may
be used to fund the disbursements.

Disbursements and contributions are computed using historical EROA of
6.91%.

The annual surplus (deficit) is asset cashflows plus contributions less
disbursements.

2009 2013 2017 2021 2025 2029 2033 2037 2041 2045 2049

-15,000

-10,000

-5,000

0

Disbursements Asset Cashflows Contributions Annual Surplus (Deficit)
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Appendix A - 5-Year Cash Flows: Interest Rate Sensitivity
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Cumulative Cash Flow
Surplus/Deficit

-30,000

-25,000

-20,000

-15,000

-10,000

Projected Cashflows (Future Value)

0

5,000

10,000

15,000

20,000

2009 2010 2011 2012 2013 2014

As the short tranche portfolio is invested
almost entirely in bullet maturity bonds
(with minor exposure to asset-backed
securities), its casflows are not affected by
interest rate shifts.

With an approximately 10% exposure to
mortgage-backed securities, the
intermediate portfolio exhibits slight
variations in cashflows due to interest rate
shifts.

Fixed income portfolio (income and principal) meet short-term cash flow needs?

Portfolio structured to minimize asset/disbursement mismatches in any interest 

rate environment?  Capture the “dollar effect” of duration.  
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Year

Total 
Outflow Contrib.

Asset 
Inflow

Surplus 
(Deficit)

Year-End 
Balance

Asset 
Inflow

Surplus 
(Deficit)

Year-End 
Balance

Asset 
Inflow

Surplus 
(Deficit)

Year-End 
Balance

Asset 
Inflow

Surplus 
(Deficit)

Year-End 
Balance

Asset 
Inflow

Surplus 
(Deficit)

Year-End 
Balance

2009 12,000 500 2,576 (8,924) (8,924) 2,547 (8,953) (8,953) 2,433 (9,067) (9,067) 2,456 (9,044) (9,044) 2,431 (9,069) (9,069)

2010 18,000 1,000 3,067 (13,933) (22,857) 3,025 (13,975) (22,928) 3,006 (13,994) (23,062) 2,773 (14,227) (23,271) 2,663 (14,337) (23,406)

2011 12,000 1,000 7,363 (3,637) (26,494) 7,369 (3,631) (26,559) 7,476 (3,524) (26,586) 7,349 (3,651) (26,922) 7,314 (3,686) (27,092)

2012 4,799 1,020 7,217 3,438 (23,056) 7,228 3,449 (23,110) 7,244 3,465 (23,121) 7,253 3,474 (23,448) 7,251 3,472 (23,620)

2013 4,583 1,040 2,124 (1,418) (24,474) 2,137 (1,405) (24,515) 2,193 (1,349) (24,470) 2,184 (1,358) (24,806) 2,194 (1,348) (24,968)

2014 2,292 531 1,432 (330) (24,804) 1,438 (324) (24,839) 1,448 (313) (24,784) 1,464 (298) (25,104) 1,471 (291) (25,259)

53,673 5,091 23,779 (24,804) 23,744 (24,839) 23,799 (24,784) 23,479 (25,104) 23,324 (25,259)

Projected Disbursements and Asset Cash Flows Under Specified Parallel Shifts in the Treasury Yield Curve (Future Value)

+200 bpNo change +100 bp-200 bp -100 bp

2009 2010 2011 2012 2013 2014

-200 bp No change +200 bp

2009 2010 2011 2012 2013 2014

Disbursements -200bp No change +200bp
Overall, however, interest rate shifts do
not materially affect expected cashflows.
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Appendix A – Deterministic Scenario: 6.9% Return, Spending Sensitivity
Sample Foundation, as of June 30, 2009

In Thousands ($000)

250 000

300,000

350,000

400,000

450,000

500,000

A Fund’s balance can be improved or maintained either by increasing 

contributions, decreasing disbursements or increasing returns

How sensitive are the fund balance and cumulative disbursements to variations 

in the above?
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2009 
Balance

2049 
Balance

Cumulative 
Contrib.

Cumulative 
Disb.

Cumulative 
ROA

Breakeven 
Year

Balance 
Growth

112,140 351,577 57,615 314,507 496,329 2018 2.94%

112,140 254,671 57,615 324,475 409,391 2020 2.10%

112,140 185,158 57,615 325,044 340,447 2022 1.28%

Due to extensive disbursements in 2009-2011,
Fund balance is expected to decrease until 2012
and reverse course thereafter, returning to its
initial level in 2020. Variations in spending policy
greatly affect Fund balance; total disbursements
vary between $315 and $325 million.

-20% Deviation (4%)

Projected Spending Policy (5%)

+20% Deviation (6%)

Spending Policy

2009 2014 2019 2024 2029 2034 2039 2044 2049

0

50,000

100,000

150,000

200,000

250,000

Cumulative Disbursements, 5% Spending Cumulative ROA, 5% Spending Cumulative Contributions Fund Balance, 5% Spending
Fund Balance, 4% Spending Fund Balance, 6% Spending Initial Balance
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Appendix A – Deterministic Scenarios: Summary
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Historical EROA: 6.91% Alternative EROA: 8.00%

Initial Fund Balance: $112 million Initial Fund Balance: $112 million

2049 Fund Balance Range: $173-371 million 2049 Fund Balance Range: $251-533 million

+50% Deviation Projected Contrib. -50% Deviation +50% Deviation Projected Contrib. -50% Deviation

(3% Growth) (2% Growth) (1% Growth) (3% Growth) (2% Growth) (1% Growth)

370,831 351,577 336,252 533,245 511,068 493,263

271,876 254,671 241,085 387,510 367,827 352,152

200,608 185,158 173,053 282,481 264,926 251,058

-20% Deviation (4%)

Projected Spending (5%)

+20% Deviation (6%)

-20% Deviation (4%)

Projected Spending (5%)

+20% Deviation (6%)

What are the guideposts for returns, contributions, and disbursements under 

various investment, spending and contribution scenarios?

A-7www.sageadvisory.com

Cumulative Disbursements Cumulative Disbursements

2009-2049 Total Range: $309-333 million 2009-2049 Total Range: $381-404 million

+50% Deviation Projected Contrib. -50% Deviation +50% Deviation Projected Contrib. -50% Deviation

(3% Growth) (2% Growth) (1% Growth) (3% Growth) (2% Growth) (1% Growth)

321,093 314,507 308,949 394,106 386,789 380,588

332,065 324,475 318,092 404,434 396,037 388,948

333,466 325,044 317,986 402,414 393,136 385,332

Projected Spending (5%) Projected Spending (5%)

-20% Deviation (4%) -20% Deviation (4%)

+20% Deviation (6%) +20% Deviation (6%)

Final Fund balance, but not total disbursements, is extremely sensitive to
variations in spending policy. Assuming contribution growth of 2%, a 1%
change in spending policy leads to changes of more than 25% in the final
Fund balance but less than 5% in the total disbursements. A lower
spending policy results in lower dollar amount disbursements in the first 15
years and higher dollar amount disbursements thereafter.

On the other hand, both final fund balance and total disbursements are
relatively stable despite changes in contribution growth rate; assuming a
spending policy of 5%, a 50% deviation in the contribution growth rate
results in changes of less than 5-7% in both the final fund balance and total 
disbursements. This is to be expected since contributions are relatively
small compared to disbursements.
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Appendix A – Deterministic Scenarios: The Cost of Underperformance
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Annual Disbursements

6,000

9,000

12,000

15,000

18,000

Is the Fund’s spending policy achievable in any market environment?

If underperformance occurs, how large of an impact is it likely to cause?
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Final Fund 
Balance

Cumulative 
Contrib.

Cumulative 
Disb.

Cumulative 
ROA

Breakeven 
Year

Annual 
Balance 
Growth

Average 
Annual 
Disb.

Expected Return: 6.91%

254,671 57,615 324,475 409,391 2020 2.10% 7,634

245,699 57,615 306,655 382,600 2023 2.01% 7,153

8,971 0 17,820 26,791 3 482

Expected Return: 8.00%

367,827 57,615 396,037 594,109 2018 3.05% 9,569

355,825 57,615 374,590 560,660 2020 2.97% 8,989

12,002 0 21,447 33,449 2 580

5.00% ReturnThrough 2011

Lower-than-expected returns in 
the first 2.5 years can have a
significant long-term impact
on future distributions and the
Fund balance. In fact, with a
return of 4.00% in the first 2.5
years and 6.91% thereafter,
annual distributions in 2012-
2048 decline, on average, by
$482,000. In a more
aggressive return scenario,
annual distributions decline,
on average, by $580,000.

Difference

Difference

Original Scenario

4.00% ReturnThrough 2011

Original Scenario

0

3,000

2012 2017 2022 2027 2032 2037 2042 2047

Proprietary and Confidential

Use, reproduction, or disclosure limited to Sage Advisory Services, Ltd. Co. and its clients

Appendix A – Stochastic Simulations: Fund Balance and Annual 
Disbursements
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Fund Balance

300,000

450,000

600,000

750,000

What kind of variation can the Fund expect in its returns, fund balance, and 

disbursements? 

Monte Carlo 

simulations used to 

generate statistics 
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0

150,000

2009 2014 2019 2024 2029 2034 2039 2044 2049

Projected Annual Spending

0

7,000

14,000

21,000

28,000

35,000

2009 2014 2019 2024 2029 2034 2039 2044 2049

Worst (5th) 25th Mean 75th Best (95th)

generate statistics 

for asset returns 

and cash flows.
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Appendix A – Stochastic Simulations: Best, Worst, and Mean Fund 
Balance Paths
Sample Foundation, as of June 30, 2009

In Thousands ($000)

Best Fund Balance Simulation

2009 2014 2019 2024 2029 2034 2039 2044 2049

0

300,000

600,000

900,000

1,200,000

400,000

What might a best, worst and mean fund balance path look like?  

Variation in returns, fund balance, and disbursements

How important is timing and magnitude of variation? 
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Mean Fund Balance Simulation

2009 2014 2019 2024 2029 2034 2039 2044 2049

0

100,000

200,000

300,000

Worst Fund Balance Simulation

2009 2014 2019 2024 2029 2034 2039 2044 2049
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200,000

300,000

400,000

Cumulative Disbursements Cumulative ROA Cumulative Contributions Fund Balance Initial Balance
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Appendix B – Sage Contact Information

Meghan Elwell, J.D., AIFA®
Vice President

melwell@sageadvisory.com

Alex Pekker, Ph.D., ASA
Vice President

apekker@sageadvisory.com

Robert G. Smith, III, AIF® & CIMC
President & CIO

bsmith@sageadvisory.com

Jeffrey M. Thomas, J.D.
Vice President  Marketing-West

William T. Coleman
Vice President  Marketing-Northeast

Asset/Liability and Research Department Contacts

Marketing Contacts

5900 Southwest Parkway, Building I, Suite 100, Austin, TX 78735
Phone: 512.327.5530 | Fax: 512.327.5702

www.sageadvisory.com

Vice President, Marketing West
jthomas@sageadvisory.com

Phone (c): 714.44.1352

Vice President, Marketing Northeast
bcoleman@sageadvisory.com

Phone (c): 215.429.2201

W. David McShane, CFP®, AAMS®
Vice President, Marketing-Southeast

dmcshane@sageadvisory.com
Phone (c): 512.779.6654

Gregory J. Figaro, AIF®
Principal, Client Services

gfigaro@sageadvisory.com
Phone: 512.327.5530
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Appendix C – Disclaimer

The information and analyses contained herein (“Information”) have been generated by Sage, an organization which provides
asset liability analysis and planning for employee benefit plans, insurance pools and other liability driven institutions. The
Information generated by Sage regarding the likelihood of various investment outcomes is hypothetical in nature, does not
reflect actual investment results and is not a guarantee of future results. Please note that the results generated by Sage may
vary with each use and over time, and may vary depending on individual client circumstances. Additional investments which may
not have been considered in this analysis may have characteristics which are similar or superior to those which have been
analyzed herein. Additionally, the Actuarial Data may change subject to actuarial review and evaluation. The Information is for
informational purposes only and is not intended to be an offer, solicitation, or recommendation with respect to the purchase or
sale of any security or a recommendation of the services supplied by any money management organization. This investment
evaluation is directed only to the client for whom the evaluation was performed. The information contained in the accompanying
analysis is collected from sources that Sage believes to be reliable but Sage does not guarantee their accuracy or the accuracy of
the underlying computations based thereon. Therefore, any such information may be incomplete or condensed. Any decision to
act upon the Information described herein should be made after conducting such investigations as you deem necessary including
consulting your own legal, actuarial, accounting and investment consultants in order to make an independent determination of
the suitability and consequences of the Information herein.

These materials contain statements and analyses that are “forward-looking statements.” These forward-looking statements are
based upon certain assumptions. Actual events are difficult to predict and are beyond the preparer’s control. Actual events may
differ materially from those assumed. All forward-looking statements included are based on information available on the date
hereof and Sage nor its respective affiliates does not assume any duty to update any forward-looking statements Accordingly
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hereof and Sage, nor its respective affiliates, does not assume any duty to update any forward looking statements. Accordingly,
there can be no assurance that estimated returns, yields or projections can be realized, that forward-looking statements will
materialize or that actual returns, yields or results will not be materially different than those presented. Market conditions will
have a significant impact on the valuation of assets and the Actuarial Data. Annual, cumulative, and annualized returns are
calculated assuming reinvestment of dividends and income plus capital appreciation. Past performance results are not
necessarily indicative of future performance.

The Information herein is confidential. Any reproduction of this Information, in whole or in part, is prohibited and you may not
release these materials to any other person, except to your advisors and professionals who will be assisting you in evaluating the
Information. Please read and understand this entire statement before utilizing the Information. The Information is illustrative
and is not intended to predict actual results which may differ substantially from those reflected in the Information. You should
understand the assumptions and evaluate whether they are appropriate for your purposes. Performance results are based on
mathematical models that use inputs to calculate results. As with all models, results may vary significantly depending upon the
value of the inputs given. You should consider whether the behavior of these analyses should be tested with assumptions
different from those included in the Information. The Information contains data that is current as of its publication date and after
publication may no longer be complete or current. The study does not account for taxation. Sage does not offer tax advice and
urges you to consult a tax adviser for specific advice about the tax implications of an investment portfolio. The study does not
consider all investment opportunities available to investors (other investments not considered may have characteristics similar
or superior to those analyzed by the study).
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