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____________________________________________________________________________ 
   
SECTION: POLICY STATEMENT – INVESTMENT 
 
SUBJECT: ENDOWMENT FUND INVESTMENT GUIDELINES 
____________________________________________________________________________ 
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RESPONSIBLE EXECUTIVE:  Treasurer 
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 ENDOWMENT FUND 
STATEMENT OF INVESTMENT PHILOSOPHY AND GUIDELINES 

 
I. INVESTMENT COMMITTEE GOVERNANCE  

 
A. Investment Committee composition, operating process and requirements 

for membership are established by the Foundation’s Bylaws and by the 
Investment Committee Charter. 
 

B. The Foundation’s Investment Goals, Objectives and Policies for the 
California Polytechnic State University Endowment Fund (the “Fund” and 
the “Endowment Investment Policy”) assigns the establishment of certain 
endowment policy guidelines to the Investment Committee.  Those 
guidelines are found within this document (the “Investment Guidelines”). 

 
C. The Investment Guidelines are in effect until modified by the Investment 

Committee. 
 

D. Investment Committee meetings are to be held at least quarterly. 
 

II. PHILOSOPHY AND APPROACH 
 

A. The Fund will be broadly diversified both by asset class (e.g., U.S. and 
foreign, large and small company stocks) and by individual security 
holdings within each asset class.  Diversification is used as a means to 
dampen performance return volatility and provide reasonable assurance 
that no single issue or asset class has a disproportionate impact on 
performance. 
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B. The Fund may use active or passive managers.  
 

C. The Fund will have an overall value style tilt. 
 

D. The policy preference guiding portfolio design will be to dampen fund 
volatility while achieving long-term benchmark returns rather than to 
minimize short-term benchmark tracking error. 

 
E. The investment approach generally rejects attempts to time markets. 

 
F. The Fund will generally maintain fully invested positions. 

 
III. STOCK AND BOND MIX 

 
A. General equity and fixed income allocations will be dictated by the Board- 

directed return objective detailed in the Endowment Investment Policy.   
 
B. The current strategic asset allocation is presented in Section IV, Table 1 

below. 
 

C. Equity sub-allocations (i.e., asset classes) will be diversified as described 
in Section IV, Table 1 below. 

 
D. The equity allocation will be further diversified by economic sector, 

industry, number of holdings and other investment characteristics such as 
investment style and capitalization. 

 
E. The equity allocation may include common stocks or other common 

equity substitutes. 
 

F. With Investment Committee approval, other equity types may be 
considered, including venture capital, distressed securities, and private 
equity. 

 
G. Fixed income sub-allocations will be diversified as described in Section IV 

below. 
 

H. The fixed income allocation may include government or corporate bonds 
or other common bond substitutes. 

 
I. The Fund may not purchase physical commodities, private placements or 

engage in short sales or purchases on margin. 
  
IV. ASSET CLASSES 

 
A. No single security (except those issued or guaranteed by the U.S. 

Government) shall exceed 5% of the market value of the Fund. 
 

B. Illiquid investments may be allowed with the approval of the Investment 
Committee. 
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C. Individual strategic asset class targets, acceptable variances, and 
performance benchmarks follow: 

Table 1. 
Target 

Strategic 
Weights 

 (%) 
Acceptable 
Variances Performance Benchmarks 

Equities       
Large Cap Stocks 26.5 ±5.00 S&P 500 
Small Cap Stocks 9.0 ±2.00 Russell 2000 
International Large Cap 
Stocks 14.0 ±3.00 MSCI EAFE 
International Small Cap 
Stocks 2.5 ±2.00 MSCI EAFE Small Cap 
Emerging Markets Stocks 4.0 ±2.00 MSCI Emerging Markets 

Alternative Investments       
Venture Capital 0.0 ±2.00 CA Venture Capital 
Private Equity 0.0 ±2.00 CA Private Equity 

      Distressed Securities 0.0 ±2.00 

Bloomberg Barclays U.S. High 
Yield Bond 
and HFRI Distressed Securities 

Inflation Hedges       
Domestic Real Estate (REITs) 10.0 ±3.00 FTSE NAREIT Equity REITs 
International Real Estate 
(REITs) 5.0 ±2.00 

S&P Developed ex US BMI 
Property 

Total Equities 71.0 ±5.00    
Fixed Income       

Domestic high quality bonds 15.0 ±5.00 
Bloomberg Barclays U.S. 
Government Bond 

Investment grade bonds 8.0 ±4.00 
Bloomberg Barclays U.S. 
Aggregate Bond 

Non-US bonds (hedged) 4.0 ±2.00 
Citi Non-U.S. Hedged 
Government Bond 

High yield bonds 2.0 ±2.00 
Bloomberg Barclays U.S. High 
Yield Bond 

Cash 0.0   Citi 1-Month CD 
Total Fixed Income 29.0 ±5.00   

Total 100.0   
Growth Multi-Asset and 
Traditional  

 
V. REBALANCING GUIDELINES 

 
A. In general, asset ranges will be maintained at target levels within the 

parameters described above regardless of the calendar or the timing of 
Investment Committee meetings. 
 

B. Additions to the portfolio may be averaged-in at the direction of the 
Investment Committee or the discretion of the Investment Manager. 

 
C. The portfolio will be rebalanced periodically and any sustained variance 

from the overall equity or fixed income targets greater than 5% of the 
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portfolio value must be approved by the Investment Committee.  For 
example, an equity target allocation of 71.0% will be considered in 
balance if actual equity assets are between 76.0% and 66.0% of the 
portfolio.  Sustained variance is defined as a period of one calendar 
quarter or greater.   

 
D. Tactical or opportunistic adjustments to the portfolio’s long-term target 

mix can present opportunities as well as risk to achieving the target 
return.  Generally, such adjustments should be made only if they are in 
conformance with the following criteria: 

 
1. The investment meets the criteria for strategic inclusion in the 

portfolio. 
 
2. The specific purpose of the adjustment is clear (e.g., increase return, 

reduce risk, hedge a specific risk). 
 

3. Thorough analysis suggests the adjustment is warranted. 
 

4. The expected opportunity cost of being wrong is understood and is 
acceptable. 

 
5. The conditions for moving back to the normal target allocation (i.e., 

removing the adjustment) have been identified. 
 

E. The Investment Committee may direct the Investment Manager to 
implement tactical or opportunistic adjustments to the target mix, subject 
to the criteria above.  The Investment Manager may independently make 
such adjustments at his discretion, subject to the criteria above, within the 
following limits: 

 
1. The individual asset class limits identified in Table 1 are subject to an 

overall limit of plus or minus 5% of the total portfolio value at the 
overall equity and fixed income levels.  That is, if the overall target for 
equities is 71%, the individual equity tactical adjustments cannot 
cause the overall equity target to exceed 76% or fall below 66% 
without Committee approval. 

 
2. In any asset class with a specified style tilt target (i.e., value or growth 

rather than neutral), the Investment Manager may make tactical 
adjustments to the style exposure.  

 
3. Tactical adjustments to target allocations made at the discretion of the 

Investment Manager will be reported to the Investment Committee as 
soon as practical. 

 
4. Tactical adjustments made by the Investment Manager will not result 

in benchmark changes, and the manager will report to the Committee 
whether or not the adjustments added to or detracted from 
performance. 
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VI. PERFORMANCE EVALUATION CRITERIA 
 

A. The total equity portion of the Fund will be measured against the MSCI All 
Country World Index (IMI). Its goal will be to outperform that index (net of 
fees) by 1.0% over trailing three and five year periods. 
 

B. The total fixed income portion of the Fund will be measured against the 
Bloomberg Barclays Intermediate U.S. Government/Credit Bond Index.  
Its goals will be to outperform that index by 0.5% over trailing three and 
five year periods. 

 
C. The Fund as a whole will be compared quarterly to a multi-asset 

benchmark matching the equity and fixed income allocations. 
 

D. The Fund as a whole will be compared to the median performance of a 
group of peer institutions. 

 
E. Cash held by the managers will be included in their total return 

calculation. 
 

F. Each manager will be assigned a market benchmark, a target for out-
performance and an evaluation horizon. The horizon will generally be in 
trailing three and five year periods.   

 
G. Each manager will be measured against a style benchmark and a group 

of peers. 
 

H. Each manager’s performance will be evaluated on both return and risk 
using measures such as standard deviations and Sharpe ratios. 

 
I. Individual asset class benchmarks for the managers are found in Section 

IV. Asset Classes, Table 1. 
 
VII. RECOMMENDATION OF POLICY TO THE BOARD OF DIRECTORS 
 

A. The Board of Directors of the Foundation has set the investment policy for 
the California Polytechnic State University Endowment Fund by its 
adoption of the Endowment Investment Policy. 
 

B. The Investment Committee is responsible for recommending investment 
objectives, spending policy and general asset allocation policy to the 
Board of Directors. 

 
VIII. DELEGATION OF AUTHORITY 
 

A. The Investment Committee may hire advisors and managers and may 
delegate some of its responsibilities to either managers or staff.  It is 
responsible for monitoring the activities delegated and their results. 
 

B. Responsibilities delegated to the Investment Manager include: 
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 Recommendation to the Investment Committee of policies and 
guidelines. 

 The execution of all policies and guidelines. 
 The hiring, monitoring and terminating of managers and rebalancing 

among managers. 
 Performance reporting on managers, asset classes and the Fund. 

 
C. Investment Managers are authorized to vote proxies on the Foundation’s 

behalf. 
 

D. In general, Investment Managers will be encouraged to not initiate 
transactions that could generate unrelated business taxable income 
(UBIT.) 

 
IX. COMPENSATION 

 
A. The Foundation and the advisors, managers, and custodians retained 

with respect to the Endowment Funds shall be entitled to reasonable 
compensation for their services.  
 

B. The Investment Committee shall approve and review from time to time all 
compensation arrangements paid from the assets of the Endowment 
Funds. Each individual endowment within the pool shall be charged a fee 
on a sliding scale based upon asset value.  The fee will be inclusive of all 
identifiable costs related to custodial services, investment management, 
investment consultation and Foundation management services.  The fee 
will be charged monthly and paid quarterly.   

 
C. All donor endowment agreements transferring assets to the Endowment 

Funds shall state that the Foundation and its investment advisors, 
managers and custodians will be paid reasonable compensation for 
services rendered in the management of the endowment. 
 

V. REVIEW 
 

The Investment Committee of the Foundation Board of Directors, in consultation with the 
managers, will review this policy in its entirety every five years from the most recent 
updated date to determine its effectiveness and appropriateness.  The policy may be 
evaluated before that time as necessary to reflect substantial organizational, financial, or 
physical change(s) at the Foundation or any change required by law or by other 
governing policy. 
 
 
 
 
 
 
 
Document Chronology:  May 2018 updates for formatting and added review schedule, 
revised for improved clarity. 
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