To:
From:
Subject:

Date:

B.C. 2
MEMORANDUM

Banking Committee
Board Office (%7
Asset Allocation of Endowment Funds

January 7, 2002

Recommended Actions:

1. Recommend the Board maintain the current allocation of 63% domestic equities,
7% international equities, and 30% fixed income.

2. Recommend the Board add three additional fund managers for the Regent
endowment portfolios.

3. Recommend the Board adopt the specific investment manager asset allocations
as detailed on page 3.

4. Recommend the Board adopt target ranges as detailed on page 3.

Executive Summary:

Investment The objective of the investment policy of the Board is to ensure the

Policy financial health of the institutions it governs. The Regent institutions
maintain two investment portfolios — operating and endowment /
quasi-endowment. Both portfolios include restricted and unrestricted
funds.
The Board of Regents employs an investment advisor to guide its
policy of active investment management. In November, the Board
renewed the contract with Wilshire Associates.

Asset The Board has established an asset allocation policy to guide the

Allocation institutional endowment investments to achieve desired results,

Policy balancing risk and reward. Periodically, the Board evaluates its policy

as changes occur over time.

As of September 30, 2001, the institutional endowments totaled
$305.5 million. In November, the Board established an endowment
for the expected significant proceeds pursuant to the Principal
demutualization.
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Page 2

Wilshire Associates reviewed the Board’s asset allocation policy and
has the following recommendations:

e Discontinue the use of balanced portfolio management at
INVESCO and split the INVESCO accounts into two separate
accounts: U.S. Equity and U.S. Fixed Income;

¢ Introduce a new S&P 500 Index fund manager (see B.C. 3);

e Introduce a new active small capitalization value manager (see
B.C. 3);

e Add Reams Asset Management as a second fixed income
manager for the endowment funds (see B.C. 3); and

e Adjust the manager weightings and shorten the rebalancing target
ranges as identified (see page 3).

The recommendations are reflected in the proposed recommended
actions for the Banking Committee.

Background/Analysis:

History

Since FY 1989, the Board has employed an investment advisor and
fund managers to guide its active investments of endowment funds.
Wilshire Associates has been the Board's investment advisor since
May 1996.

In September 1996, the Banking Committee authorized the Regent
universities to adopt an asset allocation policy of 60% domestic equity,
30% fixed income, and 10% international equity.

In May 1997, the Banking Committee adopted a process to manage
the asset allocation close to the established targets and agreed to
annually review the investment structure.

In April 1999, the Board modified the asset allocation policy to 63%
equities, 30% fixed income, and 7% international equities and added
specific investment manager asset allocations and target ranges.

During the May 2001 Banking Committee meeting, the Board
requested a comprehensive review of its investment policy in relation
to its endowment and quasi-endowment portfolios to evaluate asset
allocation, risk management, benchmarks, and manager allocations.

In November 2001, the Board renewed its contract with Wilshire
Associates.




Whilshire’'s
Asset Allocation
Review
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Wilshire Associates, working with institutional officials and staff of the
Board Office, completed an analysis of the Board's current
endowment investments policy. Wilshire’'s evaluation was
comprehensive and included a variety of investment components.

Wilshire recommends the following changes:

e Discontinue the use of balanced portfolio management at
INVESCO and manage the U.S. equity and U.S. fixed income
separately.  Currently, INVESCO, as a balanced portfolio
manager, is allowed to shift funds between U.S. equities and U.S.
fixed income.

¢ Introduce a new S&P 500 Index fund manager;
e Introduce a new active small cap value manager;

e Add Reams Asset Management as a second fixed income
manager in the endowment funds. Since the Board just recently
hired Reams Asset Management to manage a portion of the fixed
income assets of the University of lowa Quasi !l fund, Wilshire
recommends that the Board utilize Reams as the second fixed
income manager for its endowment portfolio.

The manager weighting recommendation and rebalancing ranges are
identified as follows: '

Recommended
Current Rebalancing
Manager Style Policy Policy Ranges
U.S.Equity
INVESCO Large Core 44% 35% +/-5%
New Manager Large Index 0% 13% +/-3%
Seneca Mid Growth 19% 10% +/-2%
New Manager Small Value 0% 5% +-2%
Total 63% 63% +/-5%
International
Sanford Bernstein ~ Value 7% 7% +/-3%
Total 7% 7% +/-3%
Fixed income
INVESCO Core 30% 15% +/-5%
Reams Core 0% 15% +-5%
Total 30% 30% +/-5%
Total Fund 100% 100%
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