“Effective & Efficient Investment Management February 9, 2012; 2:00 — 3:30pm
for
Foundations & Endowments”

PALISADE

[ S
Asset Mavagement, llc

Aging Services of Minnesota’s
The Institute

presentation

‘Effective and Efficient
Investment Management
for Foundations and Endowments’

by

Peter D. Rocca, CIMA
Steven E. Landberg, CFA

February 09, 2012
2:00pm — 3:30pm

PALISADE .
R ieMumagesER I "
E
Presentation Objectives N
S
1. How to define your Foundation’s investment I
objectives. T
INVESTMENT OBJECTIVES U
T
2. How to create an efficient investment strategy E
to achieve objectives.
INVESTMENT STRATEGY 2
0
3. How to efficiently monitor investment progress 1
vs. stated objectives. 2
INVESTMENT MONITORING
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INVESTMENT OBJECTIVES N
s
1. Investment Policy Development T
» Statement of Purpose 1
T
» Investment Objectives v
e Spending Policy T
o Net Growth expectations E
» Risk Tolerance
2
» Investment Management Guidelines 0
» Investment Performance Guidelines 1
2
» Asset Allocation Guidelines
» Reporting Guidelines
e Finance/Investment Committee Oversight
» Roles & Responsibilities s
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INVESTMENT OBJECTIVES N
S
» Investment Policy Development T
1
e Investment Objectives T
1. Spending Policy U
2. Long Term Growth Objective T
E
POLICY GUIDELINE: 2
Spending Policy 5.0% 0
- Inflation” 20% !
- Investment Costs 1.0% 2
- Added LT Growth 1.0%
L.T. Growth Obiective 4.0%
Total Growth Objeclive‘ 9.0%
* Infton:based on a v yearoling avrage
3
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INVESTMENT STRATEGY 1
N
» Definition: An investor's plan of attack to guide their investment s
decisions based on individual goals, risk tolerance and future needs T
for capital. The components of most investment strategies include 1
asset allocation, buy/sell guidelines, and risk guidelines. T
U
» Investments 101 T
E
o Different types of Asset Classes
1. Cash 2
2. Fixed Income 0
3. Equities 1
4. Alternatives 2
o Differing levels of Risk & Return
4
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INVESTMENT STRATEGY
1
» Investments 101 N
S
1. CASH T
o Definition: Assets that can be converted into cash 1
immediately; consisting of safe securities with less than T
a | year maturity. u
o Risk & Return: T
E
25 Year - 3 Month T-Bill Yields
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INVESTMENT STRATEGY N
S
» Investments 101 T
2. FIXED INCOME .
o Definition: A security that provides an established return in
the form of fixed periodic payments and the eventual return v
of principal at maturity. :;
o Types of Fixed Income Securities (order of risk):
- Treasury 2
- Government Agency 0
- Corporate 1
- Hi Yield Corporate 2
- International
6
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INVESTMENT STRATEGY
1
» Investments 101 N
s
2. FIXED INCOME 25201 T
e Risk & Return: 1
T
U
T
E
i 2
i= 0
1
2
7
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INVESTMENT STRATEGY
1
» Investments 101 N
S
3. EQUITIES T
o Definition: A stock or any other security representing an ownership 1
interest in the issuer (e.g. Corporation). T
o Different Equity Types Index 2
- Large Cap S&P 500 &
- Mid Cap Barra Midcap
- Small Cap Russell 2000
- International 2
« Developed MSCI EAFE 0
« Emerging MSCI Emerging Markets ;
4. ALTERNATIVES
o Definition: A more complex, less liquid investment that is not one
of the three traditional asset types (stocks, bonds and cash). Alternatives
are less regulated and include hedge funds, managed futures, real estate,
commodities and derivatives contracts. R
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» Investments 101 N
S
3. EQUITIES T
e Risk & Return: I
Standard & Poors Annual Returns (1925 - 2011) T
u
o 10
g 2006 [ 1999 1957 T
H 200 2007 [ 2010 | 1968 | 1996 1991 E
3 1977 1992 | 2004 | 1986 | 1983 1989
§ 1696 1987 | 1993 | 1979 | 1982 1985
35 2001 | 1692 | 1530 | 2011 | 1984 | 1071 | 1972 [ 1976 | 2009 | 1980
5 1973 | 1946 | 1981 | 2005 | 1978 | 1968 | 1964 | 1967 | 2003 | 1955 | 1995 2
2 1966 | 1940 | 1953 | 1994 | 1956 | 1965 | 1952 | 1963 | 1998 | 1950 | 1975
2 |m || oo v P Lo oL [rmo s o s Lt o | | e 0
1931 | 1937 | 174 | 1934 1941 | 1929 | 1034 | 1960 | 1047 | 1926 | 1044 | 1942 | 1043 | 1036 | 1927 | 1928 | 1035 | 1933 1
-35% |-35% | -30% | -25%| -20% |-15% | -10% | 5% | 0% | 5% | 10% | 15% | 20% | 25% | 30% | 35% | 40% | 45% | 50%
or | to | to [ to | to [to |to|to to|[to| to|tof[toto|to|to|t| to]|to 2
More |-30% | -25% | -20% | -15% | -10% | -5% | 0% | 5% 5% | 20% | 25% | 30% | 35% | 40% | 45% | 50% |More
Return Intervals
Source: Vanguard Ivestmant Cousing & Fosearch
9
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» Investments 101 N
S
3. EQUITIES T
® Risk & Return: I
T
U
* o T
‘Average Return % Risk .
Time Period Stocks T.Bonds Premium
1928 - 2010 1.31% 5.28% 6.03% 2
1961 -2010 11.10% 6.96% 4.14% 0
2001 - 2010 3.54% 5.80% -2.26% 1
* Stocks'Retum % s the S&P 500; T, Bond Retur % s the constant maturity 10-year Treasury bond 2
Sourco: Vanguard Investmant Counsaing & Resaarch
10
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INVESTMENT STRATEGY £
1
> Asset Allocation N
o Definition: Aims to balances risk and reward by apportioning a
portfolio's assets amongst different asset classes according to goals, T
risk tolerance and investment time horizon. 1
T
ASSET CLASS TARGET % RANGE % U
CASH & EQUIVALENTS T
- Money Markets 10.0% +1-5% E
- CDs, Bonds (< 1yr) 5.0% +1-5%
Total CASH & EQUIVALENTS 15.0% 5-25%
2
FIXED INCOME °
- Government Bonds 10.0% +1-5%
- Corporate Bonds 15.0% +-5% 1
Total FIXED INCOME 25.0% 15-35% 2
EQUITIES
- Large Cap Stocks 40.0% +1-5%
- Small/Mid Cap Stocks 10.0% +1-5%
- ional Stocks 10.0% +-5%
Total EQUITIES 60.0% 45-75%
1
TOTALINVESTMENT PORTFOL 100,07
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INVESTMENT STRATEGY 1
Onguing Challenges N
S
T
1
1. Inflation T
U
2. Investment Costs T
E
3. Investment Discipline
2
0
1
2
»
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INVESTMENT STRATEGY .
Ongging Challenges N
S
1. Inflation f
5.0% T
U
T
E
2
0
1
2
1
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INVESTMENT STRATEGY L
Ongoing Challenges N
S
T
2. Investment Costs (annual) 1
T
U
BROKER /|
EXPENSE TRADING | MANAGER SALES TOTAL. T
INVESTMENT TYPE RA FEE Fl FEE FEE FEE E
Mutual Funds - Load 1.35% 0.50% 0.25% 0.00% 2.10%
Mutual Funds - No Loads 0.50% 0.50% 1.00% 2.00% 2
‘Separately Managed Accounts (SMA) 0.50% 0.35% 1.00% 1.85% 0
Index ETFs. 0.25% 0.10% 1.00% 1.35% 1
Investment Manager - Individual
Securities 0.02% 1.00% = 1.02% 2
~ Souce: W Fors GE S i =

Palisade Asset Management, LL.C




“Effective & Efficient Investment Management February 9, 2012; 2:00 — 3:30pm
for

Foundations & Endowments”

PALISADE .
“huset M-ngemu::i:“ H
E
INVESTMENT STRATEGY
Ongoing Challenges 1
N
s
3. Investment Discipline T
e Market Volatility 1
e Behavioral Finance T
U
20% T
15% E
10%
£ % 2
] 0
£ :
E 5% 2
10%
15%
0%
4th Quarter 2011 1Year 5 Year 10 Year
Soure: Mormingstar irect Postexo1i082012 s
oicMARC2012
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INVESTMENT MONITORING N
S
» Investment Policy T
I
» Investment (Finance) Committee T
e Structure v
e Frequency T
E
» Review Process
e Performance reporting 2
® Asset Allocation (vs. ‘Target allocation) 0
® Spending Policy 1
e ‘Other Policy guidelines 2
6
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I
N
Foundation & Endowment S
Investment Management T
Case Studies T
U
T
E
2
0
1
2
Y
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. . E
‘ABC Community Healthcare Foundation’

Case Study 1 1
. N
» Foundation Size: $5,500,000 s
» Investment Policy Objectives: POLICY OBJECTIVE T
- 5% Foundation Spending Policy Spending Policy 5.0% 1
- Grow at rate of Inflation + Costs + Infiation® 24% T

- Costs. 1.0%
- 1% added annual long-term growth - Added LT Growth 1.0% U
L.T. Growth Objective 4.4% T

Total Growth Objectivel _9.4%
* Inflation: based on a five year rolling average E
‘ ASSET ALLOCATION ‘ ASSET CLASS - GROWTH PROJECTION 2
et % “Estimated Growth 0
Class Allocation Rate of Return j 1
Cash 5.0% 0.2% 0.0% 2

Bonds 15.0% 2.5% 0.4%

Stocks 80.0% . 6.4%

TOTAL 100.0% | Growth Projection | 6.8%

“Esimetod Growth Prjecionrepresarts bend of
Halorca andPojctodaselclass rtes o e
® Cash @ Bonds @ Stocks 18
- 3
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‘ABC Community Healthcare Foundation’ !
Case Study 3 N
s
> Issues? T
R 1
T
- U
T
- E
) 2
0
» Possible Solutions 1
2
19
- 3

PALISADE T
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‘Smith Family Endowment’ E
Case Study 2 I
» Foundation Size: $750,000 N
s
» Investment Policy Objectives: POLICY OBJECTIVE: T
- 3% Endowment Spending Policy Spending Policy 3.0% 1
- Grow at rate of Inflation + Costs - Infation” 2.4% T

- C 1.0%
- No added annual long-term growth ) A::':d LT Growth 0.0% U
L.T. Growth Objective 3.4% T
Total Growth Objective]  6.4% E

ton s on a v yearrokng average
ASSET ALLOCATION ASSET CLASS - GROWTH PROJECTION 2
Asset % *Estimated Growth 0
Class Allocation | Rate of Return Projection 1
Cash 10.0% 0.2% 0.0% 2

Bonds 40.0% 3.0% 1.2%

Stocks 50.0% 4.0%

TOTAL 100.0% | Growth Projection | 5.2%
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‘ABC Community Healthcare Foundation’ !
Case Study 3 N
S
> Issues? T
1
T
U
T
E
2
0
»> Possible Solutions 1
2
21
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‘XYZ Assisted Living Foundation’ E
Case Study 3 .
> Foundation Size: $1,800,000 N
S
» Investment Policy Objectives: POLICY OBJECTIVES T
- 5% Foundation Spending Policy Spending Policy 5.0% 1
- Grow at rate of Inflation + Costs "(;‘"a"°"' f;ze T
- 1% added annual long-term growth i A::':d LT Growth Lon U
L.T. Growth Objective __ 4.4% T
Total Growth Objective]  9.4%
* Inflation: based on a five year roling average E
[ ASSET ALLOCATION ] ASSET CLASS - GROWTH PROJECTION: 2
Asset % 2006 (actual) Growth 0
Class Allocation | Rates of Return | Projection 1
Bonds 40.0% 5.5% 2.2%
Stocks 50.0% 17.6% 8.8%
TOTAL 100.0% | Growth Projection 11.4%

m Cash m Bonds M Stocks 2
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‘ABC Community Healthcare Foundation’ !
Case Study 3 N

S

> Issues? T
1

T

U

T

E

2

0

» Possible Solutions 1
2
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Presentation Summary
1
Investment Solutions N
Controlling Variables S
T
» Investment Policy that clarifies investment objectives 1
o Spending Policy & Growth Objectives T
o Asset Allocation u
T
» Utilize an efficient investment strategy E
e Investment implementation
e Efficient investment costs 2
0
» Monitor investments on a regular basis 1
o Consistent & Disciplined process 2
® Organized Committee Members
INVESTMENT INVESTMENT INVESTMENT
OBJECTIVES STRATEGY ___ MONITORING | *
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PRESENTER BIOGRAPHIES
1
N
s
T
1
T
U
61 4552905 T
E
Steven E. Landberg, CFA  Principal & Portfolio Manager
2
0
mpany. and wasa me
net worth and trust cl A 1
Universty: He bl the Chareed Financisl Aralyst & member o the CFA Insiutc andthe CFA Socicy
of Minnesota. He is also a member of the Minnesota Society of CPAs and the American Insttute of Cerficd Public 2
) sss0m0 Shndberg @ paladeam com
333 South 7% Street, Suitedd0 * Minneapolis, MN 55402 * TEL 612.455.2900 * FAX612.455.2909 ¢ wwuw.palisadeam.com 25
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Notes:
1
N
S
T
1
T
U
T
E
2
0
1
2
2
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