INVESTMENT MANAGEMENT

Contributions made to the Community Foundation of Greater Des Moines are pooled for investment purposes.  There are over 400 component funds in the combined pooled investment portfolio, and a system of unitization, much like a mutual fund, allocates total return to each component fund.  These component funds represent a collection of the interests of individual donors and agencies who have united to increase the effectiveness and assure the future of charitable giving.  One of the advantages of pooling funds is that it permits greater diversification of investments than would not be possible for individual funds.  This, in turn, provides for greater opportunities without increasing risk.    

WHAT IS THE COMMUNITY FOUNDATION’S INVESTMENT OBJECTIVE?

The Community Foundation’s investment objective is to earn a return that allows donors to make a significant number and significant size of grants while maintaining the endowment’s future purchasing power, taking into account inflation and expenses.  Accordingly, the current target for total return (i.e., income plus increase in market value), is 8.5% per year over the long-term net of investment expenses.  

HOW IS INVESTMENT RETURN MEASURED?

Investment return is measured by total return, which includes interest and dividend income, as well as realized and unrealized gains and losses.

WHAT IS THE ROLE OF THE INVESTMENT COMMITTEE?

The Investment Committee is charged by the Community Foundation’s Board of Directors to oversee the investment management of contributions made to the Community Foundation.  The Committee establishes a target asset allocation for the pooled investment portfolio, selects investment managers and monitors the investment performance of these managers.  Committee members are volunteers with significant business and investment management experience.  The Investment Committee has also engaged Hammond Associates as an investment consultant.  The Investment Committee meets quarterly.  Between meetings, committee members and Community Foundation staff regularly confer with Hammond Associates regarding investments. 

WHAT IS THE ROLE OF HAMMOND ASSOCIATES?

Hammond Associates is a St. Louis-based investment consulting firm which serves as a consultant to the Investment Committee.  Hammond Associates currently works with over 215 institutional clients across the U.S., representing over $58 billion in assets under management.   Hammond Associates assists the committee in deciding the asset allocation strategy for the pooled investment portfolio, recommends investment managers to implement that strategy and monitors the performance of managers selected. They are an independent fiduciary, free of conflicts of interest.

HOW ARE INVESTMENT MANAGERS SELECTED?

When the Investment Committee seeks a new investment manager for a particular asset class (domestic large capitalization stocks, for example), Hammond Associates identifies managers with a three to five year outstanding track record for this asset class.  Members of the Investment Committee and Community Foundation staff meet with Hammond Associates to review each fund manager’s organizational profile, investment philosophy, investment process, professional staff and investment performance in up and down markets.  Based on this review, the Investment Committee selects the optimum manager or managers for the asset class allocation.

HOW IS THE MANAGER’S INVESTMENT PERFORMANCE MONITORED?

Hammond Associates provides detailed monthly reports on the performance of the pooled investment portfolio and of each investment manager in the pool.  At each quarterly meeting of the Investment Committee, Hammond Associates provides an in-depth analysis of each manager’s investment performance.  This analysis includes comparisons against the appropriate benchmark and against the manager’s peer universe.  In addition, the Investment Committee monitors any organizational changes within an investment firm that may influence performance in the future and confirms that each manager continues to adhere to investment guidelines.  In addition to these quarterly reviews, Investment Committee members, Community Foundation staff and Hammond Associates may also confer informally about investment managers.

DOES THE INVESTMENT COMMITTEE EVER CHANGE FUND MANAGERS?

Yes.  New managers are selected when the Investment Committee seeks greater depth in a particular asset class.  Reasons for dismissal of a manager include poor performance over a period of time, moving away from the investment discipline for which a given manager was hired, unfavorable changes in the organizational structure of the investment firm and loss of investment talent.  However, given the rigorous process by which managers are selected and how consistently their investment performance is monitored and compared, the Investment Committee’s practice is to retain a manager a minimum of three years.  In other words, the fact that a manager does not have a good quarter, or even a good year, compared to the appropriate benchmark for that asset class does not in itself provide reason for dismissal.

WHY IS THE COMMUNITY FOUNDATION POOL INVESTED IN DIFFERENT ASSET CLASSES? 

The Investment Committee has determined that greater return can be gained, with less risk, if the portfolio is strategically diversified among large, mid and small capitalization companies, public and private companies, international as well as domestic stocks, global as well as domestic bonds, various types of real assets and absolute return vehicles.  The combined pooled investment portfolio is currently invested in each of these asset classes.  The strategic mix of these asset classes represents the Community Foundation’s asset allocation strategy.

WHY DOES THE COMMUNITY FOUNDATION HAVE A CHARITABLE DISBURSEMENT RATE, RATHER THAN ALLOWING EACH FUND TO SPEND WHAT IS EARNED IN A GIVEN YEAR?
The charitable disbursement rate, or spending rate, determines the dollar amount available for distribution annually.  This methodology smoothes out the peaks and valleys that would be experienced if income and dividends earned (or not earned) by a fund were distributed each year.   This is a strategy that has been adopted by most major endowments.  The spending rate is currently five percent.  
WHAT FEES DO DONORS PAY TO THE COMMUNITY FOUNDATION? 

Funds at the Community Foundation are assessed two sets of fees, those for investment management and those for Community Foundation administrative costs.  Investment management fees are those charged by our investment managers.  These professional consulting and brokerage fees are allocated pro-rata over all funds participating in the pooled investment portfolio of the Community Foundation and currently average less than one percent.  Community Foundation fees are established by the Board of Directors and pay for the administration of the fund.
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WHAT IF I HAVE MORE QUESTIONS?

The Community Foundation’s financial audits, form 990s and investment reports are available for public inspection at www.desmoinesfoundation.org or upon request. 

ADDITIONAL INFORMATION

Funds: The Community Foundation owns no individual stocks; the equities portion of the portfolio is in mutual funds or separate accounts.  Eighty-five percent of the Community Foundation’s funds are actively managed and 15% are in index funds.  Up to 10% of the portfolio may be considered illiquid.
Portfolio Rebalancing:  The portfolio is rebalanced in the event any individual asset class allocation differs from policy by more than 20% of the target weight, but with a minimum deviation threshold of 2% of the total portfolio value. 

Time Horizon: The Community Foundation has an infinite life and should be managed with a time horizon much longer than the normal investment cycle. 

Liquidity:  The Community Foundation is able to manage distributions through normal cash flow.  Therefore, the portfolio does not require a significant allocation to cash.   
For more information about investment management contact Karla Jones-Weber 
at 515-883-2701 or jones@desmoinesfoundation.org.
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