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Background

The Natural Resources Foundation of Wisconsin, Inc. is a 501(c)(3) publicly supported philanthropic institution governed by a board of private citizens representing the public interests of the State of Wisconsin and its natural resources. It in part acts as a fiduciary of individual funds contributed and bequeathed by individuals and other sources.  With such funds, its purpose is to professionally manage and distribute charitable contributions in a manner consistent with donors' wishes, maintain and enhance resources through the nonprofit sector, and provide philanthropic leadership towards NRF’s mission statement.  

 

 The NRF is committed to preserving and building assets for future generations through its endowment.  Individual funds can be established by project or by a donor and are managed as part of the NRF endowment.  The fundamental purpose of an endowment is to provide greater independence, increased financial stability, and the means to provide financial support towards the program goals of the organization.  Trustees of the NRF act as guardians of the future recognizing that financial stability facilitates long-term planning, increases the ability to shape the future, and enlarges the scope of program activities. As fiduciaries, NRF is responsible to its donors, the nonprofit sector, and public as a whole to preserve the purchasing power of the assets being held in trust.

Purpose

This Investment policy describes the investment objectives (both short and long-term) of Natural Resources Foundation of Wisconsin, Inc. (“NRF”), establishes investment principles for NRF’s assets, and creates guidelines for evaluating investment decisions.

The Prudent Person Rule

In making investment decisions and supervising and managing assets, a person with investment responsibility for NRF should act with the care, skill, prudence, and diligence under the circumstances then prevailing that a prudent person acting in a like capacity and familiar with these matters would use in the conduct of an enterprise of like character and with like aims.

Investments

The Foundation maintains two distinct investment policies, one of which governs the funds which are invested for future generations (Long-Term Pool) and the other governs the funds which are used to support current program and operational activities (Short Term Pool).

Investment Policy - Long-Term Pool
Objective

The fundamental investment objective for the NRF endowed funds is to achieve a rate of return that:

· facilitates a spending (payout) policy of 5% of the total fund assets (reviewed annually by the Board and subject to change) 

· supports an administrative fee of 1%, and 

· continues to maintain the purchasing power of the endowment (e.g., keeps up with the rate of inflation).  

Achieving this objective over the long run requires a substantial commitment to inherently risky equity assets.  NRF attempts to minimize risk through diversification using the tenets of modern portfolio theory.  The basic underlying approach is to optimize risk-return utilizing a globally diverse portfolio including a variety of asset classes.  

Investment Guidelines 

The total endowment assets will be maintained in two separate pools: the main investment pool (70-80%) and the socially responsible investment pool (20-30%).  

The NRF investment strategy is to use a mix of actively and passively managed (indexed) mutual funds for both the main and socially responsible investment pools.  NRF believes that passively managed funds are generally the most cost effective (e.g., low annual costs) and offer the best risk return tradeoff in the asset classes available for an organization at our current scale, with the exception of bond funds.  We recognize that some active managers may consistently add value, but believe such claims must be evaluated very critically particularly taking into account the risk return tradeoff after all expenses.  NRF will generally avoid investing in individual stocks.

The socially responsible investment pool shall constitute 20% - 30% of total investments and will be managed through a balanced portfolio (generally following the asset allocation outlined below, with the exception of bond funds) by investment managers who employ social and environmental screens in addition to traditional financial analysis in their investment decision-making (so-called socially responsible asset management).

Investment guidelines are based on a 25-year horizon.

  

Asset Allocation

Currently, asset allocation for both the main and socially-responsible investment pools will fall within the following ranges:

U.S. Equities:


50 – 65%

Large Cap
       45-55%


Small & Mid Cap    45-55%
International Equities

10 – 20%
Fixed Income


25 – 35%
This allocation range is designed to achieve the long-term objective outlined above at an acceptable level of risk. Of course, there can be no guarantee against principal loss or that the objective will be achieved, particularly in the short run.  However, historical asset class data suggest a high probability of achieving the objective over the long run and only a minimal risk of principal loss, again in the long run.

Investment Timing.  All donations to the NRF endowment, either as specific endowed funds or as contributions to NRF general funds, will be invested in a prudent and timely manner.  

Investment Management.  Staff will confer with the Finance & Investment Committee of the NRF Board of Directors and financial advisors as deemed appropriate to research and select the specific mutual funds that will constitute the endowment portfolio.  Guidance and criteria for selection of funds is provided in Addendum A.  The Finance & Investment Committee is granted authority to select new investments following the general guidance approved by the Board of Directors, only if a new investment represents no more than 10% of the endowment portfolio.  The Executive Committee must approve any new investment that will represent more than 10% of the portfolio.

All final asset investment decisions by the Finance & Investment Committee will be implemented by staff.  
Investment Review and Monitoring

The NRF Finance & Investment Committee will review all aspects of the portfolio on a quarterly basis, and more as necessary.  Their review will include overall asset allocation, use of active versus passive managers, performance of managers versus benchmarks, etc., with the understanding that progress of the investment will generally be measured over the long term.  The Investment Committee also routinely reviews all monthly transactions affecting assets within the portfolio, transaction costs, portfolio rebalancing and holdings overlap among managers, systematic risk (beta) and standard deviation (sigma) of each component of the portfolio.  Fund advisors receive quarterly statements, or upon request.  NRF will also continually strive to increase transparency for its donors through cost effective media such as its website.

The routine review by the Finance and Investment Committee will also take a long-term approach.  Each investment will be analyzed separately.  If a specific fund does not meet certain criteria over time, the Committee will recommend selling the asset.  See Mutual Fund Sell Criteria in Addendum 2.

The Foundation will regularly contract with an outside financial manager to review and evaluate the portfolio performance.  Outside independent review will be undertaken no less than once every two years, and will include an analysis of whether the investment policy has realistic and achievable goals and whether the portfolio reflects the investment policy.  The reviewer will make any recommendations for improving the policy or portfolio.

Additional Notes

NRF frequently receives gifts of securities to donor advised or discretionary funds.  It is the policy of NRF to liquidate all individual security gifts and invest the proceeds as outlined above for the credit of the recipient fund.
Investment Policy - Short-Term Pool
 

The Natural Resources Foundation of Wisconsin, Inc (“NRF”) is committed to supporting a wide variety of program activity and grant-making. As described in the Long-Term Investment Pool Investment Policy Statement and elsewhere, building endowments and preserving assets for the future generations is a major focus. However, NRF also supports projects that have finite and short-term funding schedules. These include re-granting of agency funds, holding funds for specific projects of other not-for-profit organizations, donor-advised pass-through funds, and NRF reserve net assets. These funds do not require the long-term investment returns that endowments need to stay viable and also should not take the risk necessary to achieve those returns. 

Objective 

For these reasons NRF has established a separate Short-Term Investment Pool that is managed to achieve the objective of minimizing loss of principal, at least in nominal terms. This addendum prescribes the investment philosophy and management procedures the NRF uses in these short-term funds.  

 

Investment Guidelines and Asset Allocation

In order to achieve the objective of minimizing loss of principal, the assets in the short-term pool will be invested 50 – 75% in cash and cash equivalents and 25 – 50% in securities issued or guaranteed by the U.S. Government with an average maturity of one year or less. A more complicated asset allocation is not appropriate and there is correspondingly no need for regular rebalancing. In this low return asset class the main focus is efficiency and minimizing fees.  

 

While this low risk / low return policy is appropriate for those funds required to meet short-term, well-defined funding requirements, it is important to realize the returns will be correspondingly low. Return expectations for this pool should be approximately the rate of inflation.

Voting Proxies

As an institutional investor, NRF recognizes that proxy voting is subject to fiduciary standards, that voting rights have economic as well as moral value and therefore should be given serious consideration, and that knowing so means that shareholder resolutions and proxies in general are voted in accordance with publicly stated policies and guidelines. It is recognized, given the investment strategy outlined above, that proxy voting may be limited to the re-naming of funds, election of directors, etc.

Shareholder Proposals

As a result of its financial interests and commitments to environmental stewardship and community well-being, although opportunities will be rare, NRF will support resolutions that encourage greater corporate responsibility on environmental and socio-economic issues where appropriate.  Such matters will be brought to the Board of Directors for action.

Addendum A.  Mutual Fund Selection Criteria

Both qualitative and quantitative criteria are used to evaluate mutual funds being considered for acquisition as component investments of the Wisconsin Conservation Endowment.  Most if not all of the following criteria will be considered:

Time horizon analysis


Minimum three year performance history


Gross returns (3, 5, 10, years and/or BTD)


Benchmark comparison


Consistency of performance (risk/return analysis)



Standard deviation



Sharpe ratio



Correlation (R2)



Beta

Firm specific analysis


Depth of research staff


Reputation of investment firm


General performance of firm’s funds


Assets under management

Other Fund specific analysis


No front-end or long term back-end loads*


Minimum size - $50 million in assets


Growth of fund’s assets


Tenure of portfolio manager(s)


Track record of portfolio manager(s)


Generally not a sector fund


Operating fees (compared to similar funds in a category)


Style analysis

*Select funds charge a back-end load on shares held for less than a short period (e.g. six months), to discourage flipping of funds.  As NRF maintains a long term investment horizon, such loads are acceptable.

Addendum B.  Mutual Fund Sell Criteria

The portfolio manager in conjunction with the Investment Committee of the Board may determine that a mutual fund is no longer a prudent investment.  A fund may be removed based on performance (see guidance below), change in portfolio manager or fund style, change in portfolio criteria, or for other significant events or factors as determined by the manager and Committee.

Additional Guidance on Performance-based Fund Sales

Should a mutual fund’s performance (i.e. total return percentage, net of fund fees) not be in the top quartile of the appropriate peer group over a four quarter period while at the same time be outside the top 40% of the appropriate peer group for the previous 12 quarters (e.g. 3 average annual year return), it will be placed on a “Watch List.”

A fund, for example, may be outside of the top quartile for a four quarter period, however still be in the top 40% on a 3 yr return basis and thus not be placed on the “Watch List.”

Likewise, a fund may be outside of the top 40% of peer group over a twelve quarter period, however still be in the top 25% over the most recent four quarter period and escape “Watch List” designation.

A fund shall normally remain on the “Watch List” for two quarters, but no more than four quarters, after which a hold/sell decision will be made generally based on the aforementioned performance criteria. Exceptions may be made to this guidance for such events as a fund manager change or a fund style changes, as well as other unanticipated or unusual happenings.
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