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VII.  STANDING COMMITTEES 

 
 
B. Finance, Audit and Facilities Committee 
 
 
Amendment to the Consolidated Endowment Fund Investment Policy 
 
INFORMATION: 
 
Today’s discussion is intended to provide background on endowment spending 
practices at the University of Washington and at other colleges and universities.  
The discussion is topical.  Recent market volatility has had a profound negative 
impact on endowed market values.  A significant decline in endowed program 
spending is inevitable in the near future.  If supported by today’s discussion, a 
recommendation to lengthen the averaging period in the endowment investment 
policy from three to five years and a recommendation to hold endowment 
distributions in FY09 at FY08 spending levels will be brought before the Board of 
Regents in January 2009.   
 
BACKGROUND: 
 
In 1988, the Board of Regents adopted the “Statement of Investment Objectives 
and Policy for the Consolidated Endowment Fund”.  This policy defines the 
spending policy as “five percent of the average market value of the CEF for the 
previous three years.”  Later policy amendments capped year-to-year spending 
increases at 5%.  The cap was removed in December 2000, resulting in significant 
increases in payouts in the ensuing years. 
 
Endowment spending policies typically include a smoothing mechanism to create 
a more predictable payout stream.  Extreme positive or negative movements in the 
capital markets work their way through the spending calculation over a number of 
years enabling program managers to effectively plan for change. 
 
With financial markets suffering through an unprecedented period of turbulence, 
global recession is now a reality.  It is feared that it will be deeper and more 
prolonged than originally predicted.  Concerns over the impact of extreme 
volatility and downward price pressures on the endowment, precipitated this 
review of the endowment spending policy. 
 
OBJECTIVES OF A GOOD SPENDING POLICY: 
 
A good spending policy attempts to achieve a number of objectives.  First and 
foremost, it seeks to balance the needs of current and future program 
beneficiaries.  This objective is met by maintaining or slightly growing the real 
(net of inflation) endowment value over the long run.  The second objective of a 
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good spending policy is to provide a reasonable and stable flow of dollars in 
support of current programs thereby facilitating effective program management.  
The most common method of dampening spending volatility is to base the 
distribution itself on a market value averaged over three to five years.  The longer 
the averaging period, the lesser the impact of current market conditions on the 
distribution. 
 
OPTIONS CONSIDERED:  
 
In developing this proposal, three options were considered: 
 
• No change.  “Spend 5% of a 3 year average market value” 
• Lower the spending rate to 4 ½%.  “Spend 4 ½% of a 3 year average market 

value” 
• Lengthen the averaging period to 5 years.  “Spend 5% of a 5 year average 

market value” 
 
A series of forward looking and conservative return forecasts led to the following 
conclusions.  Without the initiation of a freeze in spending at FY08 levels, near 
term distributions using both the current spending policy AND the recommended 
spending policy which lengthens the averaging period will lead to a spending 
increase over FY08.  This increase would require additional liquidation of 
securities in a down markets, further eroding the endowment market value.  Over 
the subsequent five years, lengthening the averaging period will be dramatically 
less detrimental to endowed programs than the other options.  Rephrased, 
programs will be better supported (spend more) over this period than in other 
options.  Finally, the impact on endowed market value is similar in all options 
confirming that the sensitivity of market values to spending is best seen over very 
long time horizons (20 to 30 year periods). 
 
POLICY IMPACT: 
 
The proposed action holds FY09 spending at FY08 levels.  This is 5% below what 
the policy spending calculation with its current smoothing mechanism would have 
generated.  Importantly, approval will result in a change in spending policy which 
will lengthen the averaging period to five years.  Lengthening the averaging 
period will have the least detrimental impact on campus during these difficult and 
troubling times.  The longer averaging period has the added benefit of dampening 
market volatility during market extremes – providing higher levels of support 
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when markets are down and lower levels of support when markets are up.  A 
longer averaging period also facilitates forecasting and allows programs to 
effectively plan for change. 
 
REVIEW AND APPROVALS: 
 
This policy recommendation has been reviewed by the Senior Vice President and 
the administration, the Chief Investment Officer and by the University’s 
investment consultant, Cambridge Associates.  It requires review and approval by 
the full Board of Regents 
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