Executive Summary
2015 NACUBO-Commenfund
Study of Endowments®

Data gatherad from 812 U.S. colleges and universk
ties for the 2016 NCSFE show that these institutions'
andowments returned-an average of 2.4 percent
{net of fees) for the 2015 fiscal year (July 1, 2014~
Juné 30, 2015}, compared with 15 6 percent for the
2014 fiscal year and 14.7 percent for fiseal 2018,
The B12 instititions participating in this year's Study
represented §529 0 billion in endowrfient asséts

Returns for all of the investment ¢ategones followad
in the Study were lower in FY2015 thanin the pre-
viaus fiscal year, As in FY2014, domestic equities
generated the fughest return, 8t6.4 percent, a figure
well below lest year's 22 8 pereént return. Other
comparative reported retumns for the two fisgal years
ware: alternativaistratagies, 11 percent in FY2016
versus 12,7 pereent in FY2014; fixed income, 0.2 per
gent versus 5.1 parcent; international equities,

2.1 percént versus 19.2 percent; and short-term
securities/cashfother, 0.0 percent versus 1.9 percent
{All returnis-are repornted: net-of feses }

Exarnining reported FY2015 returns for the varidus
alternative invastment strategies, venture capital
agein provided the highest retumn, &t 15.7 percent,
compared with 233 pereent a yearago. Private
equity real estate (nenscampus) returned 9.9 percent,
down from 12.6 pergent in FY2014. Privite équity
(LBOs, mezzanine, M&A funds end international pek
vate egquity) followed at 9.3 percent, compared with
16 5 percent in FY2014. Distressed debt produced

2 5.4 percent return; dewn from the previous year's
13.2 percent. Merketable alternative strategies
{(hedge funds, absolute retum, market neutral, long/
short, 130/30, event-dnven and danvatives} retumed

2 7 percarit vérsus FY2014's 99 pértent. Two Strate-
gies yieldsd nagative rettirns: commodities arid
managed futlires had.a retum of <177 percent compared
with 8 79 parcentgain in FY2014, and energy

and ratural resourées returned -13 3 percent agaifist
16.3 peroent last yean

Longerterm Refumns

Participating institutions’ trailing three-year retums
avéraged 9.9 percent, up from 9.0 pardent last
year, as afesult of the elimination of FY2012'S poor
returp frorh the ealoulation. Institutions with assets
over 37 billior had the highest average ratitim

for this period, at 10:8:parcent. The loweast average
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three-year return; 9.4 percent, was réported by insti-
tutions with assets between $51 and 100 million.
Trailing fivesyear returns averaged 9.8 percent
compared witlh 11.7 percent in last year's Study,

due to the slimination of FY2010's 11.9 pércent
return. Institutions with assets under $25 million
reported the highest return for the trailing five-year
period, at 10.6 percent, while instiiutians with
assets between $51 and $108 million reported the
lowest average return, &t 8:4 percent Trailing 10+ysar
returns declined to an average of 6.3 pereent from
fast yeai's 7.1 percent Thé highest average 10-ysar
retumn came from the largest size categery, at 72 per
cent, while instrtutions with assets betwseen $25
and $60 million reported the lowest, at 5.6 percent.

Asset allocation among participating endowments
was Iiftle ehanged over the coursa of the fiscal year
Participating endowments reported the following
asset dlecation in FY2015 (with eomparable FY2014
figures in parentheses).
+ Domastic equities: 16 parcent {17 pereent)
—Fixed income: 9 percent (2 percent)
= nternational equities: 19 percent (19-percent)
~— Alternative strategies: 52 percent (51 percent)
~= Shortsterm secunties/cash/other: 4 percent

{4 percent)

The differences in asset allocation by size cohort
that have charactenizéd previous Swudies are eviderit
again this year. For examgle, tfe largest institutians
inthe Studly reported an average 57 percent alloca-
tion to altemative strategies while the smallest size
cohort averagid just 11 percent. The reverse was true
for domestic equities, where instifutions with assets
under $25 million reported an average 42 percent
dllocation versus 13 parcent for institutions with
assets ever $1 billion. Acress all six size cohorts, the
allocation to alternative investment strategies is
correlated with endowment size; Tor both domestic
equities and fixed income the reverse is true, with
the allocation growing as endowment size dselines.

Among alternative strategies allocations for the Study
population as a whole, the largest allocation, at

20 percent, was to marketable alternatives, followed
by private equity at 10 parcent. Other allocations
were: energy and natural resourcés and private
equity real estate (nomeampus), at 6 percent each,
vénture capital, at b percent; distressed debt, at

2 peréent; and comrhodities and managed futures,
at 1 percant.

The FY20T5 effective spending rate for the 812 par
ticipating institutions averaged 4 2 parcent, down
shghtly from 4.4 percent last year, and aftnbutable to
the lag effect ereated by strongly nsing merkets in
FY2013 and FY2014 on the aversging method used
by the great majonty of instriutions in ealeulating
their spending: The effectivé spending rate varied
fror a high of 4.5 percent for institutions with assets
under 826 million to a low of 4.0 pargant for institu-
tions with assets between §25 and $50 million:

Although the effective spending rate dedhned moder
ataly, a higher percentage of institutions reported
increasing their spending i dollar terms. Seventy-
eight percent of Study respondents reported spend-
ing more in dellars this year, an ineregse of four
percentage points over [ast year. Five of the six size
aohorts reperted higher spending in dolldrs, Among
institutionsincreasing their doller spending, the
median increase was 8.8 percent, well above inflation.

Participating institutions reported thet an gverage

of 9.7 pereent of ther operating budget is funded
by their endowment compared with 9.2 percent
reported a year ago. THe largest institutions, those
with assets over $1 billion, relied on the endowment
to fund.an average 16.5 percent of their operating
budget in FY28715, while atinstitutions with assets
under $25 million the endowrnent funded just 47 per
cent of the operating budgst.




The median total of new gifts to endowment was
$2.7 million, an ingrease from last year's $2 & million,
wihile the average tots] of new gifis was $10.0 million
compared withast year's $10.1 million. Fortysfive
poarcent of participating institutions raported an
inérease in gifts in FY2015, undhanged ysar over
vear. Thirty:aight percent reported a decrease in

aifts, also unchanged.

Debt

Among the 810 Study respendents reporting

that they carry debf, sverage total debt-stood &t
$219.1 millibnas of June 80, 2015, campared

with $2175 million a yéar sarlier. Median debt rose
to $58.2 milllion from $65.2 million. Thirty percent
of Study participants raported ingregsing debt in
FY2015, a two-pereentage-point-decrease dver the
course of the year. Sixtyshve peraent reported &
decreése, up from-62Zipercent in the previous Study.

Staffing, Outsourcing and Consultant Use
Endawmn‘rs reporisd an average of 1.7 fulltirhe

quivalent (FTE) emplbyees devoted to the invest-
rnent managerhent function in kY2015 versus an
avetagie of 16 FTEs & year ago. Endowments with
asgets over 81 billigr ted the largest average staff
size, at'9.1 FTEs, while endowmants with assets
between $601 million and $1 billion reported an aver
age of 2 5 FIEs. Endowments in the other size
cohorts reported lessthan gne fulltime egquivalent
devoted to investment management.

Fotty-three pereent-of Study respondents said they
Rave substantially outsourced the irvestment mgn-
agement fuhctioh, unchanged yedr over year. Whils
outsourcinghas been increasing fora nurnber of
yaars, this year may indicate & pause n this trénd:
Eighty-four percent of the Study pépulafion reported
using a gonsuftant for varieus services rélatedito
investment ranagement; & moderate inérease over
last year's B2 percént.

Risk Management

The Study found that 62 pereent of partieifating
nstitutions employ risk limits in their portfolies, up
from b7 percenta year age andta marksd incregse
from the B0 peréent reported twe years ago. Seventy
niné gereent-of this group use volatility calculations,
suth a& standard devistion, up from 76 percent a year
ago and 72 peroent two years ago. Sixty-Six percent
use imeasures such as alpha and beta, up from

61 parcent last year and 55 parcarit in FY2013. Fifty-
one percent of respondents reported using stress
testing or seeneno analysis for their pértfelios ¢om-
pared with 46 pereent last year and 41 percent two
years ago.

‘Responsible Investing Criteria

Of the 812 Study participants, 15 perdent said they.
seek to melude in their portfolids invastments ranking
high en environmental, seeigl andigovernance (ESG)
gritena, a ofe-percentage-point intrease year over
year, Twanty-five percent said they exclude or sereen
out investments that are ihgonsistent with the institu-
tion's rhissioh, unchanged since the previous Study,
while 16 pércent said they allocate a-portion of the
endowrnert to investmeants that further the institu-
tion's mission, & small ingrease over the 15 pertent
that ditl 8o last year Just 7 percent of institutions
said their board had voted to exclude responsible
investing considerations, up slightly from 6 pergent
lzst year, while 76 pereent of respondents said their
board had not taken such an actign, also a one-
pereentagespoint ineréase. Seven peraent said they
were considenng dhanging their ivestment policy
toinclude ESG integration, undhanged fromn last year,
while 70 percent seidtheéy were not doing s0, gorm-
pared with last year's 69 pergent.
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NCSE Leaders comprise the top decile and top guar
tile of the Study universe medsured by investment
return for FY2015. Compéred with the Study universe
return of 2.4 percent, the top deeile raported an aver
age retumn {net of fees) of 78 peteent and the top
quartile reported ah aversge net retum of 5.8 percent.

For the-trailing three years, the fop dacile reported
an average annusl return of 11.7 percent while the
top guartile was just behind with anaverage annual
return of 114 percent versus a 9.9 percent average
return for the Study universe, For the trailing five-
vear period, respective returns were 111 percent,
109 percent and'9 8 percent. The top decile reperted
10«yeer trailing refumns of 78 pereent, while thetop
quartile reported 73 pereent. For the same period,
the Study population overall reported an average
annual refurn of 6.3 percent.

As was the case last year, the Leaders had highly
diversified portfolios with smaller allotations to the
highest performing liquid asset class, domastic equi
ties. Compared with an averall allocation of 16 per
cent, the-top decile allocated 11 pertent to domestic
equities while ths top quartile alloeetad 13 percent.
All three categones had roughly equal sllocations to
the poorest parformer, mternstional equitiés. Leaders
had the largest allocations 1o altemative strategies—
an average of 61 pércent for the tap decile and

88 percent for the top guartile aganst B2 percent

for Study participants overall.

As has fregquently been true inthe past, the largest
and mast diversified endowments were overrapre-
sented among the NCSE Leaders. hstitttions with
assets over $1 billion represented 12 percent of the
Study population, but 36 percent of the top dedile
and 24 percent of the top quartile. Both arg notewoi
thy inGreases, as last year the largest endowments
accounted for 24 percent of the tbp decile and

18 parcent of the top quartie. Institutions with assets
Between $501 million and $1 billion were alst over
reprasented, but those with assets between $101
and $560 million were undesrepresented as were
those with assets between 851 and $100 million.
Institutions with assets between $25 and $50 million
weré underrepresented in the top decile but propor
tionally represented in the top quartile; the smallest
endowments, those with assets under $26 million,
were probortionally represented in both the top
deaile and top quartile.




