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ST. DAVIDÕS EPISCOPAL CHURCH FOOUNDATION 
INVESTMENT POLICY STATEMENT 

 
BACKGROUND 
 St. David’s Episcopal Church, Austin, is one of the city’s leading 
institutions.  It is celebrating it’s 150th year in 1998.  The original endowment was 
created in 1944.  Past management of the fund has been handled by an 
investment committee of the board of the Foundation.  The purpose of the 
several endowments of the Foundation is to help support  the church’s activities. 
 The names of the Foundation’s funds as of November 21, 2007 are as 
follows: 

1)  St. David’s Church Operating Endowment Fund 
2)  Deborah Ann Scott Endowment Fund 
3)  Emily Rice Finch Endowment Fund 
4)  Fannie and Trigg Twichell Music Endowment Fund 
5)  Downtown Labyrinth Endowment Fund 
6)  Pipe Organ Endowment Fund 
7)  Music Endowment Fund 
8)  Eckhardt Mission Series Fund 
9)  Kunz Endowment Fund 
10) Knox Endowment Fund 
11) Wendlandt Fund 
12) Acorn Community Outreach Endowment Fund 
 

 Other pertinent information is as follows: 
  Custodian: RBC Dain Rauscher, Inc. 
  Investment Consultant: Malcolm L. Cooper, RBC Dain Rauscher 

Legal Consultant: H. David Hughes, Brown McCarroll & Oaks 
Hartline 

  Plan Assets: $6,409,239.48 as of October 31, 2007 
  IRS Tax ID: 74-6135073 

 
PURPOSE 

The purpose of this policy statement is to establish a clear understanding 
of the investment policies, guidelines, objectives and restrictions for St. David's 
Episcopal Church Foundation, hereinafter called the Foundation. 

This statement will outline an overall philosophy that is specific enough for 
an investment manager to know what is expected, but sufficiently flexible to allow 
for changing economic and market conditions.  The Foundation will provide 
realistic risk policies to guide the investment manager toward standards for 
evaluating investment restrictions to be placed upon the investment manager.  
The Foundation will also outline the procedures for policy and performance 
reviews. 

Lastly, this statement will require review and possibly revision periodically 
to insure that it continues to reflect the Foundation's attitudes, expectations and 
objectives. 
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INVESTMENT POLICIES AND OBJECTIVES 

The investment funds of the Foundation are maintained to provide total 
return through appreciation, dividends and interest income from the fund's 
assets.  The careful management of the assets is designed to insure a return 
necessary at least to preserve and, it is hoped, enhance (in real dollar terms) the 
principal of the funds, and at the same time support the activities of St. David’s 
Episcopal Church. The management philosophy of this plan should be disciplined 
and consistent, taking into consideration all those events and occurrences 
considered reasonable and probable.  Extreme positions and opportunistic styles 
do not fit the general philosophy and tone of this fund and are not acceptable. 

The overall investment direction is to maximize the return consistent with 
the risks that the Foundation is willing to accept as stated herein.  The 
Foundation recognizes that risk (i.e., the potential for variability of asset values), 
and the potential of loss in purchasing power (due to inflation) are present to 
some degree with all types of investment vehicles.  An investment manager will 
be required to comply with all applicable laws, rules and regulations.  The 
investment manager will be given full discretion in managing the funds within this 
investment statement. 

Within the investment guidelines and constraints listed herein, the portfolio 
should be diversified so as to provide reasonable assurance that no single class 
of investment will have a disproportionate impact on the total portfolio. 
 
INVESTMENT GUIDELINES 

The goal will be to achieve a 5% average annual real rate of return on the 
Foundation’s assets (or CPI plus 5%).  Additionally, the Fund will be measured 
against a flat 8% annual target.  The objective shall be measured over an 
annualized, rolling five and ten year time frame in order to preserve the principal 
value of the assets and to appreciate the total value of the portfolio over time, 
exclusive of growth derived from non-investment sources. 
 The maximum risk acceptance level of this plan is 10% at any point in time 
and not over a market cycle.  For practical purposes the compliance with this risk 
standard will be reviewed quarterly and computed as loss in portfolio since the 
last quarter with a positive return. 
 
ASSET ALLOCATION 
 Asset mix is the primary determinant of the Foundation’s portfolio 
performance.  Asset mix may be changed from time to time, strategically or 
tactically, based on the economic and securities markets outlook, as well as 
income requirements.  The overall risk level of the assets in terms of potential for 
price fluctuation should not be extreme.   
 To pursue the foregoing objectives at an acceptable risk level, the asset 
allocation among common stocks, bonds, alternative investments, and cash 
reserves shall be within the following assigned ranges at market values: 
              Range 
 Asset Class  Target   Minimum Maximum 



 4 

  Equities   70%   35%  70% 75% 
  Fixed Income  30% 23%  20% 15% 60%  
  Alternatives    7%     5%  40%  
 
 
     
 Should mutual funds become a part of this portfolio, the allocation of the 
fund or funds’ assets will be reflected in the overall Foundation’s portfolio’s asset 
allocation, and not as a separate “mutual fund” category.  The benchmark index 
for the balanced account would be 60% S&P 500 / 40% Lehman Brothers 
Government/Corporate Intermediate. 
 
FIXED INCOME 

Fixed income investments should provide a highly predictable and 
dependable source of income, reduce volatility of the market value of the total 
portfolio, and provide funds for alternative investments.  The investments shall be 
limited to government securities, government agencies, mortgage backed pass-
throughs (government agencies), corporate bonds, and other asset backed 
securities deemed by the manager and trustees to be appropriate.  The 
maximum maturity should be ten years and the maximum average duration 
should be seven years. 

The credit rating of all fixed income investments must be at least BBB by 
Standard and Poor’s or Baa2 by Moodys.  An average rating of AA should be 
maintained.   
 
EQUITIES 

Equity investments should primarily provide appreciation of principal as 
well as current dividend income and growth of income, with the recognition that 
this requires the assumption of greater market volatility and risk.  Industry and 
company investments shall be based upon demonstrable analysis of prospects 
for above average return over a three-year period.   
 Investments shall be primarily in well-seasoned, quality companies whose 
securities enjoy marketability adequate for the portfolio. 
 Investments shall be chosen from the New York Stock Exchange, the 
American Stock Exchange, regional exchanges, and the National Over-the-
Counter Market that continually provide liquidity and are of good standing in the 
investment community.  No privately held stocks nor letter stock shall be included 
outside of the alternative investment allocation. 
 
ALTERNATIVES  
 Generally, the world of alternatives includes private equity, hedge funds, 
managed futures, and real estate.  Alternative investments offer risk/return 
profiles that may differ from traditional investments such as publicly-traded 
stocks, bonds, and cash.  Additionally, alternative investments may offer low to 
no correlation to traditional investments. 
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CASH 
 Cash equivalent short-term investments may also provide current income, 
but their main purpose is to store purchasing power when appropriate to fund 
long-term investments. 
 Negotiable certificates of deposit shall be limited in principal amount to 
FDIC or FSLIC insurance ceilings (currently $100,000.00). 
 Cash reserves should be invested in interest-bearing securities, free of 
risk or loss, fluctuation, and should be instantly saleable. 
 
CREDIT QUALITY AND RISK 
 All assets must have readily ascertainable market value. 
 Only mutual funds ranked average or above average by Morningstar may 
be considered. 
 Preferred stocks must be rated a minimum of A3 by Moody’s Investor’s 
Service, Inc., or A- by Standard & Poor’s Corporation at the time of purchase. 
 Convertible securities can be appropriate when they appear to offer a 
better risk/return ratio than other equity securities.  The same policies and 
standards of investment quality apply to both common stocks and convertible 
stocks. 
 
 
INVESTMENT RESTRICTIONS 
 Investment restrictions include the following and shall be strictly adhered 
to unless waived by the Board of Trustees of the St. David’s Church Foundation.  
It should be noted that, on 11/21/2007, the Board has chosen to waive these 
restrictions on the alternative asset allocation portion of the portfolio.  The 
restrictions are as follows: 
 
• All investments must be U.S. dollar denominated. 
• Commercial paper must be rated in the two highest quality classes by 

Moody’s Investor’s Service, Inc. (P1 or P2) or Standard & Poor’s Corporation 
(A1 or A2). 

• Not more than 5% of the voting securities of a corporation may be owned. 
• No securities may be purchased on margin or leverage. 
• No short sale transactions, other than covered call writing, will be made. 
• Transactions in financial futures are prohibited. 
• No more than 25% of the portfolio shall be invested in any one industry at 

cost. 
• No more than 5% of the portfolio shall be invested in the securities (including 

debt and equities) of one corporation at cost. 
• No foreign securities shall be purchased - with the exception of listed ADRs. 
• No privately held securities shall be included in the portfolio. 
• Investment in structured notes is prohibited. 
• No unlisted investments in real estate shall be made. 
• Option trading is prohibited except for covered calls or put hedges on a one-

to-one ratio. 
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• Commodity trading including all futures contracts is prohibited. 
 
SELECTION OF INVESTMENT MANAGERS 
 The St. David’s Episcopal Church Foundation, with the assistance of the 
Consultant, will select appropriate investment managers to manage Plan assets.  
Managers must meet the following minimum criteria: 

1)  Be a bank, insurance company, investment management company, or 
investment adviser as defined by the Registered Investment Advisers 
Act of 1940. 

2)  Provide historical quarterly performance numbers calculated on a time-
weighted basis, based on a composite of all fully discretionary 
accounts of similar investment style.  Furthermore, performance data 
shall: 

a)  Be of sufficient duration to include a variety of economic and 
capital market environments.  For equity and fixed income 
managers, sufficient duration will be defined as five years of 
verifiable quantitative performance data reported by an objective 
and competent third party.  The board retains the option to 
waive the minimum performance history requirements in certain 
cases where other attributes warrant further consideration of a 
specific manager. 

b)  Demonstrate a long-term record of performance superiority 
within the top quartile of institutional managers in their area of 
specialty. 

c)  Demonstrate a long-term record of performance superiority over 
applicable general market indices. 

3)  Provide performance evaluation reports prepared by an objective third 
party that illustrate the Risk/Return profile of the Manager relative to 
other managers of like investment styles. 

4)  Provide detailed information on the history of the firm, key personnel, 
key clients, fee schedule, and support personnel.  This information can 
be a copy of a recent Request for Proposal (RFP) completed by the 
Manager. 

5)  Clearly articulate the investment strategy that will be followed and 
document that the strategy has been successfully adhered to over 
time. 

6)  Selected firms shall have no outstanding legal judgments or past 
judgments that may reflect negatively on the firm. 

 
CONTROL PROCEDURES 
Duties and Responsibilities of the Investment Manager 
The duties and responsibilities of the Manager retained by the St. David’s 
Episcopal Church Foundation include: 

1)  Managing the Plan assets under its care, custody, and/or control in 
accordance with the IPS objectives and guidelines set forth herein, and 
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also expressed in separate written agreements when deviation is 
deemed prudent and desirable by the Trustees. 

2)  Exercising investment discretion (including holding cash equivalents as 
an alternative) within the IPS objectives and guidelines set forth herein. 

3)  Promptly informing the Trustees in writing regarding all significant 
and/or material matters and changes pertaining to the investment of 
Plan assets, including, but not limited to: 

a)  Investment strategy 
b)  Portfolio structure 
c)  Tactical approaches 
d)  Ownership 
e)  Organizational structure 
f)  Financial condition 
g)  Professional staff 
h)  Recommendations for guideline changes 
i)  All legal, material, SEC, and other regulatory agency 

proceedings affecting the firm. 
4)  Promptly voting all proxies and related actions in a manner consistent 

with the long-term interests and objectives of the Plan set forth herein.  
The Manager shall keep detailed records of said voting of proxies and 
related actions and will comply with all regulatory obligations thereto. 

5)  Utilize the same care, skill, prudence, and due diligence under the 
circumstances then prevailing that experienced, investment 
professionals acting in a like capacity and fully familiar with such 
matters would use in like activities for like Irrevocable Trusts with like 
aims in accordance and compliance with ERISA and all applicable 
laws, rules, and regulations from local, state, federal, and international 
political entities as they pertain to fiduciary duties and responsibilities. 

6)  Acknowledge and agree in writing to their fiduciary responsibility to 
fully comply with the entire IPS set forth herein, and as modified in the 
future. 

 
 
Monitoring of Investment Managers 
Quarterly performance will be evaluated to test progress toward the attainment of 
longer-term targets.  It is understood that there are likely to be short-term periods 
during which performance deviates from market indices.  During such times, 
greater emphasis shall be placed on peer-performance comparisons with 
managers employing similar styles. 
 
On a timely basis, but not less than twice a year, the Trustees will meet to 
review: 

1)  Manager’s adherence to the IPS guidelines. 
2)  Material changes in the Manager’s organization, investment 

philosophy, and/or personnel. 
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3)  Comparison of the Manager’s results to appropriate indices and peer 
groups. 

 
The risk associated with Manager’s portfolio, as measured by the variability of 
quarterly returns (standard deviation), should not exceed that of the benchmark 
index and the peer group without a corresponding increase in performance 
above the benchmark and peer group. 
 
In addition to the information covered during the quarterly reviews, the Trustees 
will meet at least annually to review: 

1)  The Manager’s performance relative to managers of like investment 
style or strategy (peer group).  The Manager is expected to perform in 
the top half of the Manager’s respective style universe. 

2)  The Plan’s investment performance results compared to the Manager’s 
overall composite performance figures to determine unaccounted for 
dispersion between the Manager’s reported results and the Plan’s 
actual results. 

 
The Trustees are aware that the ongoing review and analysis of investment 
managers is just as important as the due diligence implemented during the 
manager selection process.  Accordingly, a thorough review and analysis of 
the Manager will be conducted if: 

1)  The Manager performs in the bottom quartile of his or her peer group 
over a quarterly or annual period. 

2)  The Manager falls in the southeast quadrant of the Risk/Return 
scattergram for three- and/or five-year time periods. 

3)  The Manager has a five-year risk-adjusted return fall below that of the 
median manager within the appropriate peer group. 

 
Furthermore, performance that may require the replacement of the Manager 
includes: 

1)  The Manager consistently performs below the 50% percentile of his or 
her peer group over rolling three-year periods. 

2)  The Manager consistently performs below the 50% percentile of his or 
her peer group over a five-year period. 

3)  The Manager produces a negative alpha for three- and/or five-year 
periods. 

 
Major organizational changes also warrant immediate review of the Manager, 
including: 

1)  Change in professionals. 
2)  Significant account losses. 
3)  Significant growth of new business. 
4)  Change in ownership. 
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DISTRIBUTION POLICY 
During January of each calendar year, the Board of Directors of the Foundation shall 
determine the “Distribution Percentage” and the “Average Asset Value” of the 
Endowment Fund for determining the “Distribution Amount” for the current calendar 
year.  The Distribution Percentage shall be that percentage of the Average Asset Value 
of the Endowment Fund that, if distributed, would, in the sole reasonable discretion of 
the Board, enable the Endowment Fund to continue distributing an amount from the 
Endowment Fund with equal purchasing power each calendar year in the future in 
perpetuity, after projecting total, future expected returns on investments of the 
Endowment Fund and future inflation.  The Average Asset Value for the calendar year 
in question shall be determined by dividing the sum of the net asset values of the 
Endowment Fund for the thirteen (13) calendar quarters ending prior to the calendar 
year in question by the whole number thirteen (13); provided that, if the Endowment 
Fund has been in existence for fewer than thirteen (13) calendar quarters, the Average 
Asset Value for the calendar year in question shall be determined by dividing the sum of 
the net asset values of the Endowment Fund for the full calendar quarters that the 
Endowment Fund has been in existence by the number of  full calendar quarters that 
the Endowment Fund has been in existence.  The net asset value of the Endowment 
Fund for a calendar quarter shall be the fair market value of the assets of the 
Endowment Fund less accrued but unpaid liabilities of the Endowment Fund as of the 
last business day of such calendar quarter.  Each publicly traded security shall be 
valued at its closing price on the valuation date in question.  The determination of the 
fair market value of all other assets of the Endowment Fund on the valuation date in 
question shall be made by the Board of Directors of the Foundation.  The Distribution 
Amount shall be an amount equal to the Distribution Percentage times the Average 
Asset Value of the Endowment Fund 

 


