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The challenging economic conditions and market
fluctuations have led many not-for-profit organizations
to revisit their spending policy assumptions. Traditionally,
a 5% calculation based on some type of rolling market
value average is a common approach. The 5% basis is
derived from the Internal Revenue Service Guidelines

for Minimum Distribution Requirements for private
foundations.

It is surprising to learn how many organizations do not
coordinate their spending policy with their investment
policy. Most organizations are reviewing their Investment
Policy Statement annually however the same “due
diligence” should be given to their spending strategies.
Many academic white paper reports make the case that
a traditional 5% spending policy can be a long term

self liguidation strategy when taking into consideration
inflation and a net growth target! This is even more
important today given capital market projections and
the persistence of very low interest rates.

The availability of multiple types of investment options
from hedging strategies, international investment,
indexing and the traditional stocks and bonds add to
the complexity of coordinating a consistent payout with
the current allocation target. Some of the more complex
investment alternatives have limited availability to
investors due to minimum size and liquidity constraints
making investment policy modifications even more
difficult. Most organizations are looking for consistency
over time versus maximum payouts during shorter
periods of time or special needs.

Another challenge facing not-for-profits relates to their
level of reliance on government funding, annual fund
raising success and direct donor support.

Has the economy led to staff reductions, specifically in
the development department? Are there special project
needs (building or program expansion) that require
attention now? Is there a capital campaign taking place?
These factors can exasperate an already widening gap
between the organization’s investment resources and
spending needs.

So what can be done? First, make sure you closely
work with your investment advisor to integrate your
Investment Policy with your Spending Policy. Keep a
long term focus even though short term conditions
may cause unexpected shortfalls. Ask the question
“Can our current asset allocation target along with
any restrictions imposed achieve the overall results we
need?” Remember to consider inflation and its impact
on purchasing power and your net real required rate
of return. There are tools that exist that can assist in
completing this analysis. Tools can include historical
results and realistic capital market projections. This
would be a good time to consider whether alternative
investment strategies should have a role in the overall
investment scheme.

External funding sources should also be considered
when looking at the “big picture”. Examples would
include fund raising efforts, planned giving development
and new potential sources of income. Some
organizations have determined their core competencies
and strengths in order to turn them into new revenue
generating activities.

It’s a great time to reevaluate where your organization is,
what your mission truly is and align a financial strategy
that not only matches expectations but actually puts you
on a pathway to success.
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The information presented in this material is general in nature and not designed to address your investment objectives, financial situation or
particular needs and does not constitute the rendering of investment advice or a specific recommendation on investment activities and trading.

Asset Allocation, Hedging/Diversification and other Alternative Investment strategies are intended to mitigate the overall risk within your portfolio.
Some strategies may be subject to a higher degree of market risk than others. An investor should understand the costs, cash flows and risks
inherent in a strategy prior to making any investment decision. There are no guarantees that any strategy presented will perform as intended. Past

performance is no guarantee of future results.
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