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McLEAN BUDDEN THE QUESTION

How to be successful at optimizing spending and
growing the endowment ?

e Realizing the importance of the investment aspects
e Having a plan to avoid unhappy outcomes
* Knowing what we control and acting on it

o Getting the right people involved

What do we control ?
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McLeaAN BUDDEN

THE VARIABLES
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mcteaan Buooey . MARKET RETURNS - EXPECTATIONS

Real returns from Bonds... slightly over 2%
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Average inflation 3.9% between 1950 and 2007
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mctean Buooen . MARKET RETURNS - EXPECTATIONS

Real returns on stocks... between 5 and 6%

Min. spending 3.5% + admin. fees
— We need real returns >4 %

This implies a significant allocation to stocks
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McLEAN BUDDEN ASS ET M IX

Why diversify ?

|
Return

100% Stocks

Seek Diversification by:
® Geography
* Asset Class
* Sectors
* Management Style

100% Bonds

= Volatility
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McLeaN Buppen TESTING FOR PERENITY

Will we preserve capital ?

Probability Ending Balance Exceeds Current Balance: Real Dollars

1.01

3-Year Smoothed Market Values

0.91

0.81

0.71

0.61

0.51 -

Int + Div 3.0% 1.0% 3.0% 5.0%

M"“LL“NEU DD l"N m Current Mix O High Eq (60%) O Low Eq (45%)
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McLEAN BUDDEN SELECTING MANAG ERS

Questions to ask yourselves:

* Were these people able to add value ?
e Wasitdue to luck or skills ?
 C(Can past results be repeated ?

Need to analyze: Organization
People
Process
Philosophy
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McLEAN BUDDEN SELECTING MANAG ERS

Monitoring and replacing managers

New manager
* Pre-Hire 3yr excess return : 2.9%
* Post-Hire 3yr excess return : 0.03%

Previous manager
* Pre-fire 3yr excess return : -1.0%
* Post-fire 3yr excess return : 4,2%

Source: The Selection of Investment Management Firms by Plan Sponsors (Goyal, Wahal)
1994-2003 8,755 hiring decisions
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McLeaAN BUDDEN

CONCLUSION
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