
DRAFT MEMO 
 
TO:   PVPLC Board of Directors 
FROM:  Rob Kautz 
DATE:  January XX, 2015 
RE: Proposal for the replacement of policies regarding investment management and 

endowment; adoption of an Investment Committee Charter. 
 
INTRODUCTION 
 
During 2014, the total funds to be invested and managed by the PVPLC Investment Committee 
increased from approximately $1.5 million to over $5.5 million of which $1.2 million is now 
contained in a formal donor-specified endowment fund.  This led to a review of existing policies 
and resulted in the following proposal to replace the existing investment management policies in 
their entirety rather than make incremental changes to the existing policy.  
 
This memo summarizes the major differences from existing policy, introduces the new policy 
documents as attached, and provides optional reference materials regarding the legal 
requirements for nonprofit boards in managing their investment funds. 
 
The proposed policy is in the form of a new Investment Committee Charter and replacement of 
three PVPLC Policy Manual sections:  6.2 Investment Policy, 6.3 Distributions, and 5.3 Gift 
Acceptance Policy subsection Endowed Funds.   
 
The proposed policy is intended to codify in written form the current practices of the Board and 
Investment Committee and is not intended to be a departure from current practice.  However, 
there are many changes, additions and enhancements included in the proposed written policy 
documents: in anticipation of future issues for the new situation of having a formal endowment 
fund; to enhance the sophistication and clarity of the investment guidance; and to eliminate 
overlap with other planning and budget processes which might lead to frequent and 
unnecessary revisions of the investment policies. 
 
[Note that the review process for this draft is still ongoing] For purposes of satisfying due 
diligence requirements, it is noted that these draft documents were requested during a 
Governance Committee meeting and drafts were organized by a qualified current board 
member and former PVPLC Treasurer on a volunteer basis with reference to the Vanguard 
Institutional Nonprofit Toolkit, national Nonprofit Resource Center pro bono policy memos, and 
other online resources cited below; the drafts have been discussed and approved by the 
Investment Committee, Finance Committee, and Governance Committee and have been 
reviewed by counsel, the external auditor, tax preparer, and the staff, before presentation to the 
full board for discussion and approval. 
 
OVERVIEW OF MAJOR DIFFERENCES FROM EXISTING POLICIES 
 
To facilitate the board’s understanding of what is changing in the scope of the existing written 
policies, the major differences from the existing Policy Manual are summarized below. 
 
Comprehensive Committee Charter.  The investment committee charter explicitly defines the 
roles and responsibilities of the Board and Investment Committee and the protection from 
potential liability afforded to the volunteers on the Investment Committee.  [Note, this charter 
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still needs to be reviewed against requirement in the latest Bylaws regarding its language 
on the Investment Committee.] 
 
Board-designated Annual Distributions.  The existing policy of distributing 5% of invested funds 
annually to support PVPLC operations remains essentially the same.  Phrases have been 
added which provide an option for the Investment Committee or Finance Committee to 
recommend that less than 5% be distributed after taking into consideration the factors specified 
in California’s 2009 Uniform Prudent Management of Institutional Funds Act.  
 
Investment Objectives and Management.  Existing policy specified a single set of objectives and 
management guidelines for all funds to be invested reflecting the fact that previously all of the 
funds to be invested might need to be accessed at any time for emergencies as approved by 
the board.  The replacement policy specifies different investment objectives and management 
guidelines in three categories for the short, medium, and long term time horizon for the 
investment of the funds.  The Executive Director and Treasurer would communicate the levels 
of funds anticipated in each category annually during the budget process. 
 
Restrictions on use of Board-restricted funds.  Existing policy defines certain Board designated 
temporary restrictions around three named “Funds”, each of which related to specific purposes 
(i.e. Vanguard Preservation Fund, Portuguese Bend Fund, and Founders Fund).  The total of all 
these funds was approximately $1.5 million which is subsumed into the total of board-
designated funds today of over $4.0 million.  The replacement investment policy is limited to 
guidance for the investment committee regarding the overall investment portfolio and 
authorization of distributions; it avoids specification of any intended use of funds other than 
reference to any formal Endowment Agreements.  It is recommended to discontinue the use of 
Board-designated fund names in the investment policy, such as the three named in the existing 
investment policy, because they can create unnecessary confusion and complicate 
administration of the investment policy; however, nothing prevents the Board from 
memorializing the intended use of portions of the investment funds in its planning documents — 
any special distribution of the principal of any investment funds also already requires approval of 
the full Board.  It is recommended that the designation of the use of distributions of principal 
from Board-designated investment funds and the use of annual distributions be authorized by 
the Board either through the strategic planning and annual budgeting process which the board 
conducts through the Finance Committee with approval by the full board, or through a written 
resolution of the Board of Directors in the case of a special project.   
 
Allocation of Investments to Asset Types.  Existing policy specified that 2 of the 3 Funds 
mentioned above were to be “Fixed Income” funds and the third to be invested according to the 
overall investment policy.  It is assumed that the designation of “Fixed Income” was intended to 
ensure the safety of the funds prior to and following the 2008 financial crisis.  Existing policy 
also specified target benchmarks, some of which have become defunct over time such as the 
Lehman Aggregate Bond Index.  Today, fixed income securities either provide no return on 
investment or are subject to potential volatility in interest rates which may move as quickly as 
equity values.  These examples of how rapidly the market environment can change today are 
good examples for why such specifics of investment policy are not included in the new policies.  
The replacement policy provides guidance on investment strategy and allocation for the 
investment portfolio as a whole and by explicit time horizon, leaving the particulars of selected 
benchmarks, assets, and banks/brokerages/accounts to the discretion of the Investment 
Committee.  The policies regarding allocation, diversification, rebalancing, and avoidance of 
risky alternative investments have been updated and expanded.  (Note that creation of any new 
bank or brokerage accounts would still require prior board discussion and approval, and the 
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Investment Committee is still required to report quarterly on investments and its selected 
benchmarks to the full board.  Investment Committee members who are not PVPLC officers 
also would not be eligible to be signers for distributions from any accounts.)  
 
Reliance on Third Party Investment Managers.  The existing and the replacement policy refers 
to valid authorization of third party investment managers.  The policy regarding delegation of 
control over funds to be managed by any third parties has been updated and enhanced. 
 
Acceptance of future Endowment Funds:  The replacement section for 5.3 Gift Acceptance 
Policy subsection “Endowed Funds” has been renamed “Endowment Funds” to match legal 
statute reference and includes a definition of Endowment Funds, Endowment Agreements, and 
guidance for approval of such agreements by the Executive Director and Executive Committee.  
It also specifies that new endowment contributions should be contributed to an existing 
Endowment Fund, unless the new donor’s desired purpose is not fulfilled by any existing 
Endowment Fund.  It also increases the required funds to establish any new Endowment Fund 
to be managed separately by the Investment Committee from $100,000 to $500,000; however, 
there is now no minimum requirement for an endowment contribution made into an already 
existing Endowment Fund.  The Board can also approve a new Endowment Fund of less than 
$500,000 by special resolution. 
 
 
RELATED ISSUES COVERED IN OTHER SECTIONS OF THE PVPLC POLICY MANUAL 
 
Note that there are related areas that are sometimes addressed in an Investment Policy that are 
addressed in other PVPLC Policies which are not being revised.  For convenience, these areas 
are listed below with the Policy Manual section noted. 
 

Gifts received in the form of specific securities to be liquidated immediately - see 5.3 Gift 
Acceptance Policy subsection Securities. 

General control over purpose/use of Investment Distributions - see 6.1 Financial 
Management - Budget. 

 
 
 
************************************ 
 
 
Attachments: 
 
Proposed Investment Committee Charter 
Proposed Policy Manual replacement sections 6.2 Investment Policy, 6.3 Distributions, and 5.3 

subsection on Endowed Funds 
Reference copy of existing Policy Manual sections 6.2 and 6.3 
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OPTIONAL REFERENCE: BACKGROUND REGARDING FIDUCIARY REQUIREMENTS 
 
As a point of general reference, the “fiduciary duties” of a nonprofit board member and 
committee member are summarized in Vanguard’s Institutional Nonprofit Resource Center as 
follows:   
 
Duty of care: Nonprofit fiduciaries must use the same degree of care, skill, and diligence that a 
prudent person would use in handling corporate affairs. Board members can fulfill their 
responsibility largely by being informed about matters of importance to their sponsoring 
organization. This means keeping apprised of relevant information before making important 
decisions or acting on behalf of the nonprofit. 
 
Duty of loyalty: Fiduciaries must put any personal or private interests aside and always act in 
the best interests of their sponsoring organization. Self-dealing, conflicts of interest, and even 
the appearance of impropriety should be avoided at all costs. Self-dealing occurs when a 
fiduciary stands to gain financially from a nonprofit decision. 
 
Duty of obedience: Nonprofit fiduciaries must comply with applicable fiduciary law while keeping 
the organization true to its mission. 
 
Legal and tax codes do not specify exactly how nonprofit organizations should invest non-
operational funds.  However, the implications of legal and tax codes as well as the relevant 
qualitative questions in the Form 990 are summarized in the documents cited below and are 
summarized together here for quick reference.  With respect to investment funds, the board of a 
nonprofit public benefit corporation, such as PVPLC, must: 
 
1) Avoid speculation, looking instead to the permanent disposition of the funds, considering the 

probable income, as well as the probable safety, of the nonprofit corporation’s capital.  (The 
probate code allows for an evaluation on a portfolio basis versus an individual investment 
basis, but a conservative legal approach would apply this standard to each asset and to the 
portfolio overall.) 

2) Apply the long term investment criteria (i.e., permanent disposition) only to investment 
assets, not to assets “which are directly related to the corporation’s public or charitable 
programs” which require immediate liquidity.  

3) Expect special IRS scrutiny of certain types of investments that the IRS has stated are not 
“favored” for non-speculative investment portfolios including: securities purchased on 
margin; commodity futures; working interests in oil and gas wells; "puts", "calls", "straddles", 
and other derivatives; warrants; and short sales. 

4) Exercise control over investment funds and investment decisions as a reasonable, prudent 
person would. 

5) Prudently select a long term spending rate as a percentage of the overall value of the 
investment portfolio taking into account a variety of factors (these factors are included in 
new section 6.3 Investment Portfolio Distributions). 

6) Formally conduct the management of investment assets or formally delegate this to a 
knowledgeable and competent investment committee or investment professional who is 
directed to follow applicable standards. 

7) Avoid investments which may jeopardize the charitable purpose of the nonprofit. 
8) Comply with additional standards, if any, imposed by the articles, bylaws, or express terms 

of the instrument or agreement that contributed the assets to the corporation (i.e. 
endowment agreements). 
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These specific issues are all addressed in various provisions of the proposed investment 
policies. 
 
The sources for the research of these policies includes the Vanguard Institutional Nonprofit 
Toolkit, national Nonprofit Resource Center recommended legal task force policy memo on 
Investment Policy, and two other legal memos that are publicly available online.  These are the 
website links for these resources at the time of writing this memo (under each look for 
investment policy memos and sample policy or charter documents): 
 
Vanguard Institutional Nonprofit Resource Center current toolkit: 
 
https://institutional.vanguard.com/VGApp/iip/site/institutional/clientsolutions/endowmentfoundati
on/NPResourceCenter/fiduciarytoolkit 
 
Nonprofit Resource Center links to California Pro Bono Legal Task Force Memos regarding the 
implications of the new form 990 (2010): 
 
http://www.nprcenter.org/resource/governance-policies-procedures-samples 
 
Article regarding the nationally recommended Uniform Prudent Management of Institutional 
Funds standards (2009): 
 
http://www.eisneramper.com/uploadedFiles/Resource_Center/Articles/Articles/Issues_of_Intere
st_to_the_Not_for_Profit_Community_Spring_2009.pdf 
 
(the above link also includes accounting guidance and example of required Endowment Fund 
financial statement disclosure.) 
 
Publicly available legal memo on the implications of the Califormia 2009 Uniform Prudent 
Management of Institutional Funds Act: 
 
http://www.adlercolvin.com/pdf/planned_and_charitible_giving/UPMIFA%20The%20Law%20of
%20Endowments%20(00183569).PDF 
 
 
The legal references cited in these various sources are to the California Corporations Code 
(“CCC”) §5240, the California 2009 Uniform Prudent Management of Institutional Funds Act 
(“UPMIFA”) codified in the California Probate Code §§18501 through 18510), and the Internal 
Revenue Code 4944. 
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