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CURRENT ENVIRONMENT
Higher Education and Private Secondary institutions face a challenging
operating environment. Revenue growth will be hard to achieve due to a
number of factors1:
•

Slow economic growth putting downward pressure on tuition
increases;

•

Sequestration and other Federal budget cuts decreasing available
financial aid for students;

•

Challenging State budgets (applicable to public institutions); and

•

Rising competition from Massive Open Online Courses
(“MOOC”).

In order to combat those pressures, many institutions face a corresponding
pressure to raise expenses to attract potential students through facility and
housing upgrades, new faculty positions, expanding course of study as well
as developing their own solution / response to the MOOC trend.
HOW DOES THE CURRENT ENVIRONMENT CHANGE
EDUCATIONAL INSTITUTIONS?

THE

NEEDS

OF

The operating challenges facing educational institutions place an ever
increasing importance on the strategic planning and efficiency of the
internal staff. At the same time, new strategic initiatives, such MOOCs, and
existing demands from the multiple pools of assets and constituents places
a tremendous amount of stress on what can be lean Finance and
Investment staffs.

TOPICS:
• Current operating
environment for
Higher Education &
Private Secondar y
Institutions
• How the current
environment changes
the needs of
educational institutions
• The “Operating
Endowment” point of
view
• An example of the
“ O p e r a t i n g
Endowment” put into
practice
• H o w H i g h l a n d ’s
experience aligns with
the
changing
environment and
current needs of
educational institutions

Specific to Higher Education, there is a bifurcation in the staffing levels of
endowments as those with assets of $1billion or more have larger staffs
dedicated to investments (10+ positions) while smaller endowments
$1billion or less are very lean (1-3 positions)2.
Total
Institutions

Over
$1 billion

$500 million $1 billion

$100 million $500 million

Respondents

823

831

73

68

66

71

251

250

Year

2011

2012

2011

2012

2011

2012

2011

2012

Average FTE’s

1.6

1.6

10.2

10.9

2.3

2.7

1.1

1.1

Median FTE’s

0.5

0.5

6.0

7.0

2.0

2.1

0.8

0.8

Note: This chart details public institution staffing but there was no significant difference in staffing level of public
and private institutions
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In looking further behind the “Over $1billion” category, the largest endowments with $10billion or more
have very large staffs (often 20+ positions) while the endowments closer to the $1billion level have staffs
more in the 3-5 positing range.
For all educational institutions, in addition to the level of staff, the internal teams often possess more of an
investment background and may have limited experience in operational and / or treasury functions.
•

The operational functions for complex, not-for-profit organizations includes a number of noninvestment related tasks such as:
o Plan accounting – managing multiple pools of assets in a single, master relationship; and
o Cash movement and allocation – providing liquidity to the constituents as needed while
monitoring endowment level and individual constituent policies.

•

The responsibilities of a treasury function also includes a number of non-investment related tasks
such as:
o Debt – issuance and management;
o Accounting – pooled accounting for the investment program; and
o Relationship Management – banking, audit, regulatory, rating agency, etc.

With the rising operating challenges, often limited staffing, and internal experience more focused on
investments, educational institutions now need their external service providers to offer a different type of
advice than has been required in the past:
•

Customization – experience in tailoring an investment program specific to multiple pools of assets
and constituents;

•

Flexibility – willingness to provide an investment program that is not model based but responds to
changes in the needs of underlying pools of assets and constituents;

•

Operational Support – practical experience in operational and treasury functions to provide
operational support, back-up for internal staff, and organizational risk control through process and
procedure; and

•

Partnership – willingness to spend the time necessary with each and every constituent to determine
their unique objectives and constraints and to design an investment program that meets those needs
and leverages every asset of the organization to fulfill the mission.

Today’s educational institutions need an advisor that has experience in coordinating all the
components of the organization into a single, cohesive “Operating Endowment”.
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WHAT IS THE “OPERATING ENDOWMENT” POINT OF VIEW?
The Operating Endowment point of view recognizes that the many components of educational
institutions are inextricably linked and that investment strategy and operations should reflect that realization.
•

Endowment funds – perpetual assets with a spending policy;

•

Operating funds – assets used to fund operations and offset debt issuance;

•

Affiliate organizations and foundations; and

•

Operating assets – campus facilities, land, etc.

Additionally, many Higher Education institutions have multiple constituents within each pool of assets –
different campuses with unique characteristics, affiliated health systems and / or medical schools, etc. –
which must be addressed based on their individual objectives and constraints.
This total capital evaluation integrates the varied pools of assets as well as any debt issued by the institution
into a complete investment program designed to fulfill the mission of the organization.
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THE “OPERATING ENDOWMENT” MODEL PUT INTO PRACTICE
HIGHER EDUCATION ENDOWMENT

PRIVATE SECONDARY ENDOWMENT

The Problem:

The Problem:

• Balancing the long-term horizon of a perpetual
endowment with numerous factors that must be
considered in the overall objectives (risk, return)
and constraints (liquidity, time horizon, special
circumstances) evaluation.

• Balancing the long-term horizon of a perpetual
endowment with numerous factors that must be
considered in the overall objectives (risk, return)
and constraints (liquidity, time horizon, special
circumstances) evaluation.

• Multiple campuses with:

• Single campus with unique operational
characteristics:

• Unique operating environments - enrollment
growth, academic programming, facility
needs, etc.;
• Differing levels of debt; and
• Differing operating cash balances and cash
needs.
The Solution:

• Enrollment growth;
• Facility needs; and
• Existing debt.
The Solution:
• Investment allocations that balance:

• Pooled investment program with the flexibility to
tailor allocations to the individual constituents.

• The return objective that funds the mission
of the School;

• Investment allocations that balance:

• School debt as a part of the overall risk
tolerance evaluation; and

• The return objective that funds the mission
of the System;
• Facility / System level debt as a part of the
overall risk tolerance evaluation; and
• Future capital requirements and projected
funding source (debt, philanthropy, etc.).
The Outcome:

• Future capital requirements and projected
funding source (debt, philanthropy, etc.).
The Outcome:
An investment program that supports the mission
of the School while properly balancing the
operating characteristics of the School including
debt, enrollment, and sources of revenue.

An investment program that supports the mission
of the System while properly balancing the
individual objectives and constraints of the
underlying constituents.
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ABOUT
HIGHLAND:

Highland Associates, Inc.
was founded in 1987 as an
independent institutional
investment advisor
to
assist not-for-profit
institutions in the
d e v e l o p m e n t ,
implementation, and
maintenance of treasury
and investment
management programs.
The firm is headquartered
in Birmingham, AL and,
as of December 31, 2013,
ser ves as investment
consultant
on
approximately $18 billion
in assets.
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HIGHLAND’S EXPERIENCE ALIGNS WITH THE CHANGING NEEDS OF
EDUCATIONAL ENDOWMENTS
Highland was founded on the basis of the Operating Endowment
philosophy – that every asset, liability, and operational aspect of an
organization must be considered when designing an investment program.
By doing so, we believe we provide our clients with the best opportunity to
set proper expectations and fulfill their mission.
Highland possesses more than 25 years of practical experience in
partnering with large, complex not-for-profit institutions to design,
implement, and maintain a customized investment program.
We do not believe in model portfolios. All of our clients are unique, even if
they operate in the same industry, and their allocation reflects their
individual objectives and constraints.
Highland’s service model includes multiple points of contact for each
relationship along with full access to our administration area which serves
as a valuable resource to our client’s internal staff and provides operational
support and operational risk management / back-up.
Finally, Highland believes that a strong partnership can only be built
through personal contact and time. We spend a great deal of time with our
clients and every constituent they serve to ensure that the investment
program meets the needs of each constituent and the institution as a whole.
Please contact any of us to schedule a time to discuss your specific
endowment needs.

The information provided herein is
not intended to be, nor shall it be
construed as, investment advice or a
recommendation of any kind. To
the extent that this communication
contains information as to the
historical performance of a particular
i n v e s t m e n t o r s t r a t e g y, n o
representation is being made that an
investor will or is likely to achieve
any results shown or will make any
profit at all or will not suffer losses,
including loss of principal. Past
performance is not indicative of
future results.
The information
provided is furnished as of the date
shown, and no representation is bing
made with respect to its accuracy on
any future date.
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