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I. CASH MANAGEMENT POLICY 

A. Introduction 

1. The Cash Management Policy (“Policy”) establishes guidelines and responsibilities 
regarding the investment of Target Cash (Short Term and Intermediate Term Liquidity 
Funds). The balances will be invested to meet short term and intermediate term cash 
needs based on annual cash flow projections. They will also be invested in support of the 
organization’s strategic directions. The intent is to make efficient use of cash and to 
manage investments in a prudent and productive manner. The key objectives are as 
follows: 

a. Security – Protect the underlying capital balance of funds transferred to investment 
instruments. 

b. Liquidity – Ability to quickly and easily meet daily operating cash requirements. 

c. Return – Minimize idle cash balances and thereby maximize potential investment 
returns. 

B. General Guidelines 

1. Adequate day-to-day liquidity must be available for the organization to meet cash 
operating requirements. This liquidity is provided via cash balances invested in Short 
Term Funds or other easily liquidated investments. 

2. Cash balances are to be invested only in instruments authorized by the Joint 
Investment Committee (“Committee”) and approved by the Board of Directors 
(“Board”). 

3. To maintain liquidity, excess moneys are to be invested only in liquid funds that are 
convertible to cash upon demand (within two to four business days). 

4. To eliminate the risk of impairment of underlying capital values, investment of 
Target Cash is prohibited in equity securities, real estate, or any other investment 
instruments for which the capital amount is materially at risk. 

5. The Chief Financial Officer (“CFO”) may delegate duties described in this policy. 

C. Policy Approval and Review Protocol 

1. Annually, the CFO will review this Policy. At a minimum, the CFO will recommend, 
to the Treasurer(s), Executive Director, and Committee, any necessary updates to the 
“Cash and Investment Composition” section of the Policy. 

2. Subsequently, the Committee shall review this Policy and any proposed amendments 
will be submitted to the Boards. 

3. Annually the Committee shall review the extent to which the organization has complied 
with this Policy for the preceding fiscal year. As part of the annual Committee report, the 
results are to be presented to the Board. 

D. Cash and Investment Composition 

1. In general, the Target Cash (Short Term and Intermediate Term Liquidity Funds) may be 
composed of a variety of instruments, rather than concentrating on a specific type of 
investment. The Short-Term Fund is meant to meet daily operating cash requirements. 
The Intermediate Term Liquidity Fund is meant to cover unforeseen revenue shortfalls 
and unanticipated expenditures. Long-Term Reserves are meant to provide long-term 
financial stability to the organization and are outside the scope of Policy. 
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2. The Target Cash will change from year to year as organizational situations and needs 
change. The daily balance in these accounts should be kept at the following levels 
measured as of the end of each calendar year for the subsequent year. Target cash 
balances may and will fluctuate above or below the target levels during calendar year. 

3. American Academy of Neurology 

a. Target Cash of twenty-five percent (25%) of annual operating budgeted expenditures. 

4. American Academy of Neurology Institute 

a.  Target Cash of twenty-five percent (25%) of annual operating budgeted 
expenditures net of depreciation plus current principal payment due on long-term 
debt. 

5. American Brain Foundation 

a.  Target Cash of forty percent (40%) of annual Operating budgeted expenditures. 

6. Cash balances in excess of above levels 

a. Shall be reviewed annually in the first quarter of each year based on the year end 
balances 

b. A report on cash balances and cash in excess of required levels will be presented to 
the Committee. This report shall include a recommendation from the CFO on the use 
of such funds.  The Committee will approve any use of funds, such as the transfer to 
Long-Term Reserves or Quasi-Endowment. 

7. If balances are below Target Cash levels the CFO shall also recommend steps to bring 
funds into compliance. 

E. Operating Procedures and Internal Controls 

1. Cash, Intermediate Term Investments, and Long-Term Reserve balances are overseen 
by the CFO, serving as cash manager, under the guidelines provided in this policy. The 
cash balances of the organization are monitored at least weekly. On a monthly basis, 
cash balances are compared against annual monthly cash flow projections and project 
cash requirements. 

2. If the CFO determines that cash is outside of the target range by greater than 25% and 
believes that the balance will not return within the guidelines before the end of the year 
the CFO will notify the Committee and Treasurer(s) with a recommended course of 
action. 

3. The Committee will review the excess cash balances in the first quarter of each year and 
approve moving funds to the Long-Term Reserves if appropriate. The transfer is to be 
made within 30 days of approval. The CFO will provide quarterly reports to the 
Committee comparing cash balances to Target Cash levels. 

If during the course of the year, the CFO deems that the targets should be modified, the 
CFO will notify the Treasurer(s) and CEO and will request that the Treasurer(s) call a 
meeting of the Committee to request a modification in the Funds Target Cash. The 
Committee will approve any changes to the policy. 

4. Permissible Holdings 

a. Target Cash balances may be invested in the following: 

i. Money Market Funds 

ii. CD’s 
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iii. Commercial Paper with a grade of A1/P1 or better 

iv. US Government and Agency Securities 

v. Short Term Bond Funds 

II. LONG TERM RESERVES AND NET ASSETS POLICY 

A. Introduction 

1. This statement of Long-Term Reserves and Net Assets Policy (“Policy”) reflects the 
objectives and constraints of the American Academy of Neurology Institute 
(“Institute”), American Academy of Neurology (“Academy”), and the American Brain 
Foundation (“Foundation”). In general, the purpose of this statement is to outline a 
philosophy and attitude that will guide the management of the Long-Term Reserves 
net assets toward the desired results. 

B. Definitions 

1. Net assets: The excess of assets over liabilities. Net assets can be restricted or 
unrestricted and liquid or non-liquid. Furthermore, unrestricted net assets can be 
designated or undesignated. 

2. Restricted net assets: Those net assets restricted by outside agencies or people for a 
specific purpose or time period. These may include government, corporate, or 
foundation grants, sponsorships, and contributions. 

3. Unrestricted net assets: Funds that have no external restriction on their use or 
purpose. Unrestricted net assets also include any portion of net assets that are 
designated by the Board of Directors for a specific purpose, such as to fund a new 
program in the future. Therefore, unrestricted net assets may be classified as 
undesignated or designated or a combination of both. 

4. Liquid net assets: Those net assets that can be readily converted to cash with little or no 
risk of loss. Liquid net assets may include cash, investments, and accounts receivable. 

5. Non-liquid net assets: Those net assets cannot be readily converted to cash without risk 
of loss. They include funds allotted to the purchase of a building, office equipment and 
furniture. They could also include funds invested in a for-profit subsidiary or a related 
foundation. 

6. Investment policy: The allocation of assets to various investment options based on the 
goals and objectives of the Institute, Academy, and the Foundation. 

7. Target cash: Liquid assets used to support an association in the normal course of its 
operations. 

8. Long-Term Reserves: The assets not anticipated necessary to fund the operations 
of the association within the next year.  These are assets not necessarily 
convertible to cash in a short timeframe.  The Long-Term Reserves include assets 
to support future activities, fund significant long-term initiatives or to serve as a 
‘rainy day’ fund for future uncertainties.  

9. Quasi-Endowment:  These are longer term assets that have been designated by the 
Board to be held for the long-term stability of the organization.  The principal 
amount of the Quasi-Endowment is not anticipated to be spent, but rather preserved 
over the long term.  The earnings on the Quasi-Endowment are meant to support the 
annual operations of the association or other purpose designated by the Board. 

10. Optimal mission balance: This is a concept to achieve an appropriate balance among 
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current member programs and future growth of these programs and missions. 

C. Key principles 

1. The following are principles and concepts providing long-term guidance for managing 
the Long-Term Reserves and Quasi-Endowment. The organizations will best be served 
by adhering to these principles, or alternatively, avoiding violating them other than for 
unforeseeable circumstances. In the event that these principles are violated, long-term 
plans should be adjusted to bring the organizations’ finances back into conformity with 
them. However, it should be emphasized that these are principles, not rules, and balanced 
with consideration for mission critical programs and projects. The following are the 
financial principles that should guide overall strategy. 

2. Current activities should sustain an “optimal mission balance” to provide: 

a. Sufficient annual funding to attract and retain high quality staff 

b. Annual funding of working capital needs 

c. Annual funding to maintain member programs 

d. Funding to renovate and replace equipment and facilities 

3. Activities of all organizations are included in the definition of the mission. Within 
“sustaining the mission,” “sustaining the member programs” – is an appropriate multi- 
year objective. 

D. Long-Term Reserve Analysis and Amounts 

1. If the organizations are to maintain a surplus into the future, the rationale and amount of 
reserve should be periodically reviewed. Reserves generally have two major purposes: a 
reserve for potential liabilities and a reserve to provide a buffer if there is a sudden 
change in revenue or cash flow. 

2. General Liability Reserve: The organizations are at potential risk for both civil liability 
and liability associated with a breach of contract. The organizations carry liability 
insurance to cover these events. However, some potential liability is not fully covered 
by insurance products. The extent of that liability is more or less measurable. A reserve 
of $2 million for the Academy and $2 million for the Institute should adequately 
protect the organizations’ interests. 

3. Annual Meeting Cancellation Reserve:  The Institute receives a significant amount of 
resources as a result of the annual meeting.  If this meeting were cancelled the 
organization would suffer significant loss of financial resources.  Some potential causes 
for cancellation can be covered by insurance, such as fire, earthquake and some natural 
disasters.  However, subsequent to COVID-19, it is not currently possible to obtain 
coverage for cancellation due to contagious disease.  Accordingly, this risk must be 
“self-insured” against so that such an occurrence would not financially incapacitate the 
organization.  A reserve of $10 million should provide adequate coverage for the net loss 
of such an occurrence.  This reserve would only apply to the Institute. 

4. Reserve for Major Revenue Loss:  The organizations have significant categories of 
revenue.  Due to a number of reasons, it is possible that one of these sources may 
unexpectedly be eliminated or significantly decreased.  If there were a significant loss, 
it could take up to three years to readjust the cost structure to meet the new realities 
and identify new sources of revenue. The demand on the reserves would decline in 
each subsequent year as the organizations adjusted its operations to the new operating 
realities. To adequately protect the organizations from the potential shock of such a 
loss of revenue and to provide adequate time to adjust operations, a reserve for major 
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revenue loss will be included in the long-term reserves.  Generally, the largest source 
of revenue comprises about 25% of the revenue for each organization (not counting 
revenue that is already guaranteed for the subsequent year).  Accordingly, the reserve 
will be based on the potential of losing 25% of total operating revenue, less guaranteed 
revenue.  As it may take more than one year to realign the operations:  the first year 
reserve will be 75% of potential loss, the second year will be 50% and the third year 
will be 25%.  The total of the three year potential will be the total reserve. 

5. Strategic Initiative Reserve: If the Board of either organization adopts a strategic 
initiative that is to be funded from reserves, instead of operating resources, that reserve 
shall be added to the computation of total reserve requirements.  Such an initiative might 
be to develop a new program or offering and the reserve funding would be to cover a 
certain number of years of startup expense and/or expected initial years operating losses.  
Another purpose for strategic initiative reserve funding may be the acquisition of a 
capital asset to support the members and activities of the organizations. 

6. Working Capital Reserve:  This reserve is to address the cash flow needs of the 
organization.  Revenues and expenses of the organization are not ratable throughout the 
year.  The peaks and valleys in cash needs must either be funded externally through bank 
lines of credit or other financing vehicles.  The Academy and the Institute are able to 
internally finance these working capital needs through the establishment of a reserve.  
These resources are in addition to the shorter-term cash needs covered by Targeted cash.  
Generally, three months of annual operating revenue should be adequate to cover the 
working capital needs of the organization. 

7. Reserve for Market Fluctuations in Long-Term Investments:  The Long-Term Reserves 
of the organization are generally funded by investments in various long-term 
instruments.  The value of these instruments potentially increase and decrease over time.  
To help ensure that the reserves of the organization are adequately covered, a reserve of 
10% of the long-term investments for these reserves (not including the Quasi-
Endowment) will be established to smooth out the impact of potential significant market 
corrections. 

E. Quasi-Endowment Analysis and Amounts 

1. As part of the annual analysis of balances, the balance of the principal and 
earnings portion of the Quasi-Endowment shall be reviewed by the Committee. 

2. The CFO shall make a recommendation to the Committee on transferring 
additional financial resources to the principal of the Quasi-Endowment.  The 
Long-Term Reserve, as defined and quantified above, shall be ‘funded’ before 
additional resources are recommended to be moved to the Quasi-Endowment. 

3. Upon approval of the CFO recommendation or modification, the funds shall be 
moved to the Quasi-Endowment. 

4. It is expected that once funds are moved to the Quasi-Endowment they will 
remain as part of the principal of the Quasi-Endowment.  The Quasi-
Endowment is Board designated, and as such, can be undesignated. 

5. Annually, as part of the budget approval process, the CFO shall compute and 
include the ‘spend’ from the Quasi-Endowment. 

a. The ‘spend’ is calculated as 5% of the average quarterly balance of the 
Quasi-Endowment fund over the previous 12 quarters. 

b. The ‘spend’ will be considered an operating revenue for budgeting purposes 
and will be used to fund the on-going operations of the organization.  
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Should the Board so choose it may designate a specific purpose for the 
‘spend’ to be used to support. 

c. If the ‘spend’ is not required to fund the operations of the organization, per 
analysis at year-end, the ‘spend’ can be suspended for that year and remain 
part of the invested assets of the quasi-endowment. 

III. STATEMENT OF INVESTMENT OBJECTIVES AND POLICIES 

A. Purpose of Statement 

1. This Statement of Investment of Objectives and Policies (“Statement”) for the funds 
(“Funds”) invested by the American Academy of Neurology Institute (“Institute”), 
American Academy of Neurology (“Academy”), and the American Brain 
Foundation (“Foundation”) is intended to: 

a. Outline investment-related responsibilities of all parties involved in the 
oversight and management of the Funds of the Institute, Academy, and 
Foundation.  

b. Establish formal, yet flexible, investment guidelines incorporating prudent asset 
allocation and realistic total return goals. 

c. Provide a framework for regular, constructive communication between the Institute, 
Academy, and Foundation and all investment professionals involved in the 
investment of its assets. 

d. Create standards of investment performance which are historically achievable and by 
which the performance of investment managers will be measured, over a reasonable 
time period. 

B. Funds Description 

1. The Long-Term Reserve’s portfolio has the dual investment goal of striving for 
long-term growth while at the same time generating a reasonable current return for 
the support of the ongoing operations of the Institute, Academy and the Foundation. 
While the assets of the Institute and Foundation are managed independently, the 
Institute and Foundation Investment Committees have agreed to commingle the 
assets. Since the Academy is not a 501(c)(3), they are forbidden to commingle their 
assets. The Funds under management are primarily unrestricted but may also 
include restricted endowment funds. 
 

2. The quasi-endowment’s portfolio is intended to be perpetual in nature.  The goal is to 
maximize long-term growth while assuming prudent risk in consideration of return 
expectations. 

C. Responsibilities – Boards of Directors/Joint Investment Committee 

1. The Boards of Directors (“Boards”) of the Institute, Academy and the Foundation 
acknowledge their fiduciary responsibilities for the Funds and delegate the responsibility 
for oversight of the investments, including quarterly reviews, to the Joint Investment 
Committee (“Committee”). In the management and investment of the Funds’ assets, the 
Boards and Committee must act prudently and for the best long-term interests of the 
Funds. The Boards, on the recommendation of the Committee, hold responsibility to 
monitor the progress of the Funds’ investments toward achieving the Funds’ investment 
objectives, compliance with the policies and guidelines as stated in this Statement, and 
to consider other investment matters, as appropriate. Responsibilities of the Committee 
include: 
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a. Developing investment objectives, guidelines, and performance measurement 
standards that are consistent with the risk, return and policy parameters of the Funds. 

b. Selecting a custodian bank. 

c. Selecting Investment Managers who make investment decisions for the assets placed 
under their jurisdiction, including separately managed accounts and pooled vehicles 
(commingled funds and mutual funds), or other appropriate investment vehicles for 
the Funds. 

d. Selecting an Investment Consultant to assist in review of the Statement, conducting 
Investment Manager searches, monitoring the performance of Investment Managers, 
and related communications as deemed necessary. 

e. Communicating the investment objectives, guidelines, and standards (including 
any material changes that may occur) to each Investment Manager and responsible 
representatives of the selected investments of the Funds. 

f. Reviewing and evaluating results of each investment component, including 
individual manager’s performance, in context with established standards of 
performance. 

g. Taking any corrective action deemed prudent and appropriate if investment results 
are below expectations. 

h. The Chair of the Committee shall be responsible for holding at least quarterly 
meetings of the Committee, coupled with open communication with the Committee, 
Boards, Chief Financial Officer (“CFO”) for the Institute, Academy and Foundation, 
Investment Managers, and Investment Consultant pertaining to material matters that 
impact the Funds’ assets. 

i. The CFO shall be responsible for the technical administrative functions as a 
proxy for the Boards, e.g., signing documents. 

D. Responsibilities – Investment Managers 

1. Investment Managers must strive to meet the high standards and integrity of the Institute, 
Academy, and Foundation. For pooled vehicles (commingled funds and mutual funds), 
the Investment Managers must meet all obligations as established in their respective fund 
prospectus or trust documents. For separately managed accounts, the Investment 
Managers, in recognition of their role as fiduciaries of the Funds, must assume the 
following responsibilities as they pertain to the Funds. 

a. Investment Program: 

i. Acknowledge in writing acceptance of the objectives, guidelines, and standards 
of performance as defined in this Statement, and invest assets in accordance 
with those objectives, guidelines, and standards. 

ii. Exercise full discretionary authority as to all buy, hold, and sell decisions for 
each security under management, subject to the guidelines as defined in this 
Statement. 

iii. Make written recommendations, when deemed necessary as to changes in the 
objectives, guidelines, or standards, based upon material and sustained changes 
in the capital markets. 

iv. Ensure that their actions, decisions, and investments do not imperil the legal 
standing of the Funds under the laws of the United States and the State of 
Minnesota. 
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b. Reporting: 

i. Produce a statement for the Funds at the end of each quarter describing 
portfolio asset class weightings, individual security positions showing both cost 
and market value, and all principal cash transactions, including all purchases 
and sales in sufficient descriptive detail. 

ii. For pooled investment vehicles (commingled funds and mutual funds), 
provide a statement that shows unit position and unit value. 

iii. Review meetings. At the request of the Boards or the Committee, each 
Investment Manager will participate in a review meeting and will provide: 

(a) A review and re-appraisal of the investment program. 

(b) A commentary on investment results in light of the appropriate standards 
of performance and Funds’ investment guidelines. 

(c) A synopsis of the key investment decisions made by the Investment 
Manager, his or her underlying rationale, and how those decisions could 
affect future results. 

(d) A discussion of the Investment Manager’s outlook, the investment 
decisions this outlook may trigger, and how these decisions could affect 
future results. 

c. Communication: 

i. The Investment Managers are responsible for frequent and open 
communication with the Institute, Academy, and Foundation on all material 
matters pertaining to investment policies and the management of the Funds’ 
assets. In particular, the Investment Managers will: 

(a) Provide notice of any material changes in each Investment Manager’s 
investment outlook, strategy and portfolio structure to the Treasurers, 
Executive Directors, CFO, and Investment Consultant immediately, 
which will then be communicated to the Committee as deemed 
appropriate. 

(b) Notify the Treasurers, Executive Directors, CFO, and Investment 
Consultant of material changes in each firm’s ownership, organizational 
structure, financial conditions, senior staffing and management, which will 
be communicated to the Committee as deemed appropriate. 

(c) Send a copy each year of the firm’s S.E.C. Form ADV filing. 

(d) Acknowledge, at least annually, their understanding of and intent to adhere 
to the investment guidelines as they pertain to all parties involved in the 
portfolio management, trading, and portfolio administration process. 

d. Brokerage: 

i. The Investment Managers will use their best judgment to obtain brokerage 
services resulting in the best execution of trades at the lowest net cost to the 
Funds. The Investment Managers will make brokerage summaries available to 
the Funds upon request. 

E. Responsibilities – Investment Consultant 

1. The Investment Consultant, in recognition of their role as fiduciaries of the Funds, must 
assume the following responsibilities as they pertain to the Funds: 
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a. Prepare a statement highlighting various policy issues affecting the Institute, 
Academy, and Foundation for consideration by the Committee. The statement 
should describe the responsibilities of key parties, specify the broad investment 
objectives, provide investment policy guidelines, and set appropriate performances 
standards for all components of the asset structure. 

b. Incorporate amendments through subsequent revisions until the Committee 
approves a final draft. 

c. Make recommendations, when deemed advisable as to changes in the objectives, 
guidelines, or standards, based upon material and sustained changes in the capital 
markets. 

d. Asset allocation. Make recommendations, with supporting materials, as to the 
appropriate target portfolio weightings among the various major asset classes (e.g., 
stocks, bonds, cash, etc.). If a multiple Investment Manager structure exists, this 
recommendation will include a plan for periodic rebalancing of asset class weightings 
and manager weightings as capital market movements cause the actual weightings to 
diverge from the target weightings. 

e. Selection of Investment Managers. Assist the Committee through the selection 
process by identifying and screening candidates for appropriate portfolio and 
organizational characteristics. Attend formal presentations of finalists. Perform due 
diligence checks. Help quantify the trade-offs between expected returns and risks 
among various alternatives. Gather and submit information at the direction of the 
Committee. 

f. Compensation negotiations. Assist in compensation negotiations with Investment 
Managers, Custodians and other service providers. 

g. Monitor investment performance. A performance evaluation report of the investment 
component parts will be conducted quarterly. The written report will cover five basic 
areas: 

i. Returns – Total time-weighted returns over various periods 

ii. Comparisons – Returns will be compared to appropriate benchmark indices and 
a statistical universe of similar funds 

iii. Diagnostics – Measurement of risk-adjusted performance, analyses of risks, 
style characteristics, and return attributions 

iv. Compliance – Portfolios will be checked for compliance with the objectives, 
targets, and policy guidelines specified in this Statement 

v. Monitor risk-adjusted performance 

h. Investment Manager reviews. Facilitate formal Investment Manager reviews 
and evaluations, as triggered by circumstances or events outlined in section I. 

i. Administrative support. While the consultant does not have any discretionary control 
over the Funds and thus has no authority to effect transitions, portfolio rebalancing, 
or any other related asset movements, the Investment Consultant will assist the 
Committee or the Institute, Academy, or Foundation staff in reviewing documents, 
drafting letters, and facilitating processes as requested. 

j. Investment Consultant performance reviews. Conducted at the request of Committee, 
the Investment Consultant will prepare materials for discussion that document the 
Investment Consultant’s contributions to the relative success of the investment 
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program. Areas to be covered include: 

i. Asset allocation strategy, rebalancing, and tactical tilts 

ii. Investment Manger selection, retention, and termination 

iii. Performance measurement and analysis, and other documentation of the 
Committee’s fiduciary prudence 

iv. Negotiated fee savings from service providers 

v. Time savings of staff and the Committee 

vi. Administrative support 

vii. Topical education for the Committee and staff 

viii. Documentation of Investment Consultant’s investment advisor registration. 
Annually or upon material revision, provide a copy of the Investment 
Consultant’s Securities Exchange Commission Registration Form ADV, Part 
II 

F. Investment Objectives 

1. Investment objectives. The investment objectives of the Funds have been established 
in conjunction with a comprehensive review of the current and projected financial 
requirements of the Investors. In general, it is understood that all funding, accounting, 
and investment policies reflect current and foreseeable economic and market 
conditions, as well as any applicable accounting and statutory requirements. 

2. Time horizon. The Investors, established as going concerns, have an infinite ultimate 
time horizon. The adverse effects of short-term investment return volatility on the ability 
of the Funds to meet its short-term liabilities will be minimized by segregating the 
necessary assets to meet current obligations of one year or less into a short-term 
investment pool consisting primarily of money market investments. 

3. Performance measurements. The total returns for the Funds and for each investment 
component of the Funds will be compared to the distribution of returns represented by an 
appropriate statistically valid universe of separately managed funds. Over a market 
cycle, each investment component is expected to rank in the top 50% of its appropriate 
Universe. 

4. Relative Total Return Objective. The total returns for the Funds should outperform a 
passive policy Index benchmark comprised of market indices weighted to reflect the 
Funds’ target asset allocation policy. The composition of this policy index benchmark will 
be disclosed in all performance reports provided to the Boards and Committee. 
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5. Statistical universe of similar portfolios. The total returns for the Fund and each 
component will be compared to the distribution of returns represented by an 
appropriate and statistically valid universe. Over a market cycle, the Fund and its 
individual components are expected to rank in the top 50% of their respective universe. 

6. Risk-adjusted performance. The Sharpe Ratio divides the excess return (portfolio return 
less risk-free return) by the standard deviation of total return, and will be the measure of 
risk-adjusted performance. Over a market cycle, the Sharpe Ratios for the Fund and each 
component are expected to exceed the Sharpe Ratio for the appropriate comparative 
indices. 

7. Volatility. The volatility of return for the Fund and each component should be controlled. 
In general, higher-than-market volatility for the Funds’ investments is permitted only to 
the extent that returns in excess of the appropriate benchmark are generated. 

G. Asset Allocation 

1. Asset Allocation. The asset allocation targets for Funds are currently:  

 

 

 
ASSET CLASS 

MIN 
WEIGHT 

TARGET 
WEIGHT 

MAX 
WEIGHT 

Core Fixed Income   11.5%  

Senior Secured Loan Fixed Income   2%  

High Yield Fixed Income   2%  

Emerging Market Debt Fixed Income   2%  

TOTAL FIXED INCOME  12.5% 17.5% 22.5% 

U.S. Large-Cap Equity  29%  

U.S. Mid-Cap Equity    6%  

U.S. Small-Cap Equity  4%  

TOTAL U.S. EQUITY 34% 39% 44% 

Non. U.S. Large-Cap Value Equity  4.5%  

Non-U.S. Large-Cap Core Equity   5%  

Non-U.S. Large-Cap Value Equity   4.5%  

Non-U.S. Small-Cap Core Equity   3.5%  

Emerging Markets Equity   3.5%  

TOTAL NON-U.S. EQUITY 16% 21% 26% 

Hedge Fund   5.0%  

Real Asset   10.0%  

Private Market    7.5%  

TOTAL ALTERNATIVES 17% 22.5% 28% 
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2. Rebalancing the portfolio. Over time, fluctuations of the market, as well as cash flow 
needs of the Institute, Academy, or Foundation, may cause the asset allocation to differ 
materially from target levels. At such times, the target allocations will be maintained 
using the Funds’ income cash flows and spending outflows to rebalance the overall 
allocation among asset classes when possible. The Investment Consultant monthly will 
monitor the asset allocation. The CFO, on advice from the Investment Consultant, will 
allocate cash inflows and outflows to the appropriate asset classes based on their market 
values relative to the target allocation by investing cash inflows in underweighted asset 
classes and taking distributions from those asset classes that exceed their target ranges. If 
these cash flows are not sufficient to bring the allocation within the permissible target 
range by year-end, the CFO may rebalance the component weights back to target levels 
set by the Boards or Committee. 

3. Cash reserves. Cash will typically be reserved only for the purpose of meeting short-term 
certain liabilities or spending. The Funds may require increased cash reserves as the 
Funds’ financial or operating conditions warrant, and may rebalance or reallocate 
according to the Funds’ current needs. 

H. Asset Guidelines 

1. Pooled investment vehicles (commingled funds or mutual funds). As the Investors 
cannot direct the particular investment policies of any pooled investment vehicle used 
in the Funds’ investment structure, the Boards and Committee guidelines outlined 
below will govern the selection of appropriate vehicles. 

a. Aggregate Assets. The Boards and the Committee, in conjuncture with the 
Investment Consultant, will determine for each Investment Manager a threshold level 
of aggregate assets (including both the assets in the pooled investment vehicle and 
any separate account assets managed similarly) sufficient to ensure broad 
diversification, efficient trading, and economies of scale in administrative expenses 
and transaction costs. The Boards and Committee will also determine whether the 
aggregate assets have reached too large a size where they are causing the Investment 
Manager to deviate from the portfolio construction methods upon which the 
performance record was built. 

i. Personnel. The Boards and Committee, in conjunction with the Investment 
Consultant, will monitor the Investment Managers providing investment 
management services of the pooled investment vehicle, to ensure stability of 
personnel in order to encourage consistency of the investment method. 

ii. Expenses. The Boards and Committee, in conjuncture with the 
Investment Consultant, will monitor both management fees and 
administrative expenses. 

iii. Portfolio Characteristics. The Boards and Committee, in conjuncture with 
the Investment Consultant, will monitor each pooled investment vehicle’s 
aggregate portfolio characteristics. Deviations from general expectations 
will occasion a review of the continued appropriateness of the investment 
structure. 

2. Equities – Separately Managed Accounts. 

a. Diversification. No more than 5% of any Investment Manager’s portfolio at cost and 
8% at the market value shall be invested in any one company. At no time must the 
Funds be required to make regulatory filings due to ownership or control of a large 
proportion of a company’s shares. 
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b. Market Capitalization. Only securities of companies with market capitalization 
(current price per share times the number of common shares outstanding) in excess of 
$100 million are permissible. 

c. Portfolio Turnover. There shall be no specific guidelines with regard to portfolio 
activity. By not restricting turnover, the Investment Managers are given the flexibility 
to adjust their asset mix and security selection to changing market expectations. 

d. Permissible Holdings. The following list of investments may be purchased in an 
equity portfolio regardless of the particular Investment Manager’s investment 
philosophy or process. 

i. Common stocks or American Depository Receipts (ADRs) listed on a major 
U.S. exchange 

ii. Common stocks traded through the NASDAQ 

iii. Common stocks listed on international exchanges 

iv. Investment-grade securities convertible into common stock 

v. Investment-grade preferred stock 

vi. Mutual or commingled funds 

vii. Bank, Trust, or Insurance Company pooled funds 

viii. Stock index futures and financial derivatives for purposes of replication a 
major market index 

3. Holdings Not Permissible Without the Boards’ Prior Written Approval. The following 
list of investments may be purchased in an equity portfolio only if the portfolio’s 
Investment Manager has received written approval from the Institute, Academy, or 
Foundation. This approval will generally be granted at the inception of a portfolio’s 
management by an Investment manager. Approval of any of the following 
investments is expected to be consistent with the Investment Manager’s strategic, and 
not tactical, overall investment philosophy and process. 

i. Short sales 

ii. Put and Call options, except where specified in Section 2.d., above 

iii. Margin purchases or borrowing funds 

iv. Private or direct placements 

v. Commodities 

vi. Securities of the Investment Manager, the Custodian or Master Trustee, their 
parent or subsidiaries (excluding money market and index- replicating funds) 

vii. Stock loans 

viii. Stock options or hedging purposes 

ix. Exchange-traded call options sold against stock held in the portfolio 

x. Any other securities not specifically defined as Permissible Holdings in Section 
2.d., above 

4. Hedge Funds 

a. Definition. Hedge funds will refer to any investment or investment strategy that at its 
core is not a long-only portfolio of traditional equity or fixed income instruments. 
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The Investors recognize that hedge funds cover an enormous variety of non- 
traditional investments and investment strategies, spanning various levels of risk and 
return. The Investors will seek hedge fund exposures that offer significant 
diversification benefits to the Funds, with the goals of enhancing returns and helping 
to lower the overall investment programs’ volatility of returns. 

b. Diversification. The hedge funds shall be invested in a broad array of alternative, 
traditional and non-traditional investment strategies including, but not limited to: 
equities, fixed income, commodities, options, futures, distressed securities, and 
international opportunities. 

c. Liquidity. All hedge fund investments must have at least yearly liquidity – the 
ability to make withdrawals at least once per year, after any lock-up period. Other 
things equal, preference will be given to investment vehicles offering quarterly 
liquidity or better. 

d. Correlation of Returns with Those of Traditional Asset Classes. The hedge fund 
investment are expected to generate returns that provide a correlation benefit when 
paired with traditional equity or fixed income investments. 

5. Real Asset 

a. Definition. Real assets will refer to any investment or investment strategy that 
primarily consists of real estate or infrastructure assets. The Investors will seek real 
asset strategies that offer significant diversification benefits to the Funds, with the 
goals of enhancing returns and helping to lower the overall investment programs’ 
volatility of returns. 

b. Diversification. The real asset investments which will primarily be accessed 
through pooled investment vehicles shall be properly diversified as to avoid 
concentration risk.  

c. Liquidity. All real asset investments must have at least yearly liquidity – the ability 
to make withdrawals at least once per year, after any lock-up period. Other things 
equal, preference will be given to investment vehicles offering quarterly liquidity or 
better.  

d. Correlation of Returns with Those of Traditional Asset Classes. The real asset 
investments are expected to generate returns that provide a correlation benefit when 
paired with traditional equity or fixed income investments. 

6. Private Market  

a. Definition. Private markets will refer to any investment or investment strategy that 
primarily consists of private equity or private debt/credit assets. The Investors will 
seek real asset strategies that offer significant diversification benefits to the Funds, 
with the goals of enhancing returns and helping to lower the overall investment 
programs’ volatility of returns. 

b. Diversification. The private market investments which will primarily be accessed 
through pooled investment vehicles shall be properly diversified as to avoid 
concentration risk.  

c. Liquidity. All real asset investments must have at least yearly liquidity – the ability 
to make withdrawals at least once per year, after any lock-up period. Other things 
equal, preference will be given to investment vehicles offering quarterly liquidity or 
better. 

d. Correlation of Returns with Those of Traditional Asset Classes. The private market 
investments are expected to generate returns that provide a correlation benefit when 
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paired with traditional equity or fixed income investments. 

7. Cash and equivalents.  

a. All cash and equivalent investments should be made with concern for quality and 
liquidity. To that end, investments will be limited to commercial paper rated at least A-
2 (by Standard & Poor’s) or P-2 (by Moody’s), certificates of deposit issued by 
banking institutions rated “A” or better, or securities issued or guaranteed by the U.S. 
Government, and perfected repurchase agreements collateralized by U.S. Government 
securities. The maximum amount to be invested in the commercial paper or certificate 
of deposit of any one issuer will be 5% of the total portfolio. This latter requirement 
does not pertain to investments in any short- term investment fund of the Custodian or 
Master Trustee bank. 

8. Other assets.  

a. Guidelines for investments in other asset classes will be established in the future, if 
and when additional asset classes are added. 

I. Automatic Review Process for Investment Funds 

1. Investment performance reviews of all Funds will be conducted quarterly to ascertain 
progress against the return objectives of each component. Quarterly reports cover five 
basic areas: returns, comparisons of returns to benchmarks, comparison of returns to a 
statistically valid universe of similar portfolios, diagnostic risk analyses, and compliance 
with relevant policies and objectives. 

Beyond these customary reviews, certain circumstances or events, or a confluence of 
disappointing metrics, as outlined below, may trigger automatic formal reviews by the 
Boards and Committee. None of these circumstances or events shall serve as automatic 
causes for changing Investment Managers but will merely indicate the need for review. 
The report prepared shall include a conclusion recommending manager retention, 
probation, or termination. 

a. Disappointing relative performance 

i. Three-year and/or five-year annualized return trails benchmark index 

ii. Percentile ranking of portfolio’s three-year and/or five-year annualized 
return again peer group is below median 

b. Disappointing risk-adjusted performance 

i. Three-year Sharpe Ratio (excess return divided by standard deviation of 
returns) is below that of the benchmark 

ii. Five-year Sharpe Ratio is below that of benchmark 

c. Fund management organization changes 

i. Turnover of portfolio manager or other personnel significant to the portfolio 
management process 

ii. Ownership change 

iii. Involvement in relevant regulatory investigation or litigation 

d. Deviation from investment methods basic to historical records 

i. Aggregate assets in product are insufficient to ensure broad diversification, 
efficient trading, and economies of scale 

ii. Assets in product grow too large to be managed in manner similar to methods 
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that built historical record 

iii. Portfolio characteristics do not match stylistic expectations 

iv. Significant increase in fees 

v. Perceived change in the investment process 

vi. Failure to provide adequate service 

vii. Violations of investment guidelines 
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Policy History: 

A number of related policies were consolidated into this policy in 2006. Recent committee and board 
approvals are listed below: 

January 2003 – AAN Board of Directors (AAN Policy 2003-4) 

February 26, 2005 – AAN Board of Directors (AAN Policies 2005-12, 14) January 5, 2006 – AAN 
Executive Committee (AAN Policy 2006-2) 

June 1, 2006 – AAN Executive Committee (AAN Policy 2006-36) 

September 18, 2009 – AAN Board of Directors (email vote) (AAN Policy 2009-54) 

September 24, 2009 – AAN Foundation Board of Trustees 

June 22, 2013- AAN and AANI Board of Directors 

July 2013 ABF Board of Trustees 

June 6, 2016 AAN / AANI Board of Directors 

June 24 2016 ABF Board of Trustees 

April 22, 2019 Joint Investment Committee 

June 2019 Board of Directors  

 

February 16, 2022 - Joint Investment Committee  (Reviewed and motion passed to accept 
changes) 

February 2022 - Board of Directors  
 


