
The Regents of the University of California 
 

COMMITTEE ON INVESTMENTS 
INVESTMENT ADVISORY GROUP 

February 24, 2009 
 

The Committee on Investments and the Investment Advisory Group met jointly by 
teleconference on the above date at the following locations: 1111 Franklin Street, Room 12322, 
Oakland; 777 S. California Avenue, Palo Alto; and Covel Commons, Los Angeles Campus. 
 
Members present:  Representing the Committee on Investments: Regents Makarechian, 

Marcus, Schilling, and Wachter; Ex officio members Blum and Yudof; 
Advisory member Powell 

 Representing the Investment Advisory Group: Members Fong and Martin; 
Consultants Gilman, Hall, and Lehmann 
 

In attendance:  Regent Scorza, Secretary and Chief of Staff Griffiths, Associate Secretary 
Shaw, General Counsel Robinson, Chief Investment Officer Berggren, 
Executive Vice President Lapp, and Recording Secretary Johns 
 

The meeting convened at 1:30 p.m. with Committee Chair Wachter presiding. 
 
1. READING OF NOTICE OF MEETING 
 

For the record, it was confirmed that notice was given in compliance with the Bylaws and 
Standing Orders for a special meeting of the Committee on Investments to accommodate 
a location change and to consider an action item. 
 

2. PUBLIC COMMENT 
 
 The following individual addressed the Committee: 
 

UC Berkeley Professor Emeritus Charles Schwartz criticized changes in the style of 
reporting in the University’s quarterly investment performance summary. He described 
the decision to use external managers for equity investments as a failure. He contested 
statements by President Yudof about the performance of the UC Retirement Plan, citing 
its relative performance as of September 30, 2008. He noted that projections for the 
funding ratio of the UCRP produced by the former Regents’ actuary, Towers Perrin, 
included explicit consideration of the significant uncertainty inherent in stochastic 
calculations. The current actuary, the Segal Company, has abandoned this practice. 
Professor Schwartz stated that this was misleading both for the public and decision-
makers and showed a lack of professionalism. 
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basis of their outperformance since hiring has been nine percent. There was also an 
overweight to small stocks that have outperformed. 

 
Investment Advisory Group member Fong asked about the outperformance of the new 
managers, and if it was in fact around 1,000 basis points. Mr. Coaker responded that the 
three managers have outperformed by a weighted average basis of 900 basis points since 
being hired. He noted that the University hired one Mid Growth manager with high-
quality attributes, very low debt, sustainable sales, and less sensitivity to the economy. 
This has paid off very well. Another manager that has performed well takes less 
systematic risk, with a beta of close to 0.5. 

 
Ms. Berggren emphasized that the University pays close attention to the managers that it 
hires. This has shown itself to be a positive practice. Historically, this asset class has hurt 
the performance of the pension fund materially. Since Mr. Coaker was engaged about a 
year ago, a strategy for the group has been established, the University knows which 
managers it is investing in and why, and it carefully examines sectors and weights. This 
was a different way of investing in long managers than before. 

 
Mr. Lehmann described this as a victory for benchmarking. Benchmarking made clear the 
problems and necessary corrective actions.  

 
Mr. Coaker continued by reporting that the international equity portfolio outperformed by 
2.2 percent the previous year. There was one manager with extra economic sensitivity, 
higher beta, and more exposure to emerging market stock. That manager hurt returns 
considerably, but overall, the portfolio was decidedly tilted toward high quality, low debt, 
less economic sensitivity, higher free cash flow, and higher sustainable sales. The 
University has attribution and risk metrics that allow it to ascertain and understand the 
active managers’ decisions. The emerging market equity portfolio underperformed 
slightly in the previous year. There was a mix of factors that hurt and helped. 

 
Turning to U.S. equity strategy, Mr. Coaker pointed out that, in the Large Cap space, the 
University emphasizes active management, because the amount of alpha there has 
historically been more temperate. The University uses more of its active budget in Small 
and Mid Cap managers, where alpha has been more robust and there is more cross-
sectional volatility, less coverage, and a bigger universe. Satellite strategies would be 
considered. Managers with both top-down and bottom-up skills would be used. 
Macroeconomic skills may be more useful at this time than they otherwise would be. 
Quantitative and qualitative methods of evaluation would be used. The quantitative 
weighting scheme would depend on economic factors and crowding effects. The 
University did not have a strong view on growth as opposed to value. The portfolio had a 
slight growth tilt, but this was an outcome of metrics used to build the portfolio rather 
than the result of an intentional view. 

 
In international equity strategy, active strategies would be used more than in U.S. equity. 
This was due to the larger universe and greater number of alpha sources. Satellite 
strategies would be considered here as well. Managers with both top-down and bottom-



INVESTMENTS/INVESTMENT -22- February 24, 2009 
ADVISORY GROUP  
 

up skills would be used even more than in the U.S. equity strategy due to multiple-
country and multiple-currency views. This portfolio might have a more persistent value 
tilt, because the value premium recognized in the U.S. has been even more robust 
internationally. 

  
In emerging market strategy, active management was even more likely to be used, 
because indexing in emerging markets was particularly expensive. There were more 
possibilities in satellite strategies, with country managers, regional managers, and frontier 
markets. Top-down and bottom-up skills would be more important than in the U.S., due 
to country and currency volatility. This portfolio would also have a more persistent value 
tilt than the U.S. portfolio, but relative valuation and fundamentals, not only historical 
results, would be determining factors. 

 
The University was developing a global equity strategy and was close to completing due 
diligence on global equity managers. It was in the middle stage of portfolio construction. 
Top-down and bottom-up skills would be particularly useful in this robust environment. 

 
Mr. Coaker informed the Committee that the University has rebuilt its equity staff. The 
team was very thoughtful in its selection of managers, in portfolio construction, and in 
consideration of the economic environment in which the University invests. Their 
contributions have already been seen in improving returns. During the next 18 to 
24 months, emphasis would be placed on companies able to survive. Cash and low debt 
were important. He pointed out some of the metrics considered in manager selection and 
portfolio construction.  

 
In a more benign environment, macroeconomic skills would add less value. In periods of 
major disturbance, macroeconomic skills can be very important, concerning effects on 
sectors, countries, and currencies. The University was currently underweight in emerging 
markets, more underweight on a percentage basis than in other portfolios. This was due to 
the concern about emerging markets’ access to capital. However, in the long term, 
emerging markets would present a favorable macroeconomic picture in savings, lower 
debt, and demographics. Mr. Coaker anticipated that there would be an overweight in 
emerging markets in the future. He concluded by noting that the University did not have a 
dedicated international Small Cap manager. This was an area that has generated robust 
alpha. When the economic environment becomes more benign and favorable, the 
University may invest in a dedicated international Small Cap manager. Due diligence for 
this has been completed. 

 
Investment Advisory Group member Martin asked if it was reasonable to expect one 
manager in the international Small Cap arena to have global expertise, or if it would be 
better to find managers with zone- or country-specific expertise. Mr. Coaker responded 
that there were tradeoffs in this decision. Country- or region-specific managers would be 
able to identify inflection points and emerging companies earlier than a highly diversified 
manager would. On the other hand, if the fundamentals for that country or region were 
poor, the managers were locked into investing in them. Both approaches had advantages. 
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The University was inclined toward a diversified manager with a global research 
platform, in order to benefit from both skills.  

 
Mr. Lehmann asked if good values were to be expected from high-quality, high free-
cash-flow, low-debt companies, or if there would be overinvestment in these companies. 
Mr. Coaker responded that the portfolio has been tilted that way. This view was no longer 
controversial. If there was an improvement in economic fundamentals, the University 
would be watchful regarding an increase in its managers’ economic sensitivity. He 
anticipated that in the short term and in the down market, this approach would still 
produce positive value.  

 
The meeting adjourned at 3:45 p.m. 

 
Attest: 

 
 
 
 
 

Secretary and Chief of Staff 
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INVESTMENT POLICY FOR THE UNIVERSITY OF CALIFORNIA CAMPUS 
FOUNDATIONS  
 

The Regents authorize the Committee on Investments to review the investment policies and 
practices of campus foundations and conduct an annual review of statements of investment 
policy and reports of investment performance in a format approved by the Committee on 
Investments, together with the annual financial reports of campus foundations as audited by 
certified public accountants. The Treasurer of The Regents is available to provide investment 
management services, without charge, for any campus foundation which requires such service.  

Delegation to Campus Foundations and Statement of Policy. 
 
The Administrative Guidelines for Campus Foundations provide that each Campus Foundation 
Board of Directors has the duty to develop an appropriate investment policy for such Foundation.  
It is the Policy of The Regents that each Campus Foundation shall develop and follow an 
appropriate investment policy, and shall act as a prudent investor in accordance with applicable 
law, using a portfolio approach in making investments and considering the risk and return 
objectives of the endowment funds.  A Campus Foundation may hold and invest endowments 
and funds functioning as endowments on a long-term basis.  All such investments must be 
consistent with the terms of the gift instrument.  Investment operations shall be conducted in 
accordance with prudent, sound practices to ensure that gift assets are protected and enhanced 
and that a reasonable return is achieved, and with due regard for the fiduciary responsibilities of 
the Foundation's governing Board and the Regents.  Financial activities of a Campus Foundation 
shall be administered and reported in accordance with prudent business practices and generally 
accepted accounting principles.   
 
Reporting from Campus Foundations. 
 
The Regents generalist investment consultant shall review investment procedures and results 
annually and report the findings to The Regents. The Administrative Guidelines for Campus 
Foundations require the following reports from the Campus Foundations to the generalist 
Investment Consultant: 
 

• A Campus Foundation's enabling documents (e.g., articles of incorporation, bylaws, 
constitution) shall be provided, and any amendments shall be forwarded promptly 
following any revision.  

 
Within 90 days of the close of each fiscal year, a Campus Foundation shall submit a detailed 
report comparing budgeted to actual administrative expenditures by fund source.  



   
• Copies of the Foundation's report to the State Registry of Charitable Trusts, tax returns, 

and a current list of Foundation officers, directors or trustees, and legal counsel shall be 
provided promptly each year.   

 
• The external auditor shall furnish a copy of the audit report, including the letter to 

management with management's response, promptly following the completion of the 
audit each year.   

 
• A copy of each Foundation's investment policy shall be provided, and any amendments 

thereto shall be forwarded promptly following any revision. 
 

• A copy of each investment performance report shall be provided [60] days following the 
close of each quarter.  

 
Review by Investment Consultant.   
 
The Regents' generalist investment consultant shall review, initially and at the time of any 
change, each Foundation's investment policy, asset allocation policy, and performance on an 
annual basis, including:  
 

• Asset allocation relative to its policy, and  
 

• Performance by asset class and relative to its benchmarks, and provide a report to the 
Committee on Investments annually on their findings.   

 
• In addition, on an annual basis, beginning with the Fiscal Year 2006-2007, the Regents' 

investment consultant will review the written investment policies and governance 
structure of each Foundation to ensure that each set of written policies includes, at a 
minimum:  

 
• Asset allocation target percentages,  

 
• Ranges for each asset class,  

 
• Policy benchmarks for each asset class and in total, and  

 
• Investment guidelines for each asset class.  

 
The Regents generalist investment consultant will raise any issues of concern with the campus 
foundations, and subsequently, if necessary, with the Committee on Investments. 
 
If any Foundation approves changes to its investment policy (including but not limited to asset 
allocation targets and policy benchmarks), it must communicate such change to The Regents’ 
generalist investment consultant prospectively before the effective date of such change.  
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INVESTMENT POLICY FOR THE UC CAMPUS FOUNDATIONS  
Approved November 2006  

The Regents' generalist Investment Consultant shall conduct an annual review of each Campus 
Foundation's investment policy and performance on an annual basis, including:  

.Asset allocation relative to its policy, and  

.Performance by asset class and relative to its benchmarks, and provide a report to the 
Committee on Investments annually on their findings.In addition, on an annual basis, beginning 
with the Fiscal Year 2006-2007, the Regents' investmentconsultant will review the written 
investment policies and governance structure of each Foundationto ensure that each set of 
written policies includes, at a minimum:  

.Asset allocation target percentages,  

.Ranges for each asset class,  

.Policy benchmarks for each asset class and in total, and  

.Investment guidelines for each asset class.  

Foundations should adopt the investment policies and guidelines of the GEP If any 
Foundation'spolicies differ materially from those of the GEP, the Foundation is required to 
explain thedifferences to The Regents' generalist investment consultant. The Regents' generalist 
investment consultant shall review, initially and at the time of any change, each Foundation's 
asset allocation policy. If a Foundation's target asset class weights are (or will be) outside the 
ranges currently setannually for the GEP for the next fiscal year, the Foundation is required to 
explain its rationale to The Regents' generalist investment consultant. The Regents' generalist 
investment consultant will then provide an assessment and recommendation to the Committee on 
Investments, at the next scheduled meeting of the Committee on Investments. Any exception to 
the Regents' Investment Policy must be approved by the Committee on Investments or the 
Foundation must immediately move to comply with the approved GEP Policies and demonstrate 
such compliance to the Committee on Investments.  

If the Committee on Investments approves an exception to The Regents investment policies, it 
will be reevaluated by The Regents' Investment Consultant on an annual basis and brought back 
to theCommittee on Investments for approval each successive year.  

If any Foundation makes changes to its policy (asset allocation percentages and/or benchmarks) 
that are outside the GEP guidelines, it must communicate such change to The Regents' generalist 
investment consultant and must be approved by the Committee on Investments before such 
change can be effective.  



Beginning next fiscal year, the Committee on Investments will require the Foundations to also be 
in compliance with the GEP's risk budget, which will also be reviewed by the Consultant. The 
Treasurer's Office will work with the Foundations over the course of the next year to ensure that 
the Foundations are informed of the key assumptions underlying the risk budget.  
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POLICY ON INVESTMENTS OF CAMPUS FOUNDATIONS� 
Approved March 20, 1981�Amended September 22, 2005 

The Regents authorizes the Committee on Investments to review the investment policies and 
practices of campus foundations and conduct an annual review of statements of investment 
policy and reports of investment performance in a format approved by the Committee on 
Investments, together with the annual financial reports of campus foundations as audited by 
certified public accountants. The Treasurer of The Regents is available to provide investment 
management services, without charge, for any campus foundation which requires such service. 
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I-9 Attachment 
 
DIVESTMENT OF UNIVERSITY HOLDINGS IN COMPANIES WITH BUSINESS 
OPERATIONS IN SUDAN 
 
In light of The Regents’ decision of November 2005 to adopt a policy of divestment from a foreign 
government only when the United States government declares that a foreign regime is committing acts of 
genocide and The Regents’ findings that the U.S. government has determined that there is ongoing 
genocide in the Darfur region of Sudan, it was recommended that The Regents: 
 
A. Divest all shares of the following nine companies: Bharat Heavy Electricals Ltd., China Petroleum and 
Chemical Corp. (Sinopec), Oil & Natural Gas Co. Ltd., PECD Bhd., PetroChina Company Ltd., CNPC 
Hong Kong, MISC Berhad (Petronas), Lundin Petroleum, and AREF Investment Group held within 
separately managed equity portfolios of the University of California Retirement Plan (UCRP) and the 
General Endowment Pool (GEP). The proposed policy would apply to both indexed and actively 
managed, publicly-traded equity portfolios 
 
B. Prohibit future purchase of shares in the above five nine companies until such time as the Office of the 
Treasurer reports to the Committee on Investment that either there is compelling information that a 
company has materially improved its operation and is no longer thought to be contributing to the 
suffering in the Darfur region of Sudan, or that the situation in the Darfur region has improved to such a 
point that the prohibition on investment is no longer thought to be in the best interests of the people of 
Sudan. 
 
C. Condition implementation of the proposed divestment policy upon enactment by the California 
legislature and signature by the Governor of legislation providing indemnification for past, present, and 
future individual Regents, and the University, its officers, agents, and employees, for all costs and defense 
of any claim arising from the decision to divest.  
 
D. Instruct the Office of the Treasurer to contact the management of several other companies identified by 
the Sudan Divestment Study Group to ask them to ensure that their business operations in Sudan, while 
providing beneficial effects for the people of Sudan, do not inadvertently contribute to the campaign of 
genocide. 
 
E. Instruct the Office of the Treasurer to report on the status of this policy to the Committee on 
Investments as part of the annual review of the Investment Policies for the UCRP and GEP. 
 
F. Divest all shares held in the nine companies within an 18-month period commencing once 
indemnification legislation has been enacted.  
 
G. Communicate the decision to divest shares held in the nine companies to the managers of commingled 
accounts in which assets of the UCRP and GEP are invested, with a request that they consider the 
University's stand on this issue as they make their investment decisions. 
 
H. Communicate the decision to divest shares held in the nine companies to the Investment Committees 
of the Campus Foundations so that they may consider adopting similar policies for their Funds. 
 

Attachment 2
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