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The Generations 
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Millennials 
Born 1981–1995 
(age 21–35 as of 2016) 
32.8MM donors in the U.S. 
$481 avg. annual giving 

Boomers 
Born 1946–1964 
(age 52–70 as of 2016) 
51.0MM donors in the U.S. 
$1,212 avg. annual giving 

Generation X 
Born 1965–1980 
(age 36–51 as of 2016) 
39.5MM donors in the U.S. 
$732 avg. annual giving 

Traditionalist 
Born 1945 and earlier 
(age 71+ as of 2016) 
27.1MM donors in the U.S. 
$1,367 avg. annual giving 

Source:  The Next Generation of American Giving, Blackbaud, August 2013. 



Boomers Are the Wealthiest Generation 
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Source:  The Future of Wealth in the United States, Mapping Trends in Generational 
Wealth, Deloitte University Press, 2015. 



Enrollment in Institutions of Higher Education 
1950–1980 
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Estimated  Age Today 

85 80 65 70 60 75 

Source:  US Department of Commerce, Bureau of the Census, Historical Statistics of the United States, Colonial Times to 1970; and U.S. Department 
of Education, National Center for Educational Statistics, Digest of Education Statistics.  (This table was prepared September 1992.) 



What Shaped the Boomers’ Attitudes? 
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Boomers as Donors 
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Boomer Objectives 

9 

Philanthropic 

Financial 
Planning 

Personal 
and Family 



Boomer Objectives 
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Philanthropic 

Financial 
Planning 

Personal 
and Family 

 Personalized appeals 
 Want to see the impact 
 Want to participate 
 Belief in their ability to 

effect change 



Boomer Objectives 
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 Financing their 
own retirements 

 See themselves 
as young 

 Longer life expectancies 
 Worry about 

outliving assets 
 More complex assets 
 Skeptical of stock markets 
 Using more advisors 

Philanthropic 

Financial 
Planning 

Personal 
and Family 



Boomer Objectives 
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Philanthropic 

Financial 
Planning 

Personal 
and Family 

 Different family structures 
 Started families later 
 Launching children later 
 Cost of higher education 



Blended gifts 

Planned gifts 

Class endowments 

Matching programs 

Endowed annual fund gifts 

Ways to Encourage the Funding of Endowments 
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How Are Boomers Different as Donors? 
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Ask 
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Readiness 



Changing Donor Attitudes 
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“I think I can 
invest these 
assets better 

than you.” 

“I don’t want  
an endowment.  
I don’t believe in 

stock-piling money.” 

“How will you 
demonstrate your 

results?” 

How are you making 
the case for 

endowed gifts? 



Quasi by donors 

Term 

Virtual 
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Alternatives to Pure Endowments 



Current State of E&F Market 
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Muted Endowment Returns 
Periods Ending 6/30/16 
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  1 Year    3 Years    5 Years  10 Years 

NACUBO Results 

25th percentile    -0.7%    6.1%     6.2%    5.6% 

50th percentile/median -2.1  5.1  5.2 4.9 

75th percentile -3.3 4.2  4.5 4.2 

Source:  Comparative endowment returns provided by the 2016 NACUBO-Commonfund Study of Endowments (NCSE).  Returns 
are annualized.  The 6/30/16 NACUBO data are the most recent available.   

4.3% is the average annual effective 
spending rate for all institutions 



7.4% 
The amount the median institution 
needs to earn in order to maintain 

the purchasing power of its 
endowment after spending, 

inflation, and investment 
management costs 
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Source:  2016 NACUBO-Commonfund Study of Endowments (NCSE). 



Pressures Facing Endowments 
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 Muted Investment Returns 

 Current Spending vs. Growth 

Concerns About Fees 

 Underwater Endowments 

 Public Perceptions 



Looking Forward: 
What Do We Expect? 
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Forward Looking Return Expectations1 

We believe that endowments and foundations should carefully consider their 
current strategic asset allocation given recent and projected investment returns. 
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1Based on Covariance Capital’s Capital Market Assumptions. Past performance is no guarantee of future performance. 

US Fixed Income 

3.8% 
nominal 

Global Fixed Income 

4.3% 
nominal 

Public Equity 

7.6% 
nominal 

Private Equity: Buyouts 

10.6% 
nominal 

Private Equity: Venture 

12.6% 
nominal 

Overall PE 

11.2% 
nominal 

Disclosures: 

Capital Market Assumptions (CMAs) were empirically derived for all relevant asset classes. CMAs were then qualitatively adjusted where deemed necessary to incorporate Covariance’s market views. CMAs 
reflect Covariance’s real return forecasts for several asset categories as of Q3 2014 and for a period of 20 years (Asset Allocation Period). These assumptions are passive only – they do not include the 
impact of active management or fees and expenses (including trading costs and taxes). The Expected Return and the Expected Risk figures set forth above are based, in part, upon the historical return of 
each of the indices listed on the next slide and anchored on their relationship with the MSCI ACWI Total Return index. These figures also incorporate Covariance’s market views. These CMAs are forward-
looking statements based upon Covariance’s reasonable beliefs. There can be no assurance that these returns can be achieved. Actual returns are likely to vary.  Strategic long-term assumptions are subject 
to high levels of uncertainty regarding future economic and market factors that may affect future performance.  



Investment Returns Going Forward 
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We believe that the 
Endowment model is an 

approach that can be used to 
improve LT returns 

Implications for budget 
and spending 



Why Invest in Private Markets? 
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Why Invest in the Private Markets? 
Long-term investors, such as endowments and 
foundations, benefit from the ability to take on illiquidity 
to provide potential return enhancement and inflation 
protection 
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Private Equity & 
Venture Capital 

Real Assets 

However, Private Markets investing 
requires thoughtful investment 

theses, processes, discipline and 
deep networks 



Key Considerations for Investing in Private Markets 
A Private Markets Value Framework 
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1 2 3 4 5 

Buying Power Expertise Diversification Economies of 
Scale 

Access 



Active vs. Passive Management Today 
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Active or Passive Management? 

28 

As many active managers have failed to outperform passive products during the recent equity 
bull market and as flows into passive vehicles have dramatically increased, Investment 
Committees are re-examining the role of active managers relative to passive investments.  

 

Active Passive 



History and Near-Term Future of Alpha  
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Long-term Alpha of Endowment-Style Investing 

Risk Trade-Off for Different Alpha Levels 

Endowments have also handily outperformed the two most prevalent passive equity/fixed income 
benchmarks over the long term. It is important to remember the idiosyncratic and uncorrelated nature of 
alpha which serves as both an absolute return driver and also a risk mitigation tool.  

In general, active management has the 
often hidden benefit over passive 

approaches of providing rational limits to 
company-, sector- and industry-level 

concentration.  

Impact of Market-Cap Weighting on Passive Indices 



Why Active Management Now? 
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Divergent central bank policies and 
economic outlooks 

Interest rate normalization and       
increasing dispersion between 
individual stocks and sectors 

Massive inflow to passive products  

Rich equity valuations  

Extremely low equity volatility  



Evaluating Spending Policies 
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A Clearly Defined and Thoughtfully Applied Spending 
Rule is Critical 

32 

 Need for a sustainable policy 

Need consistent flow of income to 
operating budget  

Must safeguard real value of 
endowment over time 



Choosing a Method 
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Two prominent policies in use today: 
 

 

 

Moving Average Payout Method 
The spending model calculates the actual payout 
based on a moving average, typically over three 
years. 

 
 

 

Snake in the Tunnel Payout Method 
The spending model aims to maintain budgetary stability by 
simply increasing the annual payout each year by a certain 
inflation-linked rate. 

 

 



Model Comparison 
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Comparison of Snake in Tunnel and Moving Average Models 

The nature of the SIT paradigm provides much more stable, persistent, and predictable payout 
streams, which is valuable to budgetary offices and investment committees alike. 

Effect of Different Return Assumptions 

By looking at real-pay 
risks across different 

equity return 
assumptions, we find 
that the MA model is 

also much more 
sensitive to expected 

return reductions. 



Transitioning 
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Transitioning to the Snake in the Tunnel Method 

Transitioning to an SIT spending policy may present 
an easier way to downshift spending from 5% target, 

as it requires little short-term practical changes and 
does not entail an abrupt stepdown in spending. 



Implement SIT Policy 

Downshift Spending 

Predictable Annual 
Payout 
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Conclusion 



Questions? 
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Covariance Disclosure and Notes 
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Informational Purposes Only. Covariance is providing all of the information herein (collectively the “Information”) to you in response to your specific request 
regarding information about the Program. All performance and portfolio construction contained herein are subject to revision by Covariance and are provided solely 
as a guide to current expectations. There can be no assurance that the Program or any other product described herein will achieve any targets or that there will be 
any return on or of capital.  

Qualified Investors Only. The Program is only available to qualified investors who can bear the risks of investment losses and volatility, particularly in short-term 
periods. The risk associated with investing in the Program will vary by client and will depend upon the asset classes in which the client’s account is invested and the 
overall asset allocation of the client’s account, which is expected to vary. The Program is designed to provide each client with a single, comprehensive and 
customized solution for managing its investment portfolio, with the goal of capturing longer-term gains, notwithstanding possible losses and/or volatile investment 
performance in the short-term. There can be no assurance that these goals will be met.  

Not an Offer. Under no circumstances is this information to be used or considered as an offer to sell or a solicitation of an offer to buy, any security or investment 
service. Any such offering may be made only by the Program’s Confidential Offering Memorandum (the “Memorandum”) and the definitive provisions provided for in 
the operating documents of the Program, each of which will be made available to potential investors and which should be read carefully by potential investors and 
their advisors. The discussion herein is qualified in its entirety by reference to the detailed information, including the substantial risks associated with an investment 
in the Program, which appear in the Memorandum and other definitive Program documents.  

Alternative Investments. This material discusses a variety of investments, including alternative investments such as private equity and venture capital and similar 
private investment strategies (“Alternative Investments”), which are subject to less regulation than other investments such as mutual funds, may make speculative 
investments, may be illiquid and can involve a significant use of leverage, making them substantially riskier than the other investments. An Alternative Investment 
may incur high fees and expenses which would offset trading profits. Alternative Investments are not required to provide periodic pricing or valuation information to 
investors. The manager of an Alternative Investment has total investment discretion over the investment. Investors may have limited rights with respect to their 
Alternative Investments, including limited voting rights and participation in the management. Alternative Investments by their nature, involve a substantial degree of 
risk, including the risk of total loss of an investor's capital. Performance can be volatile. There may be conflicts of interest arising in connection with Alternative 
Investments. Alternative Investments may be highly illiquid and generally are not transferable without the consent of the sponsor, and applicable securities and tax 
laws will limit transfers.  

Please note that hedging strategies cannot guarantee against overall portfolio losses. Alternative Investments may be subject to the risks of leverage and 
speculative trading. Investments in hedge funds, venture capital/private equity and non-traded real estate are subject to illiquidity and higher expenses than 
traditional investment vehicles. Commodity investments may be subject to substantial volatility. 

Conduct Own Investigation. In making an investment decision, prospective investors should conduct their own investigation and analysis of the data and 
descriptions set forth in this summary and must rely on their own examination of the investment opportunity, including the merits and risks involved. Qualified 
prospective purchasers may obtain from Covariance such additional available information as they may reasonably request. An investment in the Program is suitable 
only as an investment for, and will be offered only to, persons who have, directly or through qualified representatives, the ability to evaluate the merits and risks of 
an investment in the Program and the ability to assume the economic risks involved in such investment.  



Covariance Disclosure and Notes 
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Sources of Information. Certain of the economic and market information contained herein has been obtained from published sources and/or prepared by third 
parties. While such sources are believed to be reliable, none of Covariance or its affiliates, employees and representatives assume any responsibility for the 
accuracy of such information. Certain additional information, assumptions and expected results are based on the past performance of various asset classes and 
investments; however, past performance is no guarantee of future results. 

Forward-looking Statements. This information may contain forward-looking statements within the meaning of the United States federal securities laws. Forward-
looking statements are those that predict or describe future events or trends and that do not relate solely to historical matters. For example, forward-looking 
statements may predict future economic performance, describe plans and objectives of management for future operations and make projections of revenue, 
investment returns or other financial items. A prospective investor can generally identify forward-looking statements as statements containing the words “will,” 
“believe,” “expect,” “anticipate,” “intend,” “contemplate,” “estimate,” “assume,” “predict,” “hypothetical” or other similar expressions. Such forward-looking 
statements are inherently uncertain, because the matters they describe are subject to known (and unknown) risks, uncertainties and other unpredictable factors, 
many of which are beyond Covariance’s control. Longer-term forward looking statements and assumptions are subject to even higher levels of uncertainty and a 
broad array of economic and market factors may affect them. No representations or warranties are made as to the accuracy of any forward-looking statements.  

Information Prepared by Covariance. This material has been prepared solely by Covariance and is not a product of any other research department within the 
TIAA family of companies. The views and opinions expressed may differ from those of other departments or divisions of TIAA and its affiliates. Investors are 
urged to consult with their financial advisors before buying or selling any securities.  

No Provision of Tax or Legal Advice. Covariance does not provide accounting, tax, or legal advice. Notwithstanding anything in this document to the contrary, 
and except as required to enable compliance with applicable securities law, you may disclose to any person the US federal and state income tax treatment and 
tax structure of the Program and all materials of any kind (including tax opinions and other tax analyses) that are provided to you relating to such tax treatment 
and tax structure, without Covariance imposing any limitation of any kind. Investors should be aware that a determination of the tax consequences to them 
should take into account their specific circumstances and that the tax law is subject to change in the future or retroactively and investors are strongly urged to 
consult with their own tax advisor regarding any potential strategy, investment or transaction.  

Offering Materials. These are only some of the considerations of which prospective clients and investors should be aware. Additional information relating to 
conflicts of interest and other risk factors, as well as fee and expense information, is set forth in the offering materials for Covariance’s products and services and 
the information herein is qualified by reference to such offering materials. Prospective clients and investors should obtain the offering materials and read them 
carefully prior to making any investment with Covariance. 

 

 

 



TIAA Covariance Disclosures and Notes (slides 17-36) 

This report is only intended for the person or entity to which it was delivered. This report is not an offer or a solicitation with respect to the purchase 
or sale of any security or investment service. An offering can only be made by way of Covariance’s confidential offering memorandum. Prospective 
clients and investors should obtain the offering materials and read them carefully prior to making any investment with Covariance. Additional 
information relating to conflicts of interest and other risk factors, as well as fee and expense information, is set forth in the offering materials and the 
information herein is qualified by reference to such offering materials. 

While all investments entail risk, investing in alternative investments presents special risks described in the offering materials, including the risks of 
leverage and speculative trading, which can heighten the risk of loss. Investments in private funds are subject to illiquidity and higher expenses 
than traditional investment vehicles. This document is qualified in its entirety by reference to the detailed information, including the substantial risks 
associated with such an investment, which appear in the offering materials and other definitive documents. 

1221 McKinney Street, Suite 1800, Houston, Texas 77010 
Phone: (713) 770-2000 

155875 

TIAA Kaspick Disclosures and Notes (slides 1-16) 
 
© 2017 and prior years by Kaspick & Company, LLC, a registered advisor and  provider of advisory services.  This presentation may not be 
reproduced,  distributed, or transmitted in any form, in whole or in portion, by any means, without written permission from Kaspick & Company, LLC. 
 
Photo credits, slide 7: Source: UC Berkeley, Bancroft Library. (Free Speech Rally); Source:  Hoffman, Harrison, flickr.com.  (The New York Times 
Newspaper); Source:  U.S. National Archives.  (The White House Signature). 
 
203 Redwood Shores Parkway, Suite 300 Redwood Shores, CA 94065-6121 
Phone: (650) 585-4100 

One Metropolitan Square 
211 North Broadway, Suite 1000 St. Louis, MO 63102-2733 
Phone: (314) 244-5000 

70 Franklin Street, 7th Floor Boston, MA 02110-1313 
Phone: (617) 788-5875 
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