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DATE:   June 12, 2003 for June 19, 2003 
 
AGENDA ITEM: 5 
 
ITEM IDENTIFICATION: 
 
Investments:  Long-Term Capital Appreciation Pool Performance Benchmark – 
Interim Report 
 
JURISDICTIONAL INFORMATION: 
 
Business Board terms of reference make the Board responsible for “approval of the 
conditions for the delegation of authority to a University-controlled asset management 
corporation for the management of the investment of University funds.”   
 
PREVIOUS ACTION TAKEN: 
 
The Board, at its meeting of April 7, 2003, approved a revised Investment Policy for 
University Funds.  That Policy: 
 
(a) established a more conservative return objective for the Long-Term Capital 

Appreciation Pool (L.T.CAP) - a 4.0% real, inflation-adjusted return over a 10-year 
period, net of all fees and levies;  

 
(b) specified the University’s risk tolerance for the L.T.CAP, stating that “to keep risk 

at a reasonable level, UTAM shall manage the asset portfolio to achieve a target 
standard deviation of 10.0% or less in nominal terms”; and 

 
(c) made it clear that UTAM was responsible for selecting the appropriate asset mix to 

achieve the return objectives within the stated risk tolerance.   
 
UTAM’s performance is to be measured against performance benchmarks to be included 
in Schedule “C” of the service agreement between the University and UTAM.   
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HIGHLIGHTS: 
 
A major step towards the development of the new benchmark was taken on June 11, 
2003, when the Board of the University of Toronto Asset Management Corporation 
(UTAM) met and approved a revised asset mix as follows: 
 
 Minimum Weight

(% Weight) 
Usual Weight

(% Weight) 
Maximum Weight 

(% Weight) 
Equities    
   Canadian equities  10  
   US equities  20  
   Non-North- 
     American equities 

 
 

 
20 

 
 

Total equities 45 50 55 
    
Bonds    
   Universe bonds  5  
   Long-Term bonds  5  
   Real Return Bonds  10  
Total bonds 15 20 25 
    
Alternatives    
   Real assets  10  
   Private equity  10  
   Absolute Return  10  
Total alternatives 25 30 35 
 
The proposed asset mix is similar to the current mix, except for (a) the introduction of 
real-return bonds (which would reduce the allocation to regular bonds); and (b) an 
increase in investment in real assets (such as real estate, oil and gas properties, 
timberlands, etc) and in private equity, along with a reduction in absolute-return hedge 
funds.  UTAM will within the next two months develop a plan to move the L.T.CAP 
investments into conformity with the above asset mix 
 
UTAM will also work to develop appropriate performance benchmarks based on the new 
asset mix, to be reflected in a revised Schedule “C” to the service agreement between the 
University and UTAM.  There are to be two benchmarks:  comparison to a composite 
market index and comparison to an appropriate peer universe.  It is not intended to 
continue to use the current peer universe, the Cambridge Associates College and 
University Endowment Universe, which consists predominantly of U.S. endowments.   
 
FINANCIAL AND/OR PLANNING IMPLICATIONS: 
 
It is expected that, over a ten-year time horizon, the above asset mix will meet the 
University’s return objective (according to modeling, the expected real return is 5.10% 
per year), and do so within the University’s risk tolerance (the expected standard 
deviation is 9.84%).  This mix also reduces the risk of the University being unable to 
meet the endowment payout requirement and reduces the risk of a long-term impairment 
in the purchasing power of the endowment funds.   
 
RECOMMENDATION: 
 
None.  For information.  The revised Schedule “C” to the service agreement, containing 
the new benchmarks, will be forwarded for approval.   
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