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INTRODUCTION
The University of Sydney holds invested assets that have been provided by government, benefactors,
research activities and other sources. They have a variety of purposes, ranging from meeting short
term operational cash flow to perpetual endowments that fund various research and academic
endeavours.
This document outlines the manner in which the University manages its investable funds. It describes:


management and governance;



the purposes of the various funds;



the investment principles that underpin the investment strategies applied to the various funds;
and



how risk is managed.

MANAGEMENT AND GOVERNANCE
The investment management of the University’s investable funds is undertaken by the Investment and
Capital Management (ICM) unit. ICM’s mission in carrying out this function is:
To enhance the overall wealth and fiscal capacity of the University through the adoption and
implementation of investment and capital management best practice.
The investment activities of ICM are governed by the Investment and Commercialisation Committee
(ICC), a committee of the University Senate. Areas of responsibility between the ICC as the delegated
governing body and ICM as the management team are set out in a Charter of Responsibilities.
References below to approved policy or limits are resolutions approved by the ICC.
THE PURPOSE OF INVESTMENT FUNDS
The University has received investable assets from various sources throughout its history. Particularly
important sources include: gifts from generous alumni who recognise the role that the University
played in their formative years and who are keen to share with the University the fruits of a successful
life; research grants to fund specific research over a number of years; student fees; capital grants for
infrastructure development; and operating funds.
Most of these assets are placed into one of three fund categories, each with its own investment
objective and investment mandates:


Short Term Funds
Generally comprise the University’s operating funds and working capital and may be drawn
down at any time to meet operational expenditures.



Medium Term Funds
Funds in this category are available for investment over a medium term period of three to
seven years.



Long Term Funds
Funds in this category include the endowment portfolio, accumulated University discretionary
capital and other provisions. With respect to the endowment portfolio, the University invests
the funds so as to preserve the real value of the capital through time after allowing for an
annual spending allocation known as the spending rule. The University’s spending rule is
designed to ensure that good long term returns are achieved by taking appropriate investment
risk while maintaining the preservation of capital (in real terms) over the long term and
ensuring that the academic community can plan to spend the disbursements in an orderly
fashion.

INVESTMENT BELIEFS
The ICC has developed a set of investment principles (set out below) that form the framework upon
which ICM recommends and implements investment strategy for each of the above fund categories.
Each fund category must have a clear investment objective with an investment strategy to
match.
Each fund category has a different time horizon and level of risk tolerance. These key parameters are
used in developing the investment strategy and strategic asset allocation. Specifically:


Short Term Funds have a strategic allocation of 100% in liquid short term money market
instruments denominated in Australian dollars.



Medium Term Funds have a strategic allocation of 30% in growth type assets (e.g. shares)
and 70% in debt type assets (e.g. bonds).



Long Term Funds have a strategic allocation of 70% in growth type assets (e.g. shares) and
30% in debt type assets (e.g. bonds).

Actual asset allocation can be tilted away from strategic targets to reduce risk and exploit
opportunities
Over time as markets fluctuate, any investment portfolio will require adjustments so as to maintain a
risk and return profile that is aligned with the strategic objectives. Such rebalancing is achieved in the
following two key ways: i) by thoughtful application of the portfolio cash flows to the various asset
sectors; and ii) selling assets that are held at an undesirably high level, and using the proceeds to buy
assets that are underrepresented in the portfolio.
ICM also believes that applying its shorter term views of prospective returns from different types of
assets provides an opportunity to add value. Such an approach recognises that the returns of different
asset classes are driven by a multiplicity of factors that vary through the course of the business cycle.
This is called Tactical Asset Allocation (TAA).
The ICC has determined a TAA range for each asset class. The success or otherwise of this activity is
measured against the outcomes that would have resulted had the strategic allocations been held.
Investment risk can be effectively reduced by diversification
Consistent with investment management best practice principles, ICM seeks to invest the pool of
funds within each category so as to achieve diversification of risk.
Debt investments are invested across a range of instruments denominated in Australian Dollars
according to approved credit limits based upon credit ratings within the investment grade ratings
band. The approved range of securities and holdings are structured around the composition of the
relevant benchmark index for each of the debt portfolios, with specified maximum deviations.
Growth assets are invested across a diverse range of traditional and alternative asset types which
offer the prospect of capital gain. To achieve sufficient diversification of risk, the asset universe
includes both domestic and international asset classes as well as both listed and unlisted investment
vehicles.
Selecting individual assets within each asset class requires the skill of one or more specialists
The task of selecting individual investments from the vast global opportunity set is one that requires
skilled professionals, deep research and sound processes. Many investment management firms
provide these services and ICM allocates considerable resources to selecting those that are likely to
provide the best outcomes for the specific mandates established to make up the overall investment
strategy for each fund.
ICM uses an external consultant to assist in the identification and ongoing monitoring of investment
managers, performance reporting and refining Strategic Asset Allocation (SAA). In terms of
structuring the growth asset side of the portfolio, ICM favours an active management approach and
seeks to have a blend of managers with quantitative and non-quantitative stock selection
methodologies.
ICM has sufficient skills internally to manage debt assets and has sought and received approval from
the ICC to manage the cash and domestic debt portfolios directly. Currently, all of the investment
activity relating to growth assets is outsourced to sector specialist managers.

ICM believes this asset-based split of activities between internal and external management is the
most effective model for achieving its mission after taking account of the overall scale of funds under
management.
Monitoring of the portfolio structure and risk profile is a critical element of the overall portfolio
management task, particularly where funds have been outsourced to external managers. In that
regard, ICM has developed a manager watchlist tool to assist with prudent decision making in relation
to manager terminations and cash flow allocations to and from managers.
RISK MANAGEMENT
No leverage is applied to the portfolio and the use of derivatives in internally managed debt portfolios
is tightly controlled via approved limits. Such limits are designed to assist with managing the portfolio
duration and yield curve risk relative to that of the approved benchmark index as well as provide
improved transaction execution efficiency.
Funds placed with external managers are managed in accordance with an agreed mandate, with
compliance and performance assessments undertaken on a regular basis. Limits restricting the
amount of funds that can be placed with a single manager within an asset class are also in place.
Where investments involve currency risk, ICM manages the currency exposure according to the
approved policy of hedging between 40 and 60 percent of the investment value. For performance
assessment purposes, the benchmark assumes a hedged/unhedged ratio of 50/50.
OTHER
Fees to external investment managers
In selecting active sector specialist managers, ICM seeks to negotiate the best fee level possible and,
in some instances, this objective may be best achieved via a performance-based fee arrangement.
Asset Custody and Investment Performance Reporting
The task of holding a diverse range of assets in safe custody is highly specialised and, as such, ICM
has outsourced this activity to a specialist custodian along with the investment accounting and
performance reporting functions.

Glossary
Active management - The fund manager seeks to outperform the relevant market index. Also see
Passive management.
Alternative asset types - Investment assets other than the traditional asset types (Fixed Interest,
Cash, Listed equity and Property). Examples of alternative assets include: Private Equity,
Infrastructure and Absolute Return strategies.
Benchmark index - For the fixed interest portfolio the benchmark index is the UBSA Composite Bond
Index. Movements in this index represent the performance of a basket of Australian Dollar
denominated fixed interest securities across all maturities issued by the Commonwealth, State
Governments, other Sovereign Governments or Supranational agencies, and corporations. To be
included in the index, issue tranches must exceed $100 million and have an S&P rating of not less
than BBB minus.
Business Cycle - Refers to the fluctuations in economic activity, often represented by movements in
the Gross Domestic Product (GDP). Also known as the economic cycle.
Credit rating - An external opinion of the general creditworthiness of a borrower. Well known rating
agencies include Standard and Poor’s and Moody’s.
Custodian - An entity, often a bank, responsible for safekeeping securities and collections and
disbursement of related payments and receipts attaching to the securities.
Debt investments - Refers to the investments in Fixed Income securities, bank bills and cash.
Derivatives - A financial instrument whose value is derived from the value of an underlying asset or
security. Some well known examples include, government bond futures and options and share price
index futures contracts.
Discretionary Capital - Discretionary funds represent the University’s ‘free funds’ and include
unallocated endowment funds and accumulated reserves and provisions. They are similar in nature to
equity capital.
Endowment Portfolio - Long term philanthropic funds in the form of bequests and capital preserved
trusts.
Growth assets - All asset classes except Fixed Interest and Cash.
Hedged/Unhedged Ratio - The University’s strategic currency hedge ratio for international
investment exposures incorporated into the performance benchmark. 50% of currency exposure via
international investments is hedged and 50% unhedged.
Investable funds - Funds available to be invested by the Investment and Capital Management.
Investment grade ratings - A bond is considered investment grade if its official credit rating is BBB
minus or higher by Standard & Poor's rating agency or Baa3 or higher by Moody's rating agency.
Listed investment - The underlying investments with the external fund manager are listed on a public
exchange, such as the Australian stock exchange. Also see Unlisted investment.
Non-quantitative stock selection methodology - An investment process where an asset manager
selects stocks to be included in the portfolio based on research. Commonly referred to as
fundamental analysis. Also see Quantitative stock selection methodology.
Passive management -The fund manager seeks to replicate the market index return.
Quantitative stock selection methodology - An investment process in which the stocks to be
included in an investment portfolio are made predominantly based on quantitative factors generated
by computer-driven models.
Spending Rule - A policy rule that define the annual distribution of funds from endowment accounts
which are available for spending in accordance with the terms of each specific Gift. Over the long
term, the capital preservation of endowments is enhanced by the disciplined adherence to a spending
rule. Currently, 5% of the market value of the University’s bequests and capital preserved trusts at
year end is available to recipient areas for spending in the succeeding year.

Strategic Asset Allocation (SAA) - The mix and percentage target weights of asset classes adopted
to achieve the portfolio’s strategic investment objectives. Also known as the neutral asset allocation.
Tactical Asset Allocation (TAA) - An active approach to asset allocation aimed at taking advantage
of short and medium-term opportunities in asset classes. The objective of TAA is to generate a higher
return than if the portfolio’s asset class exposures remained at the neutral, static long-term policy
allocation (i.e. SAA).
Unlisted investment - The underlying investments with the external fund manager are not listed on a
public exchange. Examples include an investment in an infrastructure or property manager who in
turn invests in portfolio assets that are not listed on any exchange.

