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From the CEO
To the Rector and Visitors of the University of Virginia, foundation
trustees, and other members of the University community:

I am pleased to report that the Long
Term Pool returned 19.0% for the
fiscal year ending June 30, 2014, and
the value of the long-term University
and foundation funds invested with
the University of Virginia Investment
Management Company (UVIMCO) has
risen to $6.9 billion. Equity markets
performed strongly during the fiscal
year. Our policy portfolio benchmark
earned 16.6% during the twelve months
ending June 30, 2014, while global
and domestic equities returned 23.6%
and 24.6%, respectively. UVIMCO’s
Long Term Pool participated in the
equity market rally while maintaining
diversifying positions in credit, real
assets, fixed income, and cash.
We remain most focused on longterm returns. Across the twenty years
ending June 30, 2014, UVIMCO’s Long
Term Pool had an average annual return
of 12.6%, exceeding by healthy margins
both the policy portfolio benchmark
return and the University’s spending
rate. However, we note that Long Term
Pool returns and investment markets in
general exhibited significant volatility
in the past two decades, including one
equity market peak-to-trough drawdown
of 57% and another of 49%. Although
we are pleased with the Long Term
Pool’s short- and long-term performance,
we remain cognizant that investment
markets are unpredictable and subject to

precipitous declines at any time.
In the face of market uncertainty,
UVIMCO’s long-term investment
philosophy and approach remain
unchanged. We work hard to reassess
the investment portfolio, manage
portfolio risk, act on new opportunities,
and understand our competitive edge.
UVIMCO’s edge includes its exceptional
Board of Directors, talented staff,
and thoughtfully selected external
investment managers. In particular, our
staff’s philosophical compatibility and
demonstrated investment expertise
provide a strong platform for ongoing
success.
This annual report provides an
overview of UVIMCO’s investment
strategy, asset allocation, risk
management process, performance,
and organization. In addition, we are
pleased to highlight the important work
supported by two individual endowment
funds invested within the Long Term
Pool. As always, members of the UVIMCO
Board and staff are grateful to the
donors and to University and foundation
leadership for their continued faith in us.

Lawrence E. Kochard
Chief Executive Officer
Chief Investment Officer
UVIMCO
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UVIMCO Overview
UVIMCO provides investment management
services to the Rector and Visitors of
the University of Virginia. Many of the
University’s schools and programs have
related foundations that help raise funds
and attract private investment in the
University’s undergraduate and graduate
programs. The University and its foundations
work together with the associated schools
and programs to enhance alumni support
and ensure funds are managed prudently
and gifts are used according to donors’
intentions. Together, the University and
related foundations determine how best to
use unrestricted contributions to provide
student aid, enhance teaching and research,
build and maintain library collections,
and support student organizations and
publications.
UVIMCO invests the endowment and
other long-term funds held by the University

The Long Term Pool is custom
managed for the endowment
spending requirements and risk
profile of the University of Virginia.

and its related foundations in a Long Term
Pool, which is custom managed for the
endowment spending requirements and
risk profile of the University. UVIMCO also
manages a Short Term Pool for University
and related foundation funds with near-term
liquidity needs. As of June 30, 2014, the
shareholder compositions of the Long Term
Pool and Short Term Pool are as shown in
the graphs at left.

TABLE 1: Long Term Pool at a Glance
Fiscal Year Ending June 30

2010

2011

2012

2013

2014

Market Value (in millions)

$4,454.7

$5,346.5

$5,430.0

$5,959.5

$6,949.5

Net Asset Value per Share

$4,612

$5,732

$6,025

$6,833

$8,131

overview

15.1%

24.3%

5.1%

13.4%

19.0%

Public Equity

20.1%

20.3%

20.5%

24.4%

22.0%

Long/Short Equity

24.8

23.4

22.7

23.6

23.2

Private Equity

18.7

19.5

19.6

18.1

19.9

Real Estate

4.0

5.9

8.6

8.6

7.6

Resources

7.1

7.3

7.0

5.5

4.9

Marketable Alternatives & Credit

14.6

11.9

9.3

10.0

10.9

Fixed Income & Cash

10.7

11.7

12.3

9.8

11.5

Return*
strategic allocation

*Returns are presented gross of UVIMCO management and incentive fees.

The Purpose of an Endowment
An endowment fund is a permanent, selfsustaining source of funding. Endowment
assets are generally invested with a view
toward long-term capital appreciation. Each

year, a portion of the endowment value is
paid out to support the fund’s purpose, and
any earnings in excess of this distribution
help build the fund’s market value over time.
In this way, an endowment fund grows and

provides support for its designated purpose
in perpetuity.
The University of Virginia’s consolidated
endowment ranks among the five largest
for public institutions of higher education

GRAPH 1: Historical State Appropriations and Endowment Distribution
As a percentage of the academic division operating budget for the fiscal years ending June 30
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*State Appropriation represents unrestricted state general funds appropriated for basic educational needs and excludes restricted state general funds to be used for research and financial aid.
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Over the past decade, UVIMCO’s
active management of the Long
Term Pool added $1.8 billion to
the University’s endowment
beyond the amount that would
have been earned by investing in
a passive benchmark portfolio.

4
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and among the twenty largest of all colleges
and universities in the United States. Equally
important, the University’s endowment-perstudent ratio is the largest among U.S. public
institutions of higher education.
The University of Virginia’s strong
endowment has been a critical asset in
enabling the University to expand its
program offerings and facilities, and attract
high-quality students and faculty. Invested
properly, endowments generate the reliable
stream of income essential to funding
professorships, scholarships, fellowships,
lectureships, book funds, and many other
purposes.
The University of Virginia’s endowment
strength also provides the financial support
and flexibility necessary when other
revenue sources change. Historically, the
University relied heavily on appropriations
from the Commonwealth of Virginia.
However, macroeconomic changes and
constrained state budgets in recent years
have resulted in less revenue available
for public education—in Virginia and
many other states. Steadily declining state
support means the University must rely
increasingly on existing gifts and continued
donor generosity to sustain its margin of
excellence. Annual contributions help cover

the University’s yearly operating expenses,
whereas new gifts to the endowment, along
with the endowment’s long-term investment
performance, help secure the University’s
long-term financial stability. As Graph 1
illustrates, endowment spending now
surpasses state appropriations as a funding
source for the University’s academic budget.
UVIMCO’s primary investment objective
is to maximize the long-term, inflationadjusted return of the Long Term Pool within
the risk tolerance of the University. UVIMCO
achieves this objective by actively managing
the Long Term Pool in a manner carefully
designed to provide a substantial and
growing stream of income to support the
programs of the University and its related
foundations while preserving for future
generations the purchasing power of their
long-term investment assets. Over the past
decade, UVIMCO’s active management of
the Long Term Pool added $1.8 billion to the
University’s endowment beyond the amount
that would have been earned by investing in
a passive benchmark portfolio. The University
and related foundations have been served
well for many years by UVIMCO’s long-term
perspective, relentless pursuit of excellence,
and partnerships with exceptionally talented
external investment managers.

Endowment at work

Making A Difference Through Research and Care

Imagine a place where a child can be
inspired and engaged; where a mom and
a dad can find all they need to promote
their son’s or daughter’s health; and where
hundreds of doctors, nurses, and other
health-care staff come together with a
shared devotion to caring for kids. Made
possible through generous support from
the Ivy Foundation, long-time benefactors
Barry Battle and her late husband, Bill
(College ’41, Law ’47), and other donors
across the Central Virginia community,
the Battle Building at the University of
Virginia Children’s Hospital is like no other
outpatient health-care facility in the region.
Opened in June 2014, the Battle Building
is home to dozens of pediatric specialties,
from primary care to cancer and heart
disorders. The seven-story, 200,000-squarefoot facility serves as a central hub for
thirty-six specialty clinics, which are housed
together and organized into interdisciplinary,
multifunctional “neighborhoods” that place
children and their families at the center of
pediatric care.
Capital campaign building funds raised

for the construction of the Battle Building
were invested with UVIMCO until needed,
and the Long Term Pool’s investment return
enabled U.Va. to complete this critical
project on schedule.
Just as exciting as the facility itself
are the activities taking place inside the
Battle Building, which reflect the important
impact of endowments like the Jennifer
Fund. Invested in UVIMCO’s Long Term
Pool, the Jennifer Fund provides funding
for pediatric cancer research overseen by
Dr. Kimberly Dunsmore, chief of the division
of pediatric hematology and oncology at
U.Va. A clinician-scientist who sees children
with cancer in her clinics every week, Dr.
Dunsmore knows the critical difference
research can make. Only a generation ago,
most children with leukemia lost their battle
with this aggressive cancer. Today, thanks to
breakthroughs in research, more than 90%
of childhood leukemia patients survive.
The Jennifer Fund, created in 1997, is
helping researchers advance treatments and
therapies for childhood cancers, thereby
improving the lives of children and families
everywhere. Now a teacher in Blacksburg,
Virginia, Jennifer Marshall, whose family
established the fund in her honor, was
treated by Dr. Dunsmore as a child. She beat
cancer thanks to the type of research that
continues today at U.Va. Ms. Marshall and
her family continue to raise contributions for
the Jennifer Fund.
Like most universities, the University of
Virginia is looking to broaden its research
support base. In the past, federal funding
for university research set the United States
apart from international competitors. Today,
uncertainty surrounding the federal budget
has prompted a shift toward funding
medical research with private rather than
government support, giving endowments
like the Jennifer Fund new importance.
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five core principles
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Invest for the long term
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Partner with extraordinary
investment managers

d

Focus on price

d

Retain an experienced,
dedicated staff

d

Diversify our investments
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At UVIMCO, we believe that attractive
long-term investment returns are best
produced by maintaining a consistent
and effective investment philosophy and
process over time. UVIMCO achieves this
goal by adhering to several core principles.
These principles guide everything we do at
UVIMCO as we invest the Long Term Pool.
First, we are long-term investors. Our
relatively long time horizon allows us
to capitalize on market inefficiencies
and risk premiums that arise from other
investors’ focus on short-term news and
market events. In addition, our ability to
avoid imprudent reactions to short-term
dislocations gives us the potential to
outperform investors who are unable to take
a similarly long-term view. Although our
portfolio may outperform expectations in the
short term, this is not our goal. Rather, we
seek to outperform our benchmarks over the

long term, which means we are willing to
underperform passive benchmarks and peer
investors in the short term.
Second, we seek exemplary long-term
returns through our external investment
manager selections, asset allocation
decisions, and portfolio tilts that take
advantage of economic themes. Securities
are selected for UVIMCO by a team of
extraordinary external managers. Whereas
the vast majority of money managers fail
to beat passive benchmarks, UVIMCO’s
disciplined research process and pattern
recognition allow us to develop relationships
with outstanding investment managers
who demonstrate an edge in both
security selection and asset allocation. The
reputation we have cultivated as a valueadded partner, our extensive network of
market contacts, and the patient capital
we provide have allowed us to build

relationships with the most successful
managers—many of whom do not accept
capital from new investors.
Third, we believe price matters.
Behavioral biases of other investors with
different investment time horizons can
cause investment prices to differ from
their fundamental values for long periods.
Markets tend to overreact to recent events
and operate under the assumption that
recent good or bad news will continue. At
UVIMCO, we believe in long-term reversion
to fundamental values. Superior long-term
returns depend on investing in securities,
themes, and asset classes with current prices
below their fundamental values. Mispricings
and other special situations at the security
level create opportunities for our external
investment managers, whereas thematic and
asset-class inefficiencies may be exploited
by external investment managers and our
internal investment team through portfolio
tilts and hedges. We also seek investments
that have fallen out of favor, resulting in
a supply/demand mismatch of capital. We
recognize that prices can differ from their
fundamental values for extended periods, so
we must remain patient for this approach to
yield results.
Fourth, we believe our success is
largely dictated by the quality of people
on the UVIMCO team and the long-term
partnerships we maintain with external
investment managers. We ask all staff
members to demonstrate a strong work
ethic, a passion for investing, effective
teamwork skills, and a desire to put the
University’s interests above personal
interests. We expect our external investment
managers to uphold similar standards,
and we believe that hiring talented, highintegrity managers is one of the most
important ways to control portfolio risk.
Finally, we believe in the benefits of
diversification. We expect the quality of
our research and investment selection to
lead to good results over time, but we
understand that certain decisions will
be unsuccessful. Therefore, we diversify
our investments across asset classes,
themes, and managers. We meticulously

and continuously review and test each of
these allocations, rebalancing the portfolio
when necessary. We pursue strategies and
investments in our areas of expertise, and
we decline opportunities outside our realm
of expertise. This approach requires humility
in our investment team. We also seek
humility in our investment managers and
appreciate those who are confident but not
overconfident, employ investment processes
in which we have shared conviction,
and consider the downside risk of every
investment.

“

It’s vital, however, that we
recognize the perimeter of our
‘circle of competence’ and stay
well inside of it.
warren buffett, in berkshire
hathaway’s 2013 annual LETTER
TO SHAREHOLDERS
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Investment Policy
An investment policy is a financial blueprint
designed to reflect an institution’s return
objectives and risk tolerance. Such a policy
should balance an institution’s ability to
tolerate a decline in assets available for
spending within a given time frame with
its desire for returns and more available
assets in the future. UVIMCO’s Board of
Directors establishes the investment policy
for the Long Term Pool and monitors the
development, analysis, adoption, and
execution of investment decisions by the
UVIMCO staff. The Board also reviews the
investment policy annually.
In addition to serving as a financial
blueprint, the investment policy sets forth
the applicable standard of care, delineates
the responsibilities of the Board and
staff, and establishes various parameters
for risk management, including portfolio
diversification and liquidity. The investment
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“

We are prone to overestimate
how much we understand about
the world and to underestimate
the role of chance in events.
daniel kahneman, psychologist &
economist

policy also includes a policy portfolio
allocation, which the Board establishes
based on the University’s risk tolerance and
expected future capital requirements. The
Board carefully considers capital market
risk and return estimates to ensure the
policy portfolio is appropriately designed
to achieve the investment objectives for
the Long Term Pool. UVIMCO’s long-term
investment policy portfolio allocation and
related performance benchmarks are shown
in Table 2.

TABLE 2: Policy Portfolio
Broad Asset Class	Allocation	Benchmark

Equity

60%

MSCI All Country World Equity

50% MSCI U.S. Real Estate
Real Assets
10
		50% MSCI All Country World Real Estate
%

50% Barclays U.S. Aggregate Bond
Fixed Income
30%
		50% Barclays Global Aggregate Bond (Hedged)
Total

Equity investments provide an
opportunity to participate in the growth of
public and private companies. In a growing
global economy with low inflation, these
investments historically have provided the
highest long-term return opportunities.
Real assets provide protection in an
inflationary environment, and thus tend
to benefit a diversified portfolio during
periods of a depreciating dollar and/or rising
prices or interest rates. Fixed income and
marketable alternative investments provide
protection in deflationary or weak economic
environments.

100%

Policy Portfolio

Optimal asset allocations evolve
in response to changing economic
circumstances, and market prices and
portfolio valuations are inherently dynamic.
Therefore, the actual investment allocation
of the Long Term Pool differs from the policy
portfolio allocation at any given point in
time. The Long Term Pool’s actual allocation
as of June 30, 2014, was 65.1% to equity
managers; 12.5% to real asset managers;
and 22.4% to fixed income, marketable
alternatives, and cash. Looking through to
our managers’ underlying investments, the
Long Term Pool had allocations of 56.7% to

equities, 13.8% to real assets, and 29.5% to
fixed income (including credit) and cash as
of June 30, 2014.
The Long Term Pool’s asset allocation
has been relatively stable for several years.
Graph 2 displays the trends in the asset
allocation of the Long Term Pool over the
past decade.

GRAPH 2: Historical Asset Allocation
Fiscal years ending June 30
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Risk Management

“
10

In investing, what is
comfortable is rarely
profitable.
robert arnott, entrepreneur,
investor, and writer

UVIMCO

Investors may be willing to bear risk only
if they are adequately compensated with
future higher returns. At UVIMCO, we are
willing to assume certain risks but will eliminate other risks if we are unable to absorb
associated downside losses or do not earn
a sufficient premium for assuming those
risks. UVIMCO uses rigorous quantitative
and qualitative risk-management tools and
analyses to assess and manage the risks in
the Long Term Pool. We measure and control
for three primary risks: market risk, manager
risk, and liquidity risk.
Market Risk
Market risk is measured by the volatility
of returns or maximum potential drawdown
in a portfolio. Although UVIMCO actively
monitors a variety of market risks—
including inflationary, interest rate, and
credit risks—we believe equity market risk

represents the most meaningful market
risk factor for the Long Term Pool. UVIMCO
manages market risk in the Long Term Pool
by diversifying across three broad asset
classes: equity, fixed income, and real
assets. We continually review our actual
allocations to these asset classes and
rebalance the portfolio when necessary.
If needed, we also employ certain hedging
strategies to maintain estimated market risk
in the Long Term Pool that is less than or
equal to the estimated market risk of the
policy portfolio.
Because the policy portfolio is designed
to reflect the University’s risk tolerance, the
actual asset allocation and exposures of the
Long Term Pool are constantly monitored to
ensure their market risk level is comparable
to that of the policy portfolio. As of June 30,
2014, the Long Term Pool’s market risk was
consistent with that of the policy portfolio.

Manager Risk
The Long Term Pool invests with more
than 100 external managers. UVIMCO
seeks to maintain a portfolio of managers
that generates sufficient returns to
compensate for bearing the market risks of
the asset classes as well as the additional
risk inherent in working with individual
managers. Manager risk includes the risk
that the specific investments selected by
the manager will underperform the relevant
benchmark, operational or business risks
within the manager’s organization, lack
of transparency, and leverage. UVIMCO
mitigates manager risk by diversification
and the employment of extensive due
diligence to assess both the investment
and operational aspects of our external
fund managers. In addition, our investment
policy ensures diversification by limiting our
exposure to any single manager.
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Over time, UVIMCO has been well
compensated for assuming a certain level
of manager risk. Attribution analyses
suggest that manager selection is the
largest contributor to the Long Term Pool’s
outperformance of policy benchmarks and
peers.
Liquidity Risk
UVIMCO defines liquidity risk for the
Long Term Pool as an inability to meet
any of the following four primary liquidity
requirements: (1) investor withdrawals, (2)
the excess of capital calls over expected
capital distributions from private funds,
(3) the need to rebalance the portfolio’s
investment allocation following a market
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decline, and (4) the ability to deploy
cash opportunistically as attractive new
investment prospects arise. We manage
liquidity risk in the Long Term Pool by
maintaining a portfolio of U.S. Treasury bills
and notes, retaining sufficient liquidity with
our public equity and hedge fund managers,
and carefully monitoring the pace of our
commitments to private investments. We
invest approximately 10% of the Long Term
Pool in safe and highly liquid assets, and
ensure at least 30% of the Long Term Pool
is available for conversion to cash in any
twelve-month period.
Actual liquidity is a function of the size
and nature of our private portfolio, the
total of Long Term Pool funds invested

in bonds or cash, and the liquidity terms
of our public investments. As of June 30,
2014, approximately 12% of the Long Term
Pool’s assets were invested in highly liquid,
government-issued debt securities and cash.
Over time, we expect the sum of the liquid
U.S. Treasury bond and cash portfolios to
vary between 8% and 12% of the Long
Term Pool. In addition, as of June 30, 2014,
we were able to access more than 31% of
the Long Term Pool’s investments within
three months and about 43% within a year.
This current liquidity level exceeds the Pool’s
minimum requirements.

industry trends

Operational Due Diligence
Operational due diligence
programs give investors
additional ways—beyond
standard investment due
diligence procedures—to
evaluate managers and
verify that those managers
can deliver on their
investment propositions.

The 2008 global market meltdown, the
Bernard Madoff Ponzi scheme, and the
failures of many other hedge funds exposed
a variety of operational risks inherent in
investing. Broadly defined, operational
risks are a fund’s non-investment-related
risks, including the risk of loss resulting
from external events or from inadequate
internal controls or systems. Press coverage
of investment management firms going
out of business due to the use of excessive
leverage, weak or nonexistent controls, or
even outright fraud heightened investors’
interest in understanding and managing
the operational risk of their investment
managers. Dramatic changes in the legal
and compliance landscape followed
in 2011, when the U.S. Securities and
Exchange Commission established various
regulations designed to implement the
Dodd-Frank legislation passed by Congress
in 2010. Today, investors such as UVIMCO
must develop a fulsome understanding
of applicable regulation to effectively
diagnose the quality and competency of a
fund manager’s investment operations and
compliance functions.
Operational due diligence programs give
investors additional ways—beyond standard
investment due diligence procedures—to
evaluate managers and verify that those
managers can deliver on their investment
propositions. Examples of operational
failure include theft and misappropriation
of funds, legal and regulatory violations,
concealment of trading losses, excessive use
of leverage, and rogue trading. Operational
due diligence is a process through which
investors gain comfort and confidence in the
front-, middle-, and back-office functions
and business sustainability of an investment
manager.
UVIMCO’s staff assesses and monitors
operational risk through extensive pre-

investment review as well as ongoing
due diligence. We mitigate manager
risk by knowing our managers well and
investing only with talented, high-quality,
ethical managers with whom our interests
align. We assess the tone at the top, the
culture of compliance, the internal control
environment, and operating processes of
the firm. We look for high competency
demonstrated by senior operational
personnel roles—such as chief financial
officer, chief operating officer, or chief
compliance officer—and develop strong
relationships with key back-office staff.
Finally, we avoid complex strategies, risk
management systems, or relationships
that would prevent us from understanding
an investment manager’s operational or
compliance risk.

Annual Report 2013–2014

13

Our primary objective is to generate
inflation-adjusted, long-term returns
in excess of the University’s spending
rate, thereby achieving our goal of
generating a steady source of income
to support U.Va.’s mission.

Investment Performance
We assess the performance of the Long
Term Pool in several ways. Our primary
objective is to generate inflation-adjusted,
long-term returns in excess of the
University’s spending rate, thereby achieving
our goal of generating a steady source of
income to support U.Va.’s mission. We also
seek to outperform the long-term returns
of our passive policy portfolio benchmark.
Lastly, we consider our performance versus
the broad universe of other institutional
investors. Although we do not focus unduly
on the investment activities and results
of peer organizations, we recognize that
relative performance is important to our
shareholders.
Generally speaking, the Long Term Pool’s
investment performance can be attributed
to market performance, asset allocation
and portfolio tilts, and manager selection.
Investment market participants were

14
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rewarded this past year, as both equities
and bonds posted gains during the twelve
months ending June 30, 2014. Equities
performed exceptionally well, with global
and domestic equity markets returning
23.6% and 24.6%, respectively. Volatility
was relatively low despite the presence of
geopolitical risks and frequent speculation
about when the Federal Reserve would raise
interest rates. The bond market experienced
a challenging start to the year but held
up well due to continued accommodative
monetary policy from central banks.
Although the ten-year U.S. Treasury bond
started and finished the fiscal year at the
same yield, 2.5%, many sovereign debt
markets posted their lowest yields in 200
years.
Within this context, the Long Term Pool
returned 19.0% for the year ending June 30,
2014, outperforming by 240 basis points the

TABLE 3: UVIMCO Long Term Pool Relative Performance
Annualized through June 30, 2014
1yr

3yr

5yr

10yr

20yr

UVIMCO Long Term Pool

19.0%

12.4%

15.2%

10.8%

12.6%

TUCS All Master Trust Universe Top Quartile

17.6

10.5

13.4

7.7

9.2

TUCS All Master Trust Universe Median

15.7

9.4

12.1

7.0

8.6

Graph 3 illustrates the long-term
differential of investing in the Long Term
Pool versus passive alternatives over the
past twenty years.
In addition to evaluating the Long Term
Pool’s performance relative to the market
and our policy portfolio, we consider our
performance relative to the TUCS All Master
Trust Universe, a widely accepted benchmark
for the performance of institutional assets.
This year, we are pleased to report that
the Long Term Pool’s returns once again
exceeded those of other (median and topquartile) institutional investors over both
short- and long-term time periods (see
Table 3).

policy portfolio benchmark return of 16.6%.
Although we are very pleased by this year’s
performance, it is not our goal to outperform
the passive benchmark over short periods
of time. Rather, we believe the Long Term
Pool’s performance is most appropriately
evaluated over multiyear periods. Over the
ten- and twenty-year periods ending June
30, 2014, UVIMCO’s portfolio compounded
at an annualized rate of 10.8% and 12.6%,
respectively. This performance comfortably
exceeds both the University’s spending rate
(plus inflation) and the ten-year (7.5%)
and twenty-year (7.6%) annualized returns
available through ownership of the passive
policy portfolio over the same time periods.

Asset allocation is an important determining factor in a portfolio’s investment return.
Asset classes perform differently from one
another under varying market and economic
conditions, and diversification across investment exposures helps temper portfolio risk
and volatility. UVIMCO’s asset allocation has
been relatively stable since 2009.
The Long Term Pool’s 19.0% return for
the fiscal year ending June 30, 2014 was
powered by the public equity and private
equity portfolios, which returned 26.8% and
35.3%, respectively. Bullish public markets,
favorable conditions for initial public
offerings (IPOs), and strong merger and
acquisition activity provided fertile ground

GRAPH 3: Growth of $1.00: UVIMCO vs. Passive Alternatives
Fiscal years ending June 30
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“
for equity returns in both the public and
private arenas.
In addition to contributing meaningfully to this year’s return, our public equity
portfolio has produced 5.3% excess return
per year for the past two decades relative to the MSCI All Country World Index
(ACWI). UVIMCO’s one-year private equity
investment return of 35.3% was supported
by strong and active capital markets. Over
time, private equity has contributed most
significantly to the Long Term Pool’s outperformance, as the twenty-year average annualized return of 22.2% outperformed the
benchmark return by 14.6% per year. The
Long Term Pool’s long-term outperformance
in both public and private equity reveals the
exemplary security selection and value-add-
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Investing isn’t about beating others
at their game. It’s about controlling
yourself at your own game.
jason zweig, Wall Street Journal columnist

ed capabilities of our external managers.
Long/short equity returned 11.3% for the
fiscal year, reflecting a difficult environment
for short positions. Over the past twenty
years, our long/short portfolio has added
2.6% per year relative to the MSCI ACWI.
We do not expect our long/short equity
investments to outperform our other equity
investments over time. Rather, the objective
for our long/short equity program is to
generate returns that are less risky than our
long-only public equity and private equity
programs, while affording the opportunity to
make money from shorting stocks.
Real assets, including real estate and
resources, represent 12.5% of the Long
Term Pool as of June 30, 2014. Within our
composite real asset performance, our real

estate and resources returns vary widely
from each other and from year to year. Our
real estate portfolio returned 14.7% for the
year ending June 30, 2014, outperforming
the 11.6% earned by the weighted policy
benchmark of publicly traded U.S. and
international real estate securities.
Composed of privately held investments,
our real estate portfolio’s performance
versus the public benchmark reflects
improved U.S. capital and transaction
markets. The resources portfolio returned
a healthy 27.1% in fiscal year 2014, when
many of our resource managers took
advantage of strong investor demand
for energy assets and exited investments
through IPOs or other transactions. Over
the long term, the resources portfolio has
outperformed all other strategies during the
five- and ten-year periods ending June 30,
2014.
Our 22.4% allocation as of June 30,
2014, to the diversifying collection of fixed
income and marketable alternative strategies
produced an excess return of 2.6% for the
year, with marketable alternatives and credit
producing the strongest sub-category return
of 14.6%. Our marketable alternative and
credit managers possess a wide variety of
expertise in areas such as bankruptcy claims,
distressed bonds, derivatives, structured
products, direct lending, real estate lending,
and post-reorganization equities. In addition,
several of these managers have flexible
mandates and varied skill sets that enable
them to move within the equity and credit
spaces based on the current opportunity
set. Government bonds and cash behave
differently and are included in the Long Term
Pool primarily for liquidity purposes and their
low correlation to equity markets.

TABLE 4: UVIMCO Strategy Allocation and Investment Returns
In percentages
June 30, 2014	Annual Return (Fiscal Year)	Annualized
	Allocation1
2010
2011
2012
2013
2014
5yr
10yr
20yr

Equity
Public

22.0

27.8

41.1

0.0

22.8

26.8

22.9

14.4

12.9

Long/Short

23.2

2.8

16.2

6.8

17.3

11.3

10.7

9.8

10.2

Private

19.9

19.7

35.5

8.9

11.8

35.3

21.7

13.8

22.2

65.1

15.5

29.8

5.3

17.3

23.3

17.9

12.6

14.9

12.3

30.8

(6.0)

17.2

23.6

14.9

8.0

7.6

Total Equity

MSCI All Country World Equity		
Real Assets
Real Estate

7.6

(28.1)

3.8

13.0

8.7

14.7

1.0

(1.2)

3.8

Resources

4.9

40.9

62.2

4.7

4.5

27.1

26.0

21.2

—

12.5

9.0

35.6

8.5

7.2

19.3

15.5

10.7

11.8

31.7

34.8

7.6

10.0

11.6

18.6

8.7

8.6

10.9

22.7

9.2

3.4

15.7

14.6

12.9

7.4

8.1

Government Bonds

8.7

6.4

0.7

0.1

0.2

0.4

1.5

4.6

6.6

Cash & Currency

2.8

0.5

0.3

(0.1)

0.0

0.1

0.1

—

—

22.4

16.1

5.6

1.9

6.6

7.4

7.4

5.8

7.3

8.6

3.0

7.1

0.5

4.8

4.7

4.9

6.2

15.1

24.3

5.1

13.4

19.0

15.2

10.8

12.6

13.3

22.4

(0.4)

11.3

16.6

12.4

7.5

7.6

Total Real Assets

MSCI Real Estate 		
2

Fixed Income, Cash & MAC
Marketable Alternatives & Credit (MAC)

Total Fixed Income, Cash & MAC

Barclays Aggregate Bond3		
100.0

Long Term Pool4

Policy Benchmark 		
5

1.
2.
3.
4.
5.

Percent of net asset value					
50% MSCI U.S. Real Estate and 50% MSCI All Country World Real Estate (prior to January 1995, 100% FTSE NAREIT)				
50% Barclays U.S. Aggregate Bond and 50% Barclays Global Aggregate Bond (Hedged in USD)					
Long Term Pool returns are presented gross of UVIMCO management and incentive fees					
Geometrically linked monthly average of 60% MSCI All Country World Equity, 10% MSCI Real Estate, and 30% Barclays Aggregate Bond
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Short Term Pool
The University and its related
foundations have the opportunity
to tailor an individualized
portfolio of investments to their
desired levels of risk and liquidity.

In 2012, UVIMCO established the Short
Term Pool to offer the University and related
foundations an investment alternative for
their short-term operating funds. The primary
purpose of this Pool is to preserve principal
and provide a low-cost, stable, highly
liquid, and secure investment vehicle to
UVIMCO’s shareholders. The Short Term Pool
allows the University and its foundations
to invest their cash alongside the cash

of the Long Term Pool. By varying their
allocations of investment funds between
the Long and Short Term Pools, UVIMCO’s
shareholders have the opportunity to tailor
an individualized portfolio of investments
to their desired levels of risk and liquidity.
As discussed earlier in this report, holding
increased levels of liquid investments
generally results in decreased overall
expected returns in the long term.

TABLE 5: Short Term Pool at a Glance

Fiscal Year 2014 Return

0.05%

Annualized Return Since Inception (October 4, 2012)

0.07%

Yield to Maturity

0.03%

Market Value as of June 30, 2014
Duration
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$267 million
0.28 years

endowment at work

Miller Center’s
Caplin Endowment

The Short Term Pool is invested in
U.S. Treasury notes, bonds, and bills with
maturities of not more than one year. The
Short Term Pool incurs lower expenses
than if managed externally because
UVIMCO charges no management- or
performance-based fees to the Pool. Inhouse management also enables UVIMCO
to customize the composition of the Short
Term Pool to meet the liquidity needs of the
University and its foundations.
Because asset protection and liquidity
are the Short Term Pool’s primary objectives,
UVIMCO expects that the Pool’s yield
may be lower than with other short-term
investment options. Other highly liquid
vehicles, including money market funds,
often invest in commercial paper or bonds
that are exposed to interest rate or credit
risk so as to capture incremental basis
points of yield. However, these funds can
lose principal in the event that investment
income does not fully cover operating
expenses or investment losses.
At UVIMCO, we believe the incremental
yield available in the current economic
environment does not warrant the added
risk that comes with an account designed
to provide asset protection and liquidity on
demand. Therefore, we do not strive for yield
in the Short Term Pool. Asset appreciation
and income for UVIMCO’s shareholders are
achieved through the Long Term Pool.

The Miller Center is a nonpartisan affiliate
of the University of Virginia that specializes
in presidential scholarship, public policy,
and political history, and strives to apply
the lessons of history to the nation’s
most pressing contemporary governance
challenges. The Miller Center is committed
to work that is grounded in rigorous
scholarship and advanced through civil
discourse. The center’s endowments—all
managed by UVIMCO—provide significant
support for its programs and mission
support services.
The Miller Center’s endowments serve
as both financial linchpins and catalysts for
growth. The center was initially endowed
in 1970 with a gift from Chattanooga
philanthropist Burkett Miller (Law 1914),
who recognized the need for a nonpolitical
forum where recognized authorities could
assemble, consider and discuss matters of
national importance, and be an integral
part of the University of Virginia.
Today, the Miller Center is indebted to
donors whose thoughtfulness, creativity,
and mission-centered interests enable the
center to carry out nationally recognized
academic, public, and policy programs.
An example of these programs is the
Mortimer Caplin Conference on the
World Economy. Endowed in 2007 by
longtime Miller Center Governing Council
member Mortimer Caplin (College ’37,
Law ’40), the conference brings together
thought leaders from the public and
private sectors as well as the academy to
examine the impact of American economic
policy domestically and to identify policy
challenges related to the global economy.
Past topics include the global financial
architecture, governing through debt and
deficits, the future of central banking, tax
reform and U.S. competitiveness, and high-

skilled immigration.
The 2013 Mortimer Caplin Conference
on the World Economy was organized in
partnership with the Europa Institute at the
University of Edinburgh to provide a forum
for key stakeholders from the United States
and the European Union to engage in
constructive dialogue on transatlantic free
trade. The event included panel sessions
examining the proposed Transatlantic Trade
and Investment Partnership from historical
and comparative perspectives, assessing its
anticipated benefits for the U.S. economy,
considering the effect trade liberalization
between two superpowers would have
on the world economy, and analyzing the
potential implications of the new trade
bloc for the larger global economy.
With nearly $70 million in restricted
and unrestricted endowments, the Miller
Center continues to serve the University as
a nationally recognized leader in the study
of the U.S. presidency, political history, and
public policy.
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Board of Directors
UVIMCO is a separate 501(c)(3) Virginia nonstock corporation. It is governed by a Board
of Directors that includes three individuals
appointed by the University of Virginia’s
Board of Visitors and one appointed by
the University president. The Board meets
four times a year to discuss investment
strategy, set investment policy, and monitor
performance. UVIMCO’s Board of Directors
as of September 1, 2014, is as follows:
David B. MacFarlane, Chair Z
McIntire ’84
David C. Burke Z
McIntire ’88, Law ’93
Graduate Arts & Sciences ’94
A. Macdonald Caputo v
College ’63, Law ’66
John B. Harris, Jr. v
Law ’79
Patrick D. Hogan u
Anton J. Levy Z
McIntire ’96
W. Austin Ligon Z
John G. Macfarlane III v
Darden ’79
Richard A. Mayo Z
College ’64, Darden ’68
Owen D. Thomas Z
Engineering ’83
Meryl B. Witmer Z
McIntire ’83

“

Winning takes talent;
to repeat takes character.
john wooden, former basketball
player and coach

Z Appointed by the UVIMCO Board
v Appointed by the Board of Visitors
u Appointed by the President of the University
Biographical sketches of UVIMCO’s Board members
are available on our website: www.uvimco.org.
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UVIMCO Staff
The Board of Directors delegates
day-to-day investment management
activities to UVIMCO’s experienced
full-time staff. Our team of more than
thirty professionals works closely with
the Board to implement UVIMCO’s
investment strategy through the
selection of external managers, tactical
asset allocation, and internal trading.
UVIMCO draws on the talent and
experience of women and men, many of
whom are University of Virginia alumni
and all of whom are committed to both
investment excellence and supporting
the University. Our team’s combination
of broad-based director experience and
dedicated staff provides a generative
environment for investment ideas and
productive research. Together, we strive
to continually refine and improve our
investment acumen, due diligence
process, and all efforts to fulfill our
mission of service to the University.

Senior Staff

Lawrence E. Kochard
Graduate Arts &
Sciences ’96, ’99
Chief Executive Officer
Chief Investment Officer
Kristina M. Alimard
Darden ’03
Chief Operating Officer
Chief Compliance Officer
Rob Walker Freer
Managing Director
Sherri King
Managing Director
Edward H. Klees
General Counsel
Jason M. Love
McIntire ’95
Managing Director
Sargent McGowan
McIntire ’95
Managing Director
Sharon C. Argo
Executive Assistant
Mary B. Barrick
College ’82
Business Analyst
Matt Bernstein
Information Technology
Specialist

Diana L. Clark
Investment Accountant

Kim Martin
BIS ’07
Corporate Accounting
Human Resources Assistant

Dubie Dubendorfer
BIS ’08, McIntire ’09
Information Technology Manager Tarra Morgan
Administrative Assistant
Steven Eelkman Rooda
McIntire ’12
Senior Investment Analyst

Chellie V. Morris
Administrative Assistant

Danielle Fisher
Corporate Accountant

Tina B. Shifflett
Office Manager

Caitlin Fitzmaurice
Darden ’11
Associate

Christina Shrestha
Investment Accountant

Allison P. Gillam
McIntire ’06, ’07
Senior Investment Accountant
Leah M. Hall
McIntire ’09
Senior Investment Analyst
Sharon F. Herbert
Manager of Corporate
Accounting and Human
Resources
Martin Hohoff
McIntire ’10
Investment Accountant
Elizabeth R. Liles
Administrative Assistant
John Marron
McIntire ’02
Associate

Long D. Trinh
Analyst
Amaury Vaillant-Baez
Legal Administrator
Nancy Vetter
Travel Specialist
Peng Wang
Associate
Dawn C. Wilson
Manager of Investment
Accounting and Reporting
John Winn
Law ’05
Manager of Investment
Operations
Yichen Zheng
McIntire ’14
Investment Analyst

P.O. Box 400215, Charlottesville, Virginia 22904

www.uvimco.org

