
Endowment Trustees 
Date | time 5/30/2017 8:30 AM | Meeting called to order by Rod Hersberger 

In Attendance 

Rod Hersberger, Robert Newlen, Teri Switzer, Patricia Wand, Siobhan Reardon, and Susan Hildreth – Treasurer 

Staff: Mark Leon and Keith Brown 

Other: Raj Bhatia and Peter Marchese - Merrill Lynch 

Absent: Brian Schottlaender 

Agenda Review 

Rod Hersberger opened the discussion by noting that Merrill Lynch would be presenting a webinar on Smart Beta 
in order to advance the discussion on the subject. Keith Brown noted some additions i.e. document numbering to a 
revised agenda designed to provide more clarity as specific discussion items were addressed. 

Approval of Minutes (ET #6.8) 

The minutes from the February 22, 2017 meeting in New York city. After a brief discussion, the minutes were 
approved as written. The following action was taken: 

 

Motion: S. Reardon and seconded by P. Wand 

               The 2017 Midwinter Meeting minutes were approved as written 

Merrill Lynch Quarterly Portfolio Review 

Before the discussion Raj Bhatia thanked the Trustees for acknowledging his recent Financial Times recognition as 
one of the top 400 investment advisors.  He noted that it has been an honor to serve and work with the Trustees and 
greatly appreciated their support. 

As the discussion started he pointed out that “mixing politics with investing can often lead to the wrong decision.” 
ALA has benefited by following basic market fundamentals and ignoring the outside noise. He further noted that 
growth and inflation will generally have the greatest impact on the direction of the market. Although GDP growth 
is forecasted to remain solid for the next year, Merrill Lynch researchers are expecting up to three Federal Reserve 
interest rate hikes which could impact asset allocations. The current position of researchers – overweight equities 
and underweight fixed income – are already reflected in the ALA portfolio. The positive benefits to the portfolio 
have been felt through the first quarter of 2017.  In discussing the impact of President Trump, it was noted that there 
was the potential for large and diverging effects on the US economy. It is the view of Merrill Lynch that there are 
both good and bad potential outcomes: 

 

Good 

• Prospects of financial deregulation has excited the markets 
• Possible tax cuts for individuals/corporations and financial repatriation of foreign earnings 
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• Increased infrastructure spending 
• Possibility of a Trump “Marshall Plan” with capital inflows from foreign governments 

It was also noted that the US should do well in defense and agriculture 

 

Bad 

• Potential restrictions on foreign trade 
• Efforts to undo NAFTA or impose tariffs on trading partners 

 

It was noted that conditions in the US labor markets remain healthy with unemployment below 5%. However, it 
was pointed out that wage growth continues to lag behind other metrics during this expansion compares to the 
previous two expansions. On a positive note, the slack in the market is shrinking, which should benefit wage 
growth in the future. 

 

Asset Allocation & Performance – Peter Marchese led a discussion on the portfolio and its performance. Referred to tab 
2 the Trustees reviewed the current allocation of the portfolio. The portfolios total value as of 4-28-17 was $41.9 
million.  This compares to a book value of $12.3 million for net earnings of $29.5 million. At $28.2 million total 
equity and real assets represent 67.4% of the portfolio and is overweight by 7.4%. Within this category Domestic 
Large/Mid Cap stocks were $20.9 million (49.8%) and overweight by 5%. International was $5.1 million (12.1%) and 
overweight by 2%. Real Assets were $2.3 million (5.5%) and overweight by 0.5%. Total fixed income was $10.9 
million (26.1%) and underweight by 6.4%. Alternatives were $2.7 million (6.5%) and underweight by 1.0%. 

 

For the period, the portfolio produced a gross return of 5.8%, a net return of 5.6% and 6.5% when alternatives are 
excluded. This compares to the policy benchmark of 5.0%. Interest and dividends were $222,244, appreciation was 
$2.0 million and withdrawals were $379,787. It was noted that the withdrawals were the result of the quarterly 
settlement since the beginning of the fiscal year between the ALA General Fund and the portfolio as the General 
covers payments by the ALA units as scholarships/awards are made throughout the year. Mark Leon indicated that 
he would following up with the finance staff to provide more detail on this activity.  

 

Outcome – No recommended changes to the overall allocation to equity and fixed income. 

Next Steps – Will review the addition of an ESG fixed income manager. 

 

Smart Beta 

As a follow-up to the Midwinter discussion on “Smart Beta,” Raj Bhatia noted that he and his staff participated in a 
recent webinar that he felt more clearly explained the dynamics of the subject. It was felt that the concept of Smart 
Beta could be clarified further by viewing the webinar as compared to the session that was held in NYC in February. 
Before the webinar a few facts were reviewed: 

1. Smart Beta strategies are a bridge between traditional passive and active investing 
2. Smart Beta focuses on multiple factors such as simplicity, transparency, capacity, liquidity diversification, 

etc. 
3. There are two types of Smart Beta equity strategies  

• Factors based on idiocies constructed on value, growth, momentum, size, quality, low volatility 
• Fundamentally weighted indices using metrics such as dividends, sales and cash flows 
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According to the capital asset pricing model investment returns consists of two components based on market 
factors: 

1. Market beta earned through capitalization weighted exposure to the entire market 
2. Alpha earned through active management in excess of market beta 

Smart Beta further defines traditional alpha to pure alpha – security selection, macroeconomic, industry and 
geographical active bets – by adjusting for common risk factor exposures. 

Moving to the webinar showing the participants were well known industry leaders – Rob Arnott, Chairman 
Research Affiliates, Andrew Ang, Head of Factoring Investment Strategies Blackrock, Cam Harvey, Duke 
University Investment Strategy Group and Ronen Israel, Principal AQR. Each of the participants discussed in detail 
their positions on Smart Beta and the intricacies of using “factors” as another element for seeking higher returns. It 
was pointed out that this type of investing requires dealing with a great deal of minutia and determining what 
factors are best to use. In evaluating the different factors i.e. which ones to use, managers are looking for factors that 
result in a change in the net valuation of an investment.  

Outcome – Raj Bhatia does not believe that Smart Beta as a strategy is a good fit for ALA now, as the portfolio is not structured 
to take advantage of Smart Beta. Additionally, it was felt that the risk trade-off is not likely to measurably improve returns. 

Next Steps – The Trustees will continue to explore the strategy to increase their knowledge and understanding.   

ESG Fixed Income Manager Comparison 

As a follow-up to the conversation in NYC earlier this year by TIAA on the use of ESG portfolio managers in the 
fixed income space, Peter Marchese provided an update. He noted that the universe of high quality ESG fixed 
income managers is much smaller than for equities. Despite this point it was made clear that fixed income managers 
in the ESG space can have the most direct and impactful positive results from an ESG perspective. The Trustees 
were referred to tab 4 to review. He referenced the most recognizable and used benchmark for ESG investing the 
MSCI KLD Social 400 index. The index is a capitalization weighted index with exposure to companies with 
outstanding ESG ratings. The index also excludes companies whose products have negative social or environmental 
impacts. He went to reference the TIAA Social Choice bond fund from a composition standpoint. It represents a 
strong high-quality bond portfolio regardless of style. A good mix of corporates, municipals, US 
Treasuries/Agencies, commercial backed etc., as well as, the percentage of AAA and AA rated holdings. A further 
review of the information also indicated that ESG funds tend to have lower yields, but higher durations. Finally, in 
view of the Trustees strong interest in this area Merrill Lynch was prepared to make a recommendation to replace 
Lord Abbett Short Duration and replace with Calvert Short Duration Income Fund. However, since the Trustees 
will be meeting in Washington, DC in September and with Calvert being in the area, it was decided that the 
Trustees should have the opportunity to meet face to face before any decision is made. 

Outcome – Trustees maintain a strong interest in ESG fixed income managers 

Next Steps – Will meet and interview representative from Calvert in September in Washington, DC 

 

Proposed Choice OER “Open Choice” Project (ET #6.9) 

Mark Cummings – Editor and Publisher Choice Office and Mary Ellen-Davis – Executive Director of ACRL reported 
to the committee on a proposed new open source project. This discussion was originally put on the Trustees’ agenda 
due to the fact that using Choice and ACRL endowment resources was a viable option under consideration to fund 
the project. Since that time the ACRL board voted to use their net asset balances ($350K in year 1 and $350K in year 
2). Mark Cummings noted that Choice is searching for a new viable revenue source as many publishing related 
operations are struggling remain relevant. The Open Choice project is a digital platform designed to support the 
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evaluation and selection of Open Educational Resources (OER). It will be a source of objective, professional reviews 
of both textbooks and ancillary learning resources. It will also be a peer to peer space allowing users to benefit from 
the comments and evaluations from trusted peers. Open Choice will be used by teaching faculty and instructional 
designers, librarians and learning technologies staff.  
 
In closing the Trustees were very supportive of the project and the need to continue pushing for new and creative 
revenue sources. As librarians, they also provide additional perspectives for Mark to consider as the project 
undergoes additional review and rollout. 
 

Outcome – The Trustees have been informed of the project and as librarians have provided input from their individual 
perspectives on the merits of the project and how to further enhance the projects’ success.  

Next Steps – Will continue to monitor the development of the project and provide input as needed. 

 

Development Office (ET #6.10) 

Development Office (ET #6.10) – Sheila O’Donnell, Director of the Development Office reported to the Trustees on the 
fundraising activities of the office. She began the discussion by noting that 2017 was the launch of the first 
comprehensive annual fund effort – November/December 2016. The department also launched a fundraising e-mail 
campaign round National Library Week (April 9 – 15, 2017). She firmly believes that these efforts have benefited 
ALA across units. Referring to ET #6.10 she highlighted a history of the annual fund giving by individuals since 
2013. While the number of donors was consistent through FY16 at approximately 827 per year, the FY17 effort 
resulted in an increase to 1,416. This of course resulted in an increase in the amount of dollars raised from $170,207 
in FY16 to $293,783 in FY17. It was noted that division campaigns like the ACRL 75th Anniversary campaign and 
others by ALCTS, LITA and AASL played significant roles. 
 
On the Planned Giving front attention was directed to the 2016 launch of the 1876 Club, a planned giving circle that 
targets people under 50, the continued recruitment of members for the Legacy Society, both of which are part of the 
20x20 campaign. The 20x20 campaign is an extension of the former 15x15 campaign, which is designed to go to 
2020. This campaign is now in a quite phase which began 3/16. In that time 15 new members have been added for a 
total pledged amount of $1.8 million. 
 
Other developments in the office include the following: 
 

• Establishment of a Development Office ad hoc task force on fundraising activities (includes Rod) 
• Released an RFP for a Development Office audit 
• Working to support the fundraising plans for the 20th anniversary of the Spectrum Scholarship program 
• Looking to capitalize on the exposure from the Libraries Transform and Library Champion1 campaigns 
• Attended cultivation and stewardship meetings with individuals/corporations at MW/AC/ACRL 

  

Outcome – The Trustees have been informed of the activities of the office 

Next Steps – The office will continue to look for areas where the Trustees can have more of an impact on fundraising efforts for 
the endowment. 

                                                        
1 Development Office manages this program and is working to manage their annual participation and new prospects  
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Margaret Edwards Trust 

Beth Yoke, Director of YALSA reported to the Trustees on the activities and status of the Margaret Edwards Trust. 
She noted that the YALSA board votes each year on how to expend funds from the Trust. Designed to benefit 
underserved teens by promoting reading, YALSA is striving to build capacity. Created a part-time position in 
October to help with the effort. At 20 hours per week the effort and feedback has been good. Moving into FY18 
some funds will be used to support the Alex and MAU awards which are both programs and services related to 
teen reading. Beth noted that her interpretation of the purpose of the MAE Trust limits some of the things that she 
would like to do. The Trustees strongly supported the idea of expanding the scope and interpretation of the Trusts’ 
language since the goal is to promote teen reading. This would mean utilizing currently available tools, assets and 
resources that go beyond the language in the Trust i.e. Teen Book Finder Apps – mobile and database. It was noted 
that YALSA is looking to take all of ALA’s teen reading efforts and put into YALSA their app. 
 
Outcome – Trustees received an update on the activities related to the MAE Trust for FY17 and FY18. 
Next Steps – An annual review next spring. 
 

ALA Generated Shareholder Resolutions (ET#6.13) 

The Trustees were directed to document ET #6.13 to review and discuss the ALA’s proxy voting guidelines. As a 
result of a member approaching President-Elect Jim Neal about using shareholder activism to express displeasure 
with a company, staff felt that a review of this policy might be useful. Keith Brown noted that the document has 
been around for many years but hasn’t been reviewed in quite a while. As none of the Trustees were familiar with 
the document it was felt that a more in-depth review of the policy was necessary. 
 
Outcome – The Trustees briefly reviewed the policy. 
Next Steps – Rod Hersberger will take the current document to review the policy and provide an update of the language.  
 

Endowment Budget Support (ET#6.2/ET #6.11) 

Mark Leon and Keith Brown briefed the Trustees on the amount of budget support that can be expected from the 
Endowment in FY18. 
 
Outcome – The Trustees receive an adequate level of support to carry out their obligation to manage the endowment 
Next Steps – Will be looking at the FY19 budget for any potential opportunities allocate funds for additional educational 
opportunities for the Trustees. 

 

Small Endowment Combination (ET #6.12/ET #6.1.1) 

The Trustees were joined by Mary Ghikas – Senior Associate Executive Director and ALA attorney Paula Goedart to 
discuss the potential ramifications of proposed small endowment combinations i.e. LHRT/Ed Holley and 
Oberly/Leab & ACRL. Referring to document ET #6.12, Keith Brown summarized the history which prompted the 
requests. 

 

Outcome – Paula Goedert established the high hurdle for moving forward with the recommendation in document ET #6.12, 
provided no supporting documents can be found. 
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Next Steps – Staff will continue to look for documents related to the small endowments in question. Additionally, Mary Ghikas 
will convene with Paula Goedart, Sheila O’Donnell, Mark Leon and Keith Brown to begin the development of steps or 
guidelines needed for establishing an endowment. 

 

Next Meeting 

9/20/2017 8:30 AM, Washington, DC – Fall Meeting 

02/21/2018 8:30 AM, NYC – Midwinter (Education) Meeting 

 

With no further business, the meeting was adjourned. 
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