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Background & Objective
The Investment Policy Working Group was formed in January 2006 to look at the current performance of
C.A.R.’s portfolio, review our investment policy, and make recommendations to SPF in June. The
Working Group was asked to determine if the performance of C.A.R.’s portfolio under its current
managers was satisfactory, to solicit and evaluate proposals from current and prospective investment
advisors to manage C.A.R.’s portfolio in the future, and to solicit input and recommendations concerning
C.A.R.’s investment policy.
Working Group Members are as follows:
•
•
•
•

David Barca, Chair
Phyllis Carmichael
Bob Kulick
Gib Souza

Staff support was provided by Iqbal Bholat, Shui Yin Cheung, and Robert Kleinhenz.
Actions Taken
The Working Group met with NAR’s leadership (2005-06 Treasurer Bruce Wolf and EVP Dale Stinton) at
the C.A.R. Business Meetings on Thursday, January 26, 2006, to gather information about NAR’s
investment policy and investment managers. NAR has retained Chicago-based investment advisory firm
DiMeo & Schneider, which provides ongoing portfolio oversight and recommendations for a fixed fee.
In subsequent discussions, the Working Group decided to hold interviews of current and prospective
investment advisors, to learn more about alternative investment approaches and to get input of C.A.R.’s
investment policy.
The Working Group held interview at C.A.R. headquarters in Los Angeles on Wednesday, April 5, 2006.
Six investment management/advisory groups presented proposals and investment policy
recommendations:
•
•
•

Morgan Stanley
Merrill Lynch
Fidelity Investments
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•
•
•

Kreisler Long-Term Investments & Financial Solutions Group
DiMeo & Schneider
Bernstein Investment Research & Management

Prior to the April 5 meeting, each firm was asked to provide members of the Working Group background
information on their company, their investment philosophy, and any other relevant information. Moreover,
the Working Group sent a group of key questions to each firm that they were asked to prepare for the
face-to-face meetings.
Upon completion of the interviews, the Working Group deliberated on the findings and developed the
following recommendations.
Recommendations
Investment Managers:
1. Retain Current Investment Managers:
a. Rates of return on C.A.R.’s portfolio in 2005 exceeded returns on a number of comparison
benchmarks, thereby warranting the continued retention of the current investment managers:
o
o

Merrill Lynch - Current fixed income manager
Morgan Stanley - Current equity manager

b. However, permit each to manage parts of the equity and fixed income portions of the portfolio as
determined by staff, thereby offering potential for increased portfolio diversification.
Investment Policy:
2. Restructure C.A.R.’s funds, currently “Operational and Core Reserves”, into two separate portfolios
based on liquidity requirements and varying maturities of securities:
o
o

Operational Cash – highly liquid investments such as cash and cash equivalents with maturities
of one year or less, that may be used to cover current operating expenses
Core Reserves – less liquid, longer maturity investments that are generally untouched except in
case of emergency.

Moreover, divide Core Reserves into 2 parts, grouping investments of similar liquidity and maturities
into two distinct classes:
o
o

Short-Term Reserves – investments with maturities between 1 and 3 years.
Long-Term Reserves – investments with maturities of at least 3 but no more than 7 years.

3. Amend C.A.R.’s Investment Policy as follows:
a. Combine CDs/Money Market and US Treasuries into one category of highly liquid short-maturity
investments.
b. Reclassify Preferred Stock as a debt instrument from equity instrument, reflecting the fixed
returns nature of preferred stock. Preferred Stock will thus be classified with Corporate Bonds and
similar fixed income investments.
c. Increase the Allocation Range on the Equity component of Core Reserves from 5-15 percent to
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25-35 percent. Analysis presented at the April 5 meeting indicated that it would be possible to
increase portfolio return without increasing risk, by increasing the Equity share from the current
range to the 25-35 percent range. Moreover, fiduciary duty requires that SPF and C.A.R. position
the portfolio to take advantage of potential returns while striking a balance between risk and
return.
d. Add Mortgage Backed Securities as possible class of investment, with a recommended allocation
range of 3 to 7 percent. Fiduciary duty requires that SPF and C.A.R. position the portfolio to take
advantage of potential returns while striking a balance between risk and return.
e. Explicitly prohibit REITs as an investment category. Such a defensive position with respect to this
investment category will reduce the potential volatility of C.A.R.’s portfolio performance.
f. The resulting investment categories in C.A.R.’s Investment Policy document will be as follows:
o CDs, Money Market Funds, & Treasuries
o Corporate Bonds & Preferred Stock
o Mortgage-Backed Securities
o Equity Investments
4. Direct staff to explore the following as components of C.A.R.’s portfolio but place limits on each:
o International markets
o Emerging markets
This recommendation allows greater diversification of the portfolio, to take advantage of potentially
greater returns that might not be available in domestic markets, within the risk-return constraints and
consistent with the fiduciary duty as mentioned above
5. Consider retaining DiMeo & Schneider in 2007 on a one-time basis to review C.A.R.’s portfolio and
investment policy and make recommendations at an estimated flat fee cost of $25,000.
While the Investment Policy Working Group felt capable of making the above-mentioned set of
recommendations, it does not have the expertise or time to thoroughly investigate and make
recommendations on C.A.R.’s portfolio and investment policy beyond those mentioned above. DiMeo
& Schneider is an independent investment advisory firm, not an investment manager with the
expertise to make impartial recommendations in these areas.
Reporting & Accountability:
6. As a part of their routine portfolio performance reports to the SPF committee, investment managers
should include 1-year, 3- year, 5- year, and 10- year returns on portfolio and benchmark
comparisons.
7. Require an annual presentation by investment managers to entire SPF committee at January
business meetings.
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