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Annual Report on the Long-Term Investment Program
(For the Endowment Funds)
For the Fiscal Year Ending September 30, 2017

In accordance with the Board of Governors Statutes (WSUCA) 2.73.02, the Administration
presents the annual report of our long-term investment program for the fiscal year ending
September 30, 2017. This annual report was prepared by the Wayne State University
Foundation’s investment consultants, Strategic Investment Group. The long-term
investment program includes all investment activity performed for the endowment fund by
external managers and represents approximately 99 percent of all endowment resources.
At September 30, 2017, the fund was approximately $358 million. This annual report was
presented to and accepted by the Foundation’s Investment Committee on November 28,
2017. It was also presented to and accepted by the Foundation Board on December 7,
2017.

In 2000, the University created the Wayne State University Foundation (the Foundation) as
a Michigan non-profit corporation. The Foundation was established by the University to
assist it with various functions with special emphasis on fundraising and oversight of the
investment portfolio for endowments. The Board of Governors approved the transfer of
existing and future endowments to the Foundation for holding and investing such
endowments. The official date for the transfer of endowment assets was October 1, 2002,
the beginning of the new fiscal year for the University and the Foundation. The Foundation
established its Investment Committee to specifically oversee and manage the endowments,
especially those held in the “Common Trust” pool (the Pool) of assets. The Investment
Committee has engaged Strategic Investment Group (Strategic) as its Outsourced Chief
Investment Officer (OCIO) to manage all of the funds held in the Pool.

The University and Foundation has been partnering with Strategic to manage its
endowment portfolio since October 2016. As an OCIQO, Strategic is a discretionary advisor
who is delegated a major role in investment management of the endowment portfolio.
Strategic manages the endowment in accordance with investment guidelines established by
the Foundation Board, which maintains oversight over the endowment portfolio. The
Investment Committee has detailed oversight of the endowment portfolio, and Strategic
and Treasury staff coordinate detailed operations of endowment portfolio activities.

Collaborating with the Foundation Board, Investment Committee and Treasury staff, a new
Investment Policy Statement (IPS) was designed to define financial objectives and risk
parameters and provide the framework for asset allocation guidelines, benchmarks and risk
control ranges. A new asset allocation strategy was developed relative to that policy.
Implementation of the new portfolio was substantially complete March 31, 2017, except
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the private equity allocation which will be funded over time by incremental commitments
every three years.

The endowment portfolio’s investment returns were 10.9% for the fiscal year ending
September 30, 2017. This is in line with the policy benchmark of 11.1% for the fiscal year
and is ranked in the 58" percentile of the Wilshire TUCS peer universe of endowments. The
Wilshire TUCS peer universe consists of non-profit plans of $100 million to $1 billion.

In addition to the Report prepared by Strategic, the following is also attached:

- list of the current members of the Committee

- historical graph of the fiscal year end values and performance of the endowment
funds

- Detailed Performance Summary
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Wayne State University
Foundation Investment Committee

Mr. Paul A. Glantz, Chair
President, Proctor Financial, Inc.

Ms. Susan E. Burns
Vice President, Development and Alumni Affairs and President
President, Wayne State University Foundation

Mr. William Decatur

Vice President, Finance and Business Operations,

Treasurer and Chief Financial Officer, Wayne State University
Treasurer, Wayne State University Foundation

Mr. Stephen Strome
Retired Chairman and Chief Executive Officer, Handleman Company

Ms. Denise J. Lewis
Partner, Honigman, Miller, Schwartz and Cohn LLP

Mr. David Meador
Vice Chairman and Chief Administrative Officer, DTE Energy
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Strategic
Investment STRATEGIC THINKING s INSPIRED INVESTING

Group

To: Marianne Cunningham, Diana Goode, David Harmon, Bill Decalur
From: Ken Grossfield, Markus Krygier, Nikki Kraus, Ron Klotter

Date: November 10, 2017

Subject: New York Times Article Regarding Offshore Funds

You may be aware of a recent New York Times article, “Endowments Rise as Schools Bury
Eamings,” which appeared in print on November 8, 2017, as well other articles that discuss
offshore investments by college and university endowments revealed in the so-called “Paradise
Papers.” In our view, several components of these articles are highly misleading. We want to take
this opportunity to provide to our college and university clients our views on some of the key topics
raised in these articles, particularly as they relate to our clients’ portfolios.

While Strategic investment Group is not invested on behalf of our clients in the spéciﬂc investments
cited in the New York Times article, below we address some of the general poinls made as they
apply to the use of offshore hedge funds. (Note that while private equity funds and real estate
funds managed by U.S.-based sponsors are typically formed as U.S.-based partnerships, they may
also use offshore blocker structures to hold certain underlying investments. Many of the issues
discussed below with respect to hedge funds apply to these private equity blockers as well.)

The vast majority of hedge funds that we invest In for tax-exempt entities are structured
as offshore corporations. While definitive industry dala on the subject remains scarce, our
personal experience, and general commeniary by law professors and industry praclitioners,
indicates that the dollar value of U.S. tax-exempl assets invested in institutional quality hedge
funds formed offshore dwarfs the dollar value of these assets invested in onshore oplions.

The reason that we invest In offshore hedge funds Is not to “bury” information or
because they are “secretive.” We obtain the same level of underlying information (e.g.,
positions and/or factor exposures, fees, commentary) from offshore hedge funds that we obtain
from onshore hedge funds in which we invest. Obtaining the transparency that we need to
conduct due diligence on hedge funds is fundamental to our process, and the approach does
not vary based on the domicile of the fund. In addition, information on the offshore funds in our
client portfolios is provided to our clients in cur performance reports and in our fund financial
statements in the same manner, and with the same level of detail, as the onshore funds.

Often, the net tax benefit of Investing in an offshore hedge fund relative to an onshore
hedge fund is negligible. A U.S. tax-exempt entity that invests in an offshore hedge fund
avoids paying taxes on “unrelated business taxable income™ (UBTI). However, to the extent
that the offshore hedge fund in tum invests in U.S. securities or other U.S. invesiments, it is
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subject to (a) U.S. dividend withholding; (b) tax on income that is "effectively connected with a
U.S. trade or business” (ECI); and, (c) on rare occasions, branch profils tax. Depending on the
nature of the strategy, these other taxes could largely offset the taxes that would be paid on the
UBT!I that would be generated if the fund were to invest onshore.

Tax-exempt entities often prefer investing offshore because it alleviates the burden of
making U.S. Federal and state tax filings. An important distinclion between UBT! and the
other taxes described above, is that UBTI is incurred direcily by the U.S. tax-exempt entity,
while the dividend withholding, ECI and branch profits tax are obligations of the offshore fund in
which the U.S. tax-exempt entity is invested. As a result, the UBTI gives rise lo direct U.S.
Federal and stale tax filing obligations. For funds that operale in many slates, these obligations
can be quite burdensome. On the other hand, the offshore fund makes ils own 1ax filings and
{ax paymenis and so, while the tax-exempt entity's invesiment return is reduced by these taxes,
it avoids the administrative burden of directly making the actual filings and payments.

The suggestion that an offshore investment made by a foundation or endowment is an
unethical tax dodge misunderstands the purpose of the UBT! rules. There are two
components of UBTI: (a) income eamed from business aclivities that are unrelated to an
entity's tax-exempt purpose, and (b) Income that is earned through investments financed with
debt. Each of these components was designed (in the 1950s) lo address a particular abuse.
The first provision was designed to prevent tax-exempt enlities from crealing for-profit
subsidiaries that allow these subsidiaries lo avoid paying taxes they would otherwise be
required to pay. (The most famous example of this practice was the Mueller Macaroni
Company, whose owners donated 100% of the company stock to NYU, and continued to
operate as it had previously, only without paying taxes on its income.) Similarly, the debt
financed rules were designed to prevent specific types of abusive practices, most commonly
sale-leaseback transactions between charitable organizations and for-profit corporations. The
rules clearly did not envisage that they would be applied to passive investments in hedge
funds. One could argue that the reason the widespread use of offshore funds by tax-exempt
entities has not been addressed by the IRS or Congress, is that it does not raise any real policy
concem.

In summary, we belleve that the recent press articles have dislorted and mischaracterized the use
of offshore investment vehicles by college and university endowments, which is a long-standing
and common practice of Institutional tax exempt investors in the U.S. We would be happy to
discuss any of the issues described in greater detail at your convenience.
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