
9/17/2010 BOT 1

9:00 a.m. - 

1. Roll Call

2. Approval of the Minutes of Previous Meeting

Will the Board of Trustees approve the minutes of the meeting of the Board held on July 9, 2010?

3. President's State-of-the-University Video

4. Informational Report on Alcohol Mitigation Efforts

Damon Sims, Vice President for Student Affairs, will offer a broad overview of a comprehensive
new strategy designed to mitigate alcohol misuse among our students and the consequences of
that misuse.  The new strategy follows months of reconsideration of related policies, practices, and
partnerships designed to address this issue.  A panel representing key elements of this year's many
new initiatives will join Vice President Sims to expand upon the overview.  The fall semester marks
the beginning of a renewed and sustained campaign to reduce the negative consequences of
alcohol in our community.  This discussion will serve to illustrate the breadth of that effort and the
many constituencies, including student leaders, who are working together to find the improvements
we seek.

10:30 a.m. - 

5. Reports from Standing Committees

Discussion of action and/or information items by the Standing Committees for consideration by the
Board of Trustees:

A. Committee on Campus Environment - Rodney P. Hughes, Chair

B. Committee on Educational Policy - David M. Joyner, Chair

1) Recommendation for Approval of Administrative Appointment

Will the Committee on Educational Policy recommend to the Board of Trustees
adoption of the following resolution:

RESOLVED, That the Board of Trustees approves President
Graham B. Spanier's appointment of Dr. David L. Hall as Dean of the
College of Information Sciences and Technology effective
September 20, 2010.

C. Committee on Finance and Physical Plant - Linda B. Strumpf, Chair

  1) Discussion of Consent Agenda Items Provided for Information or Approval of
the Committee on Finance and Physical Plant:

Information Items - 
a) Davey and Osmond Lab Transformer Replacement, University Park
b) Fire Alarm Replacement in Various Buildings, University Park
c) Mass Spectrometry Lab at Hosler Building, University Park
d) Elevator Two-Way Communications - Final Phase, University Park
e) Gymnasium Addition, Penn State Beaver
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5. Reports from Standing Committees (Continued)

C. Committee on Finance and Physical Plant (Continued)

  1) Discussion of Consent Agenda Items Provided for Information or Approval of
the Committee on Finance and Physical Plant: (Continued)

Information Items (Continued) - 
f) East Addition Office Renovation, The Milton S. Hershey Medical Center
g) Naming of Rooms, Portions of Buildings, and Plazas
h) Purchase of Port Property, Penn State Harrisburg
i) Capital Budget Request for Fiscal Year 2011-2012
j) Status of Major Construction Programs and Borrowing
k) Summary and Designation of Gifts Received

Action Items -
l) Summary of Revisions to Existing Scholarships, Fellowships, Etc.
m) Acknowledgments of Endowments and Other Major Commitments

(See Appendix I)

  2) Proposed Resolution Updating the University's Endowment Spending and
Investment Policies

In November 1986, the Board of Trustees adopted a resolution which established
broad guidelines and a policy for investment of endowed and non-endowed funds
of the University.  Subsequent revisions to this investment policy were approved by
the Board of Trustees on March 18, 1995; July 12, 1996; September 8, 2000;
November 22, 2002; May 18, 2007; and September 11, 2009.

It is proposed to increase the membership of the Penn State Investment Council by
adding two additional independent directors (non-University members).  Additionally,
it is proposed to change the terms from one year to three years (renewable), and to
stagger the terms to provide for transition continuity and to formalize the
requirement that at least one independent member be a member (either voting or
emeriti) of the Board of Trustees.

Will the Committee on Finance and Physical Plant recommend to the Board of
Trustees adoption of the following resolution:

WHEREAS, The Board of Trustees on November 6, 1986,
adopted a resolution regarding the University's Endowment
Spending and Investment Policies for Endowment and General
University Funds and subsequently approved revisions on March 18,
1995; July 12, 1996; September 8, 2000; November 22, 2002;
May 18, 2007; and September 11, 2009; and

WHEREAS, The Officers of the University have
recommended an amendment of such policies as hereinafter set
forth.

NOW, THEREFORE, BE IT RESOLVED, That the
University's Endowment Spending and Investment Policies for
Endowment and General University Funds be changed as follows:

(1) That the Penn State Investment Council, comprised of the
Senior Vice President for Finance and Business/Treasurer, as
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5. Reports from Standing Committees (Continued)

C. Committee on Finance and Physical Plant (Continued)

  2) Proposed Resolution Updating the University's Endowment Spending and
Investment Policies (Continued)

Chairman, Executive Director, Office of Investment Management,
and five to seven nine non-University members (at least one of
whom shall be a member [either voting or emeriti] of the Board of
Trustees), each serving one-year three-year staggered, renewable
terms, is hereby authorized to administer the spending and
investment policies hereinafter adopted by the Board of Trustees and
to report periodically concerning the same to the President of the
University and to the Committee on Finance and Physical Plant of
the Board of Trustees. In such administration, the Investment
Council may delegate appropriate functions to properly designated
University Officers and other University Personnel.

(2) That in order to preserve the purchasing power of
endowment and endowment-like funds, spending from each such
fund over time should be limited to a percentage of the market value
of such fund, set at a level anticipated to preserve over time the
funds real (inflation adjusted) value after consideration of investment
returns.

(3) That endowment and endowment-like funds should be invested
to attempt to achieve a real (inflation-adjusted) total return over time
sufficient to support a spending rate limited in accordance with (2)
above, while providing for growth of the endowment base sufficient
to accommodate an assumed rate of inflation.

(4) That endowment and endowment-like funds (e.g., the Long-
Term Investment Pool) should be invested primarily by independent
investment managers selected by the Investment Council.  A primary
investment attribute to be employed in managing the Long-Term
Investment Pool shall be prudent diversification achieved through
flexible yet disciplined implementation of a mix of investments and
strategies.  Among these shall be: Fixed Income investments
(principally U.S. Treasury notes, government agency obligations, and
investment grade corporate bonds), which shall comprise no less
than 15% of the Long-Term Investment Pool;  Equity investments
(principally global market-traded equities, hedged strategies, and
private equity investments); and Real Assets investments (principally
real estate, timber, energy, and commodity investments).  The
specific construction of the portfolio with regard to strategies
employed and managers utilized will be determined by, and under
the overall supervision of, the Investment Council, which shall be
guided by its written Investment Policies, Objectives and Guidelines.
Investment processes and results shall be carefully monitored by the
Investment Council to insure compliance with such policies,
objectives, and guidelines.   For comparative purposes,  the results
of other professionally-managed funds, market benchmarks, and
other customized performance standards deemed appropriate shall
be considered.  A detailed investment report shall be made to the
Board of Trustees semi-annually.
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5. Reports from Standing Committees (Continued)

C. Committee on Finance and Physical Plant (Continued)

  2) Proposed Resolution Updating the University's Endowment Spending and
Investment Policies (Continued)

(5) In performing its duties delegated under this resolution, the
Investment Council shall be guided solely by fiduciary principles. The
Council shall consider only financial criteria in formulating
investment policies or in proxy voting unless specifically directed to
do otherwise in a definitive manner by the Board of Trustees.

(6) Non-Endowed University funds should be invested to provide
liquidity for working capital over the annual operating cycle of the
University, and to serve the interim and longer term needs of the
University for plant renewals and replacements, debt service and
capital additions.  Non-Endowed funds will be invested in a manner
that emphasizes capital preservation and meets the cash flow
requirements of future University liabilities, while achieving modest
growth in the principal value to  accommodate future inflation.  For
current working capital and short-term investments, maturities of
securities shall not exceed 13 months per money market fund
guidelines and will generally be 90 days or less.  Typical instruments
include money market funds, certificates of deposit, U.S.
government/agency securities, repurchase agreements, and high
quality commercial paper.  Intermediate and long-term asset
categories will be invested principally in readily marketable
investment grade securities.  Non-physical derivatives are not
permitted for speculative purposes.  For long-term assets approved
for commingling with the University's Long-Term Investment Pool
(LTIP) by the Board of Trustees, such investments will follow LTIP
policies overseen by the Penn State Investment Council.

(7) With the prior approval of the Chairperson, or in the absence
of the Chairperson, the Vice Chairperson of the Committee on
Finance and Physical Plant, the Investment Council is authorized to
make interim revisions in the above-mentioned policies, subject to
subsequent review and approval by the Board of Trustees of
substantive revisions. 

Abc Indicates deletion.
Abc Indicates addition.

  3) Appointment of Non-University Employees to the Penn State Investment
Council

In September 2000, Penn State's Board of Trustees established the Penn State
Investment Council to provide direct oversight of the University's endowment and
long-term investment program.  In accordance with the foregoing resolution, the
Penn State Investment Council, appointed by the Board of Trustees, includes the:
Senior Vice President for Finance and Business/Treasurer of the University (Chair);
Executive Director, Office of Investment Management; and five to nine
non-University members (at least one of whom is a member of the Board of
Trustees), with staggered terms shown below. 
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5. Reports from Standing Committees (Continued)

C. Committee on Finance and Physical Plant (Continued)

  3) Appointment of Non-University Employees to the Penn State Investment
Council (Continued)

Will the Committee on Finance and Physical Plant recommend to the Board of
Trustees adoption of the following resolution:

RESOLVED, That the following eight non-University employees
of the Penn State Investment Council are appointed for terms
ending:

2011 - Arthur D. Miltenberger, Vice President and Chief Financial
Officer (Retired), R. K. Mellon & Sons (Ligonier, PA)
J. David Rogers, Chief Executive Officer, J.D. Capital
Management (Greenwich, CT)

2012 - Timothy J. Crowe, Managing Director, Anchor Point Capital
LLC (Coral Gables, FL)
Edward R. Hintz, Jr., President, Hintz Capital Management,
Inc. (Chatham, NJ)
Gary C. Schultz, Senior Vice President for Finance and
Business/Treasurer Emeritus, The Pennsylvania State
University (State College, PA)

2013 - Carmen Gigliotti, Managing Director, Private Equities of
DuPont Capital Management (Wilmington, DE)
Colleen Ostrowski, Vice President and Treasurer, ITT
Corporation (Scarsdale, NY)
Linda B. Strumpf, Chief Investment Officer, The Helmsley
Charitable Trust (New York, NY)

  4) Proposed Land Lease to Mount Nittany Medical Center, University Park

Mount Nittany Medical Center has requested that the University lease 1.8 acres of
land, which is located adjacent to its property, for the purpose of adding parking
spaces at the Medical Center to accommodate expansion of its cancer center.  In
consideration of the University agreeing to lease the parcel, Mount Nittany Medical
Center has agreed to lease 1 acre of land it owns, which is adjacent to University
property, for the purpose of construction of additional medical office and services
facilities on the Medical Campus.   Each parcel is shown in F&PP Appendix II,
page 1.

These proposed developments are consistent with the Master Plan for the Medical
Campus approved by College Township in November 2009 and shown in Appendix
II, page 2.  The terms of the leases are for 60 years with the property being used for
their intended purposes at a total consideration of $1.00.

Will the Committee on Finance and Physical Plant recommend to the Board of
Trustees adoption of the following resolutions:

RESOLVED, That the proposed land lease of 1.8 acres to the
Mount Nittany Medical Center for a period of 60 years at a single
prepaid sum of $1.00 is approved, contingent upon Mount Nittany
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5. Reports from Standing Committees (Continued)

C. Committee on Finance and Physical Plant (Continued)

  4) Proposed Land Lease to Mount Nittany Medical Center, University Park
(Continued)

Medical Center agreeing to lease 1.0 acres of land to the University
for a period of 60 years at a total prepaid sum of $1.00.   

BE IT FURTHER RESOLVED, That the Officers of the
University are authorized and directed to take such steps as are
necessary to make effective this resolution.

(See Appendix II)

  5) Consideration of Request for 2011-2012  Appropriation for Operations

Will the Committee on Finance and Physical Plant recommend to the Board of
Trustees adoption of the following resolution:

RESOLVED, That the Officers of the University are authorized
to submit to the Legislature, appropriate departments, and offices of
the Commonwealth of Pennsylvania, a State Appropriation Request
for fiscal year 2011-2012 in the amount of $364,200,000.

(Details concerning the State Appropriation Request for 2011-2012 will be mailed
to Trustees under separate cover.)

  6) Proposed Final Plans and Authorization to Award Contracts for Beaver
Stadium Accessibility Renovations

The University is planning to do renovations to Beaver Stadium that will improve
accessibility as informed by Americans with Disabilities Act (ADA) guidelines.  The
project includes new accessible routes to new ADA seats and restrooms.  The
project will also include utility upgrades and secure storage.

Will the Committee on Finance and Physical Plant recommend to the Board of
Trustees adoption of the following resolutions:

RESOLVED, That the final plans for the Beaver Stadium
Accessibility Renovations, as designed by the firm of Moody Nolan,
Inc. of Columbus, OH, are approved.

BE IT FURTHER RESOLVED, That authorization to award
contracts to construct the project be approved at a cost of
$10,000,000 from funds available to the University.

  7) Capital Plan Update

Mr. Albert G. Horvath, Senior Vice President for Finance and Business/Treasurer,
will provide an update for capital construction projects and/or renovations under
consideration within the next five years.
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5. Reports from Standing Committees (Continued)

C. Committee on Finance and Physical Plant (Continued)

  8) Update on the Status of Borrowing and Remaining Debt Capacity

In May 2007, the Board of Trustees authorized an increase in the long-term
borrowing for the University.  Updates are provided on an annual basis with respect
to the status of borrowing and the remaining debt capacity.

  9) Investment Review of Endowment and Similar Funds as of June 30, 2010

Appendix III is an informational report on the University’s Endowment and Similar
Funds as of June 30, 2010.  A brief presentation will be made at the meeting.

(See Appendix III)

 10) Photo Report on Selected Construction Projects

A photo report on the progress of selected construction projects will be presented
at the meeting.

6. Legal Matters

Cynthia A. Baldwin, Vice President and General Counsel, will present an informational report on
University legal matters and/or policies normally considered by a Standing Committee of the Board.

7. Proposed Revision to the Bylaws of the Board of Trustees

Recent changes in Internal Revenue Service regulations with respect to organizations that file Form
990's require that a record be maintained and reported for all spouses, children and family
members of members, or officers, of the Board of Trustees who are employed by the University and
whose compensation exceeds $10,000 per tax year.  The proposed changes reflect this new
reporting requirement.

Will the Board of Trustees adopt the following resolution:

RESOLVED, That Bylaws, Article 6., Conflict of Interest, be revised to read
as follows:

ART. 6.  CONFLICT OF INTEREST

(1) Disclosure of Potential Conflict of Interest by Members of the Board of
Trustees: 

Members of the Board of Trustees:  Members of the Board of Trustees stand
in a fiduciary relationship to the University which reposes special confidence
in each member.  Members of the Board of Trustees shall act in good faith,
with due regard to the interests of the University, and shall comply with the
fiduciary principles of conduct hereinafter set forth in addition to any other
federal or state reporting requirements. 
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7. Proposed Revision to the Bylaws of the Board of Trustees (Continued)

(a) Contracts and Transactions with University:

1. No member of the Board of Trustees, any member's spouse or
any corporation, partnership, association or other organization
in which one or more members of the Board of Trustees, or
any member's spouse or minor dependent child has a
beneficial ownership of ten (10%) percent or more, shall enter
into any contract or transaction valued at $10,000 or more with
the University unless the contract has been awarded through
an open and public bidding process, in accordance with
University Purchasing Policy, or has been fully disclosed to the
Board of Trustees and approved by the affirmative votes of a
majority of the disinterested members of the Board of Trustees.
Full disclosure shall mean disclosure of the material facts as to
the relationship or interest of the member or members of the
Board of Trustees, or spouse or minor dependent child of such
member or members, and disclosure of the material facts as to
the contract or transaction, including a sole source
justification..  Approval by a majority of disinterested members
of the Board of Trustees shall be valid even though the
disinterested members are less than a quorum.  The member
or members interested in the contract or transaction may be
counted in determining the presence of a quorum, may briefly
state a position on the contract or transaction, and may answer
pertinent questions concerning the contract or transaction, but
such member or members shall not vote on the matter.  The
minutes of the meeting shall reflect that disclosure was made,
the abstention from voting by the interested member or
members and the approval by a majority of disinterested
members.  A record of such contracts or transactions shall be
maintained in the office of the senior vice president for finance
and business and shall be available for inspection by members
of the Board of Trustees.  

2. A contract or transaction valued at less than $10,000 between
the University and one or more members of the Board of
Trustees, or any member's spouse, or between the University
and any other corporation, partnership, association or
organization in which one or more members of the Board, or
any member's spouse or minor dependent  child has a
beneficial ownership of ten (10%) percent or more, shall be
subject to disclosure, but shall not be subject to bidding
requirements and need not be approved by the Board of
Trustees.  Disclosure of such contracts and transactions shall
be made annually by written report to the Board of Trustees,
which report shall include a certification by the appropriate
officers of the University that such contracts or transactions
were made in the normal course of business and were fair to
the University.  

3. A contract or transaction between the University and one or
more members of the Board of Trustees, or any member's
spouse, or between the University and any other corporation,
partnership, association or other organization in which one or
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7. Proposed Revision to the Bylaws of the Board of Trustees (Continued)

more members of the Board, or any member's spouse or minor
dependent child, has a beneficial ownership of ten (10%)
percent or more, which was made before any such member
assumed office as a member of the Board, and which remains
to be performed, in whole or in part, at the time of assumption
of office as a member of the Board, shall be subject to the
disclosure requirements of Section (1)(a) 2 of this Article but
shall not be subject to approval by the Board of Trustees.

4. In addition, a record of all spouses, children and family
members of members of the Board of Trustees who are
employed by the University and whose compensation
exceeds $ 10,000 per  tax year shall also be maintained in
the Office of the Senior Vice President for Finance and
Business and available for inspection by the members of
the Board of Trustees.

(b) Misuse of Information:  No member of the Board of Trustees shall for
personal gain or for the gain of others use any information not
available to the public at large and obtained as a result of service to
the University.  

(c) Gifts and Favors:  No member of the Board of Trustees shall solicit
or accept for personal use or for the use of others any gift, loan,
gratuity, reward, promise of future employment or any other thing of
monetary value based on any understanding that the vote, official
action or judgment of the member would be influenced thereby.  

(2) Disclosure of Potential Conflict of Interest by Employees of the University:

Employees of the University shall exercise the utmost good faith in all
transactions touching upon their duties to the University and its property.  In
their dealings with and on behalf of the University, they shall be held to a
strict rule of honest and fair dealings between themselves and the
University.  They shall not use their positions, or knowledge gained
therefrom, in such a way that a conflict of interest might arise between the
interest of the University and that of the individual.  Employees shall disclose
to the administrative head of the college or other unit in which they are
employed, or other appropriate superior officer, any potential conflict of
interest of which they are aware before a contract or transaction is
consummated.  This Bylaw shall be published to the University community
at least once annually.

Abc - deletion
Abc - addition



9/17/2010 BOT 10

8.  Recommendation for Approval to Grant Honorary Degrees

Will the Board of Trustees approve the following resolution:

RESOLVED, that the Board of Trustees approves the granting of the
Honorary Doctorate of Science to Norman R. Augustine; the granting of the
Honorary Doctorate of Humane Letters to Ronald Ehrenberg and to Wolf Blitzer; and
the granting of the Honorary Doctorate of Laws to Linda Greenhouse at upcoming
commencement ceremonies.

9. Proposed Election of Officer

Dr. Graham B. Spanier, Secretary of the Board of Trustees, will nominate Carmella Mulroy-
Degenhart (replacing Carolyn A. Dolbin) as Assistant Secretary of the Board of Trustees, effective
October 1, 2010, to serve until the annual election in January 2011.

10. Announcements by the Chairman of the Board of Trustees
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1. Davey and Osmond Lab Transformer Replacement, University Park

Two new pad mounted transformers will be installed outside Davey and Osmond Lab buildings as part of a
30-building transformer replacement program.  The existing dry-type service transformers have reached the
end of their useful life.  Both installations will be visually screened with landscaping.  The cost estimate for
these two transformer replacements is $1,200,000.

(See Appendix I.1)

2. Fire Alarm Replacement in Various Buildings, University Park

Fire alarm systems will be replaced in 18 buildings across University Park campus with a cost estimate of
$3,250,000.  This will be done in two phases and is part of a larger project including 60 buildings total. 

(See Appendix I.2)

3. Mass Spectrometry Lab at Hosler Building, University Park

A 780 square foot Mass Spectrometry Lab housing a plasma mass spectrometer will be constructed in the
Hosler Building with a cost estimate of $1,400,000.  Also included is a clean laboratory containing chemistry
areas, fume hoods, and related support and storage spaces.

These renovations will provide an environmentally-controlled, contaminant-free environment in which users
will prepare geological and biological samples for isotopic analysis.  Penn State students and faculty are
currently unable to perform these isotope measurements.

(See Appendix I.3)

4. Elevator Two-Way Communications - Final Phase, University Park

Emergency elevator phones and associated equipment will be installed in 107 elevator cars in 66 buildings
on the University Park campus with a cost estimate of $1,050,000.  The installed system will include a
machine room phone, a consolidator unit, and an elevator phone for each elevator car.  

This work is the last phase of a campus-wide project to install emergency elevator phone systems in existing
buildings. 

5. Gymnasium Addition, Penn State Beaver

An approximately 4,000 square foot addition will be constructed on the east side of the existing gymnasium
building at Penn State Beaver with a cost estimate of $2,250,000. The addition will include a two story area
for gym equipment and a new main entrance that will link the building to the campus main pedestrian walkway.
A 500 square foot exercise studio will be included as an alternate in the bid package.  The addition will
become a focal point from the entrance drive into campus.  The project will also include renovations to the
existing lobby area, restrooms, classroom and office.

The building materials will match the existing gymnasium.   A window system will maximize daylight, views
to the campus and showcase the activities of the wellness center.   Site improvements will include handicap
parking spaces, pedestrian walkways and landscaping along the north and east side of the building, and an
outdoor plaza at the new main entrance.  

(See Appendix I.4)

6. East Addition Office Renovation, The Milton S. Hershey Medical Center

The Department of Emergency Medicine (DEM) academic offices, conference room for the DEM, Emergency
Command Center, offices for Clinical Head Nurses, Nursing Education and the Nursing Float Pool will be
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(Appendix I)
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6. East Addition Office Renovation, The Milton S. Hershey Medical Center (Continued)

relocated to make way for the construction of additional Heart and Vascular Institute beds. East Addition
Clinical space formerly occupied by the recently relocated Anesthesia clinic is being renovated for this
purpose. The scope of the work includes renovations and refurbishment, furniture, and equipment with a cost
estimate of approximately $1,100,000.

(See Appendix I.5)

7. Naming of Rooms, Portions of Buildings and Plazas

The Facilities Naming Committee has made certain recommendations to the President on the naming of
rooms, portions of buildings and plazas. In accordance with the Policy on Naming University Facilities, the
Board of Trustees is hereby informed that the President has approved the following naming actions:

A. Several Spaces within the Study Learning Center at Penn State Worthington Scranton as follows:

  1) The Student Success Center for a commitment from David and Ann Hawk.  The recognition
plaque should read:

The David and Ann Hawk Student Success Center
In appreciation for a gift from David and Ann Hawk

  2) A conference room for a commitment from Penn State Worthington Scranton Alumni Society.
The recognition plaque should read:

This Leadership Conference Room 
was made possible by

The Worthington Scranton Alumni Society

  3) The Career Reference Area and Career Services Office for a commitment from Eric and Mary
Anne Linde.  The recognition plaque should read:

The Career Reference Area and Career Services Office
were made possible by

Eric and Mary Anne Linde

  4) Health Services in honor of the Scranton Family for a grant from the Willary Foundation.   The
recognition plaque should read:

Health and Wellness Services
was made possible by
The Scranton Family

  5) The Psychological Counseling Room for a commitment from Lynn E. Moran. The recognition
plaque should read:

The Psychological Services Room
In appreciation for a gift from

Lynn E. Moran

B. The basketball facility in the Physical Education Building at Penn State Hazleton for a gift from retiring
athletic director Dr. Tom Caccese.  The recognition plaque should read:

Dr. Thomas M. Caccese Gymnasium

C. Several spaces in the Lasch Football Building as follows:

  1) Graduate Assistant's Office, 222 Lasch Football Building, for a commitment from TBJ, Inc.
The recognition plaque should read: 

TBJ, Inc.
Graduate Assistant's Office
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7. Naming of Rooms, Portions of Buildings and Plazas (Continued)

  2) Academic Counselor's Office, 123 Lasch Football Building, for a commitment from Joe and
Mary Anne Matyaz.  The recognition plaque should read: 

Mary Anne and Joe Matyaz
Academic Counselor's Office

  3) Hydro Therapy Area, 109B Lasch Football Building, for a commitment from James and
Joanne McCormick.  The recognition plaque should read: 

The McCormicks
Jim 1968 and Joanne
Hydro Therapy Area

  4) Tutoring Room, 131 Lasch Football Building, for a commitment from James Packer.  The
recognition plaque should read: 

Clark and Inez Packer Family
Tutoring Room

  5) Academic Counselor's Office, 125 Lasch Football Building, for a commitment from Kent
Pearce.  The recognition plaque should read: 

Pearce Group at Merrill Lynch
Kent Pearce Family

Academic Counselor's Office

D. Assistant Coach's Office in the Nittany Lion Softball Park, for a commitment from Art Nagle.  The
recognition plaque should read:

The Nagle Family
Assistant Coach's Office

8. Purchase of Port Property, Penn State Harrisburg

In June 2010, the University executed an Agreement of Sale with Edward G. and Rebecca A. Port to acquire
a .41 acre property, including a 1,110 square foot residence at 635 Rosedale Avenue, Middletown Borough,
Dauphin County, for $95,000.  The property, which adjoins the Penn State Harrisburg Campus, provides the
University future expansion opportunities and eliminates the possibility of adverse ownership.  The University's
intent is to raze the structure, providing expanded green space for the campus entrance.  The property was
inspected by University representatives and determined to be in acceptable condition.  Settlement occurred
on August 26, 2010.

(See Appendix I.6)

9. Capital Budget Request for Fiscal Year 2011-2012

Penn State has identified several projects as a priority and annually submits a list of those projects to the
Commonwealth's Department of Education for further consideration by the  Legislature.  In order for the
Governor to release funds for capital projects, the projects must have prior authorization and approval by the
Legislature.  The Capital Budget Request consists of those projects for which the University is seeking
authorization for subsequent funding by the Governor.  

For fiscal year 2011-2012, the University will submit a Capital Budget Request to the Commonwealth for
authorization of $563.4 million of which $492.4 million is for construction projects and the remaining
$71 million is for original equipment.  

(See Appendix I.7)

10. Status of Major Construction Programs and Borrowing

(See Appendix I.8)
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11. Summary and Designation of Gifts Received by the University

Appendix I.9 is a summary and designation of gifts received by the University during the period July 1, 2009
through June 30, 2010.

(See Appendix I.9)

12. Summary of Revisions to Existing Scholarships, Fellowships, Etc. (For the period June 14, 2010
through August 20, 2010)

Will the Committee on Finance and Physical Plant recommend to the Board of Trustees adoption of the
following resolution:

RESOLVED, That the conditions governing certain existing scholarships, fellowships,
awards, and similar funds previously established at the University be revoked and that the
Officers of the University are authorized to put into effect the revised regulations as requested
by the donors.

13. Acknowledgments of Endowments and Other Major Commitments

The Committee on Finance and Physical Plant is advised that for the period June 14, 2010, through
August 20, 2010, 42 new funds totaling approximately $2,010,250 were accepted by the University, including
scholarships, fellowships, etc.  All of these items conform to established University policies and regulations.

For the period May 1, 2010 through June 30, 2010, 39 major commitments were accepted by the University
totaling approximately $9,970,037.

Will the Committee on Finance and Physical Plant recommend to the Board of Trustees adoption of the
following resolutions:

RESOLVED, That the Board of Trustees gratefully acknowledges the generous
contributions of the many friends of the University in support of endowments, funds, and other
major commitments as reported to the Committee on Finance and Physical Plant at its
meeting of September 17, 2010.

FURTHER BE IT RESOLVED, That the Officers of the University are authorized to
convey the Board's appreciation to these generous benefactors who provide opportunities
for many students to receive a quality education.
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Endowment & Similar Funds 
Investment Review for Fiscal 2010                                                        Submitted September 2010 
 
This cover page provides a summary overview of the Pennsylvania State University Endowment and Similar Funds for 

Fiscal Year 2010. The second page summarizes Endowment-related data that is discussed on the remaining pages, 

along with in depth Endowment performance analysis. 
 

Executive Overview 

Endowment Performance  

Annualized net investment returns for the Penn State 
University Endowment (adjusted for the impact of 
gifts and spending, and after external investment 
management expenses) are shown below for periods 
ending June 30, 2010: 
 

Fiscal 10 3 Years 5 Years 10 Years 

14.3% -3.7% 4.3% 3.8% 

 
Endowment & Similar Funds Market Value (pg 3)  

Penn State University’s Endowment was valued at 
$1,341 million as of June 30, 2010, with an additional 
$98 million in Similar Funds. 
 
Review of Investment Markets (pg 4) 
The graph below compares respective returns for 12-
months ending June 30, 2009 and 2010 for the S&P 
500, MSCI All Country World (ACW) ex-US, 91-day 
US Treasury Bills, Barclays Aggregate Bond, and 
publicly-traded Real Estate Investment Trusts (REITs) 
Indexes. As shown, public equity returns, along with 
domestic real estate (REITs), rebounded strongly in 
2010 and broadly outpaced year earlier results. Bond 
and T-Bill returns were positive in both years. 

 
 
 
 

 
 
 
 
 
 

 
Investment Diversification and Asset Mix (pg 5) 

At fiscal year-end, 55% of Endowment assets were 
invested in public equities (domestic and foreign), 20% 
in fixed income/cash, and 25% in private capital 
partnerships (venture capital, private buyouts, real estate, 
and natural resources). 
 

 

Comparative Fund Performance (pg 6) 

Penn State’s Endowment returned 14.3% net for the year 
ending June 30, 2010 versus 12.5% for the Passive 
Policy Portfolio, largely due to strong public equity 
manager performance relative to passive benchmarks. 
The Endowment’s 3- and 5-yr relative performance was 
slightly better than respective passive benchmarks. 
 
 

Endowment Liquidity (pg 7) 
With more than one-half of its assets convertible to cash 
in a matter of days, the Endowment maintains adequate 
liquidity to satisfy anticipated cash requirements. 
 

Endowment Performance and Spending (pg 8) 

The Penn State Endowment’s average annual net returns 
of 3.8% and 8.2% over the last 10 and 20 years, 
respectively, have allowed the Endowment to maintain 
inflation-adjusted spending while achieving long-term 
intergenerational equity. 
 

 
 
 
 
 

Investment Market Returns 

Fiscal Years Ending June 30 

-26.2 -30.5 

1.6 6.0 

-43.3 

14.4 10.9 
0.2 

9.5 

53.9 

S&P World Ex US Tbills Bonds REITs

2009

2010
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5-Year Endowment Facts and Figures 

 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 
 

 
 

Penn State Investment Council (PSIC) Meetings
 

October 16: 
 

 Terminating Commonfund Emerging Markets Equity and investing proceeds in DFA Emerging Markets 
Equity. 
 

 Terminating Chartwell Small Cap Growth and Mellon Small Cap Value Equity portfolios and investing 
proceeds in a passive Small Cap Core Equity. 
 

 Investing $65m in BlackRock Large Cap Value Equity. 
 

December 16: 
 

 Maintain Penn State’s Endowment spending at a 4.5% annual rate. 
 
February 26: 

 

 Investing $50m with JKMilne Asset Management in Core Fixed Income. 
 
April 30: 

 

 Investing $25m with Aberdeen Asset Management in Emerging Markets Equity. 
 

 Committing $10m each to Oaktree Capital Management Power Opportunities Fund III and Commonfund 
Capital Venture Partners IX. 

 
June 25: 

 

 Investing $25m with Chilton Investment Company in Global Natural Resources Long-Short strategy. 
 

Please note that commitments made to Limited Partnerships (LPs) are not immediately invested and are called (paid 
in) over several years until commitment is satisfied, except as noted.  

----———-—— Annual Periods Ending June 30 —————---- 
 2010 2009 2008 2007 2006 
Investment Performance 

Endowment1 14.3% -20.1% -1.9% 21.2% 13.9% 
(annualized net returns) 
 
Market Values ($ millions) 
Endowment1 1,341.5 1,183.9 1,487.9 1,538.7 1,279.6 
Similar Funds2 97.6 97.4 127.7 131.5 110.0 
Endowment and Similar Funds 1,439.1 1,281.3 1,615.6 1,670.2 1,389.6 
 
Gifts & Other Additions ($ mils) 62.5 61.2 47.8 55.2 54.6 
Current Spending ($ mils) 63.4 65.1 60.4 58.3 56.9 
 
 
1) Endowment assets over which Penn State’s Office of Investment Management (OIM) has investment 
responsibility, as approved by the Penn State Investment Council (PSIC). 
 

 
2) Similar Funds — includes donor-restricted and deferred gifts, plus funds in transit to Endowment. 
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Endowment and Similar Funds Market Value

As of June 30, 2010, Penn State’s Endowment was valued at $1,341.5 million. Non-pooled assets — charitable 
remainder trusts, charitable gift annuities, and other life income funds in addition to some donor restricted funds, as 
well as cash in transit to the Endowment — accounted for an additional $97.6 million, bringing Penn State’s 
Endowment and Similar Funds to $1,439.1 million. The annual market values for the University’s Endowment and 
Similar Funds for each of the last five fiscal years ending June 30 are shown below: 
 
 
 
 
 

 
 

From the graph above:

The Endowment and Similar Funds’ total value 
increased by $157.7 million during fiscal 2010. As 
seen in the table on page 2, new gifts added to the Pool 
over the last 12 months totaled $62.5 million, while 
Endowment program support (spending) amounted to 
$63.4 million. 
 

The total Endowment’s $49.5 million increase since 
June 30, 2006 reflects new gift contributions and 
reinvested investment earnings, after providing 
cumulative program support of $304.1 million. 
 

Inflows of new gifts, along with positive investment returns, have resulted in a cumulative 3.56% increase in the 
Endowment’s value, net of spending, from June 30, 2006 to June 30, 2010. 
 
 
 
 
 
 

2006 2007 2008 2009 2010

1,280 
1,539 1,488 

1,184 
1,341 

110 

132 128 

97 

98 

Similar Funds

Endowment

1,390 

 

1,671 
1,616 

1,281 

Endowment and Similar Funds Market Value 

Fiscal Years Ending June 30 
($ millions) 

1,439 
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Review of Investment Markets in Fiscal 2010 
Following a year of extreme double-digit losses, equities in Fiscal 2010 handily outperformed fixed income returns 
while non-US indexes generally lagged domestic equity markets. The performance of investment markets that directly 
impact Penn State University’s Endowment is discussed below. 
 
US Equities 

The S&P 500 returned 14.4% for the 12 months 
ending June 30, 2010, compared to -26.2% for fiscal 
2009, while the large-cap biased Dow Jones Industrial 
Index returned 18.9% and -23.0%, respectively. Small-
capitalization stocks, as measured by the Russell 2000 
Index, returned 21.5% versus -25.0% last year. The 
Nasdaq Index performed in line with broad domestic 
indexes in fiscal 2010, returning 14.9% versus -20.0% 
in 2009. 
 
Non-US Equities 

In a reversal from fiscal 2009, equities outside the 
United States generally underperformed those in the 
US. The Morgan Stanley All Country World (ACW) 
Index ex-US returned 10.9% for the 12-month period 
ending June 30, 2010, easily surpassing its -30.5% 
return in fiscal 2009. Emerging market equities in less 
developed countries returned 23.5% over the last 12 
months, well above their -27.8% return in fiscal 2009. 
 
Fixed Income 

Barclays Capital Aggregate Bond Index (various 
maturities of US Government and non-government 
domestic bonds) returned 9.5% in fiscal 2010 versus 
6.0% in 2009. US Treasury Bonds continued to 
provide positive performance, returning 12.0% in 
fiscal 2010 versus 7.4% a year earlier. 

 
Economic and Market Outlook 

91-day Treasury Bills returned 0.2% in fiscal 2010 
versus 1.0% one year ago. Treasury Inflation Protected 
Securities (TIPS) returned 9.5% in fiscal 2010 
compared to -1.1% in fiscal 2009. 
 
Real Estate 

Publicly-traded Real Estate Investment Trusts (REITs) 
returned 53.9% for the fiscal year ended June 2010 
compared to -43.3% in 2009. Privately-held real estate 
investment partnerships, as measured by the largely 
commercial property NCREIF Index, returned -9.6% 
in fiscal 2010 compared to -14.7% in 2009. 
 
Alternatives  

Private Equity Buyouts and Venture Capital increased 
as well, averaging returns of 22.5% and 6.4%, 
respectively, for the 12 months ending March 31, 2010 
(private capital partnerships are reported on a 3-month 
lag). In the previous 12-month period ending March 
31, 2009, Private Equity returned -24.3%, while 
Venture Capital lost -17.3%. By comparison, the 
Russell 2000 Index of small-capitalization stocks 
returned 62.8% for the 12 months ending March 31, 
2010 and -37.5% for the year ending March 31, 2009. 
 

 

 

In the 12 months ending June 30, 2010, global equity markets rallied strongly and largely erased losses from the 
previous fiscal year, with US equities leading the world indexes. Fixed income markets provided a third consecutive 
year of positive returns, as the Federal Reserve continued to hold down interest rates to alleviate credit market distress 
brought on by the decline in housing prices and the accompanying deleveraging. Looking ahead, expectations for 
domestic corporate profits have brightened in the face of improving credit concerns and a recovering economy. 

Penn State’s well-diversified endowment portfolio — consisting of public equities, private partnerships, bonds, and 
hedge funds in addition to inflation-sensitive ― "real assets" — continues to be the most appropriate investment 
approach for long-term growth and sustainable spending.  

 
 
 

9/17/2010 F&PP

(Appendix III) 
         -4-



 5 

Investment Diversification and Asset Mix 

Asset allocation is a primary determinant of investment performance and risk control. The Endowment’s asset mix 
combines three very broad asset categories - public equities, private capital, and fixed income - to maximize potential 
returns, while tempering volatility. Reflecting a desire to support generous spending and the need to preserve 
purchasing power in light of changing market conditions, the Penn State Investment Council (PSIC) regularly reviews 
the Endowment’s investment policy. 

In the graph below, the three macro categories – public equities, fixed income, and private capital – are shown in the 
outermost ring with their June 30, 2010 allocations of 55%, 20%, and 25%, respectively. 
 

 

 

 

 

 
 
 

 

 

 

 

 

 

 
 

At a more granular level, the Endowment’s diversified portfolio includes a variety of asset classes that comprise the 
three macro categories, as shown by the slices within the inner pie (percentages are rounded):  
 

 55% in Public Equities includes publicly-traded US (34%) and non-US (14%) common stocks, and equity-
oriented hedge funds (7%).  

 20% in Fixed Income includes 14% in nominal bonds (mostly government bonds), 3.7% in Treasury Inflation 
Protected Securities (TIPS), and 1.5% in an income-oriented hedge fund.  

 25% in Private Capital includes the following private partnerships: 16% private equity (venture capital, 
leveraged buy-outs, distressed-debt), and 9% in real assets (private and public real estate, and energy).  

The individual asset classes above represent market values as of June 30, 2010; however, the percentages fluctuate 
over time depending on market trends and tactical allocations approved by the Penn State Investment Council. 
 
The approximately 80% currently allocated to public equities and private capital is intended to take advantage of 
capital growth and purchasing power protection offered by equity-type investments. On the other hand, the 20% 
invested in fixed income is intended to provide diversification and stability during times of market turbulence. 
  

GLOBAL 
EQUITIES 

48% 

EQ HF 
7% FI HF 

2% 

NOMINAL 
BONDS 

14% 

TIPS 
4% 

REITs 
2% 

REAL 
7% 

VC/LBO 
16% 

Private Capital 

Fixed Income 

Public Equities 
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Endowment Performance Compared to Passive Portfolio 
The Endowment’s investment performance is measured against a hypothetical Passive Portfolio, comprised of three 
broad asset categories: Public Equities, Private Capital, and Fixed Income. This passive portfolio serves as a blended 
benchmark against which the performance of the actual, actively-managed Endowment is monitored. In the table 
below, the respective static weightings of the three major asset categories, along with respective sub categories, are 
associated with corresponding market benchmarks to generate Passive Portfolio returns over 1-, 3-, and 5-year 
horizons: 
     - Annualized Benchmark Returns - 

Asset Class Benchmark Weighting 1 Year 3 Years 5 Years 

Public Equities (listed on stock exchanges)     

     US Equities S&P 500 Index 40% 14.4 -9.8 -0.8 

     Non-US Equities MSCI ex US Index 15 10.9 -10.3 3.8 

Private Capital (non-marketable alternatives)     

     Private Equity CA Private Equity Composite 15% 22.5 1.7 12.2 

     Venture Capital CA Venture Capital Composite 5 6.4 -0.6 5.3 

     Private Real Estate NCREIF Index 5 -9.6 -4.3 4.2 

Fixed Income/Cash      

     Total US Bonds Barclays Aggregate Bonds 20% 9.5 7.5 5.5 

Total Passive Portfolio (net)    100% 12.5% -4.0% 3.7% 

 
Note: the above categories / sub-categories are very broad and are assumed to be constant over the entire 5-yr period, 
much like a traditional balanced portfolio. As shown on the previous page, the actual endowment portfolio is 
comprised of several separate portfolios whose periodic weights vary as a result of fluctuating market returns. 
 

 
 

As shown above, Penn State’s Endowment returned 
14.3% net for fiscal 2010, surpassing the 12.5% return 
of the Passive Portfolio. For the trailing 3- and 5-years, 
the Passive Portfolio would have realized annualized 
returns of -4.0% and 3.7%, respectively.  

By comparison, the Endowment’s actual 3- and 5-year 
returns performed slightly better in each period, 
netting -3.7% and 4.3%, respectively. Overall, this 
shows that the selection of investment managers 
augmented the Endowment’s performance relative to 
passive benchmarks. 

The Passive Portfolio provides a guidepost to help achieve long-term results that are consistent with the twin 
objectives of purchasing-power preservation, along with stable endowment spending. The Endowment’s performance 
varies from the static Passive Portfolio as a consequence of several factors, including but not limited to the following: 
timing of cash-flows into and out of the Endowment, tactical shifts in asset mix, and individual investment manager 
performance. 

12.5% 

-4.0% 

3.7% 

14.3% 

-3.7% 

4.3% 

Passive Portfolio

PSU Endowment

1 Year                                     3 Year                                     5 Year 

Penn State Endowment vs Passive Portfolio 
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Endowment Liquidity 
The financial crisis that erupted in 2008 was characterized, among other considerations, by lack of liquidity. Many 
institutions were unable to meet current obligations due to lack of available cash. This was exacerbated by their 
inability to readily convert some assets to cash because of reduced trading volumes in some financial instruments.  

In the graph below, Endowment assets are classified according to how quickly they can be converted to cash. Most 
securities listed on exchanges or traded over-the-counter, and held at our custodian bank in separately managed 
accounts, can be liquidated on a daily basis (typically 1- and 3-day settlement for bonds and stocks, respectively). 
Commingled portfolios, i.e., collectively-managed investment pools of publicly-traded securities, are eligible for 
purchase or sale once a month. Hedge fund partnerships are typically open for at least partial liquidation once a year, 
with some having more and/or less frequent liquidity "windows." Non-marketable partnerships are considered illiquid
primarily because of the inability to determine with certainty future cash flows. 

 

 
Observations from the green (left) bars of each of the four pairs above for the period ending June 30, 2010:  

 50% percent of Endowment assets are invested in stocks and bonds that can be converted to cash in a matter 
of days. Typically, from 1% to 2% of Endowment assets are held in money market accounts, making it less 
likely other assets will need to be liquidated to satisfy day-to-day cash requirements. 

 Commingled portfolios, primarily non-US equity portfolios, comprise 15% of Endowment assets and can be 
converted to cash monthly. 

 9% of Endowment assets are invested in seven hedge fund partnerships and can be at least partially converted 
to cash annually or in some cases quarterly. 

 26% percent of Endowment assets are invested in 90 different partnerships whose assets are conservatively 
considered illiquid because of uncertain timing of future cash flows. 

The foregoing indicates that the Endowment maintains sufficient liquidity to satisfy anticipated cash requirements. 
 

Increased Liquidity and Investment Performance 
 

As shown above, the liquidity profile of Penn State’s Endowment changed slightly from the end of fiscal 2009 (blue 
bars) to the end of fiscal 2010 (green bars). Daily liquidity increased from 46% to 50%. Meanwhile, monthly and 
yearly liquidity decreased from 17% to 15% and from 11% to 9%, respectively. Illiquid non-marketable alternative 
assets decreased from 27% to 26%. Overall, this increased current liquidity tended to hinder the Endowment’s overall 
investment performance (i.e., "cash drag"), especially during the last 10 months of 2009 when longer-duration bonds 
and stocks rallied dramatically. 
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Endowment Investment 

Return (8.2% per yr) 
Program Support 

Inflation (HEPI) 

Real Growth 

Cumulative 20-year Returns 

Long-Term Endowment Growth and Spending 
 

In the chart below, the top line represents the cumulative net investment return of the Penn State Endowment over the 
last 20 years. The layers illustrate investment return apportioned to program support (spending) and inflation (as 
measured by the Higher Education Price Index [HEPI]), with the remaining residual representing net, real (inflation-
adjusted) growth. 
 
 
 
 
  
 
   

 
 
    
  
  
   
   
 
 
The Endowment’s primary investment goal is to earn a long-term rate of return sufficient to support current spending 
and to preserve future purchasing power. This two-pronged objective is illustrated by apportioning total nominal (i.e., 
before adjusting for inflation) investment return (top line above) into layers, representing program support and 
inflation. A residual layer, which oscillates around the horizontal "intergenerational equity" line, corresponds to net 
real growth. The variability in real growth is attributable to plotting investment returns that periodically fluctuate 
(illustrated by the jagged lines above) alongside implicitly stable spending and inflation. While market fluctuations 
have caused the growth layer to swing positive and negative, "intergenerational equity" has been achieved on balance. 

Two Very Different Decades of Market Performance 

The variable nature of investment returns is characterized in the below table which bifurcates the last 20 years into 
two consecutive 10-year periods, whose respective investment returns differed widely. The 10 years ending June 2000 
(second row) benefitted from an extended equity bull market, while the 10 years ending June 2010 (first row) suffered 
two large sell-offs in equities, as shown by the S&P 500’s significant return disparities (last row) below: 
 

 10-Year Periods ----------- Annual Nominal Returns ----------- ------ Annual Real Returns ------ 

 Ending June 30 S&P 500  Bond Index Endowment HEPI S&P Bonds  Endowment 

 2000 to 2010 -1.6%  6.5% 3.8% 3.6% -5.2% 2.9% 0.2% 
 1990 to 2000      17.8 7.8 12.8 3.4 14.4 4.4 9.4 
Diff (percentage points) -19.4%p -1.4%p -9.0%p 0.2%p -19.6%p -1.5%p -9.2%p 
 

As shown by the negative differentials in the last row above, investment returns for the most recent 10 years lagged 
those for the previous 10 years in every instance. Owing to the severity of two bear markets, the S&P 500’s -1.6% 
annualized nominal return for the 10-year period ending June 2010 trailed its 17.8% pace for the 10-year period 
ending June 2000 by a remarkable 19.4%p (percentage points). Over the same two periods, the respective return 
difference for bonds (Barclays Aggregate Bond Index) was -1.4%p and for the Endowment was -9.0%p, net of fees. 
 
On an inflation-adjusted basis relative to HEPI (boxed column in above table), the Endowment’s net real return 
difference was -9.2%p, compared to real differences of -19.6%p for stocks and -1.5%p for bonds (last row of the right 
three columns above). Over the past decade, decreased public equity exposure along with increased "alternative
investments" has enabled the Endowment to outperform stocks (nominal as well as real) in the most recent 10-year 
period, when overall investment returns were substantially lower than the prior 10-year period. 
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