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PRACTICAL ASPECTS OF ENDOWMENT BUILDING AND MANAGEMENT
Asset Management
• legal provisions by foundation's law: value keeping, safe and interest bearing investments
• in economic terms: to keep the balance between yield and risk
To be discussed:
security = government bonds?
• risk = shares?
We fund an endowment:
Founded:
 1962 in Germany
Capital:                         100 MU(= monetary units)
Investment:                   German government bonds
Rate of interest:            as paid on medium term German
                                      government bonds
Rate of inflation:           as measured in Germany for the private
                                      household
We want to maintain the real value of our foundation's capital, as prescribed by the German law.
How to solve this problem?
We have to compensate for inflation.
How to achieve?
That part of our annual income that represents the rate of inflatioi
has to be accumulated to our capital. Only the remaining part of
our income should be spent, i.e. we would keep the real value of
our capital, our purchasing power.
Question: To what extent must our nominal capital increase in order to maintain its real value?
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 t


Vt-1nom
it
Ut=it* Vt-1nom
kt
LERt=kt- Vt-1nom
Ctnom=(it-kt)* Vt-1nom

Vtnom

1962

100,00

6,00

6,00

3,00

3,00

3,00

103,00


1963

103,00

6,10

6,28

2,91

3,00

3,29

106,00


1964

106,00

6,20

6,57

2,31

2,45

4,12

108,45


1965

108,45

6,80

7,37

3,52

3,82

3,56

112,26


1966

112,26

7,80

8,76

3,40

3,82

4,94

116,08


1967

116,08

7,00

8,13

1,64

1,90

6,22

117,98


1968

117,98

6,70

7,90

1,15

1,36

6,55

119,34


1969

119,34

7,00

8,35

2,05

2,45

5,91

123,79


1970

121,79

8,20

9,99

3,36

4,09

5,89

125,88


1971

125,88

8,20

10,32

4,98

6,27

4,05

132,15


1972

132,15

8,20

10,84

5,36

7,08

3,75

13SU3


1973

139,23

9,50

13,23

6,65

9,26

3,97

148,49


1974

148,49

10,60

15,74

6,97

10,35

5,39

158,34


1975

158,84

8,70

13,82

6,00

9,53

4,29

168,37


1976

168,37

8,00

13,47

4,53

7,63

5,84

176,00


1977

176,00

6,40

11,26

3,41

6,00

5,26


182,00


1978

182,00

6,10

11,10

2,54

4,62

6,48

186,62


1979

186,62

7,60

14,18

3,80

7,09

7,09

193,71


1980

193,71

8,50

16,47

5,20

10,07

6,39

203,79


1981

203,79

10,20

20,79

6,28

12,80

7,99

216,58


1982

216,58

8,90

19,28

5,41

11,72

7,56

228,30


1983

228,30

7,90

18,04

3,22

7,35

10,68

235,65


1984

235,65

7,70

18,15

2,31

5,44

12,70

241,10


1985

241,10

6,90

16,64

2,03

4,89

11,74

245,99


1986

245,99

6,10

15,01

-0,11

-0,27

15,28

245,72


1987

245,72

5,90

14,50

0,00

0,00

14,50

245,72


1988

245,72

6,00

14,74

1,11

2,73

12,02

248,45


1989

248,45

7,00

17,39

2,85

7,08

10,31

255,53


1990

255,53

8,70

22,23

2,77

7,08

15,15

262,61


1991

262,61

8,60

22,58

3,73

9,80

12,79

272,40


1992

272,40

8,00

21,79

4,10

11,17

10,62

283,57


1993

283,57

6,40

18,15

3,75

10,63

7,51

294,20


1994

294,20

6,70

19,71

2,78

8,18

11,53

302,38


1995

302,38

6,40

19,35

1,71

5,17

14,18

307,55


1996

307,55

5,60

17,22

1,40

4,31

12,92

311,86


1997

311,86

5,10

15,90

1,80

5,61

10,29

317,47


1998

317,47

4,50

14,29

0,90

2,86

11,43

320,33


1999

320,33

4,30

13,77

0,60

1,92

11,85

322,25


2000

322,25

5,40

17,40

1,90]

6,12

11,28

328,37


2001

328,37

4,80

15,76

2,50!

8,21

7,55

336,58


Table 1
However: Under the German fiscal law, the foundation may only accumulate 33 % of its annual income, whatever the annual rate of inflation may be.
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Accumulation

Distribution after Accumulation
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MU

%

MU

MU

MU
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 t

Vt-1nom

it

Ut=it* Vt-1nom
LeRt=0.33*it* Vt-1nom

Ctnom=0,67* it* Vt-1nom
Vtnom

1962

100,00

6,00

6,00

1,98

4,02

101,98


1963

101,98

6,10

6,22

2,05

4,17

104,03


1964

104,03

6,20

6,45

2,13

4,32

106,16


1965

106,16

6,80

7,22

2,38

4,84

108,54


1966

108,54

7,80

8,47

2,79

5,67

111,34


1967

111,34

7,00

7,79

2,57

5,22

113,91


1968

113,91

6,70

7,63

2,52

5,11

116,43


1969

116,43

7,00

8,15

2,69

5,46

119,12


1970

119,12

8,20

9,77

3,22

6,54

122,34


1971

122,34

8,20

10,03

3,31

6,72

125-.65


1972

125,65

8,20

10,30

3,40

6,90

129,05


1973

129,05

9,50

12,26

4,05

8,21

133,10


1974

133,10

10,60

14,11

4,66

9,45

137,75


1975

137,75

8,70

11,98

3,95

8,03

141,71


1976

141,71

8,00

11,34

3,74

7,60

145,45


1977

145,45

6,40

9,31

3,07

6,24

148,52


1978

148,52

6,10

9,06

2,99

6,07

154,51-


1979

151,51

7,60

11,51

3,80

7,71

155,31


1980

155,31

8,50

13,20

4,36

8,84

159,67


1981

159,67

10,20

16,29

5,37

10,91

165,04


1982

165,04

8,90

14,69

4,85

9,84

169,89


1983

169,89

7,90

13,42

4,43

8,99

174,32


1984

174,32

7,70

13,42

4,43

8,99

178,75


1985

178,75

6,90

12,33

4,07

8,26

1S2>82


1986

182,82

6,10

11,15

3,68

7,47

186,50


1987

186,50

5,90

11,00

3,63

7,37

190,13


1988

190,13

6,00

11,41

3,76

7,64

193,89


1989

193,89

7,00

13,57

4,48

9,09

198,37


1990

198,37

8,70

17,26

5,70

11,56

204,07


1991

204,07

8,60

17,55

5,79

11,76

209,86


1992

209,86

8,00

16,79

5,54

11,25

215,40


1993

215,40

6,40

13,79

4,55

9,24

219,95


1994

219,95

6,70

14,74

4,86

9,87

224,81


1995

224,81

6,40

14,39

4,75

9,64

229,56


1996

229,56

5,60

12,86

4,24

8,61

233,80


1997

233,80

5,10

11,92

3,93

7,99

237,74


1998

237,74

4,50,

10,70

3,53

7,17

241,27


1999

241,27

4,30

10,37

3,42

6,95

244,69


2000

244,69

5,40

13,21


4,36|

8,85

249,05


2001

249,05

4,80

11,95

3,941

8,01

253,00


Table 2
Jahr

Ausschuttung nach LER

Vermogen in t

Ausschuttung nach LER

Vermdgen in t



GE

GE

GE

GE


t
Ctnom=(it-kt)* Vt-1nom
Vtnom

Ctnom=0,67* it* Vt-1nom
Vtnom


1962

3,00

103,00

4,02

101,98


1963

3,29

106,00

4,17

104,03


1964

4,12

108,45

4,32

106,16


1965

3,56

112,26

4,84

108,54


1966

4,94

116,08

5,67

111,34


1967

6,22

117,98

5,22

113,91


1968

6,55

119,34

5,11

116,43


1969

5,91

121,79

5,46

119,12


1970

5,89

125,88

6,54

122,34


1971

4,05

132,15

6,72

125,65


1972

3,75

139,23

6,90

129,05


1973

3,97

148,49

8,21

133,10


1974

5,39

158,84

9,45

137,75


1975

4,29

168,37

8,03

141,71


1976

5,84

176,00

7,60

145,45


1977

5,26

182,00

6,24

148452


1978

6,48

186,62

6,07

151,51


1979

7,09

193,71

7,71

155,31


1980

6,39

203,79

8,84

159,67


1981

7,99

216,58

10,91

165,04


1982

7,56

228,30
9,84

169,89


1983

10,68

235,65

8.99

174,32


1984


12,70


241,10


8,99


178,75



1985
11,74
245,99
8,26
182,52

1986

15,28


245,72


7,47


186,50



1987

14,50

245,72

7,37

190,13


1988

12,02

248,45

7,64

193,89


1989

10,31

255,53

9,09

198,37


1990

15,15

262,61

11,56

204,07


1991

12,79

272,40

11,76

209,86


1992

10,62

283,57

11,25

215,40


1993

7,51

294,20

9,24

219,95


1994

11,53

302,38

9,87

224,81


1995

14,18

307,55

9,64

229,56


1996

12,92

311,86

8,61

233,80


1997

10,29

317,47

7,99

237,74


1998

11,43

320,33

7,17

241,27


1999

11,85

322,25

6,95

244,69


2000

11,28

328,37

8,85

249,05


2001

7,55

336,58

8,01

253,00


Conclusion:
Under German fiscal law it is not possible to maintain the real value of the foundation's capital, as long as the foundation invests only in government bonds!
Consequence:
We invest in shares! Substance! Growth!
An example: The privatisation of the Deutsche Telekom by public    , shares in 1996.
Price in 1996:






14€
Maximum price:
104€  (March 2000) 

Today:
13€

What to do?
•
Selection
•
Composition
•
Diversity
of our investments in
• government bonds
• shares
in order to
•
optimize proceeds
•
optimize the value-of our capital
•
take into account economic (and political) risks
= the central elements of portfolio theory!         
“Do not put all eggs into one basket.” (James Tobin)
