Russell
1. Investments

{ - 1
\ \
[ | \ |
>
}
.“%\".; 4“
A g -~

RUSSELL INVESTMENTS RESEARCH

Designed with Purpose:
A Practical Framework for
Non-profit Asset Allocation

Mary Beth Lato, CFA, Director, Total Solutions

ey e— — Invest without boundaries*



RUSSELL INVESTMENTS RESEARCH

Designed with Purpose: y FUSSEEII ,
A Practical Framework for AR
Non-profit Asset Allocation

Mary Beth Lato, CFA, Director, Total Solutions

Non-profit investment success is driven by three components: a strategic asset allocation
aligned with organizational objectives, a portfolio constructed with complementary high-
quality managers and the dynamic management of total portfolio exposures. Although all
three components are required to achieve desired outcomes, strategic asset allocation is
the critical foundation from which the other components build upon. Understanding what
non-profits need to consider constructing a strategic asset allocation aligned with their
long-term objectives will be the focus of this paper.

Strategic asset allocation reflects a series of inter-connected decisions that should align portfolio positioning with
the long-term investment outcome desired. Risk tolerance defines return potential. Liquidity constraints determine
implementation options. llliquid investments can enhance returns, and asset class choices determine portfolio
resilience across different economic environments.

This paper outlines a practical framework for understanding the critical inputs for designing a strategic asset
allocation aligned with a non-profit’s objectives, constraints, and organizational circumstances. It follows four steps:

1. Set objectives for return and risk.
2. Define the illiquidity tolerance.

3. Allocate the illiquidity budget.

4. Design a resilient portfolio.

Understanding this provides a strong foundation for long-term investment

success. .
Two primary

considerations shape the

1. Set objectives for return and risk strategic asset allocation

. . . . o . , What return is being
Strategic asset allocation begins with aligning the desired return with the

. . . . targeted?
level of risk tolerable. Two considerations shape the strategic asset
allocation — what is the return being targeted? And what level of risk can What level of risk can be
be tolerated? If the investor cannot tolerate the level of risk associated tolerated?

with the desired return target, they must decide whether to maximize
return potential or prioritize stability.
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To maximize long-term returns, the investor should have the fortitude and
ability to maintain the investment strategy through all market cycles and
not let spikes in volatility lead to reducing risk. This makes risk tolerance —
not return targets - the central constraint in asset allocation, even if the
primary objective is return maximization.

Risk tolerance is often driven by the portfolio’s expected and potential
outflow requirements. Some non-profit organizations may be able to
control a steady spending rate, allowing a reduction in outflows when asset
values decline. Others must support an organization’s operations and

need to prepare for increased outflows in an economic drawdown. This
can lead to differing experiences in negative market environments.

An investor that needs to prepare for increased outflows may need to take
less risk to avoid crystalizing a greater level of losses in a drawdown.
Exhibit 1 shows the impact of volatility of returns through time on two
investors with the same starting spending. Investor A varies its spending
based on the beginning of year market value of assets, while Investor B
(on the next page) has a fixed spending that increases with inflation. For
Investor A, provided that the long-term return is the same, the long-term

Achieving long-term
objectives

To increase the likelihood of
long-term investment success,
the investor should have an
investment strategy that allows
them to:

O Have the fortitude and
ability to maintain the
investment strategy
through all market cycles.

O Not let spikes in volatility
lead to reducing risk.

asset growth will be similar no matter the path of returns. However, for Investor B with a fixed spending pattern,

the volatility and path of returns impacts long-term asset growth.

Exhibit 1: Impact of volatility on asset growth depending on stability of spending

Investor A — variable spending

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Annuatl-)izYeiialr?etu m
No Market Volatility
Investment Returns 7% 7% 7% 7% 7% 7.0%
Asset Base 100 101.8 103.7 105.6 107.5 109.5
Spending 5.0 5.1 5.2 5.3 5.4
Market Volatility
Investment Returns -20% 14% 1% 17% 18.5% 7.0%
Asset Base 100 75.5 82.0 86.7 96.8 109.4
Spending 5.0 3.8 4.1 4.3 515

These examples are for illustrative purposes only and do not represent actual investor results.
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Investor B — fixed spending

5-Year

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Annualized Return

No Market Volatility

Investment Returns 7% 7% 7% 7% 7% 7.0%
Asset Base 100 101.8 103.7 105.5 107.4 109.4
Spending 5.0 5.1 5.2 5.3 5.4

Market Volatility

Investment Returns -20% 14% 11% 17% 18.5% 7.0%
Asset Base 100 75.5 80.6 84.0 92.5 103.7
Spending 5.0 5.1 5.2 5.3 5.4

These examples are for illustrative purposes only and do not represent actual investor results.

Aside from the impact of potential cashflow needs, investors need to consider the level of short-term drawdowns
they could tolerate — either due to behavioral concerns on short-term reductions in the asset base or due to the
potential impact on balance sheet metrics or the income statement. Stress testing both short- and long-term
outcomes is a crucial step in determining if the exposures and potential results are tolerable. Additionally, for non-
profits with multiple stakeholders, do donors, boards, Investment Committees and staff have the same tolerance
for drawdowns?

2. Define the illiquidity tolerance

Capacity - can the portfolio meet its obligations under stress?

Another important strategic consideration is the level of illiquidity risk

that can be tolerated. Expanding the investable opportunity set through What level of illiquidity
less liquid strategies is expected to improve portfolio diversification but risk can be tolerated?
must be done within the liquidity constraints of the organization. From a
functional perspective, most non-profits can tolerate meaningful allocations
to less liquid investments. Although there may be varying liquidity needs,
the significant differentiator is often not in expected outflows, but the
potential for unexpected liquidity needs along with behavioral preferences
on the ability to rebalance to policy targets through time.

From a functional perspective,
most non-profits can tolerate
meaningful allocations to less
liquid investments.

Structure - how do investment fund terms affect liquidity demands?

One of the most significant drivers of the impact on total portfolio liquidity is the fund structure. llliquid
investments can be allocated in either open-end or closed-end fund structures. Maintaining an investment
allocation to private assets through closed-end funds requires continually committing to new funds and being
prepared to fund capital calls. The requirement to fund capital calls means that the liquid portfolio must be
sufficient to not just fund organizational cashflow needs, but also potential capital calls based on the level of
uncalled capital commitments made. Investing in illiquid assets through open-end funds removes the ongoing
need to have liquidity available to fund capital calls, although it does not remove the illiquidity when looking to exit
the investment.
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Underlying exposures - how persistent is the illiquidity likely to be in a downturn?

A secondary consideration is the underlying investments within the monthly or quarterly liquid fund allocations, as
the liquidity of the underlying investments does not always match the liquidity of the investment fund terms.

Although often monthly or quarterly liquid open-end funds have similar
terms in offering monthly or quarterly redemption windows while Defining illiquidity
maintaining the right to restrict outflows, it is reasonable to assume the tolerance
likelihood of being able to redeem investments over a more prolonged
downturn will differ by investment. We recommend that investors never
rely on liquidity from less liquid investments, but it is reasonable to assume
that over 12-18 months an investor is more likely able to liquidate their
position in a hedge fund that invests in relatively liquid underlying
securities than an open-end private real estate fund that purchases
buildings or private equity within an open-end structure.

Similar to how stress testing
drawdown potential is
essential to understanding risk
tolerance, stress testing
liquidity is essential to
understanding illiquidity
Similar to how stress testing drawdown potential is essential to tolerance.

understanding risk tolerance, stress testing liquidity is essential to

understanding illiquidity tolerance. In a stressed market environment, after

funding all potential outflows, including potential capital calls — what is the ability to maintain exposure to liquid
growth assets for a potential market rebound? llliquidity tolerance is not defined by allocation size alone — it also
depends on fund structures and underlying exposures.

3. Allocate the illiquidity budget

It is one thing for an investor to determine that they can undertake illiquidity, but the next step is to determine how
illiquid assets can best help an investor achieve its objectives. llliquid investments are a broad category with the
underlying investments able to bring very different characteristics to a portfolio. The allocation to different types of
illiquid assets should be framed around long-term investment objectives and determined by the consideration of
return enhancement, diversifying exposures and/or managing total portfolio risk. Understanding the desired
9.5% exposures and portfolio outcome targeted, an
WAdd Private investor will prioritize integrating different less

Equity
liquid investments into the portfolio.
9.4%

Exhibit 2': 10-Year expected return
and standard deviation
Exhibit 2 shows the impact on expected
Add Hedge return and risk that adding different illiquid
_ Funds assets can have on a portfolio. The “current”
9-2% A Adgrig;{ate allocation in Exhibit 2 is 75% global equity
and 25% fixed income. The additional points
on the graph demonstrate the impact of
# Current reallocating to each less liquid asset class.
Add Private Real With these sample re-allocations, the impact
9.0% of introducing less liquid assets into a
122% 12.3% 124% 12.5% 126% 127% 128% 129% 13.0%  portfolio can reduce risk, enhance returns or

Standard Deviation

©
e
®

Expected Return

9.1%

These examples are for illustrative purposes only and do not represent actual investor results.

" Based on December 31, 2025 Russell Investments capital market assumptions. Add Private Equity re-allocates 10% from public equity
to private equity. Add Hedge Funds re-allocates 5% from public equity and 5% from core bonds to hedge funds. Add Private Credit re-
allocates 4% from public equity and 4% from core bonds to private credit. Add Private Real Assets re-allocates 6% from public equity to
a blend of private real estate and private infrastructure.
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a combination of both depending on how the portfolio is re-allocated.

For investors looking to enhance returns, private equity is often the central
illiquid portfolio exposure. It brings both beta and alpha potential and is
considered a long-term return enhancer, while allowing stated results
based on infrequent valuations to smooth out the impact of short-term
equity market volatility on stated returns.

As investors look to add differentiated portfolio exposures and use private
assets to both enhance returns and/or diversify the portfolio, private real
assets and private credit bring unique attributes to the portfolio. There is
no one-size-fits-all portfolio within private real assets, but the construction
of the private real assets portfolio can be customized to the level of
diversification, inflation sensitivity and/or return enhancement desired.
Private credit brings a more efficient risk and return profile relative to liquid
assets, with its impact on total portfolio expectations dependent on its
funding source. In Exhibit 2, when the allocation is equally funded from

Differentiated portfolio
exposures

As investors look to add
differentiated portfolio
exposures and use private
assets to both enhance returns
and/or diversify the portfolio,
private real assets and private
credit bring unique attributes to
the portfolio.

public equity and core fixed income it both enhances return and reduces risk, while if it was funded more heavily
from public equity it would serve to reduce risk more while if it was funded more heavily from core fixed income it

would enhance returns more.

Hedge funds are a broad category of investments rather than an asset class, and we therefore recommend
customizing any allocation based on the organizational objectives and the desired role of hedge funds in the total
portfolio. Some hedge fund strategies include equity or credit beta while providing return enhancement through

alpha generation on top of the beta exposure. Other hedge funds strategies look to generate uncorrelated returns

while generating alpha, while trend and active long volatility managers can even provide negative betas to the
portfolio. In general, the lower the beta, the lower the expected long-term returns, so constructing the portfolio
based on the extent to which its role is to enhance returns or mitigate risk is a crucial component of any hedge

fund investment.

The allocation to illiquid and semi-illiquid assets should be determined based on the extent to which an investor is

looking to enhance returns, integrate diversifying exposures and/or manage total portfolio risk. For example, a
non-profit with stable spending needs and a high long-term return objective may allocate more heavily to private
equity, while an organization with uncertain outflow needs and a moderate return objective may prioritize hedge

funds and private credit.

4. Design a resilient portfolio

A resilient portfolio seeks to achieve its objectives across a range of
economic environments. This requires a combination of analysis based on
long-term expectations, stress testing across a variety of market shocks
and understanding underlying factor exposures. A starting point for all
investors should be to integrate diversified exposures into their portfolios
to mitigate the level of downside risk in any singular economic shock by
ensuring factor diversification.

This typically includes global diversification across the investment portfolio
to reduce exposure to drawdowns in any one region.

A starting point

A starting point for all investors
should be to integrate
diversified exposures into their
portfolios to mitigate the level
of downside risk in any
singular economic shock by
ensuring factor diversification.

Beyond that, investment portfolios should look to build protection against key risks such as growth or inflation
shocks. This leads to duration exposure providing portfolio resiliency in a risk-off stress while also integrating real

assets into the portfolio for inflation sensitivity.
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For investors with the illiquidity budget, low/no beta hedge funds are an additional lever for total portfolio
diversification. This creates a portfolio that is robust across many potential market drawdowns. It does not
eliminate risk, as that would sacrifice growth objectives, but it looks to ensure that consideration of a multitude of
potential stresses is included in asset allocation design.

Conclusions

Done well, strategic asset allocation creates the foundation for long-term investment success by enabling an
organization to remain disciplined through market cycles. These decisions
must be considered together — each one is interconnected and cannot be

evaluated in isolation. For example, higher allocations to illiquid assets Strategic asset allocation
may allow return targets to be achieved with less risk if the illiquidity creates a foundation for
tolerance allows, while a more resilient liquid portfolio can support greater long-term investment
illiquidity. Getting it right requires more than selecting asset classes—it success

requires aligning portfolio risk, liquidity budgeting and underlying
exposures with the organizational objectives and circumstances. The
confidence that a strategic asset allocation is aligned with the long-term
objectives of an organization is important to maintain discipline through
market cycles.

Getting it right requires more
than selecting asset classes—
it requires aligning portfolio
risk, liquidity budgeting and
underlying exposures with the
organizational objectives and
circumstances.

Once the strategic asset allocation is determined, the next steps for
ensuring long-term success are portfolio construction and portfolio
management through time.
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About Russell Investments

Russell Investments is a leading global investment solutions partner providing a wide range of
investment capabilities to institutional investors, financial intermediaries, and individual investors
around the world. Since 1936, Russell Investments has been building a legacy of continuous
innovation to deliver exceptional value to clients, working every day to improve people’s financial
security. Headquartered in Seattle, Washington, Russell Investments has offices worldwide,
including: Dubai, London, Mumbai, New York, Paris, Shanghai, Sydney, Tokyo, and Toronto.

Important Disclosures

Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. The general information contained in this publication should not be acted
upon without obtaining specific legal, tax, and investment advice from a licensed professional.

Russell Investments' ownership is composed of a majority stake held by funds managed by TA Associates Management, L.P., with a
significant minority stake held by funds managed by Reverence Capital Partners, L.P. Certain of Russell Investments' employees and
Hamilton Lane Advisors, LLC also hold minority, non-controlling, ownership stakes. On July 2, 2026, Russell Investments Group, Ltd.
(“Russell Investments”) entered into a definitive agreement and plan of merger (the “Transaction”) pursuant to which Russell Investments
will be acquired by a consortium led by B Capital Group Management, L.P. that includes California Public Employees Retirement System.
The Transaction is expected to close by the end of Q1 2027, subject to the receipt of regulatory approvals and other customary closing
conditions.

Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell
trademarks, which the members of the Russell Investments group of companies are permitted to use under license from Frank Russell
Company. The members of the Russell Investments group of companies are not affiliated in any manner with Frank Russell Company or
any entity operating under the “FTSE RUSSELL” brand.

Copyright © 2026. Russell Investments Group, LLC. All rights reserved. This material is proprietary and may not be reproduced, transferred,
or distributed in any form without prior written permission from Russell Investments. It is delivered on an "as is" basis without warranty.
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