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Section1l  Purpose and Background

1.1 Introduction

The purpose of this Statement of Investment Objectives, Policies and Governance is to
document the investment beliefs, principles and policies of Western University (the
“University” or “Western”) for the Short-Term Portfolio (the “STP”), the Mid-Term Portfolio
(the “MTP") and the Operating and Endowment Fund (the “Fund”). The STP, MTP and the
Fund are collectively referred to as the “Portfolios”. This document is a management tool
and is not designed to satisfy any specific legislation but is expected to demonstrate prudent
management of the Portfolios and provide a framework for University investments. The
authority and responsibilities of decision-making bodies are also documented herein.

1.2 Description of i“Td 0 Td (D)Tj.00(s0)Tj 1.Baut
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Non-liquid and non-traditional investments, particularly in private equity, private debt, real
estate and infrastructure, provide income and potential capital growth, but generally require
more specialized knowledge than public equities and have higher management fees.

Active portfolio managers are expected to add value above their respective benchmark after
taking into account related fees, particularly in less efficient markets such as Canadian, non-
North American equities and non-traditional investments, including private markets. Active
portfolio management is defined as any strategy whlredditmanager uses proprietary knowledge
to outperform a benchmark, as opposed to only Y

3|Page



The risks posed by climate change are relevant and material to the Portfolios, and we must
manage and mitigate both physical and transition climate risks in order to achieve our objectives.

An understanding of sustainability issues may lead to new investment opportunities that
contribute to our Portfolio objectives.

Rl is a journey that requires continuous learning, innovation, and a dynamic and adaptive
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Section 4 Investment Objectives and Policies — Mid-Term Portfolio

4.1 Portfolio Objectives

i) to outperform the FTSE 91-Day T-Bill Index by 300 basis points over a 3 to 5 year
period;
ii) to generate investment returns that can be used to make additional allocations in

relation to University priorities and needs.
4.2 Risk Tolerance

The risk tolerance is moderate, and the standard deviation of returns should normally fall
between 3% and 7%. Preservation of capital over the investment horizon (3 to 5 years) is
preferred. Liquidity and currency risks are to be minimized. As the MTP will be the next
source of liquidity should short-term assets be exhausted, the risk tolerance will fluctuate
over time based on the position of the Operating Portfolio and its reserve ratio and should
be reassessed periodically.

4.3 Asset Mix Policy

The asset mix policy of the MTP
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The table below shows
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4.6 Measurement of Investment Returns

4.7

Investment returns are measured quarterly and assessed in relation to the following criteria:

e The overall objective is to achieve a gross rate of return in excess of the FTSE 91-Day
T-Bills + 300 basis points over a 3 to 5 year period, with a level of risk, as measured by
the standard deviation of returns, ranging from 3% to 7%.

e The Managers are expected to achieve the performance objectives included in their
mandates over the relevant time horizon.
Liquidity

Liquidity requirements for the MTP are moderate. In a normal environment, assets will not
be taken out of the MTP to meet obligations. A significant portion of the portfolio should be
convertible into cash in a relatively short timeframe (30 days or less), given the nature of the
obligations that the MTP is backing.
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Section5 Investment Objectives and Policies — Operating &
Endowment Fund

5.1 Fund Objectives

i) to maintain the purchasing power of the Fund after payout over the long-term. The
required return, at a minimum, should meet (after fees) Policy 2.11.

ii) toearn the return produced by the asset mix policy (Section 5.3), based on the return
of the market indices, plus a premium to reflect a49d Td (r)TjBwTd (r)Tj 0.283 0554 0 Td (I)Tj O(.)
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The table below shows the risk factors that each strategic asset class is exposed to:

Risk Factor Exposur e

Strategic Asset Class Risk Factors

Equiti es (Growth)

Canadian Equities Equity

U.S. Equities Size (Small cap)

EAFE Equities Liquidity

Global Equities Value

Long/short Equities Growth

Private Equity Momentum
Quality

10|Page



5.4 Rebalancing Policy

The Committee is permitted to deviate from the approved asset mix policy as follows:

Fund Rebalancing Policy

Strategic Asset Class Target Mix A”%Vr\??tble Range 2
Equities

Canadian Equities 12.5% +/- 5% 7.5% to 17.5%
U.S. Equities 7.5% +/- 5% 2.5%to
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5.6

5.7

investment returns this ratio may fall below 1.00 at the end of a given quarter. Any such
shortfall will be shown in the annual financial statements but will not be used in calculating
the balanced operating budget required by the Board.

The investment earnings objective is expected to exceed the payout requirements over time
for the Operating Portfolio. Indeed, a fundamental premise is that investment returns in
excess of the payout requirements will be generated to meet other important University
needs.

Reserves, being the cumulative difference between investment returns and obligations are
maintained for the Operating Portfolio to accommodate the short-term variability of
investment returns and thus reduce, to an acceptable level, the risk associated with meeting
the payout requirements discussed in Section 5.1 (b) and (c) above.

The reserve level is equal to the total market value of the Operating Portfolio portion of the
Fund less the obligations owing to the Operating Portfolio. It is recognized that there is
potential for the reserve level for non-endowed funds to be in deficit. Nevertheless, the
Committee is expected to take a long-term view of the management of the Fund and to
maintain an asset mix, which is expected to earn the required rate of return over the long run.

Endow ed Portfolio Payout Policy

The Board establishes policy for University investment payout (see Policy 2.11). Such
policies are designed to ensure that current and future generations share equally in the
benefits of the endowments.

Exposur e to Non-Canadian Currencies

The Canadian equity market represents approximately 4% of total world equity market in
terms of total capitalization. Non-Canadian investments are included in the Fund in order to
add diversification and reduce volatility of returns. Non-Canadian investments need not
necessarily incur gains or losses from increases or decreases in the value of the Canadian
dollar relative to currencies in other countries. This can be accomplished through cu
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Real Assets

Real Asset investments include real estate, infras nv
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Floating-rate notes issued by Canadian or foreign issuers
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Section 7 Responsi ble Investing

7.1

Introduction and Definition

The Committee recognizes that RI is a rapidly evolving approach to investing that
understands sustainability as a fundamental concept in wisely allocating financial capital
for the benefit of today and future generations. The Committee has a fiduciary obligation to
invest funds for the benefit of the University in the interest of endowment funds/donors and
Rl is in keeping with that obligation.

The Committee defines RI as an approach which integrates ESG considerations into
investment decisions. It is also recognizes that Rl approaches and ESG issues will vary
in the degree of relevance and materiality by asset class, strategy, and sector, but
ultimately will provide a broader lens to understanding emerging and long-term systemic
issues.

As such, the Committee has incorporated the following components into our Rl framework:

a) it will involve being pro-active by allocating capital to solutions-based investments that
are considered progressive (see Section 7. 3 for a definition of the Sustainable
Investment Strategy); and

b) itwill use ESG factors as an integral part of the investment process, such as investment
decision making, Manager monitoring, and active ownership.

The Committee recognizes the importance of being up to date on RI issues and peer
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7.4

Solving those issues presents new opportunities for investors and there is a growing
number of businesses providing solutions to these problems which can add to the
University’s long-term investment returns.

The University is committing to invest a portion of its Fund (10% by 2025) in companies
providing solutions along the following themes:

x Clean and renewable energy

X Water treatment solutions

X Waste management solutions

These investments will be funded from the Fund’s public equity investments.

By focusing on those investment themes, Western will ensure that its investments will
contribute to the following SDGs:

SDG #6: Clean water and sanitation

SDG #7: Affordable and clean energy

SDG #13: Climate action

As the University’s understanding of sustainable investment practices, opportunities and
stakeholders’ preference evolve, additional themes and SDGs may be considered.

The University reserves the right to select the appropriate investment vehicle to implement
its strategy, in order to take advantage of all the opportunities available. These may include,
in addition to publicly traded equities:

X Fixed income (such as green bonds)

X Natural resources (such as farmland and timber)

x Infrastructure assets

X Private equity

Monitoring Managers
Given the relatively small size of the Portfolios and the fact that most investments are held

in pooled vehicles, it is impractical for the University to directly engage with all individual
companies on ESG related issu
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7.5

7.6

Engaging Companies

Company engagement activities, such as dialogue with management, proxy voting or
shareholder resolution filing are delegated to the Managers. Managers are expected to
report to the University on a regular basis on their engagement work and provide a rationale
for their decision to alter a portfolio position based on ESG factors.

The University may also participate in corporate engagement services, where a collective
engagement strategy is desirable and may lead to positive change on specific ESG related
topics.

Divestment

The University leaves the decision to exclude a security to the Managers hired to manage
a portion of the Portfolios, as they possess the necessary expertise and information to
make the decision that is in the best interest of the Portfolios.

The University believes that, in most situations, engagement is a superior approach to
divestment in effecting changes on ESG related issues. Engagement allows investors to
retain their voice in terms of voting on shareholder resolutions and maintaining or
escalating, as needed, a dialogue with portfolio company management.

Divestment will be considered where engagement
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Section 8 Governance

Responsibilities are divided among P&F, the Committee, and Administration as noted below.
Additional stakeholders involved with the Portfolios include Managers, a Custodian, InG
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iv)  executes investment decisions made by the Committee;

v)  reports to the Committee on the performance of individual managers and of the
Portfolios. Keeps the Committee informed doy Si
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8.6

8.7

Investm ent Consult ant

i)

Vi)

vii)

viii)

assists the Committee in the development of governance structures, policies and
procedures;

assists the Committee in identifying the objectives and risks to be managed and in
implementing the appropriate asset mix;

provides research on emerging investment strategies;

maintains research on Managers employed by the University;

assists with manager searches by giving the University access to its database of
Managers, narrowing the universe, providing performance analysis, preparing
guestionnaires and attending finalist meetings;

provides quarterly opinions on the Fund’'s and MTP’s performance;

informs the Committee on successful, seasoned, and state-of-the-art investment
management technologies where relevant and appropriate; and

attends Committee meetings, at the invitation of the Investment Committee Chair.

Performance Measur ement Consult ant

1)

provides performance measurement services and analytical services through
research reports, data and/or database(s) to be delivered by electronic means or hard
copy format; 32f
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