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 Summary 
The Uniform Prudent Management of Institutional Funds Act (UPMIFA) permits charitable institutions 
(churches, colleges, and so forth) to apply a “total-return” framework to their permanent endowment 
funds.  This is a change from the old “interest only” framework typically employed previously, and seen in 
many older church endowments. 
 
Remember the big picture: the whole purpose of the endowment in the first place was to make useful an-
nual distributions for ministry (or scholarships, or good works), and the reason it was set up as an endow-
ment was to fund those good works “in perpetuity.”  
 
UPMIFA 
UPMIFA was enacted in response to several long-recognized difficulties, one of which was the bequest lan-
guage for many endowments was typically written to say something like “only the interest earned” may be 
spent.  This language severely limited the usefulness of the endowment by greatly decreasing the distribu-
tions which were made available for the stated purpose: ministry, scholarships, or other specified good 
works. It had an unintended limiting effect on those the distributions in two ways. First, the bank or entity 
investing the church’s endowment would typically interpret the “interest only” language to mean literal 
“interest”, that is, the income from a fixed-income investment (bond, CD).  The entire endowment, then, was 
placed in such a fixed-income investment.  Especially in a very low interest environment, such as the present, 
this penalized endowment funds so significantly that hardly any “income” was available for ministry. Second, 
by limiting the investment to bonds or CD’s only, it also meant that two other forms of potential growth for 
the fund were not utilized: dividend-paying stocks, and market-appreciation of the underlying stock holdings 
themselves. 
 
UPMIFA’s regulations address these difficulties by providing that: 
 investment managers are not limited in the kinds of assets that may make up the investments in the         
endowment’s portfolio 

 appropriate diversification of the portfolio is required 

 appropriate fiduciary oversight is required 
 expenditure calculated from a “total return” perspective is permitted 

 historical dollar value (HDV) limitation on expenditure is abolished 

 the “underwater” endowment problem caused by a bad economy is eliminated 
 these provisions apply also to charitable funds held with outside trustees 

 these provisions apply retroactively to existing endowment funds 
[continued—over] 
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 Previously, the historical dollar value (the amount of the original contribution, plus any additions to that corpus) 
was seen as a threshold amount beneath which no distributions could be made.  That is, if the market value of 
the endowment was less than the historical dollar value, distributions were not permitted.  UPMIFA takes ac-
count of the fact that permanent endowments have the longest time horizon (perpetuity); that the best long-
term (multi-decade) prospects for growth of a portfolio are in the stock market; and that a prudently diversified 
portfolio is the preferred method of both exposing the endowment to growth and being defensive about risk.  
Thus, the “total return” framework adopted by UPMIFA permits the investment of such permanent endow-
ments in well-diversified portfolios properly allocated and managed.  The intent is to recognize and permit mar-
ket growth of the endowment, so that ultimately “a larger slice of a larger pie” will be available for distribution 
to ministry through the years. 
 
Sustainable Spending Policy 
In place of “historic dollar value” and “interest only” investment allocations, what then should determine the 
amount which is available each year to be distributed from the endowment for ministry purposes?  Under 
UPMIFA, the key is a spending policy which is adopted by the church (college, institution).  The spending policy 
should be based upon considering these seven factors: 
 duration of the fund 

 the institution’s purpose 
 general economic conditions 

 effects of inflation and deflation 
 expected total return of the fund 

 other resources of the institution 
 institutional investment policy 
 
The “sustainable” in sustainable spending policy refers to the setting of a rate of distribution that will be sustain-
able over a long time horizon and not spend the endowment fund down to nothing.  No good is served over the 
long term by a spending policy which is too aggressive. 
 

 
 
That is, when calculated as the average of the three previous December 31 market values, the distribution for 
the succeeding year should be limited to no more than 5% of that average.  Some churches intentionally elect to 
set a smaller spending policy, say 3½%, or 4%, or 4½%.  
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The Kentucky United Methodist Foundation recommends a spending policy not to exceed 
5% of the average year-end market value of the endowment fund for the three trailing years. 
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