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Introduction
Nonprofit trustees and administrators are increasingly 
seeking more from their investment portfolios than risk-
adjusted returns alone. They want portfolios that help them 
meet spending needs, support long-term sustainability, and 
reflect their mission and values.

Mission Driven Investing (MDI) offers a structured, 
repeatable way to achieve all three. More than a values-
aligned screen or a sustainable overlay, MDI is a holistic asset 
allocation framework that integrates mission, financial 
objectives, spending policies, risk budgets, and 
organizational constraints into each investment decision.

This piece outlines a practical approach for nonprofit 
leadership to align portfolio strategy with mission priorities, 
spending requirements, and long-term organizational 
resilience.
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Key Takeaways
Mission Shapes Investment Decisions
MDI grounds portfolio decisions in the 
organization’s purpose, funding model, and 
long-term commitments.

Cash Flows Drive Portfolio Design
Asset allocation starts with spending 
needs, liquidity requirements, and 
revenue variability — not market 
benchmarks alone.

Operating & Growth Serve Distinct Roles
Separating operating and growth assets 
improves liquidity management while 
supporting long-term mission 
sustainability.

Governance Improves With Shared 
Frameworks
A clear MDI structure helps leadership 
teams make disciplined, consistent 
decisions across market cycles.



Why Mission Driven Investing Matters
Most nonprofits face a unique set of pressures:
• Reliance on tuition, fundraising, or donor 

contributions
• Volatile government grants
• Spending constraint rules, such as UPMIFA or a 

mandatory 5% distribution
• Operating budgets that depend on predictable 

annual cash flow
• Endowments that must support intergenerational 

equity
• Missions that must be funded not just today, but 

sustainably into the future

MDI helps nonprofits address these challenges by 
grounding the investment strategy in the 
organization’s real-world needs: spending demands, 
liquidity requirements, donor restrictions, revenue 
variability, and the long-term mission sustainability.

What Is Mission Driven Investing?
At its core, Mission Driven Investing is an asset 
allocation approach that integrates the organization’s 
mission, financial objectives, and operational reality 
into portfolio construction.

The framework recognizes that:

1) Nonprofits are not homogenous.
A university endowment has different needs than a 
hospital foundation, a religious organization, or a 
national charity. Funding sources, donor restrictions, 
and spending patterns vary widely.

2) Missions define risk tolerance.
A nonprofit dependent on volatile donations may need 
a larger operating reserve and lower-volatility 
portfolio. A large endowment with multi-decade 
obligations may take on more return-seeking risk.

3) Cash flow is mission critical.
Most organizations have essential operating costs — 
scholarships, social programs, healthcare, salaries — 
that must be supported regardless of markets.

4) Portfolio alignment builds trust.
Stakeholders increasingly expect investment choices to 
reflect organizational values.
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MDI therefore focuses on alignment across four 
dimensions:

1) Mission
What does the organization exist to do?
What outcomes does it support?
What is the time horizon of its purpose?

2) Financial Structure
How is it funded?
How volatile is revenue?
What portion of expenses is covered by tuition, 
donations, grants, or investment income?

3) Spending Policy
Is spending governed by a policy rate (e.g., 4% to 7%)?
Does the organization adhere to UPMIFA guidelines for 
prudence, preservation, and intergenerational equity?

4) Values Alignment
Which investments advance or support the mission?
Which contradict it?

By evaluating each dimension, boards and their advisors 
can build portfolios that are not only prudent and well 
constructed, but also purpose built.

Putting MDI into Practice
MDI provides a clear, repeatable framework that 
nonprofits can use to structure discussions and align 
decisions.

1) Start with the Mission, Not the Markets
Traditional reviews often begin with market 
commentary or performance. MDI flips the order:

“How is your mission is funded today — and what it will 
require 10, 20, or 50 years from now?”

Guiding questions include:
• What is the organization’s purpose?
• What programs or services must be funded 

consistently?
• How variable are donations or grants year to year?
• Are there donor restricted or permanent endowment 

assets?
• How much spending flexibility exists in a downturn?
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2) Map the Mission to a Financial Profile
Once the mission is clear, the organization can analyze 
its financial mechanics.

This includes:
• Revenue stability (tuition dependent? donation 

driven?)
• Operating margins and deficits
• Restricted vs. unrestricted assets
• Spending policies and effective distribution rates
• Liquidity needs
• Government grant dependency

This analysis sets the stage for determining risk 
capacity, not just risk tolerance.

3) Establish a Mission Driven Benchmark
In MDI, the benchmark is not the S&P 500 or a 60/40 
portfolio. 

Instead, it is a mission benchmark tied to:
• The spending policy
• Inflation expectations
• Required liquidity buffer
• Duration of liabilities
• Risk budget the organization can sustain

This benchmark anchors decisions around allocation, 
rebalancing, and performance evaluation.

4) Design Two Complementary Portfolios: 
Operating & Growth
One of the most powerful distinctions in MDI is the 
separation of assets into Protected/Operating Assets 
and Growth Assets:

Protected / Operating Assets
• Match cash flow needs and near-term distributions
• Prioritize stability, liquidity, and predictability
• Typically include high-quality fixed income, cash, 

and short duration instruments

Growth Assets
• Support long term mission sustainability
• Target higher returns through diversified exposure
• Can include public equities, extended credit, and 

alternatives (private equity, real estate, etc.)

To understand the difference, think about it this way:

“Operating assets keep the lights on; growth assets 
protect the mission for future generations.”

Aligning Portfolio Strategy With Nonprofit Purpose and Sustainability

5) Address Sequence of Return Risk Explicitly
Most nonprofits spend from their portfolios annually. 
That means when returns occur matters as much as 
what returns occur.

MDI equips nonprofits with clear illustrations — like 
those in our Sage case study — showing how identical 
average returns can produce dramatically different 
outcomes depending on the return sequence. 

This helps boards understand why:
• Liquidity matters
• Operating assets provide stability
• Illiquidity risk must be carefully sized
• Private markets, while valuable, cannot replace 

core public exposures

This is one of the most compelling educational 
components for investment committees.

6) Integrate Mission Values into Investable 
Criteria
MDI’s values alignment framework is three part:

Identify
Document the organization’s mission, values, and 
purpose using clear, actionable definitions.

Align
Translate those values into investment criteria (both 
what to include and what to avoid).

Examples:
• A healthcare foundation may avoid tobacco-related 

issuers.
• A faith-based organization may require screens 

around social issues.
• A children’s hospital may emphasize healthcare 

access or medical research.

Report
Establish a reporting structure that measures:
• Financial returns
• Funding effectiveness
• Degree of values alignment over time
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How MDI Supports Better Outcomes for 
Boards and Investment Teams
1) Improves Alignment Between Portfolio Design 
and Organizational Needs
MDI ensures that cash flows, liquidity, spending policy, 
and mission considerations directly inform asset 
allocation.

2) Strengthens the Committee’s Ability to 
Navigate Complexity
MDI simplifies discussions around illiquidity, 
sequencing, risk budgeting, and intergenerational 
equity — making complex issues more 
understandable.

3) Reinforces Consistency and Stability
Having a clear framework helps all parties — boards, 
advisors, consultants — respond to market uncertainty 
with discipline rather than emotion.

Aligning Portfolio Strategy With Nonprofit Purpose and Sustainability

Bringing It All Together
Mission Driven Investing is not a niche approach. It is a 
comprehensive, institutionally grounded framework 
that:

• Integrates mission, cash flows, and values
• Improves investment governance
• Protects the mission in the short term
• Sustains the mission in the long term

For nonprofits, MDI provides a structured approach 
that helps leadership teams work together to create 
portfolios that are transparent and aligned with 
organizational needs.

The goal is simple but essential: Ensure that every 
dollar in the portfolio works in service of the 
mission — today and for generations to come.

4

Sage Advisory | January 22, 2026

Disclosures: This is for informational purposes only and is not intended as investment advice or an offer or solicitation with respect to the purchase or sale of any 
security, strategy or investment product. Although the statements of fact, information, charts, analysis and data in this report have been obtained from, and are 
based upon, sources Sage believes to be reliable, we do not guarantee their accuracy, and the underlying information, data, figures and publicly available information 
has not been verified or audited for accuracy or completeness by Sage. Additionally, we do not represent that the information, data, analysis and charts are accurate 
or complete, and as such should not be relied upon as such. All results included in this report constitute Sage’s opinions as of the date of this report and are subject to 
change without notice due to various factors, such as market conditions. Investors should make their own decisions on investment strategies based on their specific 
investment objectives and financial circumstances. All investments contain risk and may lose value. Past performance is not a guarantee of future results.

Sage Advisory Services, Ltd. Co. is a registered investment adviser that provides investment management services for a variety of institutions and high net worth 
individuals. For additional information on Sage and its investment management services, please view our website at www.sageadvisory.com, or refer to our Form 
ADV, which is available upon request by calling 512.327.5530.


	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4

