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PERMANENT UNIVERSITY FUND

Beneficiaries of the Fund

The Permanent Univeraty Fund (PUF) is a public endowment contributing to the support of indtitutions of The
Universty of Texas Sysem (UT System) and the Texas A&M Universty Sysem (A&M Sydem). The
Congitution of 1876 egtablished the PUF through the appropriaion of land grants previoudy given to The
Universty of Texas plus one million acres. Additiond land grants to the PUF were completed in 1883 with the
contribution of another one million acres. Today the PUF contains 2.1 million acres located in 24 counties
primarily in West Texas.

Responsibility and M anagement of the Fund

The State Condtitution vests fiduciary responsbility for the PUF with the Board of Regents of The Universty of
Texas System. The Board has entered into a contract with a nonprofit corporation, The Univerdty of Texas
Investment Management Company (UTIMCO), for UTIMCO to invest funds under the control and
management of the Board. UTIMCO may not engage in any business other than investing funds designated by
the Board under the contract. Specific invesment decisons are handled by the investment saff as well as
unaffiliated investment managers who are employed from time to time,

I nvestment Objectives

The primary investment objective shdl be to preserve the purchasing power of PUF assets and annud
digributions by earning an average annud totd return after inflation of 5.5% over rolling ten-year periods of
longer. The PUF s success in meeting its objectives depends upon its ability to generate high returns in periods
of low inflation that will offset lower returns generated in years when the capital markets underperform the rate
of inflation.

The secondary fund objective is to generate a fund return in excess of the Policy Portfolio benchmark over
rolling five-year periods or longer. The Policy Portfolio benchmark will be established by UTIMCO and will be
comprised of ablend of asset classindices weighted to reflect Fund asset dlocation policy targets.

Market Value and Book Value of the PUF

On June 30, 2001, the market value and book vaue of the PUF was $7.7 billion and $7.9 hillion, respectively,
exclusve of land acreage.

K:\Files\Reports\SemiAnnual\PUF\PUFSemiAnnual200106.doc 1



PERMANENT UNIVERSITY FUND

I nvestment Performance of Ten Largest Stock Holdings—July 1, 2000 through
June 30, 2001.

MARKET TOTAL PERCENTAGE

NAME VALUE RETURN OF THE FUND
Mid Cap Index Fund B-Lendable 658,744,776 8.90 % 8.54
EAFE Equity Index Fund B 382,215,942 -23.28 % 4.95
S& P 500 Equity Index Fund B-Lendable 339,315,897 -14.87 % 4.40
Capitd Guardian Internationa 201,285,563 N/A 2.61
Capitd Guardian International Emerging 171,216,570 N/A 2.22
Russdll 2000 Index Fund B 77,903,797 .68 % 1.01
Templeton Internationad Funds 52,633,452 N/A 0.68
Newfidd Exploration 31,543,834 -18.14 % 0.41
Goldman SachsHigh Yidd 22,882,239 N/A 0.30
Goldman Sachs Emerging Market 22,544,744 -25.32 % 0.29

N/A-PUF has held the investment for less than a 12-month period, therefore, performance for this time period is not
available.

Asset Allocation

Asst dlocation is the primary determinant in the volatility of the Fund's performance, subject to the asset
dlocation range as pecified by the investment policy, and is the responghbility of UTIMCO. The following
represents asset dlocation at June 30, 2001.

U.S. Common Stocks 33.17 %
Internationd Common Stocks 14.22
Fixed Income 19.18
Alternative Equities 24.31
Inflation Hedging 4.28
Cash & Cash Equivdents 4.84
100.00%

Economically Targeted | nvestments

The PUF is committed to funding $20 million in the Texas Growth Fund and Texas Growth Fund 1l (Texas
Growth Funds). As of June 30, 2001, the combined market value and book vaue of the PUF s investment in
the Texas Growth Funds were $4,045,557 and $8,941,204, respectively.
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