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Notice of Open Meeting of the
Board of Directors of
The University of Texas Investment
Management Company

January 13, 2004
UTIMCO
221 W. oth Street, Suite 1700

Austin, Texas

Open Meeting Agenda

Convene at 10:00 a.m.

Open Session:
Call to Order/Consideration of Minutes of December 4, 2003 Meeting*

Consideration of Proposed Investments*

Endowment and Operating Funds Update

Watch List Update

Presentation of 2003 Annual Report

Discussion of UTIMCO Staff's Response to Board of Regents’ Resolution
Recess for Lunch

Reconvene in Open Session:
Consideration of UTIMCO Audited Financial Statements*

Report from the Compensation Committee
- Consideration of Compensation Committee Report*

Adjournment

* Action by resolution required

Posted: January 9, 2004
By: The University of Texas Investment Management Company

k:\groups\utimcocorporate\bod\meetings\2004\0401 1310401 133meeting.doc



TAB 1



Resolution No. 1
RESOLVED, that the minutes of the meeting of the Board of Directors
held on December 4, 2003 be, and is hereby, approved.




MINUTES OF THE MEETING OF
THE BOARD OF DIRECTORS OF
THE UNIVERSITY OF TEXAS
INVESTMENT MANAGEMENT COMPANY

The Board of Directors (the “Board”) of The University of Texas Investment Management Company (the
“Corporation”) convened in an open meeting at 3:02 p.m. on the 4th day of December 2003, by means of
conference telephone enabling all persons participating in the meeting to hear each other, at the offices of
the Corporation, Town Lake Conference Room, 221 West 6th Street, Austin, Texas, 78701 said meeting
having been called by the Chairman, Woody L. Hunt, with notice provided to each member in accordance
with the Bylaws.

Participating in the meeting were the following members of the Board:

Woody L. Hunt, Chairman
J. Luther King, Jr., Vice-Chairman
Susan M. Byrne
Rita C. Clements
J. Philip Ferguson
. Craig Hester

thus, constituting a majority and quorum of the Board. Directors Mark G. Yudof, James Huffines and R. H.
(Steve) Stevens, Jr. were not present at the meeting.  Also, attending the meeting were R. D. Burck,
Advisory Director; Bob Boldt, President, Chief Executive Officer and Chief Investment Officer of the
Corporation; Joan Moeller, Secretary and Treasurer of the Corporation; Christy Wallace, Assistant
Secretary of the Corporation; Cathy Iberg, Managing Director — Marketable Alternative Investments and
Deputy ClO; Andrea Reed, Risk Manager; Sara McMahon and Trey Thompson, Managing Directors — Non-
Marketable Alternative Investments of the Corporation; Bill Edwards — Managing Director Information
Technology; Jerry Turner, legal counsel for the Corporation; Bruce Myers of Cambridge Associates; Philip
Aldridge, Charlie Chaffin, Jerry Modjeski, Michael Warden, and Sandra Neidhart of U. T. System
Administration; and Steven Voss and Michael Sebastian of Ennisknupp. Mr. Hunt called the meeting to
order at 3:02 p.m. Copies of materials supporting the Board meeting agenda were previously furnished to
each Director or distributed at the meeting.

Minutes
The first matter to come before the Board was approval of the minutes of the meeting of the Board of
Directors held on November 20, 2003. Upon motion duly made and seconded, the following resolution was

unanimously adopted:

RESOLVED, that the minutes of the meeting of the Board of Directors held on
November 20, 2003 be, and are hereby, approved.

Liquidity Policy

Mr. Hunt asked Mr. Boldt to discuss the proposed amendments to the Liquidity Policy. The Liquidity Policy
was being amended to change the liquidity risk measurement from four categories to two: liquid and illiquid.
The definitions for the liquid and illiquid categories were also changed. After a short discussion, an
additional change in the definition of illiquidity and use of swaps, derivatives and other third party



arrangements to create liquidity were requested by the Board. Upon motion duly made and seconded, the
following resolution was unanimously adopted:

RESOLVED, that the Liquidity Policy, in the form submitted to the Board with the
revisions approved at this meeting, be, and is hereby, approved; and

RESOLVED, FURTHER, that the President and the Secretary of the Corporation
be and they are hereby authorized and directed to revise the Liquidity Policy to
accomplish the purpose of the foregoing resolution.

The Liquidity Policy so approved is attached to these minutes.

Investment Policy Statements

Mr. Hunt asked Mr. Boldt to present the proposed changes to the Investment Policy Statements. The
amendments to the policy statements were to clarify provisions and definitions related to asset allocation
and asset allocation policy. The policies have been updated to reflect the earning of an annual average
real return of 5.1% and to clarify selection and termination of unaffiliated investment managers of the PUF
and GEF. Mr. Boldt and Mr. Myers answered the Directors’ questions on the policy amendments and
benchmarks. Upon motion duly made and seconded, the following resolution was unanimously adopted:

RESOLVED, that the amendments to the Investment Policy Statements for the
Permanent University Fund, the U. T. System General Endowment Fund, the
Permanent Health Fund, and the U. T. System Long Term Fund as presented be,
and are hereby, approved, subject to approval by the U. T. System Board of
Regents.

Compensation Committee Report

Mr. King, Chairman of the Compensation Committee, reported that the Committee met on December 1,
2003. At the Committee meeting, Mr. King reported that they continued to make progress by reviewing
documents prepared by Mercer Human Resources Consulting and discussing with Bruce Myers of
Cambridge regarding benchmarks as related to the compensation guidelines for the Fiscal Year 2003-
2004. No action was taken at the meeting.

Mr. Hunt thanked the members of the Compensation Committee for their commitment and hard work over
the past several months.

There being no further business to come before the Board of Directors, the meeting was adjourned at
approximately 3:55 p.m.

Secretary:

Joan Moeller

Approved: Date:
Woody L. Hunt
Chairman, Board of Directors of
The University of Texas Investment
Management Company

PO



The University of Texas Investment Management Company
Liquidity Policy

Effective Date of Policy: December 19, 2003
Date Approved by UTIMCO Board: December 4, 2003

Purpose:

The purpose of the Liquidity Policy is to establish limits on the overall liquidity profile of investments in
the Permanent University Fund (PUF) and the General Endowment Fund (GEF), hereinafter referred to as
the Funds. For the purposes of this policy, “liquidity” is defined as a measure of the ability of an
investment position to be converted into a cash position. The established liquidity profile limits will act in
conjunction with, but do not supercede, the Investment Policies established by The University of Texas
Investment Management Company (UTIMCO) Board and approved by the U. T. Board of Regents.

Objective:

The objective of the Liquidity Policy is to control the element of total risk exposure of the Funds stemming
from the uncertainties associated with the ability to convert longer term investments to cash to meet
immediate needs or to change investment strategy, and to the potential cost of that conversion. This
element of total risk is referred to as “Liquidity Risk” in this Policy.

Scope:

This Policy applies to all PUF and GEF investments made by UTIMCO, both by internal and by external
managers. Policy implementation will be managed at the aggregate UTIMCO level and will not be a
responsibility of individual internal or external managers managing a portion of the aggregate assets.

Definition of Liquidity Risk:

Liquidity Risk is defined as that element of total risk resulting from the uncertainty associated with both the
cost and time period necessary to convert existing investment positions to cash (or cash equivalents).
Liquidity risk can result in lower than expected returns and reduced opportunity to make changes in
investment positions to respond to changes in capital market conditions. Modern finance theory asserts that
liquidity risk is a systematic risk factor that is incorporated into asset prices such that future longer-term
returns will be higher for assets with higher liquidity risk, although that may not be the case in the short
term.

Liquidity Risk Measurement-The Liquidity Profile:
Capital market theory does not provide a precise technique to measure liquidity risk. For the purposes of
this Liquidity Policy, potential liquidity risk will be defined and monitored by measuring the aggregate
liquidity profile of the Funds. All individual investments within the Funds will be segregated into two
categories:
¢ Liquid: Investments that could be converted to cash within a period of one day to
three months in an orderly market at a discount of 10% or less.

e Illiquid: Investments that could be converted to cash in an orderly market over a
period of more than three months or in a shorter period of time by accepting a
discount of more than 10%.

The measurements necessary to segregate all investments into one of the two categories assume normally
functioning capital markets and cash market transactions. In addition, swaps, derivatives, or other third
party arrangements to create liquidity may be considered in determining the appropriate liquidity category
for each investment upon approval of the UTIMCO Board or Board designated subcommittee.

The result of this liquidity risk measurement process will be a liquidity profile for the Funds which
indicates the percentage of the total portfolio assets within each liquidity category. This Liquidity Policy
defines the acceptable range of percentage of total assets within each liquidity category, specifies “trigger



The University of Texas Investment Management Company
Liquidity Policy

zones” requiring special review by UTIMCO staff and Board, and specifies the method of monitoring and
presenting actual versus policy liquidity profiles.

Liquidity Policy Profile:
The current Liquidity Policy Profile ranges and trigger zones are defined by the chart below:

Liquidity Policy Profile Ranges

Percent of Total Portfolio

Liquid Hliquid

The green bar indicates the Policy range for investments categorized as “Liquid” by the definition
presented earlier. The red bar indicates the Policy range for investments categorized as “Illiquid” by earlier
definition. The shaded sections of the green and red bars indicate trigger zones requiring special action by
the UTIMCO Board or a Board designated subcommittee. For example, the allowable range for “Illiquid”
investments is 0% to 30% of the total portfolio, however, any investments made in the 20% to 30% range
of total portfolio assets require special prior approval by the UTIMCO Board or subcommittee.

Documentation and Controls:

Managing Directors responsible for each asset class are responsible for determining the liquidity category
for each investment in that class. These classifications will be reviewed by the Risk Manager and must
receive final approval from the Chief Investment Officer. Classifications and weights within each liquidity
category will be updated and reported on a monthly basis. All new investments considered will be
categorized by liquidity category and a statement regarding the effect on overall liquidity of the addition of
the new investment must be an element of the due diligence process and will be a part of all
recommendation reports to the UTIMCO Board.

As additional safeguards, trigger zones have been established as indicated above to trigger required review
and action by the UTIMCO Board in the event any investment action would cause any liquidity measure to
enter any of the designated trigger zones, or in the event market actions caused measures to move into
trigger zones. In addition, any proposed investment actions which would change any single liquidity
category percentage by 10% or more would also require UTIMCO Board review and action prior to the
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change. Any actual positions in any trigger zones or outside the policy ranges will be communicated to the
Chief Investment Officer immediately. The Chief Investment Officer will then determine the process to be
used to eliminate the exception and report promptly to the UTIMCO Board the circumstances of the
deviation from Policy and the remedy to the situation.

Reporting:

The actual Liquidity Profile of the Funds and compliance with the Liquidity Policy will be reported to the
UTIMCO Board on at least a quarterly basis. Any exception to the Policy and actions taken to remedy the
exception will be reported promptly. An example of the method of reporting is shown below where the
yellow points and number labels indicate current actual exposure levels within each Liquidity Policy Range
(numbers shown are examples only). For example, in this illustration the current exposure to “Liquid”
investments is 81.3%, while exposure to “Illiquid” investments is 18.7% and both are within their
respective allowable policy ranges and not in defined trigger zones.

Liquidity Policy Profile Ranges

Percent of Total Portfolio

1 B

Liquid Iliquid \
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Resolutions to be handed out at the meeting if action is required.
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Relative Risk Analysis 1 Year Horizon
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PUF Liquidity Profile
November 30, 2003
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Liquid lliquid
Current
11/30/2003 10/31/2003
Market Value Percent Market Value Percent
Liquid 6,225,582,251.53 81.1 6,174,296,873.42 81.3
Iliquid 1,447,038,113.09 18.9 1,422,040,749.74 18.7
7,672,620,364.62 100.0 7,596,337,623.16 100.0

Approved but not yet invested illiquid marketable investments:

11/30/2003 10/31/2003
Market Value Percent Market Value Percent
Liquid 6,155,232,251.53 80.2 6,174,296,873.42 81.3
Tlliquid 1,517,388,113.09 19.8 1,422,040,749.74 18.7
7,672,620,364.62 100.0 7,596,337,623.16 100.0

Liquid: Investments that could be converted to cash within a period of 1 day to 3 months in an orderly market at a
discount of 10% or less.

Illiquid: Investments that could be converted to cash in a orderly market over a period of more than 3 months or in a
shorter period of time by accepting a discount of more than 10%.
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GEF Liquidity Profile
November 30, 2003
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Total Liquid Total llliquid

Current
11/30/2003 10/31/2003
Market Value Percent Market Value Percent
Liquid 3,236,924,725.64 81.7 3,262,218,153.60 82.2
Iliquid 726,564,478.20 18.3 705,156,507.26 17.8
3,963,489,203.84 100.0 3,967,374,660.86 100.0

Approved but not yet invested illiquid marketable investments:

11/30/2003 10/31/2003
Market Value Percent Market Value Percent
Liquid 3,198,774,725.64 80.7 3,262,218,153.60 82.2
Miquid 764,714,478.20 19.3 705,156,507.26 17.8
3,963,489,203.84 100.0 3,967,374,660.86 100.0

Liquid: Investments that could be converted to cash within a period of 1 day to 3 months in an orderly market at a
discount of 10% or less.

Illiquid: Investments that could be converted to cash in a orderly market over a period of more than 3 months or in a
shorter period of time by accepting a discount of more than 10%.
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Agenda Item:
Developed By:
Presented By:
Type of Item:

Description:

Recommendation:

Discussion:

Reference:

Agenda Item
UTIMCO Board of Directors Meeting
January 13, 2004

Manager Watch List Update — Public Markets

Goldsmith

Goldsmith

Status and Remedy Timeline for Resolution

Public Markets presently has two investment managers on the Watch List.
Capital Guardian — designation effective January, 2004, and Oechsle —
designation effective November, 2002. This agenda item seeks to update the
Board on the status of these managers and to provide insight into the
proposed timeline for issue resolution.

No action required.

Capital Guardian:

_ Investment Mandates: EAFE, International Small Cap, and Emerging Markets

totaling $648.6 M - representing 5.6% of the Endowments’ exposure as of
November 30, 2003.

Capital Guardian was placed on the Watch List in early January 2004 for
reasons which include poor near and long-term performance across their
product line, a continued lack of insight into the competitive advantage or
value-added benefits of their process, and for repeated difficulty in
liquidating UT assets and executing UTIMCO instructions. Since 1996, the
UT Endowments have paid nearly $6 million in total fees to Capital
Guardian for their three assignments. Aggregate results over that period
have continually trailed that of their benchmarks and peers.

Oechsle:
Investment Mandate: EAFE totaling $117.9M - representing 1.02% of the
Endowments’ exposure as of November 30, 2003.

Oechsle was placed on the Watch List effective November 2002 for
performance reasons. Upon the arrival of the MD Public Markets in May, it
was decided to retain Oechsle, at least temporarily, given that their higher
beta and growth-oriented positioning was consistent with UTIMCO’s
overall post-Iraq War macro-economic investment thesis during 2003. This
decision has proven near term profitable as Oechsle has added over 600 bps.
versus their EAFE benchmark from the June through November 2003
period. Oechsle’s issues today relate to the depth and strength of their
research process and its ability to generate long-term competitive returns.

PUF and LTF Investment Policies; Delegation of Authority Policy



Proprietary and Confidential

Investment Manager Watch List

(Capital Guardian and Qedssle International)

A. Investment Manager Selection and Termination Guidelines

Establishment:

e Delegation of Authority approved by the UTIMCO Board of Directors on April 25, 2003.
e Delegation of Manager and Partnership Monitoring and Termination (from Appendix B).

Excerpts (1-4 of 6) from Appendix B:

UTIMCO Management shall be responsible for monitoring and, when necessary, termination of
internal and external portfolio managers and partnerships investing U.T. System assets.

Although terminations of investment managers or partners are expected to be rare, such actions
may be necessary from time to time to preserve System assets. The general procedure for

terminations shall be:

1. A manager committing any of the following actions will be terminated immediately:

1. Fraud
ii. Significant violation of investment policy or key terms of the advisory agreement
with UTIMCO

iii. Unethical acts
iv. Significant violation of a specific portfolio mandate

2. A manager violating any of the conditions below will be notified that he is being placed
on a Watch List indicating enhanced scrutiny:
1. Failure to achieve performance targets over an appropriate period of time
ii. Significant change in portfolio composition or style of management
iii. Risk levels significantly higher or lower than agreement
iv. Significant changes in the manager’s organizational structure
v. Turmover in key investment personnel
vi. Unsustainable growth in assets under management
vii. Significant failure in client service or reporting
viii. Evidence of consistent operational or administrative errors.

3. Watch List notification will be in written form and will specify the reasons for Watch
List designation. The written notification will require a written response from the
manager setting out a specific timetable over which the problems will be cured. As part
of the enhanced scrutiny of the Watch List designation, UTIMCO staff will make at least
one on-site visit.

4. If the manager cannot cure the problems or fails to meet the timeline established by his

response to the Watch List notification, UTIMCO staff will terminate the relationship
with UTIMCO and plan an orderly succession of the assets.

C:\Documents and Settings\Igoldsmith\Desktop\Watchlisthistoryl.doc 1



. Proprietary and Confidential
Investment Manager Watch List

(Capital Guardian and Oechsle International)

B. Watch List Reporting:

Managers on the watch list are reported each fiscal quarter in UTIMCO’s quarterly investment
report. This report is mailed to UTIMCO Board of Directors and the U. T. System Board of
Regents. The report is completed for the periods ended November 30, February 28, May 31, and
August 31 of each year.

C. Watch List Update (Capital Guardian)

Investment Mandates: EAFE, International Small Cap, and Emerging Markets totaling
$648.6 M - representing 5.6% of the Endowments’ exposure as of November 30, 2003.

Background:

Capital Guardian was hired December 1996 for an International Small Cap mandate. Additional
mandates to EAFE and Emerging Markets were made in August 2000. Cap Guardian’s process,
begun in 1957, divides each portfolio’s assets into 10 managed segments — consisting of 9
dedicated portfolio managers and a 10™ segment consisting of 18 research analysts. Each
segment is run individually, focusing on a bottom-up stock selection approach flowing from
independent research. Cap Guardian is independently owned, employs over 200 research
analysts globally, and conducts 95% of all research internally.

Capital Guardian’s management team and organization have been very stable over time.

As of September 30, 2003 Capital Guardian’s institutional assets under management totaled
$128,744 M across 975 clients. This included $66,959 M in EAFE, $1,851 in International Small
Cap, and $1,554 M in Emerging Markets mandates.

In total, Capital Guardian manages over $600 billion in assets, employing over 6,000 people.

For additional background details, please reference the attached letter.

Justification for watch list:
Please reference attached letter.

Status:
Please reference attached letter.

C:\Documents and Settings\lgoldsmith\Desktop\Watchlisthistoryl.doc 2



. Proprietary and Confidential
Investment Manager Watch List

(Capital Guardian and Oechsle International)

D. Watch List Update (OQechsle International)

Investment Mandate: EAFE totaling $117.9M - representing 1.02% of the Endowments’
exposure as of November 30, 2003.

Background:

Oechsle International was hired in August of 2000 and was placed on the Watch List in
November of 2002 for performance-related reasons. Oechsle is managed by four individuals —
all involved in portfolio management, research or administration. Currently, 64% of Oechsle is
internally owned with 36% owned by Fleet Overseas Asset Management and 1% by Hellman &
Friedman.

Oechsle currently employs 60 investment professionals and manages $12,311 M across 116
account relationships. Total firm assets reached a peak of $19,054 M in 1999. The organization
lost 16 and 15 accounts, respectively, in 2002/2003 while gaining 9 and 6 accounts, respectively,
over the same period.

The UT Endowments are invested in Oechsle’s Select fund (commencement date 1994 with 12
other clients) which includes 30-40 stocks with a high average turnover of 200% per annum. The
team’s investment approach was originally developed at Putnam in the late 1970s. Oechsle’s
investment philosophy is that fundamentals drive returns and they use a strictly qualitative
approach to drive their process forward. By using a combination of both bottom-up and top-
down analyses, Oechsle seeks to identify and exploit pricing inefficiencies across countries,
currencies, industries/sectors, and ultimately individual securities. Their target investment time
horizon is one to two years. Their strategy is to identify undervalued growth stocks and/or
earnings growth stories that the market has not fully recognized. This means that they will often-
times be very “early” in investments that the marketplace has not yet recognized as a new or
renewed growth story.

Oechsle’s Select fund operates as essentially a best-ideas all-cap portfolio.

Justification for watch list:

Oechsle’s original designation on the Watch List was fueled by their disappointing performance
results. Since their hire in August of 2000, Oechsle’s inception-to-date results through November
2003 continue to trail their EAFE benchmark by 2.95% per annum. While year-to-date 2003
results are somewhat encouraging — (31.37% vs. 29.07% for the EAFE Index) — this has been
insufficient to compensate for the results from August of 2000 to December 2002.

Since his hire in May of 2003, the MD of Public Markets has conducted meetings/conference
calls with Oechsle on June 17, July 31, August 29, October 7, November 7 and December 8 to
review their investment process and to specifically evaluate their stock selection capabilities. In
addition, the MD Public Markets held a conference call with Cambridge Associates on June 22
to solicit their viewpoint on Oechsle.

C:\Documents and Settings\Igoldsmith\Desktop\Watchlisthistoryl.doc 3



Proprietary and Confidential

Investment Manager Watch List

(Capital Guardian and Oechsle International)

Status:

Staff remains unconvinced that Oechsle has the depth of research and focus necessary to provide
the long-term value-added necessary for the retention of a Public Markets equity manager.
Additionally, Staff feels that the macro-economic conditions have changed enough to no longer
justify a continued allocation predominately based on a liquidity driven, high growth, high beta
stock environment. An additional on-site visit has been scheduled with Oechsle at the end of
January and at that time a final decision on retention will rendered and communicated to the
Board.

C:\Documents and Settings\lgoldsmith\Desktop\Watchlisthistoryl.doc 4






January 5, 2004

Mr. George L. Romine, Jr.
Capital Guardian Trust Company
3000 K. Street, NW, Suite 230
Washington, D.C. 20007-5140

Dear George:

As per my message last week, this letter is written confirmation that Capital Guardian is being placed on
UTIMCQ'’s Watchlist. I've outlined below the reasons for this designation, all of which are of great concern
however, some are of a more distressing nature that | need immediately remedied.

Specifically, the reasons for the Watchlist classification are as follows:

1. Past performance and lack of insight into prospects for future improvement

2. Difficulty in executing specific withdrawal requests

3. Specific non-performance of withdrawal transaction

4. Highly intensive oversight necessary from UTIMCO given institutional expectations

As you know, since our first formal meeting on June 3 (less than one full month after my hire), I've been
open about UTIMCO'’s very progressive return goals for the UT Endowments. One of which is that | am
under a mandate to produce “long only” active managers who can deliver long-term annualized results in
excess of 300 basis points per annum. If this can't be accomplished, then we would prefer to evaluate
taking one of our “absolute return” managers and creating an EAFE (other pertinent benchmark) overlay to
produce such results.

In addition, given our efforts to position ourselves as a premier endowment globally, it has never been
more vitally important that all of our investment managers engage their mandates with insight, precision
and results. While | have great respect for the Capital Guardian organization, as we have worked together
in other capacities previously, | have not seen what | need to see from Cap Guardian to give me the
confidence to retain our collective mandates.

Tel 512-225-1600 + Fax 512-225-1660 + 221 West Bth Street, Suite 1700 < Austin. TX 78701




In addition, Cap Guardian represents what | consider to be the only active manager we have in our
developed International equity stable at present. With two mandates in that space, and almost $650 million
under management for the UT Endowments, the hurdle is high and | believe, fairly so.

Here is where | specifically need to see improvement over the next 90 day, or earlier, period:

1. Performance and Specific Insight into Cap Guardian Process and its Competitive Advantage

a. EAFE Portfolio -

The EAFE portfolio’s inception with UTIMCO was August, 2000.

Since that period, the annualized excess performance from Cap Guardian
versus the EAFE benchmark has been .05%.

Of greater import is the fact that the results been so tightly aligned to the
index on a month by month basis. A three year tracking error of 4.2% vs.
the benchmark and an R2of .96 are characteristics | would normally
associate with an enhanced index manager, not an active manager.

As another example, as of August, 31, 2003, 157 out of the 182 stocks held
in our portfolio (or 86%) were in the EAFE index. | really would expect a
higher degree of active stock selection outside of the index for a true active
management mandate.

Finally, Cap Guardian's three year results versus peers in the International
area remain in the bottom quartile. Even nearer term results have risen no
higher than third quartile when measured against Nelson’s database of
International managers.

b. Non-U.S. Small Cap -

The Non-U.S. Small Cap portfolio’s inception with UTIMCO was December,
1996.

Since that period, the performance of this portfolio has trailed the Citigroup
World ex-U.S. Extended Markets Index (EMI) by 2.47% per year. (1 am aware

that Cap Guardian prefers, and we have agreed, to calculate the performance-based fee
using the Citigroup World ex-U.S. under $1.2 billion Index. The EMI was used here as it is
more readily available to UTIMCO via its software evaluation package and represents
essentially the same measurement for evaluating value-added.)

Of greater import is the fact that results seem to occur predominantly during
higher beta periods in the market. For example, 1999 and 2003 have been
the standout periods of performance, with underperformance occurring in
1998, 2000, 2001, and 2002. Again, as with the EAFE mandate, | don't see
the value-added via stock selection, but from other systematic market
factors such as beta — which we can get exposure to via low cost indices.



C.

d.

Emerging Markets —
= The Emerging Market portfolio's inception with UTIMCO was August, 2000.
= Since that period, the performance of this portfolio has trailed the MSCI
Emerging Markets Free Index by 3.70% per annum.

The Process — As we have an extensive history together, | was already well aware of
the multiple portfolio manager construct of Cap Guardian. We discussed this
extensively as early as June and | have repeatedly stated that a portfolio construction
scheme - which doles out portions of the portfolio, in relatively fixed sizes, among 8-10
different managers - obfuscates my view of the process. While | think this is a very
smart business concept, it is not, in my opinion, an effective investment management
construct. Specifically, | have no way of deciphering the true talent behind the stock
picking process, and, given this approach | am of the belief — which | think is validated
by the performance results — that | at best get an Enhanced Index result, and at worst,
UTIMCO'’s portfolios lag repeatedly.

| believe that there are talented managers out in the International investment space
(and some probably reside at Cap Guardian) and that my responsibility, on behalf of
the UT Endowments, is to find and secure that talent. My concern has been
heightened by comments from Cap Guardian that the reason that this “committee”
exists is to keep one individual from selecting a stock that would torpedo the whole
portfolio. As | have stated before, | am uncomfortable with that philosophy. If Cap
Guardian truly believed in the talent of their organization, they would have a different
point of view. UTIMCO wants an active management process where our long only
managers are “trying to win”, not “trying not to lose”.

In addition, since many of the portfolio managers on your team have been together for
over 20 years, | find it inconceivable that having worked so closely, for so long, that
there wouldn't be periods of time where individual managers of this “committee” were
given bigger weights in deference to their respectively talented colleagues during
certain definable market cycles. Again, since this doesn't occur, I'm left feeling that
Cap Guardian's primary goal is to not take risk, which to UTIMCO, means no
meaningful long term reward.

What | Need to See:

To this point, | have held on to the Cap Guardian mandates for several reasons.

= The first reason being that during the liquidity fueled growth rally since my
hire, that this fed into the more growth-oriented tilt that Cap Guardian had
been steadfastly maintaining for the last several years.



= The second is that mandates such as International Small Cap and
Emerging Markets were specific “bets” we wished to have in our portfolios
compared to our overall International benchmark.

= Third, was that the relative expense of moving assets from active managers
(in large amounts) is substantial.

Please note that as of our last calculation in June, UTIMCO had paid Cap Guardian over
$5.7 million in fees over the life of all of our mandates. With the cumulative results of all
portfolios falling well short of the benchmarks in question, this remains wholly
unacceptable. | have tried to handle this in part, in the interim, by the adoption of our
performance fee arrangement several months ago which more closely aligned Cap
Guardian's pay to its future results.

What | need to see, as we start the new year is not only fundamental results from the
portfolios versus their respective benchmarks, but insight into the stock picking process
that | have yet to see from the numerous meetings/phone calls (4) we had in 2003.

Unless there is some way for me to assess the raw talent and stock picking facility and
execution of your team of portfolio managers, | cannot attest to the value-added construct
of Cap Guardian and cannot continue to support these mandates. At this time, the Cap
Guardian process remains obscured behind a veil of multiple portfolio managers with little
to no insight into their investment prowess. This is despite meetings and calls that have
occurred in June, September, November and December to try and overcome this barrier.

2. Difficulty in Executing Specific Withdrawal Requests. This primarily relates to Non-U.S. Small
Cap and Emerging Markets Funds.

Non-U.S. Small Cap
= |n September 2003, UTIMCO informed Cap Guardian that we would like to

make a $50 million withdrawal from the Non-U.S. Small Cap Funds. We
went through several rounds of communication where Cap Guardian
insisted that we couldn’t withdraw this amount of capital from this fund
without creating a separate liquidation account so as to not penalize the
other commingled fund holders. This was even though there were no
specific dollar thresholds ever mentioned in our contract, nor were any of
UTIMCO'’s previous contributions (some in excess of this dollar amount)
ever subject to special arrangements going in to the fund.

* In documentation submitted to UTIMCO, Cap Guardian claimed the need to
liquidate via a separate vehicle was due to the lack of a pending
contribution to this fund by another client and that the amount of the
withdrawal would represent 10% of the commingled fund. (it should be noted



that UTIMCO had made several inquiries related to moving the Endowments’ assets to a
separate account but were routinely discouraged from doing this in the spirit of the
efficiencies and cost savings afforded by the commingled fund structure.)

= Inan effort to respond to this situation, UTIMCO agreed, as an
accommodation, to fund this withdrawal in smaller increments over three
months — even skipping December, which was per Cap Guardian’s request.

Emerging Markets
= Policy for Cap Guardian's Emerging Markets Fund is for withdrawal
requests to be made one month in advance of such need. When other high
quality investment managers allow for daily withdrawal of emerging markets
assets, this policy is antiquated — especially when the Endowments have
$280 million (as of December 31, 2003) in this mandate. | view this is too
close to “illiquid” in the public markets domain.

What | need to see

Starting immediately, | need to see a semblance of institutional transaction facility on the part
of Cap Guardian. | don't feel that the UT Endowments should have to accommodate the
portfolio manager in requesting a withdrawal of assets. Cap Guardian, for all intents and
purposes, seems to subscribe to what | term the Hotel California policy — where one can
‘check out any time you like, but you can never leave.”

Specific Non-performance of Withdrawal Transaction. In December, UTIMCO made a request
of Cap Guardian for a $75 million withdrawal from our EAFE portfolios to both rebalance and
fund other manager applications. In both specific oral and written instructions, UTIMCO made
efforts to give significant lead time to Cap Guardian to gauge the possibility of this request by
year end. UTIMCO's request was for Cap Guardian to advise on their ability to provide cash
by December 30, 2003.

Per your voice mail to me, your portfolio control area informed our operations area that if we
wanted to make a withdrawal by year end, then it would be best to have a letter of instruction
to Cap Guardian by the 18t - which we did. At no time was there a discussion that the Funds
would be available before, or at any other time, other than on the 30th.

On December 19, | informed you of a potential “no cost” cross via a third party made possible
by a transition manager and requested Cap Guardian await further instruction as no
notification of any potential trading had been given to UTIMCO. At the time, per your voice
mail to me, you were unaware (and so were we) that the trade had already occurred. All we



knew at that time was merely that Cap Guardian could accommodate this request by
December 30.

On Monday, December 22, UTIMCO was notified unexpectedly that Cap Guardian had
already placed the trades and that cash was available. UTIMCO then had to go into the
market unexpectedly, and buy U.S. Equity Futures contracts to obtain immediate market
exposure.

As we have discussed in numerous phone conversations since this event, | believe this
transaction was a violation of both the spirit and letter of UTIMCO's request. UTIMCO has a
definitive policy of remaining fully invested and the “advise” statement of the instruction is part
and parcel of that transaction request. Here is the exact text of the message to Cap Guardian:

This is to confirm our phone conversation. We wish to make the
following withdrawals from our EAFE accounts:

$49,500,000.00 PUF account
$25,500,000.00 GEF account

Please advise whether this cash will be available Dec. 30 or Dec 31.
and I will have our custodian transfer the money out accordingly.

I still believe that Cap Guardian should be responsible for the transaction and market impact
cost of this trade. In addition, | also feel (but have not requested) that any loss due to the lack
of market exposure (or differential between EAFE and Dow Futures exposure) during this
interim period where the cash was exposed to a different index than our standard International
exposure should be the responsibility of Cap Guardian.

Additionally, | know, per your voice message to me, that per all of the pending holidays
overseas, that Cap Guardian acted conscientiously to trade our portfolio with an eye on
minimizing costs to UTIMCO. However, | have requested via our operations group and am
requesting again from you, a summary of the trades that took place so that we can evaluate
here the costs associated with this transaction.

What | need to see
I need to see the detail of this transaction at present.

Highly intensive oversight necessary from UTIMCO given institutional expectations. | have,
much to my dismay, had to spend an inordinate amount of time with Cap Guardian issues
since my arrival at UTIMCO. | think that many of these issues could have been avoided if Cap
Guardian would submit to the spirit and letter of the instructions and requests UTIMCO has
provided. | have come to the conclusion that the detail that UTIMCO expects from
performance attribution, insight into processes, and execution of delivered mandates is above



Sincerely,

Managing

Cc: B. Boldt

Cap Guardian's capacity. Clearly, the events that have occurred are not what | would expect
from an institutional manager if | was going to invest in them today.

What | need to see

I need to see a change in focus from Cap Guardian. | feel that when | communicate with Cap
Guardian that | am always on the defensive having to justify our requests and that UTIMCO is
being “humored” by Cap Guardian in its efforts on behalf of the UT Endowments. | have made
efforts to be accommodative where possible to Cap Guardian’s insistence on such issues as
our Non-U.S. Small Cap withdrawal. However, when we then make a withdrawal, and | then
hear from Cap Guardian that our asset levels may no longer support the performance fee
arrangement we came to just two months ago — | am left wondering.......

As | have made clear on many occasions, | am not interested in seeing the UT Endowments
spend any money on fees to an investment manager if they cannot perform. In addition, | don’t
feel that my time and our operations and accounting group'’s time needs to be spent
babysitting details from one of the pre-eminent institutional equity management organizations
in terms of size.

George, if we can come to a way to overcome the issues above, | will gladly retain Cap
Guardian as a manager for the UT Endowments. | am willing to come to your offices, and think
| should, interview every portfolio manager on our account — if that is possible, reasonable,
and beneficial to this cause.

If, for whatever reason, you feel that my requirements are too demanding or insurmountable, |
would appreciate your advisement (in advance) on this issue so that | can plan an alternative
course of action related to the funding of these mandates.

| look forward to improving our situation and working with you towards a mutually beneficial
solution as we enter 2004,

frector — Public Markets Investments
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Resolution No. 2

RESOLVED, that the annual financial statements and audit report for the
Corporation for the years ended August 31, 2003, and August 31, 2002 be, and
are hereby approved in the form as presented to the Board.




Agenda Item:
Developed By:

Presented By:

Type of Item:

Discussion:

Reference:

Agenda Item
UTIMCO Board of Directors Meeting
January 13, 2004

Report on Audit of UTIMCO Financial Statements
Moeller
Moeller

Approval by UTIMCO Board of the UTIMCO Annual Financial Statements and
Audit Report

The financial statements were audited by Ernst & Young, LLP. Emst & Young
issued an unqualified opinion on the August 31, 2003 financial statements. A copy
of Ernst & Young’s Audit Results and Communications Letter is also included.

UTIMCO Financial Statements and Audit Results & Communications Letter
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