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MEETING AGENDA
November 15, 2004

221 W. 6% Street, Suite 1700
Austin, Texas
ltem # Agenda ltem

Begin
9:00 a.m.

9:30 a.m.

9:35a.m.

11:00 a.m.
11:05 a.m.

11:15a.m.

11:45 am.
12:30 p.m.

1:30 p.m.
1:45 p.m.
2:00 p.m.

3:00 p.m.
3:45 p.m.

End
9:30 a.m.

9:35a.m.

11:00 a.m.

11:05 a.m.
11:15am.

11:45 a.m.

12:30 p.m.

1:30 p.m.
1:45p.m.
2:00 p.m.
3:00 p.m.

3:45p.m.

* Action by resolution required
**Resolution requires further approval from the U. T. System Board of Regents

Briefing Session:
Discussion of Marketable Alternative Investments

Open Session:
Call to Order

Executive Session:

Pursuant to 551.072, Texas Government Code, the Board of Directors may
convene in Executive Session for Deliberations Regarding the Purchase,
Exchange, Lease or Value of Real Property;

Pursuant to 551.071, Texas Government Code, may convene in Executive
Session for Consultation with Attorney Regarding Legal Matters or Pending
and/or Contemplated Litigation or Settlement Offers; and

Pursuant to 551.074, Texas Government Code, the Board of Directors may
convene in Executive Session to Consider Personnel Compensation Matters.
Reconvene into Open Session

- To Consider Action on Executive Session ltem(s)*

1 Consideration of Minutes of September 29, 2004 Meeting*

2 Discussion and Consideration of Proposed Investments (if necessary):
- Report from Liquidity Committee
- Marketable Alternative Investments*
- Public Markets Investments*

3 Endowment and Operating Funds Update:

- Asset Allocation, Risk and Performance
Liquidity Profile
Report of Derivative Applications
Status of the CORE Fund
Tactical Asset Allocation Plan

4 Presentation on Public Markets Investments, Part Il

Lunch
5 Report and Consideration of Items from Audit and Ethics Committee*
6  'Discussion and Consideration of Proposed Committee Assignments*

7 Discussion and Consideration of Proposed Changes to Delegation of Authority
Policy*

8 Discussion of UTIMCO Competitiveness

Adjournment

Next Scheduled Meeting: January 18, 2005
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RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meeting of the Board of Directors held on
September 29, 2004 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 10:10 a.m. on the 29th day of September 2004, at the Hotel
Crescent Court, 400 Crescent Court, Dallas, Texas, said meeting having been called by the Chairman, Woody L.
Hunt, with notice provided to each member in accordance with the Bylaws. The audio portion of the meeting was
electronically recorded.

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

Woody L. Hunt, Chairman
Mark G. Yudof, Vice-Chairman for Policy
John W. Bamhill, Jr.

Clint D. Carlson

Rita C. Clements

J. Philip Ferguson
I. Craig Hester

Charles W. Tate

thus, constituting a majority and quorum of the Board. Director R. H. (Steve) Stevens, Jr. was not present at the
meeting. Also, attending the meeting were Susan M. Byme, past Director; R. D. Burck, Advisory Director; Scott
Caven and Robert Rowling, UT System Regents; 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 CIO;
Bill Edwards, Managing Director of Information Technology; Larry Goldsmith, Managing Director of Public Markets;
Andrea Reed, Risk Manager; Sara McMahon and Trey Thompson, Co-Managing Directors — Non-Marketable
Alternative Investments of the Corporation; several staff members of the Corporation; Bill Volk, legal counsel for the
Corporation; Scott Kelley, Philip Aldridge, Charlie Chaffin, Brandon Duck, and Michael Warden of
U. T. System Administration; Bruce Myers of Cambridge Associates; Greg Smith of Mercer Human Resource
Consulting; and Michael Sebastian of EnnisKnupp. Mr. Hunt called the meeting to order at 10:10 a.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 September 15, 2004. Mr. Yudof asked that the minutes include revised language to reflect his concerns regarding
inclusion of administrative personnel in the UTIMCO Compensation Plan. 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 September
15, 2004, be and are hereby approved, subject to revision as requested by the Board; and

RESOLVED, FURTHER, that the President and the Secretary of the Corporation be and
they are hereby authorized and directed to revise the minutes.



Compensation Committee Report

Mr. Hunt briefly summarized the compensation committee’s efforts and asset allocation decisions over the past two
years. He reported that the UT System Board of Regents approved a Compensation Plan for the Corporation at their
meeting held on September 28, 2004.

Executive Session - Personnel Compensation

Mr. Hunt, at 10:13 a.m., announced that, “the Board of Directors of The University of Texas Investment Management
Company having been duly convened in Open Session and notice of this meeting having been duly given, | hereby
announce the convening of a closed meeting as an Executive Session of the Board, for the purpose of deliberating
personnel compensation matters for corporation employees. This Executive Session meeting of the Board is
authorized by Texas Government Code, Section 551.074 (Personnel Matters). The time is now 10:13 a.m.”

In Executive Session, the Board discussed compensation matters of certain personnel with Mr. Boldt. Mr. Boldt's
compensation was not discussed. No action was taken and no vote was called for or taken by the Board.

Reconvene in Open Session

The Board reconvened at 11:20 a.m. in open session and Mr. Hunt announced that, “the Open Session of the Board
of Directors of The University of Texas Investment Management Company is now reconvened. The time is now
11:20 a.m. During the Executive Session, the Board discussed personnel compensation matters, but did not take
any votes.”

Upon motion duly made and seconded, the following resolution was unanimously adopted:

RESOLVED, that amendments to the UTIMCO Compensation Program be, and are
hereby ratified as approved by the UT System Board of Regents on September 28, 2004,
provided that the Chairman of the Board is granted the authority to make such non-
substantive editorial changes as he deems necessary and appropriate.

Approval of Proposed Investments

Mr. Hunt asked Mr. Hester to speak as Chairman of the Liquidity Committee regarding proposed investments for the
three investment areas, Non-Marketable Alternative, Marketable Alternative and Public Markets programs.  Mr.
Hester stated that the Liquidity Committee met on September 21, 2004, and considered the impact upon the Liquidity
Profiles of the PUF and GEF resulting from the proposed investments and that the Liquidity Committee approved an
increase in the pro forma illiquid allocation to approximately 22.4%, that would result from Board approval of the
investments. Upon motion duly made and seconded, the following resolutions were unanimously adopted:

For Non-Marketable Alternative Investments:
WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to

use PUF and GEF assets to acquire up to a $25 million combined institutional investment
interest (the “Investment”) in Union Square Ventures, L.P.; and



WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08(i) of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the Investment Memorandum dated September 15, 2004 for
Union Square Ventures, L.P. be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms
and provisions as may be necessary or in the best interests of this Corporation, in the
amount of the capital commitment to Union Square Ventures, L.P.; and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or permitted
to be given or made under the terms of the Investment), in the name and on behalf of the
Corporation, or otherwise, as such officer of this Corporation may deem necessary,
advisable or appropriate to effectuate or carry out the purposes and intent of the foregoing
resolutions and to perform the obligations of this Corporation under the Investment and
the instruments referred to therein.

For Marketable Alternative Investments:

K Capital (U.S. Dollar) Ltd.

WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to
use PUF and GEF assets to acquire up to a $50 million combined institutional investment
interest (the “Investment”) in K Capital (U.S. Dollar) Ltd.; and

WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08(i) of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the Investment Memorandum dated September 20, 2004 for K
Capital (U.S. Dollar) Ltd. be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms
and provisions as may be necéssary or in the best interests of this Corporation, in the
amount of the capital commitment to K Capital (U.S. Dollar) Ltd.; and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or permitted
to be given or made under the terms of the Investment), in the name and on behalf of the



Corporation, or otherwise, as such officer of this Corporation may deem necessary,
advisable or appropriate to effectuate or carry out the purposes and intent of the foregoing
resolutions and to perform the obligations of this Corporation under the Investment and
the instruments referred to therein.

Blue Ridge Offshore LP

WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to
use PUF and GEF assets to acquire up to a $75 million combined institutional investment
interest (the “Investment”) in Blue Ridge Offshore LP; and

WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or fransaction entered into in violation of Subsection 66.08(i) of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the Investment Memorandum dated September 20, 2004 for
Blue Ridge Offshore LP be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms
and provisions as may be necessary or in the best interests of this Corporation, in the
amount of the capital commitment to Blue Ridge Offshore LP; and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or permitted
to be given or made under the terms of the investment), in the name and on behalf of the
Corporation, or otherwise, as such officer of this Corporation may deem necessary,
advisable or appropriate to effectuate or carry out the purposes and intent of the foregoing
resolutions and to perform the obligations of this Corporation under the Investment and
the instruments referred to therein.

Global Market Neutral Fund B

WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to
use PUF and GEF assets to acquire up to a $50 million combined institutional investment
interest (the “Investment”) in Global Market Neutral Fund B; and

WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08(i) of the Texas
Education Code:

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the Investment Memorandum dated September 20, 2004 for
Global Market Neutral Fund B be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms



and provisions as may be necessary or in the best interests of this Corporation, in the
amount of the capital commitment to Global Market Neutral Fund B; and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or permitted
to be given or made under the terms of the Investment), in the name and on behalf of the
Corporation, or otherwise, as such officer of this Corporation may deem necessary,
advisable or appropriate to effectuate or carry out the purposes and intent of the foregoing
resolutions and to perform the obligations of this Corporation under the Investment and
the instruments referred to therein.

Millgate international, Ltd.

WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to
use PUF and GEF assets to acquire up to a $50 million combined institutional investment
interest (the “Investment”) in Millgate international, Ltd.; and

WHEREAS, the Corporation has determined that the investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08(i) of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the Investment Memorandum dated September 20, 2004 for
Miligate International, Ltd. be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms
and provisions as may be necessary or in the best interests of this Corporation, in the
amount of the capital commitment to Miligate International, Ltd.; and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or permitted
to be given or made under the terms of the Investment), in the name and on behalf of the
Corporation, or otherwise, as such officer of this Corporation may deem necessary,
advisable or appropriate to effectuate or carry out the purposes and intent of the foregoing
resolutions and to perform the obligations of this Corporation under the Investment and
the instruments referred to therein.

Steadfast International, Ltd.

WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to
use PUF and GEF assets to acquire up to a $50 million combined institutional investment
interest (the “Investment”) in Steadfast International, Ltd.: and



WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08(i) of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the Investment Memorandum dated September 20, 2004 for
Steadfast International, Ltd. be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms
and provisions as may be necessary or in the best interests of this Corporation, in the
amount of the capital commitment to Steadfast International, Ltd.; and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or permitted
to be given or made under the terms of the Investment), in the name and on behalf of the
Corporation, or otherwise, as such officer of this Corporation may deem necessary,
advisable or appropriate to effectuate or carry out the purposes and intent of the foregoing
resolutions and to perform the obligations of this Corporation under the Investment and
the instruments referred to therein.

And for Public Markets Investments:

WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to
use PUF and GEF assets to acquire up to a $125 million combined institutional
investment interest (the “Investment”) in Westport Asset Management Small Cap Fund;
and

WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08(i) of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the Investment Memorandum dated September 22, 2004 for
Westport Asset Management Small Cap Fund be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms
and provisions as may be necessary or in the best interests of this Corporation, in the
amount of the capital commitment to Westport Asset Management Small Cap Fund,
and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or permitted
to be given or made under the terms of the Investment), in the name and on behalf of the



Corporation, or otherwise, as such officer of this Corporation may deem necessary,
advisable or appropriate to effectuate or carry out the purposes and intent of the foregoing
resolutions and to perform the obligations of this Corporation under the Investment and
the instruments referred to therein.

Liquidity Committee Report

Mr. Hunt asked Mr. Hester, Chairman of the Liquidity Committee, to report on the meeting of the Liquidity Committee.
Mr. Hester reported that the Liquidity Committee had met on September 21, 2004. He gave a detailed report on
Liquidity Profiles as of the end of July 2004. He also stated that the Staff presented new charts to the Liquidity
Committee on actual liquidity classifications and that the charts were well received. ~ Mr. Hunt gave a brief
explanation of the purpose of the Liquidity Committee to the new Board members.

New Board Member Orientation

Mr. Boldt announced that there will be a new Board member orientation meeting in the near future to review legal and
regulatory issues and investment related issues. All Board members, new and existing, will be invited to attend the
meeting. ,

Asset Allocation, Risk and Performance

Mr. Hunt asked Mr. Boldt to report on the Corporation's asset allocation, risk and performance. Mr. Boldt explained
a new chart in the presentation materials that shows market exposure and deviations from policy targets within
tactical policy ranges. He also discussed relative risk analysis, the peer universe and value added. The latest
performance information was presented. Mr. Boldt reported Cumulative Value Added under the Corporation’s
management for the period ended August 31, 2004. The net performance for the one-month period ended August
31, 2004, for the PUF and the GEF were 0.68%, and 0.59%, respectively, versus benchmark returns of 1.03% for
each fund. The net performance for one-year ended August 31, 2004, for the PUF and GEF were 14.73% and
14.77%, respectively, versus benchmark returns of 13.22% for each fund. The Short Intermediate Term Fund's
(SITF) performance was 0.55% versus benchmark return of .69% for the one-month period, and was 2.49% versus
benchmark return of 2.31% for the one-year period ended August 31, 2004. Performance for the Short Term Fund
(STF) was 0.12% versus 0.12% for its benchmark for the one-month period, and was 1.06% versus benchmark
return of 1.08% for the one-year period ended August 31, 2004. Also reported was a manager history performance
summary. Mr. Boldt, Ms. Iberg and Mr. Myers answered the Directors’ questions.

Cambridge Associates Annual University Conference

Mr. Boldt handed out a presentation that was a review of the Cambridge Associates Annual University Conference
that he had attended recently. He reviewed the asset allocation changes and asset mixes at the largest
endowments, and discussed the areas of interest and concern at the conference. He also provided a handout that
presented an asset mix comparison versus the top five peer competitors. Mr. Boldt answered the Directors’
questions.

The meeting was recessed at 12:15 p.m.



Statement of Appreciation

Mr. Hunt acknowledged Ms. Susan M. Byrme’s many contributions made during her long tenure as a board member
of the Corporation. The following Resolution of Appreciation honoring Ms. Byrne was read:

WHEREAS, in 1983, Ms. Susan M. Byme formed her own investment advisory firm,
Westwood Holdings Group, Inc., which manages over $4 billion in assets for a variety of
institutional ~clients, including corporate pension funds, religious organizations,
endowments and foundations and acts as the investment advisor to the Gabelli Westwood
Funds, of which Ms. Byrne serves as President.

WHEREAS, as a result of her vast business experience and extraordinary talent, Ms.
Byrne was appointed by the Board of Regents of The University of Texas System to the
Board of Directors of The University of Texas Investment Management Company in 1996,
was re-appointed by the Regents to serve another term on the Board of UTIMCO in 1999
and was re-appointed by the Regents to serve third term on the Board of UTIMCO IN
2002; and

WHEREAS, Ms. Byrne served UTIMCO in many roles, including as a Member of the
Board's Ad Hoc Liquidity Committee, as a Member of the Board’s Compensation
Committee and as a Member of the Board’s Nominating Committee, providing outstanding
leadership and guidance to UTIMCO by drawing upon her substantial business
background listed above and her additional service as Director of numerous public and
private company and philanthropic organizations; and

WHEREAS, Ms. Byrne's commitment and service as a Director of UTIMCO was
exemplary, reflecting her deep devotion to higher education and the excellence and
advancement of the investment profession, evidenced by her service as Trustee of the
City of Dallas Employee Retirement Fund, as Trustee of the Southwestern Medical
Foundation and a Member of its Finance Commiittee, as Trustee of the First Presbyterian
Church of Dallas Foundation and Chair of its Investment Committee, as Member of the
Governor's Business Council, and as Member of the Committee of 200; and

WHEREAS, during Ms. Byme’s tenure on the Board, UTIMCO managed the Permanent
University Fund and other investments of the UT System with the highest standards of
integrity, professionalism and competency, earning wide praise and recognition from
UTIMCO's investment beneficiaries, namely the UT System and The Texas A&M
University System, as well as the alumni and patrons of such Systems, the State's
legislative leaders, the national credit rating agencies and the capital markets and
investment community generally; and

WHEREAS, much of the credit for UTIMCO's success is directly attributable to Ms.
Byme’s leadership, judgment, direction and commitment; and

WHEREAS, to the great regret of the UTIMCO Board and Staff, Ms. Byrne has
announced her resignation from the Board of UTIMCO to pursue other professional
opportunities; NOW, THEREFORE,

BE IT RESOLVED, that the Directors of The University of Texas Investment Management
Company, on behalf of the grateful people of the State of Texas, particularly the Boards of
Regents and Administrators of The University of Texas System and The Texas A&M



University System, do hereby express to Susan M. Byrne their sincerest appreciation and
gratitude for her vision, leadership and service that have contributed to UTIMCO’s past
successes; and

BE IT FURTHER RESOLVED, that all persons who read this Resolution should know that
through her outstanding service to UTIMCO, Ms. Byrne has made a lasting and
fundamental contribution to improve the manner in which public university endowments
are invested and managed in the State of Texas, to the benefit of all of the citizens of the
State, particularly the students and faculty of the UT System and the A&M System.

Ms. Byrne stated her appreciation for the opportunity to serve on the Corporation’s Board to the benefit of the U. T.
and Texas A&M Systems. She has been a part of UTIMCO since inception. Mr. Boldt and several Directors thanked
her for her many years of service and stated that she will truly be missed as a member of the Board.

The Board of the Corporation reconvened in an open meeting at the same meeting location at 1:15 p.m.

Public Markets Investments Program

After reconvening, Mr. Hunt turned the meeting over to Mr. Boldt and Mr. Goldsmith for a presentation on the
Corporation’s Public Markets Investments program. The Public Markets Investments program currently includes
approximately 57% of the total endowment assets as well as internally managed derivatives positions. The Public
Markets group is responsible for investments in Domestic Equities, International Equities, Domestic and International
Fixed Income, and presently oversees TIPs and Commodities. The Staff focuses on defining and locating high PVA
investment opportunities and structuring relationships in those opportunities. Mr. Boldt and Mr. Goldsmith answered
the Directors’ questions.

Board Meeting Plan for 2004-2005

Mr. Hunt asked Mr. Boldt to discuss the next item on the agenda. Mr. Boldt provided a broad outline of the major
topics to be considered at Board meetings over the ensuing 12 months. Specific agendas for each meeting will be
developed in coordination with the Board Chairman and Vice Chairman of Policy, as is the current practice.

External Board Service

Mr. Hunt asked Mr. Boldt to review the request for Board approval to serve on a for-profit entity board for
compensation. Mr. Boldt stated that his verbal agreement with the Board and the Corporation’s Ethics Policy require
that he obtain approval to serve on the board of directors of The Endowment Fund, L.P., a registered investment
company (under the Investment Act of 1940), that offers investment services to lndwlduals and smaller institutions.
Mr. Boldt answered the Directors’ questions. Upon motion duly made and seconded, with Chancellor Yudof
abstaining, the following resolution was adopted:

RESOLVED, that the Board of Directors hereby approves External Board Service for Mr.
Bob L. Boldt, President of the Corporation, on the Board of Directors of The Endowment
Fund, LP.;and beit -



FURTHER RESOLVED, that all External Board activity will be on personal time, with no
investment or marketing responsibilities as a member of the External Board and will not
give rise to conflicts of interest; and be it

FINALLY RESOLVED, that this External Board Service will meet all requirements of the
Code of Ethics Policy and the Investment Management Services Agreement for the
Corporation applicable to external, for-compensation board service.

Customer Satisfaction Survey Results

Mr. Hunt asked Mr. Boldt to present the results from the second Customer Satisfaction Survey. Mr. Boldt began by
stating that the objective of the first survey conducted last year and the current survey, which was conducted over the
past several weeks, has been to obtain valuable feedback from the Corporation’s clients in the UT and Texas A&M
Systems. Mr. Boldt presented a summary of results of the survey noting areas where the Corporation had shown
solid improvement over the prior year's survey and areas where further improvement was needed. He also stated
that complete results and a copy of the survey questions are available to the Directors at their request.

Liquidity Policy

Mr. Hunt asked Mr. Hester, Chairman of the Liquidity Committee, to discuss the recommendation for approval of the
Liquidity Policy as presented to the Board. The Liquidity Policy defines liquidity categories and sets asset weight
limits for each category in order to control the aggregate amount of liquidity risk that can be assumed in the
endowment portfolios. The amendments recommended are to clarify liquidity status and the responsibility that the
Committee has in reviewing new investments, require certification of the accuracy of monthly liquidity reports and
minor editorial changes. After a discussion, upon motion duly made and seconded, the following resolution was
adopted:

RESOLVED, that the Liquidity Policy as presented be, and is hereby, approved, subject to
approval by the U. T. System Board of Regents.

Liquidity Charter

Mr. Hester then recommended approval of the Liquidity Charter as presented to the Board. The Charter sets forth
the functions, duties and responsibilities of the Committee in order for the Liquidity Committee to assist the Board in
providing oversight and monitoring the liquidity of the policy portfolio. The proposed amendments will clarify and
enumerate certain responsibilities delegated to the Liquidity Committee by the Board. Upon motion duly made and
seconded, the following resolution was adopted:

RESOLVED, that the Charter of the Liquidity Committee be, and is hereby, approved in
the form as presented to the Board.
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Bylaws and Investment Management Services Agreement

Mr. Hunt explained that amendments to the Corporation’s Bylaws and modifications to the Investment Management
Services Agreement were proposed to the Board of Regents in response to recommendations from the Working
Group (a working group formed by the UT System Board of Regents comprised of representation from UT System
administration, Ennis Knupp & Associates, Baker Botts L.L.P. and UT Austin) regarding certain investment
management and oversight issues. These amendments and modifications were approved by the Board of Regents
at their August 12, 2004 meeting. Following a discussion of the amendments and modifications, upon motion duly
made and seconded, the following resolutions were adopted:

RESOLVED, that the amendments of the Bylaws be, and are hereby, ratified as approved
by the UT System Board of Regents on August 12, 2004; and further

RESOLVED, that the amendments of the Investment Management Services Agreement

be, and are hereby, ratified as approved by the UT System Board of Regents on August
12, 2004. '

Rebate of Cash Reserves

Mr. Hunt and Mr .Boldt explained that the Investment Management Services Agreement that was approved by the
Board of Regents at their August 12, 2004 meeting contains a new section which calls for the Corporation to
distribute $4 million of its Cash Reserves back to the Permanent University Fund, Long Term Fund, Permanent
Health Fund, and the Short Intermediate Term Fund in the same proportions that the funds contributed to the cash
reserves. Upon motion duly made and seconded, the following resolution was adopted:

RESOLVED, that the Board of Directors hereby approves the rebate of $4 million of its
cash reserves to the Permanent University Fund, Long Term Fund, Permanent Health
Fund, and the Short Intermediate Term Fund in the same proportions that the funds
contributed to the cash reserves, to be paid within the first 90 days of the 2004-2005
fiscal year.

Delegation of Authority Policy

Mr. Hunt gave a brief history of past delegation of authority policies and stated that he had asked Mr. Boldt to revisit
the policy with regard to best practices, delegation of authority to Staff, best use of Directors’ time, and the Working
Group’s recommendations. Mr. Boldt presented a proposed amended Delegation of Authority Policy.  After
discussion, Mr. Boldt stated that he would present another version of the amended policy to the Board for
consideration at their next meeting.

Mr. Hunt stated that committee assignments would be deferred until the next Board meeting as well.

11



Website Demonstration

Mr. Boldt introduced Mr. Edwards and asked that he give a demonstration on the Corporation's website. The
Corporation’s home page and the Board Room website application were reviewed. Mr. Edwards answered the
Directors’ questions.

There being no further business to come before the Board of Directors, the meeting was adjourned at approximately
3:30 p.m.

Secretary:

Joan Moeller

Approved: Date:
Woody L. Hunt
Chairman, Board of Directors of
The University of Texas Investment
Management Company
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Agenda ltem:
Developed By:
Presented By:
Type of item:

Description:

ﬁecommendation:

Discussion:

Reference:

Agenda Iltem
UTIMCO Board of Directors Meeting
November 15, 2004

Approval of Investment in IronBridge Capital Management, LLC
Goldsmith

Goldsmith

Possible Action ltem during Open Session

IronBridge was founded in 1999 after being spun out of HOLT Value Associates (now
part of Credit Suisse First Boston) and applies the CSFB HOLT Cash Flow Return on
Investment (CFROI) framework in managing small cap U.S. equity portfolios. The
CFROI framework was created in 1985 and Chris Faber, a founder of HOLT Value
Associates, leads the investment team of IronBridge Capital Management.

IronBridge has been evaluated over many years by the MD Public Markets for their
small-cap capabilites and was under a 14 month period of real time micro-cap
portfolio evaluation before the recent termination of Cordillera created a PVA need for
this manager.

Approve an initial investment of $50 million in a micro-cap strategy with IronBridge.

With the recent termination of Cordillera, and the loss of their (UTIMCO-created and
first quartile ranked) consumer cyclicals portfolio, staff believes there is a PVA gap
that needs to be filled in the small cap portion of the Domestic Equity portfolio.

Staff feels that IronBridge’s investment capabilities, when brought to bear exclusively
for the UT Endowments in the micro-cap space, offer the potential for significant,
uncorrelated PVA. In addition, the complementary nature of this offering, when
coupled with State Street’s energy sector fund, are expected to be additive in the
long-term - and volatility reducing in the near term.

Since their inception, IronBridge’s detailed process has returned 839 bps/annum of
excess return (net of fees) over the Russell 2000 Index, while operating at near the
same level of risk.

PUF and LTF Investment Policies; Delegation of Authority Policy; Executive
Summary; Detailed Investment Memorandum.



RESOLUTION RELATED TO IRONBRIDGE CAPITAL MANAGEMENT

WHEREAS, the Board has reviewed the Corporation’s Investment Recommendation to use
PUF and GEF assets to acquire up to a $50 million combined institutional investment
interest (the “Investment”) in IronBridge Capital Management’s Micro-Cap portfolio; and

WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08() of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
investment as described in the -Investment Memorandum dated November 8, 2004 for
IronBridge Capital Management Micro-Cap portfolio be approved:; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this Corporation
be, and each of them hereby is, authorized to make such further revisions to the terms and
provisions as may be necessary or in the best interests of this Corporation, in the amount of
the capital commitment to IronBridge Capital Management Micro-Cap portfolio: and be it
further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of this
Corporation be, and each of them hereby is, authorized and empowered (any one of them
acting alone) to do or cause to be done all such acts or things and to sign and deliver, or
cause to be signed and delivered, all such documents, instruments and certificates
(including, without limitation, all notices and certificates required or permitted to be given or
made under the terms of the Investment), in the name and on behalf of the Corporation, or
otherwise, as such officer of this Corporation may deem necessary, advisable or
appropriate to effectuate or carry out the purposes and intent of the foregoing resolutions
and to perform the obligations of this Corporation under the Investment and the instruments
referred to therein.
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IronBridge Capital Management

Investment Recommendation
Executive Summary

Current/Pro -
Forma Total Proposed Actual/Pro
UTIMCO Investment Asset Exposure in Liquidity Existing Proposed and Existing Forma Total
Responsibility Description Category | Asset Category Profile Exposure Investment Exposure {lliquidity
Public Markets Microcap Domestic o 0 -
Investments (PM) Equities Equities 21.1%/21.1% Liquid $0 $50,000,000 | $50,000,000 N/A
INVESTMENT SUMMARY

* HIGH VALUE-ADDED INVESTMENT SPACE
- Micro-cap equities have consistently offered high potential value-added (PVA) due to their lack of
traditional Wall Street coverage and their relative illiquidity when compared to the broad U.S. equity

universe. At present, the Endowments have no dedicated mandate in this area and therefore very
limited exposure.

» SKILLED, KNOWLEDGABLE, AND SUCCESSFUL INVESTMENT TEAM

- IronBridge Capital Management LLC was founded in 1999 after being spun out of HOLT Value
Associates (now part of Credit Suisse First Boston) and applies the CSFB HOLT Cash Flow Return on
Investment (CFROI) framework in managing small cap U.S. equity portfolios. The CFROI framework

was created in 1985 and Chris Faber, a founder of HOLT Value Associates, leads the investment team
of IronBridge Capital Management.

- The PM MD has followed Ironbridge since their inception and has watched their assets grow
impressively to nearly $1.4 billion over that span of time. The long-standing primary interest in
engaging this manager has been to take advantage of their process to run an exclusive micro-cap
portfolio. (This product will only be available to the UT Endowments by mutual agreement.)

- In April, 2003 staff engaged Ironbridge in running a real-time paper portfolio for this mandate to follow
for an extended period of time. At present, with the recent departure of Cordillera, staff feels that this
manager offers the best opportunity for the Endowments to recoup and improve upon the important
investment space occupied by this prior manager. Namely,

o Opportunistic stock selection in an inefficient high PVA universe.
o Beneficial, uncorrelated diversification of the small cap asset space — especially important
given highly volatile investments such as State Street Research’s energy portfolios.

o Limited, controlled assets to be managed in a space where growth in asset size typically leads
to performance constraints.

- Since their inception in May 1998, IronBridge’s small cap portfolio, net of fees, has returned over 839
bps per annum of excess return over the Russell 2000 Index while operating at nearly the same level of
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risk. Staff expects a higher level of risk, give the micro-cap nature of this mandate, but also expects
greater potential return.

RECOMMENDATION
UTIMCO staff recommends an initial $50 million commitment to Ironbridge Capital Management LLC. At

present, this total commitment would represent approximately 4.9%/ 1.8% of the allocation to small cap /
Domestic Equities.
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IronBridge Capital Management

Investment Recommendation
Due Diligence Memorandum

Current/Pro
Forma Total Proposed Actual/Pro
UTIMCO Invesiment Asset Exposure in Liquidity Existing Proposed and Existing Forma Total
Responsibility Description Category | Asset Category Profile Exposure Investment Exposure IMiquidity
Public Markets Microcap Domestic 0 -
Investments (*PM) Equities Equities 21.1%/21.1% Liquid $0 $50,000,000 | $50,000,000 N/A

INVESTMENT CHARACTERISTICS: -

INVESTMENT RATIONALE ~ ENHANCE / DIVERSIFY SMALL CAP EQUITY PERFORMANCE

In all investment spaces, UTIMCO Public Markets staff has been actively searching for managers to both
upgrade and diversify the current manager line-up. We have also been keeping a watchlist of potential new
managers, given the right circumstance, to include them seamlessly into our portfolios. With the recent
termination of Cordillera, IronBridge represents a prime opportunity to increase the PVA and diversification
structure of the small cap portion of the Domestic Equity asset class.

Staff believes IronBridge’s approach is advantageous on several levels (see more under philosophy/
process). The most obvious is their use of a proprietary return on investment analysis that is cash flow
based, not accounting based. At the core of their philosophy is that in conducting traditional equity analysis
- accounting data can be quite misleading. IronBridge works actively, with a three-step process, to remove
accounting distortions, focus on cash flow and shareholder value, and achieve greater analytical clarity,
with the goal of improving comparability across companies and industries.

In reviewing lronBridge’s capabilities for the Endowments, staff believes that this manager offers many of
the classic attributes staff wishes to see in an active manager selection:

1) They are closely held and are effectively independently owned and operated.

2) They are dedicated to a singular product and have remained faithful to their style of
management.

3) They have a long-term track record of success against benchmarks and peers.

4) They are willing to partner with the UT Endowments in an exclusive, ‘best-of approach, in a
high PVA space seeking'significant capital appreciation.

5) They are comfortable partnering on performance-based terms with the UT Endowments.

In addition to enhancing PVA capabilities, staff would like to diversify the Endowments’ exposure within the
small cap equity asset space. As the Board is aware, the recent termination of Cordillera was sudden, but
necessary. At the core of the value-added potential of this manager, was the opportunistic consumer
cyclicals portfolio staff had created with their analyst, Eileen Hoffman.
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Since its inception, this portfolio’s net performance placed it in the top quartile of the small cap peer group,
while Cordillera’s standard portfolio was fourth quartile over the same period. Staff's retention of Cordillera
was based in large part on the performance potential of continuing to grow our relationship with this
talented analyst/PM. It was a nice complement to the energy sector exposure provided by State Street
Research and was very opportunistic and growth-oriented versus the strong value orientation of the rest of
the small cap manager line-up.

Staff believes that an uncorrelated opportunistic approach, with a high PVA orientation, is a necessary
ingredient to help balance out the small cap portfolio. Ironbridge offers that potential value-added solution.

MANAGER RATIONALE -

MANAGER BACKGROUND / CHARACTERISTICS

lronBridge Capital Management LLC (formery CFROI Advisors) is a Chicago-based investment
management firm that was founded in April of 1999. IronBridge was spun out of HOLT Value Associates
(now part of Credit Suisse First Boston) and applies the Cash Flow Return on Investment (CFROI)
framework in managing equity portfolios that was created in 1985 and is now a registered trademark of
CSFB HOLT. Chris Faber, a founder of HOLT Value Associates, leads the investment team of IronBridge
Capital Management.

IronBridge (IB) is primarily owned by four individuals: Chris Faber, Sam Eddins, Bob Hendricks and Bart
Madden, who all worked as founding partners at HOLT Value Associates. B was a wholly-owned
subsidiary of HOLT when founded in 1999, and when HOLT sold itself to Credit Suisse First Boston in
February 2002 and IB became entirely independent, Chris wanted Bart Madden and Bob Hendricks to
maintain an ownership stake in IB.

The four of these gentlemen account for approximately 90% of IB's ownership. One can infer that, once
Bart Madden and Bob Hendricks complete their three-year eam-out at CSFB HOLT, they will become
members of the B team in some capacity. Regardless, IB has the right to buy back the stock of any non-

employee in February of 2007, thus ensuring that IB will be completely owned by internal employees in the
years ahead.

The following table details the primary equity ownership of IronBridge Capital Management:

Ownership Interest
Christopher C. Faber > 10% but less than 25%
Samuel T. Eddins > 10% but less than 25%
Robert E. Hendricks > 10% but less than 25%
Bartley J. Madden > 10% but less than 25%
Timothy J. Bixler > 5% but less than 10%
Jeffrey B. Madden < 5%
Elizabeth H Murphy <5%
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TURNOVER / AUM / GROWTH

November 8, 20(:

Since inception, there has been no turnover of staff and no loss of clientele. A determined plan to build
equity ownership should encourage the retention of the investment team. In addition, the firm’s principals
and investment managers have nearly all of their investible assets in IronBridge’s Small Cap and Smid
(small/mid) equity products and have agreed to contribute personal capital to invest alongside the fund
mandate proposed herein as well. The growth in total IB assets under management is outlined below:

Assets Under Management | 12/31/1999 | 12/31/2000 | 12/31/2001 | 12/31/2002 12/31/2003 | 9/30/2004
Total Firm Assets $7.9 $15.9 $24.6 $61.0 $521.1 $1,383.4
Total Equity Assets 7.9 15.9 246 61.0 521.1 1,383.4
Total Small Cap Assets 49 119 20.8 53.9 456.3 1,206.3

IB's growth in assets can be largely attributed to the lack of capacity among good, solid small cap
managers. lronBridge did have a hard close already pegged at $1B at their launch date. They have also set
$3 - $4 billion as the point at which they will also close their Smid cap product to new clientele. UTIMCO’s
vehicle is solely dedicated for the UT Endowments and staff feels that a $50 million allocation is a
reasonably sized, yet prudent, initial capital allocation for this mandate.

STAFFING

A list of Ironbridge’s current staff and years of experience is listed below: (see Appendix A for bios)

KEY INVESTMENT PROFESSIONALS
Investment Experience
With Total
Name Responsibility Firm + Prior | = Years
Christopher Faber Port. Mgr/Analyst 5 13 18
Jeffrey Madden Port. Mgr/Analyst 4 2 6
Allan Chhay Analyst 3 6 9
Charlie Henness Analyst 2 4 5
Samuel Eddins Director of Research >1 16 17
John Davis Director of Trading & Compliance >1 9 11
Beth Murphy Director of Administration 5 5 9
Joe Burrello Trading <1 17 18
Don Demuro Director of Develop <1 22 22
Tom Fanter Analyst 1 0 1

Staff is comfortable that I1B’'s complement of investment professionals is sufficient to cover the size and
scope of their investment process.
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PHILOSOPHY / PROCESS

IronBridge’s philosophy is based on the premise that accounting data can be misleading. By incorporating a
Cash Flow Return on Investment (CFROI) framework, they are able to remove accounting distortions, focus
on how management grows and uses cash flow to help build shareholder value, and easily compare results
across companies on an apples-to-apples basis.

IB has also incorporated a Life Cycle Concept into their philosophy and stock selection process. They
believe that companies pass through different stages as they progress along the corporate life cycle.

The five potential stages include:

« early stage growth * Rockets

* high growth * Golden Goodies
+ slowing/maturing business - *Falling Angels

* mature business * Corks

= distressed business * Tumnarounds

"IB nicknames for these stages of the corporate lifecycle

Karly stage High Slowing/Maturing Mature Distressed
growth growth business business business

IronBridge believes that every company can be placed at some point on the corporate life cycle and that,
regardless of its position on the life cycle, any company represents a potential investment if its executives
are managing for shareholder value, and the stock is priced at a discount to market expectations.

IronBridge has developed a 3 step pfocess that they implement in assessing stocks for the portfolio:

Step 1: Life Cycle and Wealth Creation Analysis:

The initial step of the process is quantitative and works to place each company in its life cycle and rank it
compared to other companies in the same life cycle classification. The universe of candidates for the
Endowments’ portfolios would range from $50 m to $1 B in capitalization. 1B employs a proprietary, mufti-
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factor score to assess attractiveness. Within all five life cycle categories, companies that rank the highest
merit further consideration. Correctly determining where a firm is within the life cycle proves critical, since it
influences the path of analysis. For example, when IB looks at low return CFROI companies, or distressed
businesses (referred to as Turnarounds), the focus is specifically on each company’s capital investment
and credit worthiness. Alternatively, when they look at accelerating firms in the early stage growth phase
(Rockets), they look at earnings surprises, sales momentum, and other unique attributes. In other words,
establishing where a company is in its life cycle, determines which metrics are most important for analysis.
Subsequently, the companies are ranked and those which score near the top 20% merit further
consideration.

How management is reacting to each company’s CFROI status on the life cycle is part B of this initial step —
ie. Wealth Creation. For example, if a company has a positive spread whereby its CFROI rate exceeds the
discount rate, then every dollar that the company invests will generate more than a dollar of increased
valuation. Therefore, to be successful, those firms need to maintain or increase their CFROI rate and grow
their assets. Alternatively, if the CFROI rate is equivalent to the discount rate, every dollar invested will be
equal to a dollar of valuation. These firms need to first increase their CFROI rate and then grow their
assets. Lastly, if a firm’s CFROI rate is less than the associated cost of capital, the firm must then increase
its CFROI rate and contract its assets. In sum, wealth creation analysis explores whether or not
management is exhibiting skill and generating shareholder value, allowing IronBridge to further rank firms
relative to each other. Atthe end of the first step in the process, if a company is highly ranked according to
its life cycle and is taking the appropriate measures to create value, the firm will be considered for further
evaluation. In their typical small cap process, this step typically yields 300 names for further evaluation.

Step 2: Valuation Analysis

The second step in the process seeks to identify the key drivers of each company’s future success and the
sustainability of those key drivers. IB's analysts take the most attractive wealth creating companies and
apply the GFROI valuation model in order to understand what drives the valuation and whether those
factors are currently priced into the prevailing market value. Specifically, IB performs a step-by-step
accounting review, paying attention to revenue recognition, capital structure, and earnings quality. They
identify and focus on the key financial drivers; including revenue growth, operating margins, and asset
turns. Undemeath the financial drivers, they investigate the operating drivers; including volumes, price
realization, cost of goods sold, inventory, receivables, etc. They then assess the sustainability of all key
drivers by reviewing the firm’s competitive position, market share, market size, new products, patents, and
even the strength of the patent portfolio. Once they understand how a company’s executives are managing
for success, they then monitor those key drivers to ensure that the firm is progressing toward its goals of
increased shareholder value and a higher stock price. They then confirm this analysis by having
discussions with company management and reviewing their results regularly.

In tandem with this effort, they establish multiple forecasts of potential price targets. Included in these
estimates are a target price, a high expected price, and a low expected price. Risk-reward comparisons
are then made between all of the potential holdings. Candidates are considered eligible for purchase when
the prevailing market price offers two times the expected upside versus the potential downside estimate.
Each time |B reviews a given company, they want to ensure that the trend in critical factors remains in
place. If these very same factors start to deteriorate, the company becomes a potential sell candidate.
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Step 3: Portfolio Construction and Risk Control
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Staff's charge to IronBridge, in early 2003, was to consider an opportunistic “best of” approach in the micro-
cap space. UTIMCO’s perspective was that with a $50 m initial proposed mandate, and with $3 B + already
in the Endowments’ total Domestic Equity portfolio, staff wanted to make sure that a prudently constructed
high PVA portfolio opportunity could be considered. The portfolio process determined for this mandate will
consist of 30-40 stocks, with no more than 10% in any one position and wil typically concentrate exposure
on those firms that are early in their corporate life cycle that are innovative, with strong competitive
advantages, that typically target large markets and are considered significantly undervalued.

PORTFOLIO CONSTRUCTION

» Financial Instrument Overview

—  Average Number of Holdings: 30-40

— Maximum Sector Weight: N/A

» Portfolio Characteristics (as of September 30, 2004)

As can be seen below, IronBridge’s portfolio re

- Typical Turnover: 30-35% annually

- Maximum Security Weight: 10%

presents a concentrated approach to micro-cap

equities:

Portfolio Characteristics Portfolio Russell 2000
Avg. Weighted Market Cap (m) 543 929
Dividend Yield 0.3% 1.2%
Price to Book 2.7x 2.2X
Average P/E 65x 51x
Price to Sales 4.3x .9x
Top 10 Holdings % 39.0% 1.9%
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{ronBridge
S e Return=15.1%
2" Risk=210% &
g 10% -
<
L
5% - Russell 2000
Return =6.7%
Risk = 21.5%
0%
15% 16% 17% 18% 19% 20% 21% 22% 23% 24% 25%
Risk (Standard Dewviation)
Note: Return and risk results are for IB's small cap product.
Top HOLDINGS
Ticker Security Weight
ISRG Intuitive Surgical 4.0%
AMSC American Superconductor 4.0%
IMAX IMAX Corp 4.0%
MRCY Mercury Computer Systems 4.0%
ALOG Analogic Corp 4.0%
CRAY Cray 4.0%
LF Leapfrog Enterprises 4.0%
NEWP Newport Corporation 4.0%
VMC Vulcan Materials 3.5%
QUIX Quixote Corp 3.5%
Total 39.0%
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INDUSTRY WEIGHTINGS
Industry Portiolio Russell 2000
Information Technology 33.0% 17.3%
Health Care 27.0% 12.4%
Industrials 20.5% 13.9%
Consumer Discretionary 10.0% 16.4%
Materials 9.5% 5.9%
Cash 0.0% 0.0%
Utilities 0.0% 2.9%
Financials 0.0% 21.6%
Energy 0.0% 5.4%
Consumer Staples 0.0% 3.1%
Telecommunication Services 0.0% 1.1%
Total 100.0% 100.0%
"LIFE CYCLE” WEIGHTINGS
Life Cycle Portfolio Russell 2000
Corks 34.0% 26.0%
Turn Arounds 30.0% 9.4%
Rocket 20.0% 18.7%
Falling Angels 14.5% 9.3%
Golden Goodie 1.5% 14.1%
Financials 0.0% 22.5%
Cash 0.0% 0.0%
Total 100.0% 100.0%
8
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ENDOWMENT PORTFOLIO RATIONALE / STATISTICS -

Manager Alpha
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Composite Returns 1Month 3 Month YTD 1 year 2 Year 3 Year 4 Year 5Year 5/99-9/04
Ironbridge (Small Cap) 3.8 -1.5 0.2 17.3 304 19.1 10.9 15.3 15.1
Russell 2000 47 29 A5 188 273 137 37 14 6.7
Active -0.9 13 1.3 -1.4 31 5.3 72 79 8.4
Risk (Standard Deviation) 1 year 2 Year 3 Year 4 Year 5Year 5/99 -9/04
Ironbridge (Small Cap) 12.0 14.4 18.4 20.0 216 21.0
Russell 2000 145 165 195 211 222 215
Active 2.5 2.1 1.1 -1.1 0.6 0.6
Calendar Returns 2000 2001 2002 2003
Ironbridge (Small Cap) 14.1 17.8 -12.7 47.0
Russell 2000 30 25 -20.5 473
Active 17.2 15.3 78 0.3
Manager Performance
May 1999 - September 2004
PN »
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Diversification

As expected, and, as outlined in the table below, IronBridge’s traditional small cap product offers excellent
diversification benefits for the UT Endowments. It is expected that there wil rarely be overlap of holdings
across any small cap managers with IronBridge over the course of this product’s lifecycle. TCW’s small cap
value product does offer the Endowments the only current exposure to long-only micro cap stocks, so,
there might be some slight overlap there from time to time.

Correlation Matrix: Excess Returns vs. Russell 2000
May 1996 - August 2004
Iron Bridge Small Cap | Forstmann Leff Small | GSAM US Small Cap Westport State Street Energy
Iron Bridge Small Cap 1.00
Forstmann Leff Small 0.16 1.00
GSAM US Small Cap 0.17 0.56 1.00
Westport 0.15 0.74 0.62 1.00
State Street Energy 0.09 0.62 0.45 0.39 1.00

UTIMCO INVESTMENT PROCESS

The MD Public Markets’ initial introduction to IronBridge occurred at the firm’s inception in 1999 — when
they were still named CFROL. This introduction was made possible through a long-standing professional
relationship with an independent third party institutional marketing firm — whom the PM MD has great
respect for and has used to source other successful managers in the past dating back to the mid 1990s.

At that time there was no immediate need for this manager’s small cap services, and upon hire at UTIMCO,
the PM MD had IronBridge begin their paper portfolio in micro-cap in advance of any real opportunity. With
the recent dismissal of Cordillera, the need for an opportunistic, uncorrelated high PVA approach, to
primarily balance off the sector energy emphasis of State Street, is desired.

PM staff has reviewed standard small cap growth managers as potential replacements for Cordillera,
however, it has been staff's intention to become less aggressive in the small cap portfolio as 2004 closes
out. While opportunistic, uncorrelated high PVA managers are always desired, stylistically, a micro-cap

mandate (with no specific growth or value bias) seems like a perfect complement to the already value-
oriented nature of the small cap portfolio.

In sum, after carefut review for many years (including recent mestings with Chris Faber and Sam Eddins),
staff feels highly confident that the organization, skill, focus and motivation to succeed are extremely high at
IronBridge - and that this portfolio is additive to the overall Domestic Equity efforts for the Endowments.

Funding
The UTIMCO staff is recommending.a $50 million allocation to IronBridge that will be funded from Russell
2000 ETFs that were transitioned from the Cordillera termination.
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Fees
UTIMCO has negotiated a three year investment agreement with IronBridge during which they will receive

no base fee and a 50% share of profits if results are in excess of 250 bps per annum over the Russell 2000
benchmark.

Derivatives

Staff expects that there will be only minimal potential usage of derivatives in this mandate. It will consist
primarily of the use of ETFs (Exchange Traded Funds) to constructively maintain index exposure, as
necessary. In addition, staff expects to allow the manager to write call options to cover existing positions or
sell put options to gain better investment entry points, so long as the total amount of these transactions
does not exceed 5% of the total portfolio’s market value and subject to the provision that this will be done
for defensive and not speculative purposes.

Liquidity Designation _
This proposed investment has been designated as Liquid. The UT Endowments will have access to these
securities within the time allotted under policy to qualify as such.

CONCLUSION / RECOMMENDATION

UTIMCO staff believes that IronBridge’s disciplined CFROI approach and process, coupled with their focus
on the micro-cap capitalization range, offer a significant long-term PVA opportunity for the UT Endowments.
With the recent termination of Cordillera, staff feels that an opportunistic gap has developed in the smaller
cap equity space and wishes to engage this manager to balance out the energy focus of State Street. Staff
believes that this recommendation is a significant manager upgrade (both in relative and absolute terms) to
prior efforts in this space and recommends approving an initial investment of $50 million with IronBridge at
this time.

Approved:

Bob Boldt b proldds,

7

s
Larry Goldsmith 75— . ¢ ' avﬂfzj

11

THE INFORMATION CONTAINED IN THIS DRAFT DOCUMENT IS COMMERCIAL OR FINANCIAL INFORMATION THE
DISCLOSURE OF WHICH WOULD CAUSE SUBSTANTIAL COMPETITIVE HARM TO UTIMCO AND/OR TO THE PERSON OR
ENTITY FROM WHOM THE INFORMATION WAS OBTAINED.






Christopher C. Faber
Education:;

Years Experience:

Firm Experience:
1999-Present
1986-1999

Samuel Eddins
Education:

Years Experience:

Firm Experience:
2003-Present
1986-2003

Jeffrey Madden
Education:

Years Experience:

Firm Experience:
2000-Present
1998-2000

Alian Chhay
Education:

Years Experience:

Firm Experience:
2001-Present
1995-2001

Charles Henness, CFA
Education:

Years Experience:

Firm Experience:
2002-Present
1998-2001

Beth Murphy
Education:

Years Experience:

Firm Experience:
1999-Present
1994-1999

Biographies

President / ClO / Portfolio Manager

Drake University, BSBA, Corporate Finance
18 Years

5 Years

IronBridge Capital Management

HOLT Value Associates - Founding Partner

Director of Research

University of Virginia, BSEE, Engineering
University of Virginia (Darden), MBA

18 Years

1 Year

IronBridge Capital Management

HOLT Value Associates — Founding Partner

Co-Portfolio Manager/Analyst
University of lowa, BBA, Finance

6 Years

4 Years

IronBridge Capital Management
Accenture — Management Consulting

Analyst

University of lllinois, BS, Finance

9 Years

3 Years

IronBridge Capital Management

HOLT Value Associates — Equity Analyst

Analyst

University of lllinois, BS, Accounting
6 Years

2 Years

IronBridge Capital Management
Zurich Scudder Investments

Director of Administration

Drake University, BA, Journalism

10 Years

5 Years

IronBridge Capital Management
HOLT Value Associates — Marketing



John Davis

Education:

Years Experience:

Firm Experience:
2003-Present
2001-2002

1998-2000

Don Demuro

Education

Years Experience:

Firm Experience:
2004 - Present
1994 - 2004

Tom Fanter

Education

Years Experience:

Firm Experience:
2004 — Present
2000 - 2002
1997 - 1999

Joe Burrello

Education:

Years Experience:

Firm Experience:
2004 - Present
1994 — 2004

Director, Trading & Compliance

Ohio University, BS, Finance/Business Law
11 Years

1 Year

tronBridge Capital Management

HOLT Brokerage Service —

General Manager & CCO

Mercer, Inc. - Operations Manager & CCO

Director of Development

linois Institute of Technology, BS, Computer Sciences
Iffinois Institute of Technology, MS,

Financial Markets and Trading

22 Years

<1

IronBridge Capital Management

CSFB/HOLT

Analyst

Northwestern University, BS, Industrial Engineering
Northwestern University (Kellogg), MBA

5

1

IronBridge Capital Management

Divine, Inc

Motorola, Inc.

Trader

John Carroll University, BSBA, Accounting
18

1

IronBridge Capital Management

William Blair & Co
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Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 15, 2004

Executive Review of Blakeney Emerging Markets Equity Investment

Goldsmith

. Goldsmith

Follow-up to Option to Review Election

Blakeney was founded in 1990 by its present chief executive, Miles Morland as a
London-based firm specializing in the research and investment management in the
stock markets of the developing world for the world’s most highly successful
investors. Blakeney began managing money directly in 1994 and since 1996 its sole
business has been investment management in these areas.

Blakeney’s investment philosophy is based on identifying companies selling below
their business value. They do this by rigorous security analysis of individual
companies with whom they have become familiar during a continuous program of in-
country management visits which has now gone on for 14 years. Blakeney invests in
what they consider to be “true” emerging markets - those which offer value, growth,
inefficiency, and an absence of foreign investors. They consider most of the markets
that are included in the MSC! EMF Index as no longer meetmg these tests as they are
now well-analyzed and no longer inefficient.

Not applicable.

Blakeney's purpose, philosophy and team are coalesced around their goal to add true
value to clients in real developing markets. Their 10 professionals bring to bear nearly

. 150 years of experience and they have proven their capabilities by providing over

1,290 bps per annum (net of fees) over the MSCI Emerging Markets at half the risk
(standard deviation) level since their inception. .

Public Markets received board approval for this investment in early October at which
time $40 million was invested in this mandate.

Executive Summary; Blakeney Liquidity Profile.
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Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 15, 2004

Reports on Asset Allocation, Risk, .and Performance

Moeller, Hill

Boldt

Information Item

The reports presented are for the periods ended September 30, 2004.

No action requiréd. |
Market Exposure; Relative Risk Analysis; UTIMCO Performance Summary;
Cumulative Value Added in Endowment Funds; Cumulative Value Added in

Marketable Securities; Cumulative Value Added in Non-Marketable Securities;
Performance Attribution; Public Markets Managers Investment Performance Detail
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Combined Liquidity Profile
September 30, 2004

100 4
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Percent of Total Portfolio

30

10

Liquid Miquid

Current:
9/30/2004 8/31/2004
Market Value Percent Market Value Percent
Liquid 10,120,426,146.39 80.2 9,942,582,359.76 80.1
Iliquid 2,505,707,276.96 10.8 2,469,887.570.31 19.9
12,626,133,423.35 100.0 12,412,469,930.07 100.0

Approved but not yet invested illiquid marketable investments:

9/30/2004 8/31/2004
Market Value Percent Market Value Percent
Liquid 10,015,426,146.39 79.3 9,902,582,359.76 79.8
Miquid 2,610,707,276.96 20.7 2,509,887,570.31 20.2
12,626,133,423.35 100.0 12,412,469,930.07 100.0

Liquid: Investments that could be converfed 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

shiererioq ”ow accepting a discount of more than 10%.
/
1, a/(/ ' / J » as Risk Manager, certify that I have reviewed the liquidity categories provided by the

Managing Directors and copcur with the classifications.
.,

. a8 Chief Compliance Officer and MD of Accounting, Finance and Administration,
certify that [ have verified that the Managing Directors' liquidity classifications have been accurately reported and
that the percentage calculations are accurate,

1, =l , as President of UTIMCO, certify that I have reviewed the liquidity categories, classifications by
Managing Directors and the method of calculating statistics presented in this report and concur with the information presented.

1



PUF Liquidity Profile
September 30, 2004
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Percent of Total Portfolio
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Liquid iliiquid

Current
9/30/2004 8/31/2004
Market Value Percent Market Value Percent
Liquid 6,622,968,282.27 80.2 6,550,901,888.67 80.2
HNliquid 1,633,789,263.82 19.8 1,612,907,094.50 19.8
8,256,757,546.09 100.0 8,163,808,983.17 100.0

Approved but not yet invested illiquid marketable investments:

9/30/2004 8/31/2004
Market Value Percent Market Value Percent
Liquid 6,554,718,282.27 79.4 6,524,901,888.67 79.9
Mliquid 1,702,039,263.82 20.6 1,638,907,094.50 20.1
8,256,757,546.09 100.0 8,163,808,983.17 100.0

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. -

Tiliquid: Investments that could be converted to cash in a orderly market over a period of more than 3 months or in a
sh0j7 period 9’f~ﬁWCcepﬁng a discount of more than 10%.

I, { S A l" < as Risk Manager, certify that I have reviewed the liquidity categories provided by the
Maﬁging Directors and concur with the classifications.

I, ' » as Chief Compliance Officer and MD of Accounting, Finance and Administration,
certiffy that I have verified that the Managing Directors' liquidity classifications have been accurately reported and
that the percentage calculations are accurate.

I, m » as President of UTIMCO, certify that I have reviewed the liquidity categories, classifications by
Managing Directors and the method of calculating statistics presented in this report and concur with the information presented.




GEF Liquidity Profile
September 30, 2004

100
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€t 40
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& 30
20 |
10
O bom o
Total Liquid Total llliquid
Current
9/30/2004 8/31/2004
Market Value Percent Market Value Percent
Liquid 3,497,457,864.12 80.0 3,391,680,471.09 79.8
Hliquid 871,918,013.14 20.0 856,980,475.81 20.2
4,369,375,877.26 100.0 4,248,660,946.90 100.0
%—
Approved but not yet invested illiquid marketable investments:
9/30/2004 8/31/2004
Market Value Percent Market Value Percent
Liquid 3,460,707,864.12 79.2 3,377,680,471.09 79.5
Iliquid 908,668,013.14 20.8 870,980,475.81 20.5
4,369,375,877.26 100.0 4,248,660,946.90 100.0

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
shortgr period of time by accepting a discount of more than 10%.

L ‘ﬂﬁﬂ. y -

as Risk Manager, certify that I have reviewed the liquidity categories provided by the
Managing Directors and concur with the classifications.

L A e 'm(”,( 4 » as Chief Compliance Officer and MD of Accounting, Finance and Administration,
certify that I have verified that the Managing Directors' liquidity classifications have been accurately reported and
that the percentage calculations are accurate.

1, as President of UTIMCO, certify that I have reviewed the liquidity categories, classifications by
Managing Directors and the method of calculating statistics presented in this report and concur with the information presented.



Liguidity Frofile for GEF and PUF
Sepiember 30, 2004

| certify that | have reviewed the report and supperting documentation covered by the period lisied above
and concur with the liquidity classifications of the investments that | have for which | have responsibility.

L\ - o s Larry Goldsmith, Managing Director - Public Markets
ek 2l zawy . Date
Cathy Iberg, Managing Director - Marketable Alternatives
Date
7 o
AN\ ez f ’/){D} ‘/(Q/L\,\ Sara McMahon, Managing Director - Non-Marketabie Aliernatives
¢
16/ 25 Jrey Date
(|
J y '\_h 1 *»M Vi - ,
N ~;‘»{ : f Trey Thompson, Managing Director - Non-Marketable Alternatives
v V
0ot A Doy Date




Illiquid investments approved/delegated or funded from last report to UTIMCO Board
through current report date
August 31, 2004 through September 30, 2004

Board
Approved/ Committed Amount Funded Amount
Private Equity investments Delegated PUF GEF PUF GEF
Tejas Venture Partners I Sept 2004 $ 13,750,000 $ 11,250,000 $ - $ -
Marketable Alternative investments
Blue Ridge Offshore, L. P. Sept2004  § 48,750,000 $ 26,250,000 $ - $ -

Change in investment's liquidity classification
Public Market investments
None
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CORE Update

TO BE
PRESENTED AT THE MEETING



Tactical Asset Allocation Plan

TO BE
PRESENTED AT THE MEETING
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Agenda ltem:
Developed By:
Presented By:
Type of Item:

Description:

Recommendation:

Discussion:

Reference:

Agenda Item
UTIMCO Board of Directors Meeting
November 15, 2004

Presentation on the Public Markets (PM) Investments program
Goldsmith, Shah, and Zaheer

Goldsmith

Information Item.

This agenda item is part two of an overview of the Public Markets Investments program
at UTIMCO. The primary focus of this discussion is scheduled to be staff's perspective
on leadership thinking in the debate of active versus passive management.

No action required

The Public Markets Investments program currently includes approximately $7,362
million in Endowment assets, which is approximately 58% of the total Endowment
assets, as well as an additional $3,739 million of intemnally managed- derivatives
positions. »

The Public Markets group is responsible for investments in Domestic Equities,
International Equities, Domestic and International Fixed Income, and presently
oversees TIPs and Commodities.

There is a continuing debate as to the appropriate and best use of passive versus
active instruments in the public markets investment space. This presentation will cover
staff's perspective on this subject and how best practices are being developed and
implemented at UTIMCO. in particular, areas to be discussed include:

¢ Maintaining a leading Endowment mindset in the Public Markets area.
o Deploying investments to maximize the probability of net PVA.

o Using‘ UTIMCO's size, scope, and capabilities to advantageously reach our
collective goals.

This area is but one of many that staff remains intently focused on, and must execute
successfully, for future success and peer leadership in the Endowment investment
world.

None
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Agenda Item:

Developed By:

Presented By:

Type of Item:

Description:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 15, 2004

Report on Audit and Ethics Committee meeting
Moeller

Stevens

Information item to UTIMCO Board

The Audit and Ethics Committee meeting was held on November 1, 2004, to
approve the audited financial statements of the Permanent University Fund, General
Endowment Fund, Permanent Health Fund, Long Term Fund, Short Intermediate
Term Fund, and the Statement of Performance Statistics. The Audit and Ethics
Committee approved the financial statements as presented.

The financial statements were audited by Emst & Young, LLP. Ricky Richter,
coordinating partner, presented Emst & Young's Audit Results and Communications
letter as well as answering questions related to the financial statements. Emst &
Young issued unqualified opinions on the August 31, 2004 financial statements.
The opinions were dated October 22, 2004. A copy of the Audit Results and
Communications is included. The audited financial statements are available on
UTIMCO's website, www.utimco.org.

Audit Results and Communications



RESOLUTION RELATED TO FINANCIAL STATEMENTS

RESOLVED, that the separate annual financial statements and audit reports for
the Permanent University Fund, the Permanent Health Fund, The University of
Texas System Long Term Fund, The University of Texas System General
Endowment Fund, and The University of Texas System Short Intermediate Term
Fund, each for the fiscal years ended August 31, 2004, and August 31, 2003, and
the Statement of Investment Performance Statistics for the year ended August 31,
2004, be and are hereby approved in the form as presented to the Board.



ND ADVISORY

VICES

OCTOBER 22, 2004

//f ,

- S ERNST&YOUNG
"~ QualityIn EverythingWe Do
Investment Funds under Fiduciary Responsibility of
The University of Texas System Board of Regents

Audit Results and Communications

Report to:
Audit, Compliance and Management Review Committee of The University of Texas
System Board of Regents

Audit and Ethics Committee of The University of Texas Investment Management
Company




Ell ERNST & YOUNG o Eonst & Young L7

Suite 14

October 22, 2004

The Audit, Compliance and Management Review Committee of The Board of
Regents of The University of Texas System

The Audit and Ethics Committee of the Board of Director of The University of Texas
Investment Management Company

We are pleased to present the results of our audits of the financial statements of the following funds for the
year ended August 31, 2004:

¢ Permanent University Fund,

¢ The University of Texas System General Endowment Fund,

¢ Permanent Health Fund,

¢ The University of Texas System Long Term Fund, and

e The University of Texas System Short Intermediate Term Fund (collectively, the “Funds”)

This report to the Audit, Compliance and Management Review Committee and the Audit and Ethics
Committee is organized into the following sections:

¢ Required Communications

e Report on Internal Control

We received the full support and assistance of Funds’ personnel. This report is intended solely for the
information and use of the Audit, Compliance and Management Review Committee, the Audit and Ethics
Committee, and management of the Funds and is not intended to be and should not be used by anyone
other than these specified parties.

We appreciate this opportunity to meet with you.

Very truly yours,

Sant ¥ MLLP



2004 Audit Results

Required Communications

Statement on Auditing Standards No. 61 and other professional standards require the auditor to
provide the audit committee with additional information regarding the scope and results of the
audit that may assist the audit committee in overseeing management’s financial reporting and
disclosure process. Below we summarize these required communications.

Area Comments

Auditors’ Responsibilities Under Generally
Accepted Auditing Standards (GAAS)

The financial statements are the responsibility of We issued unqualified opinions on the August 31,
management. Our audits were designed in 2004 financial statements.

accordance with auditing standards generally

accepted in the United States and provide for

reasonable, rather than absolute, assurance that the

financial statements are free of material

misstatement. As a part of our audit, we obtained

an understanding of internal control sufficient to

plan our audits and to determine the nature, timing,

and extent of testing performed.

Significant Accounting Policies There were no changes in accounting policies
during fiscal year 2004 that impacted the Funds’
financial statement balances.

Auditors’ Judgments About the Quality of Accounting principles selected by management are

Accounting Principles of good quality, are acceptable, and have been
consistently applied under accounting principles
generally accepted in the United States. The Funds’
financial statements and disclosures are complete
in all material respects.



Area Comments

Management Judgments and Accounting
Estimates

The preparation of the financial statements requires
the use of accounting estimates. Certain estimates
are particularly sensitive due to their significance
to the financial statements and the possibility that
future events may differ significantly from
management’s expectations.

Methods of Accounting for Significant Unusual
Transactions and for Controversial or
Emerging Areas

Audit Adjustments

Fraud and Illegal Acts

Material Weaknesses in Internal Control

Other Information in Documents Containing
Audited Financial Statements

Disagreements with Management on Financial
Accounting and Reporting Matters

Serious Difficulties Encountered in Performing
the Audit

Major Issues Discussed with Management Prior
to Retention

Consultation with Other Accountants

Other Matters

As part of our audit, Emst & Young reviewed and
tested the market wvalues of non-marketable
alternative investments. Based on our testing, we
concluded the Funds’ recorded investment values
were fairly stated.

Not applicable.

See Summary of Unadjusted Audit Differences at
Appendix A.

None noted.

None noted. See Report on Internal Control on
following page.

The audited financial statements are not currently
included in any other documents. We understand
that management will inform us if, in the future,
the audited financial statements are included in
other documents.

None occurred during the course of our audits.

None occurred during the course of our audits.

No major issues were discussed with
management prior to our retention as the
Funds’ auditor.

We are not aware of any consultations by
management with other accountants.

None noted.



E!I ERNST& ‘/()L/N(; & Ernst & Young LLP

Suite 1400
700 favaca

Austin, Texas 78701

Report on Internal Control

The Audit, Compliance and Management Review Committee of The Board of Regents of
The University of Texas System

The Audit and Ethics Committee of the Board of Director of The University of Texas Investment
Management Company

In planning and performing our audits of the financial statements of the Permanent University
Fund, The University of Texas System General Endowment Fund, Permanent Health Fund, The
University of Texas System Long Term Fund, and The University of Texas System Short
Intermediate Term Fund (collectively, the “Funds”) for the year ended August 31, 2004, we
considered their internal control to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on internal
control. Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American Institute
of Certified Public Accountants. A material weakness is a condition in which the design or
operation of one or more of the specific internal control components does not reduce to a
relatively low level the risk that errors or fraud in amounts that would be material in relation to
the consolidated financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we
noted no matters involving internal control and its operation that we consider to be material
weaknesses as defined above.

This report is intended solely for the use of the Audit, Compliance and Management Review
Committee, Audit and Ethics Committee, and management of the Funds. We would be pleased to
discuss any comments you may have on these or other issues.

Samet MLLP

October 22, 2004



Appendix A

Summary of Unadjusted Audit Differences

During the course of our audit, we accumulate differences between amounts recorded by the
Funds and amounts that we believe are required to be recorded under accounting principles
generally accepted in the United States. Following is a summary of those differences.

Recording Differences
Would Have Increased
(Decreased) Fiduciary

The University of Texas System General Endowment Fund Net Assets
Known Audit Differences:

Understatement of Investment Value $ 7,850,000
Total unadjusted audit differences for the year ended August 31, 2004 7,850,000
Turnaround impact of prior year unadjusted audit differences -
Cumulative difference after turnaround effect $ 7,850,000

Recording Differences
Would Have Increased
(Decreased) Fiduciary

Permanent University Fund Net Assets
Known Audit Differences:

Understatement of Investment Value $ 18,300,000
Total unadjusted audit differences for the year ended August 31, 2004 18,300,000
Turnaround impact of prior year unadjusted audit differences -
Cumulative difference after turnaround effect $ 18,300,000

Other Considerations:

These unadjusted differences were due to a valuation difference discovered by management on
one investment held in both the GEF and PUF during management’s post-closing review of asset
balances. Upon management’s discovery, the valuation difference was brought to our attention.
The valuation difference was discovered in October and management elected not to adjust fiscal
year end numbers that had been previously reported. Management considered the differences
immaterial to the fair presentation of the financial statements.

In evaluating the materiality of these audit differences, we consider both quantitative and
qualitative factors.

The total unadjusted audit differences represent 0.19% and 0.23% of fiduciary net assets of The
University of Texas System General Endowment Fund and the Permanent University Fund as of
August 31, 2004.
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Agenda Item:
Developed By:
Presented By:
Type of Item:

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board Meeting
November 15, 2004

Discussion and Consideration of UTIMCO Board Committee Assignments
Hunt
Hunt
Action required by UTIMCO Board
This agenda item seeks approval of assignments to UTIMCO Board Committees
Chairman Hunt recommends approval of these assignments.
Chairman Hunt recommends the following Board Committee assignments; -
Audit & Ethics Committee
Steve Stevens (Chairman)
Craig Hester
John Barnhill
Compensation Committee
Philip Ferguson (Chairman)
Charles Tate
Rita Clements
Liquidity Committee
Craig Hester (Chairman)
Clint Carlson
Woody Hunt

UTIMCO Bylaws



RESOLUTION RELATED TO COMMITTEE ASSIGNMENTS

BE IT RESOLVED, that John W. Barnhill, . Craig Hester and R. H. (Steve) Stevens,
Jr. are hereby designated as the Audit and Ethics Committee of the Board of
Directors, approved by the Board of Regents at their meeting held on November 4-5.
2004, to serve until their successor has been chosen and qualified, or until such their
earlier death, resignation or removal; and

FURTHER RESOLVED, that R. H. (Steve) Stevens, Jr. is hereby designated the
Chair of the Audit and Ethics Committee and shall preside at its meetings.

FURTHER RESOLVED, that Rita C. Clements, J. Philip Ferguson and Charles W.
Tate are hereby designated as the Compensation Committee of the Board of
Directors to serve until their successor has been chosen and qualified, or until such
their earlier death, resignation or removal.

FURTHER RESOLVED, that J. Philip Ferguson is hereby designated the Chair of
the Compensation Committee and shall preside at its meetings; and

FURTHER RESOLVED, that Clint D. Carlson, I. Craig Hester and Woody L. Hunt are
hereby designated as the Liquidity Committee of the Board of Directors to serve until
their successor has been chosen and qualified, or until such their earlier death,
resignation or removal; and

FURTHER RESOLVED, that I. Craig Hester is hereby designated the Chair of the
Liquidity Committee and shall preside at its meetings.




Section 7



Resolution No. 4

RESOLVED, that the revised Delegation of Authority Policy be, and is
hereby approved in the form as presented to the Board.



The University of Texas Investment Management Company
Delegation of Authority Policy

Effective Date of Policy: November 15, 2004
Date Approved by UTIMCO Board: November 15, 2004
Supersedes: Delegation of Authority Policy approved by the UTIMCO Board on April 25, 2003

Purpose: .
The purpose of the Delegation of Authority Policy is to provide a clear delineation of responsibilities
of the UTIMCO Board of Directors and the UTIMCO staff. Section 66.08 (d) of the Texas
Education Code provides that UTIMCO's duties to the U. T. System Board of Regents with respect
to the management of investment funds shall be governed by a contract between the two parties.
UTIMCO provides various investment management services to the U. T. System Board as more
fully described in the Investment Management Services Agreement by and between the U. T.
System Board and UTIMCO. The-UTIMCO Board is responsible for management and investment
oversight of UTIMCO. The UTIMCO Board recommends amendments to the Investment Policies
for approval by the U. T. System Board. The UTIMCO Board is responsible for overseeing the
investment process to execute the established Investment Policies. However, in order to enhance
the competitiveness of the investment process, improve management and operational efficiency,
and in order to define and concentrate accountability for performance, certain duties and
responsibilities are delegated by the UTIMCO Board to UTIMCO Management. This Policy
Statement defines the delegation of authority in the two primary areas of UTIMCO operations:

(1) Management, Operations, and Finance; and

(2) Investments.

Objective:

By clearly defining the limits of delegated authority of UTIMCO Management, this Policy Statement
enhances operational efficiency and timeliness in decision making, thereby enhancing
competitiveness, as well as establishing a framework for the evaluation of UTIMCO Management
in the assigned tasks.

Scope:

This Policy applies to all matters under UTIMCO control. The only delegations of authority granted
by the UTIMCO Board are enumerated in this Policy. Any authority not specifically granted in this
Policy is retained by the UTIMCO Board acting as agent for the U. T. Board of Regents.

Authority Delegated to UTIMCO Management:

The primary functions of the UTIMCO Board are to formulate, revise, implement and conduct
ongoing oversight of the policies it has established for UTIMCO. The duties and responsibilities of
the UTIMCO Board are enumerated in the UTIMCO Bylaws, Articles of Incorporation,
Subcommittee Charters, Investment Management Services Agreement, and in UTIMCO policies.
In order to more efficiently execute its responsibilities, the UTIMCO Board has delegated the
authority to implement UTIMCO policies to UTIMCO Management in two primary areas:
Management, Operational, and Financial Authority, and Investment Authority.

Management, Operational, and Financial Authority: Final authority for the functions listed
below rests with the UTIMCO Board:

UTIMCO 11/15/04 1 Delegation of Authority



The University of Texas Investment Management Company
Delegation of Authority Policy

Documentation and Controls:

All UTIMCO Management decisions made under this Delegation of Authority Policy will be
monitored by UTIMCO's Chief Compliance Officer. Any exceptions to this Policy will be reported to
the Chief Executive Officer immediately. The CEO will develop a remedy to the exception, if
possible, and report the exception and the remedy to the UTIMCO Board promptly.

Reporting:

The Chief Compliance Officer will provide a list of any exceptions to this policy on at least an
annual basis to the Audit and Ethics Committee of the UTIMCO Board.

UTIMCO 11/15/04 5 Delegation of Authority



The University of Texas Investment Management Company
Delegation of Authority Policy

Appendix A
Investment Vehicle and Manager Selection

Except for the specific terms of delegation defined in this Policy, the UTIMCO Board shall be
responsible for the selection of internal and external portfolio managers and partnerships to invest
assets managed for the U.T. Board of Regents.

The process for new manager or partnership selection shall include the following steps:

1.

2.
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Extensive due diligence by UTIMCO staff, and in some cases by the UTIMCO
consultant.

Preparation of a complete due diligence report that will be considered by the
UTIMCO Chief Executive Officer. Changes or updates to the due diligence report
may be made as a result of the CIO review.

At the discretion of the UTIMCO Chief Executive Officer, a due diligence report by
the UTIMCO external consultant may be required.

In cases in which the investment decision has been delegated to the UTIMCO Chief
Executive Officer under this Policy, a Certificate of Compliance will be sent to each
UTIMCO Board member with an executive summary of the due diligence report
prepared by the UTIMCO Staff and external consultant (if required by the CEOQ).

In cases in which delegation is not permitted under this Policy, a Certificate of
Compliance will be sent to each UTIMCO Board member with the complete due
diligence report prepared by the UTIMCO Staff and external consultant (if required
by the CEO). The Certificate of Compliance will have a checkbox to allow any
UTIMCO Director to request a complete review of the investment at a subsequent
Board meeting prior to making the investment, and two checkboxes to delegate the
decision to UTIMCO Management, with or without a subsequent presentation of the
investment at a future UTIMCO Board meeting.

a. If any Director has requested Board review, staff will provide a complete
presentation, which may include a representative of the proposed manager or
partnership, at the next UTIMCO Board meeting. If after hearing the
presentation, a majority of Directors do not feel the investment is appropriate,
the investment will not be made.

b. If no Director has requested a prior Board Review, the investment will be
negotiated by staff and assets will be invested.
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Effective Date of Policy: Aprif 25, 2003

Date Approved by UTIMCO Board: April 25, 2003

Supersedes: Delegation of Authority to Corporation's President and CEQ approved by the
UTIMCO Board on September 26, 2000

Purpose:

The purpose of the Delegation of Authority Policy is to provide a clear delineation of responsibilities
of the UTIMCO Board of Directors and the UTIMCO staff. UTIMCO provides various investment
management services to the U. T. Board of Regents as more fully described in the Investment
Management Services Agreement by and between the U. T. Board and UTIMCO. Section 66.08
(d) of the Texas Education Code provides that UTIMCO's duties to the U. T. Board with respect to
the management of investment funds shall be governed by a contract between the two parties.
The UTIMCO Board is responsible for management and investment oversight of UTIMCO. The
UTIMCO Board recommends amendments to the Investment Policies for approval by the U. T.
Board of Regents. The UTIMCO Board is responsible for overseeing the investment process to
execute the established Investment Policies. However, in order to improve operational efficiency as
well as define and concentrate accountability for performance, certain duties and responsibilities
are delegated by the UTIMCO Board to UTIMCO Management. This Policy statement defines the
delegation of authority in the two primary areas of UTIMCO operation: Management, Operational,
and Financial Authority; and Investment Authority.

Objective:

By clearly defining the limits of delegated authority of UTIMCO Management, this Policy Statement
enhances operational efficiency and timeliness in decision making, as well as establishing a
framework for the evaluation of UTIMCO Management in the assigned tasks.

Scope:

This Policy applies to all matters under UTIMCO control. The only delegations of authority granted
by the UTIMCO Board are enumerated in this Policy. Any authority not specifically granted in this
Policy is retained by the UTIMCO Board acting as agent for the U. T. Board of Regents.

Authority Delegated to UTIMCO Management:

The primary functions of the UTIMCO Board are to formulate, revise, implement and conduct
ongoing oversight of the policies it has established for UTIMCO. In order to more efficiently
execute its responsibilities, the UTIMCO Board has delegated the authority to implement UTIMCO
policies to UTIMCO Management.in two primary areas:

Management, Operational, and Financial Authority: All duties and responsibilities in the areas

listed below which are not specifically reserved for the UTIMCO Board in UTIMCO Bylaws, Articles
of Incorporation, Subcommittee Charters, Investment Management Services Agreement, and other
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UTIMCO policies are hereby granted to UTIMCO Management.

Administration, Accounting and Financial Management
Systems Technology Management

Personnel Management

Compliance

Client Relations and Reporting

Public Relations

Investment Authority: All duties and responsibilities in investment management which are not
specifically reserved for the UTIMCO Board in UTIMCO Bylaws, Articles of Incorporation,
Subcommittee Charters, Investment Management Services Agreement, and UTIMCO investment
policies are hereby granted to UTIMCO Management. Specifically, he UTIMCO Board delegates
the following duties and responsibilities to UTIMCO Management:

e  Tactical asset allocation within the ranges established in Investment Policy
Statements, including rebalancing portfolio weights to Policy Target Weights or
actively deviating from Policy Weights as market conditions dictate

Investment vehicle and manager selection as defined in Appendix A

Manager and partnership monitoring and termination as defined in Appendix B
Investment research and internal asset management

Investment risk management

Proxy voting and monitoring

Selection and management of investment Consultant as defined in Appendix C
Performance monitoring and reporting

Preparation of recommendations regarding strategic asset allocation and other
policy issues for the UTIMCO Board

Documentation and Controls:

AlLUTIMCO Management decisions made under this Delegation of Authority will be monitored by
UTIMCO'’s Chief Compliance Officer. Any exceptions to this Policy will be reported to the Chief
Executive officer immediately. The CEO will develop a emedy to the exception, if possible, and
report the exception and the remedy to the UTIMCO Board promptly.

Reporting:

The Chief Compliance Officer will provide a list of any exceptions to this policy on at least an
annual basis to the Audit and Ethics Subcommittee of the UTIMCO Board.
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Appendix A
Investment Vehicle and Manager Selection

UTIMCO Management shall be responsible for the selection of internal and external portfolio
managers and partnerships to invest U. T. System assets. While this Delegation of Authority
recognizes that manager and partnership selection is inherently subjective, the process is subject
to the compliance guidelines set forth in this Appendix.

The process for new manager or partnership selection shall include the following steps:

1.

2.

The selection

Extensive due diligence by UTIMCO staff, and in some cases by the UTIMCO
consultant, examining the factors listed below.

Preparation of a complete due diligence report that will be considered by the
UTIMCO Management team. Changes or updates to the due diligence report as a
result of the management team meeting will be made.

In the case of non-marketable alternative asset selections only, the UTIMCO
consultant will prepare an independent due diligence report.

The standard Certificate of Compliance will be sent to each UTIMCO Board member
with an executive summary of the due diligence report and the complete due
diligence report. The Certificate of Compliance will have a checkbox to allow any
UTIMCO Director to request a complete presentation of the investment at a
subsequent Board meeting prior to making the investment.

If any Director has requested Board review, staff will provide a complete
presentation, which may include a representative of the proposed manager or
partnership, at the next UTIMCO Board meeting. If after hearing the presentation, a
majority of Directors do not feel the investment is appropriate, the investment will not
be made.

If no Director has requested a Board presentation, the investment will be negotiated
by staff and assets will be invested.

of portfolio managers and partnerships shall be based on careful due-diligence that

will include, but will not be limited to, the following factors:

General Firm Overview:
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. History of firm or partnership

*  Ownership structure of firm, assessment of capital adequacy

. Product breadth and growth in products. Are sufficient resources available for
proposed investment category?

=  Current assets under management; asset growth; plans for future growth; will
growth be capped at some point; what portion of total assets will UTIMCO
comprise?

- Distribution and size of accounts; percent institutional; percent endowments:
what other endowments are investors?

*  Isthere any indication of instability in the client base?
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Personnel:

Does the manager of UTIMCO funds have his own money at risk alongside
UTiMCO?

How are the firm’s investment professionals compensated; is compensation
competitive and based on investment performance of UTIMCO account?

Do the managers of UTIMCO assets have a meaningful and proven record of
investment success?

Is the structure of the portfolio management team consistent with the portfolio
approach? Is there sufficient depth of talent?

What are the educational and professional credentials of the portfolio team?
Whatis the historical record of turnover at the firm? Are there likely backups
for key individuals on the UTIMCO account?

How effective is the client service function?

Confirm all of the above with extensive, on site interviews of key personnel.

Investment Philosophy and Process:

What is the distinct competitive advantage of the firm and how does the firm
intend to maintain that competitive advantage?

Is the approach fundamental or quantitative in nature? If quantitative, is there
a process to update or adgpt models as conditions change?

How are idea generation, research, and due diligence managed?

How are portfolio construction and risk management managed?

Does the firm manage investment risk to a benchmark or to an absolute level?
How robust is the risk management procedure? Is risk management integral
to the investment management process or an afterthought?

Are operations, administration, and trading capabilities appropriate to the style
of management?

Does the manager have an effective monitoring and compliance procedure in
place?

Historical Investment Performance:

Compare to appropriate passive benchmarks

Compare to relevant manager universe performance

Compare both risk adjusted and nominal performance; compare information
ratios

Are excess returns cyclical? If so, what is the nature of the cycle? Are excess
returns correlated with excess returns of existing managers?

Fees and Expenses; Other Contract Terms:
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Are fees reasonable given the portfolio mandate?
Are performance based fees available?
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Are any lockup provisions reasonable? Do we have an unconditional escape
if conditions warrant?

Are there confidentiality provisions? If so, do we have the clearly stated ability
to publicly disclose amount invested, key portfolio staff members, performance
data, and fees?

In addition to the items listed above, the following factors will be considered in selecting
investments in Marketable Alternative assets and Non-Marketable Alternative assets.

Marketable Alternative Assets:

Identify the manager’s process for determining the portfolio’s net exposure;
determine the range of historical exposure; determine the projected future
exposure range

Determine the use of leverage; historical?; future plan?

Determine the potential for the investment generation of taxable income for
the endowments; how will the manager avoid UBTI?

Determine the level of transparency available. Will we have sufficient
information to correctly gauge risk?

Non-Marketable Alternative Assets:
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Identify the proprietary nature of the firm's deal flow and the distribution of deal
generation among partners

Are sufficient key man provisions in place for key partners?

Determine the firm’s methodology for valuing illiquid investments

Evaluate the strategies the firm will use to realize retuns from illiquid
investments

Do we have an opportunity to serve on an advisory committee?

5 Delegation of Authority Policy



The University of Texas Investment Management Company
Delegation of Authority Policy

Appendix B
Manager and Partnership Monitoring and Termination

UTIMCO Management shall be responsible for monitoring and, when necessary, termination of
internal and external portfolio managers and partnerships investing U. T. System assets. While
this Delegation of Authority recognizes that these tasks are inherently subjective, the process is
subject to the compliance guidelines set forth in this Appendix.

Managers will be monitored on a continuous basis to assure continuing compliance with the factors
considered in selecting the managers, listed in Appendix A. Investment performance of each
manager will be monitored relative to specific benchmarks established and agreed at the time each
manager was hired. Other investment factors including level of risk, portfolio turnover, and market
sector exposure will also be closely monitored. Personnel factors, including any turnover in key
personnel, significant changes in ownership structure, or changes in compensation structure will be
monitored as well. Regular reports on investment performance will be made available to UTIMCO
Directors.

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 acts will be terminated immediately:

*  Fraud
= Significant violation of investment policy or key terms of the advisory
agreement with UTIMCO

= Unethical Acts
= Significant violation of 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:
= Failure to achieve performance targets over an appropriate period of time
Significant change in portfolio composition or style of management
Risk levels significantly higher or lower than agreement
Significant changes in the manager’s organizational structure
Turnover in key investment personnel
Unsustainable growth in assets under management
Significant failure in client service or reporting
* 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 Watch List designation, UTIMCO staff will make at least one on
site visit.
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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.

5. In the event that the violations of the conditions listed in 2 above are particularly
egregious and, in the opinion of UTIMCO Management, place System assets in
immediate danger, UTIMCO Management may terminate a manager without first
placing the manager on the Watch List.

6. UTIMCO Management will promptly notify UTIMCO Board members of all termination
decisions.
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Appendix C
Selection and Management of Investment Consultant

UTIMCO Management shall be responsible for recommending, subject to UTIMCO Board
approval, the selection of an external investment consultant and the scope of work to be performed
by the consultant.  After approval by the UTIMCO Board, UTIMCO Management shall be
responsible for negotiating the terms and condifions of the consultant's contract, for determining
the work schedule of the consultant, for evaluating the consultant's professional work product, and
for recommending the extension or termination of the consultant's contract to the UTIMCO Board.

UTIMCO Management shall present, on at least an annual basis, a comprehensive report to the
UTIMCO Board on the current scope of work of the external consultant.
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